M NUTES
SENATE FI NANCE COW TTEE
February 16, 2005
9:05 a.m

CALL TO ORDER

Co-Chair Green convened the neeting at approximately 9:05:14 AM

PRESENT

Senator Lyda Green, Co-Chair
Senator Gary W1 ken, Co-Chair
Senat or Con Bunde, Vice Chair
Senat or Fred Dyson

Senat or Bert Stedman

Senat or Donny O son

Senat or Lyman Hof f man

Al so Attending: JOEL G LBERTSON, Conmi ssioner, Departnent of
Heal t h and Soci al Servi ces; CHRIS  CHRI STENSEN, Deput y
Adm ni strative Director, A aska Court System DAVID MARQUEZ, Acting
Deputy Attorney Ceneral, Cvil D vision, Departnent of Law, DEAN
GUANELI, Chief Assistant Attorney CGeneral, Legal Services Section-
Juneau, Crimnal D vision, Departnment of Law, SUSAN TAYLCR
Director, Division of Admnistrative Services, Departnment of
Revenue; PHI L REEVES, Assistant Attorney General, Ol, Gas and
M ning Section, G vil D vision, Departnment of Law, HARCLD HEI NZE,
Chi ef Executive Oficer, A aska Natural Gas Devel opnent Authority,
Department of Revenue; JANET CLARKE, Director, D vision of
Adm nistrative Services, Departnent of Health and Social Services;
Bl LL HOGAN, Director, Division of Behavioral Health, Departnent of
Heal t h and Social Services; R CHARD MANDSAGER, Director, D vision
of Public Health, Departnent of Health and Social Services;

Attending via Tel econference: From offnet |ocations: JOHANNA
BALES, Program Manager for Tobacco taxes, and Excise Audit Manager,
Tax Division, Departnent of Revenue; N CO BUS, Acting D rector,
Di vi sion of Support Services, Departnent of Natural Resources; MARK
MYERS, Director, Division of Ol and Gas, Departnent of Natural
Resources; DICK LEFEBVRE, Deputy Conm ssioner, Department of
Nat ural Resources; BILL HOGAN, Director, Division of Behavioral
Heal t h, Departnment of Health and Social Services; From Anchorage:
STEVE PORTER, Deputy Comm ssioner, Departnent of Revenue; From
Fai rbanks: ROD COVMBELLI CK, Associate Director for Operations,
D vision of Geological and Geophysical Surveys, Departnent of
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Nat ur al Resources

SUMVARY | NFORMVATI ON

SJR 6- FEDERAL MEDI CAL ASSI STANCE REDUCTI ON

The Commttee heard from the Departnent of Health and Soci al
Services. The bill was held in Conmttee.

SB 98- SUPPLEMENTAL APPROPRI ATI ONS: FAST TRACK

The Committee heard presentations on the requests of the Al aska
Court System the Departnent of Law, the Departnent of Natural
Resources, the Departnent of Revenue, and the Departnment of Health
and Social Services. The bill was held in Conmittee.

SB 97- SUPPLEMENTAL APPROPRI ATI ONS/ CBR
This bill was schedul ed but not heard.
#SJIR6

SENATE JO NT RESOLUTI ON NO. 6

Relating to a reduction in the Federal Medical Assistance
Percentage for Al askans, and urging the United States Congress
to take action to prevent the reduction.

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

Co-Chair WIlken stated this resolution, "addresses a proposed
reduction to the federal share of Al aska's Medicaid program If the
announced reduction takes place as schedul ed on Cctober first of
2005, the estimated loss to the State in FY 06 is approxi mately $53
mllion. This resolution encourages that decision to not take
pl ace. "

9: 06: 26 AM

JOEL G LBERTSON, Comm ssioner, Departnment of Health and Soci al
Services, testified that this resolution addresses the fact that
the federal match rate for the Medicaid program is due for a
"sizabl e reduction"” as of COctober 2005. The Medicaid match rate,
also referred to as FMAP, Federal Medical Assistance Percentage,
for each state is calcul ated based on the per-capital incone of
that state with wealthier states required to contribute a |arger
portion to its Medicaid costs. A limt of 50 percent was
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establ i shed. For several years, this rate applied to Al aska and the
State paid 50 percent of its Medicaid costs.

M. Glbertson informed that in 1997 then U S. Senator Frank
Mur kowski enabl ed the passage of a tenporary adjustnent to the
match rate the state of Alaska from 50 percent to 59.8 percent.
This generated approxi mately $100 in additional federal funding for
the State between the federal fiscal years 1998 and 2000. The
adjustnent expired after three years at which tine Senator
Mur kowski was successful in securing a five-year extension, which
generated an additional $250 mllion for the State. The second
extension is due to expire in Cctober 2005 and the match rate woul d
revert to 50 percent if no action were taken.

M. Gl bertson stressed the adjusted match rates are not intended
to benefit the state of Al aska without reason, but rather to offset
t he higher cost to deliver health care in Al aska in conparison to
ot her states. Al though per capita incone is increnentally higher in
Al aska, health care delivery costs are significantly higher as
well. The federal governnent in the cost of living adjustnents paid
to federal enployees has acknowl edged this. Congress twce
supported hi gher federal contributions for Medicaid in Al aska.

M. G lbertson spoke to the fiscal inpact to the State if the
adj ust nrent were not extended. The federal contribution nmatch rate
woul d be reduced to 50 percent. The seven percent reduction would
calculate to $53 million for FY 05, which the State would be
required to replace with general funds. He enphasized that the rate
reduction in FY 06 would only affect three-quarters of the state
fiscal year. By FY 07, the revenue reducti on woul d equal al nost $73
mllion. Over ten fiscal years, the total inpact to the State
woul d be $914 mllion.

M. Glbertson stated that this resolution requests the match rate
hold harm ess the state of Al aska. He inforned, "It is alnost twce
the size of the second nost affected state, which is Wom ng, which
sees a three-percentage point drop." The underlying formula that
determ nes the federal share is fundanentally flawed and does not
reflect the cost of health care. This resolution addresses this
di screpancy.

Co-Chair WIlken noted the $53 nillion reduction is not reflected in
the FY 06 operating budget. If Congress failed to provide an
extension, a suppl enental appropriation would be required.

Co-Chair Green ascertained that the State's revenue for FY 06 woul d
be reduced $53 mllion.
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Senat or Hof f man understood the State's position on this matter. He
enpl oys the same argunents to stress the high cost of delivering
services to rural Alaska. He asked the likelihood that the
extensi on woul d be grant ed.

M. Glbertson replied that the chances are dependent upon various
factors, including other legislation. He worked for forner U S
Senat or Frank Murkowski at the tinme of the current extension and
reported that the process was chall enging. Achieving this extension
woul d al so be a chal |l enge, al though possible. The A aska del egati on
is aware of the inportance of this funding and U. S. Senator Lisa
Mur kowski has introduced |legislation to address the matter.

Senat or Bunde comented to the issue of reduced governnent
spendi ng.

Co-Chair WIlken indicated that the matter of whether the fisca
note for this resolution should be zero or reflect a | oss of $53
mllion. He requested the resolution be held in Coomttee until the
matter was resol ved.

Co-Chair Green ordered the bill HELD in Committee.

AT EASE 9:15:22 AM/ 9:16:59 AM

#SB98
9:17: 01 AM

Co-Chair WIken chaired the remai nder of the neeting.

SENATE BI LL NO. 98

"An  Act maki ng  suppl enent al appropriations, capi tal
appropriations, other appropriations, and reappropriations;
amendi ng appropriations; making appropriations to capitalize
funds; and providing for an effective date.”

