HOUSE FI NANCE COWM TTEE
January 27, 2009
1:33 p. m

CALL TO ORDER

Co- Chair Hawker called the House Finance Commttee neeting
to order at 1:33:48 PM

VEMBERS PRESENT

Representati ve M ke Hawker, Co-Chair
Representative Bill Stoltze, Co-Chair
Representative Bill Thomas Jr., Vice-Chair
Representative Allan Austerman
Representative Harry Crawford
Representative Anna Faircl ough
Representative Richard Foster
Representative Les Gara
Represent ati ve Reggi e Joul e
Representative Mke Kelly
Represent ati ve Wodi e Sal non

MEMBERS ABSENT

None
ALSO PRESENT

David Teal, Director, Legislative Finance Division; Jeff
Jessee, Chief Executive Director, Al aska Mental Health Trust
Aut hority; Laraine Derr, Vice Chair, Al aska Mental Health
Trust Authority

PRESENT VI A TELECONFERENCE

SUMVARY

NLegi sl ative Finance Division — Budget Overview
Al aska Mental Health Trust Authority — Budget Overview

1: 33: 56 PM

Co-Chair Hawker called the neeting to order for the
Legi sl ative Budget and the Alaska Mental Health Trust
overviews. He reported that this year the commttee has
instituted real-tinme docunment availability on the web. Wen
docunents becone available to the commttee, they are
simul taneously accessible on the the State of Al aska, BASIS
site.

1: 37: 58 PM
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DAVI D TEAL, DI RECTOR, LEG SLATI VE FI NANCE DI VI SI ON, revi ewed
his agency’'s responsibility to analyze the budget then
provide assistance to the legislature in shaping the
governor’s requests. He remarked that after receiving the
governor’s budget his division spends the next nonth
ensuring that the technical details are correct. The
di vision generates a series of reports to | ook at the budget
fromthe larger overview to ever increasing detail. M. Teal
referred to four charts in The Fiscal Year 2010 Budget:
Legi slative Fiscal Analyst’s Overview of the Governor’s
Request, House Finance Conmittee, January 27, 2009 (copy on
file).

1: 42: 30 PM

M. Teal remarked that it is possible to see potential
unprecedented fiscal gaps in the future. He noted the good
news that there is about $8 billion in reserves but
cautioned how quickly this could be spent down wthout the
addition of new savings. He warned that in FY09 the fisca
gaps are real with the result of a likely deficit.

1:44: 05 PM

Co- Chair Hawker asked for a brief description on howto read
the FY10 Ceneral Fund Revenue-Fiscal Sensitivity chart.

1:44: 45 PM

M. Teal pointed out that the top horizontal Iline
represented the $74 per barrel break-even point and the
curved green line represented the revenue at various prices
per barrel. As the price increases, revenue wll in turn
i ncrease. He noted that the curved function line is a result
of a change to a progressive profits tax.

1:47: 03 PM

Vice-Chair Thomas asked about a reference to a one billion
dollar deficit and wondered if these charts were nmade before
t hat prediction.

1:47: 26 PM

M. Teal believed the one billion dollar deficit referred to
FY09. In |l ooking at the FY0O9 General Fund Revenue Chart 2,
it reflects a budget of $7 billion. The first half of the
year experienced high oil prices but figures shown at the
bottom reveal what would happen if it was spent at a |ower
per barrel price for the next six nonths. The chart shows
that oil nust be at $78 per barrel for the remainder of the
year to break even for the fiscal year. M. Teal comrented
that at the present average of $40 per barrel there could be
a deficit approaching $2 billion. He believed the
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adm ni stration was |ooking at revenue in the $50 per barrel
range which would translate into a one billion dollar
deficit. He stressed that the charts are not particularly
accurate because they do not reflect the wvolatility of
revenue when | ooking at the average for the year.

1:49:54 PM

Representative Gara asked if the FY09 chart showed the
operating, capital and suppl enmental budgets conbi ned.

1:50: 14 PM

M. Teal responded that there are no supplenentals yet for
FY09. Representative Gara asked if the FY10 chart reflected
the governor’s conbined capital and operating budgets. M.
Teal responded that It showed the entire Dbudget.
Representati ve Gara asked about the proposed capital budget.

