HOUSE FI NANCE COW TTEE
January 28, 2013
1:31 p.m

1: 31: 21 PM

CALL TO ORDER

Co-Chair Austerman called the House Finance Committee
neeting to order at 1:31 p.m

VEMBERS PRESENT

Representati ve Al an Austernan, Co-Chair
Representative Mark Neuman, Vice-Chair
Representative Ma Costello

Representati ve Bryce Edgnon
Representative Les Gara

Representati ve Li ndsey Hol nes
Representative Scott Kawasaki, Alternate
Representative Cathy Minoz
Representative Steve Thonpson
Representative Tanm e WI son

VEMBERS ABSENT

Representative Bill Stoltze, Co-Chair
Representative David Guttenberg

ALSO PRESENT

Ed Fogels, Deputy Comm ssioner, Departnent of Natural
Resources; Joe Bal ash, Deputy Comm ssioner, Departnent of
Nat ural Resources; Jean Davis, Director, Support Services
Di vision, Departnment of Natural Resources; Pat Kenp, Acting
Comm ssi oner, Departnment of Transportation and Public
Facilities; Mar y Si r oky, Di rector, Di vi si on of
Adm ni strative Services, Departnment of Transportation and
Public Facilities;

SUMVARY
FY14 GOVERNCOR S BUDGET OVERVI EW

Department of Natural Resources
Departnent of Transportation
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HB 65 APPROP: OPERATI NG BUDGET/ LOANS/ FUNDS

HB 65 was HEARD and HELD in commttee for further
consi derati on.

HB 66 APPROP: MENTAL HEALTH BUDGET

HB 66 was HEARD and HELD in commttee for further
consi derati on.

#hb65
#hb66
HOUSE BI LL NO. 65

"An Act neking appropriations for the operating and
| oan program expenses of state governnment and for
certain pr ogr ans, capitalizing funds, anmendi ng
appropri ations, and naking reappropriations; and
providing for an effective date."

HOUSE BI LL NO. 66

"An Act neking appropriations for the operating and
capi tal expenses of t he state's i nt egrated
conprehensi ve nental health program and providing for
an effective date."

Co- Chai r Aust er man st ated t hat t he House Fi nance
Subcommittee on Health and Social Services had net as a
conmittee as a whole on January 23 for the Departnent's
budget overview. He related that because all the nenbers of
the House Finance Conmttee sat on the Health and Soci al
Services (DHSS) Subcommttee, the overview would not be
repeated; however, the mnutes from the House Finance
Subconmittee's DHSS Budget Overview would be included in
the current nmeetings mnutes. [Note: Mnutes from the
January 23, 2013 Department of Health and Social Services
Subconm ttee DHSS Budget Overview are attached at the end
of this neeting.]

"RFY 14 GOVERNOR S DEPARTMENT  OVERVI EW  DEPARTMENT  OF
NATURAL RESOURCES

1: 34: 21 PM

ED FOGELS, DEPUTY COW SSI ONER, DEPARTMENT OF NATURAL
RESOURCES, began the budget overview, "State of Al aska
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Departnment of Natural Resources"(copy on file).discussed
slide 4 "State of Al aska Departnment of Natural Resources.”
The slide detailed the departnent's core services and
i ncl uded the m ssion statenent:

Article 8, Section 1 of the A aska Constitution
provi des:

*“It is the policy of the State to encourage the
settlement of its land and the developnent of its
resources by making them available for nmaxi num use
consistent with the public interest.”

DNR M ssion Statenent:

*Responsi bly devel op Al aska’ s resources by making them
avai l abl e for maxi mum use and benefit consistent wth
the public interest.

DNR Core Services:

1. Foster responsible comrercial developnent and use
of state land and natural resources, consistent wth
the public interest, for long-term wealth and
enpl oynent

2. Provide access to state lands for public and
private use, settlenent, and recreation

3. Ensure sufficient data acquisition and assessnent
of land and resources to foster responsible resource
devel opnent

4. Mtigate threat to the public from natural hazards
by providing conprehensive fire protection services on
state, private, and nunicipal lands, and through
identifying significant geol ogi cal hazards

1: 36: 19 PM

M. Fogels spoke to slide 5, which provided the
departnent's | and managenent details:

Land Omnership
*Federal Land: Modre than 200 mllion acres
eState Land: Approx. 100 mllion acres of uplands, 60

mllion acres of tidelands, shore |ands, and subnerged
| ands, and 40,000 mles of coastline

*Native Corporation Land: 44 mllion acres

DNR:
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*Manages one of the largest portfolios of oil, gas,
m nerals, renewable resources, water, and land in the
wor | d

eManages all oil and gas fields on state |and,
including two of the largest oil and gas fields in
North Anerica

*Oversees all activities that occur on state | and

M. Fogels pointed to slide 6, "Alaska as a Storehouse:
Hydr ocar bons. " Conmpared to  nost basi ns, Alaska is
rel atively underexplored, with 500 exploration wells on the
North Slope, <conpared to Woning's 19,000. The slide
further detail ed:

North Sl ope
USGS estimates that Alaska’s North Slope has nore oil
than any other Arctic nation
e OL: Est. 40 billion barrels of conventional oi
(USGS & BCEMRE)
« GAS Est . over 200 trillion <cubic feet of
conventional natural gas (USGS)
«Alaska has world-class unconventi onal resour ces,

including tens of billions of barrels of heavy oil,
shale oil, and viscous oil, and hundreds of trillions
of cubic feet of shale gas, tight gas, and gas
hydr at es

* Positive nmethane hydrate test production

Cook Inl et
USGS estimates that significant undiscovered volunes
of hydrocarbons remain to be found in the Cook Inlet:

19 trillion cubic feet of natural gas
*600 mllion barrels of oi
*46 mllion barrels of natural gas |iquids
1:36: 36 PM
M Fogel s discussed slide 7, "Alaska as a Storehouse-

St}ategic & Critical Mneral s":

The State of Alaska Ranks in the Top Ten in the Wrld
for Inmportant Mnerals, |ncluding:

*Coal: 17 percent of the world' s coal; 2nd nost in the
wor | d

*Copper: 6 percent of the world s copper; 3rd nost in
the world
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e Lead:

wor | d

* &0l d:

wor | d

*Zi nc:

wor |l d
eSilv

2 percent of the world s lead; 6th nost in the
3 percent of the world s gold; 7th nost in the
3 percent of the world s zinc; 8th nobst in the

er: 2 percent of the world s silver; 8th nost in

the worl d USGS esti nmates

Accor

ding to the USGS, Al aska has over 70 occurrences

of Rare Earth El enents (REE).

M. Fogels spoke to slides 8 through 11, "State of Al aska-

47 full and part-tinme budgeted positions
*4.6% of DNR s FY14 Qperating Budget Request

*Pronmotes and encourages devel opnent of an

276 full and part-tine budgeted positions (does
not include the hundreds of fire season crews)
*27.5% of DNR s FY14 Operating Budget Request

*Serves Alaskans through forest managenent and

1. 36:42 PM
DNR has 7 divisions":
1. Division of Agriculture (DoA)
*Franci Havenei ster, Director
«$7, 760. 8 budget request (all sources)
agriculture industry in Al aska
2. Division of Forestry (DoF)
eChris Maisch, Director
*$46, 737. 3 budget request (all sources)
wildland fire protection
3. D

vi si on of Ceol ogi cal & Geophysi cal Surveys (DGGES)

House Fi na

*Bob Swenson, Director

55 full and part-tinme budgeted positions

*5.6% of DNR s FY14 Qperating Budget Request

*$9, 468.5 budget request (all sources)

eDetermnes the potential of Alaskan l|and for
production of net al s, m neral s, fuel s, and
geot hermal resources, the locations and supplies
of groundwater and construction material, and the
potential geologic hazards to buildings, roads,
bri dges, and other installations

State of Al aska

DNR has 7 Divi sions
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4. Mning Land and Water
*Brent Goodrum Director
«227 full and part-tinme budgeted positions
*16.8% of DNR s FY14 Operating Budget Request
*$28, 631. 2 budget request (all sources)
*Provides for the appropriate use and nmanagenent
of Alaska's state owned |land and water, aimng
toward maxi mum use consistent with the public
i nt erest

5. Ol & Gas
*Bill Barron, Director
100 full and part-tine budgeted positions
*10. 1% of DNR s FY14 QOperating Budget Request
*+$17,138.5 budget request (all sources)
*Responsible for the leasing of state |ands for
oil, gas, and geothermal exploration

6. Parks & Qutdoor Recreation
*Ben Ellis, Drector
«185 full and part-tine budgeted positions
*9.6% of DNR s FY14 Qperating Budget Request
*+$16, 399. 1 budget request (all sources)
*Provides outdoor recreation opportunities and
conserves and interprets natural, cultural, and
historic resources for the use, enjoynent, and
wel fare of the people

7. Support Services
«Jean Davis, Director
130 full and part-tinme budgeted positions
*7.7% of DNR s FY14 Qperating Budget Request
*+$13,162. 6 budget request (all sources)
*Provides client-focused, efficient and cost-
effective financial, budget, procurenent, hunman
resource, information technology and recording
services to DNR and the public
State of Al aska DNR has 7 Divisions

O fice of the Conm ssioner
eDan Sullivan, Comm ssioner
10 full-tinme budgeted positions
*1.00% of DNR s FY14 Operating Budget Request
*$1,712. 3 budget request (all sources)

1: 38: 16 PM
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M. Fogels pointed to slides 12 and 13, "State of Al aska-
DNR O fices":

Gas Pipeline Project Ofice

*Eric Hatleberg, Acting Director

7 full-tinme budgeted positions

*1.8% of DNR s FY14 Qperating Budget Request

*$2,997. 8 budget request (all sources)

*Monitors efforts by the Al aska Pipeline Project (APP)
to design, develop, construct and operate a 48-inch
natural gas pipeline to comrercialize North Slope
nat ural gas

State Pipeline Coordinator’s Ofice

*M ke Thonpson, State Pipeline Coordinator

30 full and part-time budgeted positions

*4.6% of DNR s FY13 Operating Budget Request

*$7,870.1 budget request (all sources)

*lssues |eases of state land for pipeline rights-of-
ways and inplenents the state’'s policy set forth in
Al aska Statute (AS) 38. 35. 010 concer ni ng t he
devel opnent , use, and control of a pipeline
transportation systemwithin the state

O fice of Project Managenent & Permitting

*Tom Crafford, Director

16 full-time budgeted positions

*4. 7% of DNR s FY14 QOperating Budget Request

*$7,964. 3 budget request (all sources)

*Coordinates the review of larger scale projects in
the state

Al aska Mental Health Trust Land Ofice

*Geg Jones, Executive Director

18 full and part-time budgeted positions

*2.4% of DNR s FY14 Qperating Budget Request

*$3,996.1 budget request (all sources)

sProtecting and enhancing the value of Al aska Mental
Health Trust Lands while maxim zing revenues from
t hose | ands over tine

1: 39: 47 PM

M. Fogels addressed slide 14, "Key Performance Measures.”
The slide showed the increase in the Dollars that were
committed to nenoranduns of understanding with the Ofice
of Project Managenent and Permtting for |large project
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coordination. Wth each year that passed by there was nore
activity in the state and the departnent served a useful
and valuable service in coordinating the permtting of
proj ect s.

M. Fogels spoke to slide 15, "Key Performance Measures."
The slide illustrated the nonetary value of agricultural
products sold in MIlions. The Division of Agriculture was
not directly responsible for the performance neasure;
however, the departnent |ooked to it in order to increase
awar eness of Al aska G own products and market options, as
wel |l as to expand gross product sales.

1:41: 08 PM

M. Fogels discussed slide 16, "Key Performance Measures.”
The slide charted Alaska boating fatalities. the boating
safety program had reduced the nunber of boating fatalities
in the state.

1: 41: 32 PM

JOE BALASH, DEPUTY COW SSIONER, DEPARTMENT OF NATURAL
RESOURCES, discussed slide 18, "Secure Alaska's Future:
Ol." He related that declining oil through TAPS was the
nost critical economc issue facing the state:

*TAPS has transported over 16.3 billion barrels of oil
and natural gas liquids since June of 1977. Production
peaked at 2.2 mllion barrels per day in the late
1980s, representing 25% of U.S. donestic production

*Since its peak, however, throughput has steadily
declined; today, TAPS is 2/3 enpty and declining at 6%
per year

* TAPS t hroughput decline threatens econom ¢ disruption
and the very existence of our pipeline

W nust encourage industry to invest in exploration
and devel opnent of conventional and unconventi onal
resources on state and federal |and, onshore and
of f shore

*TAPS has plenty of capacity for increased throughput
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*Most near-term critical econonmic issue facing the
state

eLess oil in the pipeline year after year takes away
revenue fromfuture generations—the ultinmate gi veanay

1:43:17 PM
M. Balash addressed slide 19, "Secure Al aska's Future:
Ol." The slide listed the state's conprehensive strategy

to increase TAPS throughput to one mllion barrels per day:

l. Enhance Al aska’s gl obal conpetitiveness and
i nvestnent climte

1. Ensure the permtting process is structured and
efficient

I1l. Facilitate and incentivize the next phases of
North Sl ope devel opnent

V. Pronote Al aska s resources and positive investnent
climate to world markets

1: 44: 20 PM

M. Balash pointed to slide 20, "Cook Inlet, NS & Beaufort
Sea Lease Sales." He related that the strategy was proving
successful :

Cook Inlet, 2011 & 2012 Lease Sal es
In June 2011, the state received the highest nunber
of Cook Inlet |ease sale bids in 28 years, totaling
over $11 million

oTotal tracts sold: 108

oTotal high bonus bids: $10, 986, 826. 20
eIn May 2012, Cook Inlet |ease sale bids totaled nore
than $6.8 mllion

oTotal tracts sold: 44

oTotal hi gh bonus bids: $6, 865, 835

NS & Beaufort Sea, 2011 & 2012 Lease Sal es
eln Decenmber 2011, the Division of QI and Gas
received nore than 300 bids from nore than 15 bi dders,
totaling nore than $21 mllion, signifying one of the
nost successful sales in recent Al aska history

oTotal tracts sold: 239
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oTotal high bonus bids: $18,712, 945. 98
*In Novenber 2012, bids for all areas totaled nore
than $14 mllion with tracts sold in the Foothills
area for the first tine since 2009

oTotal tracts sold: 122

oTot al hi gh bonus bids: $14, 240, 333.73
eState needs billions of dollars in new investnent to
neet the Governor’s one-mllion-barrel s-a-day goa

1:45:13 PM

M. Balash discussed slide 21, "North Slope: Recent and
Proposed Activity.”" The slide illustrated North Slope oil
and gas activity in 2012. He relayed that the state had
parties looking into the full range of resources on the
slope, both in the legacy fields and in new areas. He
poi nted out that a very small inprovenment in a legacy filed

far surpassed the arrival of new production in new fields.
He stressed that the state's |egacy partners were inportant
and shoul d not be forgotten.

