M NUTES
SENATE FI NANCE COWM TTEE
February 24, 2004
9:03 AM

TAPES

SFC-04 # 19, Side A
SFC 04 # 19, Side B
SFC 04 # 20, Side A

CALL TO ORDER

Co- Chair Lyda Green convened the neeting at approxi mately 9:03
AM

PRESENT

Senat or Lyda Green, Co-Chair
Senator Gary W/ ken, Co-Chair
Senat or Con Bunde, Vice Chair
Senat or Fred Dyson

Senator Ben Stevens

Senat or Lyman Hof f man

Al so Attending: KATHRYN DAUGHHETEE, Director, Division of
Adm ni strative Services, Departnent of Law, BOB BARTHOLOVEW
Chief Operating Oficer, Al aska Permanent Fund Corporation,
Departnent of Revenue; SUSAN TAYLOR, Director, Division of
Adm ni strative Services, Department of Revenue; JANET CLARKE,
Director, Division of Adm nistrative Services, Departnent of
Health and Soci al Servi ces; JOHN  MACKI NNON, Deput y
Comm ssi oner of H ghways and Public Facilities, Departnent of
Transportation and Public Facilities; NANCY SLAG.E, Director,
Di vi si on of Adm ni strative Servi ces, Depart nent of
Transportation and Public Facilities; TOM LAWSON, Director,
D vision of Adm nistrative Services, Departnment of Conmunity
and Econom c Devel opnment; JERRY BURNETT, Director, D vision of
Adm ni strative Services, Departnment of Corrections; KAREN
REHFELD, Deputy Conmm ssioner, Departnent of Education and
Early Devel opnent; EDDI E JEANS, Manager, School Finance and
Facilities Section, Education Support Services, Departnent of
Education and Early Developnent; JOHN CRAMER, Director,
Division of Adm nistrative Services, Departnent of Mlitary
and Veterans' Affairs;

Attending via Tel econference: From Anchorage: CRAI G Tl LERY,
Chi ef Assi st ant Attorney  General, Statewi de  Section
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Supervi sor, Environnmental Section, Gvil D vision, Departnent
of Law, MARK JOHNSON, Comm ssioner and Chair, Regulatory
Comm ssi on of Al aska, Departnent of Revenue

SUMVARY | NFORMVATI ON

SB 313- FI RST SUPPLEMENTAL APPROPRI ATI ON
SB 314- SECOND SUPPLEMENTAL APPRCOPRI ATI ON

The Commttee heard presentations on the funding requests from
the Departnent of Law, the Departnment of Revenue, the
Department of Health and Social Services, the Departnent of
Transportation and Public Facilities, the Departnent of
Community and Econom c Devel opnent, the Departnent of
Corrections, the Depart nent of Education and Early
Devel opnent, and the Departnent of MIlitary and Veterans
Affairs. The bill was held in Committee.

#SB313
#SB314

SENATE BI LL NO. 313

"An Act making supplenental and other appropriations;
anmendi ng appropriations; naking an appropriation to
capitalize a fund; and providing for an effective date."

SENATE BILL NO. 314

"An Act making supplenental and other appropriations;
anmendi ng and repeal i ng appropri ations; maki ng
appropriations to capitalize funds; and providing for an
effective date.”

This was the second hearing for this bill in the Senate
Fi nance Conmittee.

The Conm ttee continued hearing presentations from departnents
on the budget requests of both bills. The Commttee referenced
a spreadsheet prepared by the Ofice of Managenent and Budget
dated February 23, 2004, outlining each request [copy on
file].

Departnent of Law

SB 313

Section: 2

Budget Request Unit (BRU): Environnmental Law

Suppl enent al Need: Exxon Valdez G| Spill on-going costs
for experts and outside counsel to analyze continuing
injury and devel op restoration options; June 30, 2005
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| apse date.
$100, 000 EVOS Restoration fund

KATHRYN DAUGHHETEE, Director, Division of Admnistrative
Services, Departnment of Law, testified that Assistant Attorney
General Craig Tilery would be best able to outline this
request.

CRAIG TILERY, Chief Assistant Attorney General, Statew de
Section Supervisor, Environnental Section, Cvil Division,
Departnent of Law, testified via tel econference from Anchorage
as foll ows.

Section 2 of the fast track suppl enmental appropriation
contains an item for the sum of $100,000 to be
appropriated from earnings on the nobneys received as
restitution from Exxon in connection with their crimna

pl ea agreenment in the Exxon Valdez oil spill. The noney
is to be used to fund analysis of a continuing injury
fromthe oil spill and to develop options for restoration
of such injury. Many of the natural resources injured by
the Exxon Valdez oil spill have recovered or are well

along in the process of recovery. One area of particular
concern stens fromtheir discovery in 2001 that there is
significantly nore oil remaining in a toxic state in the
environment than was expected. Prelimnary studies
indicate that this lingering oil is bio-available to
species that feed in the inter-tidal and near shore
environnents. Prelimnary studies also indicate that
certain species with access to this oil, in particular
har| equi n ducks and sea otters, continue to ingest the
oil and may be adversely affected by it. In addition
there are other species such as herring where injury
persists, but the connection to the oil spill remains
cl ouded. This appropriation is intended to allow the
State to retain independent outside experts to review
these studies and, if warranted, to develop a strategy to
deal with any probl ens.

Co-Chair Geen asked if this request nmust be a FY 04
suppl ement al appropri ation.

M. Tillery affirmed and expl ai ned the funds nust be secured
this year to enable field studies to begin at the start of the
sumer season

SB 314

Section: 9

BRU. G vil Division, Deputy Attorney General
Suppl enent al Need: Judgnents and C ai ns
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as of February 5, 2004 $2, 825, 490. 66
$ 2,825,500

Ms. Daughhetee stated that this reflects an annual request by
the Departnent of Law to conpensate for judgnents and cl ai ns,
whi ch are anmounts arising fromlegal issues that the State is
obligated to pay.

Co-Chair Green asked for an overview of those judgnents and
clains in excess of $200, 000.

| tem #2

Dillion & Fincley

Markey v. State

Settl enent - house destroyed follow ng coll apse of
r oadway

Dat e: 10/20/ 2003

Amount : $1, 138,844.73

Interest: $29,719.17

Total : $1, 168, 563. 90

Ms. Daughhet ee expl ai ned that the |argest judgnent and claim
is the Markey v. State case involving the collapse of a
roadway enbanknment, which resulted in the "total destruction”
of the Markey hone. This case went to trial as an "inverse
condemati on". The jury determined that the State's
rehabilitation projects along Juneau's Fritz Cove Road had
| ead to an over-conpaction of the enbanknent. The negoti at ed
settlement is $175, 400 bel ow t he overal |l amount awarded by the
court. This judgnment and claimis listed on the spreadsheet
provided by the Departnment of Law titled, "2004 Judgnents &
Clainms - General Funds" [copy on file].

| tem #10
James P. Jacobsen itf Bennett Wite
Bennet t Wiite V. St at e, Depar t ment of

Transportation and Public Facilities
Maritime personal injury case

Date: 6/19/2003

Amount @ $324, 000

Interest: $12,549. 45

Total : $336, 549. 45

Ms. Daughhetee informed that M. Wite was an "abl e-bodied
seaman” enpl oyed by the Al aska Marine H ghway System Wile
directing traffic on the MV Aurora ferry he seriously injured
his |l eft knee. After a series of operations, a nedical doctor
determ ned that M. Bennett could not continue to work aboard
ships. M. Bennett subsequently sued the State under the
federal Jones Act claimng that the State was negligent in
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failing to paint the traffic |anes, and did not provide safe
wor ki ng conditions. An econom c expert determ ned that M.
Bennett's future earnings based on his age at the tine of the
injury would total approximtely $600,000. The negotiated
settlenent is $360,000. A portion of the settlenent has
al ready been paid; the renmaining portion is $324, 000.

Ms. Daughhetee noted that the |egislature passed a worker's
conpensation | aw effective July 1, 2003, which should hinder
cases like M. Bennett's fromoccurring in the future.

ltem #11

Jermai n, Dunnagan & Owens

ASEA v. State

Danmages awarded in health insurance cost shifting
Date: 11/28/2003

Amount : $1, 005, 720

I nterest: $22,215. 39

Total : $1, 027, 935. 39

Ms. Daughhetee explained that the Association attenpted to
i npl enent a cost shifting nechanismwithin its health benefits
trust that would allow enployees wth doubl e-coverage the
option of noving the cost of premuns for their independents
to Select Benefits health coverage. The State argued that
statutes prohibited the union from this cost shifting;
however, the court determned that the State coul d not hinder
the union from inplenenting the nmechanism The court also
found that the State was liable for 20% of costs the ASEA
could have saved if allowed to inplenent the cost shifting
mechanism The State is required to award the ASEA $1, 005, 720
mllion.

