HOUSE FI NANCE COWM TTEE
February 15, 2006
1:42 P. M

CALL TO ORDER

Co- Chair Meyer called the House Finance Conmittee neeting to
order at 1:42:16 PM

MVEMBERS PRESENT

Representative Kevin Meyer, Co-Chair
Representative Bill Stoltze, Vice-Chair
Representati ve M ke Hawker

Representati ve Reggi e Joul e
Representative Mke Kelly
Representative Beth Kerttul a
Representative Carl Moses
Representative Bruce Weyhrauch

MEMBERS ABSENT

Representative M ke Chenault, Co-Chair
Representati ve Ri chard Foster
Representative Jim Hol m

ALSO PRESENT

Chri stopher Poag, Assistant Attorney Ceneral, Departnent of
Law, Sharon Barton, Director, Al aska Permanent Fund D vi dend
Division, Departnment of Revenue; Sue Stancliff, Staff,
Representative M ke Kelly;

Cheryl Frasca, Director, D vision of Managenent & Budget,
Ofice of the Governor; Craig Tillery, Deputy Attorney
CGeneral, Departnent of Law, Kathryn Daughhetee, Director,
Adm ni strative Services Division, Departnment of Law, Eric
Swanson, Director, Division of Admnistrative Services,
Department of Adm nistration; Stan Herrara, Director,
Enterprise Technol ogy Servi ces, Depar t nent of
Adm ni strati on; Sam  Thonas, Director, Di vi si on of
Adm ni strative Services, Departnent of Comrerce, Comrunity
and Econom c Devel opnment; Laura Flenm ng, Conmunications
Director, Al aska Seafood Marketing Institute, Departnment of
Commerce, Community and Economc Devel opnent; Sharleen
Giffin, Acting Director, Division of Admnistrative
Services, Department of Corrections; John Craner, Director,
Adm nistration Services Division, Mlitary and Veterans
Affairs; Ni co Bus, Acting Di rector, Di vi si on of
Adm ni strative Services, Departnment of Natural Resources;
Dan Spencer, Director, D vision of Adm nistrative Services,
Department  of Public Safety; Bob Barthol onew, Chi ef
Qperating Oficer, A aska Permanent Fund Corporation,
Depart ment of Revenue.
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SUMVARY

HB 273 An Act relating to the dividends of individuals
claimng allowabl e absences; and providing for an
effective date.

CS HB 273 (FIN) was reported out of Conmttee with
a “no recommendation” and with a new fiscal note
by the Departnment of Revenue.

HB 421 "An  Act maki ng  suppl enent al appropri ations,
capital appropriations, and other appropriations;
anmendi ng appropriations; meking appropriations to
capitalize funds; and providing for an effective
date."

HB 421 was HEARD and HELD in Commi tt ee.

#HB273
1: 42: 59 PM

HOUSE BI LL NO._ 273

An  Act relating to the dividends of individuals
claimng allowable absences; and providing for an
effective date.

Representative Joul e WTHDREW Anendnent #1, #24-LS0871\F. 4,
Cook, 2/6/06.

Representative Joule MOVED to ADOPT Anmendnment #2, #24-
LS0871\ F. 5, Cook, 2/7/06. Co-Chair Meyer OBJECTED.

1: 44: 29 PM

Representative Joul e expl ai ned that Amendnment #2 would add a
new subsection, which woul d read:

“(f) The dividend for a current year shall be paid
under AS 43.23.055(2) during the current year to an
otherwi se qualified individual claimng an allowable
absence under AS 43.23.008(a)(1) or (2) if the
i ndi vidual was present in the state for at |east 90
days during the qualifying year.”

Representative Joule stated the anmendnent would allow a
student attending college out-of-state to collect the
dividend if in that qualifying year, the student returns
back to State at |east 90 days. He submitted that benefit
could encourage the student to cone back to Al aska. He
requested a positive vote on the anmendnent.
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1: 45: 41 PM

Representative Wyhrauch nentioned |legal concerns wth
Amrendnent  #2. He requested that the Departnment of Law
testify regarding the anendnent.

1:46: 03 PM

Representati ve Weyhrauch pointed out that there are already
a nunber of allowable absences. He believed that the
amendnent would now *“carve out” a student category.

Presently, HB 273 holds the Permanent Fund Dividend (PFD)
check for that student for when they do return and establish
their residency; that could be a nice “nest egg” for them

Representati ve Weyhrauch pointed out that sonme students opt
to give up Alaska State residency in order not to pay out-
of -State tuition. He added that the University of Al aska
has a trenendous program to educate students and that
staying in State guarantees a dividend.

