HOUSE FI NANCE COWM TTEE
February 04, 2004
1:38 P. M

TAPE HFC 04 - 18, Side A
TAPE HFC 04 - 18, Side B

CALL TO ORDER

Co-Chair Harris called the House Finance Conmttee neeting
to order at 1:38 P. M

VEMBERS PRESENT

Representative John Harris, Co-Chair
Representative Bill WIlIlianms, Co-Chair
Representative Kevin Meyer, Vice-Chair
Representative M ke Chenaul t
Representative Eric Croft
Representati ve Hugh Fate
Representative Ri chard Foster
Representative M ke Hawker
Represent ati ve Reggi e Joul e
Representative Carl Mses
Representative Bill Stoltze

VEMBERS ABSENT

None
ALSO PRESENT

Representative Mary Kapsner; Jeff Jesse, Executive Director,
Al aska Mental Health Trust Authority; Phil Younker, Sr.,
Chair, Alaska Mental Health Trust Authority; Steve Planchon,
Executive Director, Trust Land Ofice, Departnent of Revenue

GENERAL SUBJECT(S) :

OVERVI EW ALASKA MENTAL HEALTH TRUST AUTHORI TY

#HB377
HOUSE BI LL NO. 377
An Act maki ng appropriations for the operating and capital
expenses of the state's integrated conprehensive nental
heal th program and providing for an effective date.

The followi ng overview was taken in |log note format. Tapes
and handouts wll be on file wth the House Finance
Comm ttee through the 23rd Legislative Session, contact 465-
2156. After the 23rd Legislative Session they wll be
avai l abl e through the Legislative Library at 465-3808.
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LOG | SPEAKER DI SCUSSI ON
TAPE HFC 04 — 18, SIDE A
000 |Co-Chair Harris Convened t he House Finance Conmittee
neeting at 1:38 p.m He noted that the
Al aska Mental Health Trust Authority
(AVHTA) woul d provide a presentation &
overview to the Conmttee.
ALASKA MENTAL HEALTH TRUST AUTHORI TY
154 |PH L YOUNKER, SR, I nt roduced nenbers M. Planchon and M.
CHAI R, ALASKA MENTAL |Jesse. He provided Committee nenbers
HEALTH TRUST copies of the handouts. (Copies on File)
AUTHORI TY and outlined the intent of the
presentati on.
300 | M. Younker Provided a history of the Trust
For mati on:
e Litigation (related to breach of
Mental Heal th Enabling Act trust
est abl i shed by Congress in 1956)
ongoi ng for 13 years
« State would have been required to
reconstitute the old Trust
e MIlions of dollars in litigation
costs
 MIlions in | ost resource
devel opnent opportunities
e Paralyzed and fractured nental
heal th community
403 | M. Younker Listed the key terns of the settlenent:
e Trust Authority free to use Trust
resources to act as a catalyst for
change
e Trust Authority funding
recommendati ons considered in a
singl e appropriation bil
e Trust Authority to aid in
conpr ehensi ve pl anning for nental
heal t h program
« Mental Health Trust Lands and
associ ated state | ands rel eased for
devel opnent
527 | M. Younker Commented on the Trust’s beneficiaries:

» People with nmental illness

» People with devel opnent al
di sabilities

» People with al coholisn ot her
addi cti ons

e People with Al zheinmer’s di sease &
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ot her denenti a

702

M . Younker

Li sted the four boards that advise the
Trust:

« Al aska Mental Health Board

* Advisory Board on Al coholism & Drug
Abuse

e (Governor’s Counci
Speci al Educati on

« Al aska Conm ssi on on Agi ng

on Disabilities &

750

M . Younker

Conti nued, noting that the 4 Advisory
Boards have been engaged in a

col l aborative effort with the D vision of
Behavioral Health to oversee a federal
grant for planning and inpl enmentation of
a service delivery. Alaska has the

hi ghest i ncidence of brain injuries than
any ot her state.