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

The Comm ttee continued hearing presentations from departnments on
the budget requests of both bills. The Commttee referenced a
spreadsheet prepared by the Ofice of Managenent and Budget dated
February 7, 2005, outlining each request [copy on file].

Al aska Court System

ltem 62
Section: 16
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Request Delivery Unit (RDU): Trial Courts

Suppl enent al Need: Therapeutic court funding com ng from NCADD
$18, 900, Technical |Inprovenent grant from Al aska Lega

Servi ces $18, 100, Youth for Justice grant $7,500 and Col or of
Justice grant $5, 000.

$49, 500 Statutory Designated Program Receipts

CHRI S CHRI STENSEN, Deputy Admi nistrative Director, Alaska Court
System testified that the requests woul d provide receipt authority
for four grants of non-federal funds. The timng is such that
approval could not be addressed through the nornmal budgeting
process.

M. Christensen spoke to the Youth for Justice grant sponsored by
the Constitutional R ghts Foundation that would provide trave
funds to allow teachers to attend the 2005 Educating on Law and
Denocracy Conference in Fairbanks. The Foundation trains teachers
how to teach civic courses to students.

M. Christensen next addressed the travel funds provided through
the Color of Justice grant. These funds would be utilized to all ow
Al askan Native students to attend a Color of Justice programin
Anchorage in 2005 to | earn of career opportunities in the justice
system The National Association of Wnen Judges sponsors this
programwith the intent to encourage mnority students to pursue
careers in the justice field. The programtargets students in the
seventh through the twel fth grades.

M. Christensen stated the technical inprovenent grant is a pass-
through fromthe Al aska Legal Services and would provide for the
installation of six conputers at superior court locations in
Fai r banks, Pal nmer, Kenai, Ketchikan, Juneau and Kodi ak. People
involved in famly | aw cases, such as divorce and child custody who
do not have |l egal representation, could access the Fam |y Law Sel f
Hel p Center to obtain fornms and ot her assistance as necessary.

M. Christensen concluded with the Juneau Wl | ness Project grant
that is also a pass through of funding fromthe Juneau affiliate of
the National Council on Al coholismand Drug Dependence in support
of the Juneau Wellness Court. A wellness court simlar to the
Anchorage Wl lness Court is being established in Juneau to address
m sdenmeanor of fenses involving al cohol .

Departnent of Law

ltem 40
Section: 10(b)
RDU: 1st Judicial District
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Suppl enrental Need: Contractual costs for a prosecutor to
represent the Departnent of Law in the Therapeutic Courts
program

$21, 400 SDPR

DAVID MARQUEZ, Acting Deputy Attorney General, Givil Division,
Departnent of Law, read a statenent into the record as foll ows.

The Juneau affiliate of the National Council on Al coholism and
Drug Dependence has applied for and received a grant fromthe
United States Departnent of Transportation, State Conmunity
and [indiscernible] to develop a wellness court in Juneau.
These therapeutic and wel Il ness courts are designed to reduce
recidivismrate of drunk drivers and other alcohol related
of fenders. The program features a diversion in process,
treatment and nonitoring through close case nmanagenent.
Vel | ness courts have proven effective in reducing alcoho

related fatalities and injuries. The nutual goal of the
Hi ghway Safety Program of the federal governnent and the
NCADD. Reductions are al cohol-related injury [indiscernible]
m ssion and would result in the further benefit of reducing
costs to the crimnal justice system This request is for
$21,312.50 in statutory designated programreceipts fromthis
grant and would fund the services of approxinmately
[indiscernible] contractor to represent the Departnent of Law
in the program

ltem 39

Section: 10(a)

RDU. Crim nal Appeal s/ Special Litigation Conmponent

Suppl enental Need: Qutside counsel for appeal costs in the
Murtaugh case related to defense of victinms rights; FY 06
| apse dat e.

$50, 000 general funds

M. Marquez read a statenent into the record as foll ows.

This is a class action |awsuit brought by several nenbers of
t he [ 1 ndi scerni bl e] of Anchor age chal | engi ng t he
constitutionality of the statutory rights of victins in A aska
with regard to disclosure and noti ce when contacted by defense
attorneys and their investigators. The plaintiffs argue the
victins rights statutes violate the equal protection and due

process rights of defendants and defense council. It had a
trial in Superior Court conpleted this past summer a deci sion
is expected very soon. They will result in an appeal we're

sure no matter who wins. The | egislature appropriated $175, 000
for the Oimnal Dvision [to enploy] outside counsel for this
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case as well other matters. The original appropriation is now
exhausted. W are requesting $50, 000 be added to the original
appropriation with a |lapse extension to FY 06 or another
appropriation be made to achi eve the sanme end.

Senat or Hof f man asked if the requested anount is anticipated to be
the total needed for this case in the future.

DEAN GUANELI, Chief Assistant Attorney Ceneral, Legal Services
Section-Juneau, Crimnal D vision, Departnent of Law, testified
this request is to fund the total anount billed to date. It has yet
to be determ ned whether the Departnent of Law or outside counci
woul d handle the appeals process. The trial went [|onger than
anti ci pat ed.

Senat or Hof f man noted this appropriation would | apse to FY 06, and
asked whet her additional funding would be required for FY 06.

M. Guaneli replied that additional funds could be required.

Senator O son asked the cost in the event the State did not prevail
in this case and if another request were filed the foll owi ng year

M. Quaneli responded that the costs in question are related to the
appeal to the Suprene Court, which would be "significantly |ess.™

Departnent of Revenue

[tem 42

Section: 12

RDU. Tax Divi sion

Suppl enent al Need: |ncreased tobacco tax enforcenent costs
$395, 500 general funds

SUSAN TAYLOR, Director, Division of Admnistrative Services,
Depart ment of Revenue, outlined her testinony into the record as
fol |l ows.

Backgr ound
e Legislature included fiscal note funding for the

Governor's initial Tobacco tax, licensing and penalties
bill that was included during the regular |egislative
session in the amount of $828,100 to inplenment the
provisions in the new | aw. However, the bill failed to

pass the legislature thereby voiding that fiscal note
appropri ation.

e The CGovernor called the legislature into special session
and during the special session the tobacco tax, |icensing
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and penalties bill did pass with sone changes nade to the
Governor's original bill. However, a fiscal note did not
pass during the special session.

* This request would fund the departnment's existing tobacco
tax enforcenent program and reconcile the legislature's
actions.

» Based on past experience in Alaska and in other states,
the departnent is concerned that if it does not have an
effective cigarette tax stanp enforcenent program
cigarette bootlegging will flourish in Al aska.

* Wien the state of Mchigan raised its tax rate, revenues
actual |y decreased due to | ack of enforcenent.

« Wien the state of Hawaii enacted cigarette tax stanp
|l egislation it hired 11 new enforcenent officers. After
one year of active enforcenent, Hawaii's cigarette tax
revenue increased nearly 50 percent from the previous
year.

The Departnent is asking for this funding to be annualized in
its FY 06 budget request.

Senator Hoffman understood it was expected that revenues would
decrease because the higher tax woul d cause people to quit snoking.

Ms. Taylor affirned the intent was that cigarette consunption woul d
decline as a result of the higher tax; however, it was antici pated
that the increased tax woul d generate nore revenue.

Senat or Hof f man asked t he anount the additional tax woul d generate.

