M NUTES
SENATE FI NANCE COWM TTEE
April 19, 2002
9:14 AM

TAPES

SFC-02 # 70, Side A
SFC 02 # 70, Side B
SFC 02 # 71, Side A

CALL TO ORDER

Co- Chair Dave Donl ey convened the nmeeting at approxinmately 9:14 AM
PRESENT

Senat or Dave Donl ey, Co-Chair
Senator Jerry Ward, Vice Chair
Senator Lyda G een

Senator Gary W/ ken

Senat or Al an Aust er man

Senat or Lyman Hof f man

Senat or Donal d 4 son

Senat or Leman

Al so Attending: ALISON ELGEE, Deputy Comm ssioner, Departnent of

Adm ni stration; DAN SPENCER, Director, Division of Adm nistrative
Servi ces, Departnent of Adm nistration; JEFF BUSH, Deputy
Conmi ssi oner, Departnent of Community and Econom c Devel opnent; TOM
LAWSON, Director, D vision of Adm nistrative Services, Departnent

of Community and Econom c Devel opnent; MARGARET PUGH, Conm ssi oner,

Departnent of Corrections; DWAYNE PEEPLES, Director, D vision of

Adm ni strative Services, Departnment of Corrections; KAREN REHFELD,

Director, Education Support Services, Departnent of Education and
Early Devel opnent; KURT  FREDRI KSSQN, Deputy  Conmmi ssi oner,

Departnment of Environnental Conservation; FRANK RUE, Conm ssi oner,

Department of Fish and Gane;

Attendi ng via Tel econference: From Of-Net: LARRY PERSILY, Deputy
Comm ssi oner, Departnent of Revenue

SUMVARY | NFORMATI ON

HB 403- APPROP: OPERATI NG BUDGET/ LOANS/ FUNDS
SB 289- APPROP: OPERATI NG BUDGET/ LOANS/ FUNDS
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HB 404- APPROP: MENTAL HEALTH BUDGET
SB 288- APPROP: MENTAL HEALTH BUDGET

The Conmttee heard fromthe Departnment of Revenue, the Departnent
of Adm nistration, the Departnment of Community and Econom c
Devel opnent, the Department of Corrections, the Departnent of
Education and Early Devel opnent, the Departnent of Environnental
Conservation, and the Departnent of Fish and Gane on the inpacts of
t he budget subcomm ttees' recomrendati ons.

#HB403

#SB289

#HB404

#SB288

CS FOR HOUSE BILL NO 403(FIN) am(brf sup maj fld)(efd fld)
"An Act meking appropriations for the operating and | oan
program expenses of state governnent, for certain prograns,
and to capitalize funds."

SENATE BI LL NO. 289

"An Act meking appropriations for the operating and | oan
program expenses of state governnent, for certain prograns,
and to capitalize funds; nmaking appropriations under art. [|X
sec. 17(c), Constitution of the State of Alaska, from the
constitutional budget reserve fund; and providing for an
effective date.”

CS FOR HOUSE BILL NO 404(FIN)

"An Act nmaking appropriations for the operating and capital
expenses of the state's integrated conprehensive nental health
program and providing for an effective date."

SENATE BI LL NO. 288

"An Act naking appropriations for the operating and capital
expenses of the state's integrated conprehensive nental health
program and providing for an effective date."

Departnent of Revenue

LARRY PERSILY, Deputy Conm ssioner, Departnent of Revenue,
testified via teleconference froman off-net |ocation in Anchorage
that the inpacts of the proposed $300,000 unallocated budget
reduction, in addition to no funding for certain expenses such as
contracted salary increases, would likely be decreased revenue to
the State. He explained that the efforts to collect the maxinmum
anmount of revenue could not be nmaintained at the current |evel. He
rem nded the Commttee that the Departnent is statutorily nandated
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to collect revenue and invest it for gain.

M. Persily noted that several divisions rely on general funds to
operate, as well as to secure funds from different sources. He
stated that each dollar of general funds reduced results in a |oss
of two to three dollars in other funds.

M. Persily spoke to the inpacts of the proposed budget to the Tax
Division, informng that the historical practice has been to audit
every oil conpany’s corporate tax return annually. He explained
that despite the stability of tax laws under Al aska's nodified
apportionnment formula, the allowabl e deducti ons each corporation is
permtted in other jurisdictions, i.e. other countries, affects the
amount Al aska receives. This, he stated, is because the State tax
is calculated as a portion of the corporation’s “worl dw de i ncone”
and the tax laws in other countries are constantly changi ng, thus
necessitating annual audits. He gave England as an exanple, stating
the country recently announced a ten-percent tax increase to oil
and gas incone, which would inpact the anobunt of taxes Al aska
col l ects, because the profits of British Petroleum Inc and North
Sea would be |ower. He noted that the audits are used in the event
of disputes over allowabl e deducti ons.

M. Persily remarked that the Departnent oversees charitabl e gam ng
activities, the smallest revenue producer for the State at
approximately $2.3 mllion annually in fees and taxes collected,
countered by approximately $819, 000 expended in FY 01 to adm nister
the program However, he stressed charitable gam ng produced $28
mllionin FY 01 to licensed non-profit organi zations.