1:48: 21 PM

CHRI STOPHER POAG, ASSI STANT ATTORNEY CGENERAL, DEPARTMENT OF
LAW provided background on the allowable differences for
the PFD check. Persons who receive the PFD are Al askan
resi dents. The Suprene Court has allowed the State to go
broader than the |legislative provisions and indicate that
t hey are permanent Al askan residents. Al aska Statute (AS)
defines what is a permanent resident. The person nust be
present in State and nust intend to remain indefinitely.
Al | owabl e absences are for when a person is not present but
intend to return & remain. If a person is a permanent
resident, they receive the PFD check. The State has adopted
statutory and regul atory provisions that allow for objective
criteria as to who are current residents.

1: 49: 26 PM

M. Poag continued, the thirteen allowable exceptions are
essentially legislative findings that affect those people
likely to return to the State. The Suprene Court has | ooked
at that issue on a nunber of occasions, as it is an area
that gets challenged quite often. The challenges are
usually wupheld for equal protection. In the thirteen
categories, the Courts have said that the |legislative
objective had a fair and substantial relationship within the
nmeans used. Those are the guidelines that the proposed
provi sion would be held too if the provision was chall enged
before the Suprenme Court. The Supreme Court has said that
the PFD is designed to encourage residents that are in
Al aska to stay and/or return.

1: 50: 37 PM
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M. Poag advised that the provisions in the allowable
categories have to be consistent with that purpose. There
have been anmendnents offered to the provision based on need.
He believed that the need-based exceptions could not survive
that scrutiny. The exception nust show that there are
legislative findings to support a position that they are
likely to return.

M. Poag di scussed Anendnent #2, “common sense” that if the
student returns to the State every year on the allowable
absence for college for those 90-days, that would be a
pretty good estimate that student intends to return.

M. Poag pointed out that statistical evidence that the
Permanent Fund Division has put together does not support
the anendnent. That evidence indicates that college
students, if they were likely to return, it would be within
the first two years. The statistics don’t match the conmon
sense being applied to the amendnent. Another concern is by
accepting one category, it would be carving out another
“class”. He noted criticismfor an “elite” class of people
allowed to | eave the State. The anendnent woul d be creating
a third class for students. Creation of classes nmakes the

provision |ess defensible to the Departnent of Law He
encouraged that if the amendnent were passed, it should be
applied across the board to all thirteen allowable

cat egori es.

1: 52: 59 PM

M. Poag believed that the provision was defensible because
the “comon sense” approach supports it. When the
Legi slature indicated support for the 13 categories, it was
based on commobn sense. That sane conmobn sense i s not borne
out of statistics and it would be nore defensible if applied
across the board.

1: 53: 50 PM

Representative Kerttula referenced a “separate class” and
asked if it would receive the sanme scrutiny if a Court
| ooked at it. M. Poag said it would; the Suprenme Court has
said that the Permanent Fund Dyvidend is an economc
interest and as a result of that interest, it receives
m ni mal  scrutiny. Representative Kerttula thought that
could help a little.

1: 54: 08 PM

Representative Kerttula agreed with the “comobn sense”
approach, and that returning every year for 90-days
indicates a |ikelihood of comng back to the State. She
poi nted out that the statistical evidence quoted was based
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on one year - 1996. That was the year that the dot.com
bubbl e was going wild; she believed a one-year snap shot was
not relevant to the current scenario and was not sufficient
evi dence.

1: 55: 24 PM

M. Poag agreed that it had only been a one-year survey — a
statistically valid one-year survey. The assunption showed
that those students were not returning at the rate thought
in that period and those findings have been supported.

1: 56: 32 PM

Representative Kerttula proposed that it would be better to
do an across the board exenption.

1: 56: 48 PM

Vice Chair Stoltze nentioned that the Courts should be
responsi bl e for making those “comon sense” rules. He noted
support for the anmendnent.

1: 57: 30 PM

Representative Weyhrauch requested clarification on the data
provi ded by the Division.

SHARON BARTON, DI RECTOR, ALASKA PERVANENT FUND DI VI DEND
Dl VI SI ON, DEPARTMENT OF REVENUE, explained that the study
was statistically valid. Last year, a sanple was taken from
1995 and tracked through 2004. This year’s study was from
1996, and those students were tracked through 2005. The
Di vision chooses a 10-year period as current statutes allow
people to be out of State ten years. Ms. Barton did not
sense that anything had changed since that tine.

1: 59: 21 PM

Representative Kerttula said that she did not nean to
suggest that anything inappropriate was done; however, she
bel i eved that nmuch had changed since the 90's. She inquired
if it would be possible for the Dvision to go back and
track what has happened since those years.

Ms. Barton responded that the data was there, however, it
woul d be a manual effort for the Division with the current
conput er systens used and would take a |l ot of tine.

2: 00: 09 PM

Representative Kerttula reiterated, all that is presently
known are the two years in the ‘90's, which have been
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tracked; there is no way to know what applies to later
years.

2: 00: 27 PM

Representative Joule commented on the challenges facing the
State to devel op a necessary workforce and that the concern
is a “huge issue”. He maintained that it warrants passage
of the anmendnent.

