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W TNESS REG STER

JACK KREI NHEDER, Chi ef Anal yst

Ofice of the Director

O fice of Managenent & Budget

O fice of the Governor

PO Box 110020

Juneau, Al aska 99811-0001

POSI TI ON STATEMENT: Testified and answered questions on HB 364
and SJR 38.

NANCY SLAGLE, Director

D vision of Adm nistrative Services

Department of Transportation & Public Facilities

3132 Channel Drive

Juneau, Al aska 99801-7898

POSI TI ON STATEMENT: Testified and answered questions on HB 364.

DEVEN M TCHELL, Debt Manager
Treasury Division
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Departnent of Revenue

PO Box 110405

Juneau, Al aska 99811-0405

POSI TI ON STATEMENT:  Answered questions on HB 364.

ANDREA DCLL, President

Friends of Al aska State Miseum

12175 d aci er Hi ghway, A204

Juneau, Al aska 99801

POSI TI ON STATEMENT: Testified in support of HB 364.

CLARK GRUENI NG, Lobbyi st

for Alaska Historical Society,

Al aska Museuns, and

Friends of the Al aska State Miseum

217 Second Street, Nunber 204

Juneau, Al aska 99801

POSI TI ON STATEMENT:  Answered questions on HB 364.

VEENDY HALL, Staff

to Senator Pete Kelly

Al aska State Legislature

Capi tol Building, Room 518

Juneau, Al aska 99801

PCOSI TI ON STATEMENT: Presented SJR 38 on behal f of sponsor.

SENATOR PETE KELLY

Al aska State Legislature

Capi tol Building, Room 518

Juneau, Al aska 99801

POSI TI ON STATEMENT: Testified and answered questions as sponsor
of SJR 38.

ACTI ON NARRATI VE

TAPE 02-42, SIDE A
Number 0001

CHAIR JOHN COGHI LL reconvened the House State Affairs Standing
Commttee neeting at 8:02 a.m [ This neeting was recessed on
April 16, 2002.] Representatives Coghill, Janes, Fate, Stevens,
and WIlson were present at the call to order. Represent ati ves
Crawford and Hayes arrived as the neeting was in progress.

HB 364 - STATE FACI LI TIES

[ Cont ai ns di scussion pertaining to HB 365].
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CHAI R COGHI LL announced that the first order of business would
be HOUSE BILL NO 364, "An Act relating to capital projects for
deferred maintenance, replacenent, nodification, and expansion
of state facilities; relating to |leases to secure financing for
those projects; relating to the issuance of certificates of
participation to finance those projects for certain capital
facilities owned by the state; giving notice of and approving
the entry into, and the issuance of certificates of
participation in, |ease-financing agreenents for those projects;
and providing for an effective date.”

Number 0147

JACK KREI NHEDER, Chief Analyst, Ofice of the Drector, Ofice
of Managenent & Budget, O fice of the Governor, came forward to
testify. He explained that in 1997 to 1998 there was a deferred
mai nt enance task force that inventoried all the state's deferred
mai nt enance needs. Unfortunately, by the tinme its report cane
out, oil had dropped to about $9 per barrel. The university got
sone deferred mai ntenance funding, but the grand total for state
bui | di ngs was only about $750, 000, which was just a "drop in the
bucket" conpared with the needs.

MR. KRElI NHEDER showed the conmittee sonme slides of the buil dings
around the state with serious deferred maintenance needs. He
urged the nmenbers who haven't toured any of the facilities to do
so to see sone of the conditions firsthand.

Nunmber 0388

MR. KREI NHEDER noted that the State Archives Building in Juneau
was built half on bedrock and half on pilings. The half on
pilings settled, so the building was literally ripping in half.
| nstead of paying $800,000 to fix the foundation and the |eaky
roof, it was decided to replace the building and conbine it with
a nuseum expansi on.

