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ACTI ON NARRATI VE

TAPE 01-34, SIDE A
Number 001

CHAl RWOVAN LYDA GREEN cal l ed the Senate Heal th, Education & Socia
Services Committee neeting to order at 1:45 p.m She asked M. Bob
Labbe to continue his presentation on Medi cai d.

VEDI CAI D DI RECTI ONS

MR. BOB LABBE, Director of the Division of Medical Assistance,
Departnent of Health and Social Services (DHSS) introduced M. John
Sherwood of the Division, and nade the followi ng statenent. The
state, as a payer, has the option of changing the criteria it uses
to control nursing home adm ssions. The state has certain policies
to manage utilization, one being to decide who can use the service.
A Medicaid client is not necessarily eligible for all Medicaid
servi ces. Historically, the eligibility rules for nursing hone
adm ssion have been crafted narrowWy. Because the focus has been
nmedically oriented, access to conmunity based care has been |imted
because the sanme standard nust be used for both. Changes to these
rules wll be an adjustnent to policy regarding which clients can
have access to nursing hone care based on their condition under
Medi cai d.

CHAl RWOVAN GREEN asked if people can qualify for Medicaid by
service or by the person's circunstances.

MR. LABBE explained that to qualify for Medicaid, a person mnust
nmeet certain requirenments. |If a person qualifies, the state has a
benefit package that contains different services. However, within
the program for each service, DHSS has criteria, such as whether
the service is nedically necessary. One exanple of such a service
woul d be cosnetic procedures. He views those policies as a form
of utilization control. The Al zheine'sr/denentia issue is tied to
that. Oher states have standards that allow persons wth
Al zheiner's to access nursing or honme or comunity based care,
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while Alaska's standard is very tight. It is tight as a
utilization control, not because DHSS feels those people do not
need services but because there is a cost inplication. States have
flexibility within the federal structure to nmake those policies.

CHAIl RAMOVAN GREEN asked if states present a plan to the federa
governnent for approval or whether states nust provide certain
services before it can choose others.

MR. LABBE expl ai ned that in some cases, the federal governnent is
very prescriptive but in other cases the state submts a plan
saying what it will cover and how the program wll work. The
federal agency may ask questions and want to negotiate about
certain aspects, but there is quite a bit of variation anong the
states' prograns. He pointed out it is not a "top-down" exercise
and that court action can al so take place.

CHAl RAMOVAN GREEN asked M. Labbe whet her DHSS coul d choose to cover
services for Al zheiner's D sease and denentia w thout |egislative
approval .

MR. LABBE said DHSS s position has been that it could make this
change through a regulation but to do so wuld have cost
i nplications. During discussions about that possibility, DHSS
staff thought it would need sone other control nechanism which may
need to be | egislated. He asked that M. Sherwood and Deputy
Conmi ssi oner Alison Elgee of the Departnment of Adm nistration join
in this discussion.

MR. SHERWOOD, Division of Medical Assistance, DHSS, referred to
sonme handouts he distributed to conmttee nenbers, one being a
summary of the Long Term Care Task Force, another being options
under Medicaid for approaching the issue of long term care. He
poi nted out that people with Alzheimer's and rel ated denenti as as
their primary diagnosis are not prohibited fromreceiving Medicaid
services available to other Medicaid beneficiaries. People with
Al zheimers' disease, iif they neet the Medicaid eligibility
criteria, can be treated by physicians, receive prescription drugs
and get personal care services. The issue of Medicaid coverage
arises with regard to coverage of nursing facility services and
honme and community based wai vers because to receive services under
a waiver, a client nust be eligible to receive nursing hone
servi ces.

CHAl RWOVAN GREEN asked M. Sherwood to further explain the waiver.

MR. SHERWOCOD expl ai ned that the home and community based services
wai ver offers a nunber of services which are comunity based
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alternatives to nursing facility services. Those include respite
care, chore services, environnental nodifications and care provided
in an assisted living setting.

CHAl RWOVAN GREEN asked if the waiver is for sonething besides the
cost of living in a facility.

MR SHERWOCOD expl ained that it could be for visiting care or for an
assisted living setting where soneone still has to pay the room and
board but Medicaid will pay for the services provided.