M. Bal ash pointed to slide 22, "Next Phases & New Areas of
Exploration for NS Ol and Gas." He noted that while sone
fields were maturing, the basin itself was relatively
underexplored. The slide |listed opportunities for the
future:

*Shal e oil exploration — ongoing
oJuly 31st conference in Anchorage on Shale Q|

*Shell finally was able to drill its first exploratory
wells in the Beaufort and Chukchi Seas

*Record of federal permtting delays should be a
conti nued source of concern for the State

eEastern North Sl ope open, PT settled
OoPT permts issued by the State and the Corps of
Engi neers
eLinc Energy drilling operations at Um at are noving
forward

*New pl ayers, operators and exploration on state |and

oShel |, Repsol, Brooks Range, G eat Bear, Savant
oExxon Mobil, Conoco Phillips
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* These devel opnent s, whil e positive, are just
scratching the surface of our overall potenti al

1: 47:45 PM

M. Balash spoke to slides 23 and 24, "Cook Inlet-Gl and
Gas Activity":

eLegislative tax and investnent incentives are worKking

+dd and new players exploring and investing: Apache,
Hi | corp, Arnstrong, Linc, Buccaneer, Nordaq, Furie,
Cook I nlet Energy, ConocoPhillips, CR

eHundreds of mllions invested in 2012

eDramatic increase in nunber of drill rigs in inlet -
either idle, available or stacked

ol n Novenber 2006, 9 rigs

ol n Novenber 2009, 12 rigs

oln Novenber 2012, 17 rigs (includes 2 jack-up

rigs)

* Conpani es shooting nmajor 3-D seismc over |arge areas
of the basin
oNever previously done at this scale with this
sophi sti cated technol ogy
oPresents huge opportunities for devel opnent

*New gas storage project on line; inportant for supply
security and nore steady year-round production, and
peak availability

sAttractive price for gas relative to Lower 48 nmarkets
— but challenged by a relatively small narket

eState continues to focus on safe, responsi bl e
devel opnment and operations

M. Balash stated that the state owed a lot to Cook Inlet
Sedi nentary Basin; it paved the way to statehood and was a
hot bed of activity during the 1950's and 1960's, until the
di scovery of Prudhoe Bay in 1968. Consequentially, all of
the attention was redirected to the North Slope and for
three decades Cook Inlet was forgotten. In recent years a
consolidation had been seen in the existing assets with the
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arrival of new and credible players attracted by incentives
created by the |egislature.

1: 50:

23 PM

M .
2012

1: 52:

Bal ash addressed slide 25, "Commercializing NS Gas:
State of the State and Benchmar ks":

Key principles for any project

*Gas to address Alaska’s in-state needs for abundant
supplies of | ow cost energy and econom c grow h

*Gas that wll maximze the value of the state’'s
massi ve resource base through high-volunme and export
mar ket s

A pr oj ect t hat i ncentivizes expl oration and
investnment in continued oil and gas devel opnent

Governor’s Roadmap to Gasline

1. Resol ve Point Thonson

2. Align during the first quarter of 2012

3. Two pr oj ect s—dnder AG A and AGDC—<onpl et e
di scussions by third quarter of 2012 determ ning what
potential exists to consolidate projects

4. Harden nunbers on an Alaska LNG project by the
third quarter of 2012, and identify a pipeline project
and associ ated work schedul e

5. If mlestones are net, the 2013 Legislature takes
up gas tax legislation designed to nove the project
forward

04 PM

M.

Bal ash di scussed slides 26 through 29, "Commercializing

NS Gas Significant Progress.” Slide 26 showed a letter from
the Chief Executive Oficers of ExxonMbil, ConocoPhillips
and British Petroleum He noted the call out box on the
slide which highlighted key points:

"Serious discussions between our conpanies have
taken place over the past several nonths, along wth
the Alaska Pipeline Project (APP) parties who are
supporting the AG A License. W have aligned on a
structured, steward able and transparent approach wth
the aim to comercialize North Slope natural gas
resources within an AG A franework. As a result of the
rapidly evolving global market, |arge-scale |iquefied
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natural gas (LNG exports from south-central Al aska
will be assessed as an alternative to gas |one exports
through Alberta. In addition to broadening market
access, a south-central Al aska LNG approach could nore
closely align with in-state energy demand and needs.
e are now wor ki ng t oget her on t he gas
commerci alization project concept selection, which
woul d include an associated tinmeline and an assessnent
of maj or proj ect conponent s including in-state
pi peline routes and capacities, global LNG trends, and
LNG ti dewater site |ocations, anong others."

M. Balash spoke to slide 27, which contained a second
letter fromthe sane three conpanies. He noted key points:

"On March 30, 2012, ExxonMbil, ConocoPhillips
and BP submtted a letter informng you of progress in
wor ki ng together on the next generation of North Slope
resource developnent. Since that tine, the three
pr oducer conpanies and TransCanada, through its
participation in the Al aska Pipeline Project (APP),
have mai ntai ned nonmentum and executed inportant early
work to select Ileading concepts for a potentia
project. W are witing to update you on the progress
t hat has been nmade to date.

W have narrowed the broad range of alternative
devel opnent concepts and assessed nmjor proj ect
conmponents, including that gas pipeline, gas treatnent
to renove CO2 and other inpurities, natural gas
i quefaction, LNG storage, and marine term nal
facilities as described on Attachnent 2. |ndividually,
each of these conponents would represent a world-cl ass
project. Conbined, they result in a mega-project of
unprecedented scale and challenge; up to 1.7 mllion
tons of steel, a peek construction workforce of up to
15, 000, a permanent workforce of over 1,000 in Al aska,
and an estimated total cost in today's dollars of $45
to $65+ billion."

M. Balash continued to Slide 28 which discussed the key
factor of commercializing the devel opnent of Point Thonson:

The State of Alaska has nmde significant progress on

comerci alizing North Sl ope gas
*Much of the upstreaminfrastructure is in place
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*There is a renewed focus from key stakeholders on
noneti zi ng the massive reserves of North Sl ope gas
*Hundreds of mllions of dollars have been spent on
critical engineering and environnental regulatory and
commercial work required for a gas project

W5J: Al aska, Gas Firnms Clear Way For Pipeline

Point Thomson settlenent “.paves the way for a
pipeline project to ship natural gas from the North
Sl ope, unleashing the state's nassive gas reserves.” -
W8J, 3/30/12

FT: G| Goups Agree on $40bn Al aska Gas Proj ect

“ ExxonMbbi |, BP and ConocoPhillips have reached
agreemrent wth the state of Alaska to take a
significant step forward on a $40bn-plus project to

export liquefied natural gas to Asia, resolving a
| ong-running |ease dispute that had been holding up
pr ogr ess.

In a joint letter, the chief executives of the three
conpanies said they were *“aligned” on a plan to
devel op the huge gas reserves of Al aska s North Sl ope,
which until now have been stranded without a route to
market.” - Financial Tinmes, 3/30/12

M. Balash continued to slide 29, which further detailed
the progress that had been made in comrercializing North
Slope gas. He turned to slides 30 and 31, "Commerciali zing
NS Gas Poi nt Thonmson":

*Point Thonson is a multi-billion dollar project

* Begi nni ng construction now

*Produci ng Point Thomson liquid condensate into TAPS
as part of Phase 1

*Big prize — gas comercialization for LNG

Significant portion of infrastructure being built for
Phase 1 is applicable to a gas line or LNG project

*Three phases of devel opnent in 2012:

expl ai ni ng/ def endi ng settl enment; permtting; and
getting to work
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1:56: 06 PM

M. Bal ash spoke to slide 32 titled "Commercializing NS Gas
Conparative Advantages.”" He said that the departnent
believed that these were advantages that positioned the
state well in the marketpl ace:

*The North Slope of Alaska is estimated to have over
200 trillion cubic feet of conventional gas

*Conventional gas is not controversial—dnconventi onal
gas in the Lower 48 U. S. states renains controversial

¢35 trillion cubic feet of known reserves

*Prudhoe Bay reinjects 8 billion cubic feet of gas per
day, which is enough to neet Canada’ s daily gas needs

eThese nunbers do not include the trillions of cubic
feet of shale gas, tight gas, and gas hydrates
estimated for the North Sl ope

*This is an alnost inexhaustible supply of gas wth
new t echnol ogy

*North Slope gas is “wet” gas with a high energy
content (BTU val ue)

*«An Alaska LNG project has conplete certainty of
supply; not all other projects do

M. Balash stressed that it was inportant that Al aska LNG
be in high demand in the global market. He listed other
conpar ati ve advantages of Al aska LNG

*Existing oil and gas infrastructure on the North
Sl ope can be utilized for a | arge-scal e LNG proj ect

*The route for a large-scale LNG project would be the
same or simlar to the existing Trans-Alaska Gl
Pipeline route, which will save on costs and have a
[imted inpact on the environnent

*Alaska has a longstanding tradition of reliably
exporting LNG to Asia
oAl aska has been exporting LNG to Japan for over
40 years
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oAl aska has transported 2.5 trillion cubic feet
of gas to Asia (the majority to Japan) over this
time
oAl aska has never nissed a LNG cargo shipnent to
Asi a
e Alaska is the only place in the United States
exporting LNG

*Alaska does not wuse gas supplies for political
pur poses

*Avoids strategic shipping choke points that other
sources of LNG nust traverse

*Benefits from Anmerican legal and political stability
and the rule of |aw

*No loomng conflicts in the region

*Proxi mty/shipping costs are very | ow

eUse of existing infrastructure and pipeline routes
reduces costs

*Cold weather efficiencies significantly decrease
processi ng costs conpared to warnmer climates

1:57:45 PM

M. Balash addressed slide 34, which highlighted the
difference in distance on the water between Al aska and
potential LNG custoners.

Co-Chair Austerman noted for the record that Representative
Gara and Representative WIson had joined the commttee.

1: 58: 23 PM

M. Fogels addressed slide 35, "Secure Alaska's Future:
Strategic and Critical Mneral s":

hj ect i ve: To  highlight Al aska’s pot enti al for
expl oration, devel opnent, and processing of strategic
and critical mnerals, including Rare Earth Elenents
( REEs)
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“Secure Alaska's Future: Strategic Mnerals” is a
conprehensi ve strategy that wll:

| . Undertake a statewide assessment of Alaska' s
strategic mneral potential-—+illions budgeted for this
proj ect

1. Provide support for the devel opnent of known or
highly prospective strategic mneral occurrences
t hroughout Al aska through infrastructure partnerships
and incentives

L1l | mpprove the structure and efficiency of
permtting processes in order to expedite mneral
devel opnent, including strategic mnerals

| V. Deepen partnership and cooperation wth the

f eder al gover nment , | ocal gover nment s, Native
corporations, and other potential new entrants to
encourage donestic exploration, devel opnent, and

processi ng of REEs and other strategic mnerals

V. Attract new investnent and nmarkets for Al aska’s
abundant m neral resources

1:59:17 PM

M.

Fogel s discussed slide 36, "Strategic and Critical

M nerals: Recent Mning Activity":

In 2011, the gross mneral production value from
Al aska totaled $3.8 billion, up 16% since 2010.
M neral ore production had an export value of $1.8
billion in 2011, nearly 40% of Al aska' s total exports.