MR. KREI NHEDER poi nted out that the Di nond Courthouse in Juneau
has problens with a |eaky roof and corrosion in the drains. I t
was built in the 1970s and needs of sonme serious naintenance.
The parking structure for the State Ofice Building has sone
corrosion problens and serious structural damage, which poses a
safety threat if not repaired. The State Ofice Building in
Juneau has roof problens. The Alaska State Miuseum in Juneau has
asbestos probl ens. He explained that there is an asbestos
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problem in a nunber of state buildings, which adds to the cost
of repair.

MR. KREI NHEDER said that the siding has fallen and blown off the
State Ofice Building in Nome. He explained that the reason why
these buildings are in disrepair is that since 1986, the
mai nt enance budgets for buildings and roads have been cut
repeatedly, but nowit is a long-term problem

MR.  KREI NHEDER showed slides of the old court building, the
DOT&PF |[Departnment of Transportation and Public Facilities]
Peger Road conplex in Fairbanks, and a state parks facility, all
in need of repair and naintenance. He pointed out that the
noney collected from state parks goes into the general fund, not
par k mai nt enance.

Number 1035

MR. KREI NHEDER nentioned that the buildings in Soldotna have
lead in the water and an out-of-order fire alarm system The
McLaughlin Youth Center in Anchorage has npisture danage from a
| eaky roof, and the Juneau Public Health Center has a heating
system failure.

Nunmber 1185

REPRESENTATI VE FATE noted that sone of the slides showed norma
wear and tear, but sonme looked I|ike faulty design and
construction. He asked what has been done to solve the probl ens
of the design and construction.

MR. KREI NHEDER agreed that sone of these problens m ght have
been avoided or reduced through better design. He nentioned
that some of the departnments involved in design and construction
have learned from sone of these problens, but sonme of the
problemis the fact that state governnent is required to go with
the lowest bidder, so in sonme cases, the state ends up wth
bui |l di ngs that have a | ower service life.

REPRESENTATI VE FATE argued that the design doesn't have nmuch to
do with bidding process. The design determ nes whether there
will be those kinds of failures, he stated.

MR. KREI NHEDER answered that he didn't know whether all the
buildings were built by the state or private parties. He
pointed out that the Court Plaza Building was built by the
private sector and acquired by the state.
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REPRESENTATI VE FATE acknow edged that there is a huge problemin
this area, and he suggested it be mtigated in the future by
better design and construction.

Nunmber 1385

NANCY SLAGLE, Director, Division of Admnistrative Services,
Departnent of Transportation & Public Facilities, canme forward

to testify. She told the commttee that design is a critical
part of the facilities. She noted that it has been many years
since the state has built buildings, and the age of these
reflects that. She noted that an effort is being nmade to nake
sure that the people on staff doing design work are properly
trained and certified. She agreed that |ooking at the past
building failures is helpful. She said nost of the current

staff weren't on board 30 years ago. She said she believes that
the staff is doing a good job now

REPRESENTATI VE JAMES asked what was the bottom dollar in the
Def erred Mai ntenance Task Force report from several years ago.

Number 1600

MR.  KREI NHEDER answered that the report addressed buildings,
hi ghways, and ferries. The total for buildings at that tinme was
$169 nmillion. The total of the package was in excess of $200
mllion. He said that this proposal is for about $157 mlli on.

REPRESENTATI VE JAMES said she believes that there needs to be an

al l ocation each year based on the "life-cycle costing" of the
buildings and facilities around the state, so the disrepair
doesn't keep happening. Def erred mai ntenance only neans no

mai nt enance, she comrent ed.
Nunmber 1753

MR. KREI NHEDER referred to the discussion several neetings ago
on HB 444, Al aska Public Building Fund, and explained that the
rents collected are adequate to properly maintain the buildings,
but don't cover "catching up" on the past. If the roofs and
pipes can be fixed for the buildings in the public building
fund, then they can be kept up, and the state won't be faced
with this in the future.

Nunmber 1800
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REPRESENTATI VE W LSON expressed concern about a flat-roofed
buil ding being built in Fairbanks. She said she understood that
flat-roofed buildings |eaked and had problens, but she was told
there was new technol ogy and that wasn't a probl em anynore.

