M NUTES
SENATE FI NANCE COWM TTEE
March 30, 2004
9: 04 AM

TAPES

SFC-04 # 62, Side A
SFC 04 # 63, Side A
SFC 04 # 63, Side B

CALL TO ORDER

Co-Chair Gary WI ken convened the nmeeting at approxinmately 9:04 AM
PRESENT

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

Senat or Lyman Hof f man
Senat or Donny O son

Senator B. Stevens

Al so Attending: SENATOR JOHN COANDERY, SENATOR RALPH SEEKI NS;
REPRESENTATIVE JIM HOLM CHERYL FRESCA, Director, Ofice of
Managenment and Budget, Ofice of the Governor; RICK URION,
Director, Division of GOCccupational Licensing, Departnent of
Communi ty and Econom ¢ Devel opnent; LUCKY SCHULTZ, Staff to Senator
Fred Dyson; CHERYL FRASCA, Director, Ofice of Mnagenent and
Budget, O fice of the Governor; BRUCE TANGEMAN, Fiscal Analyst,
Legi sl ative Finance Division

Attending via Teleconference: From Anchorage: STEVE ASHVAN,
Director, Division of Senior and Disabilities Services, Departnent
of Health and Social Services; FRANK RI CHARDS, State Mintenance
and Qperations Engi neer, Statew de Mii ntenance D vision, Departnent
of Transportation and Public Facilities; DON VALESKE, Public
Enpl oyees Local 71; From Fairbanks: DR SCOIT LUPER, Nat uropathic
Doctor; From O fnet Sites: EDEN LARSEN, President and CEQ
Associ ated Builders and Contractors; JEFF ALLI NG Representative,
ALCAN Builders Incorporated; BARRY CHRI STENSEN, Practicing
Communi ty Pharmaci st and Legislative Chair, Alaska Pharnmacists
Associ ation
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SUMVARY | NFORMATI ON

HB 394- COWM SSI ON ON AG NG

The Commttee heard fromthe sponsor, the Departnment of Health and
Soci al Services, and reported the bill from Committee.

SB 40- CONSTRUCTI ON OF H GHMWAYS BY DOTPF

The Conmittee heard from the sponsor, the Departnent of
Transportation and Public Facilities, and took public testinony.
Two anmendnents were considered with one being adopted and one
failing. The bill reported from Conm ttee.

SB 306- NATUROPATHI C MEDI CI NE TASK FORCE

The Commttee heard fromthe sponsor, the Departnent of Commerce,
Conmuni ty and Economi ¢ Devel opnent, the nedi cal and pharnaceuti cal
i ndustry. The bill was held in Conmttee.

SB 298- OFF- ROAD VEHI CLE USE ON DALTON H GHWAY

The Committee heard from the Sponsor. The bill was held in
Conmittee.

SJR 3- CONST AM  APPROPRI ATI ON SPENDI NG LIM T

The Conmittee heard fromthe sponsor, the Ofice of Managenent and
Budget, and the Division of Legislative Finance. The bill was held
in Committee.

Co-Chair WIken introduced Close Up Students from Aniak High
School, North Pole M ddle School, the Hoonah School District, and
t heir acconpanyi ng teachers.

#hb394
CS FOR HOUSE BI LL NO. 394( HES)
"An Act extending the termnation date of the Al aska

Commi ssion on Aging and neking technical revisions to
citations related to the conm ssion."

This was the first hearing for this bill in the Senate Finance
Commi ttee.

Co-Chair WIl ken explained that this |egislation would extend the
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Al aska Comm ssion on Aging until June 30, 2008. A Division of
Legislative Audit report [copy on file] dated Cctober 1, 2003
supports the extension.

REPRESENTATI VE JIM HOLM the bill's sponsor, informed the Commttee
that this bill would extend the Al aska Conm ssion on Aging beyond
its termnation date. This Commssion functions wthin the
Departnment of Health and Social Services and is charged w th broad
responsibilities including providing assistance to seniors and
informng Alaskans of the needs of this older comunity. It
provi des dignity and i ndependence to seniors through prograns and
services funded by the Conm ssion, and allows nore than 53,000
seniors to | ead useful and neaningful lives. He urged the Commttee
to support the bill

Co-Chair WI ken announced that as per the Commttee' s request, Pat
Davi dson, Legislative Auditor, Legislative Audit Division, is in
attendance to respond to questions regarding the Audit.

Senator Dyson asked the Departnent's reaction to the Audit
reconmendat i ons.

STEVE ASHVAN, Director, Dyvision of Senior and D sabilities
Servi ces, Departnent of Health and Social Services, testified via
tel econference from Anchorage and stated that sonme of the
deficiencies highlighted in the Audit pertaining to senior
enpl oynent services and ot her conponents have either been or would
be corrected. The Division was re-organized within the past year
and that efforts are being undertaken to insure that it is in
conpliance with State and federal programregul ations.

Senator Dyson, noting that the Legislature could extend the
termnati on date beyond the year 2008, asked whether this should be
a consideration as the issues of concern are known, are being
addressed, and the agi ng popul ation of the State would continue to
i ncrease.

Representative Holm agreed that the Conmmi ssion is addressing its
probl ens; however, he stated that due to the fact that the Audit
does reflect that there are concerns, extending the Conm ssion to
the year 2008 is appropriate at this time. He stated that a | onger-
term extension m ght be considered in the year 2008.

Co-Chair Geen, in response to Senator Dyson's question, stated
that it mght be possible in the future to consolidate groups that
address agi ng and senior care issues. Therefore, she supported the
extension date, as proposed, in order to allow for nerging of
boards and comm ssions in the future, as deened appropriate.
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Co-Chair Geen offered a notion to report the bill from Conmmttee
wi th individual recommendati ons and acconpanyi ng fiscal note.

There being no objection, CS HB 394(HES) was REPORTED from
Committee with fiscal note #2 in the ampbunt of $417,900 fromthe
Departnent of Health and Social Services.

#sb40

SENATE BI LL NO. 40
"An Act relating to construction of highways by the Depart nent
of Transportation and Public Facilities."

This was the second hearing for this bill in the Senate Finance
Commi ttee.

Co-Chair WI ken explained that this bill would |imt the use of
Force Account Construction funds to highway construction projects
that cost |less than $250,000. He noted that bill version 23-
LSO0381\ A, which was initially heard during the First Session of the
Twenty-Third Legislature, is before the Commttee.

SENATOR JOHN COADERY, the bill's sponsor, explained that this
| egi slation was introduced in response to concerns from private
construction contractors regarding the fact that a $2.4 nmllion
hi ghway construction project at St. Mary's in Rural Al aska was
conducted by the State through the Force Account process and
wi thout abiding by the State Procurenent Code that requires a
conpetitive bid process be utilized.

Senator Cowdery stated that the |egislation was devel oped foll ow ng
conversations with contractors and di scussions with the Departnent
of Transportation and Public Facilities (DOT). He noted that DOT
was al so asked to develop a Statew de Delivery Order maintenance
contract that would require a 24-hour call-out for a job. He stated
that this legislation wuld be in the State's best interest.
Contractors throughout the State support the $250,000 I|imt
specified for Force Account highway construction projects.

Senat or Dyson asked that additional information be provided
regardi ng past situations of abuse of this issue. He al so asked how
Governor Frank Miurkowski's Administration is addressing the issue.