1: 51: 09 PM

M. Teal disclosed that this year a clearer, sinpler and
nore informative way to present the budget was agreed upon
by The Ofice of Managenent and Budget and Legislative
Finance. He referred to State of Al aska-Ceneral Fund Budget
Hi story, Chart 4 (copy on file). This chart shows genera
fund revenues and expenditures since FY75. The solid
fluctuating green line reflects revenue which peaked in
FY08. He pointed out that savings, represented by the yell ow
line at the top of the bars, clearly showed that savings
only occurred when there was available nmoney. In the early
80s savings grew but as oil revenue declined, followed by
flat growmh through FY055, there were no savings. Wen oi
prices rose again in FY0O5, savings clinbed but by FY10
negati ve savings are shown. The capital appropriation budget
follows a simlar pattern to savings (the black line on the
bar). M. Teal declared that when revenue clinbs the capital
budget grows, when revenue is flat, the capital budget is
small. In FYO5 when revenue returned the capital budget
becane substantial but has since dropped off.

1:55:49 PM

M. Teal continued with his explanation of the statew de
operations. He explained when |oan funds were capitalized,
during the big oil boom of the 80s; it was high because of
the Government bligation (GO bonds debt service and as
these bonds were paid off, statew de disappears. New bonds
i ssued in FYO3 caused a junp in statew de operations because
of oil and gas credits at $300-400 mllion a year, the
retirenent paynents of $450 nmillion per year and FY09
resource rebate of $750 million. M. Teal nopved to the
bottom base bar reflecting the agency operating section that
nost people think of when the term “budget is used. He
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pointed out the pattern for an agency operation is
different. It does increase when there is revenue but it
al so stays up when revenue is down. This pattern often
causes the legislature to be mscharacterized as spending
too nuch but the legislature saved a |lot of noney when
revenue was high. The way the budget is reported makes it
hard to differentiate a savings appropriation from a
spendi ng appropriation. This is part of the reason for the
redesign of the fiscal summary because it was hard to
interpret the nunbers when there were savings.

1: 59: 24 PM

M. Teal referred back to the State of Alaska Fiscal
Summary, Current Fiscal Year Appropriations, page 3, line
11. He noted that the far right colum reflects changes to
the general fund expenditures. He showed that the agency
operating budget is $92 mllion higher in FY10 then in FY
09. He explained that $51 million was K-12 fornula but what
mght be difficult to see is the $31 mllion salary
increases. This nmeans that $85 mllion of the $91 million
i ncrease was predetermned by legislative action |ast year.
Two inportant objects are fuel and power costs equali zati on.
In FYO9 the fuel trigger was $44 nillion, but in the FY10
budget the governor reduced it to $24 nmillion. This reflects
a $20 mllion reduction in the operating budget. M. Teal
al so alleged during the special session that the Power Cost
Equal i zation (PCE) received an extra $23 mnmllion not
reflected in the FY10 budget leaving $45 nillion that
appeared last year but not in the FY10 budget. M. Teal
noved to statew de appropriations showng a reduction of
$840 mllion but $750 million is due to the resource rebate
and another $100 mllion due to reducing oil tax credits
from$400 million to $300 mllion.

2:02: 18 PM

Representative Gara asked if the Fund Capitalization, on the
State of Alaska Fiscal Summary chart 3, line 22, showng a
reduction from$790 million to $34 nmillion, was the resource
rebate. M. Teal agreed. Co-Chair Hawker added that the fund
capitalization includes the resource rebate with other funds
i nvol ved.

2: 02: 47 PM

M. Teal remarked that the capital budget fell by $113
mllion with a $234 million w thdrawal from savings; nost of
it came from $238 million indicated on line 53 from the
House Finance Conmittee (HFC) savings account. The $300
mllion deposited in FYO7 in the HFC savings account was set
aside to avoid the CBR fund. M. Teal revealed that the
governor proposes to withdraw $238 nillion from that fund
and spend it. The traditional way to show withdrawal from a
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fund is to classify it as “other” funds because it had
al ready been recorded in FYO7 as an expenditure of genera
funds. This would be a zero in expenditures because it has
al ready been counted. He explained that the finance chairs
prefer the legislative finance nethod of show ng that the
noney was put into the savings account as a parking place
but when noney is wthdrawmm it should be shown as a
wi t hdrawal from savings then spending the noney as genera
funds. Therefore the | egislature shows a capital budget that
is $240 million higher in general funds than the governor.