*Producing M nes in Al aska

* Red Dog: one of the world s |argest zinc mnes,
produced over 555k tons of zinc and 78k tons of

lead in 2011

* Geens Creek: anmong the world' s top 10 silver
m nes, produced over 9.48 mnmllion ounces of
silver, 56k ounces of gold, and 73k tons of zinc
in 2011

* Pogo: produced 356k ounces of gold in 2011
» Fort Knox: produced 289.8k ounces of gold in 2011
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* Usibelli: produced a record 2.2 mllion tons of
low sulfur coal in 2011, exporting half of its
producti on

e Nixon Fork: gold and copper mine re-opened in
2011 and still in pre-commerci al producti on
phases

* Kensington: 2011 was first year of production for
this new gold m ne—produced 88,420 ounces of gold

M. Fogels spoke to slide 37, "Strategic and Critical
M nerals: Recent Mning Activity":
In 2011, mneral exploration investnent in Al aska
totaled $365 million - accounting for about one-third
of the total spent on exploration in the U S
* Advanced expl oration projects include:

e Donlin: ~ 42.3 mllion ounces of gold (the only
project currently in the permtting phase)

» Pebble: ~ 80.6 billion pounds of copper, 107.4
mllion ounces of gold, and 5.6 billion pounds
of nol ybdenum

* Bokan Mount ai n: enri ched in yttrium
dysprosium and critical heavy Rare Earth
El enent s

* Mney Knob: ~20.6 mllion ounces of gold

e Niblack: ~7.3 mllion tons of polynetallic
(copper, gold, silver, and zinc) volcanogenic
massi ve sul fide project

*30 exploration projects spent over $1 million each in
2011
*$2.8 billion has been spent on mneral exploration in
Al aska since 1981
2: 00: 30 PM
M. Fogels discussed slide 38, "Strategic and Critical
M neral s: Statew de Assessnent and Qutreach”

State is undergoing a statewi de assessnent for
strategic and critical mnerals - $2.7M appropriated
in FY2013 budget (and $2.7M requested to continue in
FY2014)

* One of largest undertakings in the country

e Looking to work with other public and private
groups
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e Information will be made available to public
eHeld first “Alaska Strategic & Citical Mnerals
Sunmmit” in Fairbanks in 2011. The event had:

* Huge turnout
* Very favorable national press

2:01:17 PM

M. Fogels addressed slide 39, "Strategic and Critical
M neral : Statew de Assessnent and Qutreach"”

*Held second annual “Alaska Strategic & Critical
Mnerals Summt” in Fairbanks on Novenber 30, 2012, at
t he Fairbanks Princess Riverside Lodge

* Speakers incl uded:

 State and Federal Government Oficials and a
representative from Japan O1l, Gas and Metals
Nat i onal Corporation (JOGVEC)

e University of Al aska

* Native Corporation | eaders

* Private Industry

M. Fogels announced that the summt would be an annual
event.

M. Fogels spoke to slide 40, "Permtting Reform Statew de
Strategy":

bj ective: Inprove the State of Alaska’s permtting
processes in order to advance the public interest by
ensuring projects are permtted in a tinely,
predictable and efficient nanner while safeguarding
t he environment.

DNR has been working with a team from DNR, DEC, ADF&G
and LAWto devel op and advance strategies that aimto:

|. Inprove agencies’ internal permtting structure to
create a nore efficient, tinely, and certain process

. Enhance coordination wthin di fferent state

departnents and W th di fferent entities and
st akehol ders throughout the state
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I1l1. Seek input from the public about the pernmitting
process including input from nunicipalities, industry
and non-gover nnental organizations

V. Inprove coordination between the state and the
federal governnment—+federal permtting issues have a
strong influence on state projects

V. Anticipate and plan for permtting the next phases
of resource devel opnent, e.g. the Shale Q| Task Force

2:03: 54 PM
M. Fogels spoke to slide 41, "Permtting Reform
Si gni fi cant Progress":
e In FY12, the Legislature provided approxi mately $2.7
mllion in operating funds for the Division of
M ni ng, Land & \Water to create efficiency,
timeliness and certainty in the permtting process
e W are utilizing capital funding from FY12 ($2.5M
for the Unified Permt Pr oj ect and Docunent
Managenent) to focus on business managenent software
and services
* In FY13, the Legislature approved the continuation
of FY12 operating funds as part of the ongoing base
for permitting and an additional $950.0 to cover
i ncreased personnel costs and fill vacant positions
focused on permtting
o FY13 capital budget included $3.3M to continue
work on the Unified Permt Project, including
the continuation of |IT strategies and Business
Process Managenent
e Permtting Reform Significant Progress
* W have filled and trai ned new and vacant positions
» W reclassified and wupdated over 50 position
descri ptions
* Since the beginning of FY12, the backlog has been
reduced by 38.2% (1,015 aut horizati ons)
« W have conducted public neetings statewi de for
i nput on state permtting processes
W are evaluating internal processes to identify and
fix inefficiencies
M. Fogel s discussed slide 42, "Permitting Reform

Statutory Changes":
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2012 Legi sl ature — HB361

*The Division of Mning, Land and Water identified
over 30 statutory changes that would help reduce
appl i cant costs, Create ef fici enci es, reduce
r edundanci es, and reduce opportunities for |egal
chal | enges

eDuring the 2012 Legislative session, the GCovernor
i ntroduced HB 361, which included the highest priority
changes related to |easing and disposal prograns that
would help reduce the permtting burden on the
applicant and free nore tine for staff to work on
processi ng applications

*HB 361 was passed and signed by the Governor

2: 05: 44 PM

M .

Fogel s addressed slide 43, "Agriculture: 2012 Overview

of Acconplishnents":

The Division of Agriculture continues to be very busy
pronoti ng and encouraging developnment of the agriculture
industry in Al aska

Wrked to increase the demand for Alaska grown
products; created strong advocacy for the Al aska grown
program t hroughout the state

*Deepened DNR cooperation and coordination with the
farm ng conmunity

*Explored new marketing ventures to pronote Al aska
G own program instituted Restaurant Rewards Program
to encourage the use of |ocal produce

*Provided support and pronotion to over 40 Farners
Mar kets throughout the state, which continue to grow
in popularity

eFarm to School Program is recognized as a nationa
| eader
oProgram is actively engaged in 47 out of 54
school districts; 100% of the school districts
have received the Alaska Seasonal Availability
Chart. Five recipes utilizing Alaska G own
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products have been developed that neet federal
school neal requirenents.

*Sold 1,327 acres of agricultural land in the Northern
Regi on

* Added 52 new farns to the Al aska G own user |i st

*Published the Alaska Forage Mnual (2012) and was
nationally recognized for the follow ng publications:
Al aska Coastal Revegetation and Erosion Control Guide
(2010) & Interior Alaska Revegetation & Erosion
Control Cuide (2012)

2:07:14 PM

M . Fogels discussed slide 44, Parks and CQutdoor
Recreation: 2012 Overvi ew of Acconplishnents”

Serves the Alaska public through outdoor recreation
educati onal programm ng, and access to public |ands

*Recruited, hired and trained nore than 700 park
vol unteers who donated nore than 95,000 hours to the
park systema cash value of nore than $2 mllion

ePermitted 1,104 individuals to provide conmercial
recreational services in state park areas, which
resulted in millions of dollars in direct and indirect
econonm ¢ benefit to the state

oln 2011 (the nost recent data available),

sportfish guide businesses operating in 10
different state park areas generated approx. $7.7
mllion in revenue; busi nesses that offered

guided hikes in 14 different park areas generated
approx. $790, 000 in revenue

e Lower Chatanika SRS was reinstated into active
managenent thanks to |local and | egislative support

*3 new public use cabins in Southeast (2 Eagle Beach
SRA, 1 Juneau Channel Islands SMP); PUC occupancy
i ncreased 9% and overni ght canping i ncreased 3%

4 “Arts in the Parks” events statew de
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M.

*National honors, including: Joe MCullough, Nationa
Boating Safety Educator of the Year, and Judy Bittner,
Dept. of Interior National Partners in Conservation
Awar d

Fogl es addressed slide 45, "Forestry-Ti nber Resources:

2012 Overvi ew of Acconplishnments”

Al aska has 17% of the nation’s forest | and

*Finished final report for Governor’'s Alaska Tinber
Jobs Task Force per AO 258; report nmkes 35 specific
recommendati ons that span 8 substantive areas of the
i ndustry sector

«Sold 18,786,000 board feet of lunber to 34 Al askan
busi nesses

*Provided direct and indirect support to over 80 woody
bi omass projects — this is inportant work that 1is
assisting many snmall, renote communities and | arger
roadsi de communities that are struggling wth high
energy costs for space heating and el ectrical needs

*Continue to work through the State Tongass Team to
provi de coordinated comments to USFS in regard to
federal tinber sales in the Tongass National Forest—a
conti nual chall enge

*Wrked wth Departnment of Law to support their
efforts in appealing the invalidated Tongass Nationa
Forest exenption from the Roadless Rule in the 9th
Crcuit

*New narketing tag I|ine: “Triple Bottom Line:
Envi ronment, Econony and Comunities”

2:09:15 PM

M.

Fogel s spoke to slide 46, "Forestry - WIldland Fires:

2012 Overvi ew and Acconplishnments":

*Contained 95% of the fires in Critical and Ful
Protection Options at 10 acres or |less during the 2012
season
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*Responded to | ate-season wildfires in Dillingham and
the Mat-Su Vall ey

*Provided assistance to Minicipality of Anchorage in
response to extreme wind and rain events and to the
Mat - Su Borough in response to fl ooding

Played a mjor role in providing firefighting
assistance to the |ower 48 states during a
particularly difficult fire season for the Nation

eProvided a critical tactical asset for use by
wildland fire managers in the form of fire retardant
air tankers to supplenent the USFS national air tanker
fl eet that has shrunk to an inadequate fl eet

eInstructed 40 rural students in basic fire-fighting
and 34 students in advanced fire-fighting at the Tok
W dl and Fire Acadeny

M. Balash spoke to slide 48, "2013 Legislative Session &
Beyond: O Tax Reforni:

*The Governor has been encouraged by the consensus
t hat has energed over the past year

«Al aska should be in the forefront of this American
energy renaissance rather than watch oil production
continue to ebb

* Al askans agree that sonething needs to be done

I nmpl enenting conprehensive plan—tax reform remains
key

Core Principles of Tax Reform
eMust be fair to Al askans

* Encour age new producti on
*Sinple so that it restores balance to the system
eDurable for the long term

Status quo favored by sonme is unfair to Al askans and
unaccept abl e.
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M. Balash addressed slide 49, "2013 Legislative Session
and Beyond: OQther Efforts”:

Gas Commerci ali zation

e overnor’'s new benchmarks in 2013 State of the State

W will work to accelerate gas |ine devel opnent
because of our urgent need for in-state energy

*The wi ndow of opportunity to sell Al aska LNG to Asian
markets will not be open indefinitely

*d obal conpetition is fierce
* Conti nued work on demand- pul

Permtting Reform

*Progress has been made but we wll again pursue
significant legislative efforts to create efficiencies
by streamining processes, reduce redundancies, and
reduce opportunities for |egal challenges

eIntroduction by Governor of HB 77 builds on our
conprehensive reform efforts; «critical to state’'s
future

Pronoting the State

*Mneral Exploration Roundup Conference, Vancouver,
January 28-31, 2013

*North Anerican Prospect Expo, Houston, February 5-8,
2013

«“Al aska Grown” produce

*Alaska State Parks hosting “Arts in the Parks”
t hroughout the sunmer

sExanmple: G| & Gas Journal feature on Al aska

2:12: 38 PM
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JEAN DAVI S, DI RECTOR, SUPPORT SERVI CES DI VI SI O\, DEPARTMENT
OF NATURAL RESOURCES, discussed slide 51, "DNR FY 2014
Budget: Enpl oyees and Budget Structure":

*DNR currently enploys about 1,100 Al askans in full-
time and seasonal positions, wth min offices in
Anchorage, Juneau, Fairbanks and Pal ner, and regiona
of fi ces throughout the state

*The budget structure reorganization inplenmented by
the Legislature in FY2012 has sinplified the reporting
and presentation of the budget. The FY2014 Governor’s
budget retains this structure.

2:13:48 PM

Ms. Davis discussed slide 52, "DNR FY 2014 Budget: Budget
Gowh Analysis (Prepared by Legislative Finance)", which
contained a bar graph that reflected DNR s share of tota

agency operations, general fund only. Between FY 05 and FY
14 DNR s general fund budget grew by $40 mllion, an
average growh rate of 5.3 percent. The share of general

fund for DNR when conpared to all state agency budgets was
2 percent, down from2.63 in FY 06.

2:14:29 PM

Ms. Davis spoke to slide 53, "DNR FY 2014 Budget: Budget
Gowh Analysis (Prepared by Legislative Finance)", which
contained a bar graph reflecting DNR s percent of the total
departnent's budget by funded group, all funds. GCeneral
funds were 61 percent of the total budget in FY 05 and were
63 percent of the FY 14 Governor's budget.

Ms. Davis spoke to slide 54, "DNR FY 2014 Budget: Budget
Gowh Analysis (Prepared by Legislative Finance)", which
was a |line graph that illustrated the departnent's
continued budget growh, general fund only, conpared to 10
- year plan. The dark black |ine was the annual managenent
plan, the green dotted line was the continuation of 5.3
percent annual growh, and the dotted black |ine charted
DNR s 10 - year plan with initiatives.

Ms. Davis discussed slide 55, "DNR FY 2014 Budget: Budget

Gowmh Analysis (Prepared by Legislative Finance)", which
contained a |ine graph that detailed the departnent's
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continued budget growth, all funds, conpared to 10 - year
pl an.

Ms. Davis addressed slide 56, "DNR FY14 Budget: Operating
Budget by Core Services," which contained a pie chart
offering the percentages of <core service distribution:
foster responsible developnent, provide access to state
| ands, sufficient data acquisition and assessnent, and
mtigate natural hazard threats.

2:16: 55 PM

Ms. Davis spoke to slide 57, "DNR FY 2014 Budget: Operating
Budget by Division/Ofice." The slide contained a pie chart
t hat broke down the operating budget funds by division. The
FY 13 authorized operating budget was $167, 522.5; the
request for FY 14 was $169,952.3. She noted that Fire
Suppr essi on was contained within the D vision of Forestry.

