HOUSE FI NANCE COW TTEE
January 21, 2005
1: 37:49 PM

CALL TO ORDER

Co- Chair Chenault called the House Finance Commttee neeting
to order at 1:37:49 PM

VEMBERS PRESENT

Represent at i
Represent at i
Represent at i
Represent at i
Represent at i
Represent at i
Represent at i

M ke Chenault, Co-Chair
Kevin Meyer, Co-Chair
Bill Stoltze, Vice-Chair
R chard Foster

M ke Hawker

Reggi e Joul e

M ke Kelly
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ve
ve
ve
ve
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VEMBERS ABSENT

Representati ve
Representati ve
Representati ve
Representati ve

Eric Croft

Jim Hol m

Carl Mbses
Bruce Weyhr auch

ALSO PRESENT

Joel G| bertson, Comm ssioner, Departnent of Health & Soci al
Services; WIlliam Corbus, Comm ssi oner, Department  of
Revenue; Tom Boutin, Deputy Comm ssioner, Departnent of
Revenue; Brett Fried, Econom st, Tax Division, Departnent of
Revenue; Janet Clarke, Director, Division of Admnistrative
Servi ces, Departnent of Health and Social Services

PRESENT VI A TELECONFERENCE

M chael WIllians, Chief Petroleum Econom st,
Revenue, Anchorage; Dan Dickinson, Director,
Depart ment of Revenue, Anchorage

Depart nent of
Tax Divi sion,

GENERAL SUBJECT(S) :

OVERVI EW6: REVENUE PRQIECTI ONS, DEPARTMENT OF REVENUE
PROPOSED CHANGES | N MEDI CAl D REI MBURSEMENT /
DEPARTMENT OF HEALTH & SOCI AL SERVI CES

The followi ng overview was taken in |log note format. Tapes
and handouts w |l be on file with the House Finance
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Comm ttee through the 24th Legislative Session,
24th Legi sl ative

6814. After

t he

cont act 465-

Session they wll be

avai l abl e through the Legislative Library at 465-3808.

T ME

SPEAKER

DI SCUSSI ON

1: 38: 14 PM

Co-Chair
Chenaul t

Convened t he House Finance Committee
neeting to take up discussion on the
Depart nent of Revenue, Revenue

Proj ections and the Departnent of
Heal t h & Soci al Services, proposed
changes in the Medicaid rei nbursenent.

DEPARTMENT OF REVENUE
REVENUE PRQJECTI ONS

1: 39: 03 PM

W LLI AM
CORBUS,
COMM SSI ONER,
DEPARTMENT OF
REVENUE

Provi ded nenbers w th handouts
outlining the revenue forecast for the
upcom ng year. (Copy on File).

He introduced his staff, Tom Boutin,
Deputy Conmm ssi oner, Departnment of
Revenue; Brett Fried, Econom st, Tax
Di vi si on, Departnment of Revenue; and
tel econferenced M chael WIIlians, Chief
Pet r ol eum Econoni st, Departnment of
Revenue and Dan Di cki nson, Director,
Tax Division, Departnment of Revenue in
Anchor age.

1:40: 39 PM

Conmm ssi oner
Cor bus

Stated that revenue forecasting is

i nportant work and that nany
governnment al deci sions are based on
that forecast. Mich work goes into
preparing it. He referenced Attachnent
#1. (Copy on File).

1:42:14 PM

Conmm ssi oner
Cor bus

Ref erenced the Table of Contents,
3, stating that it was the best,
and dirty” source book for State
finances. He pointed out that Al aska
National Wldlife Refuge (ANVR) was the
exanpl e used t hroughout the handout.

Page
“qui ck

1: 43: 59 PM

Conmm ssi oner
Cor bus

Not ed tabl es on the next six pages,
while highlighting the Fall forecast.
The price projections listed on Table
2-4, Page 10: The price per barrel of
oil on 1/20/05 was $49. 71.

Comm ssi oner Cor bus pointed out price
projections for the next several years:

 FYO5 - $43.61 versus $28.30 | ast

spring
« FY06 - $34.50 versus $25.85 | ast
spring
« FYO7 - $30.95 versus $22 | ast
spring
« FYO8 — FY15 was $25.50, up $3.50
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fromlast spring.
The Organi zation for Petrol eum
Exporting Countries (OPEC) Price Goa
is $22-%$28 dollars per barrel which
conpares to the $28.30 projected from
| ast year.