Nunmber 1889

REPRESENTATI VE STEVENS asked why the Capitol Building, which was
built over 50 years ago, is in nuch better shape than the
courthouse built in Kodiak nore recently.

MR. KREINHEDER replied that it was a very sturdy building built
soundly with brick and concrete, but it is one of the buildings
in the state that has been adequately naintained. By virtue of
housing the governor and the legislature, it hasn't been
subjected to the cuts to the degree that other buildings have
been.

REPRESENTATI VE JAMES nentioned that she also has heard that
there is new technology for a flat roof, and there are sone
advantages to a flat roof. She pointed out that the funding for
the Capitol Building is in the legislature's budget and "we take
care of our own, ... yet we don't seem to have the necessary
‘guts' ... to take care of all these other things."

REPRESENTATI VE FATE explained to the commttee that the
technol ogy involved in the flat-roof building at the University
of Al aska Fairbanks had been studied scientifically. He agreed
that sone of the new design technology can alleviate sonme of the
probl ens and extend the life of buildings, but that's not to say
that they don't have to be maintained. He agreed that there is
a huge problem in deferred maintenance, but the design and the
nmet hods of construction contribute to the problem

Nunber 2122

CHAIR COGHILL nmade a notion to adopt the proposed conmmttee
substitute (CS) for HB 364, version 22-GH2007\C, Bannister,
4/ 11/02, as a work draft. There being no objection, Version C
was before the commttee.

CHAIR COGHI LL asked M. Kreinheder to discuss HB 364 but asked
him if another bill, HB 365, directly corresponded with "the A
version” and why there are two vehicles for this subject.

MR. KRElI NHEDER explained that HB 365 was referred directly to
t he House Finance Committee. He provided copies to the nenbers
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because it is a package. He said there will be changes, but
that will be taken up with the House Fi nance Conmittee.

Nunber 2259

MR. KREI NHEDER said the original bill submtted was about $136
mllion. Since then, sone projects have been added [hence the
proposed CS]. The largest project is about $20 million in
f undi ng for four DOT&PF hi ghway mai nt enance stations.
Oiginally, those were going to be in governor's FY [fiscal
year] 03 capital budget, but they are included in this proposa
i nst ead.

MR.  KREI NHEDER highlighted a few of the projects and their
funding levels fromthe bill. He explained that the amount for
the university was not higher because it received about $50
mllion plus sonme subsequent funding several years ago for
deferred maintenance, and it is still in the process of spending
t hat noney.

MR. KREI NHEDER explained that there would be an additiona

$5 million total for Americans with Disability Act projects
st at ew de. The state agencies would get $2.5 million and the
university would get $2.5 mllion. The bill does include sone
repl acenent and expansion projects. In sone cases, facilities

are being replaced when it is not economcal to repair them
Number 2476

CHAIR COGHI LL asked if the noney for the veterans' housing is
totally separate from what has been proposed for the pioneers'
hones.

MR. KREI NHEDER replied that the noney could be used either as a
joint project or as its own facility.

Nunber 2492

REPRESENTATI VE STEVENS asked Ms. Slagle about the highway
mai nt enance stations. He wunderstood that sone were being
cl osed, but here are four new ones.

Nunber 2518

M5. SLAGLE replied that the House budget for FY 03 reflects

seven mai ntenance stations' being closed. The Senate version of
the budget |eaves four open; three may need to be actually
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cl osed. Those are different nmmintenance stations than those in
HB 364. The ones that HB 364 would close are in areas where
services could be picked up by other nearby naintenance
stations.

Nunber 2627

REPRESENTATI VE JAMES asked if the nunbers would change if the
funding for veterans' housing were used for a veterans' facility
as opposed to a conbined facility for veterans and pioneers.

MR. KREI NHEDER answered that this noney is flexible and could be
used either for a separate wing for the veterans on an existing
pi oneers' hone, so the food service facilities could be shared
to make it |less expensive, or for a conplete stand-alone hone.
The costs mght vary. The $4 million, conbined wth nmatching
federal noney, would get this project well on the way.