MR. SHERWOOD said that under Al aska's nursing facility |evel of
care standard, people nust require nedical supervision or intensive
rehabilitation services to qualify. Very often people wth
Al zheiner's and related denentia don't need nedical supervision.
They may be physically healthy or their health needs are such that
nost peopl e coul d manage thenselves. He noted this sanme situation
applies to other cognitive inpairnents.

CHAI RWOVAN GREEN asked how that group is categorized.

MR SHERWDOD said sonetimes it is described as functionally limted
and cognitively inpaired. He noted the vast mgjority of people
with dementias and these types of inpairnments in advanced stages
meet the nursing facility level of care requirenents. They tend to
be ol der and have other health needs. |I|f they cannot nanage their
own nedication, they will need nedi cal supervision. They conprise
a small subset of Medicaid clients. Many are covered for other
reasons and, in addition the Pioneers' Hones provide services for a
nunber of people with denenti a.

CHAl RWOVAN GREEN asked if Medicaid pays for roomand board for any
clients in the Pioneers Hones.

MR, SHERWOOD said it does not. He pointed out the other factor
that conplicates this issue is that under the Medicaid |aw, the
financial eligibility criteria that Al aska uses for people who need
an institutional |level of care is higher than for people who live
in the community without receiving that care. The incone level is
about $1600 per nmonth for an individual; the spouse's incone is not
i ncl uded. That cat egory al so i ncl udes conmmuni ty- spouse
i npoveri shnment protections that prevent people fromhaving to spend
down all of their assets.

CHAI RWOVAN GREEN not ed an i ndi vi dual woul d have to have an i ncone
of less than $20, 000 per year.

MR. SHERWOCD said that is correct. He explained that is a higher
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standard because for an individual over 65 to qualify for Medicaid,
the incone standard is $984 per nonth. That is the standard under
whi ch aged and disabled are determned to be eligible for Adult
Publ i c Assi st ance.

CHAI RAMOVAN GREEN asked how the standard i ncone | evel of $1600 was
det er m ned.

MR. SHERWOOD said DHSS uses the maximum anount allowed under
federal law, which is three tines the federal nonthly suppl enenta
security inconme (SSI) paynent.

CHAI RMOMAN GREEN asked if Al aska has a percentage added into that.

MR, SHERWOOD said it does not. Because that paynent is the sane
for all 50 states, there is no Al aska adjustnment as there is with
the poverty level. He stated that, according to the |ast research
DHSS did, Alaska is one of only tw states whose criteria for
adm ssion to nursing honmes is based strictly on nedical needs.
Most other states have nade sone provision to cover people with
cognitive or functional limtations.

CHAl RWOVAN GREEN asked why Al aska has not done that.

MR SHERWOOD said he believes that policy was nade with a series of
deci sions. Part of Al aska's policy was based on the fact that the
Pi oneers Hones have been available to provide care, other
i nvest nents have been nmade in the senior population and there are
cost inpacts involved in expanding coverage to nursing hone
services in Alaska. Alaska also provides limted funds for care
coordi nation and caregi ver support through the Conm ssion on Agi ng.
Part of those funds cone from the Alaska Mental Health Trust
Aut hority (AVHTA).

CHAl RWOVAN GREEN asked if that is a mninml anmount of noney.

M5. ALISON ELGEE, Deputy Conm ssioner of the Departnent of
Adm nistration (DOA), said those funds have been avail able for
about seven years. There have been mninmal increases in those
funds over the | ast seven years so as the popul ati on grows, fewer
needs can be net. DOA has care coordination grants in four
comunities. Western Al aska gets no care coordination grant
coverage. DOA has 12 adult day facilities around the state; they
have been avail able since the inception of the program DOA works
in partnership wwth Medicaid, in terns of providing the services,
so that people that are Medicaid eligible, but attend adult day
centers or are in need of care coordination, can use that as a
fi nanci ng nechani sm as opposed to the grant. DOA is trying to
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| everage what is available to communities with the use of both fund
sour ces.

CHAI RMOVAN GREEN asked for an exanple of a service that would be
funded through the hone and conmmunity based services program

MS. ELGEE said adult day care prograns are included.

CHAl RWOVAN GREEN asked if those are free to people who are Medicaid
eligible.

M5. ELCEE explained that the adult day care prograns have an
establ i shed fee based on a sliding fee scale.

