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Where does your energy
come from?

The past or the future?



Adjusting
Your Rearview Mirror

1. Defines who we are and how we experience ourselves.
2. Brings clarity to past situations that will overshadow the future.
3. Adds balance to living in the past and walking out the future.
4. Forces you to engage Iin the future.



Rearview Mirror:
Defines who we are and how we experience ourselves.

We identify ourselves and experience ourselves
as we see ourselves.

The past provides plenty of room for second-
guessing and self-criticizing.

People who lead fulfilling lives are unusually

good at surrounding themselves with fulfilling
MIrrors.




Rearview Mirror:
Defines who we are and how we experience ourselves.

The myth of happiness is that particular
desired achievements or outcomes will
lead to forever fulfillment.

You choose the mirror which can fuel
ongoing joy and satisfaction or not.




Rearview Mirror:
Brings clarity to past situations that will overshadow the future.

The rearview mirror isn’t there for us to see what we’ve already driven past;
It’s there to give us an idea of what’s approaching from behind.

We are held back from a brighter

future and become stagnant when:

e we spend too much time thinking
about past mistakes

e use past experiences as proof of
what’s to come

e do not let go of the past.




Rearview Mirror:
Brings clarity to past situations that will overshadow the future.

Avoid wasting time and energy
fighting conditions you cannot
change.

We can use that knowledge on the
things we have the power to change
SO we make more positive, wiser,
and empowered decisions in the
future.




Rearview Mirror:
Adds balance to living in the past and walking out the future.

Look back to look forward ... do not hang out in the past,
but know that the past has contributed to our present
and our future iIs impacted by the past.



Rearview Mirror:
Adds balance to living in the past and walking out the future.

Reject the status quo and
establish a constant state of readiness
to embark on roads untraveled and territory unchartered.



Rearview Mirror:
Adds balance to living in the past and walking out the future.

Memory lane can be the expressway to success
when our past reality intersects with our present
to Impact our purposed future.



Rearview Mirror:
Forces us to engage In the future.

We grow intellectually and emotionally when we seek out new, challenging,
stimulating experiences.

When we set our calendars, we define who we will be.
Happy New Year! “Out with the old” and “in with the new.”

Congrats! Keep moving.



Glance

at what lies behind
but gaze

at what is ahead.




What can your future hold?

People
Process
Product



Look in the rearview mirror long enough to see
that you are purposely positioned for the future.
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More Efficiency In Processes:

Secrets to get things through the
Comptroller’s Office

|.  Know the Website
ll. Know The Source
lll. Know the Credits
V. Know the Tax

V. Know the Fees

V1. Know the Office



Know the Website




Know the Website
Online Forms




Know the Website
Travel Forms




Know the Website
In State Travel Form




Know the Website

In State Actual and Out of State Manual Form




Know the Website
Memos




- Know the Website
Fiscal Policy and Procedures




Know the Website
STAARS Support Portal
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Questions
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Know the Source

 The Code of Alabama

e State Division of
Purchasing

» Office of Leasing
Management

» Fiscal Management
« Agency Distribution
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Know the Source:
The Code of Alabama

-
THE

CODE OF ALABAMA,

o —

maiwdeer, ¢ Er ——r—

Legal authority that
governs state business

Each agency has their own
section of law

Your agency section is
where you will find “Code
Authority” that is
requested by our office

http://alisondb.legislature.
state.al.us/alison/codeofal
abama/1975/coatoc.htm

13



Know the Source:
State Division of Purchasing

e Ensures that the proper
and legal purchasing
process Is followed

* The purchasing policies
that must be followed
are located in Chapter 4
of the Fiscal Policies and

Procedures or on

Purchasing’s website

 purchasing.alabama.gov




Know the Source:
Office of Leasing Management

e Formerly known as
Office of Space
Management

e Oversees Executive
Branch leases of real
estate and manages a
variety of building
projects

 finance.alabama.gov/pa
ges/SpaceM.aspx



Know the Source:
Fiscal Management

* The section of the
Comptroller’s Office that
handles all of the
Professional Service
Contracts

« Any service that requires a
professional level of
education fall in this
category

 Policies can be found in
Chapter 5 of the Fiscal
Policy and Procedures



Know the Source:
Agency Distribution

* The section of the
Comptroller’s Office
that ensures warrants
are cut to the proper
vendor and distributed
to the appropriate
agency

Maintains vendor
database




Questions
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Know the Credits

 Credits can only be made
against invoices if there
Is sufficient support for
the credit and the credit
relates to the current
fiscal year

 Individual credit memos
must be keyed directly
Into STAARS as a
separate line item on the
GAX or PRC



Questions
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Know the Tax

Per the Department of Revenue,
“In order for a sale of tangible

personal property to be exempt
from sales tax, the State
governmental agency must issue a
purchase order or a departmental
requisition number, and the
purchase must be paid for directly
by the State agency with a state
warrant. An employee of an

exempt governmental agency must
pay sales taxon any purchases
made even though he/she may
later be reimbursed by a
governmental entity.



Questions
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Know the Fees




Questions

24



Know the Office
Comptroller’s Accounts Payable

« Lindsay Bryant, Supervisor
* Robyn Coppock

o Taylor Freeman

e Samantha Grant

o Karen Wilson

» Courtney Ballenger

Ethan Miller

Rena Stinson

Shari Coleman
Beth Rowlen
Shawantha Thomas
Abigail Brown



Know the Office
5 Easily Preventable Green Slips

1.

Make sure vendor
name/address match
Invoice

Make sure dollar amount
matches

Make sure Single Payment
Box is checked

Make sure to use invoice
date provided on vendor
Invoice

Make sure to use invoice
number provided on invoice



Questions
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Know the Upcoming Changes




Questions
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—————————————
Unemployment Rate

§ Alabama’s Unemployment Rate in April fell to 3.8% (lowest rate in state
history), now well below the U.S. average of 4.1%

@ Historically, Alabama’s unemployment rate has lagged the U.S. by ~1.0%
@ “Full-employment” considered to be 5.2%



—————————————
Alabama’s Unemployment Rate

§ Statewide Unemployment: April 2018 - 3.8%
(seasonally adjusted)
@ Alabama’s Population — 4,884,115
@ Civilian Labor Force — 2,169,867
§ ~45% of total population
@ Unemployed — 83,208
§ Lowest unemployed in history
@ Unemployment Rate
§ January 2017 — 6.4%
§ April 2018 — 3.8%

§ Alabama vs. Rest of the U.S.
@ Historically, 1.0% above the U.S.

