HOUSE FI NANCE COWM TTEE
March 13, 2013
9:01 a. m

9:01: 40 AM

RECONVENED: CONTI NUATI ON OF RECESSED MEETI NG ON 3/13/13.

CALL TO ORDER

Co-Chair Austerman called the House Finance Commttee
neeting to order at 9:01 a. m

VEMBERS PRESENT

Representati ve Al an Austernman, Co-Chair
Representative Bill Stoltze, Co-Chair
Representati ve Mark Neuman, Vice-Chair
Representative Ma Costello
Representati ve Bryce Edgnon
Representative Les Gara

Representati ve Lindsey Hol nes
Representative Scott Kawasaki, Alternate
Representati ve Cat hy Minoz
Representative Steve Thonpson
Representative Tanm e WI son

VEMBERS ABSENT

Representative David Cuttenberg

ALSO PRESENT

Pet e Ecklund, Staff, Representative Al an Austerman

SUVVARY

HB 65 APPROP: OPERATI NG BUDGET/ LOANS/ FUNDS
CSHB 65(FIN) was REPORTED out of commttee with a
"do pass" reconmendati on.

HB 66 APPROP: MENTAL HEALTH BUDGET

CSHB 66( FIN) was REPORTED out of commttee with a
"do pass" reconmendati on.
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#hb65
#hb66
HOUSE BI LL NO. 65

"An Act meking appropriations for the operating and
| oan program expenses of state governnment and for
certain progr ans, capitali zing funds, amendi ng
appropri ations, and making reappropriations; and
providing for an effective date."

HOUSE BI LL NO. 66

"An Act meking 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."

9:01:40 AM

Co-Chair Austerman directed the commttee's attention to
the new CS for HB 65.

Co-Chair Stoltze MOWED to ADOPT the proposed conmttee
substitute for HB 65, Wrk Draft (28-CGHL799\P) as a working
docurnent. There being NO OBJECTI ON, the CS was ADOPTED.

PETE ECKLUND, STAFF, REPRESENTATI VE  ALAN  AUSTERMAN,
addressed the changes in the new CS. He believed that all
t he anendnents that had been adopted the prior day had been
properly incorporated into the CS; in addition, there were
several small and conform ng technical anmendnents nmade by
the drafters. He pointed to an operating budget agency
summary from the Legislative Finance Division (copy on
file) and directed the conmittee's attention to the first
page of the summary, which was labeled "A " He discussed
the "2013 nmnagenent plan to House conparison” colum and
related that the agency operations costs in the new CS for
HB 65 were $40, 250,100 bel ow the 2013 nanagenent plan; $36
mllion of that anobunt was hollow recei pt authority, making
the real dollar figures of the CS $4, 250,100 under the
managenent plan in CGeneral Funds for agency operations. He
pointed to the colum |[|abeled "House" and explained that
the bill's statewwde total on the bottom represented
$6, 495,336,800 in  Ceneral Funds. He directed the
commttee's attention to report "B" on page 3 of the agency
summary, specifically to the House colum, which depicted
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t he nunmber and | anguage in all funds. He related that HB 65
totaled $8,222,398,900 in nunbers and |anguage for all
funds for agency operations; the addition of statew de
itens increased the total to $9, 809, 291, 500.

9: 05: 29 AM

Co-Chair Stoltze MOVED to REPORT CSHB 65(FIN) out of
commttee with individual recomendati ons.

Representati ve Gara OBJECTED for the purpose of discussion.

