Department of Environmental Conservation
Operating Budget Presentation to House Finance Committee - Jan. 25, 2010

MISSION
Protect human health and the environment.

CORE SERVICES
e Develop and enforce standards for protection of the environment.
e Provide controls and enforcement for the prevention and abatement of pollution to the
environment.
e Provide controls and enforcement to protect citizens from unsafe sanitary practices.

Total Operating Budget Distribution

%
Total
PRIORITY PROGRAMS GF FED OTHER TOTAL PFT | PPT | NP | GF
FY 2010 Current Capacity
(Mgmt Plan) 189943 | 21,497.6| 33,5169 74,008.8 | 532 2 71 25.7%
FY 2011 Governor's
Transactions 720.6 659.5 157.8 1,537.9 6 0 0
Total FY 2011
Governor’s Budget 19,7149 | 22,157.1 | 33,674.7 75,546.7 | 538 2 7| 26.1%

FY 2011 SIGNIFICANT CHANGES IN OPERATING CAPACITY
e Department-wide Health Insurance Increase: $10.9 GF, $7.0 Fed, $5.5 Other

¢ Building Maintenance & Operations (BMO):
o Reduce uncollectible RSS authority: ($0.7) RSS
Significant Changes in Results Expected: None.

e Environmental Health
o Adoption and implementation of EPA drinking water rules. $300.0 GFM, $300.0 Fed,
+5 PFT

Significant Changes in Results Expected: Human health will be better
protected with the adoption of three EPA rules required to be adopted by
States in 2010 to continue primacy. These rules affect Disinfectants, Enhanced
Surface Water Treatment and Ground Water. The increment will improve our
ability to make sure the population served by public water system is in
compliant with health-based standards. Additional staffing will help us with
the adoption, implementation, monitoring, reporting and enforcement
required by these rules, ensuring that drinking water is safe.
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0 Deletion of one vacant Office Assistant position, PCN 18-7352: (-1) PFT

Significant Changes in Results Expected: None.

0 Fund essential public health equipment maintenance and service contract shortfalls in
the State Environmental Health Lab: $260.0 GF.

Significant Changes in Results Expected: The Lab was able to perform
116,223 tests on Shellfish PSP, Food & Water, Fish, Environment, Dairy
Products and Animal Samples in FY09. Without an increment to cover
increased maintenance and service contracts necessary after warranties on
equipment have expired, the lab will lose testing certifications and be unable
to perform many types of tests, having a negative impact on human health
and the environment.

0 Additional contractual authority for toxicology support in the area of solid waste:
$153.0 RSS.

Air Quality

Significant Changes in Results Expected: Toxicology, fate and transport and
drift prevention specialist contracts will help the program more thoroughly
evaluate all of the issues raised by the public when evaluating pesticide spray
proposals. In FY09, a total of 76 pesticide-related violations were identified,
3% of which were repeat violators. Specialist support will help us more
thoroughly review requests and concerns and better protect human health.

o Outer Continental Shelf (OCS) federal permitting support. $150.0 GF, +1 PFT

Significant Changes in Results Expected: This increment would benefit
Alaskans and the environment by ensuring that the program has the necessary
resources to implement new greenhouse gas regulations and assist in meeting
emission reduction goals which help protect human health and the
environment. It would benefit industry by providing access to training and
technical assisting in tracking and reporting emissions and through the
development of consistent, efficient carbon control programs that provide
economic and environmental stability. This investment would allow the state
to further its objectives to address climate change and efficiently move
forward the construction of a natural gas pipeline.

Water Quality
0 Federal resources for the Public Water Systems Operator Certification Training
program: $240.0 Fed, +1 PFT.

Significant Changes in Results Expected: In FY09, 31.3% of regulated water
supply systems were out of compliance with operator certification
requirements. Many communities are unable to afford training for their local
operators, negatively impacting them and the compliance rate of their water
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and sewer facility. Training will improve compliance rates and better protect
human health.

o Federal resources for the Remote Maintenance Worker program: $37.5 GFM, $112.5
Fed

Significant Changes in Results Expected: This In FY09, 68.7% of regulated
systems were in compliance with water supply system operator certification
requirements, an increase of 10% since FY 2006. In order to provide
Operations and Maintenance support and emergency response services to
public water and sewer systems, grant funds are distributed to seven regional
health corporations who, in turn, provide Remote Maintenance Workers
(RMW) who provide these services. This program is heavily reliant on travel,
which has seen dramatic cost increases over the past two years. It has been
demonstrated that the routine and regular on-site presence of the RMWs
prevents catastrophic failures and helps sustain the water and wastewater
infrastructure in rural Alaska. The assistance provided by RMWs increases the
exam success rate among rural operators, which in turn, improves compliance
with the operator certification requirements, which in turn increases our
protection of human health.