2: 05: 35 PM

Representative Gara remarked that there was a big capita
budget appropriation funding a nunber of projects vetoed by
the governor the year before in a supplenental bill that is
not reflected in FY0O9 expenditures. He was curious how mnuch
nmoney was involved in that supplenental bill.

2: 06: 33 PM

M. Teal agreed that for the last several years noney is
spent according to the amount of noney that was believed to
have existed but next session nore noney is discovered. He
remarked that for the last couple of years there have been
substanti al capital budgets.

2:07:47 PM

Co-Chair Hawker remarked that the supplenental capital
seened to have a large nunber but it did include the noney
t hat went into weatherization and other prograns.

Representative Gara asked how nuch noney was spent on
capital |ast year.

2: 08:43 PM

M. Teal responded that the Constitutional Budget Reserve
(CBR) sweep is distorting the picture. If noney was not owed
to the CBR fund there would be no sweep because any nobney
woul d sinply be left in the general fund. He did not believe
there woul d be a supplenental capital budget this year.

2:10: 49 PM

Co-Chair Hawker asked M. Teal to nake available for
Representative Gara the summary spread sheet of the
suppl enental appropriation bill that included the $3 billion
into savings in the CBR in addition to the weatherization
grants.

2:11: 29 PM
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M. Teal continued that the bottomline show ng a surplus of
$150 million, and after savings $380 million, is likely to
go negative when the new forecast is released. He indicated
t hat the legislature has several options including
i ncreasing revenue, spending l|less, or using reserves. The
easy solution is to spend reserves with the understandi ng
the nmoney will not last forever. M. Teal recalled that
Al aska has never been successful in inplenmenting personne
taxes, leaving a final option of spending less but he did
not see a way to cut the budget to close the fiscal gap.

Co-Chair Stoltze noted that the Jlack of success in
i npl enenting taxes has been due to | ack of effort or desire.

2:14:45 PM

M. Teal responded that taxes proposed in the past have not
had a wel cone reception in the legislature. He proposed an
exanple that if oil was at $55 a barrel in FY10 then there
woul d be expected $3 billion revenue which would translate
to the anount in the FYO5 and FY06 budgets.

2:16: 13 PM

Co- Chair Hawker responded he will be asking subcomittees
not just look at the single increnents but to revisit the
creeping growt h of prograns over the past three years.

M. Teal responded that when | ooking back at the FYO5 and FY
06 figures it was before the $450 million to retirenent and
t he $400,000 in tax credits. Again he reiterated that he did
not believe it was possible to cut the way out of the
deficit.

2:18: 21 PM

Co- Chair Hawker believed it was possible to cut the way out
of the deficit but it may not be the proper course of
action. Representative Joule cautioned when cost cutting has
occurred before it ended up costing nore noney.

2:20: 32 PM AT EASE

2:25:45 PM RECONVENED

Al aska Mental Health Trust Authority — Budget Overview

JEFF JESSEE, CH EF EXECUTI VE DI RECTOR, ALASKA MENTAL HEALTH
TRUST AUTHORI TY, presented a brief history of the Al aska
Mental Trust, The Trust, The Al aska Mental Health Trust
Aut hority, Fact Sheet (copy on file). He remarked that in
1982 a lawsuit stated that the trust was not fulfilling its
obl i gations due to m smanagenent of the |land and noney. The
State Supreme Court in 1984 ordered the original trust
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restored and in 1994 one mllion acres of land and $200
mllion in cash reconstructed the original trust. The trust
i s governed by an independent board of trustees appointed by
the governor and confirnmed by the |egislature who nanage
trust interests and spends the trust incone.

Co- Chair Hawker signified that one of the issues in front of
the legislature this year is instate gas devel opnent that
involves nental health trust lands. M. Jessee agreed that
mental health Jland is involved in Alaska s resource
devel opnment in gas, coal, and tinber.