CHAl RWOVAN GREEN asked if Medicaid pays if a person is Medicaid
eligible.

MS. ELGEE said in actuality a sliding fee scale is used but it is
difficult to do the incone analysis necessary to force people to
pay so it alnbst ends up to be voluntary on the part of the people
who have the ability and willingness to pay. That fee is used for
rei mbursenent for Medicaid-eligible clients. She said the state
grants are the foundation for these prograns and were used to do
the startup. Medicaid cane along later. Al'l of the prograns
struggle with limted funding. One problemis insufficient funding
to provide services for the entire day, so the centers nmay be open
from 9:00 am to 3:00 p.m, for exanple. That provides
difficulties for famly nenbers who need to work. The problemis
not only getting nore funding to provide nore adult day care
centers around the state, but also to expand the services at
existing centers. Sone of the other prograns included in that sane
conponent are respite care services and care coordination grants.

CHAl RAMOVAN GREEN asked if some of those are run through senior
centers.

M5. ELGEE said yes, a nunber of the senior centers are al so service
provi ders for other community based services.

COWM SSI ONER KAREN PERDUE, DHSS, inforned the committee that the
needs of the elderly popul ation are overwhel m ng, so DHSS and DQCA
have tried to limt the nunber of nursing home beds and devel op the
community care options. DHSS and DQOA believe people prefer to stay
in their owm honmes and communities and it is nore cost effective.
The Long Term Care Task Force asked DHSS and DOA to | ook at the
option of including coverage for nursing home care under Medicaid,
an exception to the direction that DHSS and DOA was headi ng. DHSS
and DOA have been trying to get the best return for the dollars
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t hey spend.

MR. SHERWOCD told the commttee he would discuss how this issue
could be addressed with Medicaid. The first option is to change
the nursing facility eligibility criteria and conme nore in |line
with the other 48 states. That would require rewiting the
regulations to allow people who have cognitive and functional
limtations to be served in nursing facilities under a waiver.
DHSS believes it would nmake sense to nake that change via
regulation if a good assessnent process takes place up front so
that people are appropriately determ ned eligible and nmade aware of
their choices. The second option would all ow DHSS to cover people
who are 65 and older with functional or cognitive inpairnents.
Under the federal option, states can define the services they want
to provide.

CHAI RMOVMAN GREEN asked if an assisted living hone is a small group
hone.

MR, SHERWOOD said that is correct. He explained the significant
difference in the second option is that it is limted to people who
are age 65 and older. If the nursing hone criteria is expanded,
hi gher incone standards could be used. |[f DHSS puts soneone on a
wai ver, that person nust be offered the choice between nursing hone
care or hone and comrunity based services. Under the second
option, the person is not offered a choice. He noted the two
problens with the second option are that inlimting it to people
who are 65 and ol der, the issue of providing services to people
with early onset denentia or other cognitive inpairnents wll not
be addressed. Those people are typically unable to neet the
nursing honme criteria so they would fall out of any safety net.
The second problem is eligibility so you face the prospect of
i npoverishing a spouse.

CHAI RWOVAN GREEN asked if the assunption is that these people, if
they chose to liquidate, could afford their own services. She
asked why there is a financial ceiling.

MR, SHERWOCD expl ai ned that the second option grew out of a set of
circunstances in the Medicaid programthat do not apply today. Ten
years ago, DHSS was severely restricted by the federal governnent
in the nunber of people it could put on hone and conmunity based
wai vers. This was an option that could be done in addition to the
wai ver to get around that |imt. That is what nmade it attractive
to states. It is still on the books.

CHAl RWOVAN GREEN asked if Congress may phase that out. She was
under the inpression that these prograns were no | onger requiring
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peopl e to spend down and | ose everything.

COWMM SSI ONER PERDUE sai d Al aska does not cover the nedically needy,
so that a retired teacher, for exanple, could not spend down
assets. That teacher is automatically disqualified each and every
nonth. That is one thing other states have done to protect people
who have sone assets.

CHAl RWOVAN GREEN asked how that is done.

COWM SSI ONER PERDUE sai d anot her asset test would be submtted to
the federal agency for approval. She added that nursing hone care
in Al aska costs about $80,000 to $100, 000 per person per year. |If
Al aska did not have the spousal inpoverishnment protections, a
person could | ose all assets very quickly.