Representative Gara expressed concern about the budget and
offered that it was designed to sone form of the governor's
oil -tax proposal. He thought that the budget would cause
nore harm to the state than the commttee realized and
referred to the testinony against the statew de education
cuts. He warned that if the cuts to education continued,
people mght not want to raise their children in Al aska;
however, this could be avoided if the state was able to
reverse its current course of school and school staff cuts.
He pointed to mnority efforts to work to reverse sone of
the budget cuts. He acknow edged that there was pressure
from the governor on those who supported his agenda to cut
t he budget substantial ly. He not ed t hat he and
Representative Kawasaki had offered sone cost savings and
hoped to find some additional cost savings in superfluous
areas while examning the Departnent of Health and Soci al
Servi ces (DHSS) budget over the comng summer. He offered
that the state had vastly inadequate services for
individuals with enotional disturbances and disabilities,
mental health problens, autism and those at risk of
sui ci de. He acknow edged the pressure that commttee chairs
were under to find cuts to the budget, but disagreed with
the $8.3 million cut to substance abuse, nmental health, and
enotional disturbance funding that would result froma vote
the prior day.

Representative Gara pointed out that the $8.3 nmillion in
funding would not be in the base funding in a year's tine.
He offered that there would be an attenpt to use funds from
the budget to supplenent the substance abuse, nental
health, and enotional disturbance funding for one nore
year, but stated that this did not represent the "hand"
that he wanted to lend to those in the greatest need. He
expressed his displeasure at the budget cuts to Pre-K
education funding. He stated that Al aska's Pre-K pilot
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program was now in its fourth year, had been proven to
work, and served 2 percent of state's Pre-K education-
el igible population; exclusive of the federally funded Head
Start program other states served 28 percent of the sane
popul ati on. He expressed concern that Al aska could end up
becom ng an "education backwater." He conceded that a | ot
of nmoney in the budget had gone into education, but offered
that the funding would go into areas other than the
classroom such as state-enployee retirenment and school
transportation. He referenced the cuts to "virtually" every
school district in the state. He discussed a cut of
$400,000 to the Al aska Infant Learning Program and shared
that the program was an inportant effort to screen people
with autism hearing problens, and vision problens and was
not an area where funding should be cut. He stated that he
was always happy to cut waste and that Al aska needed to
find waste to cut; however, the current budget was not one
that he could vote for.

Representative Gara appreciated that people had been
willing to listen and had been polite during the budget
formul ati on process. He pointed out that the prior 4 years,
the legislature had been able to forrmulate a budget that
many in both parties could agree with, but offered that the
differences were too vast in the current year. He expressed
di sappointnent that he and Representative Kawasaki had
voted for nost of the majority amendnments; however, despite
their strong logic, they had been unable to gain funding
support for Pre-K, education, behavioral health, or infant
| earning. He asserted that bi-partisanship had to go both
ways and offered that the "raw' vote against every mnority
amendnment made himrealize the extent of the divide between
the philosophies in the commttee. He reiterated that he
could not vote for the budget. He reported that he believed
that the state should be doing everything it could to
create opportunity for the next generation, but that the
budget did not reflect those beliefs.

9:13: 37 AM

Representative Gara surmsed that Vice-Chair Neuman had
been shoul dered wth making the hardest cuts of any of the
subconmittee chairs in the DHSS budget. He pointed out that
DHSS had the largest budget and related that Vice-Chair
Neuman had preserved the integrity of nost of the efforts
to help people who faced severe problenms in Al aska;
however, he did not agree with the behavioral health cuts
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or using sone of the supplenental funds to reverse sone of
the shortages by covering a one-tinme paynent. He offered
that the sonme areas in the DHSS budget did not need to be
cut so drastically. He appreciated that other nenbers were
collegial during the process and stated that sonetines
there were sinply differences in philosophy. He stated that
the voters elected the people who they agreed with and that
not every district was the sane.

Co- Chai r Aust er man responded to coment s made by
Representative Gara and related that sonme nenbers of House
had spent the past 5 years attenpting to get the
|l egislature to sit down and have the conversation about
what would happen when the state was getting close to
falling off of a fiscal cliff; there had been very little
traction anong the |legislative body to take a hard | ook at
where the state would be financially in the future, which
was where it now found itself. He agreed wth
Representative Gara that both parties had been able work on
the budget together the prior 4 years, but observed that
there had al so been a surplus of noney in during that tine
and that the state had been able to save; wthout the
proper planning of where the state would be in the future,
the | egislatures had spent because the noney was there. He
poi nted out that the Departnment of Revenue had stated that
Alaska was in deficit spending and that he believed the
departnment. He discussed the need to grab and nmaintain
control over state spending and offered that the budget
before the comm ttee acconplished that

