HOUSE FI NANCE COW TTEE
March 22, 2016
1:31 p.m

1: 31: 27 PM

CALL TO ORDER

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

VEMBERS PRESENT

Representati ve Mark Neuman, Co-Chair
Representati ve Steve Thonpson, Co-Chair
Representati ve Dan Saddl er, Vice-Chair
Representati ve Bryce Edgnon
Representative Les Gara

Representative Lynn Gattis
Representative David Guttenberg
Representative Scott Kawasaki
Representati ve Cat hy Minoz
Representative Lance Pruitt
Representative Tanme W/ son

VEMBERS ABSENT

None

ALSO PRESENT

Stacie Kraly, Assistant Attorney General, Departnent of
Law, Andrew Peterson, Attorney, Medicaid Fraud Control
Unit, Departnent of Law, Doug Jones, Manager, Medicaid
Program Integrity Section, Departnment of Health and Soci al

Servi ces; Lynne Keil man- Cruz, Health Program Manager,
Department of Health and Social Services; Jerry Burnett,
Deputy Conm ssioner, Treasury Division, Department  of
Revenue; Dan Stickel, Assistant Chief Econom st, Tax

Division, Departnment of Revenue; Jane Pierson, Staff,
Representative Steve Thonpson; Representative Cathy Minoz,
Sponsor; Keith Constock, CEO, Juneau Hydropower Inc.; Mary
Becker, Mayor, Juneau; Rodney Hesson, |BEW Juneau; Wayne
Zigarlick, General Mnager, Coeur Al aska, Kensington M ne.

PRESENT VI A TELECONFERENCE
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John Springsteen, Executive Director, Alaska Industrial
Devel opnent and Export Aut hori ty; Sarah  Fi sher- Goad,
Executive Director, Al aska Energy Authority, Department of
Commer ce, Community and Econom ¢ Devel opnent .

SUMVARY
SB 74 MVEDI CAIl D REFORM  TELEMEDI CI NE; DRUG DATABASE

SB 74 was HEARD and HELD in commttee for further
consi derati on.

HB 143 Al DEA BONDS, LOANS, FUND; AEA LOAN

CSHB 143(FIN) was REPORTED out of conmittee with
a "do pass” recommendation and wth one
forthcom ng zero fiscal note from the Departnent
of Commerce, Community and Econom c Devel opnent.

PRELI M NARY SPRING 2016 REVENUE FORECAST, DEPARTMENT OF
REVENUE

Co- Chair Thonpson relayed that the topics being covered for
SB 74 included fraud, false clains, and penalties.

1: 32: 31 PM

#sb74
CS FOR SENATE BILL NO. 74(FIN) am

"An  Act relating to diagnosis, treat ment, and
prescription of drugs wthout a physical exam nation
by a physician; relating to the delivery of services
by a licensed professional counselor, narriage and
famly t her api st psychol ogi st, psychol ogi ca

associ ate, and social worker by audio, video, or data
comuni cations; relating to the duties of the State
Medi cal Board; relating to limtations of actions;

establishing the Al aska Medical Assistance False Caim
and Reporting Act; relating to nedical assistance
prograns adm nistered by the Departnent of Health and
Social Services; relating to the controlled substance
prescription database; relating to the duties of the
Board of Pharmacy; relating to the duties of the
Depar t ment of Commer ce, Comuni ty, and Econom c
Devel opnent ; relating to accounting for program
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receipts; relating to public record status of records
related to the Al aska Medical Assistance False Caim
and Reporting Act; establishing a telenedicine
business registry; relating to conpetitive bidding for
medi cal assistance products and services; relating to
verification of eligibility for public assistance
prograns adm nistered by the Departnent of Health and
Social Services; relating to annual audits of state
medi cal assistance providers; relating to reporting
over paynent s of medi cal assi st ance paynments;
establishing authority to assess civil penalties for
viol ati ons of nedical assistance program requirenents;
relating to seizure and forfeiture of property for
medi cal assistance fraud; relating to the duties of
the Depart nent of Health and Soci al Servi ces;
est abl i shing nmedi cal assi st ance denonstrati on
projects; relating to Alaska Pioneers' Hones and
Al aska Veterans' Homes; relating to the duties of the
Departnment of Administration; relating to the Al aska
Mental Health Trust Authority; relating to feasibility
studies for the provision of specified state services;
anending Rules 4, 5, 7, 12, 24, 26, 27, 41, 77, 79,
82, and 89, Alaska Rules of G vil Procedure, and Rule
37, Alaska Rules of Crimnal Procedure; and providing
for an effective date."

1: 32: 31 PM

STACIE KRALY, ASSISTANT ATTORNEY GENERAL, DEPARTMENT OF
LAW would be reviewing the provisions in SB 74 having to
do wth false clains, over paynent s, and fraud and
penalties. She explained that SB 74 addressed 3 nmjor
themes outside of the inportant reforns that M. Shaddock
had testified to in the previous day. The thenes included

the false clains act, over paynent s, and fraud and
penalties. She stressed the inportance of these provisions
to the overall admnistration of the Medicaid Program

Integrity (MPI) system for the Medicaid program The
proposal in SB 74 was designed to give the Departnent of
Heal th and Soci al Services and the Departnent of Law a nore
conplete range of options when dealing wth provider
conpliance. The tools allowed for the differentiation
between fraud and false clains and it also allowed for both
crimnal and civil enforcenent of providers who violated
programrul es.
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Ms. Kraly relayed that she would be wal king the commttee
through a nore detailed overview of the False Cains Act.
The False Cains Act could be found in Section 4 of the
bill. The bill contained a nunber of different anendnents
to the Alaska Admnistrative Code that identified the
additional civil action she had discussed the previous day.
The first section talked about false <clains and the
associated civil penalties. In reviewing the bill penalties
for false clains they could not be |less than $5500 and not
nore than $11,000 or 3 tines the amount of the actual
damages. The provision also allowed for the paynment of
reasonable costs and fees for a prevailing party under a
false claim act. The Attorney General was an integral part
of the false <clainms provisions in the bill primarily
relating to the process of an individual bringing a claim
forward and the attorney general being served with a
conplaint. The attorney general would investigate the
claim The statute contenplated giving the Attorney General
Subpoena authority and providing other investigative tools
to evaluate the nerits of the wunderlying case brought
forward

Ms. Kraly continued with her testinony. Upon the conpletion
of their investigation, the attorney general would have to
take one of three actions: They would have to intervene in
the matter, notify the court that they were not intervening
in the matter but were allowng the private plaintiff to
continue with the lawsuit, or they would nove to dismss
the case. Sonme of the additionally inportant provisions of
the bill included identifying the incentive for individuals
to conme forward in identifying false <clains. |If the
attorney general intervened in a case the realtor or the
private plaintiff would be awarded 15 to 25 percent of the
overall recovery. If the attorney general deferred and did
not go forward the individual would be entitled to 25 to 30
percent of the total award but there was also a provision
in the bill that stated that if the individual that cane
forward was sonmewhat conplicit in the false claimthere was
a provision that allowed reducing the recovery for that
conmplicit individual. It also provided that iif the
i ndi vidual was ultimately convicted of Medicaid fraud they
woul d not be entitled to any recovery.