CHAI RWOVAN GREEN asked if that is what M. Sherwood was referring
to when he nentioned the incone | evel of $1600 per nonth.

MR. SHERWOOD said that is the higher inconme standard but there are
al so provisions that allow the client to set aside assets for his
or her spouse (about $87,000). The hone is exenpt, but if a person
doesn't have assets, he or she cannot naintain a house. For people
in nursing homes, their inconme, other than about a $75 persona
needs all owance, goes to pay for their cost of care in a nursing
home. |f they have a spouse, they can use their spouse's incone up
to $2200 per nonth. Very often that is inportant because one
househol d nmenber has nost of the pension incone.

Nunmber 1825

SENATOR DAVI S asked if the cost of $80,000 per year for a nursing
honme stay is a special Medicaid rate.

COWM SSI ONER PERDUE said it is.

SENATOR DAVI S asked if the public rate is nore.

COWMM SSI ONER PERDUE sai d she didn't know.

MR. LABBE said that he believes, for the nost part, that Al aska's
Medicaid rate is conparable to the private rate. DHSS sets a rate
for each facility in the state.

COW SSI ONER PERDUE sai d that very feM/peque can afford it, which

is why about 80 percent of the people in nursing honmes are on
Medi cai d.
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CHAl RWOVAN GREEN asked how that conpares to other states.

COMWM SSI ONER PERDUE said it is probably double. However, Al aska's
nursing hones in rural areas are very small conpared to other
states. The fixed costs are spread over 10 beds as opposed to 150
beds.

MR. SHERWOOD sai d, regarding the nunmber of people and the costs,
DHSS does not know how many people are falling through the cracks
right now H's best guess is that nunber is around 100 and the
nunmber would grow by about 50 people per year. He noted that
anytinme sonething newis offered, people who are just nanagi ng on
their own wthout services would seek services if they were
avai |l abl e. DHSS usually hears about people when they are at a
crisis stage. The program would eventually spend, after five
years, about $12 million of which $5 million would cone fromthe
general fund.

SENATOR W LKEN noted that M. Sherwood was giving the description
of the first option.

MR, SHERWOOD said the projected costs for the second option wll
not cost as much because it does not reach as many people. That
option also does not pay for nursing home care and, while nost
peopl e prefer to stay at hone for as long as possible, there are
sone people who are better off in a facility.

CHAI RAMOVAN GREEN asked, if one of these options were adopted,
whet her a corresponding reduction in costs would occur in other
prograns funded by the state, such as at Pioneers' Hones.

MS. ELGEE said she would not anticipate a decrease in the costs of
the Pioneers Honmes because of the projected increase in the
popul ation. There may be people who are entering the Pioneers'
Honmes today who could live in a coommunity setting | onger with sone
assi stance that is not currently avail able, but the peopl e seeking
adm ssion to Pioneers' Hones now have exhausted the conmunity
resource capacity. Either the assisted |living honme can no | onger
handl e the behaviors or the famly has exhausted its energy. She
poi nted out that DOA did | ook at whether it could design adm ssion
criteria for the Pioneers' Hones that would allow individuals under
the age of 65 that suffer fromearly onset Al zheiner's admttance.
The Departnent of Law told DOA that it can discrimnate based on
condition or age, but not both.

MR, SHERWOOD said the issue is about keeping up with the growh.

Thi s popul ation presents itself to other places in our system when
their care situations fail: Adult Protective Services or the public
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guardi ans' office.

CHAIl RMOVAN GREEN asked if the projected inpact of adding this
program to the general fund reflects the bigger picture in that
| ess noney m ght be spent el sewhere.

MR. SHERWOOD said there may be a dollar you don't have to spend
sonewhere else in the future.

SENATOR W LKEN comrented that whenever the topic of covering
Al zheiner's patients under Medicaid was rai sed during the Long Term
Care Task Force neetings, no one knew what that would cost.
Sorreone suggested $20 to $40 mllion. He expressed appreciation to
M. Labbe and M. Sherwood for getting some nunbers together so
that perhaps, this program can be funded in the future. The
Legi sl ature now knows the cost will be closer to $5 to $10 mllion.

CHAl RWOVAN GREEN t hanked M. Labbe and M. Sherwood and asked G eg
Mal oney to di scuss school based cl ai ns.