M. Persily next addressed the Child Support Enforcenent Division
and qualified that although the activities of this Division are
considered primarily collecting noney for others, a portion of the
revenue is paid to the State. He infornmed that in FY 01, a record
amount of $91 million was collected and of that anount, $7 mllion
was retained for the State general fund as repaynent for public
assistance. He explained that in instances of custodial parents
receiving public assistance, delinquent child support paynents
coll ected from non-custodial parents are assigned to the State to
allow the State to recover the cost of that public assistance. He
noted the FY 01 budget for this Division is approximately $3.1
mllion general funds, thus the D vision generated approxi mately $4
mllion for the State.

Senat or Hof fnan asked the ampunt of the reduction from FY 02
proposed in this budget.

M. Persily listed an wunallocated reduction of $334,100, in
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addition to the increased costs of funding salary increases
stipulated in | abor contracts.

Senator Hoffman clarified the Departnent’s inpact statenent [copy
on file] asserting that reduced funding and increased expenses
woul d i nmpact the Departnent’s efforts to collect $3.6 mllion from
t he Sal nron Enhancenent Tax at a cost to the State of $36,000; $3.1
mllion from the Seafood Marketing Assessnment, at a cost of
$66, 000; and $2.6 mllion the Salnon Marketing Tax, at a cost of
$36, 000.

M. Persily answered that the expenses of the contracted sal ary
i ncreases and the unall ocated budget reduction nust be “absorbed”
by the Departnment. He enphasized that this would require fewer or
| ess aggressive audits and | ess enforcenent efforts, which would
result in |l ess revenue.

Senat or Hoffman conmmented as a “businessman” that the proposed
budget for this Departnent “nakes bad busi ness sense.”

Departnent of Adm nistration

ALI SON ELGEE, Deputy Comm ssioner, Departnment of Adm nistration

testified that the reductions proposed to the Division of Finance
budget would elimnate an increnent recommended by Governor Tony
Know es to address on-goi ng nmai nt enance needs of the AKPAY system
She stressed the AKPAY systemis over twelve years old and that it
is “becomng extrenely difficult” to maintain the systemto ensure
payroll obligations. She detailed the requirenents to convert the
exi sting database system as the vendor no |onger supports the
current system

Ms. El gee next addressed the D vision of Mdtor Vehicles, noting the
proposed budget woul d reduce the Division s appropriation $382, 300.
As a result, she stated, the D vision would be forced to hold
positions vacant, not fill seasonal positions, and possibly
consol i date the Downt own Anchorage office into the Benson office.
She surm sed these actions would increase the waiting tine required
by custoners.

Senat or Hof f man asked if the $382,000 reduction is conpared to the
FY 02 appropriation.

Ms. Elgee clarified the FY 03 appropriation would be reduced
$200, 000 from FY 02, and the balance is the result of increased
post age costs and personnel services expenses.

DAN SPENCER, Director, Dy vision of Admnistrative Services,
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Departnent of Administration, also clarified that the seasonal
positions would not be filled and the inpacts woul d be experienced
the follow ng summer because the seasonal positions have al ready
been filled for the upcom ng sunmer.

Ms. Elgee informed the Commttee that the Alaska Public Ofices
Conmm ssi on (APCC) incurs additional costs during an el ection year.
In addition to normal el ection expenses, she pointed out that the
proposed budget provides no funds to inplenent the canpaign finance
reform statutes, which the Governor had vetoed and the Legislature
overrode. She warned that training of the new requirements m ght
not occur and that increased conplaints of nonconpliance would
result.

Ms. El gee next addressed the Public Defender Agency (PDA) rem nding
of the over $2 mllion general funds requested by the Governor for
FY 03 as well as a $600, 000 suppl enental request of the current
year to conpensate for short-funding for attorneys handling Smart
Start cases and Driving Under the Influence (DU ) Courts. She
listed services that have been elimnated, along with shorted
busi ness hours, reduced training and travel. She stressed there is
no nore ability to further reduce costs and that casel oads conti nue
to increase. She predicted at least $1 mllion in suppl enental
funding would be needed the next year to neet the Agency’s
constitutional mandate to provide | egal defense for indigents.

Ms. Elgee continued that the Ofice of Public Advocacy (OPA) is
al so underfunded in the proposed FY 03 budget by $2,270,000 and
additionally, supplenental funding for FY 02 is needed. She
detail ed how the Al aska Court System appoints attorneys directly
through the OPA and the Departnent has little control over the
expenses.

Ms. Elgee noted the proposed reductions to the Pioneers’ Hones
would result in reduced revenues. She told of new beds in the
Pal mer Pioneers’ Home that could not be filled because of staffing
limtations. She noted nost residents require 24-hour care and that
staffing is not available to ensure safety. She stated another ten
beds nust be elimnated through attrition in the Anchorage
Pi oneers’ Hone.