Ms. Davis pointed to slide 58, "DNR FY 2012 Budget:
Qperating Budget by Core Services,” which showed a
breakdown of <core services by the four funding source
groups. She shared that Legislative Finance Division
characterized the governor's request into two scenarios:
adjusted base and the governor's new request itens. The
chart showed the conparison from what the departnment was
currently operating under and the adjusted base. The key
differences were outlined at the bottom of the slide. One-
time itens had been backed out of the adjusted base and
woul d be consi dered a new request if reinstated.

2:18: 55 PM

Ms. Davis discussed slide 59, "DNR FY 2014 Budget:
Operating Budget by Core Services." The slide showed the
adj usted base on the left side and the governor's budget on
the right. The mddle portion showed a 5.1 percent increase
in general funds form the adjusted base to the governor's
request. She noted the key changes in the bottom portion of
the slide. The first five were a restoration of one-tinme

items and anobunted to approximately $3.4 mllion. Below
that line were the new itens requested by the departnent
for FY 14.
2:20: 07 PM
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Ms. Davis addressed slide 60, which listed the operating
budget highlights, or the critical changes in the budget.
The changes were listed by initiative; Secure Alaska's
Future-G|l, Strategic Mnerals, Gasline, Pernmtting, and
Forestry/ Agri cul ture/ Parks.

2:22:40 PM

Ms. Davis pointed to slide 61, which listed the sane
initiatives as capital budget highlights.

M. Fogels concluded with slide, 62:

*The FY2014 Budget reflects our focus on DNR s core
services and the Admnistration’s mmjor statew de
initiatives

«Many chal | enges and opportunities

epportunities far outweigh the challenges, in large
measure due to our abundant natural resource wealth
e Par t nershi ps are key: public, st akehol der s,

| egi sl ature, private sector, Adm nistration

2:23:22 PM

Representative WIson discussed the graph on slide 57. She
asked whether "Fire Suppression” neant what the state paid
to put out wldfires.

M. Fogels responded that managing the forests was probably
a conponent to preventing forest fires, but that it was
dependent on where the fires broke out.

Representative WIson queried whether DNR comunicated with
ot her agencies to explore better forest nmanagenent.

M. Fogels responded that the wldfire fighting force in
the state was a conbination of local, municipal, and state
agencies. He offered a nore thorough briefing at a |ater
dat e.

2:25:10 PM

Vice-Chair Neunan noted the increase in the departnent's
budget si ze. He queried whether the departnent had
projected any revenue streans to the state in anticipation
of devel oped resources.
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M. Balash replied that the departnment did have estinmates
on increased oil royalties due to the oil tax reform
effort. He stated that the 5 percent growh figure was
bei ng knocked down significantly in the current budget. He
related that the departnent's budget growh was at just
over 2 percent.

2:27:45 PM

Vi ce-Chair Neuman asked if the departnent had estimted out
the opportunities for the state to diversify incone revenue
streans.

M. Fogels responded that the departnent had taken a | ook
at all the different divisions in order to determne
revenue streans. He said that the departnment work further
with the conmttee on the issue.

2:29: 24 PM

Representati ve Kawasaki queried the amobunt of the request
for the Hunting Guide Concession. He asked whether
statutory | anguage woul d be needed to nake a change.

M. Fogels replied that the departnent, along with DF&G
was working to craft a guide concession program for the
state. The states past exclusive guide area system had been
deened illegal by the Suprenme Court. The departnent had
been working on the program for many years and were worKking
to create regulations for the program

2:32: 02 PM

Representati ve Kawasaki noted that he had expected to see
an inpact in DNR s budget from the dismantling of the
Coastal Zone Managenment Program

M. Balash replied that the program had been directed
through the departnment and had been part of the FY 12
budget. The adjustnments were made in the FY 12 budget cycle
and had no specific increment or decrenent associated with
the program for the FY 13 budget. The division that
formerly ran the program had been responsible for grants
that were not being adm nistratively run through the Ofice
of Project Managenent and Perm tting.
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Representative (Gara asked about how the nunber of
exploration wells conpared over the |ast 5 years.

M. Bal ash answered that it depended on how you counted the
wells. He offered to get the nunbers to the conmttee.

Representative Gara asked whether there was an expectation
about when the maxi mum would be reached for hydrocarbon
liquids and if projection could be found in the revenue
forecast.

M. Balash replied that the pipeline would have a capacity
of 70,000 barrels per day; in 2016 the expectation was that
there would be 10,000 barrels per day of condensates
recovered at Point Thonmson and shipped through the
pi pel i ne.

2:37:52 PM

Representative Minoz wondered whether the departnent had
i nproved due to the closure of the Coastal Zone Managenent
Program

M. Bal ash responded that one of the losses with the dem se
of the program was the |oss of the coordination function.
The departnment had been able to pick up sone of that slack
through the Ofice of Project Mnagenent and Permtting.
Wth regard to |ocal governnments specifically, t he
department had executed a nenorandum of understanding wth
the North Sl ope Borough and involved quarterly neeting with
the borough nmayor and the conmssioner's offices, wth
monthly neetings at the staff level. Issues of concern and
inportance to the borough were kept in mnd as the
departnment nmade decisions. He said that the coordination
had resulted in several jointly signed letters between the
borough mayor and the conm ssioner; one on the federal
permtting of Point Thonmson, another was a request to the
Departnment of the Interior for a seat at the table to
undertake reviews of Shell's OCS program

2:41:16 PM
AT EASE

2:42: 47 PM
RECONVENED

2:43: 28 PM
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"RFY 14 GOVERNOR' S BUDGET  OVERVI EW DEPARTMENT  OF
TRANSPORTATI ON AND PUBLI C FACI LI TI ES

2:43:38 PM

PAT KEMP, ACTI NG COW SSI ONER, DEPARTMENT OF TRANSPORTATI ON
AND PUBLIC FACILITIES, related that he would be giving a
bri ef overview of the departnent. He introduced staff.
Comm ssi oner Kenp di scussed slide 2, "M ssion"”

“ Get Al aska novi ng t hr ough service and
infrastructure.”

To do this we:

*Provide for the safe and efficient novenent of people
and goods

*Provi de access to state services

*Open opportunities for exploration and devel opnment of
Al aska’ s resources

2:45: 10 PM

Comm ssi oner Kenp spoke to slide 3, "Statutory
Requi renent s"

*AS 44.42 Departnent of Transportation and Public
Facilities

*AS 44.68.010 Use of State-owned Vehicles

*AS 44.68. 210 H ghway Equi pnent Wbrki ng Capital Fund
*AS 35 Public Buildings, Wrks, and | nprovenents

*AS 19 H ghways and Ferries

*AS 19. 10 State Hi ghway System

*AS 19. 10. 300 Conmerci al Mdtor Vehicle Requirenents

*AS 19.25 Uilities, Advertising, Encroachnent and
Menori al s
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*AS 19. 65 Al aska Marine H ghway System

*AS 19.65.050 Al aska WMarine H ghway System Fund and
Budget

*AS 19.75 Knik Arm Bridge and Toll Authority
*AS 2 Aeronautics

Comm ssi oner Kenp addressed slide 4, "Organization", which
showed the organi zation flow chart of the departnent.

Comm ssi oner Kenp di scussed slide 5, "DOT & PF Assets":
*3,186 full tine positions
O and maintain 5,601 mles of roads/highways
*84 Mai ntenance Stations
254 State Airports
2 International Airports
700 Facilities (4 mllion + sq. ft.)
11 ferries

35 Ferry Termnals
* 24 Har bors

*805 State Owned Bridges
7 Weigh Stations

2:47: 40 PM

Comm ssi oner Kenp spoke to slide 6, "Core Services":

e Construction of transportation infrastructure &
facilities

* Mai nt enance & operations of the state transportation
syst ens

e Measur enent st andards/ comerci al vehi cl e enf or cement
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Comm ssi oner Kenp di scussed slide 7, "Priorities":

(perate and nmaintain safe and reliable roads,
airports, ferries & facilities

*Ensure Alaska has the transportation infrastructure
necessary to grow t he econony

*Develop and inplenent efficiencies in both the
operating and capital budgets

Comm ssi oner Kenp addressed slide 8, "Chall enges":
*Movi ng Ahead for Progress 21st Century Act (MAP-21)

*Bal ancing budget against public needs, changi ng
condi tions and expectations

* Congestion in Anchorage and Mt Su
Safety corridors

*H gh cost of conmodities

eCGetting our resources to tidewater
* Federal oversi ght

2:50:45 PM

MARY SI ROKY, DI RECTOR, DI VISION OF ADM NI STRATI VE SERVI CES,
DEPARTMENT  OF TRANSPORTATION AND PUBLIC  FAC LI TI ES,
di scussed slide 9, "Measures & Results.” Moving clockw se
from top to bottom the first graph illustrated the 3 -
year noving average percentage change in traffic fatalities
per 100 mllion vehicle mles traveled. She noted that the
nunber of fatalities had been consistently low up until
2011. The uptake was considered random and the prelimnary
nunbers for 2012 were expected to go back down. G aph two
shoed the increase in highway safety roads that net
departnment standards. The goal of the departnent was to
have the national highway system roads neet the nationa
standards and had been making steady progress towards that
end. The bottom left slide showed the reduction of rura
airports that were seasonally closed. Shared that 82
percent of Alaska's comunities were served primarily by
air service and to not have air service resulted in a
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significant inmpact on those comunities. The departnent was
working to reduce the nunber of seasonal airport closures.
The final slide charted the Alaska Marine H ghway System
Vessel car deck capacity utilization. She stated that the
departnent hoped to better utilize the car deck by marrying
service to capacity. The departnent had nmade steady
progress towards that end; when the departnent was able to
marry the right vessel to the right service, the best
utilizations were a result.

2:54: 13 PM

Ms. Siroky spoke to slide 10 titled "FY2014 Operating
Budget." The operating budget request was $635,658.8 and
consi sted of $359,391.4 of general funds, $272, 422.8 of
other funds and $3, 844.6 of federal funds. O the tota
request 63 percent of the budget was for personal services
and 35 percent was services and conmodities. The depart nent
spent a significant amobunt on contracts for professional to
take care of rural airports, hauling snow, street sweeping
and road mai nt enance.

2:55:17 PM

Ms. Siroky pointed to slide 11 titled "FY2014 Operating
Budget Funding Sources."” The significant portion of the
operating budget came from general funds, 46 percent. Funds
were also brought in from the Wittier Tunnel Tol
Receipts, Vehicle Rental Tax Receipts, Marine H ghway
System Fund, Federal Funds, Inter-Agency Receipts (other),
International Airport Revenue Funds, and the Hi ghway
Equi prent Wor ki ng Capital Fund.

Ms. Siroky addressed slide 12 titled "FY2014 G- Operating
Al l ocations.” The Al aska Marine H ghway System (AVHS) used
46 percent of the general funds dollars in the operating
budget. The second |argest portion of the usage was for
hi ghways and aviation. The departnment built a |arge anount
of infrastructure wth federal dollars but could not use
federal dollars to maintain the marine highway system She
noted that adm nistrative support was a significant piece
of the pie and included the Conmmssioner's Ofice, the
Di vision of Administrative Services, Equal and Cvil Rights
enforcers, Internal Auditors, Transportation Managenent,
Statewide Aviation Division and the Admnistration and
support services for each of the departnment's regional
of fices.
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2:59:42 PM

Ms. Siroky discussed slide 13, "FY2014 OOperating Budget
Changes." The operating budget request of $14.182 nillion
could be broken down into the follow ng:

*Sal ary and Health
$2,925.7

New I nitiatives
$450. 2

el npacts to H ghways & Avi ation
$5, 274. 3

*Maintain Current Level of Service (Baseline)
$5,812.5

* Techni cal Adjustnents
($164. 8)

eOne Tine ltens
($115. 2)

3:03:42 PM

Ms. Siroky spoke to slide 14, "FY2014 DOl & PF Capital
Budget." The FY 14 capital budget request was $984,113.5
79 percent of which was nmade up of federal funds. The funds
supported bot h surface and avi ation transportation
progr amns.

Ms. Siroky addressed slide 15, which offered a | ook back at
the departnent's funding over the last 10 years. She shared
that the federal funding had becone less and less in terns
of the operating budget over the years. She stated that a
change occurred from FY 05 to FY 06 in undesignated and
desi gnat ed general funds. The change was due to a shift in
the budget structure with regard to the AMHS subsidy.
Starting in FY 06, undesignated general funds were placed
directly in the AVHS budget. Previously, the funds were
pl aced into the AVHS funds and the budget expended the AVHS
fund as designated general funds. The percentage of general
funds was 49 percent in FY 05 and was now 58 percent in the
FY 14 budget.

3:06: 00 PM
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Ms. Siroky spoke to slide 16, which illustrated that the
departnment was 17 percent of the general funds operating
budget. She related that the yellow boxes represented the
fuel trigger.

Ms. Siroky discussed slide 17, "10-Year Projection Gaph."
She asserted that the departnent was diligently working to
become a "flatline" agency. She noted that sone snal
grow h was expected due to the gasline. Slide 18, "10-year
Projection Graph", offered the general fund conponent.

3:07:11 PM

Ms. Siroky addressed slide 19, "Information." She listed
the current information on Al aska's roadways:

e« \Weat her Caneras

« \Wat her Wt ches

e Road Construction

e Future Construction

* Incidents

* Driving ConditionsO

* Avail able by Phone or on the web

Ms. Siroky relayed that the Statewide Transportation
| mpr ovenent Program (STIP) was sear chabl e onl i ne.
Additionally, the public could sign up to receive notices
fromthe departnment on "Gov Delivery" or 511. Al aska. gov.