A= Improving
== Maintaining
DEPARTMENT RESULTS - CURRENT CAPACITY ¥ = Worsening
Protecting Human Health
W In FY 2009, over 1.2 million pounds of dairy, seafood and retail foods were detained, more than
a million pound increase from FY 2008.
V' In FY 2009, 30% of permitted retail food establishments were inspected.
W In FY 2009, 34% of food establishments and 13% of seafood processors that were
inspected and permitted were issued a Notice of Violation (NOV).

A 116,233 tests were performed by the Environmental Health Laboratory in FY 2009, an
increase from the prior year with a significant increase to the number of
environmental tests conducted.

A Approximately 79% of inspected permitted retail food establishments were found
during inspection to have staff meeting food safety training and certification
requirements.

=>» The number of days the air is unhealthy for sensitive groups remains less than two weeks a year.

A During FFY 2008, 94% of the population served by public water systems was served by those in
compliance with health-based standards.
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A The operator certification program has seen a 12% increase in three years for the
number of regulated systems that comply with water supply system operator
certification requirements.

A The Village Safe Water Program has seen an annual average increase of 2.5% for serviceable
rural Alaska homes served by safe and sustainable sanitation facilities over the past nine years,
over 90% being served by the end of FY 20009.

V' Due to the increasing cost of addressing rural sanitation health related deficiencies

(such as homes without running water and flush toilets, untreated drinking water, or
leaking water and sewer mains) and an ongoing decline of federal funding available
to address these deficiencies, there has been a continuous decrease in health related
deficiencies met each year.

A The operator certification program has seen a 12% increase in three years for the
number of regulated systems that comply with water supply system operator
certification requirements.

Protecting the Environment

= 63% of the State’s polluted land and waterbodies have been restored for public use as of the
end of FY 2009, a 4.4% increase from FY 2007.

A Over 99% of new oil and hazardous substance spills in FY 2009 were cleaned up or
are in monitoring status.

A In FY 2009, 50% of polluted waterbodies had active stewardship, protection and
restoration activities, an 11% increase from the previous year.

WV While 100% of Class I and Class II municipal solid waste facilities within Alaska have the required
authorization from the State to operate, only 27% of Class III facilities have been authorized,
showing a significant area of need.

A Less than 4% of the total volume of oil spilled in FY 2009 was from regulated facilities and
vessels with approved contingency plans.
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Rural Alaska Water and Sewer
The Cost of Addressing Needs is Escalating While Funding Declines
Funding for Rural Alaskia Sanitation Projects SFY 2004 - 2011

2004 2005 2006 2007 2008 2009 2010 2011

Funding from all sources (national
tribal allocations, Alaska specific

ARRA " appropriations, and required State
FPATIbAL hatch) for rural Alaska sanitation
IHS . .
o State projects has declined by over $49
L EPA AK million, or 39% between State Fiscal
USDA Years 2004-2011. Alaska specific

appropriations and required State
match (shaded purple in the graph
below) have plummeted by $57 million
or 58%.

Although the American Recovery and Reinvestment Act (ARRA) provided a one-time boost to rural
sanitation projects in SFY 2010, the Federal 2010 (SFY 2011) budget represents the lowest funding
levels for rural Alaska water and sewer projects in over 10 years — a $41 million decrease from last
year’'s appropriations.

SFY USDA-AK EPA AK State EPA Tribal ARRA Total
2004 $30,000,000 $43,000,000 $24,333,331 $18,210,163 $11,598,171 $127,141,665
2005 $28,000,000 $43,000,000 $23,666,664 $16,617,560 $9,466,700 $120,750,924
2006 $26,000,000 $45,000,000 $23,666,664 $15,280,000 $8,207,000 $118,153,664
2007 $25,000,000 $35,000,000 $19,999,998 $15,411,000 $7,436,100 $102,847,098
2008 $25,000,000 $35,000,000 $19,999,998 $16,543,204 $9,055,500 $105,598,702
2009 $21,515,000 $24,610,000 $15,374,998 $16,726,000 $7,020,900 $85,246,898
2010 $21,667,000 $18,500,000 $13,388,999 $16,036,000 $6,888,052 $42,257,600 $118,737,651
2011 $17,500,000 $13,000,000 $10,166,666 $16,000,000 $21,195,000 $77,861,666

Recent appropriations for the EPA and USDA Alaska specific programs are highlighted in yellow

above.
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While funding has decreased significantly, the
cost of addressing critical rural Alaska
sanitation needs (such as homes without
running water and flush toilets or inadequately
treated drinking water) has increased
dramatically. This increase is due to a number
of factors including inflation, population
changes, aging facilities, and more stringent
regulations.