Number 2752

REPRESENTATI VE FATE commented that sonething needs to be done
about deferred maintenance on the nmintenance station between
Fai rbanks and Big Delta for the mssile defense facility.

REPRESENTATI VE STEVENS comented that it seemed the wong tine
to close the Kodiak naintenance station to the Kodiak rocket
| aunch, which also will be used for m ssil e defense.

MR. KREINHEDER said he certainly enpathized wth the two
menbers' concerns about the particul ar naintenance stations, and
noted that it points out the difficult decision of reducing
mllions of dollars from DOT&PF s budget. The closures are
going to be in one legislator's district or another's, and that
| egi slator, of course, is not going to be happy about it, he
sai d.

Nunmber 2886

REPRESENTATI VE JAMES asked who mmkes the decision about which
mai nt enance stations will be cl osed.

Number 2900

M5. SLAGLE replied that the conm ssioner makes the decision with
information he's been provided by the maintenance staff.
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REPRESENTATI VE JAMES said she doesn't think this has to do with
[ stations] being in any legislator's district; the one
Representative Fate is concerned about is not in his district.
She said they're not conplaining about the district issue.
they're talking about the functional issue of statew de
concerns.

MS. SLAGLE added that there are other cuts to DOT&PF in addition
to nmaintenance station closures. Positions are being deleted
all over the state, including giving up maintenance on "category
t hree" roads in Sout heast Al aska.

TAPE 02-42, SIDE B
Number 2979

M5. SLAGLE said when the costs can't be cut enough to Ilive
within the proposed budget, sonme fixed costs have to be
identified and given up, and that explains those nmaintenance
station cl osures.

REPRESENTATI VE JAMES commented that when those decisions are
made, she hopes that the <concerns nentioned today are
consi der ed.

Number 2923

MR. KREINHEDER reiterated that with the anmendnents, there is
about $157 nmillion in total for 560 or 565 projects. The
financing nechanism proposed for this deferred maintenance
package woul d use certificates of participation [COPs], which is
a formof debt financing wi dely used by nost states. It is wel
tested, and Al aska has used it before.

MR. KREI NHEDER said there is sone concern from sone |egislators
about the COP approach. They prefer a general obligation [CGJ
bond placed on the ballot. The GO approach was considered, but
there are three main reasons why the COP was chosen. The first
reason is timng. These are critical projects and the danage
gets worse every year. Even waiting one construction season can
result in hundreds of thousands of dollars of additional damage.
Wth the GO approach, the projects wouldn't be on the ball ot
until the fall; the 2002 construction season would be over, and
many of the projects wouldn't be done until the sunmmer of 2003.
If the COP approach was passed by the legislature this session
these projects could get going, and the nore critical ones,
hopefully, could be conpleted this sunmer.
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MR. KREI NHEDER said the second reason is that the |onger the
wait, the nore expensive it gets. He said the state can pay now

or pay later. These projects do need to get done. The third
reason is the concern of "overloading”" the ballot with the GO
bond. Experience has shown in nunicipal elections that the
| arger the bond issue, the less likely it is to pass; the
smaller it is, the nore likely it is to pass. | f schools and

other projects are placed on the GO bond, it could reduce the
chance of the package passing.

Nunber 2652

REPRESENTATI VE  JAMES  added t hat she bel i eves deferred
mai ntenance is primarily a legislative responsibility. She
supported the COP nethodology rather than GO bonds. There

should be a list of projects by severity and need, and that kind
of list is not necessarily done for GO bonds.

Number 2543

REPRESENTATI VE HAYES referred to the $1.7 billion figure and the
$156 nmillion for the COP and wondered what happens to the

di fference. He also asked, with all the mintenance that is
bei ng proposed, whether the econony would be "superheated" on
the construction side. He expressed concern about 1o0sing jobs

to out-of-state workers.