Senat or Cowdery explained that in the past, and particularly in the

notorious St. Mary's project, the State circunvented the system by
utilizing State enployees or hiring construction crews and paying
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State enpl oyee wages rather than paying higher, contractor Davis-
Bacon wages. He characterized the State's behavior in the St.
Mary's project operation as being "very creative."

Senat or Cowdery voi ced support for the $250,000 State Force Account
limt and stated that it an appropriate |level as the purpose of
such an account is to allow the State to respond to unforeseen
projects. He stated that this Iimt would assure, in a workable
manner, that DOT woul d operate using the conpetitive bid process.

Senat or Hof fman asked whether this |imt is pertinent only to
general funds expenditures.

Senat or Cowdery responded that it would apply to any project
exceedi ng $250, 000 regardless of whether the funding for that
project was State or federal.

Senat or O son asked whether this legislation would specifically
apply to Departnent of Transportation and Public Facilities (DOT)
hi ghway construction projects.

Senat or Cowdery responded that the |legislation could be expanded to
include all State departnments, as the intent is to address abuses
within the State procurenent system process.

Senat or O son asked whether this bill could therefore apply to
ot her departnents.

Senator Cowdery pointed out that, as reflected, in the bill's
title, this legislation is specific to DOI.

Amendnent #1: This anmendnent del etes | anguage in Section 1, lines
ei ght through el even, on page one that reads as foll ows.

"when the estimated cost of a construction project is |ess
t han $100, 000 or when it appears to be in the best interest of
the state and the estinmated cost of a construction project is
$250,000 or less, the department may perform the work
not wi t hst andi ng any ot her provisions of |aw

In addition, the foll ow ng | anguage woul d be inserted on page one
following |ine seven in Section 1.

t he departnent may performthe work notw thstandi ng any ot her
provi sions of |aw when

(1) the estimated cost of a construction project is |ess
t han $100, 000;

(2) the construction project is not connected by a | and
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road to the main road systemof the state and the conm ssi oner
determines that [OR WHEN} it appears to be in the best
interests of the state; or

(3) the construction project is connected by a | and road
to the main road systemof the state, the estimted cost of a
construction project is $250,000 or less, and the conm ssioner
determnes that it appears to be in the best interests of the
state[, THE DEPARTMENT NAY PERFORM THE WORK NOTW THSTANDI NG AN

Y OTHER PROVI SI ONS OF LAW.

New Test Underlined [ DELETED TEXT BRACKETED

Senat or d son noved Anendnment #1.

Co-Chair Wl ken objected for clarification. He noted that Anendnent
#1 is acconpani ed by a sponsor statenent from Senator O son and a
copy of Adm nistrative Order No. 199 [copies on file].

Senator O son stated that this anmendnent addresses the fact that
the legislation, as presented, would require all DOT public road
proj ects exceedi ng $250,000 to be subject to the conpetitive bid
process. This process could limt the economc feasibility of
numerous Rural construction projects. Therefore, this anendnent
woul d exenpt Rural road projects that are not connected to the
Al aska road systemfromthe conpetitive bid requirenent. Questions
regardi ng the use of the conpetitive bid process in these areas is
best answered by |anguage in Admnistrative Order No. 199, which
addresses construction projects in rural Alaska. This Oder has
been in effect since Cctober 2002.

Senator O son noted that Adm nistrative Order No. 199 is working
effectively and was, when devel oped, supported by a vast nunber of
people in the construction industry, including State contracting
agenci es, the Associated Ceneral Contractors, |abor unions, and
rural construction entities.

Senator O son stressed that $250,000 oftentines mght not even
provide for the required air transportation and nobilization and
denobilization of equipnent and naterials relating to a
construction projects in Rural areas.

Senat or Dyson asked whether the intent of the anendnent is to
provi de | ocal people an opportunity to worKk.

Senator (O son responded that 1is <correct. He cited several
successful "Force Account” projects, including the St. Mry's
project, that were conpleted bel ow budget, on tinme, and with no
wor ker's conpensation clainms. Another benefit of hiring |ocal
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residents and having |ocal expenditures, including equipnment, is
that a conmmunity is able to continue to utilize purchased equi pnent
to maintain its roads and airports. He stressed that were the
$250,000 limtation in place, construction projects costs would be
driven upward due to equipnent transportation and other related
expenditures rather than being the result of |abor expenses. He
exanpled the 1998 Sel awi k Boardwal k | nprovenent project as one
whose $75,000 |abor costs were minimal when conpared to its
$310,000 cost relating to equipnment transportation and other
associated things. He referred the Comrittee to the "DOI&PF Force
Account Report"” [copy on file] dated February 12, 2003 that was
provi ded by the sponsor that depicts Force Account projects for the
years 1998 t hrough 2002.

Senator O son argued that the $250,000 limtation would be a
| ogi cal approach for a construction project that could be reached
via the State's connected road system however, the fact that a
project is not on a road system has significant financial inpact
that, adhering to the conpetitive bid policy, would not serve to be
in the best interest of the State.

Senat or Hof fman, referencing the aforenentioned Force Account |ist,
stated that projects such as boardwal k projects do not require a
hi gh | evel of skilled | abor; however, the costs associated with the
project nobilization and the denobilization expenses could either
i ncrease the costs associated with the project or serve to provide
"less of a project.” In addition, he noted that in addition to
providing jobs to rural residents, experiences indicate that when a
comunity is involved in a project, it becones invested in it and
subsequent|ly takes care of it. Therefore, he sumarized that the
benefit of Force Account projects include getting a better product,
| ocal control and investiture, and dollars being spent in a
community which has few other financial opportunities. "The
Amendnent nakes a | ot of sense.”

Senat or Cowdery spoke against the anendnent, particularly in
regards to Davis Bacon wages not being paid, the State procurenent
code being circunvented, and there being questions regarding the
liability of using city rather than private contractor equi pnent.
Rural contractors have testified that they have been denied the
opportunity to bid on rural projects because Force Account
operations were conducted. He noted that |ocal contractors support
t he devel opnent of a DOT day-| abor Delivery Order Contract, which
woul d specify a 24-hour callout tinefrane through which mai ntenance
projects could be conducted. Devel opnent of this contract woul d not
be difficult as DOT is quite good of estimating what a job would
cost. This would assure that the public is served at the best price
and would allow local contractors an opportunity to bid jobs
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accordingly.

Senat or Hof fman, referencing the sponsor's position that the Force
Account program has been abused, characterized that position as a
"stretch" as the aforenenti oned Force Account report indicates that
the jobs conducted in this manner between the years 1998 and 2002
anmbunt to less than three percent of the total construction
projects of the Departnent. Therefore, he stated that |egislation
that would prevent Rural residents from working these limted
projects "is going a little bit too far."

Senator Dyson voiced appreciation for the intent of the
| egi sl ati on; however, he understood that this anmendnent woul d not
preclude the use of Davis Bacon wages. In addition, the use of
| ocal qualified applicants and equi prent woul d be beneficial. He
guestioned how limting the price of a contract would prevent State
governnment fromutilizing State enpl oyees.

Senat or Cowdery explained that the initial purpose for allow ng use
of Force Accounts was to address unforeseen problens that m ght
occur relating to a job that was al ready under contract. The use of
Force Accounts "was never intended" to fund a job "fromscratch.”

Co-Chair WI ken asked that Comm ttee di scussion focus on Anmendnent
#1.

