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Where we are coming from

Understand

both public and
private sector

Significant
investments in
research

Current work
underway

Unique ability to bring both public and private sector perspectives together

Large and rapidly growing public sector practice; over 200 local, regional, and
federal agencies in the United States alone; deep expertise and experience

Serve 70% of Fortune companies to make lasting and substantial
improvements in strategic, operational, and organizational issues

Own internal, independent economic think-tank — the McKinsey Global
Institute —has published groundbreaking research for more than 15 years on
important public issues, including productivity, healthcare, capital markets,
offshoring and energy

Built proprietary research on impact of ARRA stimulus for public and private
sectors, including health care, education, energy, and high-tech/telecom

Currently engaged with private companies, state governments, and local
agencies on developing strategies and processes regarding ARRA

See www.bayareaeconomy.org/recovery for the Bay Area example

McKinsey & Company | 1



Overview of federal stimulus package

U.S. stimulus package will be $787 billion, including spending and tax breaks

* The total value of the stimulus is approximately 25% of U.S. federal spending in fiscal year
2008

= Stimulus represents more than 5% of U.S. GDP for fiscal year 2008
* Nearly 75% of the stimulus will be circulating in the economy by September 2010

» Stimulus contains tax cuts, payments to U.S. state governments, payments to individual
citizens, and direct federal spending on construction, equipment, research, and
other goods/ services

Washington State is estimated to receive $10.4 Billion in stimulus money
= Largest chunk ($4.2 Billion) expected to go towards tax cuts (e.g., child tax credit)

* Beyond tax cuts, $2.8 Billion is expected to go towards protecting vital services and having
public sector jobs (e.g., State fiscal stabilization, Medicaid)

= $1.7 Billion is expected to go towards helping workers hurt by the economy
(e.g., training, public housing)

* Though WA falls in the top 15 states in absolute stimulus amount to be received , WA is in the
bottom 10 in terms of percent of Gross State Product and stimulus dollars per capita

SOURCE: Congressional Budget Office, Center for American Progress McKinsey & Company | 2



The Stimulus and 2010 budget are making significant investments in key

areas of the US economy

American Recovery and Reinvestment Act
($787 billion)

Tax cuts

Social aid for
individuals

Education

Public Sector
Services

Infrastructure
Energy/Clean tech

Science & Tech

Health care
(excluding Medicaid
& research)

111

100

98

84

301

Focus of today

= Shift in spending to modernizing infrastructure,
creating a clean energy economy, investing in
education, reforming healthcare

= Revenue changes

= Spending changes

Highlights of 2010 budget
($3.55 trillion)

Middle/low income tax cuts ($2.725 trillion)

Creation of cap and trade program ($629 bn
in revenue)

Additional bailout funds (+$250 bn)
Medicare payment changes (+$285 bn)
Student loans & Pell Grant reform (+$4 bn)

Healthcare reforms: changes to Medicare,
increasing access to generic drugs

Significant clean energy investments

SOURCE: recovery.gov; OMB budget overview
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Over 70% of U.S. stimulus package will be spent within the [ Spending

first 2 years, creating a perishable opportunity ] Revenue?
Estimated outlays and revenue impact of the stimulus package?
$ Billions
399
219 Negative revenue in later years is due
to increased tax revenue associated
185 with income related to electronic
medical records
120
1
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1 Static scoring
2 Includes tax credits, accelerated depreciation provisions, tax-free bonds, unemployment and other benefits, health insurance for unemployed workers,

and health information technology incentives; negative in some years due to accelerated depreciation and benefits of electronic medical records

SOURCE: Congressional Budget Office McKinsey & Company | 4



This spend will have significant impact on critical sectors of our economy

Healthcare

INOT EXHAUSTIVE

High Tech

& Telecom

* Govt. has allocated
$43+ bn for energy-
related funding
including research,
and over $100b in
total spend

= Areas of focus
include:
— Cap-and-Trade
— Electricity grid
— Renewable
energy
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SOURCE: ARRA

= Expanded health
coverage

= Faster access to
generic drugs

= $19 bn for adoption
of electronic medical
records

= $100B in total spend

= $48.6B in aid to
states for education
and modernization in
K-16 to stabilize and
reform education

= Additional $5B in
competitive state
grants for “Race to
Top” and innovation
in education