Co-Chair Austerman requested further discussion on the
first bullet of slide 8 of the presentation.

Comm ssioner Kenp responded that the departnent would

designate between $70 million and $100 nmillion dollars to
the Community Transportation Program nmany projects in the
mll were |ocated within the program and the departnent did

not have the funding for construction. The funding would go
to the National Hi ghway System and there was a set of
performance nmeasures that were being crafted on the federal
level that the departnent would have to abide by. The
departnent was concerned by several neasures; for exanple,
pavenment ride. He opined that nowhere else in the nation
were there roads constructed on permafrost; the state could
not match pavenent snoothness on the national I|evel. The
department had been prom sed a seat at the table during the
rul e making, but there were still concern. He said that by
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the tine the rules were witten there would be a new
hi ghway bill.

Co- Chair Austerman understood that the standards had yet to
be i nmposed because the rules had not been witten.

Comm ssioner Kenp replied in the affirmative.

3:10: 36 PM

Vice-Chair Neuman asked about the $171 nillion for
Community Transportation Prograns. He believed that if the
state did the projects they would cost considerably |ess
because the federal funds were tied to so many rules. He
understood that with MAP-21 if the state was to receive
federal dollars the noney would have to be spent on federal
projects; state projects would require state funds.

Conmi ssioner Kenp replied that he was unsure that he
understood the question. He relayed that the departnent
used general funds for all categories within the STIP. He
rel ated that under the federal guidelines, a project worked
in steps; a project could not be designed until the process
had been gone through increnentally. A way to |everage a
project was to interject state funds; there were many ways
that a project could be accel erated using state funds.

3:13: 09 PM

Representative Holnmes noted the increase in the de-icing
program and inquired if any alternative technologies for
de-icing had been consi der ed.

Ms. Siroky responded that the requirenents for de-icing
were based on the nunber of |andings per years. Not all of
the state's jet airports required de-icing. She had not
heard of any other neans of de-icing than the chem cal
solution currently being used.

3:15: 02 PM

Representative Minoz inquired how the nunicipal airports
were handling the de-icing obligation.

Ms. Siroky restated that airports wthout jets |anding were
not required to de-ice. She said that the airport would
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need to have 1,000 jet landings per year in order for de-
icing to be required.

Representative Miunoz inquired how the Juneau and Ketchikan
airports would absorb the additional costs. She understood
that the material was brought in in liquid form She
stressed that the requirement was a difficult one and
wondered if the departnent had pursued an exenption for the
Al aska.

Ms. Siroky replied that she would |l ook in to.

Representative Gara said that in the past he had seen roads
that had been torn up and resurfaced that hadn’t seened in
di srepair. He wondered whether there was a way to inplenent
a standard for resurfacing roads on an as-needed basi s.

Comm ssioner Kenp replied that resurfacing should be based
on need and rut depth as well as problems wth the
pavenent. He shared that the departnent was working to
i npl enent hard aggregate into the pavenent. He shared that
Egan Drive, in Juneau, used to need to be paved every 5
years. Hard rock was brought up form Hai nes which bunped
the repaving up to every 17 years. He stressed that hard
aggregate should alleviate the issue.

3:19:15 PM

Representative Gara pointed out that the section of road
bet ween Cooper Landing and Tal keetna was very dangerous. He
queried why the signs that used to be there were gone. He
noted that drivers were unaware of where the pullouts were
and requested that signs be added to that section of
hi ghway.

Conmi ssioner Kenp replied that he would be happy to | ook
intoit.

3:21: 28 PM

Representati ve Kawasaki spoke to slide 11. He understood
that the AVHS was funded by receipts.

Ms. Siroky replied that the revenues were derived from

passenger and car fares. She added that the system received
and infusion of general fund dollars as well.
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3:22:41 PM

Representati ve Kawasaki inquired if how the AVHS fares were
i dentified.

Ms. Siroky replied that she would back to the commttee
with nore details, but that she did not think that the
fares had changed significantly in the past several years.

3:24:14 PM

Co- Chair Austerman di scussed housekeepi ng.

HB 65 was HEARD and HELD in commttee for further
consi derati on.

HB 66 was HEARD and HELD in commttee for further
consi derati on.

3:24: 32 PM

#
ADJ OURNVENT

The neeting was adjourned at 3:24 p.m

HOUSE FI NANCE SUBCOWMM TTEE
HEALTH AND SOCI AL SERVI CES
January 23, 2013
8:33 a.m

8:33: 06 AM

CALL TO ORDER

Chair Neuman called the House Finance Health and Soci al
Services Subcommttee neeting to order at 8:33 a.m

VEMBERS PRESENT

Representative Mark Neuman, Chair
Representative Al an Austerman
Representative Bill Stoltze
Representative Ma Costello
Representati ve Bryce Edgnon
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Representative Les Gara
Representative David Guttenberg
Representati ve Li ndsey Hol nes
Represent ati ve Cathy Minoz
Representative Steve Thonpson
Representative Tamm e WI son

VEMBERS ABSENT
None
ALSO PRESENT

Wlliam Streur, Comm ssioner, Departnent of Health and
Social Services; Sarah Wods, Deputy Director, Finance
Managenment  Servi ces, Department of Health and Soci al
Servi ces; Amanda Ryder, Fiscal Analyst, Legislative Finance
Di vi si on; Pet e Eckl und, Staff, Representative Al an
Aust er man.

SUMVARY

OPERATI NG BUDGET OVERVI EW DEPARTMENT OF HEALTH AND SOCI AL
SERVI CES

8:33:41 AM

Chair Neuman introduced commttee staff. He welconmed the
commi ssioner of the Departnent of Health and Social
Services (DHSS) and relayed that the commttee would hear
an overview of the governor's proposed FY 14 budget for the
depart nment.

8:34: 20 AM

WLLIAM STREUR, COW SSI ONER, DEPARTMENT OF HEALTH AND
SOCI AL SERVI CES, introduced departnment staff.

Chair Neuman asked Conmm ssioner Streur to follow up wth
additional detail on the areas staff specialized in.
Comm ssi oner Streur agreed.

Comm ssioner Streur provided a Power Point presentation

titled "lInnovation and Change: Departnent of Health and
Social Services 2013." He shared his intent to provide a
high |evel overview of the departnent's budget. He

addressed a DHSS organi zational chart on slide 2. He noted
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that there were currently two vacancies including the
assi stant conm ssioner for Finance Managenent Services and
the deputy commssioner for Mdicaid and Health Care
Policy; he elaborated that departnment staff were providing
great support in both Jlocations. He stated that the
departnment had gone through many changes in the past year
whi ch he planned to address throughout the presentation.

Comm ssioner Streur explained that DHSS had noved to a
results based budgeting and managenent nodel; any funded
items would be neasured for effectiveness and efficiency
going forward. He noted that the change would not be
i nstant aneous, but the departnment was working hard on
moving towards the neasurenent nodel. He listed the
department's three priorities on slide 3:

| . Heal th and Wl |l ness across the Lifespan

1. Health Care Access, Delivery, and Val ue

I11. Safe and Responsi bl e | ndi vi dual s, Fam | ies &
Communi ti es

8:39: 06 AM
Comm ssi oner Streur discussed Priority |I on slide 4:
Priority I: Health and Wl | ness Across the Lifespan:

A Pronmote and protect the health of Al askans
B. Provide quality of life in a sage living environnment
for Al askans

Comm ssi oner Streur communi cated that he had asked each of
the divisions to define how they fit into Priority |. The
divisions had determned the priorities and core services;
therefore, each division would have its own set of core
services and outcones expected. He provided an exanple
related to the departnment's nmission to pronote and protect
the health of all Al askans. He explained that the
associated efficiency neasure focused on the cost for
percentage of inproved health; each division would respond
to the neasure (e.g. Children's Services, Senior and
Disability Services, Healthcare Services, and other).

Conmi ssioner Streur pointed to Priority Il on slide 5:

Priority Il: Health Care Access, Delivery and Val ue
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A Manage heal th care coverage for Al askans in need

B. Facilitate access to affordable health care for
Al askans

Conmi ssioner Streur highlighted Priority I1l on slide 6:
Priority 111: Safe and Responsible individuals, famlies

and conmmuniti es

A Strengthen Al askan fam |lies
B. Protect vul nerabl e Al askans
C. Pr onot e per sonal responsibility and account abl e

deci si ons by Al askans

Comm ssioner Streur enphasized the inportance of rmaking
sure Al askans had personal responsibility to ensure they
had "skin in the game" and felt that they were a part of
deci sions made around their healthcare and social service
needs. He used a "three |egged stool" analogy for the role
of the consuner, provider, and payer; it was inportant for
all three groups to be a part of inproving health in the
st ate.

Chair Neuman asked Conm ssioner Streur to discuss work that
had been done to encourage nedical groups to use generic
versions of prescription drugs. He provided a context of
patients wanting new drugs before the generic version was
avai |l abl e.

Comm ssioner Streur answered that the departnent had been
working with the provider system He had net wth the
Al aska State Medical Association and Al aska Physicians and
Surgeons about their role related to prescriptions. He
furthered that DHSS was noving back towards a prinmary care
driven nodel; the goal was to push the nmanagenent of health
care to the primary care area and to have a "health hone."
The purpose of the health home would be to ensure that an
i ndi vidual was given sound advice and the capability to
make some decisions about their healthcare. Additionally,
the department would work with providers to |ocate areas
that could be operated nore effectively (e.g. to determ ne
if repeating expensive procedures such as an MR or CT scan
was really necessary, whet her hi gh- cost brand nane
medi cati on was necessary for first line nedication, and
other). He had been told by physicians that patients had
torn prescription drug advertisenents from mnmgazines to
show doctors what prescription they wanted. He stressed
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that brand nane drugs were expensive. The goal was to
encour age medi cal provi ders to prescribe generic
medi cati on.

8:44: 08 AM

Comm ssi oner Streur conti nued to di scuss generic
medi cation. He explained that for every 1 percent increase
in the use of generic nedications, $1 nmllion was saved in
t he Medi caid budget. He shared that several mllion dollars
had been saved in the current fiscal year and $8 million
had been saved the prior fiscal year. He expounded that the
state had begun to fall behind on generic drug
prescriptions in the past; Blue Cross was currently at 83
percent through Northwest America; Al aska was in the md-70
percent range and had a long way to go. He reiterated that
DHSS was working with the provider community on the issue.

8:45: 06 AM

Representative Costell o asked Comm ssioner Streur to repeat
t he savi ngs statistic rel at ed to generic drug
prescriptions. Comm ssioner Streur reiterated that $1
mllion was saved in the Medicaid budget for each 1 percent
increase in the use of generic nedications.

Representative Guttenberg understood that it was inportant
that consuners not "shop" for prescription drugs. He asked
about the pharmaceutical conmunity's influence on doctors
related to prescribing nedication. He wondered whether DHSS
di scussed the topic with the nedical providers in Al aska.

Conmi ssioner  Streur replied in the affirmative. He
conplinented the federal governnent and the pharnmaceutica
industry for their efforts to prevent excessive influence
on doctors related to prescriptions. He acknow edged there
would continue to be some influence as pharnaceuti cal
i ndustry budgets were huge; however, sone itens had been
curtailed (e.g. free lunches were not show ng up in doctor
offices from pharnmaceutical conpanies any longer). He
believed the problem had decreased substantially in the
past five years. He relayed that doctors were willing to
work with the departnent when they wunderstood their
personal role in the cost of health care. He added that
providers were incentivized to work wth the departnent
given that that the alternative to increasing efficiency
was reduci ng provider rates.
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8:47:46 AM

Chair Neuman pointed out that there was a finite anmount of
noney avail able for Medicare and Medicaid rei mbursenents.

Representative Holnes observed that specific individuals
were responsible for driving a significant portion of the
costs (e.g. individuals with chronic illnesses who went to
a variety of provi ders). She wondered whether the
departnment was noving towards a care coordination nodel in
order to rein in costs.

Comm ssioner Streur answered in the affirmative. He
el aborated that DHSS was noving toward high-cost case care
managenent ; its prior and retrospective authorization
contract had been revitalized. The departnent was working
to identify high-cost individuals who needed to be managed
(e.g. diabetes and asthma patients who nmade energency room
visits because t hey wer e not maki ng physi ci ans’
appoi ntnments or taking their prescriptions).

Representative Miunoz stated that pharnmacy benefit managers
acted as the mddl emen between manufacturers and retailers.
She wondered whether the departnment reviewed contracts or
state policies related to the nmnagers to determ ne how
costs were affected.

Comm ssioner Streur replied that DHSS had a pharnmacy
benefit manager for the Medicaid program He believed the
managers operated in 26 states and were under constant

scrutiny; DHSS and its pharnmacists did review the
contracts. He added that the manager did neet nost industry
st andar ds and was responsi bl e for sone prior
authorizations, informng pharmacies of an individual's
i nsurance coverage, if a person was filling a prescription

t oo soon, and ot her.

8:51:22 AM

Representative Munoz pointed to |egislation addressing the
practices of pharnmacy benefit nmanagers in Al aska. She
encouraged the departnent to review the legislation and
believed there were opportunities to save costs.

Representative GQuttenberg asked whether pharnaceuti cal
managenent was conducted by the private sector. He stated
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that the cost would go down as the size of the pool of
buyers increased. He observed that Veterans' Assistance and
Native heal t hcar e bot h provi ded i nexpensi ve
pharmaceuticals. He was interested in driving costs down
for all buyers and wondered whether DHSS was coordi nating a
| arger pool of buyers with Medicaid or other in order to
reduce costs.