Ms. Taylor listed the initial estimates of $6.3 mllion increase in
FY 05, $20.8 nmillion in FY 06, $27.4 mllion in FY 07, and $33.8
mllion in FY 08 and thereafter.

Senat or Hof fman noted these were the anounts that the |egislature
"approved". He asked the revenue anmounts if enforcenent |egislation
wer e not adopt ed.

Ms. Taylor deferred to the next w tness.

JOHANNA BALES, Program Manager for Tobacco taxes, and Exci se Audit
Manager, Tax Division, Departnment of Revenue, testified via
tel econference froman offnet |ocation to the anticipated 12 to 13
percent consunption decrease as a result the tobacco tax increase
i npl enented in 1997. She stressed that the anticipated revenues
decreased 22 percent, which could not be justified solely from
people quitting snmoking. Instead it was determned that the
addi tional nine percent decline was the result of bootl egging of
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cigarettes. She expected the sane would occur with the recent tax
increase if enforcenent nmeasures were not taken. This occurred in
other states that inplenented tobacco tax increases, such as New
Jersey, which realized a 14 percent higher decrease than projected
due to bootl egging activities. An enforcenent programis necessary
to prevent these declines.

Senat or Hof fman asked if all six of the proposed new positions are
expected to be tenporary or ongoi ng.

Ms. Bal es expected funding of the positions to be ongoing.

Co-Chair G een asked whether collection enforcenent for other types
of taxes is funded fromthe revenue of those taxes, in the form of
statutory designated programrecei pts. She asked if this could be
done with the tobacco tax program

Ms. Taylor responded that the director of the Tax Division has
advocated for this. Currently, tax receipts are not budgeted for
recei pt supported services. M. Taylor expressed willingness to
make necessary changes to acconplish this.

Co-Chair WI ken cautioned agai nst the possible diversion of tobacco
funds fromthe school fund.

Ms. Taylor informed that a portion of the tobacco tax receipts are
designated to the school fund, a practice inplanted in the
territorial days. A statutory change would be required to utilize
the revenues differently.

Co-Chair Wl ken assured that the matter woul d be addressed.

Co-Chair Geen conpared this situation to funding litigation
efforts to increase royalties from oil devel opnent, as both are
attenpts to increase revenue.

Senat or Stedman questioned the "timng of the cash flows" wth
regard to the supplenental appropriations. It "seened to be nore
beneficial" to appropriate funds in the FY 06 budget as nmuch as
possi bl e.

Ms. Tayl or responded that the Departnent is currently expending
funds over the anount authorized for tobacco tax enforcenent for FY
05. Staff has been hired, additional stanps have been purchased,
and a reinbursabl e services agreenent has been entered into with
the Departnent of Public Safety. Therefore, the requested funds
nmust be appropriated for FY 05 expenditure. In addition, funds nust
be "annualized or appropriated” in the FY 06 budget.
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Senat or St edman asked t he anount of the requested funding already
expended, and the anpunt anticipated woul d be expended before the
end of the current fiscal year. He also asked the plan if this
suppl enent al appropriation were not approved.

Ms. Taylor replied that the Departnent has spent $83,600 to date
and "projects" spending an additional $341,700 in FY 05. This
anount is higher than the requested $395,000 with the Depart nent
intending to "manage that spending down". If the legislature did
not approve the supplenental funding request or the FY 06 funding
request, the Departnent would be required to reevaluate its
actions. She remarked, "W would be in a difficult spot" given the
| at eness of the fiscal year. She continued, "The earlier you can
pl an to manage down a shortfall the better it is.”

9: 39: 39 AM

The Committee next addressed the supplenental appropriation
requests related to the proposed natural gas pipeline.

STEVE PORTER, Deputy Conm ssioner, Departnment of Revenue and
Menber, and nenber of the State's Stranded Gas negotiating team
testified via teleconference from Anchorage into the record as
fol |l ows.

First I want to thank you for your previous investnent and
support of the State’s team in the developnment of a gas
pi peline. Negotiating a contract that will result in bringing
the State of Alaska’s stranded gas to market is every bit as
| arge a project as anyone estimated it to be. Perhaps no
estimate fully appreciated the scope of what success requires.
The tasks are huge and nulti-layered, and the nunbers are
profoundly large. The total sales value of just the proven
North Slope natural gas reserves would be $210 billion at a
price of $6/nmcfg.

W have a prepared presentation to support the budget request
bei ng di scussed today. However we first want to tell you what
progress has been nade with the noney you have appropriated to
the project thus far. SB241 appropriated $1.7 mllion, and
t hat funding was very tinely. Subsequent to that
appropriation, SB283 appropriated another $10 mllion.

Wth that funding we began our research regarding the nmany
ways we coul d enhance the prospect of bringing A aska North
Slope gas to market. The primary areas of research centered
around sharing risk through various financial structures and
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different levels and types of ownership participation. Qur
effort at expanding and identifying the additional options
available to us was quite successful. W called this portion
of our research “Defining the Boundaries”. Fromthat Defining
the Boundaries research we identified a nunber of
opportunities for sharing risk and increasing the overall
chances of noving an Alaska North Slope Gas pipeline to a
successful conclusion. Based on the issues identified we
conducted research on the followng areas during what we
called the R sk Assessnent and Anal ysis Phases.

Gas price. W obtained gas price forecasts, created our own
forecast and nodel ed the range of inpacts that could occur
based on those forecasts. Because of the substantial
volatility of future gas prices we needed to know the risks of
what occurs in a low price scenario and the potential benefits
we woul d receive fromgas ownership in a high price scenario.
And we needed to determ ne what we thought the expected future
price of gas was going to be. W also realized that whatever
price we projected we would be wong. So our negotiation
strategy should take that into consideration.

Ri sk Anal ysis — (shipper risk)

Taking a risk position in ownership of the gas. The shi pper
ri sk needs to be well understood by the state. There is a
substantial amount of risk in converting our rights to gas in
value to gas in kind and having the responsibility of
mar keting that gas. Recogni zing there are significant
potential financial inpacts, both positive and negative, from
taking a shipper risk position, we have focused a portion of
our research on that risk

Ri sk Anal ysis — (Pipeline ownership)

Taking a risk position in ownership of the gas pipeline is
substantially different fromrisk in shipping the gas. They
are two independent issues. W can take an ownership and
mar keting position of our gas (take in kind) w thout taking an
ownership position in the pipeline. The opposite is al so true.
W can take an ownership position in the pipeline wthout
taking a risk position on the gas (take in value). W have
conducted a substantial anount of research regardi ng owni ng
the pipeline. There are both political and econom c reasons
for doing so. But there is the risk of owning sone part of the
pipeline. That risk is conmpounded by the uncertainty of
ownership potentially for an extended period of tine during
whi ch any nunber of market changes can be expected to occur.
We al so conducted research on the inpacts of taking a risk
position in both pipeline ownership and as an owner and
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mar ket er of gas.

Cost Overrun Ri sk

There are several issues that could result in an increased
risk of cost overrun, e,g., cost of steel (volatility of the
price of steel), |abor costs (labor negotiations and strikes),
time delays due to regulatory, environnental, or |ogistics
probl ens, etc. The state nust have a reasonabl e under st andi ng
of each of these issues to understand the risk it would take
if it decided to take an ownership position in the pipeline.
It nmust al so understand the potential for cost overruns as it
exanmnes its position on tariff structure.

Tariff structure and the FERC process

As you are aware, we were quite successful in our
presentation of our positions and concerns to the FERC. They
were very responsive to our proposals. W need to spend tine
under standi ng the recently published FERC regul ati ons and then
apply them to what we should negotiate in any stranded gas
contract.