The State eventually authored regul ations that reduced State
enpl oyee coverage to 30% for anyone participating in cost
shifting. These regul ati ons have prevented nmuch cost shifting.

Senat or Hof f man asked the ampbunt of the judgnent that pertains
to attorney fees.

Ms. Daughhetee answered that this award is the anount the ASEA
woul d have saved if allowed to inplenment the cost shifting
mechani sm She added that she was unsure if attorney fees were
i ncluded in the award anount.

Ms. Daughhtee nentioned a judgnent and claimresulting froma
personal injury case involving a pedestrian on a State-owned
bi cycl e path who stepped on sone unsecured netal, fell and
broke his leg. The settlenent for the negligence claimwas
$117, 500.

SFC- 04 (* PACE +5¢) 02/ 24/ 04



Ms. Daughhet ee added that the Departnent of Law is requesting
an extended |apse date for certain FY 03 |legal cases,
i ncl udi ng the Pl anned Parent hood case, because the tim ng of
the legal events related to those cases would conti nue beyond
FY 04.

Senat or Dyson asked for a summary of the Pl anned Parenthood
case.

Ms. Daughhetee responded that the Planned Parenthood case
arose out of legislation that requires a mnor female to have
the consent of a parent of guardian before seeking an
abortion.

SB 314

Section: 10

BRU. Civil Dvision and Crimnal Division

Suppl enent al Need: Technical change to sec. 60, ch. 82,
SLA 03 which appropriated $175,000 to Departnent of Law,

G vil Division for outside counsel costs. The
appropriation should have been to the Crimnal D vision
$0

Ms. Daughhetee stated this itemis a technical correction,
which would ratify an appropriation to the Civil Division of
t he Departnent of Law. The Departnent has since realized that
t he appropriation should be directed to the Crimnal D vision.
This ratification wuld enable a transfer of the funds.

Co-Chair Geen asked if Section 10 and the extended | apse date
requests relate to the sanme court cases.

Ms. Daughhetee replied that the technical change in Section 10
relates to one of two cases that would be affected by the
extended | apse date.

Depart nent of Revenue

SB 313

Section: 8(a)

BRU. Al aska Permanent Fund Corp.

Suppl enent al Need: Increased costs to advocate for POW
$300, 000 Perm Fund Recei pts

BOB BARTHOLOVEW Chief Operating Oficer, Al aska Permanent
Fund Corporation, Departnent of Revenue, testified that when
drafting the FY 04 operating budget the Al aska Permanent Fund
Corporation had not realized that educational advertising
woul d be needed in FY 04. This advertising would educate the
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public about the Al aska Pernmanent Fund Corporation's Board of
Trustee's Percentage of Market Value (POW) proposal. During
the last Board of Trustee's neeting the Trustees determ ned
that the educational advertising mnust occur as soon as
possi bl e due to | ack of public understanding.

SB 313

Section: 8(b)

BRU:. Al aska Per manent Fund Corp.

Suppl enent al Need: Authorization that APFC may advocate
for POW

$0

M. Barthol omew recommended a technical correction in the
| anguage of the bill to clarify that the Board of Trustees
does not interact directly with the |egislature, rather that
the operating officer interacts with the legislature on the
Board' s behal f.

M. Barthol omew expressed that this request is nore inportant
than the preceding request for funding to use for POW
educati on purposes. This | anguage woul d denonstrate that the
| egi sl ature supports a POW nethod of managing the Al aska
Per manent Fund, and al so woul d authorize the Al aska Permanent
Fund Corporation to canpaign in support of adopting a POW
method for the Fund. Current statutes would subject the
Corporation to Al aska Public Ofices Conmm ssion (APOC) rul es
if a resolution were passed to place a Constitutional
amendnent initiative on the ballot. He asserted that the
Corporation would be "severely restrained" in the efforts it
coul d undertake in | obbying for passage of the ballot neasure,
as the Corporation is not currently authorized to influence
actions.

M. Bartholonmew qualified that APOC rules would allow
representatives of the Corporation to speak on the subject of
POW if invited, but would not allow representatives to speak
at neetings if not previously requested to participate. He
commented on the "gray area between education and advocacy"
and he asserted both woul d be necessary.

Senat or Hof fman conmented that this request raises concerns
and that a decision on the matter would be premature as a
resolution to anend the Constitution has not yet been adopt ed.
He questioned the need for FY 04 supplenental funding and
i nstead recommended t he funding be addressed in a fiscal note
acconpanying the resolution itself.

M. Barthol omew responded that the Board deliberated on the
i ssue during nmeetings held in Decenber 2003 and January 2004
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and established intent to begin education efforts in February
2004. He told of a proposal to contract with a nedia firmto
assi st the Al aska Permanent Fund Corporation with educating
the public. The education efforts would denonstrate how
managenment of the Fund currently operates and how it would
operate under a POW nethod, therefore education would be
useful even if the POW resol ution were not passed. The Board
has considered the potential reactions of the public in
response to the use of public funds to support the education
efforts.

Senat or Dyson shared concerns about using public noney to
advocate for sonething that "governnent wants". He asked for
exanpl es of other instances when the governnent has used
government funds to "sell a position that governnment wants
voters to approve."

M. Barthol omew di d not have exanpl es of other instances. Sone
governnment agencies utilize State funds to pronote Al askan
products, such as the Al aska Seafood Marketing Institute's
pronotion of Alaskan seafood, but selling a product is
different fromselling a public policy position. Both State
and | ocal governnments have used |limted anounts of governnent
funds to educate the public about bond proposals, but the
education nethods were not as extensive as those proposed in
this request.

Co-Chair WI ken al so shared concerns about the timng of this
request. He had understood that $1.4 million or $1.8 nmillion
woul d be expended on the canpaign to anend the Constitution.
He asked if this $300,000 request represents a supplenment to
the larger sum or a change in plans.

M. Bartholomew replied that this FY 04 suppl enental budget
request and the request for funds to be appropriated in the FY
05 budget totals $1.4 million. The total projected FY 04
expendi tures woul d be $500, 000: $300, 000 from this request,
and $200, 000 from funds appropriated in the FY 04 operating
budget. The total projected FY 05 expenditures would be
$900, 000. These amounts reflect the maxi mum anount proposed
for the education efforts.

M. Barthol omew pointed out that if a resolution to anend the
Constitution were not adopted by the legislature, only those
funds appropriated in the FY 04 operating budget and
suppl ement al budget woul d be expended.

Senat or Bunde di sagreed with Senator Hoffman's coments and

asserted that the funds would be well spent. Many people are
not famliar with the operation of the Permanent Fund and the
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public shoul d have an opportunity to |earn about it. However,
he agreed that the timng of this request is wong. These
efforts shoul d have been undertaken nonths ago, rather than at
a time when a proposed change is placed on the ballot.

M. Bartholonew stated that regardless of whether the
| egi sl ature appropriates this funding, authority to speak on
the nmerits of POW is still necessary. He predicted that POW
educat i on efforts coul d be undert aken "relatively
i nexpensi vel y", as has occurred in the past; however, without
t he necessary authority the Permanent Fund cannot sponsor any
publ i c di scussion on the POW pl an.

Co-Chair Geen clarified that wthout this authority
representatives of the Corporation could not include POW as a
topi ¢ of conversation.

M. Barthol omew affirmed that in consultation with APOC and
the Ofice of the Attorney General, it was determned that the
Corporation would be limted in its activities and could not
gi ve advice on the ballot neasure.

AT EASE 9: 33 AM/ 9: 34 AM

SB 314

Section: 14(a)

BRU: Muni ci pal Bond Bank

Suppl enental Need: |Increased nanagenent fees due to
i ncreased activity

$150, 000 Muni Bond Bank Recei pts

SUSAN TAYLOR, Director, Division of Adm nistrative Services,
Depart ment of Revenue, testified that existing authorization
allows four to five debt issuances annually. However, | ast
year funds were requested to allow for seven issuances. The
base aut horization for these issuances has not been adjusted
because they are difficult to predict. The Departnent is
estimating eight to nine issuances in FY 04. The primary costs
of the bond bank are a percentage of the dollars issued. The
Departnment is requesting a simlar anendnent for the FY 05
operating budget to elimnate the need for a suppl enental
budget anmendnent in FY 05.

Co-Chair G een asked if the increase in issuances reflects an
overall increase in activity.