Comm ssioner Streur answered that he and Becky Hultberg,
Comm ssioner of the Departnent of Adm nistration had been
nmeeting with providers, insurers, and the nedical industry
to talk about the state's buying power. He enphasized the
need for state departnments to work together (e.g.
Departnent of Corrections, Wrker's Conpensation, retirees,
uni ons, and other) to | ook at buying power, innovation, and
standardi zati on across the industry. He would be happy to
provide additional detail at a later tine.

8:53:43 AM

Representative Gara shared that he had experienced
significant savings through a Canadian pharnmacy. He
wondered whether the option could be given to Medicaid
patients. Comm ssioner Streur answered in the negative. He
noted that the practice was on the edge of being illegal.

Representative Gara explained that the prescriptions were
imported through U S. custons and sent to consuners as |ong
as they net U S |aw

Chair Neuman shared that he had asked Conm ssioner Streur
to avoid the use of acronyns to provide clarity for the
public. He shared that the DHSS subcommttee would be
nmeeting year-round.

8:55:41 AM

Comm ssioner Streur addressed the departnent's service
phil osophy on slide 7. He stressed the inportance of
integrating and coordinating services. He shared that one
of the departnent's greatest challenges was that it saw
many of the sane people in different divisions; it was
important to begin focusing on the person. He explained
that one of the budget increments was a mnmaster client
i ndex, which would enable staff to |ook online to determ ne
other areas in the system a client was involved in. He
believed the change would be inportant for the interest of
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the clients and for fiscal reasons. He did not believe it
did any good to sign an individual up for public assistance
if they were not also signed up for Medicaid. He reiterated
that the departnment needed to better coordinate and
integrate its services.

Conmi ssioner Streur continued with slide 7 related to
strategically integrated technology. The departnment had
di stributed approximately $34 million in federal funds to
hospital s, physicians, and clinics for technol ogy expansion
to date. He communicated the departnent's mssion to
achieve results-based budgeting and nanagenent. The
departnment was working to practice fiscal responsibility to
be held accountable to Alaskans and the |egislature; the
goal was to ensure that the accountability was neasurabl e.
He addressed the departnent's efforts to neasure and
i nprove performance. He believed in the quality circle
"plan, do, check, act"; inprovenment was a constant process.
He stressed the inportance of delivering "the right care to
the right person at the right tine for the right price."

8:58:22 AM

Representative WIson wondered if coordination existed
between prograns such as Denali Kidcare and Medicaid for
recipients of t he Chi |l dcare Assi st ance Pr ogram
Comm ssioner Streur responded in the affirmative. He
remarked that it was a work in progress and would keep the
comittee updat ed.

Comm ssi oner Streur | ooked at DHSS maj or acconplishnments on
slide 8. He shared that one of the departnent’'s greatest
chall enges was obesity; the Play Every Day obesity
prevention canpaign was providing a benefit. He el aborated
that telling parents to how to feed and get their Kkids
outside daily was not the solution; however, results had
been shown when kids encouraged other Kkids to eat
heal thier. The program had been in operation for 18 nonths
and there were over 7,000 students in 110 schools across
Al aska partici pating.

Comm ssioner Streur shared that the departnent's Senior and
Disability Services Division had received a $1 nillion
award in Elder Services Case Mnagenent (one of only eight
awards in the nation). He relayed that a Conprehensive
Mental Health Integrated Plan had been established and was
nmoving forward. Additionally, the departnent continued to
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nmonitor radiation health support during Fukushinma nuclear
di saster (slide 8).

9:01: 24 AM

Representative CQuttenberg asked whether +the state was
receiving f eder al assi st ance rel ated to Fukashi ma.
Comm ssioner Streur replied that the federal governnment was
responsible for the majority of the cost, but DHSS was the
primary conduit for conmunication with Alaskans on the
i ssue.

Comm ssioner Streur turned to slide 9 related to nmjor
acconplishnents in health care access, delivery, and val ue.
He relayed that there had been 75,000 health care visits
provi ded by public health nurses across Alaska in FY 12. He
believed that public health nurses were at the forefront of
much of what the departnent did and that it went l|argely
unrecogni zed; he acknow edged their role in conmunity
di sasters (e.g. floods or earthquakes). He conmmunicated
that Aging and Disability Resource Centers had expanded to
four regions and served 10,367 individuals in FY 12. He
remarked that the figure was not huge, but that it was
increasing quickly. He furthered that the centers were
avail able to serve as a referral and information source for
the rapidly growi ng senior population. There were 30 new
comuni ty-based nmental health prograns expandi ng access for
earlier interventions. He detailed that the nental health
system in the past had been focused on when a person
presented a severe nental health or substance abuse rel ated
issue. He opined that it was inportant to begin intervening
earlier.

Comm ssioner Streur discussed that the Division of Public
Assi stance had received the U S. Departnent of Agriculture
performance award for being nunber one in the nation in
paynment accuracy rate (slide 10).

9:03: 54 AM

Comm ssi oner Streur read addi ti onal depart nment
acconpl i shnents on slide 10:

. State maxi mum allowable cost pricing type for
pharmaceuticals yielded nearly $5 million in savings
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. New training nodel for Public Assistance - Equips
staff in 12 weeks. Forner training program took nearly 2
years

Comm ssioner Streur expounded that the shorter Public
Assi stance training nodel was providing just as much
knowl edge as the prior program He noved continued to
di scuss acconplishnments on slide 11

. Donmestic Violence and Sexual Assault Rural Pilot
Project (Dillingham Bethel, Kodiak, Sitka)

. Sui cide prevention training "Kognito At-Risk" 3-Year
Pilot. Hi gh school teachers, adm nistrators and staff

. Juvenile Justice Quality Assurance Unit allows for

continual assessnent and tinely address of service gaps

Comm ssioner Streur detailed that the Donestic Violence and
Sexual Assault initiatives had cone from the departnment as

a "waterfall" down from the governor's initiatives. He
turned to a graph on slide 12 that depicted the $1.8
billion cost of healthcare in Al aska including Departnent

of Corrections, Medicaid, Wrkers Conpensation, Teachers

Retirement System (TRS), Public Enpl oyees' Ret i r ement
System (PERS), and Al askaCare. He noted that Medicaid
accounted for $1.6 billion of the total. He stressed that
the state had a significant amount of buying power and that
it needed to begin to assert that |everage. He opined that
the <closer the departnent could bring its prograns
together, the better off the system would be.

Chair Neuman pointed to a substantial healthcare cost
increase on the tail-end [2009 through 2010] of the graph
on slide 12. He wondered how the departnent saw the cost
playing out in future years. Conm ssioner Streur answered
that the cost had flattened significantly in 2011 and 2012,
primarily because Medi cai d costs wer e flattening
consi derably. He acknow edged decreases in other prograns,
but noted that they had continued to grow by 6.3 percent in
the past two years. The growth was down from 9.1 percent in
Medicaid and for PERS/TRS retirees. He stated that the
curve was bendi ng but had not been bent.

9: 06: 36 AM
Co- Chair Austernman asked whether the proposed FY 14 budget

contai ned funds for Medicaid expansion. Comm ssioner Streur
responded in the negative.
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Comm ssioner Streur |ooked at key department challenges
that included managi ng quality assisted living services for
the rapidly aging population (slide 13). He stressed that
the state's senior popul ation was increasing at a
significantly greater rate when conpared to the Lower 48.
The 65 years of age and ol der population had grown by 15
percent in the Lower 48 and by 70 percent in Al aska.

Chair Neuman asked the departnment to provide additional
detail at a future nmeeting on services provided to seniors
in Alaska. He noted that concern had been expressed by
menbers related to some of the progranms. Conmm ssioner
Streur responded in the affirmative.

Comm ssioner Streur pointed to another departnment chall enge
listed on slide 13:

. Chronic disease - three of every five deaths in Al aska
are linked to chronic diseases. Primary risk factors are
obesity, poor diet, |ack of exercise and tobacco use.

Comm ssioner Streur added that great strides had been nmade
towards curtailing tobacco use.

Comm ssioner Streur discussed additional challenges on
slide 14. He shared that the Medicaid Managenent
| nf or mati on System (MM YS) desi gn, devel opnent, and
i npl enentation had been a work in progress for many years.
The system would be inplenmented in the fall of 2013. He
explained that M'S would allow the departnent to track and
pay for services provided in the Medicaid system He
relayed that the current system was 27 years old

generating reports currently required 40 to 60 hours of
programming. He added that the majority of the reports
could not be saved and had to be redone if they needed to
be updated in the future. The new system would allow for
el ectronic paynent and many other features that had not
been available in the past. He stated the good news was
that he "quit paying them at the two-year mark" and that
"it has been entirely on the back of the bender up until we
go live." He furthered that "it had not been w thout paying
for us...but it's not been wthout paying for them and not
getting paid."

Chair Neuman asked how MMS would help the departnent
reduce fraud cases and save noney.
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9:10: 16 AM

Representative Gara referenced the chart on slide 12 and
surm sed that the state could save noney if it had a |ist
of preferred Medicaid providers. He felt that he had the
best and |east expensive physical therapy «clinic in
Anchorage. He wondered whether the state could create a
list of preferred general practitioners based on clinics
t hat charged reasonabl e rates.

Comm ssioner Streur answered that the state had a preferred
provi der network that included the majority of providers in
Al aska; however, it did not have a best practices preferred
provi der network. The primary focus had been ensuring that
Medi cai d reci pients had access to clinics.

Representative Gara asked whether «creating a |list of
preferred providers that charged |lower rates would help the
state save noney.

Comm ssioner Streur believed the question was difficult to
answer. He furthered that he and Conmm ssioner Hultberg were
working to identify best practices; however it was a
slippery slope in Al aska. He el aborated that providers that
provided the best access did not necessarily provide the
best care. The new system would allow DHSS to |ook at
referral patterns, repeat visits, wellness, nedication
revi ews, and ot her.

Representative Gara repeated his question related to any
savings potential that could be obtained through the
creation of a |list of inexpensive preferred providers.
Comm ssioner Streur did not believe the issue was rel evant
at present.

Chair Neuman observed that Medicaid fraud cost several
hundred mllion dollars per year. He asked how MM S woul d
hel p track and reduce fraud.

9:13: 59 AM

Comm ssioner Streur answered that MMS and the Eligibility
I nformati on System would allow for greater detail in fraud
cases. Additionally, nmanagenent of the Medicaid Fraud
Control Unit under the Departnent of Law had been revanped;
it had becone nmuch nore aggressive and nore cooperative in
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working with DHSS. He added that the majority of fraud
cases provider cases, not individual cases.

Comm ssi oner Streur conti nued Wi th key depart ment
chal | enges on slide 14:

. | nsufficient provider capacity to neet the needs of a
rapidly aging population. Increase in senior population in
Al aska from 26,000 in 1993 to over 90,000 by 2015

Comm ssioner Streur expounded that Medicare clinics in
Anchorage had greatly enhanced access for recipients. He
was proud that acconplishnments had been made.

Representative Edgnon asked whether Al aska's  senior
popul ation was growing in specific regions or throughout
the state. Comm ssioner Streur replied that the growh was
occurring statewide. He could provide the conmttee wth
addi ti onal census dat a.

Representative Edgnon asked if the senior population
i ncluded individuals who were 65 years of age and ol der.
Conmi ssioner Streur answered in the affirmative.

Co-Chair Stoltze conmmunicated that Medicare clinics had
been funded through I|ess conventional capital budget
appropriations and voluntary donations from health care
providers. He observed that the clinics had proven to be
effective in addressing access to care. He pointed to
conpetitiveness for funds and wondered whether the clinics
would be integrated into an eligible funding source. He
noted that the capital budget would not be a sustainable
way to support the facilities.

9:17:21 AM

Comm ssioner Streur replied that the issue had been a
challenge largely because of Medicare restrictions on
integration. He had offered to work wth the private
Medicare clinic in south Anchorage to ensure that it was
maxi m zi ng rei nbursement through Medicare and Medicaid. He
noted that the issue was a work in progress and agreed that
it needed to occur.

Co- Chair Stoltze observed that gover nnment help was
sonetimes a m xed bl essing.
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Comm ssi oner Streur continued with chall enges on slide 14:

. Affordable Care Act (ACA) opportunities and chall enges
to all Medicaid Service

Comm ssi oner Streur enphasized that ACA was a significant
effort. There were nmany questions, concerns, and noving
parts related to ACA that had not been addressed including
Medi caid expansion and the Health Insurance Exchange. He
was happy to provide further detail at a subsequent
nmeeti ng.

Chair Neuman pointed to a recent study by Northern
Economics related to ACA. Hs office would provide the
study to nmenbers to show a di fferent view point.

Comm ssi oner Streur di scussed t hat recruitnment and
retention of qualified enployees in a tinme of workforce
shortages was a constant challenge for the departnent
(slide 15). He pointed to significant turnover in the
Ofice of Children's Services (OCS) where experience was
inmportant. He read from slide 15:

. Pronoting sel f-sufficiency, assisting famlies to nove
of f public assistance and | eave poverty thru enploynent. 30
percent of Tenporary Assistance famlies require intensive
services

Comm ssi oner Streur expounded that the department's nmaster
client index and coordination of services wthin DHSS woul d
greatly inpact success in assisting famlies to nove off of
public assistance. He stated that keeping famlies intact
t hrough preventative, in-home services, and avoiding entry
into child protection system was a "wish and a dream" He
stressed that the issue was extrenely chall engi ng and woul d
be a work in progress for years to cone.