802

STEVE PLANCHON
EXECUTI VE DI RECTOR,
TRUST LAND COFFI CE,
DEPARTMENT OF
REVENUE

Poi nted out the | and and resources used
by the Board for profit totaling 994, 000
acres:

e Fee Estate — 547,000 acres
e Mneral Estate — 341,000 acres
e Coal, Ol & Gas - 106, 000 acres

841

M. Pl anchon

Noted that the key role of the Trust is
to prudently operate trust |lands. He

| isted the regul ati ons and assets of
managenment strategy. Initially, 85% of
the work was self-directed. He pointed
out the charts that highlight the cost
out cones.

942

M. Pl anchon

M. Planchon referenced the chart show ng
t he spendabl e i nconme fromthe Trust Land.
Lease rents are included, purchase
contract interest and noney of that
nature. Over the past three years, that
noney has increased about 24% Since the
begi nning of operations in 1994, it has

i ncreased about 800%

1026

Co-Chair Harris

Questioned why the projected incone was
such a conservative nunber given the
actual incone.

1043

M . Pl anchon

Responded that the projections were done
inthe land office to actually be able to
commit noney.

1059

M . Pl anchon

Ref erenced t he handout
operating and capital
the revenue earned. There are two types
of costs incurred. The core operating
costs and the suppl enmental operating
costs that conmes fromthe capital budget.
That is used to pay for short-term

i ndicating the
expendi tures versus
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projects and are not costs incurring on
an on-going basis. The costs are
reasonabl e when conpared to the gross
revenue, which averages about 14% of

gr 0ss revenues.

1201

M . Pl anchon

Ref erenced the gross revenue slide. The
spi kes are not projectable and result
fromlong-termnegotiations and
conplicated transactions. Only the
things that they feel relatively
confident about are used. He enphasized
that they do not plan based upon the

spi ke.

1256

Co-Chair Harris

VWhat happened with the big spike in FY03.

1320

M . Pl anchon

Responded that spike resulted fromti nber
sales, a couple large real estate
transactions and an oil and gas | ease

sal e.

1317

Representati ve Croft

Clarified that those are not repeatable
events and would be in the 1x category.

1334

M. Pl anchon

Stated that the spendable is sonething
that can be predicted. The principle
depends on the deals crafted and brought
to closure.

1359

Representati ve Croft

Commented that once there is a tinber
sale, then the Trust cannot sell that
ti nber for another 100 years.

1413

M. Pl anchon

Stated that the next step is to go to the
next |evel of incone.

1426

JEFF JESSE,
EXECUTI VE DI RECTOR,
ALASKA MENTAL HEALTH
TRUST AUTHORI TY

Clarified that the one-tine |and sale
revenues go into the Permanent Fund and
generate i ncone over tine.

1443

Representative Croft

The gross revenue spi ke does not indicate
the distribution between how nuch is
spendabl e and how nmuch goes into the
Trust.

1454

M . Pl anchon

Ref erenced t he spendabl e i ncone slide and
t he copy of the annual report.

1518

M . Younker

Noted the Trust FYO5 slide in the
handout. It highlights the income from
this past year. The other incone is
generated woul d go back to principle.

The Permanent Fund payout was 3. 5%
payout. $2.3 nmillion dollars was | apsed.

1575

Representati ve Croft

Asked if the 3.5% was the percent of
mar ket val ue.

1614

M . Younker

Responded t hat
present market
sustain itself.
started out at
then to 3.5%

they do 3.5% of the

val ue. The 5% woul d not
He added that they had

3% noving to 3.25% and

Not hing is ever added back
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in for inflation. The payout considers
the inflation. The Trust uses about a
60-year market period to determ ne the
3.5% nunber. Last year, there was
concern that the payout would stay |evel
The payout is based on a principle
reserve account, which is equal to 4-
years of the payout. That nunber was
down to less than 2-years resulting from
t he market conditions. The Trustees
inserted a provision that when the fund
was | ess than 2% the nunber would be

i ncreased to 5%

1722

M . Younker

Conti nued, the Trustees | ook for very

| evel sources of inconme. The budget is
based on a 2-year basis. Most of the
expenditures are on projects that are
fromthree to five years. Wen the Trust
commts to a beneficiary a project or a
program the Trust nust know that source
of income will be there for a period of
time. In order to do that, they have
devel oped a system of |evel payout using
the principle reserve to guarantee that.
The Trust has al so taken 50% of the
principle reserve and noved it fromthe
Per manent Fund to the Departnent of
Revenue and placed it in an internediate
account to stabilize what is needed in
the next 24-nonths. That will guarantee
that the 3.5% w Il continue to sustain
itsel f.