§ +0.9% average over previous 40
years (1977-2016)

@ Alabama — 3.8%
@ U.S. Average —4.1%

Sources: Center for Business and Economic Research, The University of Alabama; Department of Industrial Relations, Labor Market Information Division



I —_
Unemployment — Southeastern State Comparison

§ Over the past 2 years, Alabama has begun to outpace the rest of the
Southeast and now trails only Tennessee for the lowest unemployment rate

@ Unemployment has dropped from the highs of 2009 (~11.0%)
@ 3.8% rate (April) significantly below the Southeastern avg of 4.1%

December 2015 April 2018

Alabama - 6.2% Alabama - 3.8%
Southeast Avg — 5.6% Southeast Avg — 4.1%

Sources: Alabama Department of Labor 4



Alabama’s Unemployment Rate — Then and Now

§ Huntsville (3.0%), Auburn-Opelika (3.1%), the Birmingham Metro (3.2%)
and the Daphne-Fairhope area continue to set the pace for the rest of the State. ..

Alabama Unemployment Rates by Metro Area

Tuscaloosa S5 2% 3.0%
Montgomery S .70 5o,
Mol 2% s 4.00%
Fluntsville 3 0% e 3.62%
G den 3,02 s 4.39%
Florren ce-Muscle Shoa s 3.0 4.5%
Dothan | — 0% 40
D ca i L 4,19
Daphne-Fairho pe-Foley |l 3.6%
Birmingham-Hoover 3 2% s 3 5%
Auburn-O pelila 1% 3.62%
Anniston-Oxford-Jacksonville  SESESSES_IIIISSSSSS_;_——"—"——————-——8_.2% 4 6o,

0.0% 1.0% 2.0% 3.0% 4.0% 5.0% 6.0%

B April 2018 m April 2017 5

Sources: Alabama Department of Labor



—_— - ]
Sales Tax Collections

§ Excludes Online - Year-over-year comparison, 9 consecutive months of y-o-y
increases in sales tax collections (positive during 20 of the last 24 months)

@ Growth of the rolling 12-month average (1.85%) has slowed, but still positive 6



e
Individual Income Tax Collections

§ Year-over-year comparison, largely mirrors statewide employment figures

@ Dec ‘17 up 11.7%, rolling 12-month average (3.93%) is trending upward



—
Alabama’s Housing Prices

§ Nationally, home prices have returned,
near record highs (up 46% from 2012)

@ Case-Shiller Home Price Index for
October 2017 broke the all-time high
set during 2006

@ October average home price
nationwide was up 6.1% (year-over-

year)

§ Statewide, housing recovery
underway, although slower than the rest

of the U.S.

@ After 5 consecutive years of price
decline (2009-2013), the last 4 years
of appreciation has erased prior losses

@ Through Q4 17, average home
values have increased +3.4% during
2017

Sources: Case-Shiller National Index, Federal Reserve Economic Data (FRED)



e
Interest Rates

18.00% Historical Treasu ry Rates
(10-Year U.S. Treasury Note)

16.00%
14.00%
12.00%
10.00%

8.00%

6.00%

3.09%
4.00%
2.00% ﬂ
0.00%
1962 1976 1990 2004 2018

§ Even with the recent uptick in rates (post-Election), long-terms rates remain near
all-time lows (10-yr. Treasury at 3.09% on May 17%)

@ State Credit Rating (AA/Aal) typically prices 100-200bps above the 10-yr Treasury



State Credit Ratings

§ Alabama maintains credit ratings of AA / Aal / AA+ (S&P, Moody’s, Fitch)
@ Alabama (Stable Outlook) — no changes to rating since 3/9/76

@ During 2017, there have been 10 downgrades nationwide, 0 upgrades (S&P)

@ 2017 Downgrades: Alaska, Connecticut, Illinois, Louisiana, Massachusetts, New
Jersey, New Mexico, Oklahoma, Pennsylvania, Wyoming

10




State Fiscal Health

§ Alabama moved up 3 spots to 12% for Overall Fiscal Health

@ Study by George Mason University — Short and Long-Term Debt, Cash Solvency,
2017

Budget Solvency, Pension & Healthcare Solvency, Trust Fund Solvency

OVERALL FISCAL CONDITION
EDITION

OVERALL FISCAL
CONDITION RAMNK

TOP FIVE

L Homile

2. North Dakols
St Claknda
LStmin

. Wiytming

BOTTOM FIVE

4444444444

MERCATUS CENTHEA
Cepor o Mason Wnivers 13




I —
Total State Debt Outstanding

§  General Obligation Bonds
§ Various Economic Development Bonds (2005-2016) $604.5 million ($977 million authorized)

§ Revenue Bonds

Primary Government: $4.202 Billion
Public School & College Authority (K-12, Higher Ed)
State Port Authority
Economic Settlement (BP)
Federal Aid Highway Finance Authority (GARVEE)
Incentives Finance Authority (TVA)
Public Healthcare Authority
Building Renovation Finance Authority (Montgomery Offices)
215t Century Authority (tobacco)
Mental Health Authority
Revolving Loan Fund Authority

Total State Indebtedness @6 Billion (as of 9/@

w w w w w W W W W W

12



—
Debt Outstanding — Rank vs. Other States?