Ms. El gee concluded with the proposed funding reduction to the
Publ i c Broadcasting System She infornmed that the System has been
operating with continued budget reductions and has been able to do
“remar kabl e things” despite these reductions. However, she stressed
the reserves are gone and the Departnent would be unable to secure
$130, 000 federal matching funds, which would result in |oss of at
| east eight full-time positions.
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Senat or Hoffrman comrented the Conmittee has spent considerable
effort on HB 4 relating to drunk drivers, noting he supports this
| egi sl ati on. However, he stressed that adequate funding nust be
provided to the PDA and OPA to inplenment this and other crim nal
of fense statutes. He suggested the budget include matching funds
for public broadcasting to allow the Departnment to receive the
federal funds “that our congressional del egation has fought for.”

Co-Chair Donley requested concise witten statenents from the
departnments sunmari zing the testinony presented at this neeting.

Senat or Hof f man suggested the statenents include identification of
requests for “new funds.

Department of Comrunity and Econonmi ¢ Devel opnent

JEFF BUSH, Deputy Comm ssioner, Departnent of Community and
Econom c Devel opnent, testified about the Power Cost Equalization
(PCE) program He understood the proposed FY 03 operating budget
would likely not be the final appropriation for this program
however, he noted it contains virtually no funding for PCE. He al so
poi nted out the budget |egislation does not contain the necessary
| anguage to appropriate funds from the PCE Endowrent fund. He
stated that, according to the current seven percent allocation
formula, $12.8 mllion is available in the endowmrent for use in the
program 1In addition, he informed $2 mllion general funds are
necessary to partially fund the program as well as $3 mllion
general funds, as requested by the Governor, to fully fund the
program

M. Bush warned that if adequate funds were not forthcom ng, the
program services nmust be pro rated. He remarked that with ful
funding of PCE, the average rate paid by participating custoners
woul d be approxi mately 18.67 cents per kilowatt hour; conpared to
an average rate of 9.9 cents per kilowatt hour paid by residents of
Anchor age, Fairbanks and Juneau. He explained that if $15.7
mllion were allocated to the program the pro-rated rate of the
average PCE custoner would be approximately 21.85 cents per
ki | owat t - hour .

M. Bush next addressed the proposed $284, 000 unal | ocated reduction
to the Departnent, pointing out it is $99, 300 nore than the cost of
the third-year salary increase, as required in the enployee
contracts. He shared that the “labor cost reductions” would be
allocated to the divisions that are funded with general funds,
which are primarily the econom c devel opnent agencies. He renarked
this would require the elimnation of one position responsible for
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25 to 30 percent of the tourismplanning efforts in the State. In
addition he listed the reductions would be nmade to the Rural Energy
Program and the Circuit R der Prograns. He explained the Grcuit
Ri der Program received an appropriation in FY 02 to perform
addi tional outreach, including on-site training of operators and
preventive mai ntenance activities.

M. Bush next addressed two increnents proposed in the Governor’s
FY 03 operating budget that are not included in the commttee
substitute. The first, $275,000 for the Al aska Econonic |nfornmation
System he explained as a new web-based digital economc
i nformation systemthat provides econonm c data related to various
regions of the State. He stated this system requires on-going
mai nt enance and warned that it would rapidly becone outdated if the
program were not funded. He listed $90,000 for the Division of
International Trade and Market Developnent to provide trade
representation in China as the second request. He inforned that
China is currently the fastest growing econony in the world with
eight to nine percent annual growh to the national product. He
stressed that Alaska is not fully capitalizing on this potenti al
mar ket, although the State exports approximately $100 million in
goods to China.

Senator Austerman referred to the proposed unall ocated budget
reduction and clarified the reducti ons would be nade to touri sm and
i nternati onal trade.

M. Bush affirmed and added the circuit rider program would be
reduced to account for the unallocated budget reduction to the
Depart nent .

Senat or Hof frman asked if a $100,000 reduction to the circuit rider
programwoul d result in reduced training and a subsequent increase
of power outages and costly repairs in rural areas.

M. Bush agreed and noted on-site training would be elimnated and
mai nt enance and operations woul d be reduced.

Departnent of Corrections

MARGARET PUGH, Comm ssioner, Departnent of Corrections, testified
why she found the proposed budget “unreasonable and illogical”. She
told the Commttee that the Departnent and the Legislature have
made continued efforts to acconmodate the increasing prison and
probati on and parole populations. She rem nded of the adopted
short-range and |ong-range plans to neet these challenges and
enphasi zed that the Departnent has acted in good faith to manage
the Departnment as mandated. She noted the Governor’s proposed
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budget includes funding increases to continue these efforts.

Ms. Pugh stated the Al aska prison popul ati on has continued to grow
and woul d increase approximtely four percent this year and three
percent the follow ng year, despite lower crine rates and | ess than
average nunber of bookings. She noted the average national crine
rate has increased one-percent this year, which is the |owest
growm h percentage since 1972. She attributed Al aska’ s | arger innate
growh to legislation that *“increases, strengthens and | engthens”
i ncarceration and sancti ons.

Ms. Pugh stressed it has been known for three years that the new
Anchorage jail would open this year, and informed that it did open
earlier in the week. She rem nded that with the passage of SB 53
several years prior, the Legislature dictated the anount of
operating funds for this facility, which are reflected as a $1.8
mllion increase in the governor’s proposed budget.