Tariff issues are still an inportant elenent of each of the
Stranded Gas Contract negotiations and will require additional
contractual support in determning the proper negotiating
position the State needs to take in each of these
negoti ati ons.

Al aska State Gas Entity

If the state takes an ownership position in the pipeline, it
will also becone a co-owner of a pipeline conmpany with the
applicant. W need to determne the form of ownership in
addition to the anount of ownership. Should Al askans be given
an opportunity to participate in the pipeline? Wiat form of
ownership should that take? W have conducted research on
these issues and will need to continue to fund additional
research as the form and anmount of ownership becones cl earer

Pi pel i ne Fundi ng

If we determne that we want to take an ownership position in
the pipeline, we need to develop a plan for funding that
participation. How do the federal |oan guarantees affect our
financing plan? Can we nmmintain our tax exenpt status? Al

t hese questions and nore need to be answered in a success case
scenari o.

Soci 0- econonm ¢ Report
We budgeted $250 thousand for the socio-economc analysis
bei ng conducted on behalf of the nunicipalities for the
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ExxonMobi | / ConocoPhi |l | i ps/ BP proposal. That report has been
conpl eted and we have extended the contract for an additional
$50 thousand to support and coordinate the municipalities

participation in the public review process. W have not
requested the contractor to conplete a soci o-econom c anal ysi s
of the TransCanada proposal because TransCanada has not yet
approved it as a reinbursable item

Al berta Gover nnent

W have nmet with and will continue to neet with the various
Canadi an governnent entities to see if there are ways we can
jointly support positions or actions that will have a positive
effect on the success of getting a pipeline built.

Canada Pi peline |Issues

There has been quite a bit of information in the public nedia
regarding the conflict in Canada over ownership and rights to
build the Canadian portion of an Alaska North Slope Gas
pi peline. The issues surroundi ng Canadi an ownership fall into
the following categories: 1) the conflict over who has the
ability/right to build the pipeline, 2) if the state has the
right to participate as an owner of the pipeline — what form
of ownership should that take, 3) |egal and regulatory risks
of building the pipeline, e.g.,. aboriginal land clains etc.
Those are all issues the state will need to understand as we
nove the Canadi an portion of the project.

Under stand the applicant’s perspective on econom cs

This is probably one of the nost inportant pieces of our
research. W have heard the legislature and public say “W
want to provide the applicant wth sufficient incentive to
nove the project forward, but no nore.” To conme close to
neeting that standard we need sufficient know edge of the
econonmi c capabilities of the applicant, where their margins
are, and what the applicant has accepted as economc in other
parts of the world. Wat is their cost of capital? How nuch
ri sk do they perceive and how nuch can they absorb? Wiat w ||
the credit rating agenci es say about any investnent they nake?
What alternative investnents will they be required to forego
if they make a commtnent to participate in this project? And
we need to be able to apply that information to a nega project
that is so large that there are no conparable projects
anywhere else in the world. This is a |arge undertaking and
requires a substantial anmpunt of analysis. Mst of this work
has been done because we needed this perspective to be able to
put a proposal on the table in the producer negotiations.

Contractor support for negotiations
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There are three forns of support that we have used thus far in
the negotiations: 1) negotiations support - 1) we have
contracted for and continue to use the expertise of Dr. Pedro
Van Meurs and his team to support us in the actual
negoti ations. 2) Expert analysis and nodeling. W have and
will continue to use analytical experts as we fine-tune our
negotiating position in each of the contract negotiations. And
3) W are now at a stage where each side’s | awers are regul ar
participants in the negotiations. W expect each of these
forms of negotiations support to continue. W woul d expect the
| egal support to increase and our request for additional
fundi ng recogni zes that need.

Al ternative proposal analysis

VWhile we are negotiating with the applicants under the SGDA
we al so have a responsibility as the soverei gn of encouragi ng
and supporting any other proposal that may bring Al aska North
Sl ope Gas to nmarket. That encouragenent and support generally
has taken the form of econom c evaluation and anal ysis and
feedback to the parties to help them nove their projects
forward. A good exanple of this support is the Al aska Gasline
Port Authority proposal. W have volunteered to review their
project proposal and give them feedback on the overal
econom cs of their proposal as well as express any concerns we
have with the overall viability of their project.

In addition we are supporting the work of the Al aska Natural
Gas Devel opnent Authority in their evaluation of the economc
viability of bringing Al aska North Slope Gas to tidewater and
devel oping an LNG project. They are also doing the | eg work
necessary to make sure a spur gas pipeline to Cook Inlet wll
be permtted and ready for any alternative that successfully
brings Alaska North Sl ope Gas to nmarket.

Rei nbur senent

One of the goals of the State was to make sure we received the
maxi mum anmount we could from project applicants under the
rei mbur senent provisions of the SGDA. W billed and received
i n rei nbursenent from ExxonMbobi |/ ConocoPhilli ps/BP the nmaxi num
anount available under the Act of $1.5 nmillion. The state
continues to be reinbursed also by Transcanada, and DNR is
tracki ng that reinbursenent.

Now that we have generally discussed what the previous
appropriations have been used for, | would like to take a
couple of mnutes to explain where we are conceptually. W
have tal ked about understanding risks, understanding the
appl i cants’ econom c perspective, understanding the volatility
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of price and cost elenents. Think of this tinefrane as getting
the State to the point of being able to put a proposal on the
table with the project applicants. And we have placed a
proposal on the table in the Exxon/ConocoPhillips/BP
negoti ations and received a counter proposal fromthem W are
al so devel oping a proposal with TransCanada. Each of these
negotiations will require a substantial anmount of work to
bring a SGDA contract to the |egislature.

In the near term the current activities in support these
negotiations wll include substantial |egal support in
negotiating the fiscal contracts and other associated
contracts and exhibits necessary to bring a contract proposal
to the legislature. In addition each variation of fiscal term
negotiations may require additional analytical support from
our contractors.

Once we have a contract to present to the |egislature we need
to prepare a Conm ssioner’s finding that the contract is in
the fiscal interests of the State. Al of the reports we have
generated wll be used to support the finding of the
Conmi ssi oner of Revenue. This finding will go out for 30 days
of public comment period along with the proposed contract. The
Conmi ssioner will then respond to those conments and bring the
final fiscal finding and contract to you for ratification. The
process may well entail going back to the applicant for a
refinenent of the agreenent. The request we have pl aced before
you today will provide the funding for us to acconplish this
process.

If we are successful, we al so nust consider what happens next.
If we decide to take an ownership interest in the pipeline, we
could alnost imrediately find ourselves in a partnership
relationship with an applicant attenpting to build a pipeline.
In order to be effective in that new entity the state
representatives need to be ready to make financial and other
deci sions necessary to nove the project forward tinely. That
is why we have requested funding to begin to develop the
State’s organization that will need to be in place alnost
i mredi ately upon ratification of any contract.

As a closing point that needs to be nade, we hope everyone
understands that capital funding of state gas |line
participation cannot be determined at this tine. When a
determnation is made regarding the type and |evel of
participation that the state will take in a gas pipeline, we
wi |l conme back to the legislature wwth a financing structure
and a correspondi ng appropriation request. Depending on the
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| evel of state participation that request could Dbe
substanti al .

Thank you for vyour continued support of the State’s
participation in the Stranded Gas negoti ati ons.

Co-Chair WIken noted the requests for suppl enental appropriations
related to the developnment of a natural gas pipeline total
approximately $18 mllion.