Ms. Taylor responded that interest rates are factors that
af fect the nunber of issuances, and in addition the Departnent
shoul d have increased its FY 04 base budget.
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SB 314

Section: 14(b)

BRU. Al aska Permanent Fund Cor porati on

Suppl enent al Need: Language «clarifying that t he
appropriation made in sec. 67(2), ch. 82, SLA 2003 was
for inflation proofing

$0

M. Barthol onew stated this request is for clarification and
affirmation of legislative intent. Wien the FY 04 capita
budget was passed, it included a provision, which swept
approximately $354 mllion fromthe Permanent Fund's earnings
reserve account into the principal of the Permanent Fund.
Senator Therriault later specified that the fund transfer be
intended to be a prepaynent of the inflation proofing of the
Fund for FY 04. The Permanent Fund di stinguishes inflation
proofing appropriations and special appropriations. This
request woul d specify the intent of the appropriation.

SB 314

Section: 14(c)

BRU. Al aska Permanent Fund Corp.

Suppl enrent al Need: Bal ance needed to inflation proof the
fund in FY 04

$177, 000, 000 Permanent Fund Earni ngs Reserve

M. Barthol onew i nforned that the appropriation necessary to
inflation proof the Fund for FY 04 was repeal ed at the time of
the transfer. This request would reinstate the inflation
proofing appropriation when the inflation proofing anmount is
determ ned after June 30, 2004. At that tine the $354 mllion
appropriation by the |egislature would be subtracted fromthe
inflation proofing anount to determne if an additional
appropriation is necessary. The current estimate for an
addi tional appropriation is $170 mllion.

Senator Hoffman asked if this anmount is nore than the
anticipated FY 04 inflation-proofing anount estimted | ast
year.

M. Barthol omew answered this anount is close to the anount
predicted in 2003. He added that the legislature retained a
$100 mllion balance in the earnings reserve account, and
swept all other remaining funds into the principal of the
Per manent Fund for inflation proofing.

Senator Hoffman understood, but asked why the initial

appropriation was inadequate to inflation proof and this
addi tional appropriation is needed.
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M. Barthol omew responded that the estimate has not changed,
but that the anmount of funds available in the earnings reserve
account was inadequate to fully inflation proof the fund when
the initial appropriation was nade. Wen the |egislature
decided to pre-inflation proof the Permanent Fund, it was
informed that the balance in the earnings reserve account
would only allow for a partial pre-inflation proofing, and
that additional funds would be required. Historically,
inflation proofing does not occur until June 30th of each
year.

Senat or Hof fman asked if this appropriation is at the request
of the Permanent Fund's Board of Trustees.

M. Bartholomew affirmed, and reported that the Board has
historically requested that the legislature "follow the
exi sting statutes" and inflation proof the Permanent Fund.

Senator B. Stevens recalled that the anobunt necessary to
i nflation proof the Permanent Fund has al ways been cal cul at ed
on June 30th. Therefore, the amount necessary for FY 04 would
not be determ ned until the upcom ng summer.

M. Barthol omew confirned and poi nted out that the Permanent
Fund Corporation supplies inflation proofing anount estimates
to the legislature. These estimtes change because the
Corporation receives deposits fromoil devel opnent royalties
nont hl y.

Senat or B. Stevens noted the proposed FY 05 operating budget
contains an appropriation to inflation proof the Fund for FY
05.

M. Bartholonew again affirmed and explained that the
| egi sl ature would authorize the appropriation, although the
funds would not be allocated until FY 06 when the necessary
inflation proofing anount is finalized.

Senator B. Stevens suggested the practice could be changed
with the anount necessary for the current fiscal year
appropriated in the budget legislation for the follow ng
fiscal year

M. Barthol omew agreed this was a possibility if tw effective
dates were established.

Departnent of Health and Social Services

SB 313
Section: 5(a)
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BRU. Capital

Suppl enental Need: Add the capital project for the State
veterans' honme conversion in Palnmer to speed up the
desi gn work and take advantage of the summer construction
season. A corresponding FY 05 capital anmendnent will al so
be submitted to delete the project fromthe FY 05 budget
$2, 275,000 federal funds

$ 459,200 general funds

$ 765,800 Al aska Student Loan Corporation (ASLC)
di vi dend

$3, 500, 000 Total Funds

JANET CLARKE, Director, Division of Adm nistrative Services,
Department of Health and Social Services noted this
suppl enent al request would transfer a capital budget
appropriation into the fast track supplenental. This
appropriation would appropriate $3.5 mllion total funds to
bring the Palner Pioneers' Hone into conpliance with the
federal Veterans' Admi nistration. Governor Mirkowski is
requesting this appropriation change because it would all ow
the State to have an operational State Veterans' Hone five
nonths earlier than a capital budget appropriation would
allow. A 65-percent match from the federal Veterans'
Adm nistration is included in this appropriation request.
Specifically, this appropriation would be used to upgrade the
heati ng system electrical systens, make seismc safety and
energy conservation inprovenents, neet Anmericans wth
Disabilities Act (ADA) accessibility requirements, and fire
codes, nechani cal codes, and other appropriate codes of the
Pal mer Pi oneers' Hone.

Co-Chair Geen clarified that the facility would be divided
bet ween veterans' hone residents and pi oneers' hone residents.
She nentioned the benefits this facility-sharing system woul d
provi de the Pal ner Pioneers' Hone, and suggested that this
system woul d be appropriate for other pioneers' hones as well.

Co-Chair WI ken noted the ASLC dividend fund source and asked
if the dividends would be derived from bond proceeds or from
traditional dividends earned from ASLC activities.

Ms. Carke replied that the Departnment had originally
requested general funds for the required match but the Ofice
of Managenent and Budget nmade the determnation to utilize
ASLC di vi dend funds.

SB 313

Section: 5(b)

BRU. Al aska Seni or Assistance Program

Suppl enent al Need: Reduce excess federal fiscal relief
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f unds
(%$3,334,000) Federal Unrestricted Receipts

SB 313

Section: 5(c)

BRU. Senior Care

Suppl enent al Need: Use excess federal fiscal relief funds
for FY 04 costs for Senior Care program

$3, 334,000 Federal Unrestricted Receipts

Ms. Carke explained this allocation would allow the
Departnent to utilize federal funds appropriated to the A aska
Seni or Assistance Programfor the Senior Care program Section
5(b) reduces the federal funds, and section 5(c) appropriates
those funds to the Senior Care program

SB 313

Section: 5(d)

BRU. Senior Care

Suppl enental Need: FY 04 costs for Senior Care program
$154, 000 general funds

SB 313

Section: 5(e)(1)

BRU. Al aska Longevity Prograns Mnt

Suppl enental Need: FY 04 costs for Senior Care program
$46, 000 general funds

SB 313

Section: 5(e)(2)

BRU. Heal th Purchasing G oup

Suppl enental Need: FY 04 costs for Senior Care program
$85, 000 general funds

SB 313

Section: 5(e)(3)

BRU: Public Assistance Adm nistration

Suppl enental Need: FY 04 costs for Senior Care program
$25, 000 general funds

SB 313

Section: 5(e)(4)

BRU: Public Assistance Data Processing

Suppl enental Need: FY 04 costs for Senior Care program
$6, 800 general funds

Ms. C arke explained that these sections would appropriate
general funds to allow the Senior Care program to begin on
April 1, 2004. The Senior Care programis nore expensive than
t he Al aska Seni or Assistance Program because of the benefits
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it offers. The Departnent needs the funds requested in Section
5(d) for the additional programcosts. Sections (e)l, 2, 3 and
4 would also appropriate funds to cover program operating
costs. These appropriations would enable the Departnent to
begin the Senior Care programon April 1, 2004.

SB 314

Section: 8(a)

BRU: Pi oneer Hones

Suppl enmental Need: Transfer wthin H&S to cover
projected funding shortfalls as part of net-zero general
fund suppl enental .

$711, 900 general funds

SB 314

Section: 8(a)

BRU: Pi oneer Hones

Suppl enental Need: Excess authority from discontinued
Longevity Bonus paynents relating to failed SB 117.
($775,000) Receipt Supported Services

SB 314

Section: 8(b)

BRU:. Al cohol Safety Action Program

Suppl enent al Need: Operating expense belt tightening to
achi eve net-zero general fund suppl enental

(%42, 100) general funds

Ms. O arke commented on the Departnents' approach to the FY 04
suppl emental . She continued to testify as foll ows.

Section 8 basically provides to the legislature a net-
zero del ete add supplenental related to increasing costs
for Medicaid, for the catastrophic assistance and ill ness
assi stance program and for a shortfall we have in
revenue for the pioneers' homes. Overall, Madane Chair,
our shortfall is alnmost $29 million of general funds, and
we are comng to the legislature with a net-zero
[request], which finances that entire $29 nillion
internally.