Ms. Pugh furthered that the Legislature insisted that federal funds
that the Departnent intended for capital projects, be used instead
for operating expenses. She infornmed that these funds are now
di scontinued and $4 nillion reflected in the governor’s proposed
budget are to conpensate for this.

Ms. Pugh spoke to increased nedical expenses, which continue to
rise across the nation as well as in Alaska s prison system She
noted the Departnment has submtted a significant supplenenta
budget request for FY 02 nedical expenses.

Ms. Pugh remarked that the Legislature has been aware of the
i ncreased | abor costs mandated in the contracts with collective
bar gai ni ng units.

Ms. Pugh addressed | egi sl ation adopted the previous session, which
require funding to continue to inplenent.

Ms. Pugh noted the appropriation |imtation inposed by the Senate
Majority is higher than that inposed by the House of
Representatives Majority, but that the Senate anount includes $4.8
mllion to fund comunity jails, which the House of Representatives
proposed fundi ng through HB 20.

Ms. Pugh summari zed this budget “virtually ensures the erosion of
public safety.” She assured she makes this statenent after thorough
revi ew

Ms. Pugh shared that the Departnent had considered a process of
transferring offenders directly from prisons to electronic
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nmoni toring and hone furl ough prograns and thus bypassing hal f way
houses, or Community Residential Centers (CRC). She stated this is
the practice in sonme other jurisdictions and is | ess expensive, but
also riskier. She noted the budget subconmittee rejected the
proposal and recommended the Departnent be required to hold the CRC
conmponent harm ess when absorbing the unallocated budget
reducti ons.

Ms. Pugh remarked, “I’m at a loss to the logic of reducing the
budget bel ow the 02 level, ignoring the increases in popul ation

whi ch we’ve known about, ignoring past year’s authorizations and
directions, and continuing to consider pieces of |egislation that
will in fact increase the work in the Departnent of Corrections.”
She stated the conmittee substitute provides approximtely $3.2
mllion | ess than needed not including the increased | abor costs.

Ms. Pugh listed the 109 correctional officer positions and 16
probation officer positions that nust be held vacant to allow the
Department to fund the increased |abor costs, asserting this is
unmanageabl e.

Senator Ward referenced an inpact statenment [copy not provided]
regarding funding to the Correctional Industries Prograns, which he
stressed has not been reduced from FY 02. He qualified that the
Correctional Industries Adm nistration conmponent is appropriated
$1.55 million, a reduction of 3.9 percent fromthe previous year.
He noted the intent |anguage to retain the MKinley Meat Packing
Plant for one nore year. He asked the Departnent why this facility
woul d be closed if the budget were reduced only $47, 000.

DWAYNE PEEPLES, Director, D vision of Admnistrative Services,
Department of Corrections, responded that operations of the
facility require three product managers and two correctional
officers. He explained that approxinmately 20 inmates nust be
transported fromthe Pal mer Correctional Center to the neat packing
pl ant and overseen by Departnent staff. He stressed that the
proposed budget woul d inpact the Departnment to such an extent that
funding would no longer be available for the additional staff
required for all correctional industries operations. He stated that
the three correctional officer positions nust be relocated to the
Pal ner prison because over 80 Departnent positions statew de woul d
be unfunded. He infornmed that the MKinley Meat Packing Plant has
been State subsidized for fifteen years. He spoke of the 1,000 cows
and pigs slaughtered each year and the intention to transition the
operation to the Departnent of Natural Resources Division of
Agriculture or to private ownership.

Senator Ward renmarked that the matter of transitioning ownership
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has been di scussed for three years and shoul d have been conpl et ed.
He charged that the Departnment of Corrections has been di si ngenuous
in failing to negotiate the transfer with the D vision of
Agriculture. He stressed he is not a supporter of the neat
packagi ng plant and asserted it should be closed along with the
Mat anuska Maid dairy and other State-operated facilities.

Senator Ward then commented on the testinony asserting that certain
| aws are overburdeni ng the Departnent of Corrections. He suggested
that if the Departnent supports the release of inmates directly
into communities wunder an electronic nonitor program the
Departnent shoul d submt a proposal directly to the Legislature for
consideration. He stated the existing CRC systemis adequate and
that he would not trust “rapists and nurders with their word of
honor.” He expressed, “If that neans that people are gonna have to
do a little bit extra in order to make this whole thing work,
they’' re gonna have to do a little bit extra.” He asserted, “This is
a trenmendous budget... The public demands to have safety and they
wi || have safety under this budget.”

Senat or Hof f man agreed the public demands safety and he noted this
is the point the Conm ssioner is stressing. Senator Hoffnman stated
that if the Legislature intends for the Division of Agriculture to
operate the MKinley Meat Packing Plant, funds nust be appropriated
to that Division to do so.” He furthered that the Legi sl ature nust
take appropriate action to make such transfers occur because “it
just does not happen instantaneously because we wish it.”

Senat or Hof f man asked t he nunber of correctional officer positions
necessary to operate the new Anchorage Jail.