Senator Dyson understood that in order to provide a good bid
package, such things, as core sanples are required. Continuing, he
opi ned that the devel opnent of a DOT Delivery Order Contract woul d
be useful in managi ng the many small jobs that do not require in-
depth investigation. Funding of these jobs through the use of Force
Accounts woul d be nore cost efficient. The question is, what is the
threshold. He agreed with Senator O son that were | ocal equi pnent
and | abor available, their use would be nore econom cal. Therefore
he asked the sponsor whether $250,000 is the right threshold
limtation for Force Account work.

Senator Cowdery supported the $250,000 limt. Oiginally, a
$100,000 Iimt was entertained. Continuing, he noted that DOT is
responsi ble for providing contractors with such things as soil
anal ysi s because jobs that go to bid should not be m srepresented.
A job that has a soil problem could become very expensive.

Senator Dyson clarified that rather than referring to jobs in which
a contract has been awarded, he is referring to small jobs in which
it would not be cost effective to prepare a bid package and go
t hought the conpetitive bid process.
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Senator Cowdery stated that during previous, separate Conmttee
di scussions with l|ocal contractors in None, Bethel and other
communities, testinony supported a limt, as it would allow | ocal
contractors to participate in a conpetitive bid process.

Senat or Dyson asked whet her DOT could respond to his question.

Senator (O son stated that the anmendnent was patterned after
| anguage in Administrative Oder No. 199. The purpose of the
anendnent is to provide an opportunity for local hire as opposed to
addressi ng Davis Bacon wages. He referenced Order |anguage in this
regard on page two, section 3.(a) that reads as foll ows.

3.(a) Gant agreenents for projects first funded for
construction after the date of this Oder under the follow ng
state prograns shall include a requirenent for the paynent of
prevailing wages, including contributions to a pension or
retirement account, equal to the prevailing wages under AS
36.05, as nodified through the use of the progressive,
graduat ed pay scal e devel oped under (b) of this paragraph, on
all public construction projects:

Senator O son stated that the inclusion of this |anguage in the
Order was the reason that contractors and | abor unions supported
it. This language does address wage concerns.

Senat or Hof fman noted that, based on the Force Account Report for
the years 1998 through 2002, |ess than one half of one-percent of
the jobs depicted are under the $250,000 limt. Therefore, were
this anmendnment not adopted it would "slam the door”™ on the
potential for local hire in Rural Al aska, as, it could be said that
"basically this bill"™ would not allow the use of Force Account
projects in rural Al aska due to the high cost of construction in
those areas. He reiterated that while there is a lack of a skilled
wor kforce in those areas, things such as boardwal k projects could
use local hire and therefore benefit a comrunity. Therefore, he
voi ced support for the amendnment, which would preserve "the status
gquo"” of less than three-percent of available DOl construction
projects and thereby provide jobs and revenue to Rural areas. "This
is not asking too nuch.”

Senator B. Stevens questioned how Administrative Oder No. 199
could relate to Force Account projects conducted in Rural areas in
1998 through 2002, as it was not enacted until Cctober 1, 2002;
specifically that it is unknown whether Davis Bacon wages were or
were not being paid during that tinme. He also noted that the
| egi sl ati on woul d not prevent DOT from awarding three percent or
nore of its projects to rural areas regardl ess of whether a Force
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Account were utilized.

Co-Chair WIken characterized Senator B. Stevens's conments as
pertaining to the bill in general. Therefore, he stated that a
further discussion in this regard would continue after discussions
relating to Anendnent #1 are concl uded.

Senat or Dyson asked whether DOT' has "a policy or threshold"
regardi ng how m nor construction projects in Rural Al aska woul d be
addressed "on a Force Account basis, and if so,” is utilizing Force
Account funding nore efficient than utilizing the conpetitive bid
process.

FRANK RICHARDS, State Mintenance and Operations Engineer,
St at ewi de Mai nt enance Division, Departnent of Transportation and
Public Facilities, testified via teleconference from Anchorage and
responded that the funding source of a project is one of the
primary determining factors in both Rural and urban area projects.
Before any work is advanced, the Departnment nust conduct a cost
anal ysis to determ ne what nethod of construction would be the nost
cost effective.

Senat or Dyson asked whether Amendnent #1 would provide the
Departnent, after its cost analysis is conducted, nore flexibility
to address Rural construction projects.

M. Richards responded that the $250,000 ceiling denoted in the
Amendnment "woul d still limt" the Departnent's ability to perform
wor k. Another issue would be the definition of what would
constitute a Rural area. Wre this designation applied to Rura

roads that are part of the State's continuous highway system it
woul d be "severely Iimt" the Departnents work efforts.

Senat or Dyson understood that the amendnent would elimnate the
$250,000 limtation on construction jobs in Rural areas not
connected to the highway system

M. Richards responded that were the anendnent to allow the
Conmi ssi oner to renpbve constraints pertaining to projects in Rural
areas that are not part of a contiguous road system the Depart nent
would view it as favorable. This would apply to villages primarily
in Western and Northwestern Al aska as well as sone conmunities in
Sout heast Al aska. However, were it to apply to Rural places such as
Tok and Northway that are on the contiguous highway system it
woul d be limting.

Senat or Dyson understood therefore that the anmendnment woul d provide
the Departnment nore flexibility on projects that are not connected
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via the contiguous road system

SFC 04 # 62, Side B 09:51 AM

[ NOTE: Due to a technical malfunction, Side B of Tape 62 did not
record; however, the mnutes continue, uninterrupted, on Side A of
Tape 63.]

SFC 04 # 63, Side A 09:51 AM

Senator Dyson voiced the understanding, however, that the
Department is uneasy about the lack of a definition for what
constitutes a Rural area.”

M. Richards viewed Force Accounts as being "a tool in the tool box"
that the Departnent could use to support its rmaintenance,
construction and operation responsibilities to the State's
transportation system

M. Richards stated that in response to the furor that resulted
after the Force Account was utilized for the St. Mary's project,
t he Departnment worked with contractors and | abor unions to devel op
Adm nistrative Order No. 199. As a result, the Order provided a
framewor k t hrough which either the Force Account or a conpetitive
bid process would be utilized to address Rural area projects on a
fair basis.

Senator O son pointed out that while there is some anbiguity
regarding the definition of Rural, the Anendnent is specific to
of f-road system construction projects.

Senat or Hoffrman asked the Departnment for justification for its
anal ysis reflected in fiscal note #1, dated February 18, 2003 that
specifies that there would be "l ost savings" exceeding $25 million
were this |egislation enacted.

In response to a question from Co-Chair WIken, Senator Hoffman
pointed out that the answer to this question is inportant, as
adoption of Amendnent #1 m ght serve to continue savings rather
t han negating them

M. Richards responded that the cal culation used to determ ne the

$25 mllion potential |ost cost savings is based on annual savings
of four mllion dollars for six years that would result were the
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State to use Force Account funding rather than conducting projects
utilizing the conpetitive bid process, based on historical cost
anal yses. He noted that nost of the noney that could be saved is
federal noney with a General Fund (GF) nmatch.

Senat or Hof f man decl ared that he supports the anendnent because he
"woul d rather save noney than blowit."

Senator B. Stevens asked, for clarification, the anmount of the
total $505 million surface transportation program expenditures, as
specified in the 2002 Force Account Report, that were directly
related to construction projects. He stated that this is an
i nportant elenent of the equation, as, as depicted, the calculation
that only 2.23 percent of the total $505 nillion was spent on Force
Account projects, could be m sl eading.