Ms. Kraly reported that there were certain actions that did
not constitute false clainms including matters already
famliar to the Departnment of Law or to the DHSS and
actively being investigated for an ongoing fraud case.
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O her matters were listed within the statute that woul d not
be considered false clains. The statute contenplated that
the state would not be liable for attorney's fees and ot her
expenses in a situation where a false claim was brought by
a private plaintiff. The plaintiff would be entitled to
their fees and costs and the state would be entitled to its
fees and costs. The two did not m x.

Co- Chair Thonpson acknow edged Representative Minoz at the
tabl e and Conmi ssi oner Davi dson in the audi ence.

1:37:41 PM

Representative Gara nentioned that to save noney the state
encouraged a private party to hire a private attorney
rather than the attorney general's office handling anti-
trust, consuner protection, and other public interest cases
If the private party prevailed they would receive ful
attorney fees, an incentive of sorts. He wondered whether
full attorney's fees would be paid to a private individua
that hired a private attorney and prevail ed under SB 74.

Ms. Kraly responded in the negative. The fees awarded under
the provision were those provided under GCvil Rule 82, a
per cent age based upon the type of litigation that occurred.
If litigation was settled a person would receive 20
percent. If a case went to trial a person would receive 30
percent. There were enhancenents. For exanple, there could
be a provision where a person could get higher fees if it
was not tied to the public interest litigate statute.

Representative Gara suggested that there were a nunber of
areas where private individuals were entitled to ful

attorney's fees including consunmer protection and unfair
trade practices. It was called privatizing the attorney
general and saved the state noney. He asked that she
consider the practice and wondered why it was not in the
| egi sl ation. He thought it would save noney for the state.

Ms. Kraly would look at his suggestion. However, she
thought Cvil Rule 82 was sufficient to incentivize the
servi ces because of the enhanced recoveries the plaintiffs
stood to receive. Trouble danages and penalty provisions in
the recovery portion were already included. The Departnent
of Law advocated that full fees were needed to incentivize
private plaintiffs. In addition, anot her reason the
departnment did not think it was necessary was because the
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attorney general had the ability to take, differ, or
dism ss a case. In nany cases the tool would be used as an
enforcement nmechanism She did not feel there was a | ack of
incentive for bringing these cases forward because of
damages. However, the departnent would ook at the full fee
section.

Co- Chair Thonpson relayed that Representative Pruitt had
j oi ned the neeting.

1:41: 25 PM

Co- Chair Neuman asked about the source of funding to pay an
i ndi vidual a percentage of the total anmount of a false
claim recovery. He wondered if the paynent was issued from
state or federal funds or both.

Ms. Kraly indicated that each state handled it differently.
Sonme states took the recovery off the top and then split
the difference. Oher states took the share from the
percentages. The Department of Law would need to discuss
the issue with the Ofice of Inspector GCeneral. She
indicated that what was being considered was that the
recovery would conme off the top and then the split would
conme fromthe remaini ng anount .

Co- Chair Neuman assuned that it would split equally.

Ms. Kraly corrected Co-Chair Neuman. She relayed that the
split was not equal between the state and the federal
government. If this provision in the bill was adopted and
approved by the Ofice of Inspector Ceneral at the federa
| evel then the state would receive an enhanced match for
the recoveries. There was a 10 point swing instead of a
50/50 match. In other words, it would be a 45/55 match in
the federal rules governing the false clains act. Regarding
a private plaintiff, the recovery was split between the
state and federal governnent. It was outlined in the
provisions of the bill because the departnent felt it was
part of the ultinmate judgenent that would occur at the
trial level. She confirmed there was an enhanced match for
the state and the state would receive nore noney if the
| egislation passed and was approved by the federa
gover nnent .

Co-Chair Neuman reiterated her answer that the recovery
cane off the top and was split 45/55. He did not see the
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information reflected in the bill. He wondered why it was
not expressly identified. He asked if it was already in
state statute.

Ms. Kraly relayed that the split was set forth in federa
| aw. Once approval cane through the Ofice of Inspector
General it would be in federal law. As far as the other
adj ustnent, she could look into identifying it and it could
be added to the |egislation as an anendnent.

1: 44: 54 PM

Representative Gara suggested that there was a rule in
public interest cases, such as fraud, that if the state
prevailed it would receive full attorney's fees and costs.
He wondered if there was a reinbursenent for the state in
the statute if the state prevailed in a fraud case.

Ms. Kraly responded in the negative. She informed him that
the rules for attorney's fees were governed under the civil
rules under Rule 82. It would be sonething the Departnment
of Law would have to look at if it was the will of the
conmittee.

Representative Gara thought that w thout the two provisions
it would cost the state a significant anmount of noney.

Representative WIson wondered about how difficult it would
be to reverse the legislation in the future.

Ms. Kraly responded that the state did not need federal
approval to pass the legislation. The state would need
federal approval of the framework of the False Cainms Act
within the provision. If it was approved the state would
get the enhanced match of a 45/55 split. If the federal
governnent did not approve it the split would remain a
50/50 split. If, in 2 to 3 years when the private plaintiff
provi sions were sun-setting and the false claim provision
was not doing what it was intended to do, the state could
repeal the provisions without a penalty from the federal
government for not having them They were not required.

1:46: 55 PM

Vi ce-Chair Saddl er asked about the potential benefit to the
state for allowing private plaintiffs to proceed with the
100 percent reinbursenment. He noted that M. Kraly had
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nmentioned that other states did things differently. He
wondered if the DOL had done review of states that m ght
have noved entirely to the privatization of the prosecution
of Medicai d fraud.