2:01: 32 PM

Aroll call vote was taken on the notion.

| N FAVOR: Joul e, Kerttula, Mses, Stoltze
OPPOSED: Hawker, Wehyrauch, Meyer

Representative Foster, Representative Holm Representative
Kel Iy, and Co-Chair Chenault were not present for the vote.

The MOTI ON FAI LED (4-3).
2:02: 14 PM

Co- Chair Meyer MOVED to ADOPT Anendnent #3, #24-LS0871\F. 10,
Cook, 2/14/06. Representative Weyhrauch OBJECTED

2: 02: 43 PM

SUE STANCLI FF, STAFF, REPRESENTATIVE M KE KELLY, expl ai ned
Amendnent #3, would change the qualifying period from 10-
years to 5-years. Questions that came up regarding that
change were from people already beyond the five years such
as mlitary, education, post secondary students and those
caring for or have termnal illness. Because of that, the
| egi slative drafter added an application section that would
al l ow anyone currently in the system past those five years
but under the ten years, to stay in and term out.

Ms. Stancliff noted that the D vision concurs wth the
proposed opti on.

Representative Wyhrauch WTHDREW his OBJECTI O\ There
bei ng NO further OBJECTI ON, Amendment #3 was adopt ed.

2:04: 21 PM

Representative Kerttula MOVED to ADOPT Anmendnent #4, #24-
LS0871\F. 6, Cook, 2/9/06. Vice Chair Stoltze OBIECTED
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Representative Kerttula explained that Anmendnent #4 would
adj ust | anguage on Page 4, Line 19:

Del et e: “the year”

| nsert: “the two years”

Representati ve Wyhrauch added that he objected to the
amendnent, referencing previous testinony provided by M.
Poag, Departnment of Law and M. Barton, Permanent Fund
Di vi dend Di vi si on.

2: 05: 55 PM

Representative Kerttula clained that the |anguage was too
narrow and that the anmendnent was justifiable.

2: 06: 05 PM

Vice Chair Stoltze WTHDREW his OBJECTI O\ Representati ve
Weyhrauch OBJECTED.

Aroll call vote was taken on the notion.

| N FAVOR: Joul e, Kerttula, Mses, Stoltze
OPPOSED: Hawker, Wehyrauch, Meyer

Representative Foster, Representative Holm Representative
Kel Iy, and Co-Chair Chenault were not present for the vote.

The MOTI ON FAI LED (4-3).

2: 07:16 PM
AT EASE: 2: 07: 26 PM
RECONVENE: 2:08: 35 PM

Vice Chair Stoltze MOVED to REPORT CS HB 273 (FIN) out of
Commttee wth individual recomendations and wth the
acconpanying fiscal note. There being NO OBJECTION, it was
so ordered.

CS HB 273 (FIN was reported out of Conmittee with a “no
recomendation” and with a new fiscal note by the Departnent
of Revenue.

AT EASE: 2:09 P.M
RECONVENE: 2:17: 38 PM
#hb421

HOUSE BI LL NO. 421

"An Act making supplenental appropriations, capital
appropriations, and other appropriations; anending
appropriations; making appropriations to capitalize
funds; and providing for an effective date.”
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2:17:54 PM

CHERYL FRASCA, DI RECTOR, DI VISION OF MANAGEMENT & BUDGET,
OFFI CE OF THE GOVERNOR, presented a brief overview of the
suppl enent al budget. She rem nded nenbers that the total was
$13.5 million. She stated that there were tw types of
requests: one pertaining to available funding for
unantici pated requests, and the other projects that the
Adm nistration would like to start early. She noted that
| arger requests pertained to disasters, which were funded
after their occurrence; she noted that the second | argest
area was for judgnments and clains. The Admnistration
provided the Conmttee with an anmendnent, which would bring
the total for judgment and clains to $2.6 nmillion. Judgnent
and clains are not normally placed in the supplenental, but
were included in an attenpt to save on interest paynents.
Corrections health care is the second | argest expenditure at
$2.7 mllion and is tied to an aging population in the
prisons. She added that $1.0 mllion would be appropriated
for the State phone system the appropriation was included
as a FY 07 capital expenditure. She explained that there has
been an increase in phone failures, especially in Anchorage.

Ms. Frasca pointed out that two amendnents have been
submtted since introduction: $1.5 mllion in federal funds
for a Kotzebue sand storage building and the Departnent of
Law s anendnent to judgnents and cl ai ns.

2:21:11 PM

DEPARTMENT OF LAW

Section 5 Law Civil Division,
Deputy Attorney Ceneral's Ofice

Judgnments and C ains - actual anount is $2,621, 985. 48

KATHRYN  DAUGHHETEE, DI RECTOR, ADM NI STRATI VE  SERVI CES
DIVISION, DEPARTMENT COF LAW noted that wth the new
interest rates of 8.25 percent a great deal of noney would
be saved by appropriating funds for judgnments and clains in
a tinely fashion. The anendnent would add $647 thousand for
a total of $3.269 mllion.