M. Richards affirned that the total anpbunt would include other
conponent s.

Senator B. Stevens stressed therefore, that the 2.23 percent
depicted is on the | ow side as were funding for Shakwak, the Marine
H ghway System Trails and Recreation Access for Al aska (TRAAK),
and ot her federal conponents renoved, the percentage of noney spent
for Force Account Construction projects would increase.

M. R chards affirmed that the $505 mllion amount is all-inclusive
in that it does contain such things as Shakwak, federal highway
fundi ng, and ot her Conmunity Transportation Program (CTP) funding
for surface transportation projects. He also noted that the 2002
projects |listed on the Force Account Report conprise the 2.23
percent. It is inportant to note, that while the State does
contract out for the majority of the cost of materials, equipnent,
and supplies, the benefits to the State of using Force Account
funding is garnered from savings associated with State personne

and equi pnent costs.

Senator B. Stevens understood that and comrented that the purpose
of his coments was to clarify that the percentages of Force
Account construction projects is actually higher than depicted. He
also noted that CIP projects in the year 2002 amunted to
approximately $340 million. For further clarification, he asked
whet her projects in Southeast Al aska comunities such as Juneau,
Ket chi kan, Sitka, and other communities that are served by the
Al aska Marine H ghway Systemrather than a contiguous surface road
system woul d be included under the auspice of this Anendnent.

M. Richards reiterated that the question of what would constitute
"Rural " nust be addressed.
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Senator B. Stevens asked the Anendnment's sponsor whether the intent
of the Amendnent would be to include in its Rural, off-the-road
system desi gnati on, communities in Southeast Al aska that are served
by the Al aska Marine H ghway System

Senator O son responded that the purpose of the Anmendnent is to
address the high cost of transportation construction in Northwest
and Western Al aska. He stated that he would either defer to or work
with the bill's sponsor to address questions regardi ng Sout heast
Al aska communi ti es.

Senat or Hof fman stated that the inclusion of these communities is
insignificant, as, were their inclusion to equate, for exanple, to
the 2002 CTP program | evel of $340 million, their inclusion m ght
i ncrease Force Account expenditures "to a whopping 3.3 percent."”

Senator B. Stevens pointed out that, "there is nothing to prevent
those projects frombeing included under the normal process."”

AT EASE 10: 00 AM 10: 00 AM

Senator A son stated that there is no adversarial intent behind the
offering of this amendnent. Its purpose is to recognize that the
bill raises sonme concern and to make its inpact nore pal atabl e by
furthering | anguage that was supported in Admi nistrative O der No.
199. He stated that the Anendnent would conplinent the intent of
the bill, which is to provide consideration for contractors.

Senat or Cowdery suggested that adoption of this amendnent could
|l ead to increased | evels of Force Account exenptions for projects
in Rural Al aska.

Senat or O son asked whether any federal highway penalties m ght be
incurred were the anendnent adopted. He al so asked whether the
adoption of the bill in its current form mght incur federal
penal ti es.

M. Richards voi ced being unaware of any penalties.

Aroll call was taken on the notion.

I N FAVOR: Senat or Dyson, Senator O son, and Senator Hoffman

OPPCSED: Senat or Bunde, Senator B. Stevens, Co-Chair G een, and Co-
Chair W1 ken

The notion FAILED (3-4)
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Amendment #1 FAILED to be adopt ed.

DON VALESKE, Busi ness Manager, Public Enpl oyees Local 71, testified
via teleconference from Anchorage and shared that the Commttee
di scussion and testinony has clarified that this bill islimted to
construction projects rather than to both maintenance and
construction projects which was his concern.

Senat or O son asked whether M. Val eske supports the |egislation.

M. Val eske comented that due to the fact that the bill does not
apply to mai ntenance projects, he does not have a position on the
bill. However, he noted that he is supportive of local hire as it

is beneficial to I ocal people and communities. He noted that Local
71 nmenbers were involved in the St. Mary's project.

EDEN LARSEN, Pr esi dent and CEQ, Associated Builders and
Contractors, testified via teleconference from an offnet site in
support of the bill

Co-Chair WIken noted that Menbers' bill packets contain a witten
comment [copy on file] fromthe Associ ated Builders and Contractors
(ABC) .

Senat or Hof f man asked the reason behind their support.

Ms. Larsen responded that ABC s "fundamental principle” is that an
"open and conpetitive bidding process is the best nethodol ogy for
State procurenents.” Limts on what the State coul d conduct through
the use of Force Accounts and the continuance of the established
procurenent process are appropriate.

Senat or Hof f man asked whether ABC s position is mndful of the fact
that this legislation would serve to |lose the State $25 million
dollars in lost savings over the next six year. Continuing, he
stressed that no abuse of the system has been provided. The fact
that Force Account Construction projects have cost the State | ess
than three percent of the total construction budget and woul d save
the State $25 million dollars over the next six years nakes it
difficult to understand why, in these tines of a fiscal dilemm,
anyone woul d support this |egislation.

Ms. Larsen responded that testinony has been provided to ABC
regarding the fact that many small construction businesses in off-
road system conmunities have gone out of business due to the
i ncreased usage of Force Account Construction projects over the
| ast eight years. The cost to these communities of |osing these
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busi nesses and their year-round enpl oynent opportunities should be
a consideration in "the true costs.” She noted that the
justification for using Force Account Construction funding is that
noney woul d be saved by not being required to pay prevailing wages.
The ABC s position is that there is a reason for an established
wage scale and that this should be considered when allow ng the
State to avoid the conpetitive bid process.

Senator O son asked the nunber of people in ABC who are actively
i nvol ved in road construction.

Ms. Larsen responded that ABC has a mninmum of three contractors
who are actively involved in building roads and ot her roadwork.

Senator O son understood Ms. Larsen to say that sone contractors
have gone out of business due to Force Account Construction.
However, he countered that the inpetus behind the nunber of
contractors, both in rural Al aska and on the road system being
reduced is that the nunber of State road construction projects in
the State have been di m ni shing.

Ms. Larsen noted that she is "only passing al ong" comments that ABC
has received from Rural contractors.

Senat or Hoffrman and Senator O son asked that the nanes of the
busi nesses that have gone out of business in Rural Al aska be
provi ded.

Ms. Larsen stated that she would attenpt to acquire this
i nformation.

JEFF ALLI NG Representative, ALCAN Builders Incorporated, testified
via tel econference froman offnet site in support of the bill

Co- Chair W/I ken asked whet her the sponsor woul d be opposed to the
| egi sl ati on being subject to a four-year term nation period.

Senat or Cowdery responded he woul d not object.

Conceptual Amendment #2: This conceptual anendnment woul d establish
a termnation date of June 30, 2008.

Co-Chair WI ken noved to adopt Conceptual Amendnent #2.
There bei ng no objection, Conceptual Anendnent # 2 was adopt ed.

Senat or Bunde noved to report the bill, as anended, from Commttee
wi th individual recomrendati ons and acconpanyi ng fiscal note.
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There being no objection, CS SB 40(FIN) was REPORTED from Comm tt ee
with a zero fiscal note, dated March 26, 2004 fromthe Depart nment
of Transportation and Public Facilities.

AT EASE 10: 15 AM/ 10:16 AM
#sb306
SENATE BI LL NO. 306

"An Act relating to the practice of naturopathic nedicine;, and
providing for an effective date."