The other inportant parts of our program and our plan
here is that this $29 million also includes what we are
calling "the gap” in our fair share receipts. W have a
ratification that we will talk about later, in FY 02. Qur
budget ed anount for fair share is about $55 mllion. W
receive revenue, its varied anywhere from $33 to $37
mllion so there is a gap in our revenue, in our receipt
that we are earning fromfair share. This also takes care
of that problemfor FY 04, which is why the nunber is so
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hi gh.

The ot her inportant part of our proposal is that we went

to the Legislative Budget and Audit Commttee this sumer
with an one-tinme increase in pro-share receipts that we
bel i eved we coul d earn because of the federal fiscal year
and the State fiscal year, and in that quarter where we
have the first State [federal] quarter and the final

State fiscal year quarter, we were able to do a one-tine
increase in pro-share receipts, and the Legislative
Budget and Audit Commttee asked us to conme back to them
with a full accounting of that pro-share. W are using,

inthis plan, the $14 million that we had identified of

t hose pro-share receipts in our net-zero supplenental. So
| want to make sure that the Comm ttee understands that

as wel | .

In general, Madane Chairman, in addition to the pro-share
paynents, we were also able to continue to look to
enhancenents in federal revenue, and we are continuing to
| ook at other efficiencies in our operations to conme up
with the bal ance of the $15 million of general funds to
make this a net-zero suppl enent al

In your back up, you have a neno that the Comm ssioner
sent to all divisions outlining a belt tightening process
to allow us to generate the general fund savings that you
see in the net-zero supplenental. W are taking a hard
| ook at filling vacancies except if they are essential or
have to do with a life-health safety of clients.

SFC 04 # 19, Side B 09:52 AM

Ms. Clarke continued to testify as foll ows.

W are also taking a tough | ook at any contracts we are
going to renew. W also did an extensive review of all of
our grants, and there were several grantees that had not
spent funds in the first half of the fiscal year, and we
were able to reduce those as well.

Ms. Clarke stated that the regular supplenental requests
refl ect general cutbacks.

Co-Chair W1l ken asked for the source of the funds in Section

8(i ).
SB 314
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Section: 8(i)

BRU. Senior/Disabilities Medicaid Services

Suppl enental Need: Increased federal receipts for
Medi cai d

$ 24,098,600 federal funds

Ms. Clarke replied that the funds reflect a federal increase
in Medicaid funding. Al of the federal funds reflected in
Section 8 represent increased Medicaid funding.

Co-Chair WIlken asked if the Departnent was aware of these
federal increases |ast year.

Ms. Clarke replied that the Departnent anticipated Medicaid
cost contai nnent neasures but were unable to inplenment all of
t hem because many require regul ati on changes. She reported an
"incredible" growh in clains for Personal Care Attendant
program services for senior and disabled clients, which was
not expected. The cost of these services increased from $13
mllion to an anticipated $56 nillion for FY 06 if no cost
cont ai nment neasures are inplenented. This program has "gotten
out of control". She offered to further detail the situation
to the budget subcommittee.

Co-Chair Geen clarified the annual increase from$13 mllion
to $56 mllion.

Co-Chair WIlken referred to a packet provided by the
Departnent of Health and Social Services titled "DHSS FY2004
Del et e/ Add  Suppl enent al Request” [copy on file], and
specifically a chart on page 15. He used this chart to point
out that in 1998 the State spent $5.3 mllion on the Persona
Care Attendant program within the D vision of Senior and
Disability Services, and in 2004 the State is expecting to
spend $53.1 nmillion on this program

Ms. darke informed that this program changed in FY 02 through
regul ati ons adopt ed by t he previ ous guber nat ori al
adm ni stration. The Departnent needs to restrict staff working
hours, and nake other changes to this programto slow program
cost increases.

Co-Chair Geen asked whether these changes would require
| egi slation to enact.

Ms. Clarke replied the changes could be made through the
regul ati on process.

SB 314
Section: 8(j)
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BRU: Nursing

Suppl enent al Need: Operating expense belt tightening to
achi eve net-zero general fund suppl enental

(9188, 600)

Senat or Hoffrman asked whether the State health services
savi ngs being inplenented in FY 04, specifically the cuts in
nursing positions, are one time savings, or if they will be
ongoi ng belt tighteni ng neasures.

Ms. O arke responded that the belt tightening neasures are a
one tine savings; however, she did not expect that public
heal th nurses would agree that their positions will be "back
to normal” in FY 05. The Departnment has offered a proposal to
restructure public health nursing in the FY 05 budget.

Senat or Hof f man voi ced concern about the nursing cut backs and
expressed interest in hearing other measures under
consideration for restructuring public health nursing.

Senat or Bunde cited denographi c predictions by the Departnent
of Labor and W rkforce Developnent indicating that the
majority of Al aska's popul ati on woul d be over the age of 65 or
under the age of five in the "relatively near future". He
asked how the growth of these prograns equates to the changi ng
denogr aphi cs, and how problematic is the issue.

Ms. Clarke attributed sonme of the programis growh to
denographics, as the fastest growing segnents of the
popul ati on are seniors and di sabl ed peopl e. She renarked t hat
t hese services have becone a "niche" in the market.

Senator Dyson infornmed that several states are saving
significant Senior Care funds by allow ng seniors to direct
how their care is supplied, partially by allowing famlies to
subsi di ze care. He asked if the Departnent has been all ow ng
simlar senior involvenent, and whether |egislation is needed
to allow that |evel of involvenent.

Ms. O arke responded that the Departnent would need to review
the issue to determne if legislation is needed. She added
that the Personal Care Attendant programis consumner driven.
The Departnent supports the program but paraneters need to be
established to hinder abuse of the program

Senat or Dyson commented on the consumer driven prograns he has
heard about and observed, and expressed satisfaction in
| earning that certain prograns within the Departnent inplenent
consuner managenent.
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Senator B. Stevens asked for clarification on the chart on
page 15 of the DHSS packet. He asked for a docunent that woul d
show the fund sources and their specific contribution to the
Di vision of Senior and Disability Services.

Ms. Cl arke responded that a docunent coul d be produced.

Senat or Dyson asked for an explanation of the waivers listed
on the chart on page 15 of the DHSS packet.

Ms. Cl arke answered that the "AD Waiver" is the Adults with
Physical Disability Waiver, the "CCMC Waiver"” is the Children
wi th Conpl ex Medical Conditions Waiver, the "MRDD Waiver" is
the Mental Retardation or Devel opnental Disabilities Waiver,
and the "OA Waiver" is the O der Al askans' Wi ver.

Co-Chair Geen asked for a nore detailed explanation of
Section 8(a).

Ms. Clark explained that the Departnent has inplenmented this
net-zero budget plan by making internal fund transfers. The
revenue generated from pioneers' honmes' resident fees have
dr opped severely. The Departnent has been able to internally
real l ocate $173,100, but the overall shortfall is $885, 000.
The request for $711,900 from the general fund represents a
transfer of funds appropriated to other areas of the
Departnment, to the pioneers' hones to conpletely fund the
shortfall. She commented that it would be useful to further
di scuss the declining enrollnments of sone of the pioneers’
hones in the Senate Health and Social Services Finance
Subcomm ttee. The pioneers' honmes do not typically experience
the decline in revenue that is evident this year, and this
concerns the Departnent.

Co-Chair Geen nentioned that senior citizens have nore
assisted living facility options than they have had in the
past. These increased options nmay affect the demand for
pi oneers' honmes. She supported further discussion on this
i ssue.

Co-Chair Geen asked if the pioneers' hones revenue shortfalls
were a result of increased operating costs.

Ms. Clarke replied that the shortfalls were a result of |ow
enrol | ment.

Co- Chair Green enphasized that this shortfall is significant
and unanti ci pat ed.

SB 314
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Section: 8(d)

BRU. Front Line Social Wrkers

Suppl enent al Need: Operating expense belt tightening of
96.3 to achieve net-zero general fund supplenental and
antici pated additional Social Services Block Gant funds
of 150.0

(%246, 300) general funds

Co-Chair Green asked if the Departnent has sufficient federal
receipt authority to allow for the additional $150,000 in
Soci al Services Bl ock G ants.

Ms. Clarke replied that the Departnent has sufficient revenue.

Co-Chair Geen referenced Section 8(d) affecting the
Subsi di zed Adoptions and Guardi anshi p program and stated that
this conponent request is historically a "huge issue". She
asked what contributed to the amount of this request such as
better planning, |ess programgrowh, or nore funding in FY
03.

Ms. O arke responded that all of those reasons contributed. In
the past, the Subsidized Adoptions and CGuardi anship program
has had | arge cost increases. The cost increase in FY 03 was
approxi mately ni ne-percent, but the forecasted growth had been
12-percent. The programis |leveling off.