Co-Chair Stoltze thanked Co-Chair Austerman, as well as the
subcomm ttee chairs and nenbers for their work on the
budget. He pointed out that Vice-Chair Neuman had chaired
11 hearings and that Representative Costello had chaired 8
commttee neetings for the Departnent of Commer ce,
Community and Econom ¢ Devel opnent and the Departnent of
Nat ural Resources budgets; these conmittees had held the
nost neetings and a significant nunber of the issues that
had arisen fell under their purview. He offered that the
debate was about $4 mllion less than the previous year and
stated that a 4 percent reduction was not a slowdown or a
shutdown. He pointed to the nearly $10 billion operating
budget and asserted that it was not sustainable. He stated
t hat the budget process would only becomng nore
scrutinizing as the state was facing a steady revenue
decl i ne.
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Co-Chair Stoltze pointed out that sone people were confused
with the discussions that occurred in government and why
the budget could not be trimmed. He referenced questions
that the press had asked himregarding if he was surprised
that there were 75 to 100 people present to testify on the
budget during public testinony, but offered that a |ot of
those people were active participants in the process every
year; furthernore, there were 10,000 to 20,000 people in
his district that that could not be present to testify
because they were driving 100 mles round trip to work and
were wondering why the state was not getting control of the
budget. He reiterated that a $4 mllion reduction did not
represent a "draconian" cut and pointed out that the budget
process would only get tougher. He surm sed that Al aska was
facing sone tough decisions and that it would be difficult
for the state to sinply maintain a zero growh budget to
hold the Iline where it was. He pointed out that the
cormittee had disagreed with the governor and had denied
sone of the admnistration-supported increases that the
commttee felt did not fit its plan of sustainability. He
observed that the budget the conmittee had approved was not
even sustainable, but was neant to "turn the corner."” He
warned that the state was in for tougher times regarding
its budget.

9:20: 43 AM

Vi ce-Chair Neuman stressed that the state's incone revenue
had beconme less than its bills and that it was facing a
difficult situation for the first time in nmany years. He
related that working with the DHSS budget had given him
sone different insights. He pointed out that there were
indicators of the broader econony within the DHSS budget
and reported that the nunber of people on food stanps went
from 20,000 to 40,000 from 2008 to 2012. He enphasi zed t hat
the increase had occurred when the state had $3 billion
capital budgets. He shared that the state did not have
enough noney for capital budgets and that although it had
nmoney in savings, it did not have enough to pay its bills.
He related that the DHSS budget would be the first budget
to start to feel the effects of the econony and that when
people did not have jobs, there was growh in spousal
abuse, the sexual abuse of mnors, alcohol abuse, and drug
abuse; he offered that the next departnents to feel the
effects would be the Departnent of Public Safety and the
Department of Corrections. He pointed out that if the state
did not arrest the growth in the operating budget and cover
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its costs wthout taking noney out of savings, there would
be a progressivity factor in the budget that would grow
hi gher every year.

Vi ce-Chair Neuman believed the state needed to be able to
do large capital projects such as bridges, danms, interties,
and pipelines in order to reduce the risk assessnent for
private industry that was interested in investnent in
Al aska and create jobs. He shared that the state needed to
use every tool in order to attract private industry to
invest in Alaska and help create jobs. He pointed out that
taki ng nmoney out of savings would affect the state's bond
rating and referenced that the state had obtained its |ast
general obligation bonds at a very good rate with its AAA
bond rating. He explained that bonding agencies realized
that 90 percent of the state's incone was tied to oil that
had been declining at a rate of 6 percent to 7 percent for
nore than 25 years and pointed out that the decline had
been masked by the increases in the price of oil. He stated
that taking out of savings would affect the state's bond
rating and its ability to partner with private industry to
produce the large capital projects that would create jobs.
He offered that people would rather have a job than to be
using food stanps and opined that the growh in the
operating budget was a cunul ative ball that would hurt the
state in the future.