The disparity between available funding and the
cost of addressing rural Alaska sanitation needs
is approximately $648 million — a 91% increase
over SFY 2007. If current funding and cost
trends do not change, this gap will continue to
widen.



DEC Water, Wastewater
and Solid Waste Grant Programs

e Facility Programs of DEC’s Division of Water work with communities to
develop and maintain sustainable water, sewer, and solid waste services
in full regulatory compliance.

e There are two types of grant programs managed by DEC for sanitation
projects. The Village Safe Water program offers 100% grant funding for
smaller, rural communities and the Municipal Matching Grants program
offers 60%-85% grant funding for larger communities.

Village Safe Water (VSW) Program

e VSW Funding comes from a combination of federal grants and state
appropriations. The two primary federal funding sources (which have
provided approximately $40.0 million in FY2010) are the U.S.
Department of Agriculture and the Environmental Protection Agency.

The funding trend from these sources has been declining in the past four
years. Funding through these agencies requires a 25% State match. In
addition, the Denali Commission and the Indian Health Service have
provided a recent average of $10 million a year in 100% federal grants for
projects through VSW.

e Communities apply each year for proposed sanitation project funding.
Applications are scored, based heavily on the proposed project’s ability to
address critical public health needs, as well as the communities’
demonstrated capacity to operate and maintain the facilities. Capital
funding is requested for the highest ranking projects.

e Per a federal funding requirement established in 2004, the VSW CIP
priority list is divided into two types of projects — those that can be
completed in a single year and those that will take multiple years to
complete.

e Projects that are estimated to take one year to complete receive full
funding in a single fiscal year.

e The Multi-Year Priority List contains large, high scoring projects; however
projects on the list are not prioritized. This allows the flexibility that is
required in scheduling funding for multi-year projects. An unanticipated
delay in one project will not hold up funding for a different project that is
ready to go.
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Funding for the construction phases of Multi-Year Priority List projects is
granted based upon completion of design packages and chronological
approval, available funding, and sufficient drawdown of existing project
funds. In other words, this is a “first ready, first funded” list and new
funds are not made available to a project until prior project grant funds
for the project are exhausted. There are several projects on the Multi-
Year list that are ready to proceed but have had to be postponed due to
insufficient federal and state funds.

¢ In some cases, funding is transferred by VSW through the Indian Health
Service to the Alaska Native Tribal Health Consortium, who in turn
assists communities in design and construct of sanitation projects.

Municipal Matching Grants Program

e The Alaska Municipal Matching Grants program provides partial funding
from General Fund appropriations and engineering support for drinking
water, sewer, solid waste and non-point source pollution projects, such
as water quality enhancement and waterbody restoration and recovery.

e These state grants primarily assist the larger communities and boroughs
in the State.

e Each year, communities submit sanitation grant questionnaires which
are scored weighing primarily the extent to which proposed projects
address critical public health and environmental needs. Grants are
awarded to the highest ranking projects as funding allows.

e Two years ago the Legislature amended the Municipal Matching Grants
enabling statute to change the State/Local funding ratio of eligible
project costs. The State share of project costs for grants awarded under
the program are now:

e 85 percent of eligible costs for a municipality with a population of
1,000 persons or less.

e 70 percent of eligible costs for a municipality with a population of
1,001 to 10,000 persons.

e 060 percent of eligible costs for a municipality with a population of
greater than 10,000 persons.

e The communities can borrow low interest (1.5%) loans from the

Alaska Clean Water and Alaska Drinking Water funds managed by
the Department to cover their portion of the match.
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DEPARTMENT OF ENVIRONMENTAL CONSERVATION
RESPONSE FUND

PREVENTION ACCOUNT - BALANCE PROJECTION
01.15.10 UPDATE - Current 4 ¢ Surcharge

FY2009 FUND BALANCE 20,891.9
FY2010 FY2011 FY2012 FY2013 FY2014

REVENUE to PREVENTION ACCOUNT 12,0844 12,8595 10,670.0 10,670.0 10,830.0
4¢ Surcharge (Fall 2009 Revenue Sources Update ) 8,922.5 8,400.0 7,920.0 7,920.0 8,080.0
Cost Recovery/Fines/Penalties 1,911.9 3,209.5 1,500.0 1,500.0 1,500.0
Interest 1,250.0 1,250.0 1,250.0 1,250.0 1,250.0