MR. KREI NHEDER referred to the first question and said the $1.7
billion figure was the grand total, which included ferries and
hi ghways in addition to the buildings. To keep this package
realistic, this anmpbunt was settled on to balance the conpeting
needs. This ambunt would cover the nost critical needs for the
buildings in the public building fund. Addi tional funding

probably wll be needed in the future, either through the
capital budget or a bond issue. This won't solve the problem
but it will be a major inprovenent.

MR. KREI NHEDER comrented that the question about the anount of
construction has been heard before. There is a lot of
construction going on in the Railbelt area and Anchorage, but
one thing in favor of these projects is that a lot of them are
relatively small projects. They would be put out to bid in many
smal ler contracts, so a lot of smaller Al askan contractors would
be able to bid. He said he thought out-of-state contractors
woul d be less likely to bid on the smaller contracts.
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MR. KREI NHEDER reiterated that the nbst urgent work needs to be
started quickly. The bulk of the noney probably would be spent
over a two-year period, and the balance naybe over the third
year . If this bill is passed in My, there won't be a slew of
contracts all going out in June. Sonme of them may have sone
design work involved, so it would be spread over the 2002-to-
2003 construction season, with sone projects conpleted in 2004.

Nunmber 2308

REPRESENTATI VE FATE agreed that the COP is the right nethod, but
noted that the facility is the collateral. He asked if there
was an accelerated depreciation schedule with the COP nethod
that takes into consideration the |ife expectancy of the
buildings in the various regions around the state, where it
differs.

MR. KREI NHEDER t hanked Representative Fate for bringing up the
security issue. Since only $157 nmillion is needed for security,
not all the buildings need to be used for security. A few of
the larger ones with the nost value woul d be picked because they
would add up to the security needed. The risk of any default
woul d be extrenely | ow.

MR. KREINHEDER said if the package stayed at $157 mllion, the
annual debt service would be about $15 nmillion a year based on
15-year financing and an interest rate of about 4.9 percent. He
pointed out that the interest rate is another good reason to do
this now.

MR. KREI NHEDER referred to concern about whether the state could
spend $15 nmillion a year. He indicated that that anount or nore
would be spent in energency repairs or closing sonme of the
bui I dings and | easing space, which would cost nore over the |ong
run.

CHAI R COGHI LL asked what the annual debt service is.

Number 2090

DEVEN M TCHELL, Debt WManager, Treasury Division, Departnent of
Revenue, replied that the annual debt service is about
$70 mllion.

REPRESENTATI VE FATE asked if the 4.9 percent interest rate was

fixed and if there would be the opportunity to fix that at the
time of the deal
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MR. M TCHELL answered yes, it was fixed, but there would be an

opportunity to potentially reduce that rate over tine. He
expl ained that since this would be a 15-year term there would
be a 10-year call, so there would be the potential to refund the
bonds. Wiile 4.9 percent is the rate stated in there, the

actual rate, if bonds were issued today, would be slightly |ess.

REPRESENTATI VE JAMES said if the legislature isn't going to go
this way, she supports the idea of selling the buildings and
| easing them back and letting the private sector get involved.
She asked about the arbitrage on the bonds that are sold for a
| onger period of time and how that noney is treated.

MR M TCHELL said that arbitrage refers to the reinvestnent of
bond proceeds either in a construction fund or a reserve fund on

a bond i ssuance. In the COPs for the State of Alaska there no
| onger are reserve funds, so it would just be in a construction
fund. The bill was drafted so that the earnings on these
projects could be used on the projects. The best way to
approach this is to realize that the projects are going to
"trail out" cash over a period of years, and that noney wll not
sit there idly; the noney will be reinvested and will enhance

what can be done with this noney.
Nunmber 1804

ANDREA DOLL, Pr esi dent Friends of Alaska State Miseum
("Friends"), cane forward to testify on the |land acquisition and
expansion for the state nuseum She told the conmttee that the
tenporary buil dings behind the nuseum are not in good shape, and
the nmuseum needs to expand. She reported that the nmuseumis the
nunber-one place that tourists are encouraged to visit in
Juneau. She stated that the nuseumis very inportant.