Co-Chair Green requested a spreadsheet that detailed all of
the Departnent's internal fund transfers.

Ms. O arke stated that she woul d provide the spreadsheet.

SB 314

Section: 8(Q)

BRU: Kenai Peninsula Youth Facility

Suppl enent al Need: 200.0 savings from delay in opening
the facility plus 112.4 in operating expense belt
tightening to achi eve net-zero general fund suppl enenta
($312,500) general funds

Senator Hoffman asked if the $200,000 savings reflected a
contract that was not issued to the Kenai Peninsula Youth
Facility.

Ms. Clarke replied that the | egislature provided the funding
to enable the Kenai Peninsula Youth Facility to begin
operations on July 1, 2004. However, there were delays in the
facility's opening, which nmade sonme of the contract funds
avai l abl e for reappropriation.
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Senator Hof fman asked specifically what the contracts were
for.

Ms. Clarke replied that she would get Senator Hoffrman the
requested i nformation.

SB 314

Department: M scel |l aneous C ai ns

Section: NEW

BRU. Heal th and Soci al Services

Suppl enental Need: Feb.23 And: m scell aneous clai m of
$1, 959. 94

$2, 000 general funds

Ms. O arke explained that this appropriation addresses three
vendor clains relating to the State nedical exam ner. The
Comm ttee should be receiving back up information regarding
this request.

Co- Chair Green asked about the Departnment's ratifications.

Ms. Carke stated that Section 18(a)(3) was a ratification
fromFY 02 relating to the Medicaid programand the statutory
desi gnated programrecei pts fromthe Fair Share program This
request reflects the shortfall between the anount the
Department budgeted for Medicaid, and the amount the
Department was able to earn. The Departnent typically
approaches the legislature two years after a fiscal year has
closed so that Legislative Budget and Audit Commttee can
review the federal adjustnents, and verify their accuracy. In
FY 02, the legislature inplenmented the fair share program The

Department had anticipated receiving $55 million in receipts
fromthe tribal hospitals in paynent back to the State. Only
$33 million was received. The Departnment is certain that no

additional receipts will be received. She added that the Fair
Share programis shortfalls have been included in the FY 04
suppl enental request, so the Departnent would not be
requesting a ratification of this magnitude for FY 04.

Co-Chair Geen confirmed that the legislature should not
anticipate a future ratification of this anount.

Ms. O arke responded that approximately eight mllion dollars
has been proposed in the Departnent's FY 05 budget to close
the Fair Share prograns shortfalls. She commented that this is
anot her issue that deserves further discussion in the Senate
Heal t h and Soci al Services Fi nance Subcomm ttee.

Senator Hoffrman referred to testinony given |ast year that
suggested that the State woul d be obligated to fund this $54
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mllion of anticipated tribal hospital receipts. He asked how
this ratification anount woul d be reconcil ed.

Ms. Cdarke responded that the Departnent had budgeted
approximately $55 mllion for the Fair Share program The
earnings were $33 mllion. This ratification is the gap
bet ween the estimated earnings and the actual earnings.

Ms. C arke continued that the Departnent has a claimto the
funds that were not granted through the Fair Share program
The Departnent has established a |legal case in an attenpt to
garner the funds; the case is currently bei ng appeal ed.

Senat or Hof fman asked what efforts were being expended to

ensure the paynent of the shortfall, and the tineline of those
efforts. He also asked the likelihood of collecting the
shortfall.

Ms. C arke responded that the Departnent has nade nunerous
efforts to cone to a resolution; however the federal Appea
Board has no restrictions on how long it considers an appeal

Senator Hoffman restated his earlier question and asked if the
Department's efforts are reflected in the budget.

Ms. Clarke responded that the Departnment has nade many
internal efforts to produce a favorable resol ution. Departnent
staff has provided information to the necessary federal
agenci es. She added that the Departnent could provide the
Commttee information pertaining to these efforts. The
Departnent is confident in a favorable resol ution.

Senat or Hof frman asserted that this Departnent of Health and
Soci al Services supplenental budget request is the nost
significant request, and the information provided is
insufficient.

Co-Chair Geen commented that this supplenental request has
"sonme very, very interesting history". She had asked the
previ ous gubernatorial adm nistration to address this
ratification by cutting the budget, but action was not taken
until Governor Mirkowski canme into office.

Department of Transportation and Public Facilities

SB 313

Section: 9(a)

BRU. Anchorage Airport Adm nistration

Suppl enent al Need: Tenant I mpr ovenent i nspection
oversight. DOT wll contract out nmanagenent of the
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extensive tenant building activity for the few nonths
prior to opening the termnal. Internal staff cannot
handle this |level of one-time activity. Cost will not
af fect FY 05 budget.

$200, 000 I nternational Airports Revenue Fund

JOHN MACKI NNON, Deputy Conm ssioner of H ghways and Public
Facilities, Depart ment of Transportation and Public
Facilities, overviewed this request.

Co-Chair Geen clarified that existing staff would be unabl e
to handl e the significant increased activities.

SB 313

Section: 9(b)

BRU. Anchorage Airport Facilities

Suppl enental Need: Concourse C operations costs of
pl anni ng and i nplenentation of the consultant contract
(to be hired in March) and the first nonth (June) of
oper ations and mai nt enance.

$1, 500,000 International Airport Revenue Fund

M. MacKinnon anticipated that all of the operation and
mai nt enance required for Concourse C would be conducted
t hrough contract services. This request would allow the hiring
of a contract consultant who would develop a request for
proposals (RFP). The current annual cost estimate for the
contracted services is approximately six mllion dollars. This
request would allow the Departnent of Transportation to hire
the contract consultant, and would fund one nonth of Concourse
C operations. Concourse Cis scheduled to open in June 2004.

Co-Chair Green asked if this expense was unantici pated when
the FY 04 budget was prepared.

NANCY SLAGLE, Director, Division of Adm nistrative Services,
Departnent of Transportation and Public Facilities, testified
that the Departnent did know now t he openi ng date of Concourse
C and had therefore been "hesitant" to request funding in the
original FY 04 budget.

SB 313

Section: 9(c)

BRU. Capital

Suppl enent al Need: Feder al contract to perform
mai nt enance and operation for 5 years at Adak air
facility. Interest earnings nust be spent on the Adak air
facility.

$10, 000, 000 Adak Airport Qperations
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M. MacKi nnon infornmed that comrercial air activity has begun
at this airport. The additional costs of this project would be
$13.5 mllion, which would be funded by various federal fund
sources over the next three years.

Co-Chair G een asked if future responsibility of the facility
woul d transfer to the State.

M. MacKi nnon answered that it could, and noted the current
agreenent is for five years.

SB 313

Section: 10(a)

BRU. Capital

Suppl enent al Need: Earnmarked projects passed in January's
federal omibus bill which nmust all be obligated before

Sept enber 30, 2004:
(1) Alaska Statewide Airports Runway and Rel ated
| nprovenents (ED99)
$3, 000, 000 federal funds
$ 157,900 Al aska Industrial Devel opnent & Export
Aut hority (Al DEA) Dividend
(2) Fairbanks Term nal Redevel opnent (EDQ9)
$1, 000, 000 federal funds
$ 52,700 International Airport Revenue Fund
(3) Kodiak Term nal I nprovenents (ED36)
$1, 000, 000 federal funds
$ 26,400 Al DEA Dividend
(4) University of Alaska Transportation Research
Center (ED99)
$2, 000, 000 federal funds
(5) G rcunpolar Infrastructure Task Force, Arctic
Counci | and Northern Forum ( ED99)
$1, 000, 000 federal funds
(6) Kotzebue Dust and Persistent Particulate
Abat ement Research (ED40)
$1, 000, 000 federal funds
$ 250, 000 Al DEA Divi dend
(7) Coffman Cove/ Wangell/Petersburg Ferries and
Ferry Facilities (ED1-5)
$2, 000, 000 federal funds
$ 500, 000 Al DEA Di vi dend
(8) Arctic Wnter Ganmes Transportation | nprovenents
( EDQ9)
$1, 000, 000 federal funds
(9) Ft. Wainwight Alternative Access and Chena
Ri ver Crossing (ED60)
$5, 700, 000 federal funds
$ 565,800 Al DEA Divi dend
(10) Big Lake to Wasilla Pedestrian Trails (ED70)

SFC- 04 (* PACE «23¢) 02/ 24/ 04



$500, 000 federal funds

(11) Kincaid Park Trail Connection (ED 50)

$900, 000 federal funds

(12) Funny River Bridge Crossing (ED 90)