GOVERNOR'S BUDGETED OPERATING EXPENDITURES 14,094.9 14,097.9 14,097.9 14,097.9 14,097.9
Environmental Conservation (annual salary increases not
included in FY12-14) 14,094.9 14,0979 14,097.9 14,0979 14,097.9

CAPITAL EXPENDITURES 5,750.0 2,000.0 0.0 0.0 0.0

ESTIMATED PREVENTION ACCOUNT BALANCE 13,1314 9,893.0 6,465.1 3,037.2 (230.7)

EXPENDITURES IN EXCESS OF REVENUE | (7,760.5)] (3,238.4)| (3,427.9)] (3,427.9)] (3,267.9)

PREVENTION ACCOUNT BALANCE
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WHAT THE 4¢ SURCHARGE PAYS FOR

OIL AND HAZARDOUS SUBSTANCE,
SPILL PREVENTION AND RESPONSE

Standards and regulation to protect the environment from releases or oil
or hazardous substances.

Establishment and maintenance of a spill response capability.
Investigation, evaluation, containment, and/or cleanup of a release or
threatened release of oil or hazardous substances.

Restoration of the environment.

Review of oil discharge prevention and contingency plans.

Training, response exercises, inspections, and tests.

Verification of proof of financial responsibility.

Recovery of state costs.

IS IT ENOUGH?

Revenues continue to decrease as production decreases.

Despite the change in surcharge amounts, expenditures continue to
exceed projected revenues.

Without additional revenues, the fund will be depleted in FY2014, which
assumes no additional capital appropriations for clean-up costs.
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Environmental Conservation

Initiatives (Except Gasline)

{thousands $)

FY10 FY11 FY12 FY13 FY14 FY15 FY18 FY17 FY18 FY19 FY20
Total Appropriations 460.0 1,303.0 50,060.0 51,565.0 71,890.0 81,890.0 81.890.0 81,890.0 81,890.0 81,915.0 81,890.0
General Fund 460.0 1,150.0 48,657.0 50,457.0 60,457.0 70,457.0 70,457.0 70,457.0 70,457.0 70,457.0 70,457.0
General Fund Match 0.0 0.0 375.0 286.5 234.0 234.0 234.0 234.0 234.0 2415 234.0
Federal Funds 0.0 0.0 875.0 668.5 10,546.0 10,546.0 10,546.0 10,546.0 10,546.0 10,663.5 10,546.0
Other State Funds 0.0 153.0 1583.0 153.0 653.0 653.0 653.0 653.0 653.0 653.0 653.0
Operations 460.0 303.0 5,838.0 5,043.0 4,868.0 4,868.0 4,868.0 4,868.0 4,868.0 4,893.0 4,868.0
General Fund 460.0 150.0 4,435.0 3,035.0 3,935.0 3,935.0 3,935.0 3,935.0 3,935.0 3,935.0 3,835.0
General Fund Match 0.0 0.0 3750 286.5 234.0 234.0 234.0 234.0 234.0 2415 234.0
Federal Funds 0.0 0.0 875.0 668.5 546.0 546.0 546.0 546.0 548.0 563.5 546.0
Other State Funds 0.0 153.0 153.0 153.0 153.0 153.0 153.0 153.0 153.0 153.0 153.0
Formula Programs 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Non-formula Programs 460.0 303.0 5,838.0 5,043.0 4,868.0 4,888.0 4,868.0 4,868.0 4,868.0 4,893.0 4,868.0
General Fund 460.0 150.0 4,435.0 3.935.0 3,935.0 3,935.0 3,935.0 3,935.0 3,935.0 3.935.0 3,935.0
General Fund Match 0.0 0.0 375.0 286.5 234.0 234.0 234.0 234.0 234.0 2415 234.0
Federal Funds 0.0 0.0 875.0 668.5 546.0 546.0 546.0 546.0 546.0 563.5 546.0
Other State Funds 0.0 153.0 153.0 153.0 153.0 153.0 153.0 153.0 153.0 153.0 153.0
Capital 0.0 1,000.0 44,2220 46,522.0 67,022.0 77,022.0 77,022.0 77,022.0 77,022.0 77,022.0 77,0220
General Fund 0.0 1,000.0 44,2220 46,522.0 586,622.0 66,522.0 66,522.0 66,522.0 66,522.0 66,522.0 66,522.0
General Fund Maich 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Federal Funds 0.0 0.0 0.0 0.0 10,000.0 10,000.0 10,000.0 10,000.0 10,000.0 10,000.0 10,000.0
QOther State Funds 0.0 0.0 0.0 0.0 500.0 500.0 500.0 500.0 500.0 500.0 500.0

See detailed assumpfions
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