2: 30: 42 PM

LARAINE DERR, VICE CHAIR, ALASKA MENTAL HEALTH TRUST
AUTHORI TY revealed that she is also the head of the trust
finance conmttee. She |listed the present board of directors
and the governor’s recent appointnent of two new nenbers,
Mary Jane M chael and Dan Hoffrman. Ms. Derr referred to her
Power Poi nt presentation, House Finance Committee FY 2010
Budget, Alaska Mental Health Trust Authority, January 27,
2009 (copy on file). She listed the Trust Beneficiaries on
page 2. She indicated that the staff had been directed to
provide data showing what is being done for the
beneficiaries and its effectiveness.

M. Jessee referred to the Alaska Scorecard, Key Issues
| npacting Al aska Mental Health Trust Beneficiaries, Decenber
2008 (copy on file). This yearly report describes the status
of the beneficiaries. He noted at the bottom of the page the
list of the trust beneficiary population in Al aska.

2: 33: 03 PM

Ms. Derr listed the outside boards that help advise the
trust, Trust Advisors, page 3. The trust based their $27
mllion budget on an endowrent projection of $460 mllion at
four percent in Septenber 2008 but has seen it erode to $21
mllion (p. 4).

2:35: 14 PM

Co-Chair Hawker referred back to the Al aska Scorecard and
guesti oned why “needs inprovenent” was listed in alnost all
areas. M. Jessee agreed that inprovenents have been nmade
but noted there were as | ot of behavioral and nental health
i ssues in the state.

2:37: 00 PM

Representative Fairclough asked if the website gives
information on where the information was drawn. M. Jessee
stressed that by entering the website detailed information
was avail able on the specific data sets used. Representative
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Faircl ough questioned where the mmjority of the data was
drawn. M. Jessee responded that page 2 of the Al aska
Scorecard reveals many of the sources used for statistics.

2:38: 22 PM

Representative Joul e suggested that nore than just | ooking
at the drill down, the trust needs to |ook beyond the
probl em and | ook at the core issues behind addictions.

M. Jessee affirnmed that the trust and partner boards | ook
at core issues such as cultural dislocation, economc
difficulties, and historical trauma, not just the synptons.

2:41: 01 PM

Representative Gara remarked he wuld like to see
substantial progress in areas of alcoholism and substance
abuse but noted that there were so many different providers
around the state trying to deal wth this problem He
wondered if there was any sort of conprehensive blueprint
for the state to use in tackling this problem

M. Jessee replied that there is no coordinated statew de
vision of how to deal with substance abuse problens. If the
legislature would |ike to nmove in that direction, the
Departnment of Health and Social Services and the governor
vi ew al cohol abuse as a priority. The trust is working with
t he Rasnmussen Foundation, the state, and tribal entities to
put together a unified vision for solving the problem

2:44: 22 PM

Co- Chair Hawker described the difficulties he has seen over
the years without a unified vision. He noted the territorial
fights within agencies have often caused the problens in
arriving at a statew de vision

2:45: 23 PM

Representative Gara asked what legislators should do to
support a nore conprehensive bl ueprint.

M. Jessee suggested supporting the Departnent of Health and
Social Services (HSS) in inplenmenting their priority on
addressing the issue. He also nentioned bringing the
Advi sory Board on Alcohol and Drug Abuse and the Mental
Health Board as well as the private sector forward to review
t heir plans.

Representative Gara el aborated that he is just trying to get
an idea what the state is doing. He asked if the funding has
been reduced in these prograns. M. Jessee responded that in
the last couple of years there have been additional
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resources added to progranms but still not at the level to
nmeet the true need. Representative Gara agreed that funding
had been added in the past but wondered if less is being
done t oday.

2:48: 09 PM

M. Jessee replied that over the past six years the funding
remai ned even but he reminded the conmttee that even when
noney increases so do nedical expenses. He added that
subst ance abuse program are not reinbursed by Medicaid at
anywhere near the level of nental health.

2:49: 02 PM

Ms. Derr continued with the Trust Funding FY 2010, p. 5
showing that the trust fund payout of 4.25 percent equal ed
$15 million for next year when there had been an antici pated
$20 million. This noney, with the prior year I|apse, I|and
office income, and interest equaled a total trust projection
of $21, 854, 253.

2:50: 15 PM

M. Jessee listed the Joint FY 2010 Legislative Priorities,
page 6. He enphasi zed the necessity in comunity coordinated
transportation systens.