This was the second hearing for this bill in the Senate Finance
Conmittee.
Co-Chair Wl ken explained that this bill, which is sponsored by

Senat or Ral ph Seeki ns, would enact an Act relating to the practice
of naturopathic nedicine. Initially, consideration was given to
i npl enenting a Board to oversee naturopathic nedicine; however
that is not now being considered. The Departnment of Conmunity and
Econom ¢ Devel opnent was asked to explain the Departnment's D vision
of Cccupational Licensing flow chart, titled "Inplenentation of
CSSB306(FIN)" [copy on file] that depicts how |icensed Naturopathic
Physi ci ans woul d be nonitored.

RICK URION, Director, Dvision of CQOccupational Li censi ng,
Departnent of Comrunity and Econom c Devel opnent, clarified that
the Governor Frank Mirkowski Adm nistration has no position in
regards to this legislation. Wre the Legislature to adopt
regulations in regards to Naturopathic nedicine, the Departnent
woul d i nplenent supporting rules and regul ations. However, the
Depart ment has been regulating this profession and numerous others
W t hout assistance froma Board, for approximtely seventeen years
and could continue to do so absent any new | egi sl ati on.

Co-Chair WI ken asked the current process through which a conpl ai nt
agai nst a Naturopath m ght be revi ewed.

M. Wion responded that the Departnent's investigative staff would
address the conplaint, and, were it deened necessary, it mght be
forwarded to a hearing officer. A nultitude of different processes,
i ncluding such things as nenoranduns of agreenment, have been
establi shed through which issues regarding each profession are
addr essed.

Co-Chair WIken asked whether the flow chart provided by the
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Departnent [copy on file] would depict the process involving
nat ur opat hs.

M. Urion affirmed.
Co-Chair WI ken asked that the flow chart be expl ai ned.

M. Urion explained that currently when a conplaint is filed, the
Division's investigative staff who, based on a priority list that
heavily ranks Life/ Safety issues, woul d determ ne whet her charges
should be filed addresses it. Were that the case, a hearing officer
woul d be assigned, a trial mght ensue, and the hearing officer
woul d render a decision including the level of punishnment. This
coul d include such things as |license renoval, suspension and fines.
Were the defendant to reject the decision of the hearing officer,
they have the right to appeal to a higher court.

M. Urion shared that in situations in which there is a Board, the
Board woul d have the authority to act on the conplaint.

Co-Chair WI ken asked whether the Departnent, in conjunction with
Nat ur opat hs, devel oped the chart.

M. Urion concurred.

Co-Chair WI ken asked whether the Division's investigators are
trai ned professionals.

M. Wion responded that while none of the Division's investigators
are trained in any of the fields that they investigate, they are
trained investigators. He noted however, that they do consult with
t he appropriate medi cal professional pertinent to each situation.
He noted that the Medical Board recently adopted a procedure that
speci fies that conplaints dealing with such things as sexual abuse,
al cohol, or drug m suse be imedi ately forwarded to the Division's
i nvestigators. However, determ nations regarding standards of care
conplaints are determned by the Board and then forwarded to the
i nvestigators, who coul d i ndependently nake a determ nation if they
so chose.

Co-Chair W/ ken asked for confirmation that this is the current
practice relating to Medical Board.

M. Urion affirmed.
Co-Chair WI ken opined therefore that a procedure akin to a triage

occurs at the investigative level in that the investigator consults
with a nedical professional. The investigator would receive a
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conplaint froma patient, and then the triage would occur in which
it would be determ ned whether the conplaint is serious enough to
advance imedi ately to a hearing officer.

M. Uion clarified that in serious cases, the state investigator
woul d have the authority to make the determi nation. Conplaints
regardi ng standards of care mght require an investigative review
that m ght include a nedical professional.

Co- Chair W/I ken understood that an investigator woul d be expected
to consult with the appropriate nedi cal professional.

M. Uion agreed. He stated that this is the current procedure
utilized when revi ewi ng conpl ai nts agai nst nat uropat hs.

SENATOR RALPH SEEKINS, the bill's sponsor, noted that |anguage on
the bottom of the flow chart specifies that in the case of non-
threatening public safety issue or a Standards of Care conpl aint,
i nvestigators could consult with the Qualified Trade Associ ation of
Nat ur opat hi ¢ Physi ci ans (NP/ QTA), whi ch woul d consi st of volunteers
fromthe field.

Co-Chair W1 ken asked whether this organization exists today or
woul d be established by this |egislation.

Senat or Seeki ns responded that while this organization does not
currently exist, its establishnment would be clearly defined in a
forthcom ng comm ttee substitute.

M. Uion declared that this would be an opportunity in which
government and private enterprise could work together to regul ate
an industry. No professional entity would benefit from "condoning
bad behavior” within its profession.

Co-Chair WIken summari zed that the conpl aint process woul d be that
a wonged patient would go to the State, It would then be directed
to an investigator. The investigator could consult wth the three-
menber NP/ QTA panel .

Senat or O son questioned "the w sdonf of allow ng naturopaths to
have their own board, as currently the process provides an
investigator the ability to consult wth professionals. 1In
addition, he asked whether there could be the option of having
nat ur opat hi ¢ conpl ai nts heard by the eight-nmenber Medi cal Board.

M. Uion voiced concern to the appropriateness of having these

conplaints heard before the Medical Board due to the negative
corments the nedical field has nade in regard to naturopaths.
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Conti nuing, he noted that at this point, the D vision could nonitor
t he Naturopathic profession w thout inplenentation of a Board.

Senat or Bunde countered that currently the Board of Medicine has
oversight over a wde range of nedical professions including
Physi ci an Assistants (PAs), Nurse Practitioners (NPs), Registered
Nurses (RNs), Oseopathics, dentists, and paranedics. Al these
prof essions are included under the term "physician" and, since this
bill would expand that term to include Naturopaths, it would be
| ogi cal that they be included in those professions nonitored by the
Boar d.

Senat or Seeki ns responded that he woul d not object to the inclusion
of a naturopath on the Medical Board, were it suggested. Inclusion
of a naturopath on the Board woul d provide sone insight to the
Board regardi ng Standards of Care for the profession. However, due
to the fact that naturopathic nedicine presents conpetition
nat uropat hs "have a fear that there may be sonme objection "fromthe
nore recogni zed nedi cal professions.

Co-Chair WIlken recalled that, until a few years ago when they were
granted voting rights, Physician Assistants were ex officio nmenbers
of the Medical Board. Perhaps this mght be an option wth
nat ur opat hs.

AT EASE 10:28 AM/ 10:28 AM

Senator O son clarified earlier information regarding which
professions the State Medical Boards oversees. Wiile it does govern
par anedi cs, physicians, and physician assistants, it does not have
direct regulatory oversight in regards to dentists, nurses, and
nurse practitioners.

Senator A son also noted that when he, a nedical doctor, was on the
State Medical Board, its seven-person nenbership consisted of five
physicians and two |ay people. He subsequently supported the
representation of a PA on the Board due to their increasing nunbers
in the State. He noted that the nunber of naturopaths in the State
is limted.

Co-Chair Wl ken noted that there are currently 27 Naturopaths in
the State.

Senat or Seekins countered that any board that regulates a
prof essi on shoul d have, as part of its nenbership, a representative
of each profession in order to negate such things as "hostility"
agai nst that profession.
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Co-Chair WI ken asked for confirmati on that PAs were, at one tine,
ex officio nmenbers of the Board.