M5. DOLL inforned the nenbers that the Friends put an option on
sonme | and behind the nuseum and are working very hard to acquire
it. The option expires soon, so there is a limted anmount of
time. She noted that the Friends have a great desire to secure
the land. Once the land is secured, she inagines it as a state
project whereby the people raise the noney to put a building
there. She encouraged the committee to support the bill

REPRESENTATI VE FATE asked her if there are any strings attached

to the purchase of the land, such as state requirenents because
it's a state nmuseum
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M5. DOLL said there are no real strings attached to it, but
inside the option, there is a promse that if there are any
difficulties in ternms of the land and cleanup due to the oi
pi pe that used to run across it, those will be taken on by the
ori ginal owners.

REPRESENTATI VE FATE asked what the total purchase price was.

M5. DOLL answered that it was $1.5 [million] for the property,
with an additional $400,000 to $500,000 for design of the
bui | di ng.

Number 1420

REPRESENTATI VE JAMES asked if the construction plan included
ot her things besides the museum and wondered if the entire plan
had been presented to the |egislature. She said she thought
they needed to see the entire plan in order to make this
conmi t nent .

Number 1353

CLARK GRUENI NG, Lobbyist for Alaska Hi storical Society, Al aska
Museuns, and Friends of the Al aska State Museum cane forward to
answer questions. He acknow edged that this would involve other
agenci es. The archive building has a deferred maintenance
problem and that is why it's tied into this bill. Mney could
continue to be spent to try to fix the roof and reattach the
utilities that are being separated as the building noves, but
the archive building itself is inadequate. It nakes sense to
have a conbined facility for the archives and nmuseum whi ch need
simlar climate controls and apparatus to protect the pricel ess
articles. He noted that another potential user is the
hi storical library.

MR, GRUENING told the nenbers that it would be a nultipurpose
buil ding that would not only enhance the present use, but reduce
future naintenance costs. He had worked with the conmpany to get
the option, and he confirnmed that the option on the land was
good until July 15.

REPRESENTATI VE JAMES expressed her support for nuseuns. She
said that the responsibility of the people to nmaintain the
credibility of their history is very inportant. It saddens her
that sone of these things that are so inportant for future
generations seem to take a back seat to sone of the critical
i ssues today.
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REPRESENTATI VE FATE asked for an estinmate of the total project
wi t hout considering the | and.

MR. GRUENI NG said there is an estimate, but it depends on which
of the three elenents are in it. The present building is about
34,000 square feet. If all three elenents were included, the
expansion would be another 70,000 square feet, and the cost
woul d be between $22 mllion and $27 mllion.

MR. GRUENING inforned the commttee that the original nuseum
building was built with sales tax that the Gty and Borough of
Juneau dedicated to that building and a centennial grant of
federal noney secured in 1967; it is now 34 years old.

Number 1004

REPRESENTATI VE FATE expressed support for the efforts on behalf
of the museuns.

MR. M TCHELL responded to Chair Coghill that this is the first
time pooling the buildings for security has been done in Al aska,
but other states have done it. Consultation with the financial
advisors and |legal counsel indicated that there is no adverse
inmpact on the state's ability to do this as far as a credit or
|l egal structure goes, and it wuld actually enhance what
normal Iy woul d be a "l eased- back” security.

CHAIR COGHI LL wondered how the bonds would be protected in a
case of m smanagenent.

MR. M TCHELL answered that there is security in how the bonds
will be spent. In a COP, there's title interest in the
facilities that mght be selected as collateral to a trustee

That trustee can intervene if there is a failure to nake paynent
on behalf of bondholders and do something else wth that
facility to try to make the bondhol ders whol e. In the event
that the state failed to pay, that action would be taken. In
response to the question regarding msuse of funds, that sane
trustee is responsible for ensuring that any funds spent are
spent for an allowed purpose. Money couldn't be spent on a
programthat wasn't identified in the indenture.