State DebtOutstanding - Alphabetical
‘ x 7 2 . NetDebt
Population State GDP Per % of
§ here does Ala’ba’ma’ S S 2016 ($ millions) & RN e sident LS AN E pipiaRank
thousands)
*11: Alabama 4.863,300  $205,625  $4,102,453 25 $845 21 2.0% 23
$41 Bllllon debt rank Alaska 739,795 $50,404 $1,254,600 11 $1,691 35 2.5% 31
Arizona 6,931,071  $305,849  $4,823,805 27 $696 19 1.6% 20
9 Arkansas 2,988,248  $121,383  $1,757,229 14 $588 15 1.4% 18
VS. Other States. California 39,250,017 $2,622,731 $86,998,000 50 $2,217 42 3.3% 38
Colorado 5,540,545  $322,644  $1,954,579 16 $353 7 0.6% 7
Connecticut 3,576,452  $259,918 $23,265,534 45 $6,505 50 9.0% 50
§ Data as of FY 16 Delaware 952,065 $71,453  $2,421,656 20 $2,544 44 3.4% 40
Florida 20,612,439 $926,049 $19,814,300 44 $961 24 2.1% 26
Georgia 10,310,371  $531,302 $10,228,974 37 $992 26 1.9% 22
Hawaii 1,428,557 $84,671 $7,168,256 31 $5,018 48 8.5% 49
Idaho 1,683,140 $68,377 $712,929 7 $424 10 1.0% 11
. llinois * 12,802,539 $796,012 $32,147,551 46 $2,511 43 4.0% 42
(%) Debt Per ReS|dent Indiana 6,633,053  $347,249  $2,056,661 17 $310 5 0.6% 6
lowa 3,134,693  $185,183 $714,873 8 $424 10 0.4% 4
Kansas 2,907,289  $150,576  $4,579,718 26 $1,575 33 3.0% 34
§ 218t lowest Kentucky 4,436,974  $196,681  $9,126,299 35 $2,057 39 4.6% 45
Louisiana 4,681,666  $236,999  $7,559,921 33 $1,615 34 3.2% 35
. Maine 1,331,479 $59,295 $1,183,607 9 $889 22 2.0% 24
8 $845 per resident Maryland 6,016,447 $382,437 $12,764,867 41 $2,122 40 3.3% 39
Massachusetts 6,811,779 $505,776 $40,756,031 48 $5,983 49 8.1% 48
Michigan 9,928,300  $490,238  $6,839,600 30 $689 18 1.4% 17
Minnesota 5519,952  $339,096  $8,171,607 34 $1,480 31 2.4% 29
Mississippi 2,988,726  $108,495  $5,519,778 28 $1,847 38 5.1% 46
Missouri 6,093,000  $299,113  $3,528,926 24 $579 13 1.2% 13
%) As a % Of State GDP Montana 1,042,520 $46,227 $216,082 4 $207 4 0.5% 5
Nebraska 1,907,116  $117,446 $34,780 2 $18 1 0.0% 1
d Nevada 2,940,058  $146,278  $1,726,789 13 $587 14 1.2% 14
§ 23" Lowest New Hamps hire 1,334,795 $77,208 $1,197,280 10 $897 23 1.6% 19
New Jersey 8,944,469  $575,331 $39,246,548 a7 $4,388 47 6.8% a7
0 New Mexico 2,081,015 $93,594 $2,563,850 22 $1,232 29 2.7% 33
§ 2.0% of total GDP New York 19,745,289 $1,500,055 $60,619,669 49 $3,070 46 4.0% 43
North Carolina 10,146,788 $521,621  $6,681,880 29 $659 17 1.3% 15
North Dakota 757,952 $53,453 $114,247 3 $151 3 0.2% 3
Ohio 11,614,373  $626,622 $12,624,591 40 $1,087 28 2.0% 25
. Oklahoma 3,923,561  $181,278  $1,432,084 12 $365 8 0.8% 10
%) Total Debt Outstandlng Oregon 4,093,465 $228,886  $7,540,513 32 $1,842 37 3.3% 37
Pennsylvania 12,784,227 $719,834 $17,087,111 42 $1,337 30 2.4% 28
Rhode Island 1,056,426 $57,529 $2,250,938 19 $2,131 41 3.9% a1
§ 245th (out of 50) South Carolina 4,961,119  $209,859  $2,796,210 23 $564 12 1.3% 16
South Dakota 865,454 $48,354 $555,012 5 $641 16 1.1% 12
L Tennessee 6,651,194  $331,868  $2,144,741 18 $322 6 0.6% 8
§ $4.102 Billion Texas 27,862,596 $1,599,283 $10,681,942 38 $383 9 0.7% 9
Utah 3,051,217  $157,671  $2,513,135 21 $824 20 1.6% 21
e Vermont 624,594 $31,091 $666,935 6 $1,068 27 2.1% 27
§ Pay down ~$375 million virginia 8,411,808  $492,932 $12,500,577 39 $1,486 32 2.5% 32
. L. Was hington 7,288,000  $476,770 $19,804,130 43 $2,717 45 4.2% a4
n pr1n01pal annua]]y West Virginia 1,831,102  $72,861  $1,810,703 15 $989 25 2.5% 30
Wisconsin 5,778,708  $313,088 $10,051,056 36 $1,739 36 3.2% 36
Wyoming 585,501 $38,328 $24,259 1 $41 2 0.1% 2 13
Source: Moody’s All State Average 6,448,905 __ $367,700 _ $10,326,736 $1,473 25%




I —_
Total Annual Debt Service (All Sources)

} PSCA ($88.6mm) pays off in 2019
} 215t Century ($15.2mm) pays off in 2021

G.O. ($23.0mm) and GARVEE ($30.9mm) pay off in 2022

} PSCA ($70.3mm) pays off in 2028

} GARVEE ($66.4mm) pays off in 2034

GARVEE ($108.9mm)
pays off in 2038

§ After FY19 budget, annual debt service drops significantly as principal is reduced
@ $340 million annual savings in 10 years ($580.3mm FY'19 vs. $240.7mm in FY29)



I —
ETF Rainy Day Account

§ Original ETF Rainy Day Transfer was required to be repaid within 6 years

§ Balance Paid in Full
@ Rolling Reserve Act allowed for the full repayment in FY2015

Education Trust Fund (ETF)

Borrowing Repayment Balance Due Notes
FY 2009 ($437,390,828) ($437,390,828) ETF Rainy Day Transfer (6-yr)
FY 2010 ($437,390,828)
FY 2011 ($437,390,828)
FY 2012 $14,412,984 ($422,977,844) ETF Repayment (Rolling Reserve)
FY 2013 ($422,977,844)
FY 2014 $349,555,638 ($73,422,206) ETF Repayment (Rolling Reserve)
FY 2015 $73,422,206 $0 ETF Repayment (Rolling Reserve)
FY 2016
FY 2017

TOTAL ($437,390,828) $437,390,828 < Balance Remaining



—

GF Rainy Day Account & Trust Fund Loan
§ GF Rainy Day loan

($ 1 6 1 6 mllhon) was Borrowing Repayment Balance Due Notes
fully repaid on FY 2009
FY 2010 ($161,565,874) (8161,565,874) GF Rainy Day Transfer (10-yr)
December 15 > 2016 FY 2011 ($161,565,874)
. . . FY 2012 ($161,565,874)
@ Original GF Rainy FY 2013 ($145,796.943) ($307,362,817) GF Alabama Trust Fund Transfer
D ay Transfer was FY 2014 ($145,796,943) $5,000,000 ($448,159,759) GF Alabama Trust Fund Transfer
. . FY 2015 ($145,796,943) $10,000,000 ($583,956,702) GF Alabama Trust Fund Transfer
required to be repaid FY 2016 ($583.956,702)
within 10 years (by FY 2017 $400,000,000  ($183,956,702)
FY 2018 ($183,956,702) << Balance Remaining
FY2020) FY 2019 ($183.956,702)
FY 2020 ($170456,702)
FY 2021 $13500000  ($156956,702)
§ AL Trust Fund loan FY 2022 $13,500,000  ($143.456,702)
112 FY 2023 $13,500,000  ($129.956,702)
($43 1.4 mllhon) has FY 2024 $13500000  ($116456,702)
been P artially rep aid FY 2025 $13,500000  ($102,956,702)
FY 2026 $13,500,000 (889,456,702)
9 $184.0 millionsull 7P o (o)
outstanding ($253.4 FY 2029 $13,500,000 ($48.956,702)
million repaid) FY 2030 $13,500,000 ($35,456,702)
FY 2031 $13,500,000 ($21,956,702)
@ $13.5 million annual FY 2032 $13,500,000 ($8.456,702)

FY 2033 $8,456,703 $0

payments beginning
in FYZOZO TOTAL ($598,956,703)  $598,956,703 $0 16



—————————————
Alabama Trust Fund Offshore Royalty Receipts

§ Given offshore presence, AL Trust Fund corpus largely dependent on oil prices
@ WTI oil closed at $71.48/barrel on 5/17/18 (vs. all-time high $147.27 on 7/11/08)