1:46: 23 PM

Conmi ssi oner
Cor bus

Reiterated that OPEC has indi cated that
oil will be at between $22 and $28
doll ars per barrel.

1:47: 01 PM

Conmi ssi oner
Cor bus

The State is not certain that OPEC w | |
mai ntai n market discipline in that
range.

1:47: 32 PM

Conmi ssi oner
Cor bus

Addressed the “wld ride” price
volatility oil has noved through this
past year. Last year, he conpared the
$15 dollar drop in 48 days; there was
then a rise caused by the anticipated
Iragi war. He renenbered a $15 doll ar
drop in 37 days in 1991. The price
today is approximately $41 dollars, $7
dol | ars higher than a week ago. He
acknow edged that projecting prices is
difficult and there is great
volatility. There has been a change in
rel ati onshi ps between prices of oil.
When the Departnent provides a
forecast, they use the West Texan
Institute (W) internedi ate code.

Al aska sells its oil to the west coast
with a differential in that price.

Hi storically, there has been a constant
rel ati onship between prices. That

rel ati onship does not hold as strong as
it had in the past.

1: 50: 53 PM

Conmi ssi oner
Cor bus

Addr essed production and referenced
Table 2-6 — By FY2011, new oil

devel opnents will be 48.1% of the total
producti on.

1: 52: 31 PM

Conmm ssi oner
Cor bus

Commented on Table 2-2, highlighting
the unrestricted general - purpose
revenue conversion years, 2004 through
2006, conpared to the $2.36 billion
dollars for FYO4. Spring, FY04, is
estimated at $1.96 billion dollars.
The hi gher nunbers for FYO5 reflect

hi gher oil prices. The total for FYO06
is projected at $2.3 billion dollars.
Based on the fall revenue forecast, a
surplus of $653 million dollars is
proj ected given the average price of
$43.51 dollars per barrel.

1: 54: 23 PM

Conmm ssi oner
Cor bus

Conti nued, Page 4, Table 2-9 indicates
the Capital Budget Reserve (CBR) draw,
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| asting until February 2011, assuni ng
the price and production infornmation
presented and the $2.3 billion dollar
budget. Conmi ssi oner Corbus referenced
Table 2-8, looking into the future,
understanding that the State still has
a long run structural financial problem
that needs to be addressed in natching
reoccurring revenues with reoccurring
expenses.

1:58:44 PM | Comm ssi oner Addressed the actual year to date,

Cor bus futures for the remainder tine. He
poi nted out that the futures for FY06
are significantly higher than $34.50.
The next update for the Departnent wll
be April, 2005.

2:00: 01 PM | Representative |[Questioned the idea of “not trusting”

Joul e OPEC proj ecti ons.

2:01:26 PM | Conmi ssi oner Conment ed that OPEC has stated that

Cor bus they are considering reeval uating the
proposed price range. The Depart nent
anti ci pates that change.

2:01:57 PM | Representative |Referenced Page 2, & asked when that

Joul e informati on would be factored into the
projection. Comm ssioner Corbus
responded that ANWR was not included in
that table. The full inpact of ANVR
will not be felt until after 2020.

2:02:44 PM | DAN DI CKI NSQON, | Expl ai ned the process of preparing a

DI RECTOR, forecast every six nonths. He

(TESTIFIED VI A | acknow edged that it is usually wong.

TELECONFERENCE | The Departnent does attenpt to provide

), TAX a reasonabl e nodel for determ ning

Dl VI SI QN, price formation in the specified tine

DEPARTMENT OF period. An average is created using a

REVENUE, “best guess” scenario. A simlar

ANCHORAGE process is used for a long-term
forecast. It is inportant not to
change the | ong-term nunbers resulting
fromrecent news. He enphasized that
there is a tendency to be overly
optimstic or pessimstic during ups
and downs.

2:06:28 PM | M. Dickinson Ref erenced Page 10 and how Al aska North

Slope (ANS) is priced relative to West
Texas Internmediate (W) prices. 1In
the last six nonths, the differenti al
has noved up about $6 dollars, which is
extraordinary. That information causes
concern when determ ning a forecast.