Senat or O son specified that PAs were diligent in attending every
neeting even before they had representation on the Board. In that
regard, once they were admtted to the Board, they becane voting
menbers. He agreed with Senator Seekins that representation at the
Board level is inportant.

Co-Chair WIken pointed out that the definition of mnor surgery is
included in the bill in Section 13, subsection (6), page six, line
19 and reads as foll ows.

(6) "mnor surgery”
(A) nmeans the use of

(i) operative, electrical, or other nmethods for
surgical repair and care incidental to superficial |acerations
and abrasions or superficial lesions, and the renoval of
foreign bodies |located in superficial tissues; and

(i1) antiseptics and | ocal anesthetics in connection
with nethods authorized under (i) of this subparagraph;
definition;

(B) does not include wuse of general or spina
anest hetics, major surgery, surgery of the body cavities, or
specialized surgery, such as plastic surgery, surgery
i nvolving the eyes, or surgery involving tendons, |iganents,
nerves, or bl ood vessels.

Co-Chair WIken asked Senator Oson to address his concern
regardi ng al |l owi ng naturopaths to conduct "further tests.”

Senat or d son voi ced the understanding that one of the reasons that
nat ur opat hs are requesting prescriptive authority is because their
position is that they have simlar education and training levels to
that of nedical doctors. However, while many of the initial
educational courses were the sanme, there was a "divergence |ater
on" as the foundation of the naturopathic delivery systemwas one
of being "basically drug free."

Senat or O son voiced that, with the care of the patient in mnd,
there is concern that in the continuance of their care, limting
prescriptive treatnent to medi cal doctors would be appropriate to
t he bal ance. He noted that there has been an abiding identification
within the medical profession that medical doctors prescribe
medi cation. In order to expand rather than restrict naturopath
prescriptive authority, it could be suggested that naturopaths
should be required to qualify for Part One, Two, and Three of the
Nat i onal Medi cal Board exam nation rather than being required to
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pass only Parts One and Two. Part Three is the section that tests
prescriptive know edge. Therefore, their ability to pass all three
sections of the exam nation would indicate that their training was
conparable to that of a nedical doctor and would allow themto have
prescriptive authority.

Senat or Seeki ns, being respectful of Senator O son, clarified that
rather than seeking to be recognized as nedical doctors,
nat uropat hs are seeking to have prescriptive rights that are |ess
than a PA and NP. This was clarified in Arendnent #1 which the
Commttee during its first hearing on the bill. That amendnent
inserted a new subsection into Section 11, subsection Sec.
08.45. 120 on page five, line 16 that reads as foll ows.

(4) after becoming registered with the federal Drug
Enf orcenent Admi nistration, prescribe only those controlled
substances al | owned under Schedules 111, 1V, and V.

Senator O son clarified that a PA could only practice mnedicine
under a col |l aborative agreenent and direct oversight by a nedical
doctor (MD). Were sonething to go wong, the MD would al so be held
| i abl e.

Senat or Bunde asked how an NP's training would differ fromthat of
a PAin this regard.

Senator A son stated that while he is famliar with PA requirenents
and the associated prescriptive [imtations, he is unfamliar with
the requirenents for a NP

Senat or Seekins shared that he is famliar with the NP requirenents
as his wife is a nurse and a close friend is a NP.

SFC 04 # 63, Side B 10:40 AM

Senat or Seekins noted therefore, that NPs could prescribe all
| evel s of prescriptive nedications as they have a hi gher |evel of
training than PAs. "It wuld be inconceivable” that any
practitioner ...would not seek assistance from other caregivers when
encountering serious situations.

Co-Chair WIken noted that concerns have been raised due to the
under st andi ng that Naturopathic Doctors (ND) woul d not have nedica
mal practice insurance. He referred the Conmttee to Item#3 on page
two of a letter [copy on file] dated February 24, 2004 from Dr.
Scott Luper, ND that Co-Chair WI ken had received in response to
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comments in a letter [copy on file] dated February 9, 2004 that Co-
Chair W/l ken had received from Tom Wl son, PA-C. The conment and
response, as witten in Dr. Luper's letter are as follow

#3. The bill is too broad. Currently one could prescribe
antibiotics to dangerous heart medications, to chenotherapy.
Al lopathic MD. would nost likely not prescribe nedication
outside of their specialty, as it would be considered outside
of the "standard of care". If a bill were passed a formul ary
woul d be nmuch nore acceptabl e and safe.

3). Response: M. WIson suggests that an ND m ght be tenpted
to prescribe outside of their training/education and that an
MD "woul d nost likely not" prescribe inappropriately. This is
not realistic. A good "DOC' is a good "DOC'. NDs wll be
liable for mal practice on par with MD s and under the auspices
of the Div. of Cccupational Licensing.

DR. SCOIT LUPER, Naturopathic Doctor, testified via tel econference
from Fairbanks and clarified that NDs are able to acquire
mal practice insurance and that ND mal practice insurance is |ess
costly that MD nal practice insurance due to the fact that the
conpl aints against them are fewer. He stated that, while he pays
$3,000 a year, the majority of his ND col |l eagues pay between $600
and $2,000 annual ly.

Co-Chair WIlken surmsed that NDs carry mal practice insurance in
line with their standards of care.

Dr. Luper affirned. He noted that the standard ND nedica
mal practice coverage would provide one mllion dollars per
occurrence and three mllion dollars total.

Senat or Bunde surm sed that Mbs pay higher nedical nmalpractice
i nsurance due to the fact that they wite prescriptions and perform
surgeries. Therefore, he opined that ND s rates m ght increase were
this | egislation adopted.

Dr. Luper responded that this has been investigated and it has been
determ ned that the rates would not increase. He further noted that
the Alaskan ND rates are conparable to those being charged in
states that provide NDs prescriptive and m nor surgery authority.

Dr. Luper disclosed that in order to address the question of
safety, he had conducted a survey of states that |icense NDs. He
had acquired the nunber of ND disciplinary actions in Arizona,
Oregon, Hawaii and Connecticut. ND disciplinary actions including
such things as |icense suspensions and other punishing actions are
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approximately half of the ampunt pertaining to allopathic or M
disciplinary actions. In Arizona, for instance, the disciplinary
rate for MDs is about one percent of those |licensed, and about half
a percent for NDs. Nationwide the rate for NDs is .34 percent. No
di sciplinary action has occurred against NDs in Al aska during the
seventeen years in which they have been licensed in the State. This
is a reason why the rates are lowand is a testanent to the quality
and care provided by the profession. He clarified that there are 39
licensed NDs in the State.

BARRY CHRI STENSEN, Practicing Community Pharmaci st and Legi sl ative
Chair, Al aska Pharmaci sts Association, testified via tel econference
froman offnet site to voice concern on behal f of the Association's
200 plus nenbers in regards to the prescriptive authority being
proposed in the bill for NDs. He inforned the Commttee that while
he heard reference to Anrendnent #1, he is unaware of its contents.

Co-Chair Wl ken infornmed the testifier that Amendnent #1 renpved

the requirenent regarding Prescriptive Schedules | and Il and
retai ned Schedules 111, 1V, and Vin the authority bei ng proposed
for NDs.