Ms. Pugh replied she would provide the information. She noted that
$1.8 mllion of the requested funding increase is to fully fund the
operations of the new facility and a significant portion of this
anmount is for personnel costs.

Senat or Hof f man shared that 35-40 positions are required to operate
a 200-bed facility. He calculated that the om ssion of funding for
108 positions could threaten the operation of three 100-bed
facilities, such as the one located in Bethel, thus further
contributing to overcrowding conditions in other facilities.

Ms. Pugh affirmed.
Senator Hoffman commented that |egislators’ canpaign they are
“tough on crinme,” noting 23 bills relating to public safety are

currently under consideration. He specified HB 4 relating to drunk
driving.
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Senat or Hoffman opined that legislators “need to put the dollars
behi nd our words.”

Ms. Pugh informed that 83 new positions are associated with new
Anchorage Jail; in addition to the positions transferred fromthe
Fifth Avenue Jail .

Senat or Ward asked the nunber of positions at the new jail would
not be filled because of the funding |evel proposed in the
comm ttee substitute.

Ms. Pugh calculated that “the Anchorage Jail inpact” would result
in a reduction of five and one-half to six correctional officer
positions.

Senator Ward clarified that rather than the requested 87 positions
the facility would operate with 82.

Ms. Pugh corrected that 83 positions are required to operate the
facility and that the inpact of the proposed funding |evel would
reduce five to six positions.

Senator Ward asked if intention is to station five fewer positions
at the new facility.

Ms. Pugh responded this would be the inpact of the proposed funding
| evel , enphasi zing that the |egislature would force the Departnent
into this situation if this budget were passed.

Senator Ward asked if the intention is to take the unallocated
budget reductions fromcorrectional officer positions.

Ms. Pugh answered yes.

Senat or Green proposed a solution to the transfer of the MKinley
Meat Packing Plant, to operate the programw th a sunset date to
encourage a transition. She agreed with Senator Ward that the
Legi sl ature should not be required to make the transfer decision,
but rather it should be “internal” wthin the Division of
Agricul ture. She acquiesced that the Departnent of Corrections has
been drawn into the matter as an “enabler, through no fault of
theirs,” to assist the operation of the facility. She stressed the
time has passed for a resolution and suggested addressing the issue
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as a capital project to “have nore definitive |anguage and rat chet
it down”.

Senat or Hof f man opi ned that the Conmttee shoul d be concerned about
public safety, but questioned the logic of not funding 109
positions as it could jeopardize that safety. He was concerned for
the safety of the remaining correctional officers and inmates.

Ms. Pugh pointed out the Departnment has a good safety record. She
i ndi cated that unsupervised i nmates woul d cause probl ens, including
assaults, and have greater opportunity to attenpt suicide. She
warned that when an institution is understaffed, there is not only
increased risk to inmates, but to staff as well. She credited well -
trai ned personnel and adequate staffing for the fact that Al aska
has not had prison riots and other volatile situations that have
occurred in facilities |ocated in other states.

Senat or Hof f man asked if the witness anticipated this would inpact
t he personnel turnover rate due to concern for personal safety. He
asked what is the current turnover rate in Al aska.

Ms. Pugh affirmed the turnover rate would likely increase and she
cited studies on the factors that influence the turnover rate of
correctional officers and probation officers nationally. She
enphasi zed that working with offenders is well docunented as a
“high stress job” in any situation. She relayed a conversation she
recently had with an Al aska State Trooper who inforned her that he
“loved his job as a Trooper” and did not know how others coul d work
“behind the bars” in a correctional center. She listed a factor
i mpacting staff turnover, as well as difficulty in personal |ives
such as divorce and substance abuse, is the increased anount of
work and the nunber of hours that correctional officers are exposed
to the conditions of prison |life. She noted the national turnover
rate varies by job class and averages 20 percent annually. She
anticipated the rate in Alaska would be simlar if facilities were
under st af f ed.

Senat or Austerman cited the budget subconmittee recomendation to
allocate $1.8 million general funds to the new Anchorage Jail. He
pointed out this is the amount requested by the Governor. He asked
why the witnesses were testifying that positions at this facility
woul d not be funded due to budget reductions.

M. Peeples answered, “The increnent goes in, it’s acknow edged,
and then there’s a series of conponent by conponent percentage
point cuts. In the Anchorage Jail, which the final budget is a
conposite of the Sixth Avenue Jail being closed out-nonies being
transferred over there and then an increnent of $1.8 $1.9 mllion.
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That’s cut by $350,000. So it does go down; the nbney conmes in in
the first action, and then the allocated reductions by conponent
reduces it down.”

Senat or O son surm sed fromthe discussion regardi ng the MKinl ey
Meat Packing Plant that it should be operated differently because
of the expense to the State. He asked about positive inpacts of the
meat packing plant operation on inmates and why the program is
conti nued.

Ms. Pugh relayed that the previous day, she spoke with program
manager about the many i nmates who have worked in the plant and
their enploynment after rel ease. She | earned that many are working
at grocery stores and as butchers across the State. She then asked
the manager if fornmer inmates who had participated in the program
could be hired to work at the plant. She was told that nost who had
been through program are enpl oyed el sewhere and that conpetitive
sal ari es woul d be necessary to entice these workers.