2:23:44 PM

Representative Kerttula asked for clarification on the
anmendnent s.

CRI AG TI LLERY, DEPUTY ATTORNEY GENERAL, DEPARTMENT OF LAW
referred to a spreadsheet and noted that sone cases were
nore costsly than others (copy on file.) The Sponaugl e case
($215 mllion) involved nedical nalpractice on an inmate.
Several cases relate to personal injury related to crimna
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sexual assault and kidnapping charges brought against
Trooper Daniel L. Scott. There were settlements with a
nunber of women who were assaulted

M. Tillery also referred to the Noon case ($284.5 thousand)
pertaining to a failure to assist those with disabilities
with the high school exit exam He stated that the plaintiff
was awarded a substantial amount, and that the State felt it
was not prudent to pursue further consideration.

2:27: 17 PM

M. Tillery reviewed the Bacolas case (%$427 thousand)
relating to wongful discharge of a whistle blower. The jury
found against the State resulting. The danmages were reduced:
first by the court and subsequently through settl enent.

2:28: 17 PM

M. Tillery referred to the Bush vs. Kroner case ($350
thousand) as a difficult case involving a 5 year old child
in foster care who was bitten by a dog, resulting in severe
physi cal and enotional damage. He stated that there had been
evidence that the Agency had previous know edge of the
situation, and the Departnment determned it would settle the
claim

Representative Hawker referred to a trend analysis over the
past few years in ternms of clains paid and questioned if the
current |evel was consistent with previous years.

2:29: 58 PM

M. Tillery stated that he believed that the clains were
consi stent over tinme, on an individual case level. The total
anount is higher than | ast year, but |ower than other years.
Ms. Daughhetee added that a ten year analysis reveal ed that
the current year’s clainms were within the range of the |ong
termtrend, despite a nunber of larger clains. M. Tillery
observed that there a nunber workers’ conpensation clains in
the suppl enent al request. Recent changes in workers

conpensation laws will nake a difference in the future.

2:31: 08 PM

In response to a question by Vice-Chair Meyer, M.
Daughhetee explained that the interest rate paid by the
State on judgnents and clains is set out in statute as three
points above the N nth Federal Reserve level. It is
recal culated by the Court every year. The interest rate
increased from 6.25 percent to 8.25 percent in the current
cal endar year. She observed that the State could save 5
percent if the clains are paid (cost of the interest rate
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over the average interest earning rate of the Permanent
Fund) .

2:32: 26 PM

DEPARTMENT OF ADM NI STRATI ON

Section 1 Adm n Capi t al

Begin tel ephone system replacenment and stabilization
phase 1 project in FY2006. The FY2007 capital project
request of $15 million for this project will be reduced
by $1 nmillion. The State is facing serious issues on
the existing nearly 13-year-old Private Branch Exchange
(PBX) telephone switches in Juneau, Anchorage and
Fai rbanks that support approximately 15,000 tel ephones
in those locations. The current provider wll not
support the systemafter April 1, 2006.

Section 4(b) Fund Tr ansfer
| nfformati on Servi ces Fund

Capitalize I nf or mati on Servi ces Fund for FY06
i npl enentation of the tel ephone system replacenent and
stabilization phase 1 capital project.

ERI C SWANSON, DI RECTOR, DI VI SI ON OF ADM NI STRATI VE SERVI CES,
DEPARTMENT OF ADM NI STRATI ON, observed that the request was
initially included in the FY 07 capital request. The
Adm ni stration believes that the tel ephone systemis not as
stable as it needs to be and should be addressed in the
suppl enent al budget .

STAN HERRARA, DI RECTOR, ENTERPRISE TECHNOLOGY SERVI CES,
DEPARTMENT OF ADM NI STRATI ON, explained that Nortel Systens
infornmed the State that it would no | onger be supporting its
phone systens in Juneau, Anchorage and Fairbanks, on Apri

1, 2006. There are 14,000 phones in these three comunities.

2:35: 04 PM

There have been recent outages in Anchorage. Due to the age
of the systens regaining service involved reassessnents of
t he phone systens thenselves. The departnent would like to
mgrate to a new system

Representati ve Hawker asked whether spending the anmount at
this tinme would obligate conpletion of the rest of the
funding in the capital budget request. M. Herrera could not
respond to the comm tnment of funds, but enphasized the need
for an i medi ate assessnment to determ ne a course of action.

2:36:43 PM
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Representati ve Hawker asked what specific process would be
fol | oned.

In response to a question by Representative Hawker, M.
Herrara explained that current contracts were in place with
some agencies to establish building site assessnents, to
substantiate the level of need and assist in a decision.
Representative Hawker summarized that the funds would be
used to define need.