Vice-Chair Neuman continued to speak to the operating
budget. He shared that trying to cut prograns for nentally
di sabled children, handi capped i ndividual s, or senior
citizens had been extrenely difficult. He related that the
cuts were needed to avoid even nore drastic cuts further
into the future. He discussed the $8.3 mllion in cuts
referenced by Representative Gara and indicated that the
funding was noney that was not being used in prograns at
the current tinme. He pointed out that things would get
wor se and spoke to the rising cost of nedical services. He
ref erenced i nformation i ndi cating t hat t he aver age
Al askan's entire paycheck would go towards covering nedica
costs by the year 2037. He stated that there was a |ot of
work ahead of the state and that some statutory changes
m ght have to be nmade. He noted that he would work in the
comng summer to come up with some different concepts on
sonme possible changes to statutes. He pointed out that the
items he had worked on were all proposed cuts in the
governor's budget and stated that while the conmm ssioners
of DHSS and the Departnent of Transportation and Public
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Facilities were not happy about the cuts, they had all
wor ked together on the budget. He stated that the reduction
woul d help make the future even |ess painful regarding the
budget and asserted that doing nore in the current year
would help in the future. He related that 28.3 percent of
the people in Mat-Su received sone form of assistance and
that in Western Al aska that percentage was 78 percent to 80
percent. He spoke to the need to create jobs through
private industry. He supported the budget and offered that
while he would have |iked to support some of the ideas from
t he previous day, had been unable to because of the deficit
node that the state was in. He expressed the need to
protect the future of the Al aska's children.

Co-Chair Austerman agreed that jobs would be a critical
conponent of making sure that Al aska remained healthy, but
clarified that |eaving noney over for capital projects was
not part of the structural conponent of building the
operating budget; the process was fornmed around the
operational budget itself, as well as the ability to carry
forward and nanage that budget. He further explained that
the operating budget was not tied to figuring out how to
save noney for capital projects.

Vice-Chair Neuman affirnmed the comments of Co-Chair
Austernman. He clarified that he nmeant that it would be a
good thing to give people jobs and try to attract private
i ndustry that could create jobs from our resources.

Representative WIlson clarified that she did not nmake any
cuts based on a bill. She stated that the commttee tried
to nmeasure a progranis success based on infornmation
garnered from the different departnents and decide on
whether to continue prograns or start new ones. She
expressed frustration that prograns were started and that
school districts and other entities were given the
understanding that the state would be able to offer every
program for free, which was not a possibility. She offered
that there had to be a commtnent on both sides that showed
a desire for programs to work. She spoke about the need for
accountability and queried if the state should continue to
conpete with the private sector in Pre-K education. She
opined that it was misleading to use figures that showed
the percentage of Pre-K eligible students in the Al aska
that were in prograns and offered that the state had nmany
great prograns that were not in the public sector;
furthernore, there were head start progranms that were
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federally funded that were not accounted for in sone of the
figures.

Representative WIlson offered that Al aska was taking care
of its students not only through prograns, but also through
parents who worked on a one-on-one basis that was not
nmeasured in prograns. She stated that Alaska took
education, from Pre-K to beyond post-secondary, very
seriously. She offered that although it should have been
doing so all along, the state was a point where it had to
make an accountability measurement for grant funding that
determined what the state was getting for its noney, as
wel | as whether it was sonething the private sector should
be doing; she nused that if the state asked that question
nore often, it mght find that the private sector could not
only offer sonme of the services nore affordably, but could
also offer a better quality of service. She pointed out
that she worked on the education budget year-round, which
i nvol ved | ooking at the prograns, as well as talking to the
districts and parents regarding what was inportant and how
to acconplish it. She pointed out that the next year's
budget process would be nore difficult and that the formula
progranms woul d be exam ned because that was where nost of
t he noney resided. She spoke about how difficult it was to
make the current cuts, but offered that it would result in
things being easier the following year. She wanted the
public to be aware that Alaska was going into its savings
wth the current budget and that the state was spending
nore noney than it was earning in revenue. She concl uded
that the state needed to stop spending nore than it was
maki ng.