Departnent of Law

[tem 25

Section: 7(b)

RDU. Gvil Dvision, Ol, Gas and M ning

Suppl enent al Need: Legal costs for work related to the state
gas pipeline and to bringing North Slope natural gas to
mar ket, and other oil and gas projects for FY 05 and FY 06
$9, 000, 000 general funds

PHI LLI P REEVES, Assistant Attorney Ceneral, Ql, Gas and M ning
Section, Civil Division, Departnment of Law, read the follow ng
statenment into the record.

The Departnent of Law is dependent on a substantial anount of
assi stance fromoutside | egal council in the on-going stranded
gas negoti ations.

As the senators are aware, the State is currently involved in
two, parallel negotiations under the Stranded Gas Act (AS
43. 82)

Both of those negotiations contenplate a possible State
ownership interest in the pipeline project. W are thus
drafting and negotiating terns of the several |egal agreenents
that would be required for the State to participate as a
partner in the pipeline project.

The individual agreenents will include at |east:
The Stranded Gas Agreenent
A Business Entity Agreenent
A Project Financing Agreenent
A Construction Agreenent
An Qperating Agreenment, and
A Gas Bal anci ng Agreenent

The Stranded Gas Agreenent(s) and the Business Entity
Agreenent (s) [and Project Financing Agreenent(s)] (currently
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anticipated to formand LLC owned jointly by the Stranded Gas
sponsor conpany and the State] are the current focus of
i ntensi ve contract devel opnent work and negotiations at this
time.

Necessity for "Fast-Track"” Suppl enental Funding

The Departnent of Law has already expended essentially its
entire Gl and Gas contract services appropriation for fisca
year 2004 - 2005, due to the unanticipated additional work
arising from
e Participation in tw sinmultaneous Stranded Gas
negoti ati ons; and

» Consideration of State partnership in the NS gas pipeline
project, which necessitates devel opnent of the Business
Entity and Fi nanci ng Agreenents.

The early expenditure of the contract services appropriation
work on the NS gas pipeline has al so depl eted contract funds
that were earmarked for wuse on other, non-gas pipeline
projects. Those contract services funds: utilized on oil
royalty reopeners, TAPS oil pipeline matters, and in-state gas
pipeline matters, also need to be supplenented in this fisca
year.

The Departnent of Law is therefore asking for a supplenenta
appropriation of $9,000,000 for legal services on work
relating primarily to the NS gas pipeline project. (Intended
to cover needs through the end of the next fiscal year.)

Senat or Hof f man asked how rmuch of $9 million requested would be
utilized for FY 05 expenditures.

M. Reeves replied that the ambunts are not delineated because the
projects are ongoing. A significant anpbunt s necessary
i medi ately, as the Departnent has exhausted avail abl e funding. The
intent is to submt a proposal to the legislature during the
current session and therefore nore funds woul d be expended in FY
05.

Co-Chair W/I ken asked the consequences if the $27 mllion requested
for pipeline-related supplenental and FY 06 expenditure were
appropriated to the Legislative Budget and Audit Conmmttee for
di stribution.

Ms. Taylor replied that the Departnment of Revenue woul d not oppose

receiving funding through the Legislative Budget and Audit
Conmi ttee. However, the prograns operate with [imted staff and the
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process of receiving allocations fromthe Legislative Budget and
Audit Committee would create an admnistrative burden. The
Departnent has devel oped a conprehensive tracking nmethod to account
all expenditures. She advocated against Co-Chair Wlken's
suggesti on and recomended instead that the fundi ng be appropriated
directly to the departnents. She suggested a nanagenent reporting
system could be inplenented to keep the |egislature appraised of
al | expenditures.

10: 00: 17 AM

Department of Natural Resources

ltem 26

Section: 7(c)(1)

RDU: Capit al

Suppl enental Need: Gas pipeline risk analysis and royalty
i ssues

$2, 500, 000 general funds

NI CO BUS, Acting Director, D vision of Support Services, Departnent
of Natural Resources, testified via teleconference froman offnet
| ocation that $1 mllion of this request would be utilized for risk
analysis. The Departnment would contract for assistance wth
commercial marketing and mtigation of the ownership risk. The
remaining $1.5 nillion woul d be expended to address royalty issues.

MARK MYERS, Director, Dyvision of Gl and Gas, Departnent of
Nat ural Resources, testified via teleconference from an offnet
|l ocation that nmany of the negotiations relate to the State's
owner ship and physical possession of the natural gas up to the
poi nt of actual marketing of the gas. This mitigates risk to the
producers and owners of the pipeline. Under those structures, the
State is a "commercial entity" unlike any previous practice in
Al aska. It is inportant to fully understand the risks involved and
to devel op a comrercial structure. The State woul d be responsible
for the gas and nust consider the conversion of uncertain royalty
rates as a net profit share and determ ne the capacity of the
pi peline, the anmount of gas that nmust be contracted and narket ed.
This requires the State to change the | ease contracts procedures.

ltem 27

Section: 7(c)(2)

RDU: Capit al

Suppl enental Need: Gas pipeline corridor geol ogi c hazards and
resource eval uation

$2, 000, 000 general funds
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M. Bus explained this is a $6 mllion general fund request to
allow the Departnent to assess the geological hazards, m neral
potential and construction needs for a natural gas pipeline
corridor from Delta Junction to the Canadian border. The
information garnered fromthis study would aid in the design and
construction of the pipeline and would be useful for future
devel opnent, such as the proposed Al aska Railroad extension and
ot her public and private devel opnent. The study would include a
peer-reviewed report that would evaluate an approximte ten-mle
wi de corridor

Co-Chair W/ ken noted the anpbunt requested for this purpose is $2
mllion appropriated in FY 05, and $2 m|lion appropriated each in
FY 07 and FY 08.

M . Bus confirned.

ROD COMMBELLI CK, Associate Director for Operations, Division of
CGeol ogi cal and Geophysi cal Surveys, Departnent of Natura

Resources, testified via teleconference from Fairbanks, that this
funding would allow the D vision to conduct an airborne geol ogi ca

study to collect data to use to conpile detailed maps and identify
potential engineering problens related to the construction of a
natural gas pipeline. He understood that the proposed corridor has
not been finalized as the location of a natural gas pipeline

however ot her devel opnents woul d occur along the 200-mile corridor,
i ncluding the Pogo M ne and mssile defense activities. Currently
geophysical knowl edge of the <corridor is Ilimted and the
informati on garnered fromthe study woul d becone public know edge
for multiple uses. The intent is to conduct the study in
conjunction with the proposed natural gas pipeline, in the event
the pipeline is constructed along this route. The project is
anticipated to take approximately three years to conpl ete.

Senat or Hof f man asked the percentage of the affected |lands are in
private ownership and what notification would be given to those
| andowners of the possibility of the establishnent of a 10-mle
wi de corridor

M. Conmmbellick replied the corridor crosses primarily state and
privately owned land. As with all geological mapping and field
studi es, the Departnent woul d make proper contacts with | andowners
with the exception of the land |ocated near the mssile defense
systens. Those | ands woul d not be napped in detail.