MR. KREI NHEDER expl ai ned that pooling hadn't been done before

not because there are problenms with pooling, but because prior
COPs, such as the Fairbanks courthouse, have been building-
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specific. This is the first time nulti-building financing has
been done.

Nunmber 0560

REPRESENTATI VE W LSON asked what the difference is between COPs
and GO bonds.

MR MTCHELL replied that a GO bond has to get voter approval
and then the state gives a full-faith credit pledge that says it

will do whatever it has to, within what it can do, to repay this
obl i gati on. It is the strongest pledge. For the State of
Al aska that is a AA-2 credit. The COP is a "lease backer,™
subject to an annual appropriation debt, so it's a step down
from that and is an A-1 rated transaction. VWile the COP is
still state-supported, it doesn't have the sanme strength of
pl edge behind it. |If there were a failure to appropriate, there
would still be severe credit ramfications to the State of

Al aska, but it wouldn't be required to pay other than the
bui |l di ngs that were involved (indisc.).

MR. M TCHELL answered Representative WIson and said that there
is a limtation to the extent that the state can borrow funds.

Historically, it has tried to nmmintain the current «credit
rating, which was last revised in 1998. | f Al aska borrowed too
nmuch, the credit rating could possibly be downgraded.

Qovi ously, when the analysts |ook at the State of Al aska and
Al aska says it has a fiscal gap, they are able to see on the
bal ance sheet that there is in fact a fairly |large sum of noney
available to the state one way or another, and they take that
into consideration.

REPRESENTATI VE W LSON asked if the state was close to having
that rating jeopardized.

MR. M TCHELL responded that he didn't believe so.
Nunmber 0132

REPRESENTATI VE JAMES noved to report CSHB 364, version 22-
GH2007\ C, Bannister, 4/11/02, out of commttee with individua
reconmendati ons and the acconpanying fiscal notes. There being
no objection, CSHB 364(STA) was reported out of the House State
Affairs Standing Conmittee.

SIJR 38 - CONST AM PRIORITY OF EXPENDI TURES
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Nunmber 0043

CHAI R COGHI LL announced that the |ast order of business would be
SENATE JO NT RESOLUTION NO. 38, Proposing anendnents to the
Constitution of the State of Al aska relating to information
regardi ng proposed expenditures.

VENDY  HALL, Staff to Senator Pete Kelly, Al aska State
Legi sl ature, presented SIJR 38 on behalf of Senator Kelly,
sponsor.

TAPE 02-43, SIDE A
Number 0016

M5. HALL explained that SJR 38 will anmend the constitution to
have the governor submt his budget in a prioritized fashion.
She said that the admnistration and the departnments would be
able to prioritize their services and workings of the departnent
better than anybody else in this building because they're the
ones that work in these positions day to day. This would be the
nost responsi ble way for the legislature to be able to make cuts
wi thin the budget, she stated.

Number 0163

JACK KREI NHEDER, Chief Analyst, Ofice of the Drector, Ofice
of Managenent & Budget, O fice of the Governor, came forward to
testify. He told the conmttee that the adm nistration does not
support the proposed anendnent. He said that the issue again is
whether this rises to the level of a constitutional anmendnent.
He indicated that the admnistration believes that this
anendnent is trying to do what was already included in HB 349

It passed the House and is in the Senate Rules Conmittee, and is

poised to pass the |egislature. It would call for what this
anendnent does in directing the admnistration to set out
priorities. Assuming that bill passes, this anendnment is not

necessary, he conment ed.

MR. KREINHEDER stated that it conmes back to the issue of
cluttering up the constitution with |anguage that my not be
necessary. The adm nistration's philosophy is it gives the
| egi slature a budget that's its best effort at what services the
peopl e of Al aska need, and the legislature has full flexibility

to reduce or increase state services. This priority budgeting
is not really constructive in trying to reduce or manage the
budget . The admnistration is concerned that things |ike

adm nistrative support would naturally fall to the bottom but
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if sonebody isn't witing paychecks or paying the bills, then
t he whol e operation is underm ned.

