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FEDERAL FUNDS RISK MODEL RESULTS

Results from the FFRM

The FFRM will calculate:

= Economic measures
« Jobs
 Revenue
« State specific GDP
« All including both direct and indirect effects

» Fiscal measures
» Effects on General and Education Funds
» Ramifications for Rainy Day Funds
* Possible revenue increases and/or budget reductions
» All aligned with the state’s VaR calculations (12 months)

The FFRM will allow the Federal Funds Commission:
» To help answer “What do federal budget stand-offs mean for Utah
« To help drive policy making
» To solve for new hedging strategies
« To determine optimal risk solutions
« To understand risks to indirect funds that are not controlled by the state
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APPROACH TO FEDERAL FUNDS

FFRM Risk Model Approach

Indirect Fed Funds

. ' Soc-ia-lf"y' ._,-_‘-Fe'déral ‘
Medicare Secunty " Jobs |
T———— et ] e |/
irect Fed Funds —>| usi
—> Operational using REMI
. Pell
Medicaid

_Programs _
S Economic

- Effects
Economic Factors I

« Control for Operational Risk and Maintenance of Effort, where
relevant

« Control for other states impacting effects on Utah, such as
knock-on effect / “Contagion Risk”
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EXPOSURE TO FEDERAL FUNDS

The methodology that we will demonstrate with the FFRM today will present three example
scenarios to evaluate direct and indirect federal funding for the state
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Total State & Federal Fund Levels The FFRM will evaluate risk factors as follows:

» Direct Federal Funding

Medicare » Indirect Federal Funding
Indirect = Example Scenarios that will be shown today:
Funds ,

Interest Rate changes

* Medicaid

Total State
Budget
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Federal
Funds
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HOW DO WE “GET SMARTER” ABOUT MANAGING RISK?

Interest Rate Scenario

Fed Raises Interest Rates
Assumptions: ‘ Scenario umptions
+ September timeframe *,?
* Interest rates rise by 50 bps. ‘

* Related reduced GDP, federal borrowing,

and federal spending. 1 ]

Federal Funds Risk Model Outputs

» In this one scenario the State of Utah could
lose $0.63m in Direct Federal Funds

<

» State of Utah could also lose 13,000 jobs,
$1.2b of state specific GDP, and over $348m
in state & federal direct and indirect funding
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HOW DO WE “GET SMARTER” ABOUT MANAGING RISK?

Medicaid Spending Reduction

Medicaid Spending is reduced ‘

go——
Assumptions: ., Scenario umptions
» Congress decides to counteract the federal "

effects of Medicaid expansion.
* Medicaid spending goes down 5%.

E——

Federal Funds Risk Model Outputs

» In this one scenario the State of Utah could
lose $105m in Direct Federal Funds '
» State of Utah could also lose 3,000 jobs,

$127m of state specific GDP, and over $105m
in state & federal direct and indirect funding
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HOW DO WE “GET SMARTER” ABOUT MANAGING RISK?

Combined Interest Rate and Medicaid Scenario

Fed Raises Interest Rates 3
Assumptions: !
+ September timeframe
* Interest rates rise by 50 bps. \

* Related reduced GDP, federal borrowing, and
~ federal spending.

I

Medicaid Spending is reduced i

Assumptions:
» Congress decides to counteract the federal |

effects of Medicaid expansion.
* Medicaid spending goes down 5%.

" Federal Funds Risk Model Outputs

» In this scenario, the State of Utah could lose
$113m in Direct Federal Funds e
» State of Utah could also lose 17,000 jobs,

$1.4b of state specific GDP, and over $452m
in state & federal direct and indirect funding
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HOW DO WE THINK ABOUT RISK FACTORS THAT ARE NOT IN OUR CONTROL,
AND CONTAGION?

Case Study: Hill Air Force Base — Indirect Funding risk factor analysis (Partial Shutdown)

5,900 Civilians 1,600 Civilian
Employees Contractors
2,200 Military 13,000
Employees Indirect Jobs

Partial Base Shutdown (50%)

N

Mitigation
* Even in year one, this $390M loss of taxes

would exceed the available Rainy Day Funds
and General Funds Restricted Balance.