@ Introduction of hydraulic fracturing, >fuel efficiency, shorter commuting distances '



I —_
Alabama Trust Fund Corpus

§ Rainy Day Loan Fund repayment (BP Proceeds) in FY 17 added $400.0 million
@ 15.45% Total Annual Return in 2017 (8.85% average annual return since 2009) s



—————————————
Alabama State Employees

Stimulus

o/ DOW -
Up’\’zlg 0 n 157%

§ -15.3% reduction in the workforce since Dec. 31, 2010 = $123.1 million savings
@ State employees as of Dec. 31, 2010 — 39,577; as of December 31, 2017 — 33,353
@ Since 2000, State Employees up 2.2% vs. State Population up 9.4% 19



I —
RSA Funding

§ $16.3 Billion Unfunded liability (67.7% blended funded ratio) as of 9/30/16
@ $50.5 Billion total liability (present value) less $34.1 Billion total current assets

@ Funded Ratios: TRS (68.3%), ERS (66.2%), JRF (62.6%)

20
Sources: Retirement Systems of Alabama (RSA)



—————————————
RSA Funding Example — TRS Employee

§ Employee Contribution (TRS): State Employer Contribution (TRS) - % of Payroll

§ Tier 1 — 7.5%
§ Tier2 — 6.0%

§  Employer Portion (TRS):

g§  Total Contribution (TRS):
s  Tierl — 19.91%
s Tier2 — 17.35%

§  Components of the Employer Portion:

§ Normal Rate — together with the employer contribution equals the true cost of the pension (stand-alone)

§ Unfunded Actuarial Accrued Liability (UAAL) — repayment of any funding shortfall (usually 30 years)

§ Death Benefit — special pre-retirement death benefit

§ Term Life — life insurance benefit
§ Administration —RSA administrative expenses born by the fund

21



—
RSA Funding Example — All Employees

s Employer Portion (TRS): State Employer Contributions
s Tierl — 12.41% by Fund (2000 — 2019E)
§ Tier2 — 11.35% State of Alabama - Historical C ontributions to RSA
($ millions) TRS ERS JRF Jatal |% Change
s Portion Attributable to Unfunded Liability: [ 209 | seor8 2017 sise[Carozs) — 22%
2018E $795.8 $191.9 $18.0 $1,005.7 1.1%
8 985 fEmployer POI’tiOIl/ 1241% Total 2017 $779.8 $197.2 $17.4 $994 .4 3.3%
Contribution 2016 $745.5 $199.4 $17.4 $962.3 3.0%
5 9.85%/12.41% € 79.4%)of total employer 2015 $734.0 S1849  S1S11 - 593401 - 3.2%
contribution 2014 $725.6 $163.6 $15.7 $904.9 16.1%
2013 $624.6 $141.1 $13.8 $779.5 0.5%
eqqe . . 2012 $629.1 $136.1 $10.7 $775.9 -20.4%
§ $1.03 Billion — FY'19 Cantribution to RSA Jo11 57767 $1873  si00|  so749 0.3%
s TRS— $808 million x 79.4% = $ 641 million 2010 $7695  $191.4  $10.8| $9717 2.0%
e g 2009 $749.9 $192.5 $10.3 $952.7 1.7%
_ o/ —
§ ERS — $202 million x 92.1% = $ 186 million 2003 $714.1 $160.6 599 I 35 300
§ JRF —$19 millionx 63.9% = $ 12 million 2007 $529.2 $115.2 $9.3 $653.7 25.1%
I 2006 $422.8 $91.0 $8.9 $522.7 24.7%
$ 839 m|”|0n 2005 $341.4 $68.7 $8.9 $419.0 15.0%
o L 2004 $303.3 $52.2 $9.0 |  $364.5 24.2%
8 In FY19, Of the $103 Bllllon Contrlbutlon to 2003 $236.4 $48.5 $8.6 $293.5 7.8%
RSA, ~$839 million (82%) will be attributed | 2002 | s241  si0  s82| sas3| s
. eqe 2001 $277.7 $49.1 $7.5 $334.3 6.2%
tO the Unfunded Llablhty 2000 $265.9 $43.4 $5.6 $314.9 44.6%
§ Medicaid ($757 million total GF budget) Source: RSA, figures for 2018 and 2019 are estimates provided by RS A

§ Corrections ($413 million) 22



I —
ETF Budget Split — K-12 and Higher Ed

68.8%

§ K-12upin FY19B to 69.0% (all-time high was 69.3% in FY13)
@ Higher Ed also up slightly to 25.43% (vs. 25.39% in FY18), decrease in PACT funding



—————————————
University Appropriations (1975-2019B)

(In Millions)

§ 2019B University Budget — $1.12 Billion — 3 highest, 3.4% increase over FY 18
@ Since 1975, average increase of 5.7%... Since 2000, average increase has been 2.4%

@  After high point in 2008, subsequent proration of -18.0% in 2009 and -9.5% in 2010

24



—————————————
ETF — PACT Repayment

$70.0

$63.6
$62.8 $61.5
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$60.7

$33.5 $33.7 $32.5

$384  $39.2
| | ‘ ‘ ‘

2024 2025 2026 2027

(In Millions)

=]

§ PACT settlement pays future tuition and mandatory fees at the Fall 2010 rate

@ 2021 decline is the result of the final class from the settlement s



General Fund Revenue

(In Millions)

§ 2019B GF Revenue — $1.932 Billion — Largest GF Revenue in State history

@ FY19B revenue is up modestly (1.2%) from FY18
§ AL Trust Fund income up $8mm, ~§50 million included from SSUT/Remote Sellers’ Use Tax

26



General Fund Expenditures

(In Millions)

§ 2019B GF Expenditures — $2.03 Billion — Largest GF budget in State history

@  Strong commitments toward Medicaid, Corrections, Mental Health, ALEA, DHR and prepays 10% of
the AL Trust Fund loan, COLA for State Employees
@ Looming ‘19 & ‘20 large items — CHIP federal matching funds, Medicaid, Corrections hiring

27



General Fund less Medicaid and Corrections

(In Millions)

§ 2017 GF excluding Medicaid & Corrections — $711.6 million

@ -28.2% below highs of FY08 (average decline of -2.8% annually)
@ 2009-10 decline related to ARRA stimulus funds (offset to state GF contribution)

28



e
CHIP Enrollment

§ Current Federal Medical Assistance Percentage (FMAP) is 100% / 0% - ACA
@ Qualifications: ALLKids — 146%-317% of FPL, M-CHIP — 100%-145% of FPL

§ Congressional proposal would potentially revert to historical 80% / 20% match,
with most likely scenario being a phase-in over two years (starting in FY20)

@ Proposed FY 19B assumes the continuation of 100% / 0% Federal matching

29



ETF Revenue

(In Millions)