Nunber 2311

MR. GREG MALONEY, Special Education Section, Departnment of
Education and Early Devel opment (DOEED), informed the committee
that under the Individuals with Disabilities Act (IDEA) as anended
in 1997, Medicaid and other federal services that are available to
student are not superceded by the funding provided to states for
speci al education servi ces.

CHAI RWOVAN GREEN asked if they are in addition to.

MR. MALONEY said they are. He explained that services that are
rei mbursable at the federal |evel can be clained for reinbursenent.
There are two kinds of services that can be billed for under
Medi caid: direct services or admnistrative costs related to

Medi caid services in the district. DOEED sends a survey to each
district, which is reviewed by DOEED and DHSS. Both departnents
determ ne what costs are reinbursable under Medicaid. For the

current year, the total reinbursenent for Mdicaid costs was $5,
489, 146.

TAPE 01-34, SIDE B

MR. MALONEY continued. The result of that determnation is that a
total of $2,442,670 was sent out to districts on a prorated basis
to cover Medicaid adm nistrative costs. Those funds do not cover
direct services such as speech pathol ogy, or other related nedical
services. He explained that the adm nistrative services fund pays
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for salaries and other expenses related to students who are
Medi cai d eligible.

CHAI RMOVAN GREEN asked for an exanple of sonething the Anchorage
School District would do to qualify for these funds.

MR. MALONEY said case planning would be an exanple. He expl ai ned
that the federal |aw allows reinbursenent for Medicaid but it is
based on state plans. Alaska's current state plan reflects this
arrangenent . However, districts have said this funding is
insufficient because nore students have increased nedical needs
and, as a result of the Cedar Rapids case, nedical services that
can be provided in the school need to be provided during schoo
hours. Al aska's current arrangenment was designed to get sonme needs
met while avoiding sonme of the pitfalls associated w th Medicaid.
He felt this issue warrants nore discussion anong education
agenci es and Medi cai d because these costs continue to increase.

Sone of the issues that need to be addressed in the next state plan
i ncl ude sources of matching funds and what nmechanismto use to bil
for Medicaid expenses. Three billing options exist, two being
direct billing or bundled billing for each category of service or
for each type of disability.

CHAl RWOVAN GREEN asked if a block grant approach has ever been
used.

MR. MALONEY said to his understanding, it has not. He noted
anot her topic for discussion is Al aska's Medicaid policy regarding
out - of -state placenent costs. Wien students are sent out-of-state,
education costs are incurred but Medicaid does not currently cover
t hose costs.

CHAl RWOVAN GREEN asked if an Al askan student went out-of-state, the
cost woul d be borne by DOEED with state funds.

MR. MALONEY said each district is required to provide those funds
through foundation fornmula funds, federal funds, or wunder a
category called intensive funds. The intensive funds are usually
insufficient to neet out-of-state costs, which range from $40 to
$70 per day.

MR NMALONEY pointed out that Iimtations would have to be addressed
on both the state and federal |evel regarding what allowabl e costs
are. DCEED wants to |ook at what has worked in other states.
DCEED s goal is to work with DHSS to discuss whether or not
Al aska's Medicaid plan should be revised because districts are
com ng under heavier financial obligations. DOEED wants to see if
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the plan could be revised to support districts to provide better
servi ces.

CHAI RWOVAN GREEN asked if any |egislation would be required.

MR. LABBE said he does not think so; he believes the revisions
coul d be done through regul ati on changes.

Nunmber 2083

CHAIl RMOVAN GREEN noted the Senate HESS Commttee mght want to
di scuss this issue during the interim She asked M. Maloney if it
is profitable for school districts to provide direct services.

MR. MALONEY said he worked for a co-op that provided direct
services to school districts inlIllinois. It was able to capture
$200, 000, which was a significant portion of its budget. |In that
arrangenment, several districts banded together to support a co-op
made up of school psychol ogists, speech pathol ogists, and other
rel ated service providers.

CHAl RMOMAN GREEN said she believes such a discussion has nerit
because, for once, the Mdicaid noney would flow back to schoo
districts, rather than used to fund vendor services.

SENATOR DAVI S asked what the third type of billing nethod is.

MR. MALONEY said the third way is billing method is for
adm ni strative costs, which is what DOEED current does.