Partial Base Shutdown Impact

Could result in a loss of:
» 23,000 jobs
« $390 million dollars lost in State Revenue (Direct)

* $1660 million dollars lost in GDP (Indirect) o 0,

* In year two, the State could replenish any of
these funds or reserves through $390M of
new revenue or money from other sources.

ALVAREZ & MARSAL 8



HOW DO WE “GET SMARTER” ABOUT MANAGING RISK?

Fiscal Cliff Scenario

Fiscal Cliff
—
Scenario Assumptions: ‘ Scenario umptions
* Federal gov't falls off a fiscal cliff
« Triggers a 3% Sequestration t

* Concurrent rise in interest rates of 1%
* Impact on UDOT, for example

Federal Funds Risk

» In this one scenario the State of Utah could
lose $49m in Direct Federal Funds @
» State of Utah could also lose 71,000 jobs,

$6.6b of state specific GDP, and over $2.5b in
state & federal direct and indirect funding

Model Outputs
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SCENARIO 1: FISCAL CLIFF AND INTEREST RATE SPIKE

Federal Funds Risk Model — Baseline view

Scenario Factors Federal Funding at Risk FSA - Pell Grants
~ Minimal Student Loans
Sequester 4 | 3 0%
_ Before 1 - Higher education PellGrantsand Direct
Interest Rate ¢ | b 0bp ] Student Loans
 Miimal A ) —u | 1000
Medicaid Programs < b oo SO Federsl Funding
Adverse - 800 at Risk
Military Funding « | r D% s 14
=19 " 8%  Before Mitigation $0. mm
Mitigations 03
i 0] 40 _—
Revenue < | s 50 mm 0] o After Mitigation  $0. mm
0% o
Servicelevel ¢ | r 50 mm 0 ... . . . ., o o Cost of Funds 0. mm
o i : o 2 4 & 2 10 12 14 16 18
Debt L - = Improvement  +0.00%
. ) r rS[LIdE‘I'I[ r r r r r r r r
Reserves  « | , SOmm | TRl Mediad U TAMF MMS  OSERS  Chid  FHWA  DF PLT  SNAP
General Fund Education Fund Total
Base At Risk Mitigated Base at Risk %363 mm $658 mm $1,021 mm PerCentof Debt
Mitigated Revenue $0 mm $0 mm $0 mm Capacity
State SpecificGDP  §148,500 mm $1,054 mm $0 mm Reserves 50 mm $0 mm $0 mm
PerCent Debt
State and Federal Direct . Total $0 mm s e Ceiling
and Indirect Funding $24,85}' mm $1;021 mm 50 mm mgated Value %363 mm $658 mm 51,021 mm 60%
Forecast Error $794 mm 51,763 mm $2,558 mm
Variance F-5432 mm F-51,105 mm F-%1,537 mm

(F =Fawvorable | U = Unfavorable)
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SCENARIO 1: FISCAL CLIFF AND INTEREST RATE SPIKE

Federal Funds Risk Model — Fiscal Cliff Scenario

Adjust for a 3%
Sequestration
Scenario Factors Federal Funding at Risk FHWA Programs
Adverse FHWA
Sequester < = [ 3%
— Before - xm Federal Highway Administration Surface,
Interest Rate ¢« | b 100bp —u Performance, and other programs
- 7 A
Minimal - 2000
Medicaid Programs ¢ ATter m 4 Federal Funding
Adverse " " " 1500 at Risk
Military Funding « | y o 0% s Adjust for a rise in I
— E &1 4 interest rates of 1% Before Mitigation $49.32 mm
Mitigations 0 [ 1000
o — L
Revenue < [ b $0 mm 0 ] w00 After Mitigation $49.38 mm
o% 10 3
Service level ¢ [ r 50 mm o o — o Cost of Funds  $0.55 mm
o I:i : o 2 4 ] 8 10 12 14 15 18
Debt e - =T i i i . . i . i i Improvement  +0.00%
Reserves  « | r 50 mm o Tt Medicaid El'_'ggﬁzt TAMF  MMS  OSERS  Child | FHwWa IDOF PILT = SHaP
General Fund EducationFund  Total
Base At Risk Mitigated Base at Risk $882 mm $1,602 mm $2,483 mm PerCentof Debt
Mitigated Revenue 50 mm s0 50 Capadity
Jobs 1,452 k 71 k 0k Servicelevel %0 o o
L S0 mm 0 mm 0.0%
ifi ) Debt 50 mm $0 mm %0 mm
State SpecificGDP  $148,500 mm 6,661 mm 50 mm Reserves %0 mm $0 mm $0 mm N
erCent Del
State and Federal Direct st Vol Total e 50 mm 50 mm Ceiling
and Indirect Funding  $24,857 mm $2,483 mm $0 mm el 5882 mm $1.602 mm $2.483 mm e
Forecast Error 5794 mm 51,763 mm 52,558 mm
Variance U $87 mm F-5162 mm F-575 mm