He referenced Attachnent #3. (Copy on
File). The graph indicates the

absol ute percentage error in
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forecasting oil prices for the next
year’s budget cycle. The graph

i ndicates a new price relationship
bet ween WII and ANS.

2:09:31 PM | M. D ckinson

Acknow edged that there are questions
regardi ng the historical nornms for the
forecast. It is inportant to note the
vol une indicated on Page 12. The graph
i ndi cates about 30 different producing
areas, which added together provides
the information. Production is divided
into three categories:

e Producing fields at this tineg;

* Production comng from current
devel opnent; and

e |ltenms under eval uati on.

2:12:51 PM | M. Dickinson

Spoke to the bizarre period occurring
in early January in the North Sl ope
with warner tenperatures, resulting in
not getting as much oil out of the
ground at 12,000 barrels per day, a
smal | nunber. He outlined the four
areas of revenue:

*Federal nunbers provided by Ofice of
Managenent and Budget (QWVB;

*| nvest ment nunbers; and

*Qt her revenues.

2:14:31 PM | BRETT FRI ED,
ECONOM ST, TAX
Dl VI SI ON,
DEPARTMENT OF
REVENUE

Page 37, Table 5-1, listed the other
revenues except for the federal and
investnment listings. The unrestricted
revenues are broken into different
categories. He referenced Table 5-2,
the other tax, pointing out the actual
FYO4 and projected FYO5-FY06 figures.
Page 41, Table 5-2, referencing the

al cohol beverage tax, $16.3 mllion
dollars projected. Fromthere, the
colum drops down to restricted taxes.
50% of the tax fromthe al cohol
beverage tax goes into the prevention
treatnment fund

The cigarette columm indicates

proj ected nunbers also into FYO7. The
reason for the increase in cigarette
tax revenue, is that the tax was
increased to $1.60 as of January 1°.
The corporate inconme tax changed with
the creation of the Job Assistance Act,
whi ch changed how | ong t axpayers coul d
claimtheir |osses, fromfive to two
years. He identified fish taxes.

2:19:32 PM |M. Fried

Expl ai ned the “other tax” category.
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2:20: 06 PM |Vice-Chair Asked about the drop in notor fuel tax.
Stoltze
2:20:33 PM | M. Fried Stated that FYO4 nunber was high
resulting fromassessnents from
previ ous years. There were big
assessnments in those years resulting in
a hi gher anount.
2:21:01 PM | Representative |Referenced the tobacco taxes and asked
Hawker if that had been factored into the
proposed nunbers. M. Fried responded
that it was not factored into the
forecasts. There was nore revenue in
FYO4 when it went into effect. The
Departnent is not sure of what the
source is of the additional revenue.
The future could indicate nore revenue
with the increase in the tax rate.
2:22:36 PM | M CHAEL Provi ded an overview of his persona
W LLI AVS, DR, background qualifications, earning a
TESTI FI ED VI A doctorate in econonmics froma
TELECONFERENC, |university in Colorado. He stressed
CHI EF that he has been involved in the energy
PETROLEUM field since his graduation in the early
ECONOM ST, * 80’ s.
DEPARTMENT OF
REVENUE,
ANCHORAGE
2:25:29 PM |Dr. WIIlians Spoke to the expansion of crude oi
production within the world market. He
reiterated that OPEC has been
di scussing raising the price ceiling.
He enphasi zed that there is a grow ng
oil demand. Currently, there is a
“sellers market”.
2:27:04 PM |Dr. WIIlians Touched upon the differential concern

He nentioned the hurricanes that
happened in the Gulf of Mexico,
knocki ng our many production platfornmns.
That produced a “sweet” crude oil and
the market needed additional crude oil
The heavi er crude oils were brought
fromoils in the m ddl e East, causing
the differential to expand. He spoke
to price volatility. He pointed out
that there has been a 5% change per day
since early January and offered to
address that change.