SENATOR W LKEN asked if the state receives $22,500 per year for
each student who is categorized as needing intensive funding.

MR. MALONEY said under |IDEA 97 and state regulations, there is no
category for significance of inpairnent. A category, for exanple
nmental retardation, contains a continuumof severity. The |EP team
devel ops an appropriate program and what |evel of service wll be
required. The intensive funding category in the general fund is in
addition to the foundation fornula. There is no individual
rei mbur senent anynore based on disability under the state fornula.
However, for certain students who neet seven criteria, one being
the need for ongoing assistance, there is an additional anount that
is five times the ADM which equal s about $20, 000 per student.

SENATOR W LKEN asked who determ ned the criteria.

MR. MALONEY said the criteria was set by the state.
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SENATOR W LKEN asked if the additional funds are used for naned
parti ci pants.

MR. MALONEY said that is correct.

SENATOR W LKEN noted that M. Ml oney said the intensive funds do
not cover the entire costs but, according to his cal culation of $70
times 270 school days, the cost would be about $19, 000.

MR. MALONEY explained that he was referring to the out-of-state
pl acenent cost. He pointed out that those students typically need
year-round services but he noted that not every student that needs
services out-of-state has been identified as a special education
st udent .

CHAI RWOVAN GREEN poi nted out that a student m ght be sent out-of -
state for treatnent for behavioral or enotional problens.

MR. MALONEY said that is one of the areas in which DHSS and DOEED
do not have simlar criteria so that a student m ght be consi dered
severely enotionally disturbed by DHSS but not by DOEED. That
criteria is one of the issues that both departnents need to
di scuss.

CHAl RMOVAN GREEN thanked M. Ml oney and announced that the
commttee would take up SJR 26, which is sponsored by the Senate
HESS Commi tt ee.

#SJR 26
SJR 26- FEDERAL Al D FOR SPECI AL _EDUCATI ON

MR. JERRY BURNETT, staff to Senator Geen, read the follow ng
sponsor statenent.

In 1976, the United States Congress passed PL 94-142, a
portion of the Individuals with Disabilities Education
Act, providing a national framework for providing free,
appropriate public education to all students regardl ess
of the level or severity of disability. Along with the
guarantee of appropriate education, Congress prom sed
states that it would provide funding for 40 percent of
t hese special education services.

Since the passage of the Individuals with Disabilities
Education Act, Al aska has provided the special education
services required by federal |law. However, Congress has
failed to live up to its promse of providing the
necessary funding to cover the costs of this mandate,
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i nstead providing between 12 and 15 percent annual ly of
Al aska' s special education costs.

SJR 26 petitions the U S. Congress to provide the
prom sed | evel of funding for special services.

MR BURNETT explained that for the current fiscal year, the federal
appropriation is about 15 percent of special education costs
nati onwi de. The budget proposed by President Bush for FY 02 is at
17 percent.

SENATOR LEMAN asked if the resolution asks Congress to fill the gap
bet ween 15 and 40 percent.

MR. BURNETT said it does. He pointed out the state currently funds
t hat anount.

SENATCOR LEMAN asked for clarification of the phrase, "significant,
genui ne assi stance"” on page 2, line 12.

MR BURNETT sai d genui ne assi stance neans up to the | evel prom sed,
and that SIR 26 was patterned after a resolution passed in another
state.

SENATOR LEMAN noved to anend SJR 26 (Amendnent 1) so that copies
are also sent to U S. Representative John Boehner, Chairnman of the
House Conmittee on Education and the Wrkforce, and U. S. Senator
James Jeffords, Chairman of the Senate Committee on Health,
Educati on, Labor and Pensions. There being no objection, Arendnent
1 was adopt ed.

SENATOR LEMAN noved CSSJR 26(HES) from commttee with individua
recommendati ons and its acconpanying zero fiscal note. There being
no objection, the notion carri ed.

#

#SB 188
SB 188- EDUCATI ON FUND/ LAND ENDOWENT

CHAI RWOVAN GREEN announced SB 188 to be up for consideration.