(F = Favorable | U = Unfavorable)

ALVAREZ & MARSAL 11



SCENARIO 1: FISCAL CLIFF AND INTEREST RATE SPIKE

Federal Funds Risk Model — Fiscal Cliff Scenario

Scenario Factors Federal Funding at Risk FHWA Programs
Adverse FHWA
Sequester + | 3 3%
Minimal Before oo - Federal Highway Administration Surface,
Interest Rate « | *  100bp ‘ m Furlough Federa"y I Performance, and other programs
- - 2280
Medicaid Programs  « & Funded State L 2270 Federal Funding
»| Employees through e atRisk
Military Funding « | 0 . I
“ 20% Serwc_e Level - 250 Before Mitigation $49.38 mm
Mitigations 1 reduction - 2240
T L 2230
Revenue 1 [y 20 :“h“* *-‘-"' | 2390 After Mitigation %45.93 mm
0% 10 7 |
Servicelevel | < L ; 43 mm ] o >t iz Cost of Funds  %0.55 mm
— % - o 2 6 s 10 12 14 16 18
Debt I 0% ol Improvement +6.98%
. ) r 'Student r r r r r r
Reserves  « | S96mm | STl Medesid ool TANF MMS  OSERS  Chid |FHWal OF \PLT  suap

Economic Impact Revenue Vb4

General Fund

Base At Risk . ) Mitigated Impact bt Debt
: 50 mm jcity
Jobs 1,452 k 71k 2k Adjust reserves to o 3
‘ramp-down” certain $0mm —
State SpecificGDP ~ $148,500 mm 6,661 mm $55 mm benefits / services $34 mm $62 mm $96 mm
535 PerCent Debt
State and Federal Direct mm 564 mm 589 mm Ceiling
and Indirect Funding $24,85? mm $2,48'3 mm 399 mm Mitigated Value $B47 mm 51,538 mm 52,384 mm 60%
Forecast Error 5794 mm 51,763 mm 52,558 mm
Variance U 552 mm F-5226 mm F-5174 mm

(F =Fawvorable | U = Unfavorable)
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SCENARIO 1: FISCAL CLIFF AND INTEREST RATE SPIKE

Federal Funds Risk Model — Fiscal Cliff Scenario

Scenario Factors
Adverse

Sequester + b 3%
Minimal
Interest Rate «

Medicaid Programs <«

Military Funding +« |

Mitigations
10%
Revenue  +« | F $130 mm
20%
Service Level 1 [ 3 %3 mm
N o3
Debt ¢ | [3 %0 mm
o
Reserves J [ 3 50 mm

Economic Imp

Base At Risk
Jobs 1,452 k 71k
State SpecificGDP  $148,500 mm $6,661 mm
State and Federal Direct
and Indirect Funding  $24,857 mm $2,483 mm

Federal Fundj

Before

FHWA Programs

Increase Revenues FHWA

F

10% Federal Highway AdministrationSurface,
0 r 2300
Performance, and other programs
ﬁ-\w - 2280
L 2280 Federal Funding
at Risk
‘“"0 - 2240
Before Mitigation L
I g 549,38 mm
*— 2200 e
] — After Mitigation 5$45.96 mm
0
+ 2180
— Cost of Funds  $0.55 mm
T # * T T 4 T T T v 2160
o} 2 4 3 2 10 12 14 16 12
Improvement +6.93%
'Student r r r r r r r
Lasnz TAMF MMS OSERS Child FH'w' IOF PILT SHAP

ClizkanFederal faadicaid
Funding Rirk

2k
574 mm
5134 mm

Bevenue Volatiliby

Target levels of rainy day funds and reserves have been set
to address state revenue value at risk — not federal funding.