He commented on the absol ute changes.
The daily changes in January have
averaged about 1.9% On average,
pri ce change averaged 77 cents per
barrel per day. He pointed out that
this nonths volatility was simlar to

t he
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that occurring in past years and
results from peopl e’ s perspective of
the future

2:30:43 PM

Dr. WIIlians

U S. Energy reported a rise in the
crude oil stock prices. The world oi
systemis affected by production
capacity and how that relates to a
stable system He added that there is
little spare crude oil capacity but at
the same tinme, the internationa
projection is an increased demand which
Is stressing the international system
He stated that there is political
volatility in a nunber of world
situations. He predicted that the
crude oil prices would renmin volatile.

Conmi ssi oner
Cor bus

Stated that would conplete the
presentation fromthe Departnent of
Revenue.

Co- Chair Meyer

Asked if $500 mllion dollars was a
safe windfall prediction. Conmm ssioner
Cor bus expl ai ned that he was rel uctant
to say a “revised projection”. It is
anticipated at this tinme, and woul d be
approxi mately $150 nmillion bel ow

Co- Chair Meyer

Asked about any new revenue neasures
bei ng consi dered by the Departnent.

Conmm ssi oner
Cor bus

Replied that the Ofice of the Governor
i s evaluating al cohol taxes. He added
that the Percent of Market Val ue
(POW), the Adm nistration supported it
| ast session. Currently, the

Adm ni stration still considers it to be
“On the Table” with other proposals to
t ake advant age of the Pernmanent Fund,
addressing long-termfiscal problem

Co- Chair Meyer

Mentioned the Anerada—Hess divi dends
bei ng a separate consideration. He
appl auded the work provided by the
Departnment in determ ning the oi
forecasting. He stated that the State
could control the oil production and
how that is increased statew de. He
i nqui red about di ssatisfaction of the
oil conpanies with the adm nistrative
order to change the tax cut and asked
how it could inpact future production.

2:37: 58 PM

Conmm ssi oner
Cor bus

Replied that the Adm ni stration has
been “heavily supportive” of the oi
i ndustry to increase production. He
noted line itens, which have boosted

that industry. The Adm nistration
stated that the situation at Prudhoe
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Bay was uni que.

2:41:12 PM

M . Dickinson

Interjected, that there was a tax
credit available for exploration.

There are five conpanies that are

| ooking at that credit at this tine.

He added, that the conpanies want to
know what their tax will be before they
i nvest. They can apply for an advanced
ruling before they invest through

regul ation. He stressed that option is
avai | abl e before maki ng a maj or

i nvestment and added that the biggest
consideration is the price to the oi
conpanies in order that it is
attractive. There are concerns that
can be controlled and will be through
advanced rul i ngs.

151

PM

Co- Chair Meyer

Understood that the ruling would be
retroactive and asked if heavy oi
woul d then be excluded. Co-Chair
voi ced his concern with that.

Meyer

: 35

PM

Conmi ssi oner
Cor bus

Under stood the concern with the “heavy
oil” issue and that the Departnent was
avai lable to neet with the owners of
those fields to discuss their concerns.
He pointed out that there are

adm ni strative renedies.

111

PM

Co- Chair Meyer

Asked when the additional revenue woul d
be avail abl e. Commi ssi oner Corbus

t hought that revenue mould be avail abl e
i medi ately by February 1% M.

Di ckenson interjected that the actua
paynment woul d be one nonth del ayed and
woul d start the |ast day of March

113

PM

Co- Chair Meyer

Recomrended the State’s need to
diversify in planning | ong-range fisca
i ssues. He spoke to the Percent of

Mar ket Val ue and ot her reasonabl e
revenue generating neasures.

: 56

PM

Vi ce-Chair
Stoltze

Ref erenced the section addressing

busi ness |icenses and asked if that had
met the expectation for increased
revenue.

148

PM

M. Fried

Poi nted out that information was
included in the Charge for Services
section. M. Dickinson interjected
that was |isted on Page 42, footnote
#2.

116

PM

M. Fried

Stated that he would get back to the
Committee regarding if the increase
woul d neet the expectations. Vice-
Chair Stoltze noted that he had voted
for that concern and now was “upset”
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t hat he had.
i nformati on.

He requested nore

2:49: 20 PM

Representati ve
Hawker

Questioned if it was the intent that
the Percent of Market Val ue proposa
woul d raise revenues. He recalled that
was not the purpose of that proposa
but rather to protect the Pernmnent
Fund. He requested clarification.
Commi ssi oner Cor bus acknow edged t hat
the Percent of Market Value is for the
protection of the fund, however, it
coul d open up opportunities to nmake
funds avail able to fund governnent.