M5. SANDY ALTLAND, staff to Senator Ward, sponsor of SB 188,
expl ained that SB 188 establishes an education fund from a |and
endowrent of 5 mllion acres for public education and provides for
an effective date. The education fund would be separate fromthe
general fund: the principal of the fund would be funded from
| egi sl ative appropriations, gifts, bequests, and contributions from
i ndi viduals. The principal would be invested and the investnent
i ncomre woul d be appropriated for public schools and the University
of Alaska. SB 188 sets up an education fund board and descri bes
the board's nmake-up, its powers and duties. SB 188 al so defines a
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timeline for appropriating 5 mllion acres to the education fund.
The board woul d oversee the managenent and di sposition of the |and.

SENATOR WARD nmoved Anendment 1, which reads as foll ows.
On page 2, following line 31 insert:

2) a nenber of the Board of Regents of the University of
Al aska appoi nted by the Governor.

SENATOR WARD noted its om ssion was on oversight on his part when
he drafted the bill

CHAI RMOMAN GREEN announced that with no objection, Amendnent 1 was
adopted. She then took public testinony.

Number 1440

MR DICK MYLIUS, Division of Mning, Land and Witer of the
Departnment of Natural Resources (DNR), said that under SB 188, DNR
will have 11 years to transfer 5 mllion acres, which anounts to
455,000 acres of land per year, assumng that the constitutional
anmendnent as put forth in SIJR 25 is approved. The education fund

cannot select existing oil, gas and mneral properties, but can
sel ect nost of the general grant state |and, except for land within
state parks. DNR believes this bill wll be very expensive to
inmplenent and wll not generate additional revenue to fund
education. The bill will first result in a transfer of |and from
one state agency to another and it will require DOEED to becone a

| and nanagenent agency. DNR has identified several significant
concerns with SB 188:

* The endownent of Jlands is not |ikely to ever generate
sufficient revenue to fund education needs in Al aska. The
state's education budget is about 100 times the anmount of
noney that this fund wll be able to generate.

e The transfer process will be very expensive. DNR estimtes
the cost to be over $12 mllion per year, primarily to pay for
the survey of the 5 mllion acres. The bill establishes a

| and managenent program w thin DOEED which will duplicate the
existing functions of DNR A | and nanagenent programin DCOEED
could cost as much as $2 nmillion per year. SB 188 reduces the
| egi slature's ability to direct state spending as revenues
fromstate public domain |ands currently go into the general
fund for appropriations.

e ldentifying the 5 mllion acres will be tine consum ng and
contentious. DNR and the University of Al aska recently spent
6 nmonths attenpting to negotiate a settlenent of the 250, 000
acres granted to the University as a substitute for | ast
year's SB 7.

« SB 188 allows the education fund to acquire |lands that are
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inmportant for public use, including |ands that have been
| egi sl atively designated as state ganme refuges, state critical
habitat areas, public use areas and the Susitna River
recreational corridor. The existing school trust is currently
in litigation. SB 188 could inpair the prospects for
resolving that litigation.

 The state already has existing obligations to transfer over
600, 000 acres of land to nmunicipalities and, depending on how
litigation over the University land trust is resolved, DNR may
need to identify 250,000 acres to convey to the University.
The state should fulfill its current land entitlenent
obligations before it creates a new one. In addition, the
education fund is likely to select in the unorgani zed borough
that would otherwi se be selected by future municipalities,
thereby limting their selection options and reducing the
incentive of local residents to formlocal governnents.

e SB 188 will inpede resource devel opnent. Developers will be
reluctant to start projects when they are not sure whether
land will be owned by DNR or the education fund, and a new set
of rules will need to be generated for nmanaging the fund's
| ands. Uncertain |land tenure conplicates resource devel opnent.

Al aska has experienced this with the prolonged litigation
over Al aska Mental Health Trust Lands.

e SB 188 requires the education fund to allow mneral |easing
procedures simlar to AS 38.05.185 and AS 38.05. 275. Thi s
overly broad statenment inplies that | easeable mnerals, such
as oil, gas and coal, could be acquired through the staking of
mning clains. DNR presunmes this is not the sponsor's intent.

MR. MYLIUS noted that M. JimHansen would also |i ke to corment on
the bill.