While federal funding to Utah declines from the fiscal cliff,
state revenues also decline due to drop in consumer confidence

Since the State is already mitigating state funding risks with its reserves,
it has fewer reserves available to mitigate federal funding - - slide Mitigation
back to Zero
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REFLECTION

Project Reflection

Alvarez & Marsal Insurance & Risk Advisory Services (IRAS) has built a Federal
Funds risk framework and risk model for the Utah State Legislature’s Federal Funds
Commission.

Project deliverables included assessing various Federal Fund risk scenarios:
« overall reductions of federal funds, as in a sequester;

« effects on the value of federal funds, as with interest rate changes;

« specified reductions of federal funds, as with Medicaid reduction.

A&M assessed these scenarios, and others, by:

* Modeling the risks to guide legislators’ decisions and policy making,

« Showing the impacts on the state of various federal funding scenarios,

e Suggesting ways to mitigate the risks, with plans that can be implemented if they occur,
» Helping the state avoid these risks, through proactive steps that the state can take now.
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QUESTIONS AND NEXT STEPS

Project Wrap-up

» Question and Answer period
» Discussion of model maintenance
» Project feedback

» Next Steps

- Provide a public interface which can be hosted on Utah’s servers
— Provide written methodology

- Provide data & documentation sources

— Provide interview list
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UTAH.GOV VISUALIZER

Visualization Preview — Public Interface

A UTAH STATE
=

Yerrd cenario Visualizer

Scenario Setting Risk Analysis
Explore Federal Funds in Utah at the county level
Choose a variable to display data
Medicaid v
As
Dollars per capita v
Range for ratios and percents:
5,000
LN ) I T N $icap Medicaid
= = - 8 S O 100 orless
O 600
Data from 2013. = 1100
IMedicaid and Snap data by county percentages of participants. : ;?gg of more

Pell data by colleges and universities receiving funds.

County Visualizer

Names Medicaid
BEAVER 647
BOX ELDER 524
CACHE 497
127.0.0.1:7646/#tab-5774-3 CARBON 818

Risk Mitigation

PellGrants

3N

SnapPayments
193
194
176

307

| »

Search:

Subtotal

840

718

1004

1124 -

ALVAREZ & MARSAL
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APPENDIX — PELL GRANT

CASE STUDY

< Q0>



FFRM SOLVING FOR EXTERNAL ENDOGENITY AND INTERNAL OPERATIONAL
RISK FACTORS

Case Study: Pell Grants

Cost of Funding Example Cost of Funds by Risk Area for
Total FSA Pell Grants - $14.76M Total

» Using Pell Grants as an example, we
modeled the risks of three additional
areas to determine the trade-offs for cost
of funding including: operational risk,
funding variability, and credit risk

» Operational Risk: This is the risk that an Operational
operational risk haircut is applied to the Risk
funding levels for Pell grants given the $4.92M,
current operating scores for compliance 33%

and financial administration.
Funding Volatility
» Funding Volatility: Provides an estimate $6.89M,
of potential federal allocation risk inherent 47%
in the program. 0

» Credit Risk: Is the risk associated with
working capital credit enhancements.
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FFRM SOLVING FOR EXTERNAL ENDOGENITY AND INTERNAL OPERATIONAL

RISK FACTORS

External risk factors consider external funding risks add to our exposure

Sequester
$2.7M,
3%

Example External Risks fo
Pell Grants - $98.42M Total

Vv

Per Capita In

$19.44M,
20%

Interest Rate
$76.28M,
7%

r FSA External Risks

4

come

Using Pell Grants as an example, we are
presenting external risk factors including
macroeconomic risks such as per capita
income and interest rates, as well as,
other external risks like sequestration

Per Capita Income: This is the risk that
changes in per capita income in the state
of Utah as a result of the loss of FSA Pell
grants further exacerbate the state-wide
impacts

Interest Rates: Demonstrates the added
risks that interest rates have on the FSA
— Pell Grant program.

Sequestration: Is the risk associated
with the external Federal government
budgetary actions

ALVAREZ & MARSAL
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