M. Christensen addressed the position that NDs education is
"equivalent or nearly equivalent” to that of an M because,
simlarly, they also have a four-year degree. "Wiile this nmay be
true in an acadenic sense, our nenbership has had little if any
interaction wth naturopaths during our professional training" but
have had extensive training with PAs, NPs, and Mbds "and have
devel oped good working professional relationships wth these
professionals. This relationship is very inportant when working
wth patients and recognizing "problens wth dosing, drug
i nteractions and drug abuse."” He questioned the fact that while the
definition of naturopathy that is included in the bill does not
include nedicine, the bill wuld provide full prescriptive
authority to NDs. He noted that nobst states that allow ND
prescribing provide NDs with limted prescriptive authority. He
stated that pharnmacists would be nore confortable with this
| egi slation were NDs required to work coll aboratively with other
| icensed prescriptors. Lastly, he raised concern regarding the
prescriptive authority of controlled substances, or narcotics, and
stated that control of such substances should be cl osely guarded.
Absent a presciptor-based narcotic tracking system this issue
woul d continue to be "the nunber one" concern of pharmacists. He
assured that while there is no reason to believe that NDs woul d
abuse this prescriptive authority, increasing their availability by
expanding the nunber of prescriptors would provide another
potential avenue for narcotic abusing patients.
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M. Christensen stated that while the amendnent would limt ND
prescriptive authority to Schedule Il1l, 1V, and V drugs, the
majority of narcotic drugs are included in those categories.
Therefore, the Menbership would continue to voice concerns.

Senat or O son asked, for clarification, the Association's position
on Amendnent #1.

M. Christensen responded that a ngjority of the Menbership woul d
continue to have problens primarily due to the inclusion of
Schedul e 111, which enconpasses narcotic painkillers. He noted that
since he was unaware of the anendnment prior to this, the nmenbership
has not been conferred with in its regard.

Senator O son asked the percent of patients who m ght be receiving

prescriptive relief from either Schedule Il through V or I1I
t hrough V.

M. Christensen responded that the majority of people who take pain
relievers are utilizing Schedule Il drugs, as it is the outpatient
pain drug of choice. A witten prescription is not required for
Schedule 111 drugs whereas one is required for Cass Il drugs.

Ther ef or e, he estimated that approximately 70 percent of
i ndividuals who are taking painkillers are taking Schedule 111
drugs. Schedule IV drugs are anti-anxiety rather than painkiller
types of drugs.

Senat or Bunde voiced that it would be an i nconveni ence were soneone
to seek naturopathic care and then discover that they would be
required to go to another nedi cal professional were a prescription
drug required to treat, for instance, high blood pressure or an
antibiotic such as penicillin. He asked what which schedul e t hese
types of prescriptions are included.

M. Christensen responded that antibiotics are "not a schedul ed
narcotic" and therefore are not regul ated by the Drug Enforcenent
Adm ni stration. They are instead classified as a prescription by
the Food and Drug Administration (FDA) and would require a
prescription. A narcotic-based pain reliever such as Tylenol #3
woul d be a Schedule 11 drug.

Senator O son clarified that the drugs included in "Schedules |
through V are those that are directly related to the potential for
abuse by either a patient or a patient prescriptor.”™ An antibiotic
woul d not fall in this category.

Senat or Seeki ns understood that as part of a pharmacist's training,
they are taught how to recogni ze signs of abuse or m stakes.
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M. Christensen affirmed.

Senat or Seeki ns understood therefore that "even now' in the nedical
pr of essi on, abuse does occur.

M. Christensen agreed.

Co-Chair WIlken stated that the bill would be HELD in Conmttee in
order to develop a conmittee substitute that would include
Amendnent #1 and clarify |anguage regarding the voluntary review
conmittee.

#sb298

CS FOR SENATE BI LL NO. 298(TRA)
"An Act relating to the use of off-road vehicles within five
mles of the right-of-way of the Janes Dalton H ghway."

This was the first hearing for this bill in the Senate Finance
Conmittee.

SENATOR RALPH SEEKINS, the bill's sponsor, stated that this
| egi slation would serve to address concerns regarding a letter
[copy on file], date stanped January 20, 2004 from the United
States Departnent of the Interior's Bureau of Land Managenent
received by trappers who operate trap lines north of the Yukon
river bridge.

Co-Chair WIlken stated that this |legislation would allow the use of
off-road vehicles within five mles of the right-of-way of the
Janes Dal ton H ghway south of M|e 235.

Senat or Seekins declared that, unless State law is changed to
accomodat e the use of notorized vehicles in this area, individuals
woul d have a May 1, 2004 deadline to change to non-notorized access
of the area. Use of the area by trappers and others on notorized
vehi cl es should not be elimnated "due to a quirk in State |aw."
Addressing this issue in a nmanner that would allow continuing
access to the area on notorized vehicles is the intent of this
| egislation. He stated that he has discussed this issue wth
trappers, the Alyeska Pipeline Authority, and other affected users.
In order to address the variety of questions that have been raised,
he asked that the bill be referred to a subcommttee, chaired by
Senat or d son.

Co-Chair WIken stated that SB 298 would be assigned to a
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subcommi tt ee.

Senat or Bunde stated that there has been a history of over zeal ous
Al aska State Trooper enforcenent in the affected area. He
encouraged the subconmttee to investigate the opportunity for
people to use existing mning trails and roads in the area, outside
of the Al aska pipeline corridor. He noted that there are nunerous
differences of opinions regarding the legality of wusing these
roads.

Senator O son stated that it is troubling that there is an agency,
and in this case a federal agency, that is working against
traditional users and is threatening to burn down cabins that often
provi de shelter and have saved |ives of hikers, downed pilots and
others in need of protection against the elenents of nature in
renote areas of the State.

Co- Chair W/I ken appoi nted Senator O son chair of subcommttee.
Co-Chair W/l ken ordered the bill HELD in Committee.
#sjr3

CS FOR SENATE JO NT RESOLUTI ON NO. 3(JUD)
Proposi ng an anendnent to the Constitution of the State of

Al aska relating to an appropriation limt and a spending
limt.
This was the sixth hearing for this bill in the Senate Finance
Commi ttee.

Senator Dyson infornmed the Commttee that the appropriation and
spending limt formula that has been devel oped was based on State
budgets that had been adopted for the past several years.
Unfortunately, due to the fact that these budgets were relatively
flat, when the formula was applied, the unintended result is a
flatter budget than is practical for State operations. The Ofice
of Managenent and Budget would further explain this situation.

Co-Chair WIlken clarified that the working docunent is conmttee
substitute Version 23-LS0296\ B, as anended by Anendnents #1 and #4.
Fol |l owi ng action on sone forthcom ng anendnents, a new committee
substitute woul d be devel oped.

CHERYL FRASCA, Director, Ofice of Mnagenent and Budget (OVB),

Ofice of the Governor, inforned the Committee that with the
assistance of the Division of Legislative Finance, OVB has
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devel oped a spreadsheet titled "CS SIJR 3" [copy on file] that
depicts the outcone of the currently drafted formula.

BRUCE TANGEMAN, Fiscal Analyst, Legislative Finance Division
poi nted out that the fornula results are depicted begi nning on |ine
"9" which is titled "Avg G owth (existing base yrs)".

Ms. Frasca expressed that the information specifies that for fiscal
years 2007, 2008, and 2009 there would be zero annual growth, a
slight increase in FY 10 and then marginal growmh in the subsequent
years. She noted that while the State has been able to contro

expenses for such things as Medicaid in the near term it is
unlikely that this would be possible in future years. Arealistic
growt h level for Medicaid and K-12 spending in the future would be
approxi mately $100 mlli on.