Senator O son asked if there are plans to elimnate the MKinley
Meat Packi ng Pl ant program

M. Peeples recalled that the Departnent of Corrections assuned
operation of the MKinley Meat Packing Plant from the private
sector after the conpany |lost approximately $1 mllion and
defaulted on | oans fromthe Agriculture Revolving Loan program He
furthered that inmate | abor has been used to maintain operation
with oversight of two correctional officers and two production
managers. He stated that wupdated regulations require three
production managers. He shared, “historically, it’s not been a rea
viabl e operation,” and the min purpose has been using culled
cattle fromthe dairy herds and to nake hanburger to feed innmates.

Senator (O son again asked if there is no intention to close
operati on because of the social benefits to the State.

M. Peeples replied the intention is to discontinue nmanagenent of
the facility because of the sizeable overhead. He spoke to efforts
of the Departnment, along with the Division of Agriculture, to
| ocate an alternate party to operate the facility. He noted that
all attenpts to date have been unsuccessful.

Depart ment of Education and Early Devel opnent

KAREN REHFELD, Director, Education Support Services, Departnent of
Education and Early Devel opnent, testified that the commttee
substitute reduces the Departnment’s budget approximately $5.9
mllion fromthe Governor’s anmended FY 03 request and over $1.8
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mllion fromthe FY 02 allocation. She listed the reductions as:
$930, 000 for personnel services and travel, $350,000 for the Head
Start program $130,000 for the alternative assessnment program
authorized in SB 133 the previous year, $100,000 for the statew de
l'i brary el ectronic doorway, $130, 000 for Kotzebue Technical Center,
and $200,000 for the comunity school s program

Ms. Rehfeld addressed the alternate assessnent program noting that
the fiscal note adopted for SB 133 did not reflect the on-going
cost of the program She surmi sed this was an oversight and that
the Legislature intended to retain the position created in the
fiscal note as well provide the necessary resources to continue the
program

Ms. Rehfeld spoke to the costs of the high school qualifying
exam nation and the related contract wwth MG aw H Il. She rem nded
the Conmittee of the pending $500, 000 suppl emental budget request
for the current year contract and the projected need for $770, 000
in FY 03. She noted FY 03 anmount includes funds for benchmarking
efforts to be undertaken in the summer to determ ne the “refocused”
m ni rum conpetency of reading, witing and math skills. She
qualified the commttee substitute provides approxi mately $429, 000
for this effort and requested the Conmttee consider providing the
bal ance.

Ms. Rehfeld next rem nded that the Legislature and the public are
asking the Departnent and school districts to be accountable. She
referenced the reporting requirenents and the use of performance
dat a. She stated the Department is requesting $730,000 genera
funds for staffing and contractual resources to collect, analyze,
validate and report information. She stated this would provide the
Legislature information on the State’s public education system

Ms. Rehfeld informed the proposed reduction to personnel services
and travel includes the third-year contract salary increases. She
stressed this is “a significant reduction in a very small agency.”
She rem nded that approximately 94 percent of the general fund
budget is distributed as grants and that the agency is operated by
a small nunber of staff. She anticipated this funding reduction
would result in the loss of 16 positions throughout the Departnent,
including the Al aska Vocational Technical Center, the School
Finance and Facilities Section, which mnages the pupil
transportation system and the school debt retirenent program the
State library and nuseum and the Departnent’s internal
adm ni strative services. She detailed the consequences of the | oss
of these positions, specifically the inpact on securing conputers
and resources fromthe Gates Foundation for the State library.
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Senat or Hof fman commented the funding for this Departnent should be
at | east the sanme anobunt as appropriated in FY 02.

Department of Environnental Conservation

KURT FREDRI KSSQN, Deputy Conmi ssioner, Departnent of Environnental
Conservation, testified that the proposed budget reductions would
i npact five major prograns within the Departnent. He began with the
food safety program thanking the Commttee for “restoring” nost of
the funding requested for this program despite the reductions
passed by the House of Representatives. However, he inforned that,
al though it was proposed in the budget subcommttee to utilizing
federal funding, it has since been learned this would not be
possible. He indicated that Senator Leman was attenpting to
identify an alternate fundi ng source.

Co- Chair Donley asked about the efforts of the Departnment to
encourage | ocal governments to assune food safety responsibilities.
He understood that |ocal or county governnents operate the food
safety programin every state except Al aska.

M. Fredriksson and Co-Chair Donley debated this topic with M.
Fredri ksson stating that efforts have been nade and pointing out
that the Municipality of Anchorage oversees its food safety
i nspections, and with Co-Chair Donley asserting this was occurring
before the Know es Admi nistration.

M. Fredriksson next addressed the funding source change for the
solid waste program from general fund programreceipts to general
funds as stipulated in the provisions of HB 361. He expl ained the
“fair share” of programreceipts on permtted activities. He noted
the fund source change was not reflected in the budget subcommttee
reconmendations. He inforned the Commttee that the inpact would be
a reduction of services in the larger municipal landfills to all ow
a focus on “those high risk facilities” located in rural
conmuni ties.