Ms. Kraly explained that the state, under the federal
Medicaid act the state was required to have a Medicaid
Fraud Control Unit (MFCU), a separate and distinct
enforcement arm from the DHSS. The way it was set up in
Al aska, as well as nobst other states, it was within the
DOL. M. Peterson's office was through the Ofice of
Special Prosecutions and Appeals. He had a team of
individuals that worked on Medicaid fraud wunit. The
departnment decided to place the false <claim provision
within the MCU for a couple of reasons should the
| egislation pass. The first reason was that as a Medicaid
fraud wunit they would receive an enhanced match for
adm nistrative costs. For every dollar the state paid for
Medicaid fraud, the federal government would pay 75
percent. The state would have to conme up wth the 25
percent match. There were other ways to use the recovery
funds through dedicated receipts to use the noney the unit
was recovering to backfill the state match. She concl uded
that it was alnost a zero sum gane for the provision. She
had worked closely with M. Peterson had worked closely
over the course of the previous 6 nonths on the provisions
and he had | ooked at many other states and talked to other
Medicaid fraud units doing the sane work. M. Peterson
woul d be able to provide additional detail.

Ms. Kraly told of a final provision which was the enpl oyee
protection against retaliation. There were very stringent
whi st| ebl ower protections within the act that allowed an
i ndi vi dual working for an enrolled provider to cone forward
and to identify and report fraud w thout being ostracized
by their current enployer or with other enployers. There
was an incentive and a whistleblower protection in place,
critical conponents of any false claim provisions. |In
summary, the provisions she discussed were critical to
enhance and provide additional tools and a neans for the
DOL and the DHSS to have a robust program integrity system
to ensure provider conpliance wth program rules. She
t hought it would be helpful for the cormittee to hear from
certain individuals including Andrew Peterson, Doug Jones,
and Lynne Keilman-Cruz. They would walk through the
spreadsheets and explain how the system currently worked as
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a fraud case, an overpaynent case, or a sanctioned case and
how t he provisions would help themto nake a better system

1: 50: 32 PM

Co- Chair Neuman asked about the whistlebl ower provision and
t hought there would be a plethora of conplaints by the
public. He wondered if the departnent had the personnel to
handl e the conplaints or if additional staff would have to
be hired.

Ms. Kraly indicated that what constituted a false claim for
purposes of the False Cains Act were very well defined.
The provisions in the bill allowed the state to
differentiate between a false claimand a fraudulent claim
Fraudulent clains were already being prosecuted. The
inportance of the provisions of +the bill allowed for
reports to conme in and for the DOL and the DHSS to nake
appropriate referrals admnistratively through the DHSS,
crimnally through the MCU, or through the False C ains
Act. Some resources were requested by the DOL as a result
of the provisions. The Departnent of Law and the DHSS were
not asking for a significant anobunt of resources because
each departnent felt it had the resources needed to absorb
the related work. The departnents saw the legislation as a
set of additional tools to get to a nore robust and
conpl ete conpliance package. She thought it was a m ssing
part of the systemcurrently in place.

Co- Chair Thonpson invited other testifiers to the table.

1: 53: 14 PM

ANDREW PETERSON, ATTORNEY, MEDI CAID FRAUD CONTROL UNIT,
DEPARTMENT OF LAW rel ayed t hat t he MFCU was
congressionally mandated and funded at 75 percent federa
funds with a 25 percent state match. The unit currently
consisted of M. Peterson and another prosecutor. There
were 6 crimnal investigators that were partially sworn -
neaning they had the authority to receive and execute
search warrants but did not have the authority to arrest or
carry firearns. The unit also had a forensic accountant and
an office admnistrator. He had two answers to the earlier
question  about sufficient staffing to support t he
activities of the unit. The Medicaid Fraud Control Unit had
over the previous 3 years forned a significant nunber of
partnerships with the various state and federal entities
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that had an interest in the Medicaid program The comittee
woul d hear from Doug Jones, the Ml nanager, and Lynne
Kei l mn-Cruz, the quality assurance nanager. The wunit
coordinated with everyone with an interest in preventing
Medicaid fraud and relied on everybody's limted resources
to expand on the unit's abilities. The coordination efforts
with respect to crimnal prosecutions had resulted in
charging 130 crimnal cases, secured crimnal convictions
in 96 of those cases, and resolved an additional 10 civi
cases. The courts had ordered just over $4.6 nillion in
restitution and the unit had secured fines in the anmount of
$505,000. This was all based on the 25 percent match from
the state equal to about $225,000 to $300, 000 per year for
the previous 3 years.

M. Peterson cited that the focus the MFCU had was sonewhat
limted. The wunit prosecuted nedical assistance fraud,
al | egations of abuse or neglect, and financial exploitation
or msappropriation of patient assets in residents that
were funded by Medicaid. The wunit's focus was al nost
entirely crimnal. It had a nandate to prosecute nedical
assistance fraud or Medicaid fraud. However, when the unit
initiated or conducted an investigation and found in the
course of the investigation that the act did not rise to
the level of fraud that the unit would prosecute crimnally
or found there was sonething about the case that gave
pause, the unit had limted options. Such a case would be
referred back to MPI to do a civil recovery. That recovery
consisted only of asking the provider who mght have been
involved in wasteful or abusive conduct but not necessarily
fraudul ent conduct to give back the noney. It was
essentially a nulligan or a do-over. The only other option
was for MPI or the agency wthin the DHSS that had
authorized an entity to provide Medicaid services to dis-
enroll them or bar them from being part of the Medicaid
program The wunit did not have any other tools at its
disposal. A large part of what the unit was asking for
through legislation was to provide the unit with additiona
tools in its tool chest to address waste and fraud. It
would also help the unit to get recoveries back for the
state in the form of Medicaid noney that was paid out that
shoul d not have been. There would be interest and penalties
associated to restore the state to the financial position
it would have been in had the abuse or wasteful billing not
occurred. It would also incentivize others in the industry
to refrain from conmtting the sane offences. One of the
nost i nportant provisions was that the tool would give the
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state the ability to address waste and fraud wthout
putting the provider out of business. It would benefit the
providers wthin the industry and wuld benefit the
recipients of Medicaid services who rely on many of the
crucial and essential services. In dealing with the DHSS
over the prior 3 years the unit had identified nunerous
issues with cases where there had been alternate ways of
handl i ng them outside of crimnal prosecution or asking for
the noney back. The False Clains Act was one of the tools
that would greatly benefit the state along with the option
for MPI to inplenent civil penalties for providers who
continued to ignore the rules and regulations of the
Medi cai d program

1: 59: 54 PM

Vi ce-Chair Saddl er appreciated the detailed information. He
asked about the $4.6 in restitution and $500, 000 collected
in fines. He wondered how nmuch noney the state had foregone
in Medicaid fraud.