§ 2019B ETF Revenue — $6.708 Billion — Largest Ed. Revenue in State history
@ FYI19B revenue is up 3.0%, primarily driven by sales tax (up 2.0%) and income taxes (up 3.5%)

30

@ Rolling Reserve Act will limit total spending to $6.633 Billion ($76 million to reserves)



ETF Expenditures

(In Millions)

§ 2019B ETF Expenditures — $6.63 Billion — 2™ largest Ed budget in State history

@ Just $61.7 million (-0.9%) from the all-time highwater mark of $6.695 Billion in 2008
@ ‘08 followed by proration of -11.0% in 09 and -9.5% in *10; borrowed $1.0bn Rainy Day loan fundst



—
2019 General Fund Budget — Enacted

§ General Fund (GF):
@ $2.020 Billion — Total General Fund (up 2.0% over PY)
$13.755 Billion — Total Earmarked Funds
$15.775 Billion — Total GF Budget (All Sources)

§ Increases

@ 3.0% COLA for Teachers/Support (fully funds SEIB & RSA) $14.4 million
@ One-time bonus for retirees ($1 pms, paid in June “18) $6.5 million
@ Medicaid (fully funds request) $53.9 million
@ Corrections (salary enhancements, new officer positions) $80.0 million
@ Mental Health (ADAP Commitment/Forensics lawsuit) $9.0 million
@ DHR (SNAP software, ADAP settlement) $3.1 million
@ District Attorneys (ABC mark-up) $6.0 million
@ ALEA (new patrol cars, trooper positions) $3.2 million
@ Alabama Trust Fund (debt repayment) $13.5 million
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—
2019 Education Budget — Enacted

§ Education Trust Fund (ETF):

@ $6.708 Billion — Total Available Revenue
$6.633 Billion — ETF Appropriation Cap  (up $214mm or 3.4% over PY)
$76.0 million — Reserves ($66mm to BSF(1%), $10mm to A&T Fund)

§ K-12 $4,562.4 Billion (68.8%)

@ 2.5% COLA for Teachers/Support (fully funds PEEHIP & RSA) $97.6 million

@ One-time bonus for retirees ($1 pms, paid in June “18) $24.7 million

@ Foundation Program (3,194 fewer students) ($17.6 million)

@ Classroom Instructional Support (32.4% increase) $24.4 million

@ Reduce class sizes for Grades 4-6 (21.43 divisor down to 21.03) $13.6 million

@ Buses & Transportation $8.7 million

@ Reading Initiative $4.0 million

@ Alabama School of Cyber & Engineering $1.5 million

@ National Board for Professional Teaching Standards $1.0 million

@ Teacher Professional Development $750,000 ”



—
2019 Education Budget — Enacted (cont’d.)

@  Strong Start/Strong Finish $500,000
@ School-Based Mental Health Programs $500,000
@) Math & Science Teacher Scholarships $400,000
@ Middle & High School Robotics Grant Program $350,000
@ English Language Learners (formerly ESL) $300,000
@ Jobs for Alabama’s Graduates Scholarships $250,000
@ Advanced Placement (AP) $200,000
§ Higher Education $1,690.3 Billion (25.5%)
@ Various % O&M Increase $42.0 million
§ Other Education $380.8 million  (5.7%)
@ Pre-K $18.5 million
@ Mental Health — Severe emotional disturbances, autism spectrum  $4.5 million
@  Youth Services — Juvenile Justice $750,000
@ PACT Payment ($1.4 million)

TOTAL $6.633 Billion *



Questions?

www.finance.Alabama.gov
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DEVELOPING PREVENTIVE ANTI-FRAUD CONTROLS
DEVELOPING DETECTIVE ANTI-FRAUD CONTROLS
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P-D-C Model of Controls

e P-D-C MODEL
« Used in security, accounting, operations ... and fraud
e PREVENT the “bad thing” from happening
o DETECT the “bad thing” if and when it happens

e CORRECT the “bad thing’s” effects
(sometimes known as RESPONSE; e.g., IRP)



P-D-C Model of Controls

e P —Preventive Controls

» Designed to reduce the frequency of occurrence (or reduce
the level of risk) of the undesirable event(s)

» Force compliance with prescribed actions and procedures by
screening OUT aberrant events or transactions (i.e.
Indicators, “red flags”)

* Obviously, controls that PREVENT undesirable events are
more cost effective than those designed to DETECT or
CORRECT them

 Fraud prevention controls: How do we PREVENT a fraud
from happening in the first place?



P-D-C Model of Controls

e P —Preventive Controls

e What is the MOST EFFECTIVE preventive control?

* \What are some SPECIFIC things an entity can do to
Implement this control?

* Would preventive controls differ between asset

misappropriation, corruption and financial statement
frauds?

* |s the undesirable event “fraud” in general or one or more
specific frauds?

» What would you recommend as a PRE-REQUISITE to effective fraud
prevention?



Fraud Prevention Checklist (ACFE)

. Is ongoing anti-fraud training provided to all
employees of the organization?

. Is an effective fraud reporting mechanism in place?

. To Increase employees’ perception of detection, are the
following proactive measures taken and publicized to
employees?

. Is the management climate/tone at the top of honesty
and integrity?

. Are fraud risk assessments performed to proactively

Identify and mitigate the company’s vulnerabilities to
Internal and external fraud?

5/22/2018



Fraud Prevention Checklist (ACFE)

6. Are strong anti-fraud controls in place and
operating effectively, including the
following?

q Proper separation of duties
g Use of authorizations

g Physical safeguards

g Job rotations

g Mandatory vacations

©2010 Association of Certified
5/22/2018 Fraud Examiners, Inc.



Fraud Prevention — P.o.D.

o Experts and empirical evidence suggest that the
most powerful thing to PREVENT a fraud Is the

PERCEPTION OF DETECTION

— The perception that if a fraud occurs, the fraudster will get
caught

— The perception that if a fraud occurs, the
“penalty”/repercussion will be MORE than the person is
willing to pay, MORE than the value of committing the
fraud

e |tisa PERCEPTION and not necessarily a reality

e To develop EFFECTIVE PREVENTIVE controls for fraud,
management / auditors SHOULD consider P.o.D.



Fraud Prevention — P.o.D.

« Evaluate and strengthen internal controls (i.e., designed to
detect/prevent frauds)

o Survelillance

o System that makes it relatively easy to report anonymous tips
e Regular audits

o Surprise audits

 Periodic fraud audits/Fraud audit department/Dedicated
fraud auditors

 Invigilation

* Background checks on key personnel

* Prosecution of fraudsters as often as possible
« Enforcement of fraud and/or ethics policies

e (Catch one!

10



P-D-C Model of Controls

e D — Detective Controls

 Designed to detect the occurrence of an undesirable event,
as early as possible

» Reveal specific (or types of) errors or anomalies by
comparing actual occurrences to pre-established standards

* \When a departure from standard is recognized, some type of
notification is sent to an appropriate party
e Error reports
e Email notice

e Actual alarm of some kind

» Type of notification and timeliness depends on level of risk associated
with this type of undesirable event or specific undesirable event

11



P-D-C Model of Controls

e D - Detective Controls

* What controls would be effective in detecting a
fraud?