2: 38: 34 PM

Co-Chair Meyer questioned if there were noney in the
Informati on Fund. M. Swanson observed that the project
woul d use general funds. There is some funding froman FY 06
appropriation that would be added to the $1 mllion request.
There are no funds in the Information Services Fund (ISF) to
capitalize the appropriation. Vice-Chair Meyer questioned if
there were plans for a recovery fund to cover future costs.
M. Swanson observed that there were prelimnary discussions
with the Legislative Finance Division regarding the issue.

Co- Chair Meyer asked if the type of system had been decided
upon. M. Herrara explained that the intent was to nove to a
converged technol ogy: conbining the phone, data, and video
syst ens, which are currently maintained separately.
Converging the systenms into one platform would result in
costs savings. Voice-over-lnternet protocol technol ogy woul d
be inplenmented. One of the conponents of the 2000 failed
contract wth ACS was to deploy a voice over Internet
protocol system The failure was not due to the technol ogy,
but to the manner it was deployed. Large entities, all over
the world, use Voice-over-Internet technology. M. Swanson
noted that the <costs would be spread anong various
departnents through charge backs.

2:42: 11 PM

DEPARTMENT OF COVMERCE, COMMUNITY AND ECONOM C DEVEL OPMENT

Sections 2(a) Commerce O fice of Econom c Devel opnent
$75 Statutory Designated Program Receipts

The O fice of Econom c Devel opnent is hosting an event
at the Boston International Seafood Show that pronotes
the uniqueness of wld Al aska seafood on Mrch 13,
2006.

2:43: 02 PM

SAMUEL THOVAS, DI RECTOR, DVISION OF ADM NI STRATI VE
SERVI CES, COVMUNITY AND ECONOM C DEVELOPMENT, discussed
trends in visitors to Alaska and its inpact on the econony.
M. Thomas noted that the seafood industry brought in a
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substanti al amount of incone to the State. He di scussed the
ef f ect of farnmed sal npon, and the nunber of Al askan
fisheries.

Co- Chair Meyer noted that the request for the seafood show
was in the previous year’s suppl enental budget, and asked if
it would be a recurring expense. M. Thomas stated that
anot her source would need to be identified if it were not
i ncluded in the suppl enental budget.

Section 2(b) Al aska Seafood Marketing Institute
$395 t housand recei pt support services

Increase RSS match for the Al aska Seafood Marketing
Institute’s export marketing program which received a
federal increase in January 2006. Advance notification
to public relations contractors is required, therefore
March approval is request ed.

M. Thomas observed that the request is for $395 thousand
recei pt support services and would match $1.2 nmillion USDA
federal funds, which have already been prom sed.

LAURA FLEMM NG  COVMUNI CATI ONS DI RECTOR, ALASKA SEAFOOD
MARKETI NG | NSTI TUTE, DEPARTMENT OF COMMERCE, COVMUNITY AND
ECONOM C DEVELOPMENT, explained that the request is for
authorization to spend noney that has already been
collected. Seafood processors pay a seafood marketing
assessment for ASM's operations. Authorization of these
funds would allow ASM to expend federal dollars that have
al so been allocated for the current fiscal year. Wthout the
aut hori zation, ASM would not be able to expend the
antici pated $800 - $900 thousand in federal funds.

Representative Hawker summari zed that there was an
addi tional federal appropriation that was not anticipated in
the budget and asked why the expenditure needed to be
included in the fast track and not in the 2007 budget.

Ms. Fl enm ng observed that additional authorization was al so
being sought in the FY 07 budget. She explained that the
industry would benefit from inmmedi ate marketing efforts to
support sales efforts and to keep the nonentum in the
i nternational market pl ace.

2:52: 23 PM

DEPARTMENT OF CORRECTI ONS

Section 3(a) Corrections Qut-of-State Contractua
Timely paynments are essential in conplying wth

contractual requirenments agreed upon for housing Al aska
inmates. The increased prison population has nandated
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t he departnent obtain additional beds out-of-state, up
to a total of 1,000 prisoners by year-end. The current
contract is witten for 760 beds while the departnent
estimates a need for 850 beds by March and 1,000 beds
by June 30.

SHARLEEN GRI FFI N, ACTI NG DI RECTOR, DI VI SI ON OF
ADM NI STRATI VE SERVI CES, DEPARTMENT OF CORRECTI ONS, observed
that the Departnent is currently over their energency
capacity of 3,206; there are currently 3,476 inmates. She
noted that the increnent would increase the nunber of out of
state beds from 760 to 1,000 by June 1 and woul d be phased
in.

Responding to a question by Representative Hawker, M.
Giffin stated that the daily cost for beds was $58.90. She
explained that this did not include the nedical services,
probation officers or transportation costs.

2:54: 53 PM

Ms. Giffin thought that the in-state bed cost was $110. 67.
Ofenders with at least two years of service are generally
targeted and are sent out of state in large groups of up to
100 prisoners on U S. Mrshall Jets, or in some cases on a
Department of Public Safety jet and occasionally on
commercial airlines.