Iltem 28

Section: 7(c)(3)
RDU: Capit al
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Suppl enment al Need: Gas pipeline Bullen Point Road right-of -way
permtting
$3, 200, 000 general funds

Dl CK LEFEBVRE, Deputy Comm ssioner, Departnent of Natura
Resources, testified via teleconference from an offnet |ocation
about the request for proposals (rfp) the Departnent has issued to
secure professional services to undertake a study to identify a
corridor or corridors between Prudhoe Bay and Point Thonson. The
intent is to undertake environnental studies and engi neering work
necessary for a possible construction of a road and permtting for
a right-of-way for a pipeline.

ltem 29

Section: 7(c)(4)

RDU: Capit al

Suppl enental Need: Division of G| and Gas increased workl oad
for gas pipeline

$2, 700, 000 general funds

M. Mers noted earlier reference to increased risk analysis, which
i nvol ved outside consulting assi stance. The Departnent anti ci pated
additional risk analysis would occur as the State develops a
comercial structure. In reviewing the workload involving the
proposed natural gas pipeline, it was determ ned that approximtely
25 percent of the Division staff tine was dedicated to this
purpose. The percentage of tinme is expected to increase in the
future and therefore the Division requests funding for additional
positions to address gas |ine issues.

M. Mers explained this funding request also involves regulatory
i ssues. The Departnment and the Alaska G| and Gas Conservation
Comm ssi on (AOCGCC) have regul atory responsibilities associated with
gas and oil devel opnent at Prudhoe Bay and Poi nt Thonson. Extensive
reservoir engineering analysis and detailed econom c analysis on
t he physical and econom c waste related to timng of production is
required. The D vision nust also ensure that the project has the
maxi mum anount of gas avail abl e.

M. Mers noted a legislative resolution pertaining to potentia
gas hydrates. This suppl enental appropriation requests funding to
add positions that would work with federal agencies to pronote this
devel opnent. He detailed the geo-technical work necessary in the
proposed pipeline corridor as well as the Foothills region. These
efforts woul d benefit other devel opnent in these areas as well.

Co-Chair WIlken clarified the request would be wutilized to
i npl enent 13 new positions plus provide funding for the increased
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wor kl oad of existing staff.

M. Mers affirmed and added this would be utilized in conjunction
with the funding requested in Item #26 to enpl oy outside support.

ltem 30

Section: 7(c)(5)

RDU: Capit al

Suppl enmental Need: Conm ssioner's Ofice increased workl oad
for gas pipeline

$200, 000 general funds

M. Bus remarked that existing staff has been "working day and
night" with the deputy comm ssioner unable to acconplish all the
work necessary. This funding would be utilized to create two
project assistant positions dedicated to the pipeline negotiations.
One position would focus on planning and the other |ogistica
support during negoti ations.

Co-Chair Green asked if any portion of the requested $200, 000 for
FY 05 has been expended to date and whether the additional staff
has been hired.

M. Bus corrected the funds are requested for expenditure in FY 05
and FY 06 and would not |apse prior to the end of FY 06. None of
t he funds have been expended and no new positions have been filled.

M. Bus commented to the productive working rel ationship between
the Departnent and the Legislative Budget and Audit Commttee.
However, appropriations nade to the Commttee for distribution to
t he Departnent woul d cause delays during the legislative interim

Co-Chair Geen asked if the proposed new positions would be
t enporary.

M. Bus replied that the positions would not be guaranteed beyond
FY 06, but would be assured until then if this request were
granted. At the end of FY 06, the Departnent woul d re-determ ne the
need.

Senat or Hof fman asked if the positions would be contracted.

M. Bus responded that the staff would be appointed to serve at
pl easure of the CGovernor for the period of tinme the funding is
avai l abl e and the projects are necessary.

Departnent of Revenue
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[tem 31

Section: 7(d)

RDU: Capit al

Suppl enent al Need: Conm ssioner's Ofice - Wrk related to the
State gas pipeline and to bringing North Slope natural gas to
mar ket

$5, 300, 000 general funds

Co-Chair W1l ken asked this request differs fromthat contained in
i tem #30.

Ms. Taylor spoke to the need for an Alaska natural gas entity.
Several natural gas pipeline project proposals include State
participation. This entity would "Shepard the State's interest.”
The funding request includes $1.5 mllion for that effort and $3.8
mllion for contractual services, as detailed by M. Porter.

[tem 32

Section: 7(e)

RDU: Capit al

Suppl enent al Need: Al aska Natural Gas Devel opnent Authority
i ncreased workl oad for gas pipeline

$2, 170, 000 general funds

HAROLD HEI NZE, Chief Executive Oficer, Alaska Natural Gas
Devel opnent Authority, Departnent of Revenue, testified that $2
mllion of the requested anmobunt would be utilized for "continuing
contractor work related broadly to the issues of in-state gas use.
Specifically, this pertains to the "spur line connecting dennallen
to Palner.” Currently, five Alaskan contractors are preparing
applications for the right-of-way segnent of this project. The
applications would be submtted by April 1, 2005 and the "process
can work through the summer and into the fall" with conpletion of
the right-of-way scheduled for Septenber 1. These efforts would
secure an option to transport natural gas "into Cook Inlet". He
detail ed the processes involved and created fromthis project.

Senat or Bunde surm sed that these efforts would not duplicate other
wor k done by the State.

M. Heinze responded that the Authority is not included in the
Stranded Gas Act; although as a State entity, it receives the
benefit of the know edge obtained from other State efforts and
shares it's know edge with the | egislature and other parties. The
enphasis of the Authority is "how to do things", such as delivering
energy to rural comrunities. The Authority is not charged with
conducting studies, but rather wth inplenenting practical
sol utions.
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Senat or Stedman understood that the contract negotiations are
"fluid, dynamc and difficult to budget in advance"; however, he
guestioned appropriating funding for FY 05 that woul d be expended
in FY 06.

Co- Chair W/I ken agreed.

10: 22: 39 AM

Co-Chair WIlken noted witten public testinony on supplenenta
budget itens has been received and woul d be included in the record.

10: 23: 06 AM

Departnment of Health and Social Services

ltem 34

Section: 9(a)

RDU:. Al askan Pi oneer Hones: Pioneer Hones

Suppl enental Need: Replacing unrealizable federal Medicaid
funds with recei pt supported services. Lower receipts is due
to the voluntary nature of residents signing up for Medicaid
-$1, 200, 000 federal funds

$1, 200, 000 Recei pt Supported Services funds

$0 Total Funds

JANET CLARKE, Director, Dyvision of Admnistrative Services,
Departnment of Health and Social Services, testified to the efforts
begun in FY 05 to enroll the Al aska Pioneers' Hones as Medicaid
providers to offset sonme general fund expenditures. Resident
participation is voluntary and fewer residents opted to apply for
Medi caid assistance during this first year. This item does not
i nvol ve general funds, rather would utilize receipts paid by
residents to receive care.

Ms. Clarke noted the Departnment of Health and Social Services
budget subcomm ttee woul d address the issue of voluntary enroll nent
for Medicaid assistance. OQther nursing hones require residents
apply for all eligible assistance before receiving subsidies. This
woul d be considered for the Pioneers' Honmes as well.

Ms. Clarke relayed that the residents of the Sitka Pioneers' Hone
have enjoyed the intergenerational interaction with the M.
Edgecunbe students living at the Pioneers' Honme. She inforned that
children attending the Sitka Fine Arts Festival also stayed at the
Horre.
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Co-Chair WI ken commented that the | anguage governing the Medicaid
eligibility for nursing honme residents is cunbersone.