M. Peterson could provide sone exanples regardi ng persona
care attendant services. At one point the program was

costing the state about $60 million per year. It was on a
skyrocket trajectory going up and reached the point of
costing the state about $130 mllion per year wthin about

a 5 year period. A significant nunber of the cases the unit
prosecuted over the previous 3 years dealt wth personal
care attendant services. The unit convicted 57 individuals
within a single corporation. H s understanding was that the
cost of the personal care attendant services for the State
of Alaska was declining by about $20 million. He believed
it was a direct result of tw factors. First, Senior and
Disabilities Services had revised regulations pertaining to
personal care attendant services which tightened up the
regul ations, limted waste and fraud, and had made his job
easier to prosecute fraudulent conduct. He explained that
the regulations were clear as to what services were and
were not allowed to be billed. He considered it a joint
effort by the DHSS in tightening regulations and the
attorney general's office in mking the prosecution of
Medicaid fraud a priority for the current and previous
adm ni strati ons.

Vi ce-Chair Saddl er asked about the reach and effect of M-CU
on the entire universe of Medicaid fraud.
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M. Peterson relayed that the deterrent effect of Medicaid
fraud prosecution was called general deterrence or a
sentinel effect. He wanted to be able to provide a specific
dol lar amount of avoided costs to the state. Medicaid
Program Integrity over the first couple of years estinmated
that the prosecutions and the Medicaid fraud arena saved
the State of Alaska approximately $30 million, well above
and beyond what had been recovered. However, it was
difficult to provide a precise nunber. In the packet given
to commttee nenbers there was a "Stop the Scant panphl et
that stated that somewhere between 5 to 25 percent of
wel fare spending had been wasteful or fraudulent. He did
not know the entity's nmeaning of "wasteful." The statistics
he relied on were provided by the Federal Bureau of
| nvestigation (FBlI). Their estimation was that sonewhere
between 3 to 10 percent of all healthcare billing in the
United States was fraudulent. If the nunber was accurate,
even on the low end, there would be a significant amunt of
additional funds to be recovered by the State of Al aska.

2:04: 20 PM

Vice-Chair Saddler asked who had estimated that the state
had saved $30 mllion over what tinme frame. M. Peterson
answered that it was MPI. Doug Jones was the manager for
t he MPI.

Vi ce-Chair Saddler asked what the tinme period was for
saving the state $300 million. M. Peterson believed it was
over the first 2 years in which he was prosecuting Medicaid
fraud cases. He thought it was in FY 13 and FY 14.

Co-Chair Thonpson noted that M. Peterson had quoted
several recovery dollars and penalty fees. He asked about
the coll ection percentages associated with those doll ars.

M. Peterson responded that the collection percentages were
difficult to pin down due to the fact that when the wunit
prosecuted a Medicaid case the provider was, by effect of
the prosecution, barred from billing Medicaid. It depended
on the amount of noney to be paid back. He did not have an
exact nunber but offered to reach out to the attorney
general's collection unit to obtain a nobre precise nunber
for the commttee. He reported having been surprised at the
nunber of cases in which the unit had fully recovered the
noney with respect to fines or restitution that had been
i nposed. One of the things the unit had done in the prior
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1.5 years was to require partial or full paynment of
restitution upfront in any plea agreenent. He had been
surprised at the nunber of cases in which the individuals
had been able to come up with the noney. He would try to
get the precise nunber for commttee nenbers.

2:06: 50 PM

Representative Gara asked if M. Peterson was famliar wth
parts of the law where the attorney general's office was
allowed to recover full attorney's fees and costs for their
case.

M. Peterson was famliar with the related provisions of
the law. It was not sonmething that he would be opposed to.
He thought it was a balancing act between wanting to deter
waste, fraud, and abuse. However, unlike nost typical civil
cases, it came with penalties and interest. The nore that
was tacked on to the providers the nore burdensone it could
be. He thought that the way it was currently designed was a
conprom se to recogni ze that waste, fraud, and abuse needed
to be addressed. He also wanted to nake sure that the
providers, even if they nade a m stake but were not being
prosecuted crimnally, could continue wrking in the
industry and providing a service to Medicaid recipients. He
t hought it would come down to a judgenent call of the best
way to inplement the False Clains Act. He was happy to
bring a recommendation to the commttee for consideration.

Representative Gara relayed that his focus was on the worst
conduct, fraud. He felt that fraud was intentional and
deceptive. It was the kind of conduct that he wanted M
Peterson to look at as far as reinbursing the state for
reasonabl e attorney's fees and costs.

M . Pet er son expl ai ned t hat t he reason he was
di stingui shing between the two was that if the conduct was
fraudulent the state would generally address fraud with a
crimnal prosecution. Wiile there were sone states that
allowed for attorney's fees provisions in crimnal cases

Al aska was not one of those states. If the state went after
a provider for fraudulent conduct with a crimnal charge

upon the filing of the charge or the finding of a credible
all egation, the provider would be barred from filling
Medi caid even during the pendency of the crimnal case.
There were significant additional penalties that were
automatically inposed once the fraud unit decided to take a
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case crimnally. He was nmmking that distinction between
wast e and abuse which were | ess egregious.

Representative Gara commented that if there was fraud,
there would be the option to prosecute both crimnally and
civilly. M. Peterson responded, "That is correct."

Representative Gara stated that if it was fraud, it would
be dishonest conduct in which the state would be paying
noney. He added that it seened like in the case of fraud
the traditional role of full reasonable attorney's fees
should apply. He did not see any reason to do a favor for
anyone that had commtted fraud agai nst the state.

Representative WIson asked if anyone kept track of the
paynents of fines and penalties.

M. Pet erson responded that the attorney general's
collection unit tracked the paynent of fines and penalties.
He did not have the collections totals but would get them
to the commttee.

Representative WIson thanked M. Peterson for t he
clarification.