1849

Representative Croft

I nqui red why the Mental Health base
budget was declining so nmuch.

1915

M . Younker

The Governor and the Legislature created
t he budget.

1929

Representati ve Croft

Asked if it could be set at zero.

1940

M. Jesse

Expl ai ned that it could not happen as it
woul d be illegal and an “act of bad
faith” on the part of the State.

2005

Representati ve Croft

Asked at what point would the State be
“running up against the Settlenent”. He
asked what needed to exi st before being
in breech of the Settlenent.

2020

M. Jesse

Stated that the Trust attenpts to be very
honest and upfront with information. The
settlenent did not delineate any
particular level of funding fromthe
State. He stressed that -0- woul d be
beneath the floor legally sanctioned. He
did not know the floor. The Courts would
step in to direct the State regarding the
needs of this popul ation.
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2122

Representati ve Croft

Asked the inpact of the proposed budget
cut s.

2132

M. Jesse

Replied that woul d be addressed shortly.

2142

Co-Chair WIIliams

Not ed the “other endownents” and asked
the difference in the Permanent Fund pl an
and the Sitka plan with a payout of 6%

2237

M . Younker

Stated that when the nodel was built, the
Trust knew it needed a sustainabl e source
of income that would inflation proof the
princi ple on an on-going basis with a

| evel payout. The principle reserve was
used to get the | evel payout. The market
was anal yzed for a 60-year period using
different | evels of payout. Using a

| ower payout allows the progranms to
sustain. He pointed out that the Sitka
Pl an does not have a | evel payout. The
Per manent Fund mekes it difficult to
manage with the up and down market. By
using a | ower pay out and guaranteeing
that it goes straight through keeps the
program al i ve.

2420

M . Younker

Conti nued, the actual cash and applied
inflation should be alnost equal. |If the
plan grew faster, then the Board woul d
not be spending enough. At this tineg,
they are on track.

2455

M. Jesse

The big difference between the nental
health trust and other funds is that the
Trust cannot spend the principle.

2521

M. Jesse

Comrented that if the Pernmanent Fund went
to a Percent of Market Val ue (PW)
system the principle could be spent.

2530

Co-Chair WIIlians

Commented that inflation proofing is 3%
and that this year inflation totals only
about 1%

2545

M . Younker

Questioned if it was replaced before the
payout .

2607

Co-Chair WIIliams

Commented that the fund is taking out 5%
on earning of 8% per year.

2624

M. Jesse

Advi sed t hat because the Trust cannot dip
into the principle, they are forced to

ei ther have greatly fluctuating incone
every year or to have a | evel payout.

The Trustees deci ded on the 3% payout
because it guaranteed a reserve. Wthout
a reserve, the 1% year that the fund | ost
noney, there would be zero incone. The
si ze needed for a reserve was determ ned
and it was decided that it should be 4x

t he annual payout.

2702

M. Jesse

The payout was started at 3% |In the
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first few years, the returns were very
hi gh and the reserve filled quickly.
When the payout is raised a quarter
percent, then 1% had to be added to the
reserve to build it back up to 400% of

t he amount. Wen the market “tanked”,
the Trustees started taking noney out of
the reserve. He stated that the reserve
allowed tine for the market to recover

2831

M. Jesse

The sust ai nabl e payout was sonewhere
bet ween 4. 5% and 5%

2843

Co-Chair WIIliams

Thought that the payout formula was

unst abl e and recommended addressing it
differently. He comented on the PW
concept. He thought that reference nade
by M. Jesse was different than that
provi ded by trusted sources.

2940

Representati ve
Hawker

Sunmari zed that the Trust’s investnent
nodel is a “foundation nodel” under a
perpetual trust, which is a different
managenent than that proposed under the
PW system He asked if their style of
managenent was given in statute rather
t han an endowrent nodel .