2:52:16 PM

Vi ce-Chair Thonmas added that the community of Haines uses
school buses for comunity transportation.

2:52: 56 PM

M. Jessee declared that a great idea, but enphasized the
necessity of dealing with liability issues in rural school
districts to use the existing buildings and transportation
for community prograns. Co-Chair Stoltze commented the sanme
i ssue exists in Anchorage. He noted the exit on the board of
M. Hawki ns who he considered one of the nbst know edgeabl e
menbers of |and issues and natural resource devel opnent and
bel i eved nore of such board nenbers are needed.

M. Jessee responded that there are still very experienced
board nenbers noving aggressively on natural resource
devel opnent .

2:57:19 PM

Vi ce-Chair Thomas noted he represents a district that | ost
jobs from natural resource slowdowns particularly in the
fishing and mning industry. He fears job loss during the
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present econom c downturn will accelerate issues of donestic
vi ol ence, |l ost hones, and incarceration.

2:59: 09 PM

M. Jessee revealed his excitenment hearing |egislative
support in devel oping nore from natural resources jobs. His
goal would be to hire trust beneficiaries and put them to
work on some of these projects.

2:59: 53 PM

Vice-Chair Thomas believed that a key problem was
unenpl oynent. He al so nentioned veterans with post traumatic
stress syndrone that have been turned away from enpl oynent.
M. Jessee interjected another veteran issue of traumatic
brain injury.

3:01: 34 PM

M. Jessee continued with the Projected Bring the Kids Hone
(BTKH), page 10 and Results for Beneficiaries, page 11. In
2006 there were 429 kids in out-of-state psychiatric
hospitals at costs of over $40 million. As of Decenber 2008,
there was a 59.2% drop to 175. He referred to page 10
showi ng the reinvestnent of noney spent outside into instate
programs. The four left colums from FYO5 to FYO8 were
actuals but the nunbers in FYO9 to FY13 are projections. He
commented that the strategy of pulling together wth
agenci es, communities, and the support of |egislature could
provi de phenonenal results. He proposed the year’s
projection was to work in the education area.

3:03:37 PM

M. Jessee showed Ahead in FY 2010, page 12, the budget
recomendati ons for FY10. He commented that in the course of
conversations with OVB about the governor’s budget, he
reported the $3 million decrenent in Medicaid. He believed
if the trust was charged for the increnents, they should be
credited for the decrenents; this was consi dered good public
policy. Co-Chair Hawker believed that progress was being
made without a net increase in general fund budget.

3:04:46 PM

Representative Gara asked where the $8 nillion decrenent
occurred. M. Jessee replied the $8 mllion represented the
out-of -state Medi cai d costs.

3:04:59 PM

M. Jessee noved to Affordable, Appropriate Housing, page
13, and nentioned that on any given night 3500 Al askans are
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honel ess, nore than twi ce the federal nunber. He referred to
the Al aska Scorecard, line 19, which showed 85 percent of
m ni num wage income was needed for average two-bedroom
housi ng as opposed to the national statistics of 30 to 35
percent. A solution to the problem was shown on the Bridge
Hone Pilot Project, page 14 and with the Bridge Hone Results
on page 15. The provided housing conmes w th engaged case
managenent to hel p peopl e think through where they are going
intheir life.

3:08: 39 PM

Co- Chair Hawker reported that |ast year the |egislature was
| ooking at $150 million program for the housing trust, but
there are concerns about enbarking on what could appear to
the public as governnent subsidized housing. He believed
incorporated into the housing should be a tinefrane where
the goal was to notivate people to self sufficiency and out
of public housing.

3:10:18 PM

M. Jessee agreed that was a good point to set tinme limts
al t hough he rem nded the conmmttee that there will always be
i ndi viduals in need of sone ongoing support. The goal is for
trust beneficiaries to conplete the prograns and nove into
the community. He referred again to the Al aska Scorecard,

line 21, illustrating the percent of SSI recipients who are
wor king. He stressed that even after obtaining enploynent
the reality is nmost will not get beyond m nimum wage | obs

and wi Il not make enough to afford housing in the community.

3:11: 38 PM

Representative Kelly disclosed his concerns about public
housing. He believed not enough was being done for the
mentally ill because the state was trying to do too nmuch for
everyone else. He elaborated that nationally the public
housi ng record has not been successful.