M. Fredriksson then spoke of the $715,000 reduction in federa
receipts to provide grants to local communities and | ocal
organi zations for non point source water pollution control efforts.
He listed stream cl eanup and stream nonitoring as activities that
woul d not be addressed with the grant funding.

M. Fredriksson inforned of the Governor’s budget request for
general funds to operate the water-permtting program noting that
federal funds have not been available to rebuild this program He
qualified that efforts are being nmade to secure $175, 000 federal
funds fromthe federal Environnental Protection Agency (EPA), but
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expressed he did not expect the funds would be realized. He
furthered that the budget subcommittee reconmended a reduction of
$98,000 to the water-pernmitting program which he informed woul d
cause a reduction in the certification of federal wastewater
permts.

M. Fredriksson concluded by describing the oil safety and
devel oprent initiative. He told of the “mgjor increase” in oil and
gas devel opnent activities, exploration on the North Sl ope, in Cook
Inlet, and federal |easing across the State. He explained the
initiative, proposed by the Governor to provide funds for air and
water permtting and spill prevention and response, in addition to
the creation of a North Sl ope office. He remarked that the new
office would allow field workers to provide direct nonitoring and
interaction with oil conpani es.

Senat or Leman noted the intent to utilize the $715,000 of Section
“319 federal non point source” funds for Forest Practices Act
activities wwthin the Departnent of Natural Resources and soil and
wat er conservation efforts. Therefore, he assured the funds are not
elimnated, but appropriated el sewhere.

Senator Hoffrman clarified that the reductions to the solid waste
managenent program woul d result in discontinuation of services to
Anchor age, Juneau, Fairbanks, Mat-Su, Kenai, Fort Wainwight, North
Sl ope Borough; those comunities with Cass 1 solid waste
facilities. He asked if these facilities could fail to neet EPA
requi renents without the services. He recalled threats by the EPA
to close sone landfills located in his election district.

M. Fredriksson replied the facilities would likely not close
because the nmunicipalities would interact directly with the EPA to
nmeet the necessary standards. He expl ained the Departnent intent to
address the higher risk “less capable” landfills due to the risk of
closure of the smaller facilities and the inability for the smaller
comunities to interact with the federal agency.

Senator Hoffman surmsed this is a transfer of financial
responsibility to the aforenentioned | ocal governnents.

M. Fredriksson affirmed the nunicipal governnments would be
assigned the responsibility.

Senator Leman noted the witness is testifying to the conmttee
substitute, although M. Fredriksson is aware the subcommttee is
continuing efforts to secure general funds for the solid waste
program Senator Leman indicated draft legislation relating to the
appropriation of receipt supported services funds, and expressed
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intent that the funds would be utilized for food safety and
sanitation prograns. He furthered that the general funds currently
appropriated to these prograns, could be transferred to the solid
wast e program

Senat or O son asked Senator Lerman if it is his assertion that the
funds in question that are considered budget reductions by the
Departnment are actually a redistribution of funds.

Senator Leman affirnmed and explained proposal to utilize the
federal non point source funds for other prograns in the Departnent
of Natural Resources.

Senat or O son asked how the redistribution was prioritized.

Senator Lenman replied he woul d provide details, comenting it was a
matter of determ ning higher priorities.

AT EASE 10:33 AM/ 10: 36 AM

Departnent of Fish and Gane

FRANK RUE, Conm ssioner, Departnent of Fish and Gane, testified the
Departnent budget has been reduced approxi mately 27 percent or $20
mllion general funds in the past ten years. He told of the
accommodati ons the Departnment has nmade to adjust to these changes,
including transferring hatchery operations to the private sector.
He furthered that funding source changes have also been nmade,
giving increased crewnenber |license fees and the use of |imted
entry permt fees for Departnent prograns, as exanples. He also
listed an increased use of federal funds, noting the Departnment now
receives nore federal funds than State general funds. As a result
of these changes, he infornmed that it has becone nore difficult to
adjust for further budget reductions. He stated that approxi mately
80 percent of the general funds received are allocated to the
Di vision of Commercial Fisheries, which is inportant to the State’s
econormy.

M. Rue remnded that the fishing industry pays taxes “far in
excess of the managenment costs.” He furthered that the use of test
fishing receipts to fund Departnent prograns causes “a certain
irritant to the fishermen.”

M. Rue stated that the proposed funding for the Departnent as
reflected in the commttee substitute is approximately $2 nmillion
| ess than that proposed in the Governor’s FY 03 budget. He remarked
that $1.7 mllion of the reduction is below the FY 02
appropri ation.
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M. Rue listed $741,000 general funds for the Bering Sea Crab
Fishery located in federally managed waters near the Aleutian
| sl ands, as one of the three funding reductions. He enphasized
t hese general funds |everage the receipt of “a couple of mllion
dollars of” federal funds in addition to fish test receipts to fund
observers. He relayed a conversation he held wwth a representative
of the National Marine Fisheries Service, where he | earned that the
federal governnment is currently unable to assunme the duties of
managing this fishery. M. Rue indicated that US Senator Ted
Stevens is experiencing increasing difficulty in securing federal
funds for fishery progranms, due in part to reduced state
contributions. M. Rue explained the State would chose to
di scontinue funding this program because the fishery is located in
federally managed waters, although the State has managed the
program si nce st at ehood.