* Need to assess missing detective controls

* What are some SPECIFIC things an entity can do to
Implement this control?

o Will detective controls differ between asset
misappropriation, corruption and financial
statement frauds?

12



Detective Controls

e Fraud auditing Is different, in some ways very

different, from financial auditing
— Mindset vs. methodology (procedures)
— Substance of transaction vs. audit trail (focus)
— Exceptions and anomalies (red flags) vs. GAAP
— Examination of population vs. reliance on samples
— No materiality vs. constraint of materiality
— Technical standards for fraud vs. those for financial audit

e Therefore, financial audits, conducted In
accordance with technical standards, are not
likely to detect most frauds

13



Detective Controls

* Frauds are more often caused by absence of
controls than weak controls

* Frauds are discovered more often by reactive
methods than proactive ones

 Fraud detection can be improved by:

— Concentrated improvements in control
(1.e., especially designed to detect fraud)

— Anti-fraud techniques (surprise audits etc.)

14
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Percent Control Control not Percent

Control of cases in place in place reduction
Code of conduct 80% $110,000 $250,000 56%
Proactive data monitoring/analysis 37% $ 80,000 $165,000 52%
Surprise audits 37% $ 75,000 $152,000 51%
External audit of internal controls over financial reporting 67% $100,000 $200,000 50%
Management review 66% $100,000 $200,000 50%
Hotline 63% $100,000 $200,000 50%
Anti-fraud policy 54% $100,000 $190,000 47%
Internal audit department 73% $108,000 $200,000 46%
Management certification of financial statements 72% $109,000 $192,000 43%
Fraud training for employees 53% $100,000 $ 169,000 1%
Formal fraud risk assessments 1% $100,000 $162,000 38%
Employee support programs 54% $100,000 $160,000 38%
Fraud training for managers/executives 52% $100,000 $153,000 35%
Dedicated fraud department, function, or team 4% $100,000 $ 150,000 33%
External audit of financial statements 80% $120,000 $ 170,000 29%
Job rotation/mandatory vacation 19% $100,000 $ 130,000 23%
Independent audit committee 61% $120,000 $150,000 20%
Rewards for whistleblowers 12% $110,000 $125,000 12%

ACFE Report to the Nations 2018

16



P-D-C Model of Controls

o C—Corrective Controls (a.k.a Response to Fraud)
» Designed to reverse the effects of the adverse event, undesirable event

That is, to restore the “system” to where it was
That is, to “fix” the problem

e May take more than a single course of action to “correct” the event. In
the case of fraud...

Need a course of action (or actions) to recover lost funds

Need a course of action to respond to the fraudster adequately and
appropriately

Need a course of action to develop preventive controls to keep this fraud
from happening again

May need a PR/Media action plan to mitigate image loss

17
17



P-D-C Model of Controls - Corrective

e C—Corrective Controls

e Could be:

e An automated control
« Human intervention control, especially “downstream”
A hybrid/combination of the two

e Fraud correction controls: What controls should we
have In place, or design and implement, that should
a fraud occur, we would be able to correct the fraud
and its effects?

18
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P-D-C Model of Controls - Corrective

» Appropriate degree of business insurance

e Pre-determine what circumstances are
necessary before prosecution will be sought,
and stick to It

* Pre-determine PR and whether or not it will be
made public, and If so, exactly how it will be
handled. Under what circumstances will we
NOT go public?

e Determine to do what will INCREASE the
perception of detection

19
19



P-D-C Model of Controls

 \Which items on the list
are anti-fraud detective
controls?

 \Which items on the list

are anti-fraud preventive

controls?

 \WWhich items on the list
are anti-fraud corrective
controls?

“Triangulation” of
disbursements

e Verify vendor before adding

to authorized list

Internal Audit

Tips and Complaints/Hotline
External Audit

surprise Audits

Internal controls
Management review
Business insurance

Fraud Policy/signed

20
20



P-D-C Model of Controls

o Some apply to frauds in GENERAL
o Example, Tips and Complaints System

o Some apply to frauds in GROUPS of schemes
e Example, vetting vendors for vendor schemes

e Some apply to a specific SCHEME
* PO Box as physical address — Shell Vendor

21
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P-D-C Model of Controls - Synergism

e Some controls are purely preventive, detective
or corrective

e Some overlap (e.g., Surprise Audits Is both
detective and preventive. Why?)

» Challenge is to develop those that overlap
effectively for the types of fraud that are likely
to emerge In your organization

» Especially look for detective controls that if
done properly will INCREASE the PoD (BOGO)

22
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P-D-C Model of Controls - Synergism

e General detective method
e #1 In EVERY survey since 1996

 |s anonymous tips strictly a detective control?
— What happens if entity takes the anonymous tips
system serious, follows up diligent and judiciously,
and employees KNOW this fact?
— Does this approach RAISE the P.O.D. to potential
fraudster, and Is therefore possibly a PREVENTIVE
control as well?

23
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P-D-C Model of Controls - Synergism

e Can be applied to a variety of specific frauds

« Used effectively in banking industry and other
cash intense businesses for surprise cash
audits of cashiers, tellers, etc.

* More effective than regular internal audits In

preventing fraud

— One reason Is the fraudster has no warning or time
to shut down a fraud to conceal it from the
auditors

24
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P-D-C Model of Controls - Conclusion

e Choose effective PREVENTIVE, DETECTIVE &
CORRECTIVE controls

* AND ... when choosing, pick those that are
multifaceted in application

 EXAMPLES

— Surprise Audit, #3 Effective — Is it a PREVENTIVE
control?

— Anonymous Tips/Hotline, #6 Effective, #1 Actual
Detection — Is it a PREVENTIVE control?

— Management Review, #5 Effective —Is it a
CORRECTIVE control?

25
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LESSONS LEARNED
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Chris Clark, Chief
Investigations Division



Phone: 334-242-2997

Email: info@ethics.alabama.gov

Website: www.ethics.alabama.gov



Alabama Ethics Law Chapter 25 of Title 36

The Alabama Ethics Law can be found, In Its
entirety, in Chapter 25 of Title 36 in the Code of

Alabama. As a public official or public employee it
Is critical that you know the law.















What do you know about the Alabama Ethics Law?

As a public official or public employee it is critical that you
know the law. There are a number of terms that are

Important to know and will help you in your overall

understanding of the law. Those terms can be found in
Section 36-25-1 in the Code of Alabama.
























































































































No member of any county or municipal agency, board, or
commission shall vote or participate in any matter in which the

member or family member of the member has any financial gain
or interest.









36-25-11 Public officials or employees entering into contracts which are to be paid
out of government funds.