Nunber 0437

REPRESENTATI VE JAMES said she isn't convinced that SIJR 38 rises
to a constitutional amendnent. However, she supported the other
pi ece of legislation [HB 349]. Wen she canme to the legislature
ten years ago, wth her background in office nmnagenent,
busi ness nmanagenent, accounting, and <consultation to snal

busi ness, she believed that she had skills that would help nake
the governnent nore efficient and the cost of governnent nore
effective. After three weeks, she found out that as a
| egi sl at or, she could never do that because it is an
adm ni strative function.

Number 0560

REPRESENTATI VE JAMES said there is definitely a disconnect
between the admnistration and the |legislature on what the
priorities are. She said that prioritizing would help the
| egi slature be nore effective in its decision-nmaking process.

Nunmber 0686

MR. KRElI NHEDER responded that he enpathized with Representative
James about the difficulty of comng here for four nonths and

trying to get a handle on a $7 billion budget. The
adm ni stration recognizes the difficulty and tries to provide as
much budget information as possible. The difficulty of

prioritizing is trying to decide, for exanple, what's nore
inportant for the Departnent of Revenue: payi ng permanent fund
di vidends or collecting oil taxes? Both are very inportant. He
said the admnistration feels that prioritizing a budget is not
an effective approach and would take a lot of tinme that could be
better spent on effectively managi ng governnent and coming up
with a better budget.

Number 0850

SENATOR PETE KELLY, Alaska State Legislature, sponsor, cane
forward to answer questions.

Number 0860

REPRESENTATI VE JAMES restated her observation early on, as a
| egislator believing she could effect sonme efficiencies in
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governnment, that that was not within her purview She woul d
have to be governor to do that. She comented about the
distress over the years of trying to reduce spending and then
having things not turn out in the way anticipated. She want ed
to know what is wong with the governor's doing a prioritized
budget, because there have to be sonme things that are nore
i nportant than others.

SENATOR KELLY said that he had the honor of constructing the

capital budget in the Senate for the last two years. It was
essentially a prioritized budget, and he comented that the
process was so much easier. He pointed out that the capital
budget is generally one-tinme funds. Sometimes not funding

sonmething from a one-tinme fund is less traumatic than the
recurring funds, so it is easier for the admnistration to cone

forward with a prioritized budget, he conmented. The budget
wasn't officially prioritized, but it just worked out that way
and led to better discussions. At the end of last year, both

sides were satisfied with the results of the capital budget.
Nunber 1007

SENATOR KELLY reported that this year in the operating budget,
the Al aska Departnment of Fish & Gane canme to Senator Kelly's
commttee with some reconmendations. The departnent didn't want
t hese recommendations, but in order to nmanage this budget, it
wanted to be able to manage it on a prioritized basis. The
departnment chose the projects to take out either because they
were prograns that the federal governnment could pick up, or not
doing them wouldn't have dramatic effects on sone of the other
progr ans.

SENATOR KELLY agreed with Representative Janes's frustration.
The | egislature gets presented with a budget and has no insights
into the budget, and there is no way to get those insights that
the adm ni stration has. He suggested that the problem has been
that in the last few years, there has been a real recalcitrance
on the part of the admnistration to engage in those kinds of
conversati ons. He said if the budget were laid out in a
priority fashion, it would give the legislature the environnment
to get into the needed discussions so that the people's branch
of the governnent could inpact the budget in the way it wants.
He said he thinks this needs to be a constitutional amendnent
just like the requirement of the budget itself is in the
constitution.

Number 1375
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REPRESENTATI VE JAMES agreed with the idea of a prioritized
budget, but said she isn't sure it needs to be a constitutional
amendnent .

CHAI R COGHI LL announced that SIJR 38 will be held over.

ADJ QURNVENT

Number 1475

There being no further business before the commttee, the House

State Affairs Standing Commttee neeting was adjourned at
9:56 a.m
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