Co-Chair W I ken wunderstood therefore that the aforenentioned
section of the chart depicts the outcome of the fornmula as
currently drafted, using an annual inflation rate of three percent
and a one percent population growh rate. In FY 06, the State woul d
be projected to experience an additional general fund growth of
$428 mllion dollars with no further gain until FY 10.

LUCKY SCHULTZ, Staff to Senator Dyson, affirnmed that is correct
with the exception being that the $428 million would reflect tota
appropriations mnus exenptions rather than being specifically
general funds.

M. Shultz stated that the reason the annual growth is reflected as
zero in several of the fiscal years is that this Senate bill
contains "a no ratchet down provision." The House version of the
bill does not include this provision.

Ms. Frasca stated that the Administration is offering for
consideration the fornula beginning on line 23 of the spreadsheet
titled "2 yr gromh (adjusted base yrs)". This fornula reflects a
$56 mllion increase in total appropriation growh in FY 06 and an
average of approxinmately $105 mllion going forward.

Co-Chair WIken noted that the spreadsheet depicts four different
scenari os.

Ms. Frasca stated that in addition to the four scenarios being
depicted in a line item format section, there is a corresponding
chart format at the bottom of the spreadsheet.

Senat or Hof f man understood that the Public Enployees Retirenent
Systenl Teachers Retirement System (PERS/ TRS) obligation would be
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approximately $56 mllion in FY 06. In that case, the proposed
formula would reflect flat growh. Therefore, a detailed analysis
of the PERS/ TRS obligation projections should be devel oped in order
for the Conmttee to understand its inpact. Particularly as the
nunber of retiring State enployees is expected to increase in the
next few years.

Ms. Frasca stated that the nunbers presented on the chart "are not
the result of an analysis of what spending could be ...in terns of
spending pressures.” For exanple, in the FY 05 budget, the
Adm ni stration covered the increase in PERS/ TRS expenses by
absorbing the expenses through reductions in other areas.
Acknow edging that a formula would specify a spending |imt, she
stated that the budget would continue to be under pressure and
choices would be required. This bill is not intended to allow for
uncontrolled spending, but rather would require the State to
exam ne how its noney would be spent. There would "always be
conpeting wants and conpeting needs. This would be the chall enge
going forward."

Co-Chair WIken understood that the PERS expectation for FY 06
woul d be approxi mately $100 nillion.

Ms. Frasca responded that that woul d be the anount including school
district and | ocal governnent expenses, in addition to Executive
branch expenses. She agreed that these costs woul d continue through
the next five years unless the State's financial market investnents
were to rebound.

Co-Chair WIlken informed that a detail ed PERS/ TRS presentation is
schedul ed for April 6, 2004.

Senator Dyson stated that in order to arrive at a workable formul a,
"fiddling" with the base nunbers has had to occur. He asked that
Ms. Frasca explain the changes that have been nmade to the base
years.

Ms Frasca pointed out that part of the challenge includes the fact
that the total spending for FY 04 has not yet been concl uded, and
that the budget for FY 05 has not been finalized. Therefore,
"crafting a |limt for going forward" by utilizing the | ook-back
mechanismis difficult.

Senator Dyson voiced that it mght be that "the fiddled wth
nunmbers” would not be far fromreality.

M . Tangeman decl ared that the nunbers, as depicted in the current
formula, beginning on line nine of the spreadsheet titled "Avg
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Gowmh (existing base years)," are not too far from what is
expected. FY 06 cal cul ati ons are based on FY 02, FY 03, and FY 04
appropriations which each reflect $100 mllion appropriation
reductions. Therefore the first year is based on years of reduced
appropriations. "Plugging set nunbers for FY 04 and FY 05" was
conducted "in order to alleviate the question of what m ght
actually happen at the end of this Session to allow uniform
growt h." Therefore, the inclusion of $100 mllion in appropriation
gromh for FY 04 and FY 05 woul d probably be close to where those
budgets would "end up."” This would provide a better idea of where
FY 06 would actually be. The PERS/ TRS obligations for FY 04 are
approximately $3.1 billion, and the FY 05 budget submitted by the
Governor calculates that $2.9 billion would be required. This
refl ects a substantial decrease. Wre an anendnent specifying that
the PERS/ TRS appropriation for FY 04 and FY 05 be between $3.3
billion and $3.4 billion adopted, it would allow "plenty of
headroom for the PERS/ TRS issue going forward" as the current
projection for FY 05 is $2.9 billion. This would allow for
i ncreased growt h goi ng forward.

Co-Chair Wl ken stated that were a forthcom ng anendnment adopted
that would repeal this legislation in four vyears, perhaps
consideration could be given to setting aside the PERS/ TRS i ssue
for a few years.

Senator Bunde pointed out that even were a spending limt
established, the entirety of that noney would not be required to be
appropriated. However, he noted that the Legislature "has never
|l eft a dollar on the table,”™ as such things as public pressure
woul d be ever-present. Therefore, he contended that the upper limt
"woul d al so be the base.”

Co- Chair W/I ken acknow edged the remarKk.

Senat or Hof fman di sagreed. He stated that the State currently has a
spending limt that is substantially higher than what is being
appropriated today.

Co-Chair W/l ken pointed out that the State currently has "a huge
deficit and a slush fund that allows us to do that."

Senator B. Stevens declared that were the PERS/ TRS obligation to
increase to a level exceeding the limt, the Legislature could
recogni ze it as an "extraordi nary circunstance"” and address it in
such a manner "as the situation, which created it, occurred outside
the realmof the control of the Admi nistration or the Legislature,
or control of anybody for that matter." Therefore, he asked whet her
the PERS/ TRS situation mght qualify under the paraneters of an
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extraordinary circunstance definition

M. Schultz responded that this question had been asked previously,
and that upon investigation, it was discovered that the State of
Connecti cut specifically does not defi ne extraordi nary
ci rcunstances as they desired the interpretation to be left up to
the Governor and the Legislature. An extraordi nary circunstance has
not been invoked in that State since this directive was established
in 1992.

Co-Chair WIlken stated that further discussion regarding the
extraordi nary circunstance i ssue nmust ensue.

Senat or Dyson asked for further Conmittee feedback regarding the
appropriateness of placing a Statew de ballot neasure before the
peopl e that woul d be "based on nunbers that have been adjusted in
order to make the fornmula work." Wile the argunent is conpelling,
the formula nust work and be practical into the future wthout
being less credible. Provided no objection to this approach were
forthcom ng, a new conmittee substitute would be devel oped that
woul d enconpasses the Adm nistration's proposal. In addition, he
noted his intention to specify a four-year termnation date in the
| egi sl ati on. However, he noted that at the end of this four-year
period, there would be two alternatives: the first being that the
"ineffective spending” limt that is currently in the Constitution
woul d be re-instituted along with the Constitutional requirenent
that specifies that one-third of the budget be appropriated to
support capital projects or that those two conponents and the
formula termnate in four years. The second choice is his
pr ef er ence.

Co-Chair WIken suggested that the Conmttee consider additional
anendnents and then develop a conmttee substitute.

Senat or Bunde, responding to Senator Dyson's request for Commttee
f eedback, stated that he would prefer a system based on reality
rather than theory. He woul d al so support abolishnent of all three
conponents at the end of four years.

The bill was HELD in Commttee for further consideration.
#
ADJ OQURNIVENT

Co-Chair Gary WI ken adjourned the neeting at 11:27 AM
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