Unless exempt pursuant to Alabama competitive bid laws or otherwise | '
permitted by law, no public official or public employee, or a member of
the household of the public employee or the public official, and no

. . . . : . N o
business with which the person is associated shall enter into any o ?f.;.-c-“'f;j;: T,
contract to provide goods or services which is to be paid in whole or in 'E-“ o e D

part out of state, county, or municipal funds unless the contract has
been awarded through a process of competitive bidding and a copy of
the contract is filed with the commission.

All such contract awards shall be made as a result of original bid takings,
and no awards from negotiations after bidding shall be allowed.



A copy of each contract, regardless of the amount, entered into by a public official, public employee, a
member of the household of the public employee or the public official, and any business with which the

person is associated shall be filed with the commission within 10 days after the contract has been
entered into.





























































































As you can see, the failure to comply with Alabama
Ethics Law carries significant penalties. You are
encouraged to access and reference these laws as
often as you would like In order to ensure you are In
compliance. Clearly, | have not answered every
guestion that may arise. We invite you to contact our

office and we will be happy to answer any questions
you have.




Phone: 334-242-2997

Email: info@ethics.alabama.gov

Website: www.ethics.alabama.gov



Me, Myself and Money:
2018 Financial Decisions for the
Dual-Self

Brianne C. Smith, CPA, PFS, ABV



Two-System Model for Decisions

Elephant Rider
Emotional « Rational
Animal instincts e Deliberate/Foresight
Doer e Planner
Automatic processes » Control processes
Intuitive response e Monitors/overrides
Weighs immediate e Weighs all outcomes

outcomes



The Rider - weaknesses

e Speed - slow and effortful, rely on emotional
markers or cues to influence responses

» Endurance — easily exhausted, quickly
depleted (ex. availability, default response,
limited choices, sales)

« Overconfidence — misperceived limitations
and control, ignore weaknesses




The Elephant - weaknesses

e Focus — considers immediate emotional
impact, shared with other mammals

« Tangible imagery — tangible money, social
pressure; emotional markers for scenarios;
not abstract concepts

 Fear of loss — overvalue pain from loss versus
benefit of gain, endowment effect, status quo
bias



— Retire




Source: Ibbotson et al, 2007



Source: Ibbotson et al, 2007



Retirement savings

e Defined Benefit Plan

e 401(k), 403(b), Thrift Savings Plan, 457(b)
($18,500 + catch-up)

 Traditional IRAs ($5,500 + catch-up)
— May be deductible

« Roth IRAs ($5,500 + catch-up)
— Not deductible/income limits to qualify



Allocation and Savings Rate

Table 2 Shows the successirates for the various savings rates, savings periods, and withdrawal periods
100%: Equity
20720 2830 320 BT Q020 4030

104 48.29% 44 B2% B4 2T B2.65% 93.96% 2. 50%
| 555 T6.45% T3.52% 04.95% 93.43% GB.19% 97.34%
20 00.21% R7.52% 98.49% 08.19% 0006 % UE. 96
25% 95.75% 95 445 09, 58% 99.43% 0. 504E 0.4 5%

T3% Equity/25% Bonds
20020 20030 30020 3030 W20 403

| (¥ 35 38% 3140 B2 18% TR.75% Q4. T2% U2 B T%
5% 13.86% 69.12% 96.11% 5. 16% 98.7T1% 98.27%
20% 91.14% BE.9%% 99.18% 0. 89% 00.58% U405
25% o7.60% 97.21% 09, 78% .68 % .71 99.71%

Source: Ervin et al., 2009



Allocation and Savings Rate

S0% Equiy/50% Bonds
20020 20430 30420 W30 40020 (W)
10% 17.56% 13.07% 72.84% 66.06% 20.49% 83.59%
15% v2.68% 55.51% 94.71% 92.36% 98.33% 97.28%
R9.61% 85.95% QR O1% 98.71% 89.48% 99.d1%
0R03% 97.15% 9635 90.45% 99.7 1% 9. T1%

% Equity/75% Bonds ——e

220 VE N0 30030 40420 4030

4.03% 3445 47.104% 30015 715.01% 69,33%
40.70% 32.43% 83.09% T4.96% 92.14% B9.95%
T8.63% 9.8 2% 96.01% 9331% 9801 % 06.65%
93.80% 91.51% 98055 9761 9. 22% 99.12%

,————e e ——————

100% Bonds
N0 N30 W20 30/30 A0V 40730
105 2 1% 1% 19.60% 1482, 43 44%: 14,52
|54 |7.88% 58,615 49.07% 73.97% 66,745
s 52.T2% A7 40 R4 15, TG #7 . M¥R% 25 T0
25% 79.51% 1.53% 91 80% 27 00). 08 %

Source: Ervin et al., 2009



What about Cryptocurrency?

) Bitcoin

4 Ethereum

§ Ripple

@ Bitcoin Cash

8 EOS

$140,350,226,762 $5,705,090,000

651,912,620 $689.98 $2.280,810,000
$26,575,775,592 $0678127  $323,696,000
$21,136,809,071 §1,233.68 $750,505,000

$11,150,364 567 $12.93 $1,562,890,000

www.coinmarketcap.com

17,039,412 BTC

99 498 265 ETH

39,189 968 239 XRP *

17,133,138 BCH

862,607,452 EOS *




Risk Tolerance

« An individual’s level of acceptance of
uncertainty...

* In achieving a goal when a loss Is possible...

« and engaging In activities respective of their
acceptance.

(Grable, 2016)



More Risk Tolerant

Characteristic

Gender

Age

Marital Status

Marital/Gender interaction

Net Worth and Income

Ethnicity

Education

Financial knowledge and satisfaction

Employment status

More Risk Tolerant

Male

Younger

Single

Single Male

High

Non-Hispanic White
Bachelor’s or higher
High

Employed full-time

(Grable, 2006)



(Source: Bernstein, 2012)



Future-Self Continuity

£ EF 6B €0

Curfant Future Curr ure  Curr urea
Salf Self Se | f Sel alt

Future Self Continuity Scale. (Hershfield, 2011, p.
34)



ource: (Hershfield, 2011, p. 37)



Satisfy your Elephant and Rider

* In financial plans
— Pre-commitment — remove felt losses
— Reframing — remove felt losses
— Bad choices — add felt losses



— Retire




Tax Cuts and Jobs Act

Sale of principal residence — gain exclusion

Mortgage interest deduction

— New mortgage debt up to $750,000

— Refinance of old mortgage up to $1 million, ok

— Second home interest still deductible, new limits

State and local taxes $10,000 limit
Home equity debt not deductible



Standard >INl
Deduction

$12,000

$24,000

Plus: Repeal of Personal Exemptio Source: NAR issue brief



Basic Tax Formula

Gross Income

-Adjustments

Adjusted Gross Income

-Standard or Itemized Deductions
-Exemptions

Taxable Income




Example

OLD LAW NEW LAW

$80,000 $80,000

- 0 - 0
80,000 80,000

- 14,000 - 24,000

- 16,000 - 0

$50,000 $56,000

$6,548 (15%) $6,339 (12%)



Other tax changes

Alimony
20% Business Income Deduction
Increase In Child Tax Credit

No deduction for moving expenses (except
military)

No more miscellaneous itemized deductions

No more charitable deduction for athletic
event seating rights

Individual mandate penalty repealed
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Managing Change




"Any change, even a change for the
better is always accompanied by
drawbacks and discomforts.”