Responding to a question by Co-Chair Meyer, M. Giffin
stated that she did not know the frequency and timng of
transfer dates.

2:57:19 PM

Section 3(b) Corrections Inmate Health Care

The departnent is estimating that they will potentially
run out of funds available to pay contract and nedi ca
providers as early as Mrch, 2006. The additional
funding is needed to neet the nedical obligations for
the aging and increased prison population and for the
sharp increase in the nunber of inmates needing
di al ysis, cancer treatnent, and treatnent for other
life-threatening conditions, along with the increased
cost for providing those nedical services.

Ms. Giffin referred to Section 3 (b), which would
appropriate $2.6 mllion for inmate health care. There has
been $1.9 mllion in catastrophic cases to date; the
Departnment anticipates that the nunber will be $2.6 nmillion,
i ncludi ng general increased health care costs.

Representative Hawker observed that increased health care
costs affected many aspects of state governnent.
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Responding to a question by Co-Chair Meyer, M. Giffin
expl ained the inmate co-pay system |Inmates are charged $4
per visit to the Departnent of Corrections’ nedica
practitioner. Co-pay is charged if they visit an outside
doctor. Altercations result in a disciplinary hearing, which
can result in the inmate reinbursing the State of Al aska.
Approxi mately $80 thousand a year is collected in inmate co-

pay.

Co- Chair Meyer asked how nmuch was spent in 2006, and
budgeted i n 2007.

Ms. Giffin noted that the catastrophic cases changed each
year, with this year’'s cases totaling $2.6 mllion. She
noted that the FY 07 budget contains an increnment for $1.3
mllion for rising health care costs; this anobunt does not
account for future catastrophic cases.

3:00:21 PM

Section 3(c) Corrections Inmate Health Care

Funding is needed to pay three contractors and several
fee-for-service providers for services rendered prior
to 6/30/2005. These providers have not been paid and
are charging interest for non-paynent. Pronpt paynent
woul d avoid further interest charges.

The appropriation would provide $755 thousand for |Innmate
Health Care. Ms. Giffin acknow edged that the Departnent
received a FY 05 supplenental of $500 thousand, but
expl ai ned that remaining costs were not covered. There were
nore catastrophic cases. The State of Al aska currently owes
the Al aska Regional Hospital $255 thousand. Oher out-of-
state providers are owed $300 thousand and $120 thousand.
O her fees for service vendors are owed $80 thousand.

Co- Chair Meyer asked why these amobunts were not included the
previ ous year’'s supplenental. Ms. Giffin stated that they
occurred after the appropriation. The State of Alaska is
payi ng $85 thousand in interest on the anpbunt owed.

Representati ve Hawker questioned how a FY 05 suppl enental
could be included in the FY 06 supplenmental. M. Giffin
clarified that the requests had not yet been paid and coul d
not be included as a ratification.

3:02:35 PM

DEPARTMENT OF M LI TARY & VETERANS AFFAI RS

Section 4(a) Fund Transfer Di saster
Rel i ef Fund
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Fundi ng needed for:

1) 2002 Kenai Peninsula Flood shortfall $160.3
2) 2004 Bering Strait Sea Storm - additional federal
project funding was approved Jan. 2006, 25% match is

required $839. 6
3) 2005 Spring Flood Funding (Emonak, Al akanuk and
MG at h) shortfall $553. 7
4) 2005 West Coast Storm (Nonme area) $1,599.5
5) 2005 Sout heast Storm $1, 084. 6
6) Less the unobligated bal ance of $93.9 in the fund
The department wll be wunable to continue neeting
di saster related expenditures until the supplenental is
approved.

JOHN CRAMER, DI RECTOR, ADM NI STRATI ON SERVI CES DI VI SI QN,
M LI TARY AND VETERANS AFFAI RS, noted that the appropriation
of $4,143 mllion would be a fund transfer fromthe Disaster
Relief Fund. The request would cover disasters which had
taken place from 2002 to 2005. He observed that individuals
are eligible for up to $5 thousand from the Individual
Assi stance Programif they can denonstrate danmage through an
application to the Departnment. Sone of the appropriations
are matched by the federal governnment. The Bering Strait sea
storm was declared a federal disaster relief site. Itens
al |l ocated under FEMA are funded at 75/ 25  percent
federal /state.

3:05:37 PM

DEPARTMENT OF NATURAL RESOURCES

Section 6(a) - (c) Nat ur al
Resour ces
Par ks Managenent

Par ks revenue collection shortfall. Need by March 31, 2006
to maintain the planned service |evels.

6(a) - (c) Nat ural Resources
State Historic Preservation Program

Change structure to put Parks components into Resource
RDU to help maintain the planned service levels in
State Parks. Need by March 31, 2006.