Ms. C arke spoke to the next three itens relating to Medicaid
suppl enental requests. The previous tw fiscal vyears, the
Depar t ment has presented "significant cost contained and
refinancing opportunities and very aggressive ways to try and

contain Medicaid.” In FY 04 the Departnent reduced general fund
expenditures by "$129". In FY 05, the presented budget woul d have
reduced al nost $67 nmillion general funds. However, the Departnent
has been wunable to fulfill the entire cost containnment goal;
i nstead approximately $47 mllion has been realized.

ltem 35

Section: 9(b)

RDU:. Behavi oral Heal th: Behavioral Health Medicaid Svc

Suppl enent al Need: Medicaid casel oad grow h above FY 05 budget
projections. At current expenditure rate, the existing
appropriation will be gone in April or My.

$2, 653, 700 general funds

$3,517,700 federal funds

$6, 171, 400 Total Funds

Ms. Clarke infornmed that this program has experienced an annua
average rate of growmh of 14 percent in the |ast "couple of years",
in particular out of state care for children in residential
psychiatric treatnment centers. The Departnent is attenpting to
control this growh rate through the Bring the Kids Hone
Initiative. Al conponents of the initiative have been i npl enented
to date and therefore the entire anticipated savi ngs have not been
realized. A "gate keeping" conponent woul d be inplenented on March
1, 2005 to ensure that those children sent to facilities out of
state require this treatnent. In previous years, the majority of
the children covered by this funding programwere in State custody;
however, currently nost <children involved are not, although
eligible for Medicaid assistance.

Bl LL HOGAN, Director, Division of Behavioral Health, Departnent of
Heal th and Social Services, testified via teleconference from an
offnet |ocation, an inplenented care coordination nechani sm was
i npl enented as a result of SB 157 that passed in 2003. However,
this allowed for only one position, which focused on children who
have been receiving treatnent out of state for 300 days or nore. As
a result of renegotiating the "first health contract” two
addi ti onal care coordi nator positions would be added beginning in
March 2005. The additional staffing would allow for review of the
out of state placenent of 60 days or |onger. Al so, funding provided
by the Alaska Mental Health Trust Authority would facilitate

SFC- 05 (24) 02/ 16/ 05



enhanced "gate keeping or diversion nechanism"” Not only nust the
Departmment proactively nonitor the length of stay of children
al ready placed out of state, but also nust better ensure that al
instate options are reviewed before a child is transferred out of
state.

Senator O son asked if all the children are leaving the State for
psychi atric reasons.

M. Hogan affirmed, explaining that these patients have serious
enotional disturbance as well as function difficulties.

Senator O son asked if any of the children have physical issues as
wel | .

M. Hogan replied that sone have acconpanyi ng physical disorders as
well as the psychiatric illnesses. He gave an exanple of the
physi cal problens related to eating disorders.

Senator O son asked if psychol ogists or "md-I|evel providers"” would
treat the children remaining in Al aska.

M. Hogan answered that several types of providers would treat the
patients; sone would enter group hones or small in-treatnent
facilities if unable to return hone. Al patients would receive
ongoi ng psychol ogy treatnent plus famly and other counseling. A so
patients woul d recei ve support, some of which would be provided by
m d- | evel providers.

Senat or O son understood the chal |l enges the Fairbanks hospital has
had in securing a full-tinme psychiatrist. He asked if it would be
difficult to hire a psychiatrist for this programas well.

M. Hogan agreed it is difficult to attract psychiatrists to
Al aska. The Departnent is using a tel enedi ci ne approach to eval uate
and nonitor patients and is expanding the instate capacity in
conjunction with the University of Alaska. There is a need to
devel op staff in entry-level positions through psychiatrists.

Senator O son asked if the Division anticipated spending the entire
$2.6 million requested for behavioral health programs in FY 05.

Ms. Clarke informed that the $72. 6 has been expended as of January
2005, and projections indicate that a total of $124.5 mllion woul d
be expended in the fiscal year.

Co-Chair Green expressed concern that a "gate keepi ng" nmechanismis
not in place given that |egislation passed several years prior
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provi ded for these neasures. The intent was that a gate keeping
mechani sm woul d be enacted before the program was expanded to
i ncl ude Medicaid. She noted the nunber of cases in which Medicaid
funds paid for treatnent for children not in State-custody and
therefore the Departnment had not oversight authority in the
determ nation of appropriate treatnent. Mdst of these cases involve
the Denali KidCare Program She remarked that in creating the
Denali KidCare Program the State has allowed patients to "skirt
the process”". The gate keeping issue nust be addressed.

Co-Chair Geen asked if the programis cross-referenced with the
Depart ment of Education and Early Devel opnment since the states in
which the children are receiving treatnent bill Al aska for the
education costs.

Ms. Clarke replied that for those children in State custody, the
departnents have a contractual agreenent for education costs. These
costs have remmined steady. The increases are the result of
treatnment for those children not in State custody. She was unaware
how t he educational costs were paid for those children.

Co-Chair Geen recalled an increnent in a supplenental
appropriation request of a previous fiscal year requesting a
$700, 000 chargeback for educational programs for children in State
custody receiving treatnent out of state.

Ms. Clarke renmenbered that pertained to children in State custody.

M. Hogan furthered that not all Alaskan children receiving
treatment out-of-state have an individual education plan. For those
that do, the Departnent of Education and Early Devel opnent, through
deductions fromthe child s resident |ocal school district, mnust
provide the out of state education costs. The Departnent of
Education and Early Developnent is not responsible for the
education expenses for those receiving education through their
treatment program he would verify that Medicaid covers those
costs.

Senator Hof frman was al arnmed at the increase of this program noting
the average annual increase of nine percent. He asked the
percentage of children receiving treatnent outside of Al aska who
are Al askan Natives. Average increase annual is 9 percent.

M. Hogan replied that an average of 40 percent of the children
receiving out of state treatnment through this program are Al askan
Nati ve.

Senat or Stedman conmented that 40 percent is substantially higher
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than the general popul ation. He spoke to the difficulty in planning
budget cycles given the substantial growh in this program and
others. He asked if the growth in this program represent an
"unraveling” of the State's social structure, or repercussions of
actions of past generations becom ng nore apparent.

M. Hogan replied that the growh in the community prograns has
been approximately three and one-half to four percent annually. The
growh of the acute inpatient treatnent services has been | ess than
three percent annually, although a larger increase has occurred in
the current fiscal year. The substantial growmh "distorting all of
our nunbers” is the out of state residential psychiatric treatnent.
In sone years, the growh of this program has been 30 percent,
al though it has stabilized somewhat.

M . Hogan spoke to increased pressures on children and famli es.
The Division attenpts to intervene in situations early, but is not
al ways successful and subsequently, sone children require |onger
and nore intensive treatnent for recovery.

Senator Stedman asked how the legislature is to obtain cost
containment if Ilarge supplenental appropriations are requested
after the initial budget has been determ ned. The suppl enental
appropriation for this programdiffers from the funding requests
for a natural gas pipeline project, which would accelerate a | arge
capital project. This situation appears to denonstrate an "erosion
of our ability to control appropriations.”

Co-Chair W1 ken suggested Senator Stedman ponder this as it is
true. The Commttee continually struggles with the task of
devel oping an appropriate budget and addressing supplenental
fundi ng requests.

Senator O son asked the invol venment of the federal |Indian Health
Servi ces agency to assist with paynent for these services for the
Native patients.

M. Hogan replied that the Division cooperates with Native
"partners” to develop | ocal treatnent options.

Senator O son asked how the State is reinbursed for services
provided to patients otherwise eligible for federally paid
servi ces.