Representative Gara discussed the burnout rate anong
workers in OCS. He referenced the study of a proposal to
hire social worker assistants as a way to save costs in the
department and wondered about its status.

Comm ssioner Streur replied that the study was a work in
progress. He shared that Christy Lawton, Director of OCS
would be able to provide nore detail. The social worker
cost study had been conducted; one of the increnents in
current year wuld go towards funding the item He
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furthered that changing the "m x" of frontline people was a
work in progress.

9:21: 45 AM

Chair Neuman asked conmmttee nenbers to specify key areas
that they would like nore detail on at a | ater date.

Commi ssioner Streur read the definition of a formula funded
program on slide 16:

A program wth specific eligibility standards which
guarantees a specific level of benefits for any qualified
recipient. The eligibility standards and benefits nust be
based in statute.

Comm ssioner Streur detailed that formula funded prograns
i ncluded Medicaid, public assistance, food stanps, and
other. He turned to slide 17 related to non-fornula funded
itens:
Grants

Conmponents with nmjor grants to other organizations or
maj or contracts for service delivery, such as Residential
Child Care, Energy Assistance Program Community Health
Grants and various treatnment prograns.

Program Servi ces

Adm nistration and delivery of direct services, such as
public health nursing and social services, and the program
managenent of entitlenments and grants.

Comm ssioner Streur communicated that grants could be
either federal or general fund only. He continued with non-
formula itens on slide 18:

Admi ni stration

Departnmental admi nistrative oversight and support prograns,
including the Commssioner's Ofice and Admnistrative
Servi ces.

Facilities
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The departnent manages and operates 24-hour facilities and
institutions. These include youth correctional facilities,
the Al aska Psychiatric Institute and Al aska Pi oneer Hones.

SARAH WOODS, DEPUTY DI RECTOR, FI NANCE MANAGEMENT SERVI CES
DEPARTMENT OF HEALTH AND SOCI AL SERVI CES, discussed slide
19. The slide showed a conparison of the DHSS general fund
budget conpared to the entire State of Al aska general fund
operating budget. She pointed out that across the span of
nine years DHSS had becone approxi mately one-quarter of the
state's general fund budget (it had started at 21 percent
in FY 05); the DHSS budget had increased from approxi mately
$600 mllion in FY 05 to approximately $1.3 billion in the
past couple of years. She |looked at a dip in the mddle of
the chart resulting from federal stimulus funding and a
nore favorable ratio of federal funding provided for the
general fund match designated for the Medicaid program She
noted that the last two years showed a small increase
departnent's budget in the amount of $13.7 mllion; the
funding was relatively flat in conparison with the entire
budget .

Ms. Whods pointed to a chart that showed Medicaid s portion
of the total DHSS general fund budget (slide 20). Across
t he span of nine years Medicaid general funds had increased
from $227 nmillion to approximately $688 nmillion. She
briefly touched on other formula prograns on slide 21. The
slide included a pie chart of all forrmula prograns:
Medicaid at 86 percent; public assistance at 11 percent
including Alaska Tenporary Assistance, Adul t Publ i c
Assi stance, Childcare Benefits, Ceneral Relief, Triba
Assi st ance, Seni or  Benefits, and the Permanent Fund
D vidend Hold Harm ess Program that enabled recipients of
care to remain eligible for their benefits; Children's
Services at 3 percent (foster care and subsidized adoption
guar di anshi p paynents); and Health Care Services at under 1
percent for catastrophic and chronic illness. She shared
that the eligibility for public assistance progranms and
Medicaid was determned through the departnent's aging
eligibility information system The departnent was working
to build a new system Medicaid eligibility was the first
conponent of the work. She noted that tight federal
timelines existed and the departnent was invested in
getting the new system up and runni ng as soon as possi bl e.

9:27:34 AM
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Co- Chair Austerman asked whether there was an equal split
between total general funds for Medicaid and non-Medicaid
programs. He asked for nore detail related to the $688
mllion for Medicaid. M. Wods answered that in FY 05
Medi caid general funds accounted for approxinmately 38
percent of the DHSS general fund budget; it had gradually
risen to 52 percent.

Co-Chair Austerman surmsed that funds for Medicaid and
non- Medi caid prograns each accounted for approximtely 50
percent of the DHSS general fund budget. M. Wods answered
in the affirmative.

Representative Gara wondered whether it was possible for a
| ower public assistance paynent to be provided to
recipients with higher income eligibility levels. He asked
whet her the change would it make nuch of a dent in savings.

Ms. Woods responded that fornula funded progranms required
eligibility criteria and benefits to be stated in statute.
The change was not inpossible, but it wuld require a
change in statute.

9:29: 25 AM

Representative Gara asked what the naxi mum i nconme | evel was
that allowed individuals to qualify for public assistance.
Ms. Whods woul d get back to the commttee with an answer.

Representative Edgnon referred to testinony that the DHSS
general fund budget was growng by 9.1 percent. He queried
whet her the largest drivers of the budget growth were the
aging senior population and cost shifting from federal to
state dollars. He was interested to learn why the DHSS
budget continued to increase substantially when the overal
state popul ati on was not growi ng by 9.1 percent annually.

Comm ssioner Streur responded that in addition to itens
listed by Representative Edgnon the rising cost was based
on Feder al Medi cal Assi st ance Per cent age ( FMAP)
participation conpared to state participation on Medicaid

Rising costs were also related to increasing fees,
utilization, and population accessing care (the annual
nunber of individuals accessing care had risen from 110, 000
to 136,000). He communicated that Al aska had experienced
"waterfall" from the recession in the Lower 48. He added
that FMAP had declined froma high of 67 percent down to 50
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percent based on the econony of the state; it was related
to unenpl oynent, overall econony, budget, and ot her.

Representati ve Edgnon surm sed that the FMAP change was the
nost si gni ficant driver of t he budget i ncrease.
Conmi ssioner Streur answered in the affirmative.

9:32: 35 AM

Representative WIlson wondered if it was true that Al aska
provided nore funding for better services to individuals
conpared to the Lower 48. Conmi ssioner Streur responded in
the affirmative,.

Representative WIson commented that individuals who nove
to Al aska because of its high quality services may not be
aware that the cost of living is also high

Comm ssioner Streur agreed that costs in Alaska were
different. For exanple, 47 of the 50 states paid a Medicaid
rei nbursenent rate that was |ess than Medicare; Al aska paid
at 140 percent of Medicare.

Representative Minoz asked whether the state had any
di scretion in how nmuch it contributed to Medicaid. She
asked whether the state's contribution would correspond
equally if the fornula automatically went up a certain
| evel .

Comm ssioner Streur responded that FMAP was established at
the federal level; if the state did not provide its set
percentage it would not receive the total federal match. He
explained that if a state decided to contribute $500
mllion instead of its designated $600 million, the federal
mat ch woul d be $500 million.

Ms. Whods added that FMAP rates for the various Medicaid
prograns were different. For exanple, there was a higher
federal participation rate for breast and cervical cancers;
I ndian Health Services was at a 100 percent participation
rate.

9:34: 54 AM
Ms. Whods addressed a chart that showed the departnent's

total budget growth for formula versus non-fornula itens
(the non-formula portion was shown in red and the fornula
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portion was shown in blue). She conmmunicated that DHSS
formula funding overall had risen gradually from 69.5
percent to 72.3 percent; the relative proportions of
formula and non-fornmula were close to the same even though
total costs for the departnent had been rising. She pointed
to a slight dip in the FY 08 and FY 10 budgets that had
been driven by the elimnation of fornula funded prograns
including the longevity bonus, senior care benefits, and
DSH [Disproportionate Share Hospital] paynment s. The
departnent had been asked to accept a $23 nillion
unal | ocated cut at the departnent level in FY 10 that it
chose to take in two of its Medicaid conmponents; therefore,
the formula portion of the budget had dropped slightly.

Comm ssi oner Streur clarified t hat DSH stood for
Di sproportionate Share Hospital; it was federal funding
received by the departnent that was matched by the state or
the hospital to offset the cost of charity care.

Ms. Wbods communicated that approximately one-quarter of
the DHSS budget was not formula funded. She pointed to a
pie chart on slide 23. Program Services made up the | argest
non-fornula portion of the budget at 14 percent, which
included admnistration and delivery of direct service,
public health, social services, and managenent of fornula
and grant prograns. O her non-fornula budget costs included
grant paynents at 7 percent; facilities costs for the
Al aska Psychiatric Institute, Juvenile Justice, and the
Al aska Pioneer Hones at 5 percent; and Adnministration at a
| ean cost [2 percent].

Ms. Whods addressed a graph generated by the Legislative
Fi nance Division (LFD) on slide 24. The graph denonstrated
the <changing proportions of fund sources wthin the
departnment's total budget. She pointed to a steady increase
in the general fund portion of the budget from FY 05 to FY
09; it had increased from 36 percent of total funds in FY
05 to approximately 50 percent in FY 09. She relayed that
percent ages were nuch nore stable from FY 09 going forward,
there was a slight dip in FY 10 and FY 11 due to ARRA
[ Aneri can Recovery and Rei nvestnent Act] funding.

9:38:35 AM
Conmi ssioner Streur turned to slide 25 that showed a view

of the proposed FY 14 budget conpared to the FY 13 budget.
He detailed that the budget had increased by approxi mately
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$20 mllion from $2.637 billion in FY 13 to $2.657 billion
in FY 14. He remarked that the amount was substantial but
that it was relatively small in a large budget. He stated
that the increase was representative of the departnent's
continuing drive to manage its funding.

Ms. Wods added that budget growh shown on slide 25
represented a 1.5 percent increase in fornmula funding and a
1.2 percent decrease in discretionary or non-formula
funding. She stressed that the dollar value increase
represented a dramatic drop from the prior year's figures.
She remar ked t hat t he budget was "car ef ul and
conservative."

Conmi ssioner Streur directed attention to slide 26, which
conpared the DHSS proposed FY 14 budget with the FY 14
adjusted base provided by LFD. He explained that the
conparison was reflective of the $9 mllion that had been
appropriated the prior year from al cohol tax; DHSS recorded
the data slightly differently than LFD. He provided
proposed budget highlights on slide 27. Medicaid growh was
approximately $11 mllion; he observed that the anmount was
relatively small conmpared to the $1.6 billion Medicaid
budget. Oher formula program growth included $4 mllion
for public assistance, and $900,000 for children's
servi ces.

Representative Holnes asked whether the [$11 mllion]
Medicaid growh was realistic or if a future supplenenta
request could be expected. She understood that the governor
was working to determ ne whether Medicaid expansion would
make sense for Al aska and wondered when the admnistration
pl anned to come forward with a recommendati on.

Comm ssioner Streur responded that he did not anticipate
needing to request supplenental funds for the current
Medi cai d popul ation. He believed DHSS could operate on the
budget it had presented; he would be happy to discuss it
further during the Medicaid presentation. He communicated
that DHSS continued to evaluate studies related to Medicaid
expansion; he was not entirely pleased with studies thus
far. He pointed additional studies the departnent was
evaluating including the Northern Econonmics study. He
needed to identify the population currently covered under
grants to determne how nmany would qualify for the 50
percent Medicaid "woodwork effect” or the 100 percent
Medi caid expansion if it were to be done. He furthered that
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if the state could save $80 mllion in state general funds
in grants by enrolling the individuals in Medicaid at a
cost of $36 million, the decision would be a "no-brainer";
however, there had been sone difficulty in establishing
whet her that woul d be the case.

9:43: 12 AM

Represent ati ve Hol nes asked when the departnent expected to
conplete and share the detailed study. Conm ssioner Streur
did not have an estimated date at present; he believed it
woul d be later in the current year.

Chair Neuman requested a copy of any information the
governor was examning related to Medicaid expansion under
t he ACA.

Representative Costello shared that the |I|egislature had
di scussed addressing chil dhood obesity in schools the prior
session. She stated that 3 out of every 10 children in
Al aska's schools were considered to be obese. She wondered
whet her any studies had been conducted to determ ne the
costs of childhood obesity to the state. She believed the
departnment's Healthy Futures program was wonderful and
queried whether DHSS had considered expanding it to all
school s throughout the state.

Comm ssioner Streur replied that schools had to be willing
to join in the Healthy Futures program He el aborated that
the departnment would continue to work with DEED to enli st
its support. The program had primarily been voluntary,
which he believed had contributed to its success. He
communi cated that DHSS had identified $1 million in the
current budget for fighting childhood obesity. He noted
that Kerre Fisher [director of the Division of Public
Health] and Dr. Ward Hurlburt [chief nedical officer for
the Division of Public Health] would be able to expound on
the topic. He acknow edged that nore could be done on the
issue. He believed that the state needed to be nore
aggressive on the issue, but that successful results of the
state's efforts needed to be shown. He added that effective
prograns existed and he anticipated that the $1 nmillion in
the proposed budget would help denonstrate their val ue,
which would allow DHSS to request a higher anmount the
foll ow ng year.

9:46: 08 AM
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Representative Costello was interested in pursuing how
departnents could work together to share their expertise.
She wondered whether there had been a recomendation to
DEED on the amount of physical education (PE) that children
shoul d have in school s. She  was concer ned t hat
adm nistrations were increasing the nunber of classroom
hours and decreasing PE tinme when schools failed to neet
adequate yearly progress. She stated that research showed a
m nd- body connection and that children benefited by being
active.

Comm ssioner Streur answered that DHSS was cautiously
communicating with DEED on the issue. He stated that
Comm ssioner Hanley was very involved in supporting the
program and others; however, he did not want to force the
issue on DEED. He relayed that the governor strongly
encouraged all departnments to work nore closely together.
He could provide a multitude of cooperative efforts that
were currently underway between departnents; working wth
DEED was one of the departnment’'s nost significant efforts.