2:11:57 PM

Vice-Chair Saddler asked M. Peterson to differentiate
between a false claimand a fraudul ent claim

M. Peterson responded wth sone exanples of fraudul ent
claims that would be prosecuted «crimnally. Exanpl es
included submtting a bill to Medicaid knowng that the
person was not entitled to the noney, billing for a service
that was not provided, up-coding (billing for a higher
|l evel of service than was authorized to provide), or
billing for a service in a nmanner that a provider knew was
wong (a provider was warned by MPI that a certain service
was not allowed to be billed but continued to do so
anyway). Exanples of waste or abuse mght include billing
for a service not allowed by regul ations but providers were
unaware of or it was unintentional, things that were caught
in a lot of audits. It could also be sonething that was
slightly nore grievous but did not rise to the level of
crimnal prosecution or a case that could be proven beyond
a reasonabl e doubt. The distinction between a false clains
act and a crimnal case was that in a crimnal case he
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woul d have to prove the case beyond a reasonable doubt.
Wereas, in a false clains act, since it was a civil
matter, it was a preponderance.

Vice-Chair Saddler clarified that fraudulent was know ngly
doi ng sonmething wong and trying to obtain a benefit that a
person knew they were not entitled to. A false claimwas a
claimthat was submtted in good faith but was incorrect.

M. Peterson thought Vice-Chair Saddler's assessnent was
fair. He asked that Doug Jones further comment since he
dealt with audits in the MPI unit for DHSS.

Co- Chair Thonpson asked for M. Peterson to continue.

M. Peterson relayed that there had been a question the
previous day regarding forfeiture. He infornmed the
committee that SB 74 contained forfeiture provisions wthin
Section 28. There was a question about bank accounts
provi di ng clear evidence of proceeds of Mdicaid fraud. The
forfeiture provision would allow for forfeiture of other
assets because in sone of the <cases the individuals
commtting Medicaid fraud were taking noney that they got
from fraudulently billing the State of Alaska and the
federal governnent and converting it to other assets such
as homes, cars, and other tangible itenms. Once a crimnal
case started there was nothing to recover. One of the
reasons for the provision was to give the State of Al aska
the opportunity to ask a court to freeze the assets or
limt the transfer of certain assets pending the outcone of
the crimnal case. | f the court agreed wth the
prosecutor's assessment on the case that the itens were
purchased as a result of proceeds of fraud, the state would
have the opportunity to have those itens forfeited to the
state as a nmeans of debt repaynent. It had happened in a
nunber of historical cases where there was not an account
in which the conpany could pay the State of Al aska back if
a crimnal case was successful. He reenphasized that the
provisions of the forfeiture statue were that it had to be
shown to the court that the itens were purchased wth
fraudul ent proceeds. Any forfeiture would be up to the
courts to decide following the conclusion of the crimnal
case.

Vi ce-Chair Saddler asked if he had the appropriate |evel of
staffing and resources for M. Peterson to acconplish his
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job. He wondered if he could recover nore in Medicaid fraud
nmoney for the state if he had nore resources.

M. Peterson answered that it was a difficult question
about the proper level of staff. The |egislature expanded
the unit's nunber of investigators from 3 to 6 about 3.5
years prior. The wunit had done a substantial job of
utilizing the resources that the legislature had given them
in the previous 3 years. The bill authorized the hiring of
2 additional individuals. H's intent was to nove forward
with the nunber of people already on staff and as the
demand becane evident they would bring on additional
personnel. He wanted to nake sure that there was sufficient
work for everyone in the unit.

2:18: 32 PM

Representative Kawasaki referred to the second part of
Section 28 dealing wth seizure and forfeiture of real
property. He asked if the language in the sentence that
i ncluded "proper cause" was commonly used for civil asset
forfeitures and Medicaid fraud cases for other M-CUs.

M. Peterson did not know what the standard was for other
units. He would be happy to reach out to other unit
directors to pose the question as to their standards. He
relayed that the |anguage was standard in other areas of
the law within the State of Al aska, such as the Departnent
of Fish and Gane when looking at crines that mght have
been commtted such as using an airplane. If a unit could
establish probable cause that an airplane was wused to
conrmit a crinme, the state would be entitled to seize the
aircraft, with a proper court order granted by a judge. In
Al aska Fish and Gane cases as well as with Mdicaid cases
the individual would be entitled to come before the court
to ask for an immediate court order to have the itens
returned to them if they believed the state had mde a
m st ake. The deci sion would rest with the court.

Representative Kawasaki mentioned that a civil asset
forfeiture was used in the case of a hunting and fishing
violation when the wuse of an airplane was the object
commtting the crime. Another exanple was using a boat to
transfer drugs from point A to point B. He was aware that
civil asset forfeiture was used and wondered if it was
possible to get nore information on how often civil asset
forfeiture was used specifically for white collar crine
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such as Medicaid in the future. He also had a question
regarding item E of the same question having to do with the
property seized under the chapter including bank accounts,
aut onobi l es, boats, planes, and stocks and bonds. He
appreciated the information regarding liquidating assets
and putting them into other tangible property. He referred
to the last section that said "Real or personal property
owned and used to conduct the Medical Assistance Prover's
busi ness."” He thought the |anguage was Iimting. He thought
the word "and" could be replaced with "or."

Co- Chair Thonpson did not understand the question.

Represent ati ve Kawasaki elaborated that in Item E of the
section it tal ked about property that could be seized, and
it tal ked about real or personal property. It stated that
"real or personal property owned and used to conduct the
nmedi cal assistance providers business.” He thought "and"
l[imted it to the persons' business.

M. Peterson was aware of the section Representative
Kawasaki was referring to. He indicated he would be
speaking with Ms. Kraly followng the hearing to discuss
the provision. He saw how the provision could be
interpreted to limt what the state could go after. He
spoke to Representative Kawasaki's first question wth
respect to Medicaid fraud cases the state had used a
seizure of proceeds wthin a bank account, the accounts for
which Medicaid was paying funds into the account for the
provider. There was one case against a physician that
resulted in a successful conviction and one against a hone
heal thcare agency which also resulted in a successful
conviction. In both cases the proceeds were forfeited to
the State of Alaska to go towards paying the restitution
due to the state.

2:23:26 PM

Representative Minoz asked if nost of the cases were ained
at providers or consuners of Medicaid.

M. Peterson responded that by and |arge the fraud cones
from the provider rather than the recipient. The wunit's
mandate was to prosecute fraud by providers within the
Medi caid program However , the wunit was allowed to
prosecute recipients when the recipient was colluding with
the provider to conmt a fraud. The unit had prosecuted a
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few recipients in the previous 3 years. |If the unit
di scovered through its investigation that a recipient was
commtting Medicaid fraud then the unit would refer the
case to the Ofice of Special Prosecutions which had a
publ i c assi stance prosecutor.