3045

M. Jesse

Responded that the settlenent did not |ay
out the details of how the fund shoul d be
managed. |t gave the Trustees discretion
over the incone. The Trustees knew t hat
the trust income would vary greatly from
year to year. It was essential that it
be managed to guarantee a sustai ned
payout every year. At present tinme, the
fund coul d | oose noney every year for 4-
years, and the payout would renain the
sane.

3135

Representati ve
Hawker

Clarified that the mechani smused to
acconplish that is a different nmechani sm
fromthe PW.

3150

Representati ve Croft

Commented that the major difference is
that the Trust cannot invade their
principle. Having that restriction, a
set payout has been established at 3.5% -
4% 5% cannot be set unless confortable
buil ding the principle. He assured that
the protection should not be elim nated.

3222

Co-Chair WIIlians

Asked if incorporating the PW, noney
woul d be taken fromthe principle of the
Per manent Fund.

3244

Representative Croft

Acknowl edged that was true.

3248

Vi ce Chair Meyer

Interjected that it was possible by using
the PW theory, the principle could be
tapped. He noted that sonme years could
be adding nore to the principle.
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3302

Co-Chair WIIlianms

Suggested that could interpret taking out
fromthe principle and then increasing
t he principle.

3331

M . Younker

Responded that there are years when that
wi | | happen, however, there are years
when the principle shrank.

3352

M . Younker

Comment ed on a schol arship fund payout
that he personally holds and how
historically the return on that fund has
been affected by what is occurring in the
nmar ket pl ace.

3435

Representati ve
Chenaul t

Inquired if the principle was inflation
pr oof ed.

3456

M . Younker

Replied it was inflation proofed at 3.5%

3507

Representati ve
Chenaul t

Asked about the high noney and if it was
pl aced into the principle or into the
reserve.

3516

M . Younker

Expl ained that there are two parts.
Principle reserve receives 4 years of the
payout. All inconme goes into that fund
until it is full and then it runs over.
The principle cannot be touched. The
test is to take the fund and applying it
fromday one and apply inflation to it.

3604

Representati ve
Chenaul t

Asked about the principle strength versus
mar ket perfor mance.

3626

Representati ve
Chenaul t

He asked if the noney cane out of the
principle reserve.

3648

M. Younker

Still have not had a payout of that
reserve for a 4-year period. |If less
than 2-years in the reserve, the Trustees
wi || change the anobunt to 3.5% and then
to 3.75%

3720

M. Younker

Ret urned di scussion to the Trust FYO05
page of the handout. He noted that
$11.986 nmillion had been budgeted for the
operating progranms and $3.73 mllion has
been budgeted for capital projects. He
poi nted out that the Mental Health budget
has been reduced from $136.372 million
dollars in FYO4 to $125.788 in FYO5.

That has created nore pressure for the
Trust to sustain their prograns.

3828

M . Younker

Addressed t he budget shrink and how it
affects the prograns. A study has been
started at this point.

3914

M . Younker

Hi ghlighted the New Trust Budget
Recommendati on Pl anni ng Process for
FY06/ 07:

* Col |l aborative planning process with
four Trust advisory groups, state
agenci es and nmj or partners.
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e Limted nunber of focus areas
targeting system change +
partnerships, mni grants and ot her
ongoi ng proj ects.

e Enphasis on partnering to nmaxim ze
and coordi nate fundi ng goal s across
systens serving beneficiaries.

4054

M.

Jesse

Not ed that Representative Hawker has
requested an accounting of the al cohol
t ax

4100

Representative Croft

Asked if the al cohol receipts had
declined. M. Younker explained the
difference and that it was still at the
full level which is consistent.

4117

Representati ve
Hawker

Not ed that he had requested an accounting
of the al cohol tax fund. He acknow edged
t hat excess funds had been budgets | ast
year.

4127

M.

Younker

The new structure will have work groups
appoi nted. About 20% of all expendable
incone wll be used for that project over
the next four or five years.

4316

M.