9:33: 03 AM

Representative Gara wanted a clarification on the record
He understood di sagreenent on the issues, but asserted that
there was nothing said prior to the last speaker's
statenent that was m sleading. He explained that the | ast
speaker nmay have disagreed with certain things that were
said, but that there was nothing msleading about the
statenents. He requested that the issues be argued based on
merit.

Representative Minoz pointed out that each commttee had
exam ned the 10-year annual growth of the budget and that
the average growth had been between 4 percent and 7 percent
for each departnment per year. She related that a 4 percent
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to 7 percent growmh rate per year was not sustainable,
particularly given the declining oil production each year
She enphasi zed that the budget "held the line" and did not
represent a lot of cuts from the prior year's budget. She
felt that the budget was responsible and the cuts were
absolutely necessary, despite the difficult discussions in
subcomm ttee. She discussed the cuts to the behavioral-
heal th grant funding and offered that it was the area that
public was the nost vocal on. She was confortable with the
budget because the $9 mllion in increases that DHSS had
received the previous year could be applied towards the
$8.3 mllion behavioral grant line itemin the FY14 budget;
she was confortable voting yes on the budget, know ng that
those prograns would be protected. She explained that the
| egislature would have to opportunity the next year to
reexamne that $8.3 nillion allocation and have a
di scussion about noving forward with the obligations. She
stated that the budget's $2 mllion in funding for the Pre-
K pilot project was a continuation and was the same anount
that had been funding the previous 3 years. She clarified
for the record that the Pre-K funding did not represent a
cut.

9: 35: 58 AM

Co-Chair Austerman agreed with the majority of the coments
provided. He noted that there were a l|lot of enotional
i ssues involved in the discussion and that the state had to
take a hard look at slowing and controlling its budget
after 10 years of growh. He related that due to the timng
that it took to nmake changes within an operating budget

the process woul d becone harder each year. He appl auded the
governor for producing a budget that controlled growmh. He
t hought that the governor's budget represented 0.8 percent
in gromh from the previous year and conpared that to the
prior 10-year average of 6.5 percent growmh per year. He
explained that the governor had started the process of
gaining control of the budget and that the commttee was
taking a bit harder |ook than the governor had done. He
relayed that the current budget's total was still larger
than the previous year and opined that it would probably
need to be reduced even further in subsequent years. He
believed the upcomng years would be nore difficult and
t hanked commttee nenbers for all of their work on the
issues. He stated that the process that Vice-Chair Neuman
had started with DHSS woul d be continued and that the ful

House Finance Conmmttee would neet during the interim to

House Fi nance Conmmittee 10 03/13/13 9:01 A M



di scuss the direction that DHSS woul d take. He stated that
the current budget did not contain everything and that
there were wunion contracts and other itenms that were
anticipated to nmake the budget grow nore. He observed that
the Senate woul d al so exam ne the budget and may opt to put
itens back in.

Representative Gara W THDREW hi s OBJECTI ON

There being NO further OBJECTIQON, CSHB 65(FIN) was REPORTED
out of commttee with a "do pass" reconmendati on.

Co-Chair Stoltze MOWED to REPORT CSHB 66(FIN) out of
commttee with individual recomendati ons.

Representati ve Costell o OBJECTED for discussion.

Representative Gara assuned that there had not been any
changes nmade to HB 66 since it had been introduced by the
governor's office.

Co-Chair Stoltze explained that the 1 change was a
conferancable action that was on page 8 of bill. He
expounded that the action had been randomy selected and
that it was a customto have a conferancable item

Representati ve Costell o W THDREW her OBJECTI ON

There being NO OBJECTION, CSHB 66(FIN) was REPORTED out of
commttee with a "do pass" recommendati on.

#
ADJ OURNVENT

9:40: 46 AM

The neeting was adjourned at 9:40 a. m
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