3:13: 52 PM

M. Jessee agreed many national public housing prograns have
failed but there are success stories especially when public
housi ng has been integrated into mxed incone comunities.
M. Jessee showed on the Bridge Home Results, page 15, that
if noney isn't appropriated for housing, the requests for
money w | | just appear in other budgets, such as
corrections.

3:15:38 PM
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Representative Kelly agreed that enploynent solves so many
i ssues wWthin comunities. He did not understand conmunities
that do not support resource devel opnent.

3:17:13 PM

M. Jessee believed people want to work and the goal of the
trust is to get them enploynent but nost of these jobs are
at lower wages so the issue of affordable housing still
exi st s.

3:18:30 PM

Representative Salnmon referred to Trust Funding FY 2010,
page 5 and asked if the total budget was $21 mllion. He
asked what other federal grants are received by the trust.

M. Jessee responded that the trust does not receive any
ot her federal grants. The only funding source received in
the | ast year was $1 million from Rasmussen Foundati on

3:19:38 PM

M. Jessee continued to Disability Justice, page 19
indicating a conm ssioned study found that 42 percent of
those incarcerated in correction facilities are trust
beneficiaries. He elaborated that when |ooking at those
incarcerated for alcohol related or nmental health issues,
the nunber rose to 90 percent. M. Jessee noted that the
trust is working with the admnistration and |egislative
finance to construct a better trust budget. At present only
t he actual treatnment costs are included in the Departnent of
Corrections but he believed this wunderstated the role
corrections plays in the nmental health program M. Jessee
expl ai ned that the crimnal justice working group is |ooking
at investing in a portfolio of reci di vi smreduci ng
strategies in order to drive down the curve of constructing
and paying for the operation of nore prisons.

Representative Joule requested the percentage of Al aska
Natives in the 42 percent figure. M. Jessee responded it
was a little over 40 percent.

3:22:26 PM

Representative Gara remarked that he is aware that the trust
wants to nove people into productive areas, off public
funding, and out of jail. He pointed out that the nental
health and substance abuse courts provide incentives for
those who stay in the prograns or on the job and out of the
court systens. He wondered if there was a blueprint to
maxi m ze the effectiveness of this policy.
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M. Jessee referred to Inproving Qutconmes for Trust
Beneficiaries Involved with the Crimnal Justice System
page 22 and Ahead in FY 2010, page 23, line 4. This showed
the $500,000 for Treatnment Funding for Therapeutic Court
participants. He expressed his disappointnent for the
$500,000 increment in this focus area because, although
there has been an excellent evaluation of the effectiveness
of these courts, the courts nust purchase the treatnent
services directly.

3:25: 20 PM

M. Jessee noved to Wrkforce Devel opnent, page 24 that
showed a shortage of qualified health care workers in
Al aska. He enphasized that the key focus areas were
recruitnment, retention and training. He reported in Ahead
in FY 2010, page 26, that the trust was |ooking to support
student |oan repaynent strategies for health professions,
support increnments for University of Al aska health prograns,
researching a psychiatric residency program in Al aska and
finalizing plans for a PhD psychol ogi st internship program
The trust was not asking for any noney in the Trust
Beneficiary Projects Initiative, page 27 but it was probably
a wave of the future. The trust has invested over $1 nmillion
for beneficiaries to develop their own prograns and support
networks to reduce dependency on government prograns.

3:28: 23 PM

Co-Chair Hawker |ooked forward to continuing to define
mutual responsibilities and relationships. Representative
Kelly asked if there was any systemof internship within the
private sector. M. Jessee affirnmed there were a nunber of
such prograns but the capacity problem still exists in
making it available to all who want to participate.
Representative Kelly remarked that it would be interesting
to canvas businesses and see if they had ever been
approached about hiring trust beneficiaries. M. Jessee
recounted that in the past enploynent consisted of sheltered
wor kshops wi thout a future but he believed the way forward
was through supportive enploynent in real jobs wth the
assistance of job coaches. Representative Kelly believed
busi nesses need nore information on the possibility of
hiring trust beneficiaries.

#
ADJ OURNVENT

The neeting was adjourned at 3:32 PM
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