= $7 bn for expanded
broadband access

* First step in national
broadband plan due
in 2010

= Other HT sectors
likely to benefit from
grant specific HT
spending (>$60B in
HT related spend)
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Objectives

Create millions
of energy-
related jobs

Reduce
dependency on
foreign oil by

2-3 mm bbl/day

Reduce GHG

by 80% below
1990 levels by
2050

SOURCE: ARRA,, news reports

Legislation

Stimulus package (ARRA)

Feb 17, $ 787 billion

Key elements:
Energy efficiency,
renewables,
advanced vehicles
Loans for clean energy
Tax credits, incentives

Climate bill (pending)
Could be introduced as early
as mid-2009
May be joined to energy bill
Likely to center on cap-and-
trade scheme

e Objectives and elements of Obama energy policies

Energy bill (pending)
Expected intro April 2009
Elements likely to include

Federal RPS

Energy efficiency std.
Federal consumption
Transmission corridors

Obama budget

= 8 proposed tax
changes that
specifically target the
domestic E&P
industry in 2012

= Likely $5-12/bbl
impact
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Significant investments in Health IT are expected to transform the
healthcare industry
= _

= SCHIP (pre-stimulus): $32 bn to expand coverage of
children of low income workers

= ARRA: $25bn in Health IT; $127 bn in other health
care-related funding

— $25 bn Health IT funding to providers and states
through Medicare and Medicaid incentives and
create national health information exchanges

— $87 bn increase in federal match for Medicaid
— $25 bn subsidization of COBRA premiums

— $10 bn increased NIH funding — including research
grants for cancer, heart disease, Alzheimer’s

— Additional funding for comparative effectiveness
research ($1.1 bn), wellness and prevention, and
community health programs

The $25B in health IT investments is expected to transform clinical
management industry, creating a $175B industry over the next decade

SOURCE: ARRA,, news reports McKinsey & Company | 7



Department of Education has mission to reform and transform education
through use of ARRA funds while addressing short-term funding gaps

Objectives Details

Speed & = Over $100B in total spend, most of which is to assist cash
Economic strapped states and students

Impact * Most funds must be spent within 3 years (“use it or lose
it” riders), with goal of saving/creating jobs

= Strong accountability stipulations and frequent reporting
requirements, including impact on student outcomes and
teacher effectiveness

Transparency
and Impact

= Funds available for only two to three years— therefore
must be invested in ways that do not result in
unsustainable continuing commitments

One Time
Investments

= States/local education agencies must work to close the
achievement gap through:
— Improved college/career-ready standards/assessment
— Improving teacher effectiveness and support
— Education data tracking systems
— Intervene and support in poorest performing schools

Advance
Reform

SOURCE: April 3, 2009 US Department of Education ARRA Briefing McKinsey & Company | 8



QOver $60B of ARRA spend has direct high-tech implications, with
$2008 Of indil’eC’[ benefit tO the h|gh'teCh indUStry ] Direct technology implication

Stimulus spend breakdown? [ 1 Indirect technology implication?
Billion USD [ ] No technology implication

301 Focus of analysis

***** —
L—"280 487 25

| 1o 24 10
59 1 I—:|14 84 3
- 67
m 100
14 1
199
181
118 46
23
419 98
- 4 7=
L= Loo1=T 111
T 230 | —o—
=1 L1027
_—
Total Tax cuts® Spending Healthcare Science & Infra- Education Energy/ Save public Social aid
Tech structure CleanTech sector jobs
and services

1 Sum may not add to total due to rounding

2 “Indirect tech” refers to the category spend that could result in tech spend. For example, new bridge/road construction spend could result in
technology spend on CAD/CAM software and traffic control technology; in this case all the spend for infrastructure would be included

3 Direct and indirect technology tax cuts apply to CleanTech applications

SOURCE: Congressional Budget Office (2/13/2009), House Committee on Appropriations; McKinsey McKinsey & Company | 9



ARRA will create significant implementation challenges for states...

Description

* Short funding timeframes with size of dollar flows will create
Capacity capacity issues for agencies to spend money effectively

* New, more stringent accountability and transparency requirements
Transparency will challenge state/local agency reporting systems in both detail
and frequency

* Hundreds of projects/sub-projects involving multiple agencies
Coordination must be managed simultaneously, with cross-agency coordination
challenges

* Must also track social impact including job creation and impact
towards policy goals

= Will need to balance trade-offs between quick-spend impact and
long-term investments to drive economic growth

“...Absorbing the money, making
sure it's spent appropriately and
gets into the [right] hands . . . are
going to be significant challenges
— Greg Friedman, 1G, DOE

“There is no question that it's
a daunting task for states...”