Representative Munoz asked if it would remain the case with
t he new | egi sl ati on.

M. Peterson was uncertain of Representative Minoz's
guesti on.

MVs. Kraly responded that it would not change the
prosecution dynamc. Individuals would still be prosecuted
by the public assistance prosecutor and providers would be
prosecuted by the M-CU

Representative Edgnon asked how Medicaid expansion would
affect the work of the MFCU

M. Peterson answered that he did not see any noticeable
change in work load due to the expansion of Medicaid. He
t hought the reason for that was because the focus of the
unit was primarily on provider fraud. There had not been a
| ar ge expansion or explosion of the nunber of providers in
the industry. One of the ways in which the unit prosecuted
white collar fraud cases was that it would find out about a
fraud schene or sonme type of conduct that would be in
violation of state law. In working with the Departnent of
Heal th and Social Services the unit analyzed billing data.
However, whether analyzing billing data for 200, 300, or
400 recipients there had not been a significant change in
hi s wor kl oad.

Co-Chair Thonpson relayed that there were a nunber of
guestions for Doug Jones. He invited him to introduce
hi nsel f.

2:27: 27 PM

DOUG JONES, MANAGER, MEDI CAID PROGRAM | NTEGRITY SECTI ON,
DEPARTMENT OF HEALTH AND SOCI AL  SERVI CES, i nt roduced
hinmself and relayed that his section nmanaged the audit
contract under AS.47.05.200. H's section worked closely
with the federal governnent on sone of its audit prograns
including the Program Error Rate Measurenent (PERM program
and the Medicaid Integrity Contractor Program H's office
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al so worked closely with the MFCU and the Medicaid division
in cases of suspected Medicaid fraud. He reviewed slide 3:
"Overview of Medicaid Provider Audit/ Over Paynent." He
rel ayed that the slide covered the procedural aspects of an
audit and of an overpaynent and notice scenario. He wanted
to review sonme of the benefits of the bill that would
broaden the section's tool chest in order to nmaintain and
preserve the integrity of the Medicaid program He referred
to a question from the previous day about Section 25
regardi ng the nunber of audits. It was changed in the bil
requiring the departnent's contract for no less than 50
audits annually of nedical assistance providers, a change
from the current |anguage of 75. M. Kraly had indicated
correctly that there had been a large change in the
| andscape of provider audits since the original statute was
enacted. Large changes had included the Affordable Care
Act, which rolled out recovery audit contractors from the
Medi care program to the Medicaid program Another change
was the inplenentation of the PERM program which seened to
grow significantly. Another area of change, for those
providers that participated in electronic health records,
were incentive paynment audits and audits conducted directly
on state Medicaid providers by the Centers for Mdicare and
Medi cai d servi ces.

2:30:49 PM

M. Jones continued to speak about the influx in the nunber
and types of audits being conducted on Medicaid providers.
He was very confortable with the reduction in the nunber of
audits in AS.47.05.200. Section 26 of the bill allowed for
the assessnent of interest on overpaynents. He rel ayed that
with the allowability for interest on overpaynents over the
| ast couple of years the section had identified about $20
mllion in overpaynents through the adm nistrative conduct
of audits and reviews on nedical assistance providers. In
the sane tinefranme the section had collected about $6
mllion which underscored a couple of points. First, there
was no incentive for a provider who was faced with an
over paynent to resolve the mtter quickly and no
di sincentive for them not to appeal the case. Secondly, he
referred to the realm between adm nistrative overpaynent
and a crimnal Medicaid fraud case. The difference between
false clains and Medicaid fraud was difficult because the
MFCU had to prove that the provider intended to seek a
benefit that was not theirs. A false clains act allowed for
the ability to identify a mddle ground. Wen the
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depart ment sought recovery on an overpaynent there was due
process rights for Alaska providers. |In sonme cases,
providers took the due process to an wunhealthy |Ievel,
pushi ng poor positions to Superior Court where they nost
likely did not belong tying up resources in staff tinme for
various offices. It ultimately could eat up Superior Court.
The false clains act and civil penalties provided an extra
incentive for providers to cone into conpliance wthout
having to be shut down. There were neasures that could be
taken but if it was difficult to prove Medicaid fraud, the
Fal se Cains Act gave the department a boost in encouraging
conpliance with Medicaid rules and regul ati ons.

M. Jones explained that Section 27 of the bill provided
anot her tool in encouraging providers to identify and repay
a self-identified overpaynent. The provision worked well in
conjunction with the false claim and reporting act. It

woul d encourage providers to initiate conpliance prograns.
For those providers wth conpliance prograns already in
effect it would incentivize them to |ook for cases where
they mght have inadvertently overbilled the program and
return the funds. He was avail able for questions.

2:36: 37 PM

Co- Chair Thonpson had heard M. Jones report that there was
overpaynments in excess of $20 million. However, only about
$6 million had been recovered. He wondered if he had heard
himcorrectly.

M. Jones replied in the affirmative. He explained that
whenever he tal ked about a matrix in the fraud, waste, and
abuse realm he thought of them in three different areas.
The first was what had been identified as an overpaynent -
in cases where the departnment issued a final audit and
informed the provider. Secondly, <collections were hard
dol l ar recoveries, noney which actually canme in the door.
He rem nded nenbers that his nunbers were separate fromthe
nunbers M. Peterson had discussed which was on the
crimnal restitution side. The third piece had to do wth
the idea of cost avoidance or how much was saved through
the sentinel effect. The nunber for the previous 2 years
was about $30 mllion, a calculation that was not very
scientific. Every state struggled in trying to support or
prove up the effectiveness and efficiency of any program
integrity, fraud, and abuse program A question to ask was
how much noney was saved by prosecuting cases to put sone
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bad guys in jail. The nunber was cal culated by identifying

the prosecuted and l|ooking at their annual billings. The
annual billing amount for 1 year was calculated out as a
cost avoi dance anmount which was where the $30 nillion

figure canme from The cost avoidance or the sentinel effect
amount was difficult to assign a scientific and rational
cal cul ati on.

Representative Gattis could not help but think about the
state having a glitch in its own software system She
wondered if that factored into the $30 nillion overpaynment
figure.

M. Jones responded in the negative. He suggested that the
$30 mllion only had to do with a cost avoi dance nunber due
to the sentinel effect. Any issues with the paynent system
woul d not affect the nunber.