M. Rue then stated that the conmittee substitute budget would
reduce $744,000 general funds for the genetics |aboratory. He
conpared this proposal to the loss of the I|imology program
elimnated through funding reductions a few years prior. He
enphasi zed these prograns provide “basic science” and necessary
information to allow the Departnent to identify which fish are
harvest ed and subsequent|y manage and protect stocks adequately. He
informed that the science conducted in the genetics |aboratory
relates to fisheries that intercept King salnon and ot her sal non
species, the North Pacific Salnon Treaty issues, and Al aska
fisheries managenent issues. He warned that w thout this research,
t he Departnent would have | ess information about harvested stocks,
whi ch woul d “threaten our ability to nmaintain” healthy stocks, as
wel | as defend against “pressures fromthe Lower 48 and Canada” in
fisheries negotiations.

M. Rue next addressed the reduction of $223,000 general funds from
the Division of Wldlife for watchable wildlife prograns. He told
of research conducted on goshawks in the Tongass National Forest,
whi ch denonstrated that the species is not endangered and thus

prevented the goshawk from being listed under the federal
Endangered Species Act. He stated this benefited the tinber
industry. He also listed other watchable wldlife prograns,

i ncludi ng bear view ng at Pack Creek and McNeil River. He noted the
| oss of these general funds would result in a loss of $671, 000
federal matching funds.

M. Rue specified that the aforenentioned prograns would be

elimnated if the budget proposed in the conmmttee substitute
passed unchanged.
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M. Rue then told of a proposed oil safety increnment within the
Di vision of Habitat and Restoration to address the inpacts of oi

exploration, funding to nonitor the affects of devel opnment near the
Kenai River and the creation of a permtting center in the Mat- Su.

Senat or Austerman shared he has been concerned for several years
about the best nethod to nmanage wildlife and fisheries. He approved
of elimnating prograns rather than “weakening” the entire
Departnent. He spoke of the declining population of stellar sea
lions and the inpact the closure of the genetic |aboratory would
have on determ ning the causes. He stressed that funding nust be
provi ded to agencies to allow functions to continue.

Senat or Hof f man commended the conmm ssioner’s approach to the budget
given the funding constraints. Senator Hoffman noted his 12 years
of experience in drafting the budget for this Departnent and
guestioned the “business sense” of the appropriation contained in
the commttee substitute. He pointed out that the industry
contributes a significantly greater anount of revenue to the
Departnment than the cost of operating the prograns. He stated this
Departnent has been successful at adapting to fewer general funds
and securing funds from other sources. He noted the fishing
i ndustry provides thousands of jobs and generates approxi mately
$65.8 mllion and the Department should therefore be supported. He
asserted that the “reward” given to the Departnent for adjusting to
previ ous budget reductions has been further reductions. He
reiterated that the reductions threaten the Departnent’s ability to
gener ate ot her revenue.

Co-Chair Donley remarked that the fishing industry utilizes a
public resource and that the State’'s goal should not be to bal ance
the cost of operating that industry with the revenue it generates.
He explained “it’s the people’ s resource that’s being used” and the
State is entitled to a fair return in the form of taxation that
could then be used to benefit the entire State.

Senat or Hof fman commented the State shoul d receive “nmaxi mumreturn”
rather than sinply a fair share. He remarked that to realize a
maxi mum return, consideration nust be given to the cost of
adm ni stering the prograns. He surm sed that the conm ssioner woul d
agree the Departnent is currently unable to achieve a naxinmm
return.

Senat or Leman opi ned that this Departnent nanages a budget for the
“l argest sector of Al askans” and that conpetition and conflict
bet ween user groups are prevalent. He shared the concerns of
Senat or Austerman and Senat or Hof f man about “henorrhaging” within
the Departnent. He spoke to the “substantial loss to the federal
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governnment” in the past several years.

Senator Austerman stressed that fisheries utilizes renewable
resources, which nust be managed in manner of economc value to the
St at e.
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Senat or Austerman continued that all industries nust be treated
fairly, and that the fishing industry has contributed a significant
portion to the State’'s general fund while other industries are
continual ly subsi di zed using general funds. He warned that once the
non-renewabl e resources, such as oil, are depl eted, dependence on
the State’ s renewabl e resources woul d i ncrease.

Senat or Hof f man expressed that the Bering Sea Crab Fi shery nust be
managed due to the nunber of jobs the fishery provides.

M. Rue sumrmarized that in a nunber of fisheries in Al aska, the
Departnent has attenpted to | everage federal funds and ot her funds.
He assured that Senator Ted Stevens has assisted in this effort.

#
ADJ CQURNIVENT

Co- Chair Dave Donl ey adjourned the neeting at 10:56 AM
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