1 24

PM

Representati ve
Hawker

Asked if it would nmake nore
opportunities than currently avail abl e.
Commi ssi oner Corbus responded that the
Legi slature has the authority to access
t he Permanent Fund, but historically
has chosen not to do that.

: 06

PM

Representati ve
Hawker

Under st ood those conmments to mean t hat
the Legislature does in fact have the
authority to access the earnings
reserve and that had not been changed
in any way. Comm ssioner Corbus

agr eed.

1 27

PM

Representati ve
Kel l'y

Asked about the Internal Revenue
Service's (IRS) letter regarding
drilling and if it could be changed by
t he Governor or the Legisl ature.

: 53

PM

M. Dicki nson

Replied that there are conditions under
which that letter could be changed but
there woul d have to be good reason to.
In response to concerns voiced by Vice
Chair Stoltze, he stated that the

| etter establishes conditions to be
nmet. In FYO3, the revenues generated
were $2.1 mllion from business

| i censes.

: 00

PM

Co-Chair
Chenaul t

Not ed that woul d concl ude the
presentation fromthe Departnent of
Revenue.

Departnent of Health & Social Services
Proposed Changes in Medicaid

Rei nbur senent

: 59

PM

JOEL

G LBERTSON
COWM SSI ONER,
DEPARTMENT OF
HEALTH &

SCCl AL

SERVI CES,

Provided the Conmttee with a handout,
Attachnment #5. (Copy on File). He

i ntroduced Janet C arke, Director,

D vision of Administrative Services,
Department of Health and Soci a

Servi ces.

1 59

PM

Conmi ssi oner
G | bertson

Medi caid currently insures about 128
t housand Al askans. That budget exceeds
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$1 billion dollars in total federa
funding in FYO6. There is sone
volatility in the State’s match rate.
Federal Medi cal Assistance Percentage
Program (FMAP) was cal cul ated annual |y,
using a three-year average of per
capita income, to determne if the
State is a wealthier or poorer state,
whi ch then determ nes the anmount paid
by the federal governnent. Al aska

hi storically has been a 50/50 state.
There are sone services paid by

Medi caid that are “enhanced” Medicaid
services. Exanples of that are the
State’s children’s health insurance
program and the breast and cervica
cancer services. He added that 100%
rei mbursenent is received for the

Al aska Nati ves.

3:00:13 PM

Conmi ssi oner
G | bertson

Poi nted out that up until 1997, the
Medi caid match rate for Al aska has been
50% f ederal and 50% State. In 1997,
Senat or Frank Murkowski argued for the
core formula to enhance Al aska’s

Medi caid match rate for three years.
That provided a 9.8% i ncrease for three
years. Costs for providing care in

Al aska are nuch hi gher than ot her
states. Wen that sunset, the fornula
continued to be flawed. In 2001,

anot her piece of |egislation won
passage, again by Senator Mirkowski,

whi ch adjusted the fornmula for a period
of five years. The result is an
enhanced match rate for the State of

Al aska. That sunsets on Cctober 1%,
2005 and reverts back to the underlying
formula calculation for the State. It
wWill result in a drop of 7.5 points,
caused by the 5-year sunset and the
fact that the per capita i nconme has

i ncreased st atew de.

3:03:52 PM

Conmi ssi oner
G | bertson

Stated that a major change will occur
Cct ober 1%, 2005, and includes a change
to the manner in which per capita
inconme is determned for the nation.

It will include enployer contributions
to enpl oyee retirenment plans. Such an
adj ustment neans $53 million dollars
for per capita incone. The State

Adm ni stration has an obligation to fix
this problemin statute. For FY06, the
Admi ni stration has chosen not to fund
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that gap and is waiting for the U S
Congress to fix it. The Admi nistration
has been working with the U. S.
Congressi onal delegation to fix the
concern before the end of this year’s
budget cycl e.

3:06:49 PM

Representati ve

Hawker

Asked about the |oss and whet her Al aska
was the only state affected.