6(a) - (c) Nat ural Resources
Par ks Managenent

Change structure to put Parks components into Resource

RDU to help maintain the planned service levels in
State Parks. Need by March 31, 2006.
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6(a) - (c) Nat ural Resources
Par ks and Recreation Access

Change structure to put Parks components into Resource
RDU to help maintain the planned service levels in
State Parks. Need by March 31, 2006.

Nl CO BUS, ACTING DI RECTOR, DIVISION OF ADM N STRATI VE
SERVI CES, DEPARTMENT OF NATURAL RESOURCES, expl ained that
the Division of Parks has a revenue shortfall. Their budget
required them to collect $2.3 nillion in parks receipts;
they are projected to collect $1.7 mllion. The Departnent
has worked to keep all the parks open. The request would
switch $350 thousand in receipts supported services to
general funds. The agency has inplenmented efficiency
nmeasures. He observed that the request would allow them to
utilize any | apsed funds by changi ng appropriation |ines.

3:07:53 PM

Represent ati ve Hawker asked which services would be reduced
if the supplemental was not approved. M. Bus responded that
the aimwuld to keep all parks open, but to reduce service
peri ods. Inpacts would be spread throughout the State. He
spoke further of deferred financi al | osses and
reorgani zation. Service would be reduced in 26 parks and
[imted in another 36 park units. Representative Hawker
requested a detailed description and accounting of specific
consequences. M. Bus noted that union requirenents affected
t heir deci sions.

Representative Hawker referred to the restructuring of the
RDU conmponents. He questioned if it would be nore
appropriate to request increnents and decrenents to shift
funds rather than restructuring the RDU conponent |evels of
the budget. M. Bus observed that the issue would be
di scussed in Subconm ttee and expl ai ned the reasoni ng behi nd
the request. He observed that additional noney could be
available in June. The Dvision of Parks was asked to
inplenent all the austerity neasures possible wthout
reduci ng services. Representative Hawker said he woul d await
t he subcomm ttee’ s opinion.

3:13:56 PM

DEPARTMENT OF PUBLI C SAFETY

Section Public Safety
Council on Donestic Violence and Sexual Assault

This request would provide funding to maintain the
operation of the Kotzebue donestic violence shelter.
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Program previously funded by a HSS grant that has since
been determined to be an unall owable use of federa
f unds.

DAN SPENCER, DI RECTOR, DI VI SION OF ADM NI STRATI VE SERVI CES,
DEPARTMENT OF PUBLI C SAFETY, explained that Section 7 would
appropriate $350 thousand in general funds to the Council on
Donmestic Council on Domestic Violence and Sexual Assault for
t he Kot zebue shelter. He expl ained that the Kotzebue shelter
was not eligible for pass through funding from Departnent of
Health and Social Services. This is a request for FY 06.
Funding is requested in the FY 07 budget. In FY 08, it would
roll into the conpetitive grants process.

In response to a question by Representative Stoltze, M.
Spencer responded that the figure nay have been revised, but
that the figure is the estimated cost of running the
shel ter.

Co-Chair Meyer asked if federal noney is involved. M.
Spencer responded that this does not affect federal funding.

Representative Hawker questioned why the shelter fel
outside of the Health and Social Services grant. He
guestioned the original intent for funding and asked if it
were a federal shift to general funds. M. Spencer was
unabl e to respond.

3:17: 07 PM

Representative Joul e observed that the intent is to prevent
a break in service.

3:17: 33 PM

DEPARTMENT OF REVENUE

Section Revenue APFC Operati ons
Gas |ine Investnent Determ nation Costs

BOB BARTHOLOVEW CHI EF OPERATI NG OFFI CER, ALASKA PERVANENT
FUND CORPORATI ON, DEPARTMENT OF REVENUE, spoke to the
request for $550 thousand in Permanent Fund Corporation
recei pts for review and analysis of the gas |line investnent.
The Corporation has requested the funds, which would be paid
by income from the investnents in the form of corporate
recei pts. He acknow edged the difficulty in estimating the
cost of a conplete analysis of a potential investnent, since
no agreenent has been reached between the State and the
producers. The estimate is based on two phases. Phase one
woul d provide education for the Board on infrastructure
i nvestnent. The Pernmanent Fund has not yet invested in this
asset class. The Departnent would |ike to hire an investnent
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advisor. This cost would be considerably l|ess than $550
t housand, but additional funds would be required if an
agreenment is reached, for cost estimates from contractors.
Part of this work would carry over into FY 07. Anything that
is not expended would remain in the Permanent Fund. The item
is in the fast track supplenental because in FY 06 there is
$300 thousand for pre-investnent fiduciary work (to | ook at
the facts behind the investnent). The Corporation has nade
an offer on a large real estate operating conpany, which has
al ready expended the noney in pre-investnent analysis. The
$300, 000 would be added to the cost of the investnent and
freed up if the project goes through. It would then be
avai l able for another due diligence project. However, the
Corporation wants the funds to be avail able before the end
of March so that the Board can begin its education.