Younker

Comment ed on partnerships with people
outside the State for |everaging dollars
for that particular program The
enphasis is on partnering and the
Trustees are excited about the | arger

pr ogr ans.

4435

M.

Jesse

Addressed the inpacts of the reductions
on the beneficiaries:

e Tribal substance abuse program cuts
977.3 — 35%of all ADA cuts while
Al aska Natives are 20% of the
popul ati on (and 40% of treatnent
popul ati on)

e Rural ASAP prograns cut $980 — 70%
90% no show rates thus far in FY04
for those prograns that have tried
sel f - pay

« 10% - 25% match on al cohol grants

4548

M.

Jesse

He stressed that the Trust is no | onger
budgeting toward m ssions and neasures.
They are budgeting to nonetary targets to
mnimze the danage to the prograns and
beneficiaries, which is a different
exercise. He reiterated that currently,
they are aimng at nunbers wi thout
hurting the clientele.

4645

M.

Jesse

Commented on the adm nistrative
infrastructure cuts and the inpacts of
t he reorgani zati on.

TAPE HFC 04 - 18, Side B
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4647

M. Jesse

Spoke to the del ayed grants and quarterly
advances and how that affects prograns.
As the capacity of agencies is degraded,
getting the work done becones nore
difficult.

4547

M. Jesse

In FYO4, the intent was to | ook at the
base budget. He provided information on
t hat budget:

e $1.3 million in Devel opnent al
Disabilities (DD) grants was reduced

* Reduction in | egal support for DD in
Bet hel , Fairbanks & Juneau offices
of DLC.

* Hope Community Resources — cl osed
apartnent for energency rural
housi ng

e Quality Assurance funds (GF/ Menta
Health) for the DD cuts

« Care Coordination grants for seniors
reduced by 20%

4328

Representative Joul e

Asked why it took so long for information
to go public.

4317

M. Jesse

Responded that there were not enough

enpl oyees for noving the information.
The pl anni ng boards have been speaki ng
with the Governor’s boards regardi ng how
the grant funds are awarded. It need to
be determ ned how are energencies are
bei ng addressed. He noted that the
contingency funds are being reduced and
the Trust’s flexibility becones | ess and
| ess.

4220

Representati ve
Stoltze

Thought in 1996, the Legislature
addressed DD sexual offense. He
commented that it is such a “touchy” area
for those victine and that it is a
different class of sexual offender. He
asked for personal tinme with the Trust
nmenbers to di scuss that issue.

4124

M. Jesse

Agreed to that.

4108

M. Jesse

Conti nued di scussion on reducing grants
to the agencies and the inpact of care
coordination for seniors. Wen the
systens are withdrawn, it accel erates
famly burn out and then costs to the
State. He addressed cost shifting into
the future of the prevention prograns.
The cunul ative effect wth the | oss of
the Longevity Bonus and the other cuts to
prograns, create nore inpact to the State
over time. Cost shifting to Medicaid is
the sane as cost shifting into the
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future

3850 | Co-Chair WIIlians

Reiterated concerns with the Trust’s
paynent of 3.5% He hoped that the Board
woul d attenpt to change the payout system
so that the programs can conti nue.

3731 | M. Jesse

Noted that the fund currently has a
little over $300 mllion dollars.

3721 | Co-Chair WIIlians

Peopl e are not receiving the services.

3711 | M. Younker

Stated that part of the growth is
princi pl e and cannot be spent.

3617 | Co-Chair WIIlians

Voi ced concern, enphasizing that the
concern is real. Financial resources
nmust be managed to address these concerns
and he hoped that the Board understands

t hat .

3609 | M. Jesse

Hi ghlighted the FYO4 inpacts and securing
the match in the rural areas. He spoke
to self-pay for the ASAP program which
was cut by $908 thousand dollar. It

foll ows those of fenders. He noted that
the Adm ni stration does not want to fund
t hat program anynore. The Adm nistration
wants it to be self-pay. The issue with
self-pay is that the people that nost
need the treatnent are the least able to
pay. Public dollars will cost nore by
staying in the system R ght now, there
is a 70-90% no show rate.