— Scott Pattison, National
As’n of State Budget Officers

“Implemented work will
exceed our bandwidth...
for accounting and
compliance”

— Governor of Colorado

SOURCE: Recovery.gov; press search; McKinsey analysis McKinsey & Company | 10



...But also opportunities as significant portions of the funding are still
being determined and/or will be competitive

Examples

Education

Broadband

SOURCE: www.recovery.wa.gov

One-third of $38.6B state stabilization funds will be
reserved for release in round two, based on
performance of spend from wave one

$5B in performance based grants for states “Race
to the Top” fund and innovation fund

States and critical community institutions (e.g.
libraries, community colleges) can apply for $7.2B;
preference for larger/state-wide grants and
leveraged funding

Multiple rounds of funding

Over $10B in grants/loan guarantees for research
and development in renewable/ alternative energy
technologies, including research institutions/
universities and private companies

INOT EXHAUSTIVE

= Still significant

additional funding
opportunities for
states that
execute quickly
and well

Stimulus funds
are just the start—
additional
spending in key
areas coming over
next few months
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Most federal funds disbursed to date have been formula based oo ynary
allocations; competitive funds remain available

Federal stimulus spend Breakup of unallocated spend
$ Billion 287 $Billion This is where Washington state
can increase its share
Determined, but
not allocated 133 49 | TBD
= So far, mostly formula
31 Competitive based funding has been
committed
Determined and . 23 Formula based — ~80% of allocated
allocated? 278 30 | Other 4 funds are formula
‘ based
"""""""""""""""""""""" — 90%+ of formula
Breakup of allocated spend based funds have
$Billion already been
assigned
\ . AN
Undetermined3 376 221 | Formula based fu?w?jé) ;):eugsrlllopc:[’itﬁ\(lje or
‘ still being categorized
10! ,Competitive
47 Other °

____________________________________________

1 Funds have been announced at the federal level but not yet allocated to states

2 Funds have been assigned to states

3 Expected to include tax cuts

4 Categories under Other are discretionary, incentive and loans/grants

5 Categories under Other include need-based grants, block grants, discretionary, formula and discretionary, increase in allotment, and TBD

SOURCE: www.recovery.wa.gov McKinsey & Company | 12




Washington State will receive large absolute funding, but is

comparatively low on a per capita/GDP basis [ESTIMATES
While WA is expected to get a large amount of ... Itis ranks very low on a per capita or
absolute dollars... GDP basis
$ Billions (% of Gross State Product

Washington is in top 15 Stimulus dollars per capita (ranked)

nationally for absolute 38. Florida $1,602
dollars received 39. Arizona $1 ’591

MT 40. Washington $1,587

41. Wisconsin $1,577

42. Texas $1,564

National average $1,721
% of Gross State Product (ranked)
uT 41. Massachusetts 3.5%
38 CO . 42. Alaska 3.4%
(é 6%) 7.2 (3.0%) 43. Washington 3.3%
' 44. Wyoming 3.3%
45. Texas 3.2%

AZ NM

10.2 (4.2%)3.4 (4.5%) National average 4.0%
WA ranks comparatively low because

— | money has been distributed to states in

greater difficulty than WA or based on

energy consumption, population, repeated
weather troubles, etc.

SOURCE: Center for American Progress McKinsey & Company | 13



There is a significant opportunity to draw IPRELIMINARY
additional funding to the State of Washington

Expected funding from
unallocated $133B

Projected WA funds received This is where
$ Billion Washington state can
c it increase its share
Uzrar;lréiell;\elg Share of $31B,
Non-competitive L o008 Breakup of currently
Unallocated allocated WA funds
$ Billion = Only a small portion of
1 ) current WA funding comes
Tax cuts 3.86 7 N 6.54 from competitive programs
(estimated) _+~ Competitive F—=0.21=
.7 = The competitive portion of
funds is where the biggest
Formula based 4.06 opportunities exist for WA
Allocated 6.54
Other? 2.27