Nunber 1120

MR. JI'M HANSEN, Chief Geophysicist with the Division of Gl and
Gas, DNR, stated SB 188 does not allow selection of lands within
the 5 year programfor lands permtted or |eased. SB 188 contains
a three year provision in that the selected | ands nust not include
expl oration but exploration could be included at sonme point after
that. Currently, DNR has a l|license over the Copper River Basin.
Shoul d the education fund board select land in the vicinity of that
i cense, DNR woul d have to convey that |land after three years even

though that land still may have oil and gas potential. DNR s
concern is with the transfer over of managenent of oil and gas
|l ands that could be producing, especially in Ilight of the

possibility of a gas pipeline comng to the North Slope. |[If that
plan is finalized, DNR expects exploration to becone nuch nore
involved in Alaska. DNR currently has one |icense, two pending,
and has received two others this nonth for other parts of the
state. This programis picking up steamfast and DNR i s expected
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to see nmuch nore activity over the next two years. Another problem
he sees with SB 188 is that it does not address the fact that |ands
could potentially have natural gas | eases on them DOEED does not
have the expertise to deal with natural gas | easing.

SENATOR WARD conment ed that he does not share the same concerns as
the two previous speakers but SB 188 has been referred to the
Senate Resources Commttee. He explained that he introduced SB 188

because the state is currently spending $830 nillion per year of
general funds for education from Kkindergarten through the
university level. He tried to put forth a simlar plan in 1982 but
was told it would take seven to 10 years to get this kind of a
project off of the ground. He wants to bring the education
comunity an endowrent conprised of 5 mllion of Alaska' s 103
mllion acres. That would make Al aska's endownent the |argest in
the worl d. If this bill is successful, Senator Mrkowski would
consider trying to add 5 mllion acres of federal land to the

endowrent. SB 188 is not an inmmediate fix, but had it been enacted
in 1982, Alaska may not be in the position it is in today. His
constituents tell himthe Legislature is not putting enough noney

into educati on. SB 188 does take education funding out of the
| egi sl ative appropriation process, which is troubling, but in
exchange, Alaska will develop sone of its 103 mllion acres. He

said he does not favor using the Permanent Fund and he di sagrees
whol eheartedly that the approach in SB 188 will not nake noney. He
knows the people in his district would devel op sone |and to fund
education, and it would be developed in an environnentally sound
way. He believes SB 188 is a mxture of two phil osophies: one
being to develop 5 mllion acres to supply jobs and a tax base; and
second it will slowy relieve the education comnmtnents the state
has under its Constitution. He believes this is a good step
forward. He pointed out the difference between SB 188 and a bil
introduced |ast year is that SB 188 does not contain a voucher
proposal and it covers funding for the University.

Nunmber 654

CHAI RMOVAN GREEN comment ed that throughout the conflict with the
university lands bill, a lot of work was done to mninize the
conflict over land clains. She asked if that was incorporated into
SB 188.

SENATOR WARD said, "This sets up a nmechanismto let it happen.” He
does not believe Alaska has had any significant |and devel opnent
and sone have been frustrated about an inability to get sone of the
state's lands out of the state coffers. He feels a disservice is
being done to the education community because it is not being
funded adequately.

CHAI RMOVAN GREEN said she will hold SB 188 until Friday and that
the conmttee will take up SIJR 25.
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#SJR 25
SIJR 25- CONST. AM EDUCATI ON FUND

M5. SANDY ALTLAND, staff to Senator Ward, sponsor of SJR 25,
explained that SJR 25 proposes an anendnent to the Al aska
Constitution relating to education. It is the conpanion resolution
to SB 188. The constitutional anendnment would allow the
| egislature to create and education fund as a separate fund in the
state treasury. It addresses the source of funds and what the
i ncone fromthe fund may be used for.

CHAl RWOVAN GREEN announced that there were no questions or
testimony on SJR 25 and that she would hold it in conmttee until
Friday. She announced that on Friday, the commttee would hear SB
178, SB 11, HB 99, HB 203, SB 41, and a continuation of the
presentation on Mdi caid.

SENATOR LEMAN noted that in response to a comrent made earlier by
Senator Ward, the state spends quite a bit nmore than $830 nillion
per year on education because that anount does not include pupi
transportation services and ot hers.

SENATOR WARD sai d he does not disagree and that it nakes no sense
to himto not develop the state's resources.
#

There being no further business to cone before the commttee, VICE-
CHAI RVAN LEMAN adj ourned the neeting at 3:15 p. m
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