$5, 000, 000 federal funds

(13) d acier Creek/ Nonme Bypass (ED39)

$3, 000, 000 federal funds

(14) McCarthy Creek Tram (ED 6)

$200, 000 federal funds

(15) Bartlett Access I nt ersection Saf ety
| nprovenent ( ED50)

$500, 000 federal funds

(16) None Bypass Road (ED39)

$2, 000, 000 federal funds

(17) C Street Railroad Bypass (ED50)

$2, 000, 000 federal funds

(18) Chenega Road System ( ED5)

$850, 000 federal funds

(19) Craig Road Inprovenents (ED 5)

$1, 000, 000 federal funds

(20) Donlin Creek Road (ED6)

$10, 000, 000 federal funds

(21) Fal se Pass Causeway and Road to the Term nus
of the South Arm Breakwater (ED37)

$3, 000, 000 federal funds

(22) Fairbanks Transit Bus Repl acenent (ED60)

$3, 000, 000 federal funds

(23) G rdwood Project (ED32)

$1, 000, 000 federal funds

(24) Hydaburg Road | nprovenent (ED5)

$2, 000, 000 federal funds

(25) Keystone Drive and Rel ated | nprovenents (ED90)
$1, 500, 000 federal funds

(26) Lucille Street and Mack Drive |nprovenents-
Wasi |l | a (ED14)

$1, 000, 000 federal funds

(27) Mat-Su Roads | nprovenent (ED70)

$3, 000, 000 federal funds

(28) North Pol e Roads Lighting (ED11)

$950, 000 federal funds

(29) North Sl ope Borough Road | nprovenents (ED40)
$3, 000, 000 federal funds

(30) Port of Ketchikan Ferry Facility (ED1)

$1, 000, 000 federal funds

(31) Sel dovi a- Honer - Jakol of Bay Hal i but Cove Ferry
Pl anni ng and Desi gn ( ED35)

$2, 000, 000 federal funds

(32) Seward Road | nprovenents (ED35)

$2, 000, 000 federal funds

(33) Ship Creek Inprovenents (ED50)
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$1, 000, 000 federal funds

(34) Sitka Road I nprovenents (ED2)

$1, 500, 000 federal funds

(35) University of Alaska Transportation Research
Center (EDQ9)

$2, 000, 000 federal funds

(36) WIllianmsport/Pile Bay Road Kenai (ED90)

$3, 000, 000 federal funds

(37) Wnner Creek Trail Inprovenents (ED50)

$1, 000, 000 federal funds

(38) Yakataga River Bridge (ED5)

$3, 000, 000 federal funds

(39) Alaska Mobility Coalition Bus Repl acenent
$500, 000 federal funds

(40) Coffman Cove Inner |sland/Bus Term nal (ED1-5)
$1, 500, 000 federal funds

$ 375,000 AIDEA Dividend; ASLC D vidend

(41) Mobility Coalition

$500, 000 federal funds

SB 313
Section: 10(b)
BRU. Capital

Suppl enental Need: Fund source section for projects
listed in Section 10(a)
$0

M. MacKi nnon expl ai ned that funding for a nunber of projects
was approved by federal omibus legislation. This request is
necessary because certain confusions exist within the omi bus
bill. The |anguage specifies that project funds nust be
obl i gated by Septenber 30, 2004, or the funds m ght |apse. By
including these projects in the fast track supplenental
budget, the Departnent could begin to process and obligate the
projects by Septenber 30, 2004.

Co-Chair W1 ken asked why this request could not be included
in the FY 05 capital budget. He al so questioned the definition
of "obligate" in this context.

M. MacKinnon replied that "obligate" refers to the Departnent
satisfying certain criteria established by the federal
government in order to receive funds. The federal governnent
funds project costs as the State can exhibit need; therefore,
total project costs may not be obligated all at once.

Co-Chair WIlken clarified that the Departnent sinply needs
authorization to begin the obligation process as early as
possi bl e.
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M. MacKi nnon affirned.

Senator Hof fman asked if the projects listed in this request
represent all of the projects approved by the omibus
| egi sl ati on.

M. MacKi nnon responded that the projects listed represent
only a portion of the projects approved.

Co-Chair Geen surmsed this situation is different than from
t he previous year.

M. MacKi nnon affirned.

Senat or Hof f man asked about the projects not included in this
request, and what criterion was used to select the included
proj ects.

M. MacKinnon replied that the federal |egislation includes
funds from various sources. Sone of the proposed projects
would be funded with appropriations that could lapse in
Sept enber 2004. Therefore, these projects nust be underway
before that date.

Senator Hoffman clarified that the projects, of which the
funding would not |apse, are included in the proposed FY 05
capi tal budget.

Ms. Slagle also noted that several airport projects are not
included in this supplenmental request and would not be
included in the FY 05 capital budget either. She explained the
funding for these projects do not require additional
| egi sl ative approval.

Senator Hoffman requested additional information on this
request.

Ms. Slagle qualified that many of the projects are not
proposed at the request of the Departnent, but rather are
requests of |ocal governnents and ot her agencies.

Co-Chair Geen asked if these projects are in lieu of, or in
addition to, "normal" projects.

M. MacKinnon replied that the | anguage of the omibus bill is
different than previous legislation. He stated that the
Department interprets this language to inply that the
appropriation would be nade fromexisting funds allocated to
the State. Normally the |anguage stipulates that specified
projects would be funded in addition to the regular project
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funding supplied to the State. The Departnent has been assured
that this discrepancy woul d be corrected to provide that these
projects would not take funds from existing projects.

Co-Chair Geen clarified that this federal appropriation would
change the wusual nmethod of determning Departnent of
Transportation and Public Facilities' capital projects.

Co-Chair Green asked if the |legislature could select certain
proposed projects or whether all the projects nust be accepted
as a package.

M. MacKi nnon was unsure that the State woul d have the option
of not accepting particular projects. Mny projects were
submtted by "other entities", and the Departnent has not
fully identified each of the projects. He reiterated that he
was unsure of the intent of the appropriation | anguage, noting
that sone of the projects appear to be duplicates of existing
proposed projects, although utilizing different fund sources.

Ms. Slagle added that the Departnent inquired about not
accepting certain projects. However, given the current
| anguage of the federal appropriation, the State would | ose
funds fromits regular appropriation if it chose not to accept
a project.

Co-Chair G een assuned the Departnent is attenpting to get
clarification on this |anguage. She asked if this would be
det erm ned before May 2004, when the FY 05 State budget woul d
be adopt ed.

M. MacKinnon agreed the Departnent is nmaking efforts to
clarify the issue and has been assured that the | anguage woul d
be anmended to specify this federal appropriation is separate
than that for existing projects. However, he had no guarantee
of when this legislation would be anended.

Senator B. Stevens understood the proposed projects were
included in the federal omibus transportation bill. He
clarified that the transportation portion of the ommibus
| egi sl ati on shoul d have been passed by Cctober 1, 2003.

Senator B. Stevens expressed confusion about the possibility
that funding for these projects could be transferred from
appropriations for other surface transportation projects. He
asked if Congress had not approved the funding increase for
Al aska projects over the next six years.

M. MacKinnon informed of the two versions of the omnibus
bill, one adopted by the Senate and one by the House of
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Representatives. A conflict exists between those versions and
the version supported by the President Bush adm nistration.
None of the versions have been passed out of Congress.

Senator B. Stevens noted the appropriation included in the
Senate version is less than the appropriation included in the
House of Representatives version, and the appropriation in the
Bush adm nistration version is even | ess.

Senator B. Stevens expressed concern in authorizing the
Department to consider and plan for certain projects and
proj ect appropriations when the federal omibus bill has not
yet passed, and may be adj usted.

Co-Chair Wl ken referenced the projects included in Sections
10(a)(39) and 10(a)(41) that would provide funding for the
purchase of vehicles for disabled persons and nonprofit
organi zati ons. He asked what organi zati ons woul d receive this
fundi ng and al so asked the criteria to qualify for the funds.

M. MacKi nnon replied the Alaska Mbility Coalition requested
the funding. The Departnment would adm nister the funding on
behal f of the Coalition.

Co-Chair W/l ken pointed out the inaccuracy of the election
districts listed for the proposed projects.

Co-Chair Geen assunmed nore information on this request woul d
fol |l ow.

M. MacKinnon affirmed and stated that the Departnent is
attenpting to learn nore specifics about the proposed
proj ects.

Senator Hoffman clarified M. McKinnon is the contact for
further questions.

SB 313

St at e Debt

Section: NEW

BRU:. Debt Service

Suppl enental Need: Feb 23 And: Fund source switch of
$500,000 to the International Airports Revenue Fund from
Passenger Facility Charges ($500,000) for debt service on
international airports revenue bonds. The $500, 000 of
PFCs will be used for capital projects appropriated in
prior years fromthis fund source.