2:40: 54 PM

Representative Gattis stated that the state had problens
with its system She wondered if it was possible that the
state overpaid or underpaid. Assunming that the state
overpaid, she wondered if it was possible that the state
overpaid and was unable to collect. She wondered it if
woul d be categorized as fraud.

M. Jones reported not having focused its reviews on
paynents associated with the new system He relayed that he
had not studied the full inpact of the system Currently,
audits being conducted were from cal endar year 2012. There
was only limted focused reviews on nore current
timeframes. The primary audit program under AS. 47.05.200
was still looking at years prior to the inplenentation of
the new system The potential inpact of the paynent system
had not been revi ewed.

Representative Gara asked about the potential of 1o0sing
nmoney by pursuing a fraud case.

M. Jones responded that he would have to defer to M.
Pet erson regarding fraud cases. He could see Representative
Gara's point about a relatively snmall overpaynent and
whet her it was worth appealing.
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Representative Gara asked whether the civil side of the
unit had the right to pursue soneone that had conmtted
fraud against the state.

M. Jones responded in the affirmative. He clarified that
they would be pursuing the overpaynent associated with the
fraud.

Representative Gara understood that the process began
adm nistratively but wondered if it ended in court. He
assuned if the state won, the losing party would have the
right to appeal.

M. Jones relayed the Representative Gara was accurate. He
stated that he worked closely with M. Peterson on such
cases. On the admnistrative side he would be |ooking for
the admnistrative overpaynent through admnistrative
remedies. A party had due process rights and could appeal
t he overpaynent findings through Superior Court.

Co-Chair Thonpson noted that M. Jones had nentioned
| ooking at cases from 2012 and wondered if there was a
statute of limtations that would apply.

M. Jones confirned that there was a limt of 7 years.

Co- Chair Thonpson remarked that they were at year 5 and
encouraged M. Jones to keep goi ng.

Representative Gara asked about the nunmber of attorneys in
M. Jones' fraud unit.

M. Jones responded that the unit worked with one assistant
attorney general and often tinmes Ms. Kraly was involved in
sone of the cases. On the administrative side he worked
primarily with one assistant attorney general and in part
with Ms. Kraly.

2:46: 35 PM

LYNNE KEI LMAN- CRUZ, HEALTH PROGRAM MANAGER, DEPARTMENT OF
HEALTH AND SOCIAL SERVICES, relayed that she would be
di scussing how each of the divisions worked together wth
MPI and the MFCU to fight Medicaid fraud. The Senior and
Disabilities Servi ces Di vi si on had 3 full tinme
i nvestigators, one of whom was a non-permanent position.
The quality assurance unit within the division had donated
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some of its resources cross-training individuals to assist
with identifying cases and receiving conplaints from
providers and recipients of services. She explained her
division had a centralized intake for conplaints (severa

conpl aints had been received). The division streamined and
reviewed reports and did sonme of the investigating. Oten
times the division provided technical assistance to
providers to ensure their conpliance with state rules and
regul ations. She also oversaw the Provider Certification
and Conpliance Unit. She had conpliance reviewers wthin
that unit that went out into the field to check for
conpliance with different providers. Many of the conplaints
that rose to the level of fraud, waste, and abuse cane
t hrough the conplaint system or through provider conpliance
checks. Many conplaints that were investigated turned into
provider fraud cases, sonme of which involved recipients
colluding with providers. Many related cases involved the
personal care assistance program The division had taken

sonme cases against waiver providers as well as wth
personal care assistance prograns. She highlighted the
inmportance of the three units working together. Her

division was the progranmatic piece of the three-|egged
stool which also included the MCU and the Ml unit.
Sonetinmes her unit was able to identify schenmes or problens
with state regulations that perhaps Medicaid fraud
investigators could not. The division investigated on the
civil side and often times noticed providers to correct
their behavi or. Her unit acted through progressive
discipline. The wunit tried to start wth the |east
restrictive level of discipline and work its way up. |If
sonething came to the unit's attention that was egregious
it would imedi ately becone a fraud case. Miuch of the tine
the unit provided technical assistance to a provider, they
failed to correct their way of doing business, and the
issue resulted in a sanction.

2:51:38 PM

Ms. Keilman-Cruz turned to slide 2: "Overview of Medicaid
Sanction Process.” She indicated that what the unit | ooked
for under the Alaska Medicaid Coverage and Paynent
Regul ati on 7AAC 105.400 were grounds for sanctions. After
the unit provided technical assistance to a provider or
explained to them that they needed to discontinue a
practice, the unit would nove to inpose a sanction. Mny
factors were considered in sanctioning a provider. She
indicated that there were tinmes in which providers could be
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suspended if there was a credible allegation of fraud. The
divisions needed to work together because there were
recipients at the other end of a suspension. It was the
division' s responsibility to ensure that recipients did not
go w thout services.

Vi ce-Chair Saddler asked Ms. Keilman-Cruz to explain what
her section did versus the other sections.

Ms. Keilman-Cruz explained that her section oversaw the
personal care assistance and Medicaid waiver program and
within that the quality assurance wunit, the Senior and
Disabilities Services Division, was responsible for the
quality oversight of the program She furthered that within
the quality assurance unit there were conpliance fol ks and
gual ity assurance fol ks that actually performed sone of the
investigation of conplaints that cane in. She explained
that her unit did the initial investigation and did sone of
the tidying up of a case. The unit then nmade a referra

through MPI, responsible for tracking and triaging all of
the reports that went to the MCU The Medicaid Fraud
Control Unit oversaw the audit and the paynent suspensions
(anything to do with paynments to the provider involving
fraud, waste, or abuse. The investigators for the MFCU only
i nvestigated actual fraud cases that cane directly to them

Her unit investigators did sone of the smaller, nore
techni cal assistance civil kind of sanctions for oversight
of the program that did not rise to the level of a fraud
investigation. Sonmetines her team worked collaboratively
with the fraud investigators because there was program
expertise in the areas of fraud that were occurring wthin
the states prograns.

Vice-Chair Saddler wanted to clarify that her division took
up low level conplaints, gathered wup information, and
passed them on to MPI, and if justified, conplaints would
be passed to the MFCU

Ms. Keilman-Cruz agreed with his sunmary.