Commi ssioner G | bertson responded that
every year, there are changes in the
Medi caid match rates. Sonme states go
up and sone down. Al aska experiences

t he changes the nost and Woning is the
state next affected by a three-point
drop. Representative Hawker conmented
that there are other states in this
predi canent and that Al aska does not
stand-al one. Conmmi ssion G| bertson
agreed that other states do have an
interest in preventing this reduction.
He reiterated that Al aska is the nost
expensive State regarding delivery of
heal th care services.

3:09:40 PM

Representati ve

Hawker

Requested a definition of FMAP, fair
share and pro share issues.
Commi ssi oner G | bertson expl ai ned t hat
the FMAP is the Federal Medicaid

Assi stance Program and deal s solely
with determining the ratio of Medicaid
costs bore by the State and the federa
governnment. It is determned by a

t hree-year average of the State’ s per
capita income as conpared to the

nati onal per capita incone.

Fair share is a plan devel oped in the
State of Alaska in FYOl, to oversee
Medi care and Medicaid to allow for
perm ssive transfer for funds through
enhanced Medi caid paynents to triba
operated facilities. That plan went
through a denial and currently is being
litigated by the State of Al aska.

Pro share deals with perm ssive

i ntergovernnental transfers used to pay
State’s share of the Medicaid match
Private pro share is an approved State
pl an amendnent, submtted by the State
of Al aska, in which, the State does
make enhanced paynents to the private
health care system

3:13:31 PM

Co-Chair

Meyer

Questioned if the Departnent’s budget
woul d reflect the reduction to the
FMAP. Conmi ssioner G | bertson
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responded that the Governor’s FY06
budget does not include funding for the
wi t hdrawal fromthe federal budget for
that amount. It is intended that the
U. S. Congressional delegation will be
able to “fix” the Medicaid reduction

t hrough | egi sl ati on.

3:14:54 PM

Co- Chair Meyer

Commented that $53 nmillion dollars is a
| arge risk. Comm ssioner G| bertson
reiterated the he thought there would
be a suppl enental requested and

gr ant ed.

3:15:27 PM

Co- Chair Meyer

Asked how Al aska conpared to ot her
states in providing the Medicaid
program

Commi ssioner G | bertson responded that
the Medicaid rates and the anount
provided to the provider are fairly
high. Facilities are paid based on
costs. Alaska rates that go out to the
provi ders are high.

He pointed out the eligibility
standards and the areas within the
State which have authority over its’
Medi cai d program

*Optional services;

*Optional eligible categories; and
*Rat es

3:17:23 PM

Conmi ssi oner
G | bertson

Reiterated that the State has generous
prograns. He commrented on cappi ng
benefit services.

3:18:13 PM

Co- Chair Meyer

Asked for an explanation of the Senior
Care Program proposed by the Governor.

3:18: 44 PM

Cpnnissioner
G | bertson

Responded that the Senior Care Program
whi ch provides suppl enmental funding for
seniors for prescriptive drugs, was
passed in the |last |egislative session
and is due to expire on January 1%,
2006. The Governor intends to propose
| egi slation this session to enhance
that program He listed the criteria
for the program highlighting “Part D’
for the prescription drugs. That
section has its’ own prem umfor those
seni ors who are 300% bel ow t he poverty
l'ine.

He added that there is currently
proposed | egi slation in cooperation
with the Mental Health Trust, which
wi Il provide preventative denta
services for seniors.

3:21: 57 PM

Co- Chair Meyer

requested nore in-depth overview of the
proposed programat a future date.
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3:22:22 PM | Representative
Kel l'y

Asked if there were guidelines being
consi dered to hel p peopl e nove of f and
out of the system

Commi ssi oner G | bertson responded that
t he Departnment works aggressively to
hel p pronote sel f-sufficiency through
job training skills and ot her neans.

For sone people, they will never becone
“self sufficient”. This Adm nistration
supports maintaining a strong safety
net .

Commi ssi oner G | bertson acknow edged
that sonme rural concerns address access
and under-serviced i ssues. Those
concerns differ fromvarious sections
of the State. He stressed the
Departnent’ s success rate in noving
peopl e out of the program It has

dr opped 58%

3:24:42 PM | Co-Chair
Chenaul t

ADJ OURNIVENT

The neeting was adjourned at 3:25 P. M
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