$0. 0 Passenger Facility Charges; International Airports
Revenue Fund
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Ms. Slagle reviewed this anmendnent and explained that the
Comm ssioner of the Departnment of Transportation and Public
Facilities had reached an agreenent with the signatory
airlines, which specified that debt service contributions nmade
by Passenger Facility Charges would not exceed two mllion
dollars on an annual basis. This anmendnent woul d enable the
agr eenent .

Co-Chair Green questioned the conponent title of the anmendnent
on the spreadsheet dated February 23, 2004, which is listed as
"State Debt"

Ms. Slagle clarified that this amendnent would specifically
af fect the debt reinbursenent of the Anchorage International
Ai rport.

SB 314

Section: 17(a)

BRU. Capital

Suppl enent al Need: Proceeds fromthe 2003 sale of the W
Bartlett will be spent on the new Prince WIIiam Sound

mari ne hi ghway mai ntenance facility in Cordova. This and
t he $900, 000 aut hori zation requested in the FY 05 capital
budget will conplete the project

$389, 500 Mari ne H ghway System Fund

Ms. Slagle informed that federal regulations, Title 23,

stipulate that any the proceeds fromthe sale of a vessel in
whi ch federal highway funds were used for its initial purchase
or renovation, nust be utilized for an eligible project of the
sane purpose or be returned to the federal governnent.

Co-Chair Green asked if the proposed nai ntenance facility is
eligible for these funds.

Ms. Slagle answered it is.

SB 314

Section: 17(b)

BRU. NR Leasing and Property Managenent

Suppl enent al Need: Funds needed due to | egal chall enges
to recent changes in airport leasing rates in AS 17.

$ 50, 000 Recei pt Supported Services

Ms. Slagle told of the legal issues resulting fromleases at
the Deadhorse airport. She stated that |eases at rural
airports in Al aska are about one-half of the fair narket val ue
and that this dispute is a result of the Departnent's attenpts
to i npl enent the regul ations.
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Senat or Bunde asked if the l|easers were suing to nmaintain
t heir subsi dy.

Ms. Slagle clarified the parties are not suing the State,
rather just appealing the inplenentation of the regul ations.

Senat or Bunde commented that the | easers had been receiving a
substanti al subsidy and are appealing the reduction of that
subsi dy.

Co-Chair Geen infornmed that she has been followng this
matter and that the issue is not straightforward.

SB 314

Section: 17(c)

BRU. CR Hwys and Avi ation

Suppl enental Need: Snow hauling in Anchorage. Funds
budgeted in FY 04 have been exhausted due to the heavy
snowfall so far this winter. Additional costs of renoving
snow from Anchorage sidewalks are included in this
request .

$200, 000 general funds

Ms. Slagle reported that Anchorage had received a total of 76
i nches of snow as of a couple of weeks ago, which is three
feet nmore than normal. In FY 04 the Departnent had all ocated
$500, 000 for snow haul purposes and $696, 500 had been expended
to date for snow renoval activities.

Co-Chair Green asked if snowhauling activities enconpassed
ai rport mai ntenance as well as roadway mai ntenance.

Ms. Slagle corrected this fundi ng woul d be expended only for
the streets in downtown Anchorage that the State is
responsi ble to maintain.

Senator B. Stevens clarified this funding is for State-
mai nt ai ned roads | ocated in Anchorage and not for those roads
included in the Anchorage Metropolitan Area Transportation
Sol uti ons (AVATS) program

Ms. Slagle affirned.

Co-Chair G een asked if additional expenses were not incurred
i n areas surroundi ng downt own Anchor age.
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M. MacKi nnon expl ai ned that snow storage in urban areas does
not exist and that after a certain amount of accumnul ation, the
snow nust be renoved from the area. By contrast, he stated
that other areas along State-naintained highways have
sufficient snow storage.

Co-Chair WIken cautioned that granting this request would
establish an undesirabl e precedence.

SB 314

Section: 17(d)

BRU. SE Hwys and Avi ation

Suppl enent al Need: Funds needed due to | egal chall enges
to recent changes in airport leasing rates in AS 17.
$50, 000 Recei pt Supported Services

Ms. Slagle stated this section relates to | eases held by the
Yakutat airport and a dispute in the best interest finding
award of an airport |ease.

Co-Chair Geen asked if the Departnment wusually requests
funding for |egal challenges.

Ms. Slagle replied these expenses are unusual, and that the
| easi ng budgets are Iimted and unable to absorb the costs of
| arge legal disputes. She furthered that |egal issues on
| eases are unconmon.

Co-Chair Geen did not recall such funding requests in
previ ous years.

SB 314

Section: 17(e)

BRU. Marine Vessel Qperations

Suppl enental Need: WMasters, Mates and Pilots union has
ratified its contract as of January 1, 2004. In the FY 04
budget, the Legislature appropriated $60,500 to cover a
full year's nonetary term cost, but six nonths of the
appropriation is not needed.

($30, 200) Marine Hi ghway System Fund

Ms. Slagle outlined this return of funds.

Department of Comrunity and Econonmi ¢ Devel opnent

SB 314

Section: 2(a)

BRU: Regul atory  Conmi ssion  of Al aska Audits &
| nvesti gati ons

Suppl enental Need: Additional funds for expert w tness
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costs are required for a) conpletion of Al aska
Comuni cati ons Systens cases ($20,000), b) Enstar case
participation ($15,000), c) assistance on the telecom
regul ati ons precedi ng responsive to HB 111 ($20, 000), d)
participation in other cases ($60, 000).

$115, 000 RCA Recei pts

SB 314

Section: 2(b)

BRU: Regul atory Comm ssi on of Al aska

Suppl enental Need: Due to nmmjor developnents in Cook
Inlet and the Trans Alaska Pipeline System the
Regul at ory Conmi ssion of Alaska's effort in regulating
pi pelines has significantly increased. To provide the
necessary expertise two new positions, a range 21
Research Analyst 1V and a range 19 Uility Financial
Anal yst are requested. Funds for additional office space,
furniture and equi pnent are al so request ed.

$114, 600 RCA Receipts

TOM LAWSON, Director, D vision of Admnistrative Services,
Department of Conmunity and Econom c Devel opnent, testified
that Sections 2(a) and 2(b) relate to the Regulatory
Conmi ssi on of Al aska (RCA), and are funded by RCA receipts. He
briefly explained the two requests.

MARK JOHNSQN, Comm ssioner and Chair, Regul atory Conm ssion of
Al aska, Departnment of Community and Econom c Devel opnent,
testified via tel econference from Anchorage, that the request
in Section 2(a) relates to the Audits and Investigations
section of the RCA, which is under the supervision of the
State Attorney General per Executive Order #111. The O fice of
the Attorney CGeneral has requested certain expert wtness fees
regarding four particular issues. He enphasized the
reasonabl eness of the request.

M. Johnson noted that Section 2(b) relates to an increase in
the regulatory filings involved in the intrastate transport of
natural gas. A separate conm ssion fornmerly supervised this
function, but it was nerged into the Alaska Public Uilities
Comm ssion, the predecessor of the Regulatory Conmm ssion of
Al aska. Regul atory filings have increased particularly in the
Cook Inlet region and the North Sl ope region. Additional staff
is needed to handle the increased regulatory filings
expeditiously in order to "enabl e econom c devel opnent in the
oil fields."

SB 314
Section: 2(c)
BRU. Capital
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Suppl enent al Need: Repeal of funds to Saxman for Public
Safety Bldg sec. 87, ch. 1, SSSLA 2002, pg. 138, In 9.
Actual grant amount is $1, 074, 341

($1, 074, 300) general funds

M. Lawson infornmed that this would repeal the appropriation
that was granted to the Gty of Saxman for construction of a
public safety facility. This facility would be built el sewhere
in the Ketchi kan Borough

SB 314

Section: 2(d)

BRU. Power Cost Equali zation

Suppl enent al Need: PCE Endownent fund appropriation to
PCE fund to replace the general funds requested in the FY
05 budget. This is the balance of the statutory 7% Ilimt
of the PCE Endownent nonthly average narket value for
appropriation in FY 04. An FY 05 budget anendnent wl |
al so be subm tted.