M. Hogan explained the paynent process for behavioral health
services provided to a Medicaid eligible person who is Native. It
preferable, both culturally and financially, that Al aska Natives
are served by Native Health organizations.
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Ms. Clarke furthered that one strategy is to develop progranms with
entities classified as "638" to allow the State to be reinbursed
100 percent. However, the out of state facilities are not
classified as 638, and therefore the State is unable to claim
rei mbur senent .

Senat or Hoffman asked if the goal is to provide treatnent for
Native children locally. He noted the 35 to 40 beds available in
t he Yukon- Kuskokwi mregi on and asked if this is the sane nunber of
children currently receiving treatnent out of state.

Ms. O arke did not have details of the residency of these children

M . Hogan total ed approximately 350 children receive out of state
residential treatnent at any given date. Approximately 150 of those
children are Al askan Native.

Senator Hoffrman questioned the attainnment of providing |ocal
treatment if the local residency of patients is unknown.

M. Hogan indicated he woul d provide this information.

Co-Chair WIlken also requested an estimate of the nunber of
children who are expected to return to Al aska and the | evel of care
that would be required for them

ltem 36

Section: 9(c)

RDU. Health Care Services: Wnen's and Adol escents Services

Suppl enent al Need: Feds reduced FFY 05 funding in the Breast
and Cervical Cancer screening program The fund source change
will allow services to 1600 enrolled wonen that otherw se
woul d not be served due to federal funding reductions. Funds
will be required by late March or early April to continue the
program

$500, 000 general funds

-500, 000 federal funds

$0 Total Funds

Ms. Clarke corrected that the backup material stated that the
Department did not know of the loss of the federal funds unti
recei pt of the grant notification in Septenber 2004; however sone
managers were aware in June 2004 that the funds woul d be reduced.
This request would allow the Departnent to continue to serve the
nunber of wonen planned. Wthout funds 1600 wonmen woul d not get
served. She referenced the back up docunentation detailing the
hi story of this program
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DR. RICHARD MANDSAGER, Director, Dvision of Public Health,
Departnent of Health and Social Services, added that enroll nent has
accel erated across the State beyond what was anticipated if the
programwere fully funded. If not funded, enrollnment would stop to
allow current patients to receive services and exi sting funds woul d
not fully fund services for current patients.

Co-Chair WIlken clarified this request represents a "backfill" of
federal funds for FY 05 and again for FY 06.

Dr. Mandsager affirmed.

Co-Chair W/ ken comented this should receive further review The
| egi sl ature woul d be faced wi th maki ng deci sions regardi ng funding
prograns that have been historically federally funded as the
federal funding is elimnated or reduced. The State nust determ ne
whet her to continue these progranms utilizing State funding. These
deci sions woul d inpact future |egislatures.

Senator Bunde asked the fiscal consequences to the State for
provi di ng Medi cai d-funded treatnent for cancers not detected as a
result of the elimnation of the screening program

Dr. Mandsager replied that it is inpossible to identify a direct
cause and effect. However, the Medicaid cost of treatnent for those
with breast or cervical cancer has decreased $2, 300 per case during
the sane tinme period that the nunber of wonmen receiving screening
has increased. He predicted that if the State did not invest in
screening, it would pay for increased treatnent costs later. This
is a policy call that the State nust make. The D vision has
determned that if this funding were not provided by either the
federal governnment or the State, screening would be limted to
wonen aged 50 to 64, which is the ages recommended by the Centers
for Disease Control. The current program provides screening for
wonen aged 18 to 64.

Senator (O son asked iif detected malignancy has increased
significantly as a result of the screening program and the
i nci dences of false positive and negative test results.

Dr. Mandsager responded that the rate of cancer diagnosis has
remai ned constant; however, the inplenentation of this program has
occurred increnmentally and has yet to reach rural areas. If the
fundi ng requested for FY 06 were appropriated, the programwoul d be
expanded to the entire State.

Senat or O son asked if other types of cancer screening activities
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occur through the Medicaid program
Dr. Mandsager woul d provide this information.

10: 59: 55 AM

Co-Chair WIlken directed attention to charts indicating the
i ncreases of the follow ng prograns of 184 percent over the past
nine years [copy on file.]

[tem 37

Section: 9(d)

RDU. Health Care Services: Medicaid Services

Suppl enental Need: Unable to inplenent cost containnment
measures as quickly or to the extent planned: e.g.,
Prescription Drug List delay, Transportation, Rate Setting,
Cost Avoidance of Medicare Covered Drugs. At current
expenditure rate, the existing appropriation will be gone in
April or WMay

$13, 821, 400 general funds

$16, 888, 300 federal funds

$30, 709, 700 Total Funds

Ms. Clarke explained this request is directly related to those
expenses the Departnent had expected to reduce in FY 05, but was
unabl e to acconplish. The Departnment had expected to save a total
of $41.5 mill, but was only able to realize $11 nmillion in savings.
She noted the Departnent had anticipated saving $11 million in
Medi cai d-rel ated transportati on costs. The projected anount coul d
not be achi eved, although sone savings would be realized. She noted
t hat additional savings would be realized in FY 06. The Depart nent
had al so antici pated savings through the preferred drug list, but
based on feedback from providers and patients, the entire list has
not been inplenented. Additional efforts would be nmade though this
programto increase savings.

ltem 38

Section: 9(e)

RDU:. Senior/Di sabilities Svcs: Senior/Disabilities Medicaid
Svc

Suppl enental Need: Unable to inplenent cost containnment
measures as quickly or to the extent planned: e.g., Contract
Wai ver Assessnents, Medicaid Wiivers, Reducing Respite
Wilization, Nursing Hones Preadm ssion Care Plans, $7,084, 400
general funds and $7,606,300 federal funds = $16, 690, 700
Formula growh over budgeted anpbunt wll cost $15,487,800
general funds and $20, 930,200 federal funds = $36, 418, 100.
Primary gromh is in Personal Care Attendant Services. At
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current expenditure rate, the existing appropriation wll be
gone in March

$22,572, 200 general funds

$30, 536, 600 federal funds

$53, 108, 800 Total Funds

Ms. Clarke noted this is the |argest Medicaid supplenmental item
The Departnent was unable to realize $7.1 mllion of projected cost
containment in two areas. This itemal so represents program grow h
above projected rates, particularly in the Personal Care Attendant
Services program Oher unrealized savings relates to the nursing
home preadm ssion care plans. The Departnent is devel oping detail ed
information, including prograns inplenented in other states, which
woul d be shared with the budget subconmttee.

Co-Chair WIlken remarked this is a significant issue that woul d be
addressed further.

Senator Bunde recalled an attenpt to change the Personal Care
At t endant Services program specifically the paynent to relatives
of patients for care provided to those patients. He asked if this
was acconpl i shed.

Co-Chair WIlken directed attention to back up docunentation [copy
on file.]

Co-Chair WIken noted expenses for this program are consuner
directed, and the growmh began in the years 2001 and 2002, as it
becanme nore w dely known.

Senat or Bunde remarked that the State is paying people to perform
famly "duties".

Co- Chair W/ ken understood the program expense would be $70 mllion
for FY 05.

Ms. Clarke reiterated this programis growng the fastest of all
Medi cai d prograns. The Departnent requires policy direction from
the |l egislature on howto control these costs.

Co-Chair WIken would discuss the matter directly wth Ms. O arke
with the Conmttee' s perni ssion.

Senator O son stressed his is a strong proponent of the breast and
cervical cancer screening program

Co-Chair Wl ken ordered the bill HELD in Comm ttee.
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#
ADJ CURNIVENT

Co-Chair WI ken adjourned the neeting at 11: 07 AM
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