Representative Gara comuni cated that he had been on a task
force in the past that worked to expand PE. He shared that
some schools w thout space for PE had inplenented daily
wal ks for students. He asked if the departnent believed it
was doing enough on the issue or if another task force
shoul d be devel oped to determ ne how to maxim ze nore PE at
t he | owest cost.

Comm ssioner Streur deferred the question to Dr. Hurlburt
who could provide an answer during a future presentation on
public health. He conmunicated that he would Iike to see an
expansi on of PE services because they worked, but he could
not currently provide a suggestion on |egislation.

Representative Gara asked whether the type of food served
in schools was encouraging obesity problens. Comm ssioner
Streur answered that the topic was probably beyond his
expertise; however, he believed there was significant room
to build the school lunch program For instance, he pointed
to the 10-year effort to reduce sodiumin school |unches by
40 percent and stated that it could be done overnight.

Representative Gara suggested the introduction of commttee

| egislation for a task force (or other) on school nutrition
and PE.
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Chair Neunman replied that the conmttee would see what
Comm ssioner Streur could go forward wth.

9:49: 51 AM

Comm ssioner Streur continued to highlight proposed budget
itens on slides 28 through 31. The budget included $2.25
mllion for the governor's Donestic Violence and Sexual
Assault initiative; $1.5 mnillion for the Child Abuse
Prevention and Treatnment Act (CAPTA) integration; and
$1.185 mllion for the Social Wrker dass Study, which
woul d "shore up" salary levels. Additionally, the budget
included noney for juvenile justice facility health
services to address increased costs; he discussed a
potential solution for significant savings that would
entail enrolling the kids in Medicaid to pay at a Medicaid
fee schedule wth general funds. Qher funding itens
included the Energy Assistance Program and health
information security/privacy conpliance and renediati on. He
enphasi zed the inportance of security and relayed that DHSS
had been fined $1.7 mllion fromthe Ofice of Cvil Rights
for a lost hard drive. The fine had resulted from the
departnment's failure to develop a corrective action plan to
prevent the problem from occurring in the future. He
nmenti oned deferred nmintenance budget itens that would be
el aborated on by DHSS divisions at a later tine. He
concluded with two final budget itens including phase two
of the Electronic Vital Record Registration System and the
second $10 million increment for phase two of the Bethel
Youth Facility Renovati on.

9:52: 20 AM

Chair Neuman t hanked Conmi ssi oner Streur for hi s
presentation. He enphasized the inportance of the issues,
whi ch accounted for nore than one-quarter of the state's
total operating budget. He noted that the subcomittee
woul d operate as a Conmittee of the Wwole on a year-round
basis. The subcomittee would spend a considerable anount
of tinme on each of the itens including school nutrition,
heal th centers, foster care, Medi car e, Medi cai d,
prescription drugs, and other. He observed that the
subcomm ttee would |l ook at what it could acconplish related
to formula and non-fornmula funding prior to budget
cl oseouts. Additionally, the subcommttee would |ook at
menbers' specific requests.
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Chair Neuman asked Amanda Ryder with LFD to address the
commttee. He communicated that M. Ryder would provide a
10-year |ook-back that would help illustrate where |arge
increnents resided in different areas of the departnent. He
believed the data would be helpful if it was necessary to
begi n | ooki ng at budget restraints.

AVMANDA RYDER, FI SCAL ANALYST, LEG SLATIVE FI NANCE DI VI SI ON

provi ded a packet of graphs from LFD (copy on file). The
presentation addressed funding for DHSS from 2005 forward.

The series of graphs detailed managenent plan and
suppl emental s regardi ng Medi caid. She pointed out slide 1:

"Departnent of Health and Social Services Share of Total

Agency QOperations." She agreed that the departnment's budget
increased by $717 nmillion in general funds. She inforned
the conmttee that LFD was asked to create a conparison of
resident workers. The departnent's budget was $4,014 per
resident worker wusing Departnent of Labor and Workforce
Devel opnent figures from 2010. She highlighted that LFD
created two conparisons, one for nmanagenent plan and
another from adjusted base. Gowth for managenment plan for
the departnent was 1 percent and 1.8 percent in adjusted
base.

9:55: 32 AM

Ms. Ryder noved to slide 2: "Departnent of Health and
Social Services (Al Funds)." She explained that personal
services or position costs conprised the |argest portion of
an agency's budget. She pointed out that the orange col ored
portion of the bar on the graph signified grants, which
were the majority of the departnent's budget. The mgjority
(80 percent) of the grants/benefit were categorized as
Medi cai d.

Chair Neunan asked the commissioner for a list of grants
and the anmounts. Comm ssioner Streur agreed to provide the
information to the commttee.

Ms. Ryder turned to slide 3: "Salary Adjustnment |ncreases
and Personal Services Costs." Personal services increased
by $144 mllion between FY 05 and FY 14. She enphasized
that the information provided included all funds as opposed
to general funds alone. The last bar on the graph summed
the change or increase due to salary adjustnments ($105
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mllion) and non-contractual personal services costs (%40
mllion).

Representative Gara asked for clarification regarding the
percentage of state funds and Medicaid. M. Ryder replied
t hat Medi caid conprised 80 percent of total funds.

Representative Gara asked about state funds. M. Ryder
replied that she did not have the exact figure, but would
imgine a "hefty proportion® of the departnment's general
fund budget was Medi cai d.

Representative Gara explained that he asked the question
because the legislature could not control federal funds.
Ms. Ryder responded that she would provide another graph
detailing the growth in Medicaid by appropriations |later in
her presentation.

9:58: 27 AM

Representative WIson asked whether growh resulting from
contracts could be tracked. Ms. Ryder replied that LFD did
not have the requested information in its budget system
She recomrended asking the departnent.

Ms. Ryder detailed slide 4: "Departnent of Health and
Social Services Budgeted Positions.”™ She noted that 280
positions had been added between FY 05 and FY 14 (an
increase of 8 percent). She discussed various position
addi ti ons.

Chair Neuman conpared slides 3 and 4. He asked if the costs
associated with the position increases included contractual
positions and benefits. M. Ryder responded that the vast
majority of the $144 nillion increase in position costs was
due to salary contractual adjustnents or bargaining unit
agreenent increases.

Chair Neuman surm sed that the increase was 3 percent to 4
percent per year. M. Ryder replied that the figure was
approximately 2 percent, but the exact figure depended on
the bargaining unit. She pointed out that FY 14 displ ayed
m ni mal i ncreases, because npbst bargaining units had not
been negotiated. Following a settlenent, the governor would
submt salary transactions to pay for the increases.

10: 03: 02 AM
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Chair Neuman queried the average salary of the departnment's
enpl oyees. M. Ryder did not have the information, but
offered to provide it at a |ater date.

Chair Neuman guessed the anount was $70 thousand or $80
t housand.

Ms. Ryder explained slide 5: "Appropriations within the
Department of Health and Social Services Forrmula and Non-
Forrmul a.”™ She infornmed Representative Gara that the chart
m ght answer the questions he posed earlier in the neeting
about Medicaid costs. The chart displayed the portion of
Medi caid in conmparison to that of behavioral health, public
heal th, and children's services.

Chair Neuman discussed grants. He understood that many of
the grants were provided to drug and alcohol abuse
treatment facilities. He wondered what the facilities
provided to the state. He advocated for a discussion
regarding the treatnment facilities' practicality.

Ms. Ryder continued with slide 6: "Appropriations within
the Department of Health and Social Services Formula and
Non- Formul a.” Medicaid displayed the fastest growi ng piece
of the budget. The departnent's total fund budget had grown
by approxi mately $1 billion.

Representative Gara understood that the cost of Medicaid
services and new applicants resulted in the increase
docunented in past years. He wondered if the newy
flattened curve was expected to conti nue.

Comm ssioner Streur responded in the negative. He noted
that Medicaid tended to flux in four-year cycles.

Representative Gara opined that Medicaid services costs
woul d not decrease, as unenploynent was presently |low He
wonder ed about obtaining | ower nedical services costs.

10: 08: 31 AM

Comm ssioner Streur replied in the affirmative. He agreed
that the rate of wunenploynent was at an all-tinme low He
pointed out that the incone |levels of the enployed Al askans
were nost inportant in relation to Medicaid. He stated that
many mlitary personnel enrolled in Medicaid because of
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their eligibility. He contended that Medicaid and
unenpl oynment were not connect ed.

Chair Neuman stated that the unenploynent |evels were |ow
because of the large capital budgets. He opined that state
incone levels would decrease with less oil production in
the future.

Ms. Ryder turned to slide 7: "Departnent of Health and
Social Services Total Funding Conparison by Fund G oup
Formula and Non-Formula." She stated that total funds
i ncreased by $979 mllion.

Ms. Ryder discussed slide 8: "Departnent of Health and
Soci al Services Percent of the Total Departnent's Budget by
Fund G oup."” She explained that the percentage of federa
funds was 56 percent in FY 05 and 47 percent in the FY 14
DHSS budget. The percentage of general funds was 36 percent
in FY 05 and 50 percent in the FY 14 budget.

10: 11: 26 AM

Ms. Ryder noved to slide 9: "H&SS Budget Conparisons (by
Appropriations). The graph displayed a separation of the
non-fornmula prograns to exenplify growth. Behavioral Health
increased by $47 mllion or 99 percent. Public Health
increased by $48 nmillion or 199 percent and Senior and
Disabilities Services increased by $23 mllion or 120
percent .

Ms. Ryder explained that LFD provided two conparisons. She
highlighted the term "adjusted base.” She explained that
LFD created a colum that included salary adjustnents and
transfers between appropriations. The colum was best
described as the "cost of doing business.” Wen funding was
added to the budget, the subcommttees would "go" from
adj usted base forward. She noted that it was best to have a
statew de decision nade by the full finance commttee. The
request was actually 1 percent greater for the Behaviora

Heal t h budget, when a one-time $9 mllion was renoved. The
conpari sons provided such information.

10: 14: 21 AM
V5. Ryder noved to slide 10: "Non- Medi caid Formul a

Appropriations.” She noted that only three appropriations
were classified as non-Medicaid fornula appropriations. She
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turned to slide 11: "Total Formula Appropriations.” She
expl ai ned t hat suppl enent al s nmust be i ncl uded in
di scussions regarding Medicaid; the previously discussed
reports were w thout supplenentals. The governor's proposed
budget did not include supplenentals, so LFD conpared
"managenent plan." She furthered that Mdicaid enconpassed
| arge supplenentals. Slide 11 detailed $100 million in
supplenentals for FY 05 and FY 06. The 9.1 percent growth
rate from FY 05 through FY 14 was the result of one-tine
fund source changes. She did not predict a conparable
gromh rate to continue. She clarified that Medicaid had
grown at $360 mllion (110 percent) between the FY 05 final
budget and the FY 14 governor's request; $134.8 nillion of
the increase was attributable to FairShare/ProShare, $75.2
mllion was attributable to FMAP changes, and $32.5 mllion
was attributable to rate rebasing.

10: 17: 48 AM

Ms. Ryder addressed slide 12: "Departnent of Health and
Social Services Continued Budget Gowth Conpared to 10-
Year Plan." She explained that the black dotted 1line
di splayed the departnment's projections. The green line
di spl ayed the projection with a continuation of the 9.1
percent annual growth rate. The graph included general
funds only. She repeated that nany one-tinme funds occurred
in the time period. She opined that the departnent's ten-
year plan was reasonabl e.

Ms. Ryder concluded with slide 13: "Departnent of Health
and Social Services Continued Budget Gowh Conpared to a
10- Year Plan (Al Funding)." The departnent's estinmates
and the LFD s continuation of the 5.2 annual growh were
cl osely aligned.

Representative Gara understood that the departnent
succeeded in flattening the increase. He asked if the
future increase was due largely to population growh. He
asked about the "driver" for the increase curve in the
future years.

Comm ssi oner Streur asked for question clarification.
Representative Gara observed that the flat curve segued
into an increased spending curve. He asked if the increase

was driven by population growth. Conmi ssioner Streur
suspected that the growmh was inflation and potentially
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popul ation related. He anticipated that nuch growth would
occur in the social services arena. He pointed out the
aggressive actions taken by the departnent to inprove
performance and "corral Medicaid."

10: 21: 18 AM

Chair Neuman believed that the hearing had identified many
i nportant issues for the subcommttee.

PETE ECKLUND, STAFF, REPRESENTATIVE ALAN AUSTERMAN, pointed
out a couple of slides that would help clarify questions
regardi ng adjusted base. He informed the commttee that all
subconm ttees were to start the budget review from adjusted
base. He pointed to slides 25 and 26 of the DHSS
presentation. He pointed out the total funds and managenent
plan in the anmnount of $2.637 billion (slide 25). The
governor's request was $2.657 billion, which represented a
difference of approximately $20 million. The conparison was
valid, but he clarified that subcomm ttees began eval uation
on slide 26, which detailed adjusted base. He noted that

LFD added contractual increases and subtracted from
management pl an. The subcommittee would observe a
governor's increase of $37 mllion. He stated that the

conmi ssioner's conparison was valid, but the subconmttee
woul d view the conparison differently.

HB 65 was HEARD and HELD in commttee for further
consi derati on.

HB 66 was HEARD and HELD in commttee for further
consi derati on.

#

ADJ OQURNIVENT

10: 23: 41 AM

The neeting was adjourned at 10:23 a. m
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