1 Tax cuts under the ‘Making Work Pay’ and AMT initiatives
2 Includes $1.7B for cleanup of Hanford nuclear site; $369M for need based grants, $98M for block grants and $80M under discretionary and

formula/discretionary

SOURCE: www.recovery.wa.gov; Center for American Progress McKinsey & Company | 14




The Governor has outlined 7 key priorities, of which 4 would PRELIMINARY
receive a direct boost from the stimulus

L I [ | Federal stimulus
WA key priorities Description | |

— ___1 priorities
T . . e o]
: Washington = _Jubmp-st?rtlngl the e.céonotrr?y though tgrgeted Ttvestments in :
" | J0bs Now job creation alongside other economic supports |
| |
: Ecroie * Expanding opportunities for family-wage jobs and promoting :
: Security business growth while maintaining the environment :
| . . . |
" | Healthy * [ncreasing access to affordable, high-quality healthcare and | i
. . | = Job creation,
: Earilies making WA one of the top 10 healthiest states | education/training, and
| : healthcare are the
: _ = Creating a world-class, learner-focused, seamless education | common priorities
. | Education system |
I . Equipping highly skilled workers with right training and : = WA state budget should
'\~ leaming | benefit indirectly from
. , Federal tax cuts and
Washington’s Bal_ancmg th? §tate budg.et throggh bold policy measures spend on infrastructure
budget while maintaining essential services/care to families
S * Preparing and protecting families from natural disasters such
: - floods
information as
Community . Entsurilng]tha: families are protected against crime and
Safety natural threats

1 Other priorities are Environment, Government Accountability, Energy, Agriculture, Social Services, Transportation, Veterans, Diversity, Bill Action,
Trade Missions & Visitors, and Feeding Washington

SOURCE: Governor’s Office web site McKinsey & Company | 15



Example: The Bay Area has launched a comprehensive, coordinated
process to capitalize on opportunities in ARRA |BAY AREA EXAMPLE

Preparation > Launch > Analysis > Consolidation >
Activity = Outline key * Launch proposal = Sort proposals by * Refine/consolidate
priorities submission key priorities
= |dentify and process, web- o _ = Review all final
convene experts based = Distribute .to issue proposals
against priorities experts, triage, and .
expertise * Have sector- score * Decide on state
_ _ specific experts to funding allocation
" Establish guidance support, answer = Merge/regroup
on each priority questions similar proposals = Support
= Alert stakeholders competitive grant
on process applications

In line with Bay BAY AREA ECONOMIC RECOVERY WORKPL
P Area and State Speed of i i i
Proposal Submission Survey Gevetopment vision IIIFI‘pIememMI Bay Area CGuncl\FEicncmwcmsmute
* Fits with the * Can achizyvel The Califarnia Business, Transportation & Housing Agen
regional strategic R ER
oojectives major new X
= Imp=cts multiple regulatbions Interim Report
R cities and/or « Expedites i .
y b distributad to Stata of Califa COUMMES 1N The Bay structures o Aprl' 2009
Area * Leverages g
IN THE MEDIA Fits with the State and federal Ly . .
i - —Deav‘f"‘; | tended to provide interim dato on progress by the Bay Ar
anlareren L b b | T2 nen el regional objectves resOUrces | prog
Gt zan Cmete FEDERAL STIMULUS Frovhdent, vay A Couci Econanic Insttute matching U blaping a Bay Area Economic Recovery Workplan.
S, qr_f"p FUNDING SYMPOSIUM Oaadin: 24 April 2000 other resour s
o a1z vl = Miarch 17 | San Conkact perzon for problems/ouestions: Kristen Durha * Ernerges o
! March 37 | San Juse o oo o o consensus PN
= stakeholcer
Weight
{percent) 30 s

SOURCE: bayareaeconomy.org/recovery McKinsey & Company | 16



Questions for discussion

= What strategies and processes are in place to balance twin goals of
short-term job recovery and long-term investments to drive
economic growth?

= What kind of public-private partnerships can be engaged in at the
state level to help state and local governments leverage stimulus
funding? What is currently in place? How are multiple
stakeholders coordinating efforts?

* What can be done to help target competitive grants?

= What sources of funds can be leveraged in addition to the Stimulus
to drive economic impact (e.g. public, private investment,
universities, philanthropy)?

* How are the state/regional groups currently planning to manage
the spend/ execution of stimulus funds? What processes/ systems
are in place to track spend and impact and revise strategies as
needed?
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