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Disclaimers & disclosures

1) Information, argument and evidence contained herein have been
independently prepared by Mark A. Foster, currently serving as CFO
ASD and periodically providing independent consulting advice to
clients as Principal, Mark A. Foster & Associates (MAFA). The
information, argument and evidence may not reflect the opinions of
the Anchorage School Board, the Administration or any MAFA
clients.

2) Current and recent clients include Alaska Power & Telephone,
HydroWest International, UAF (Coal Fired Power Plant), Kuukpik
Corporation.

3) Prospective clients may include interests opposed to natural gas rate
increases before the Regulatory Commission of Alaska (RCA).
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CWN Study Group Work Plan

(Annotated by M. Foster to reflect advocacy for a longer term view)

1) Increase understandin{!‘:f what the operating budget cost drivers over the last 19 years and the forecasted

impact over the next

Foster

years;

Fifty year back cast horizon is *required* in order to mitigate against self-selective nostalgia of the
baby boom generation who are currently enjoying heavy (and potentially disproportionate)
representation in opinion and decision making roles with respect to the challenges of the next two
decades

Ten year back cast horizon frequently conveniently ignores key fundamental economic drivers

*  Over the past ten years, the growth in state operating spending could be seen as making up
for roughly 20 years of serious erosion in service levels during the great moderation in oil
prices (1989 — 2004). Over the past ten years of catch up, state operating spending continued
to lag behind the growth in oil and gas wellhead value. At the same time, political interests
spent a significant portion of the windfall in capital and tax expenditure “investments”,
approaching $2 billion across the energy sector alone. The massive ramp up in state directed
expenditures in energy sector subsidies dwarf federal intervention as a percentage of the
economy and bear an uncanny resemblance to state interventions typical of social states that
frequently signal heightened risks to outside investors.

*  The growth in state operating spending roughly matched GDP growth per capita so it is hard
to sustain an argument that is was excessive.

* Inaddition, it is important to note that the shift toward a higher percentage of capital
expenditures in state expenditures in the oil price run up of the past decade had two
deleterious effects on the local economy. One, the relative economic multiplier of capital
expenditures, whether hiring consultants or building stuff with materials and equipment and
specialized labor from outside, is roughly 40% of the economic multiplier of operating
budgets, shipping 60% of the potential economic activity from state spending to outside
rather and leveraging outside investment into Alaska. Two, rapid increases in capital
expenditures frequently accelerates local inflation which creates upward pressure on
construction wages which typically increase the price of capital projects.

* The expansion of capital expenditures does have a few interesting benefits for school
districts. As the construction industry heats up and wage pressures expand, the construction
industry focus on wages squeezes medical care benefits at the margin. The spouses of
construction industry workers frequently seek employment with organizations which offer
health benefits for families. This expands the supply of prospective employees and holds
wage requirements down in certain job categories which are attractive to construction
industry spouses. The flip side of that is the demand for family medical coverage remains
high in those job categories which are attractive to the spouses of construction industry
employees. The potential benefit of an increased supply of employees for certain benefit
bearing jobs may be mitigated by federal subsidies available to many families in Affordable
Care Act insurance exchanges. At the margin, spouses in families eligible for large federal
subsidies may chose not to work which reduce a somewhat limited supply of workers for
school districts and drive a wage premium if district are to sustain service levels.

Twenty year forward looking horizon is *required* to:

*  Fully appreciate the opportunities and risks of Alaska North Slope Natural Gas Development
as it comes into full production [$4 billion/year per Administration disclosures] and
reinvigorates the next oil renaissance [+S? billion/year]

*  AVOID the conveniently dramatic narrative for politicos and oil & gas industry negotiators of
crossing the desert (of declining oil well head value) to get to the promised land of natural
gas (well head value) [$4 billion/year]...which seems to focus on the desert when talking
about operating budget considerations and switches to the promised land at other times...
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CWN Study Group Work Plan

(Annotated by M. Foster to reflect advocacy for a longer term view)

2) Understand the impact and nature of formula-driven programs and the
latitude for change;

3) Identify effectiveness of state programs through a review of its performance
measure framework in terms of results delivered and resourced required.

4) Understand the role of state operating programs in supporting business and
employment opportunities as well as lifetime health and quality of life across

Alaska
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The Big Picture

Per Capita Unrestricted General Fund Revenues and Budget History
adjusted for inflation (expressed in 2013 dollars)
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Emphasizing a state revenue desert in discussions about State Op Ex over the next ten years [and ignoring
the next ten years after that] may be seen by some as an attempt by political stakeholders and oil & gas
industry negotiators to claw back $10 billion of previous oil tax & royalty collections (a tax rebate) under the
banner of a state investment in natural gas infrastructure.

Seasoned investment bankers have offered cogent advice to the Permanent Fund Board regarding investing in
mega scale energy projects in state — reminding the PF Board of a time tested lesson — it may be prudent to
avoid emotional investments in your own back yard if you want to stay focused on providing sustainable
returns on your investments and avoid getting embroiled in local political machinations. [ADN, October 6,
2014]

It might be instructive to check in with the premier of British Columbia about the journey across the desert in
the quest for a mega scale natural gas project to serve foreign markets [The Globe & Mail, October 6, 2014]




K-12 Education — In the
old days...
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in Anchorage
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Local support for education in Anchorage was significantly higher

than today.

State limits imposed on local governments in the last ten years —
often attributed to federal requirements associated with

diminishing federal support - have constrained local support in
Anchorage to 70% of what it was in the 1950s and 1960s.
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K-12 Education: Observations from
Anchorage — What are the cost drivers?
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The dominant historic driver of
cost growth for K-12 has been
group medical coverage for both
active employees and retirees.
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How do we (US, AK, ANC) compare to high
performing education systems (that are often cited
as aspiration goals)?
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State Expenditure Outlook

Comparing Three Cost Drivers and
the Remaining Available UGF Revenue
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K-12 Education appears flat for next five years...

Continued excessive medical price inflation presents a challenge to K-12’s
ability to sustain momentum as well as Medicaid’s ability to deliver high
quality service at an affordable rate.

In addition excessive medical price inflation presents a material risk to oil &
gas industry competitiveness in Alaska, especially compared to oil and

natural gas developments in countries along the Pacific Rim and Arctic who
feature much smaller medical costs as a percentage of overall labor costs.
Conversion from rapid medical price inflation market to a high value/low
inflation supply of medical coverage yields significant benefits across public
and private sectors and may provide more long term leverage in lowering the
AK cost of finding, lifting and developing its high value-add natural resources.
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K-12 Education — The
Value Proposition

Relative value of Health Insurance/Medical Care vs. High School
Education

Quality Adjusted Life Years Lost by Age 65 (U.S.)
Muenning, et al, Am J. Public Health, Sept 2010
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There is at least some analysis that suggests the value of a high school on future health
may be on the order of three times as much as the value of health insurance.
Can Alaskans continue to afford the high cost of medical procedures, when analysts

report as much as 30% of medical procedures are not needed [Dartmouth, cited by Dr.
Hurlburt, SOA Chief Medical Officer] and we have “reached the flat of the [benefit] curve
[in medical care]” [Joe Newhouse, Health Economist]
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