Arnold Bennett
Author




Change Definition

» To cause to be different or to

* To give a completely different form or
appearance

 To transform or radically shift.




Four Crucial Changes

* There are four areas of societal norms that
have changed dramatically and as a result
have critically and crucially affected the
norms of today.

* Those critical areas are:
« Communication

» Majorities

* Polarity

* Finances (Money)




Crucial Changes

Communication Technology

OBy far the most significant societal change was
In our technologies of connection. In June 2000,
97 million mobile phone subscribers existed in
the United States; in June 2010, the number rose
to 293 million. Today that number has increased
similarly.

g Technology evolves about every six months.

CJEvery other form of knowledge evolves about
every 12 months.




Crucial Changes

The End of Majorities

glEverywhere in the 2000s, cultural majorities
collapsed. Predominantly black neighborhoods
became half Hispanic. White rural communities saw
dramatic immigration from Asia and Latin America.
City centers became internationalized.

gWhite Americans were still a bare majority of the
population by the end of the decade, but in delivery
rooms they were already only a plurality (the largest
of many minorities).

O There may never have been a society in history that
was as culturally, religiously, and politically diverse as
the United States Is today.




Crucial Changes

POLARITY

gWe used the technologies of connection and
the commitment to place, to sort ourselves into
more and more tightly knit subcultures.

g Republicans became more Republican;
Democrats became more Democratic.

gA president elected on the premise of unity
presided over an administration of ever-sharper
rhetoric of division and partisan practices.




Crucial Changes
MONEY

g Wealth is ever more disconnected from real assets.

gGoldman Sachs, ended its century-long system of
limited partnership and became a publicly traded
company.

O Hedge funds made billions by trading not shares, but
shares of bets on the future price of shares.

q Because of liquidity, prices of oll, food, housing, and
labor spiked, then collapsed, and is now threatening to
spike again.

g Accounting practices have become ever more and
application specific.




Four Stages of Change

a Denial (Disbelief)

CJResistance (Anger and Blame)
OExploration (Reluctant Acceptance)
g Commitment (Acceptance)




Denial

e This can’t be happening to me
 They are not going to lay people off.

 Problems will be solved, they always have
neen.

o [f | am just patient...
* This will get back to normal soon.

* She Is not really leaving, she just needs
time to clear her head.




Denial

» We often fail to accept change and
continue to try and do what we have
always done in hopes that things will
return to the way they were or have
always been.




Denial

“Insanity Is doing the same
thing over and over again
expecting different results.”

Albert Einstein




Manage Denial

ag Change will always occur.
] Expect, anticipate, accept and seek out change.
) Do everything to minimize the shock.

¢ Communicate with others who have endured
similar changes.

] Expect delays, change takes time.




Four Stages of Change

Denial

|

Commitment

Resistance

Exploration




Resistance

* Anger

 Blame (They)

* | refuse!

« What we are doing Is working fine.

* We have always done it that way.

* |s this how | get treated after all | have done?!!




Resistance

A greater risk at this stage can be withdrawal and
a lack of concentration or focus.

« Good indicators that people are In this stage are;
Increase In accidents, higher absenteeism, drop
off in productivity or quality of work, even
corruption or fraud.




Resistance

e Listen, people want to be heard.

« Empathize; peop
» Acknowledge res

e want understanding.

nonses and reactions;

people want agreement not solutions.

* Don’t deny feelings. This makes resistance
deeper and last longer




Four Stages of Change

Denial

Commitment

=D

Resistance

Exploration




Exploration

 People begin to accept change.

 There’s too much to do now.

* How am | ever going to get this.

e Let’s try it but | am not sure who is doing what.
* This new system is such a challenge.

* | really need more training.




Exploration

* Recognize change and the acceptance of change
no matter how slight.

» Even small or slight acceptance of change equals
Success.

« Capitalize on the small acceptances and treat
them as victories.

* In order for change to be celebrated it has to be
recognized.




Exploration

ACTIVITY




Exploration

 Provide and embrace practical support and
encouragement.

* Provide and seek training.
« Set goals and be active in planning.
 Focus on and celebrate short term wins.

« Amplify positive impacts and acknowledge
negative setbacks.




Exploration

» Be aware that If there Is not immediate
observable positive results, there is the real
likelihood of resorting back to the resistance
stage and greater resistance toward a change
strategy.



Four Stages of Change

Denial

|

Commitment

Resistance

Depression
Sabotage

Exploration




“All great changes are
preceded by chaos.”

Deepak Chopra




Commitment

* Focus Is on the future.

 References to the past are in contrast to the
present.

 Use of inclusive language. (We, us, our)
 People have a clear sense of their roles.
* Proactive thinking and planning.




Commitment

 Consolidate change (Rules, policies and culture.)

» Reward/Celebrate good responses to the
change.

« Be aware of inconsistencies.
* Prepare for and expect future changes.




"All changes, even the most longed for,

have their melancholy; for what we leave
behind us is a part of ourselves; we must
die to one life before we can another enter

another.”

Anatole France




Change Musts

* In order to successfully manage change, there
are three elements that must be present;

Change must be:
« Realistic “ It has to make sense or be logical”

» Achievable “ time and resource constraints must
be available”

* Measurable “you must be able to tell that
change Is happening”




Change Strategy

* Recognize change
 Begin with an ending
* Transition Is a process
 End with a beginning
* Celebrate.




Change Strategy

* Recognize change

Realize that no matter what a person does the one
thing that is certain is things do and will change.
Expect and accept that it will and look forward to
the change.




Change Strategy

 Begin with an ending.
All change, both good and bad, begins with letting
go of something. Whether it Is a person or a

process, nothing new can be implemented
successfully without ending the old.




Change Strategy

* Transition Is a process

No one moves directly from Denial to
Commitment. Letting go of the old and accepting
the new takes time. Remember there has been a
Commitment to the old and there has to be
“letting go” of practices that are well engrained.




Four Stages of Change

Denial

|

Commitment

Resistance

Exploration




Change Strategy

 End with a beginning.

Enjoy the new you/process and be purposeful not
to mimic the old. Plan beyond the new beginning
and finalize the transition. Look for expect and
accept change.




Change Strategy

* Celebrate.

* This is the time to enjoy your accomplishment,
plan boldly for future endeavors and expand .

« Plan and for and even anticipate other change.
« Over the Horizon Thinking
General Al Gray
Commandant USMC




Change

*“ If you do what you have always
done, you get what you have
always gotten.”

Tony Robbins




Thank you!
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