3:23:11 PM

Representative Stoltze referred to legislation enacted in
the previous year, which renoved limts on investnent
opportunities. He questioned if the legislation was rel ated
to the gas line investnents. M. Barthol onew concl uded t hat
the Corporation had sufficient authority to invest in the
gas pipeline prior to the enactnent of the |egislation,
whi ch expanded their alternative investnent authority. [The
gas pipe line project wuld falls into the alternative
investnments category.] He explained that prior to the
| egislation; the Corporation could invest up to 10 percent
in alternative investments, or $3 billion. At the tinme the
legislation was enacted 2 percent was invested. The
| egislation regarding the gas pipeline provides for up to a
20 percent state investnment, half of which would cone from
the Permanent Fund, resulting in a $2.0 to $2.5 billion
investnment. The cash portion of the Permanent Fund
i nvestment would be $500 million or 1.5 — 2 percent of the
Fund, which falls within the previous authorization. The
Board felt it would be prudent to expand this authorization.
Expansion of the alternative investnment authorization does
not have a direct effect on whether there is an investnent
in a gas pipeline; it only determnes the percentage that
can be invested. The current allocation, excluding the
pipeline, is 8 percent [in alternative investnents]. The gas
pi peline would bring the total investnent close to 10
percent. He estimated that the |imt would not be reached
for several years.

3:27:25 PM

Representative Stoltze asked where the initiative came from
M. Barthol omew replied that, while the Board has remained
neutral, there has been a general interest in owning
infrastructure. The Comm ssioner of Departnent of Revenue’s
desi gnee approached the Board with the issue of State
ownership of the gas pipe line.
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Representative Weyhrauch noted that nothing will happen on
the gas pipeline negation unless the |egislature nakes a
change to the oil tax structure, which would not occur unti
later in the session. He questioned why the item was pl aced
in the supplenmental. M. Barthol onew responded that w thout
the supplenental an advisor to the Board would not be in
pl ace and education of the Board would not begin.

Representative Hawker questioned if the Corporation is
looking for a courtesy |legislative endorsenent. M.
Bart hol omew acknow edged that the Corporation does not
historically come to the |egislature regarding investnents,
but added that they would not want to take on an investnent
if the budgetary resources to cover them did not exist. The
Board wants to mtigate the risk of entering into too many
contracts and is sensitive to the legislature’ s view on the
matter. Representative Hawker sunmmarized that the Departnent
has the authority [to nmake the investnent].

3:33:21 PM

Representative Hawker asked if the investnment would be a
direct equity holding or be held in debt securities of the
entities that own the pipeline. M. Barthol onew responded
that there are many scenarios possible. He discussed a LLC
scenario. The ownership would be in a holding conpany, which
woul d own the pipeline. The Corporation could invest in the
entity or owmn a percentage of the conpany. It would probably
be a regulated investnent and return. Representative Hawker
pointed out that there is a huge difference between an
equity investnment and an investnment in the debt of an entity
that has an equity investnent. He inquired about the
downsi ze risks. M. Barthol onew explained that debt is nore
secure and nore set; equity ownership would contain greater
risks, while the return would be higher. He stressed the
desire to have an independent and experienced advisor | ook
at the risks.

3:36:41 PM

Representati ve Hawker questioned if all the conponents of
ri sk woul d be contenpl at ed.

3:37:26 PM

M. Barthol onmew affirmed and noted that the scope would be
i ndi cated by the proposal. The advisor could provide support
in negotiation and drafting ternms, but he assuned that the
i nvestors would provide a proposal and the proposal would be
evaluated to see if it is an appropriate investnent. The
bulk of the analysis would be the deal brought forward to
the | egislature and eval uated by the Corporation.
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Representative Hawker asked if the funding would be used to
evaluate a particular structure versus the Permanent Fund,
or strictly to evaluate one proposal.

3:39: 04 PM

M. Barthol omew understood that there would be one proposa
put together, which the Corporation would evaluate from an
institutional fund perspective. The Corporation does not
intend to take a broader | ook.

3:39:46 PM

Representative Hawker thought the authorization would be
premat ure because the State does not know if there will be a
gas line proposal anytine in the near future.

M. Barthol onew agreed that they did not want to expend the
funds prematurely, but enphasized that they wanted to be
prepared for the education piece. The remaining funds would
not be spent until there was an agreenent.

3:41: 22 PM

Representative Weyhrauch commented that it does not take a
| ot of noney for a consultant to provide the information. He
t hought the request was premature. He asked if there was
pressure fromthe Executive Branch

M. Bartholonmew replied that it is a “catch 22”. If they do
not go forward with education on the asset class, they wll
be under greater pressure when a proposal cones forth. He
enphasi zed that the education would be valuable regardless
of investnment in a gas pipeline.

3:43: 37 PM
#
ADJ OURNVENT

The neeting was adjourned at 3:44 PM
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