$4, 581, 000 PCE Endownent Fund

M. Lawson stated this appropriation would fund the Power Cost
Equal i zation (PCE) program He explained that this request
woul d conpensate for an FY 05 budget shortfall. It would al so
replace $3.7 mllion of general funds requested in the FY 05
operating budget. The FY 04 operating budget authorized a
withdrawal of up to $12.6 mllion fromthe PCE Endowrent fund.
In FY 04 $7.9 nmillion was transferred fromthe PCE Endowrent
fund into the PCE fund. The PCE fund reached its $15.7 mllion
funding level after a one-time National Petroleum Reserve-
Al aska (NPR-A) appropriation. Approximately $4.6 mllion of
t he PCE Endownent fund remains available for w thdrawal, and
this request woul d authorize a transfer fromthe PCE Endowrent
fund to the PCE fund. This appropriation would be used in FY
05 to fully fund the PCE fund.

Departnent of Corrections

SB 314

Section: 3(a)

BRU. Inmate Health Care

Suppl enmental Need: The cost of drug and scientific
supplies continue to rise annually and contractual costs
have increased due to eight catastrophic cases, each
costing in excess of $100, 000.

$1, 100, 000 general funds

JERRY BURNETT, Director, Division of Admi nistrative Services,

Department of Corrections, testified this request would
provide for the increased costs of contractual services and

SFC- 04 (* PACE «33¢) 02/ 24/ 04



medi cal suppli es.

SB 314

Section: 3(b)

BRU. Qut of State Contracts

Suppl enental Need: Due to increases in popul ation and
subsequent managenent of placenent of prisoners, the out
of state contracts and related travel <costs are
i ncreasing fromthe budgeted 650 prisoners to in excess
of 775 by the end of FY 04.

$920, 000 general funds

M. Burnett told of the increased nunber of Al askan innates
housed in a correctional facility in Arizona. He qualified
that the actual need could be | ess than the need reflected in
this request and that a subsequent adjustnent would be nade
once the actual nunber of inmates is determ ned.

Senator Bunde asked if Section 3(a) included pharmaceutica
costs.

M. Burnett responded that pharnaceuticals are one conponent
of the request in Section 3(a) because pharnaceutical costs
have gone up by nore than 20% and an increasing nunber of
i nmat es have pharnmaceuti cal needs.

Senat or Dyson rem nded of the previous appearance of this
W tness before the Comm ttee when Senator Dyson conpl enent ed
the Departnment on its care of inmates. He recalled his earlier
guestioning of how the |egislation could verify the truth in
the Departnent's reporting. He clarified he did not intend to
infer disbelief in the reporting.

M. Burnett detailed that an "open [reporting] process" exists
within the State's correctional institutions.

Senat or Dyson furthered that inmates are not prevented from
reporting conplaints to the | egislature or others.

M. Burnett affirned, and added that daily conmunications
occur between the correctional facilities and people in the
comunity.

Senat or Dyson apol ogi zed for his earlier comments, and thanked
the Departnent for their good record.

Depart ment of Education and Early Devel opnent

SB 313
Section: NEW
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BRU:. Al yeska Central Schoo

Suppl enent al Need: Feb 23 And: Additional operating
costs of $653, 736

$653, 700 general funds

KAREN REHFELD, Deputy Conmm ssioner, Department of Education
and Early Developnent, testified that in the previous
| egi sl ative session, the legislature provided the Al yeska
Central School (ACS) funding for a one-year transition to be
i ncorporated by a | ocal school district. A school district has
expressed interest in assumng the program and i s undergoi ng
the process for establishing a charter school to operate the
correspondence program The projected budget assuned the
enrol I ment of 800 students, and actual enrollment has declined
by nearly one-half, possibly due to uncertainty of the future

of the program The lack of enrollnment wll create an
approximately $1.3 million loss in revenue. In addition, many
staff menber s have resigned. The  Depart nent needs

approximately $654,000 to conplete the program for the
students enrolled, and to conplete the incorporation of the
ACS into a |l ocal school district.

Co-Chair G een asked the consequences of not providing the
request ed additional funding.

Ms. Rehfeld replied the program would be unable to "nmake
payroll". The staff would be laid off, and the educationa
program woul d be di sconti nued.

SB 314

Section: 4(a)

BRU:. Foundati on

Suppl enent al Need: FY 04 foundation programentitlenent
adj ust mrent based on actual student count.

($3, 654, 000) general funds

Ms. Rehfeld stated the surplus of funds is the result of
decreased enrol | nent.

Senat or Bunde asked the nunber of fewer students and whet her
the inpact of the decreased enroll nment was nore noticeable in
certain parts of the State.

Ms. Rehfeld replied that the overall reduction in enroll nment
is approximately 1,500 students. She deferred to Eddi e Jeans.

EDDI E JEANS, Manager, School Finance and Facilities Section,
Educati on Support Services, Departnent of Education and Early
Devel opnment, testified he would provide a conparison of the
student count of the previous year to the current year and a
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school district conparison. He infornmed that the enrollnent in
public and community schools reduced by approximtely 1,800
students while the enrollnent of correspondence prograns
i ncreased by 382 students.

Senator Bunde clarified that he is interested in whether a
| ar ge percentage of the decreased enroll ment occurred in one
part of the State.

M. Jeans told of decreased enrollnment in the Kenai Peninsul a
School District, although no major popul ati on decreases have
occurred in the area. However, he conmmented that the decrease
in enroll ment has not been concentrated in one part of the
st ate.

Senator Bunde asked if a nethod exists to track student
novenents as they change school s.

M. Jeans told of the student identification systemthat could
track students as they nove around the State, but this system
has only been in place for three years. Therefore, the data is
not yet meani ngful.

Co-Chair Geen asked if enrollnment in public schools is a net
decr ease.

M. Jeans answered yes.

SB 314

Section: 4(b)

BRU: Pupil Transportation

Suppl enent al Need: Pupi | transportation program
adj ust nent based on actual student count

($788, 400) general funds

Ms. Rehfeld outlined this item

SB 314

Section: 16(a)

BRU: School Debt Rei nbursenent

Suppl emrental Need: FY 04 entitlenent adjustnent based on
actual s, down from $37, 424, 100 to $32, 052, 000

(%3, 399, 900) Debt Funds

Suppl enental Need: FY 04 Cigarette Tax revenue increase
adj ustnent from $28, 600, 000 to $30, 572, 200

$1, 972,200 School Fund

SB 314

Section: 16(a)
BRU: School Debt Rei mbursenent
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Suppl enental Need: FY 04 Debt Retirenment Fund decrease
from $37, 424,100 to $32, 052,000 that corresponds with the
increase in cigarette tax revenue

(%1, 972, 200) Debt Fund

Ms. Rehfeld overviewed these itens.

Departnment of Mlitary and Veterans Affairs

JOHN CRAMER, Director, Division of Admnistrative Services,
Departnent of Mlitary and Veterans' Affairs, testified that
an earlier spreadsheet detailing the proposed anendnents to
the regular supplenental budget stated the Departnent of
Mlitary and Veterans' Affairs request woul d be appropriated
fromthe general fund, when it would actually be appropriated
usi ng federal funds.

SB 314

Section: 11(a)

BRU. Honel and Security and Emergency Services

Suppl enental Need: Transfer of federal authorization from
Arnmy Quard to Honel and Security for increased FEVA grants
$767, 000 general funds

SB 314

Section: 11(b)

BRU. Arny Guard Facilities Mintenance

Suppl enent al Need: Transfer of federal authorization from
Arny Quard to Honel and Security for increased FEVA grants
($767,000) general funds

M. Craner detail ed these requests.
Co-Chair Green asked if these would be techni cal amendnents.

M. Craner affirnmed, and stated that this is a net-zero
request.

Senat or Dyson asked if the Departnent had too nuch funding for
nmai nt enance.

M. Craner replied affirmed and added that the Departnment has
"excess aut horization".

Co-Chair Green noted that a conmttee substitute would be
prepared that would include the Governor's proposed
anmendnents, at which tinme the Commttee woul d determ ne which
projects to approve. She requested nenber input.

Co-Chair Wl ken referenced a chart on page 15 of the packet
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provided by the Departnent of Health and Social Services
titled "DHSS FY2004 Delete/Add Suppl enental Request "
indicating increases in disability services. He expressed
interest in the details of this issue.

Co-Chair Green agreed that the growth of disability services
is an inportant issue.

Co-Chair WIl ken comented on the dramatic growth of certain
Departnent of Health and Social Services' prograns illustrated
in the chart.

Senator Dyson nentioned that the states that are allow ng
consuner-directed health services have set base rates that
cannot be exceeded. These restrictions prevent the State from
overspending while allowing consuners to determne the
specifics of their care. He added that consunmer directed
services are "a fascinating concept”.

Co-Chair Green commented on the unpredictable inpacts of the
negoti ated rate process in Al aska.

Co-Chair Green ordered the bill HELD in Conmttee.

#
ADJ CURNIVENT

Co- Chair Lyda G een adjourned the neeting at 11:10 AM
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