3344 | M. Jesse

The sel f-pay program works best with a
class of clients that has the nost
resources. Elimnating ASAP in the FY05
budget will cost the entire State down
the road. The Departnent does not have a
plan at this tine.

3300 | M. Jesse

Hi ghlighted the FYO5 budget.

e Medicaid — Federal control and
support concerns

* Budget is built on assunptions
regardi ng refinancing, litigation
around Medi caid, proshare viability,
tribal agenda, catchnent area
consol i dation, Al cohol Safety Action
Program ( ASAP) program sel f - pay,
restructuring of service waivers and
cost contai nnent .

e Continued infrastructure cuts and
reorgani zati on i npacts

3220 | M. Jesse

Spoke about the Medicaid outcone. The
State is becom ng nore dependent on the
Medi caid system The State is becon ng
nore and nore dependant on what the
federal governnent rules what you nust
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have for the program That involves
their rules and terns. The President has
recommended a 7% reduction to that

servi ce.

3011

M. Jesse

Commented on the | oose to the nental
health care. He reiterated that cost
shifting is a huge issue.

2936

M. Jesse

The Administration has raised its risk
tol erance | evel. The FYO5 budget is

| aunching with perhaps 100 different
conponents this year. He predicted that
sone of those projects are not going to
make it.

2828

M. Jesse

addressed the increased risk |evels:
 Refinancing
e Litigation around Medicaid
e Proshare viability
« Tribal agenda
» Catchnent area consolidation
 ASAP program sel f - pay
* Restructuring of service waivers
» Cost contai nnent

2725

M. Jesse

He enphasi zed that each itemraises the
ri sk tol erance.

2610

M. Jesse

The choice is to help the Adm nistration
make these correct choices so the risk
does not fall upon the beneficiaries.

2537

M. Jesse

He recomended that the Legislature
considering assisting the Adm nistration
wi th maki ng choi ces, assisting with the
establishment of a centralized billing
office. The risk of failure falls upon
the beneficiaries with a reduction of
servi ces.

2448

M. Jesse

Appl auded Representative Hawker and the
wor k that he has done with the Departnent
of Health & Social Services subcommittee.
He projected that they expect the program
will get worse before it gets better. He
was concerned with the projected FYO6 and
FYO7 budgets.

2403

Representative Joul e

Asked about the concerns with the rising
Medi cai d costs. He asked how that shoul d
be addressed at present tine.

2325

M. Jesse

The Adm nistration is attenpting to
address those concerns with itenms such as
the waivers and trying to make them nore
efficient and the tribal agenda. The
only way to becone | ess dependant upon
the federal governnent is for the State
to pay its own way. That is the basic
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fiscal gap issue.

2237

Representative Croft

Voi ced confusion with the tribal status
i ssue and relying upon it so heavily in
t he budget.

2216

M. Jesse

Did not believe so and admtted that he
was not an expert on those issues. Sone
entities are entitled to bill Medicaid at
100%

2145

Representative Croft

Commented that State funding would be
“w ped out”.

2134

M. Jesse

Responded that this is an issue of
choice. The Trustees have not taken a
stance on that concern. In many rural
comunities, there are not enough
agenci es from which to choose.

2056

Representati ve Croft

Commtted that if they do not get the
tribal funding, there is no general fund
back-fill.

2046

M. Jesse

Correct as they woul d have al ready taken
the projected savings in the budget.
There could be a possibility of

suppl enental fundi ng.

2031

Representati ve
Hawker

Voi ced his appreciation for the

pr of essionali smand focus of the Al aska
Mental Health Trust Authority providing
facts and problens and willingness to
“strike a bal ance”.

1942

Co-Chair Harris

Echoed sentinents made by Representative
Hawker. He addressed the fiscal revenue
shortage that the Legislature is
currently working under. He understood
that many of the beneficiaries cannot
hel p thensel ves. He acknow edged t hat
Represent ati ve Hawker works hard to
address these concerns on the Depart nent
of Health & Social Services subcommittee
and the Ways and Means Committ ee.

1834

ADJ OURNVENT

The neeting was adjourned at 2:55 P. M
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