2:56: 05 PM

Representati ve Edgnon wanted to better understand waste. He
t hought that there would likely always be a small |evel of
i nconpliance or inadvertent waste. He wondered if it would
be ongoi ng.
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Ms. Keil man-Cruz thought there would always be a |evel of
waste. It was difficult to anticipate all areas of waste
but she thought her unit had done a good job of working
together with the MPI and the MCU. In focusing on the
areas where the wunit saw significant abuse and working
actively with the other two wunits she thought it was
possible to reduce or elimnate waste by changing
regul ations. She believed there would always be a snall
anount of waste but having resources in quality assurance
would lead to continuous quality inprovenent and the
elimnation of waste, fraud, and abuse.

Representative Edgnon asked about the tinmefrane and the
audi ts bei ng behi nd.

Ms. Keil man-Cruz responded that the audits went back as far
as 2012. However, investigations were current. She reported
an exanple in which the wunit took a civil action to
termnate a provider due to program abuses. The unit had to
carefully vet whether it |ooked at system glitches and how
people were paid and whether it was factored into an
overpaynment. The division had to examine it line-by-line to
nmake sure the state was able to get back the resources it
deser ved.

2:59: 38 PM

Representative WIson was confused. She wondered what was
currently being done versus what the bill would do. She
asked for a short summary of what the bill would allow the

unit to do that it could not do currently.

Ms. Kraly would respond in witing. Briefly, the bill gave
the unit the authority to inpose civil fines. It allowed
the unit to inpose interest on overpaynents, and also
provided the False Clainms Act (a civil cause of action for
false or fraudulent clainms that the unit did not have). It
was a specific action related to Medicaid. It gave the unit
the ability to achieve the seizure and forfeiture of assets
to offset the cost of recovery for Medicaid fraud clains
brought by M. Peterson's unit. In |ooking at the broad
scheme of things, the unit had very good tools. The wunit
actively investigated and pursued fraud abuse and waste
when it was presented to them However, there were
additional smaller efforts that would help to round out the
tools the wunit needed. She relayed she would supply a
response in witing.
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3:01:40 PM

Representative WIson asked that she provide an exanple of
what the unit mght have been able to do for the past 2
years had the legislation been in place. She wanted to have
an idea of the inpact from historical data rather than a
hypot heti cal exanple. Ms. Kraly responded, "Absolutely."

Co-Chair Neunman asked why the unit wanted the tools at
present. He wondered if something had changed that would
cause the need for the additional tools.

Ms. Kraly responded that there were two separate units
within the Departnent of Law and then there was Departnent
of Health and Social Services. The Medicaid Fraud Contro

Unit was a statutorily required unit set up through federal
aut hori zation. They prosecuted and investigated crimnal
fraud and abuse. The civil side of the Departnment of Law,
the side she was involved in, operated under the auspices
of the regulatory authority that already existed under
Title 7 of the A aska Admnistrative Code. There were
certain things her unit wanted to have |egislative approval
of before she took action such as achieving interest and
penalties. They were things that had not conme to her
attention until after the unit engaged in the audits and
after 3 to 5 years of failure to repay in a tinmely fashion

It becanme evident that the unit needed the additional tools
laid out in the legislation. Sone of the tools were itens
that cane to the wunit's attention. The wunit had thought
about and wanted to preserve the ability to have civil
fines for many years and felt that the bill was the vehicle
to do so. She reiterated that the wunit felt it was
inportant to have |egislative approval prior to inposing
fines on Medicaid providers for violating regul ations under
the Medicaid act. The itenms being asked for in the bill
were tools designed to help with the civil division and the
civil causes of action rather than what M. Peterson did
when prosecuting fraud cases.

3:04:40 PM

Co-Chair Neuman relayed concerns about the |egislation
propagating significantly nore regulations. He asked if the
issues had ever been brought to the attention of the
| egi sl ature previously.
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Ms. Kraly responded that in her tenor she did not recall
the issues being presented to the legislature. She added
that the |legislative changes would not create a |large
regul atory franmeworKk. The fines would lead to sone
regul ations but otherw se the changes would not create a
large regulatory influx to admnister these tools. The
interest and penalties under the audits would happen by
operation of law. Sonme regulatory input would be required
to identify the range of fines that were being requested
and how they would apply to the sanctions that were
aut hori zed under the Medicaid act.

Co- Chair Neuman thought that Ms. Karly made his point.

Representative WIson asked about a Ilower threshold of
proof for «civil versus crimnal cases. She wondered if
there would be a different type of prosecution due to a
di fferent threshol d.

Ms. Kraly responded that there was a |ower threshold.
Crimnal cases had to be proven beyond a reasonabl e doubt -
a preponderance of the evidence. However, she noted that in
every one of the instances individuals or providers that
were fined or who had actions or audits were provided due
process conpliant notice and the ability to challenge the
findings in an admnistrative hearing and to pursue an
appeal to the Superior Court. It was a l|lower standard of
pr oof .

Representative WIson asked if the cases that could not be
prosecuted crimnally could be prosecuted civilly as an
alternative.

Ms. Kraly stated that the civil penalty provision that she
was identifying would not apply to the circunstance
Representative WIson was talking about. She enphasized
that what her unit was looking for was the authority to
inpose a fine on a provider who had been identified as
violating programrules and was being sanctioned. There was
a specific regulation 7AAC 120.400 which included a list of
over 30 sanctionable offenses. For each sanction there was
an enforcenent rule. The sanction stated that if a provider
had violated one of the rules they could be term nated or
suspended or they could be sent to provider education -
that was the range of penalties currently in place. The
di vision was | ooking for ways to inpose a fine of $250 per
occurrence. If M. Peterson decided not to crimnally
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prosecute a case her unit already had the ability to pursue
the issue through an admnistrative nmethod. She was | ooki ng
at the fines from a sanction perspective which was the
intent of the |egislation.

3:10: 05 PM

Representative WIson stated that it was simlar to the
Board of Gane or the Board of Fish. She was concerned about
adding nore things at a lower threshold that the state
could do to providers when a higher threshold could not be
proven. She was concerned with the | egislation.

Vice-Chair Saddler was confused. He wanted additional
clarification about the three divisions.

Ms. Kraly responded that the Medicaid divisions wthin DHSS
had a quality assurance program directly tied to the
adm nistration of their individual Medicaid prograns such
as Senior and Disabilities Services or Behavioral Health.
They worked directly with providers, enrolling, certifying,
and approving them The also provided technical assistance
and dealt with program conpliance. That was the foundation.
Medi caid Program Integrity was a nore global entity within
the DHSS that dealt nore with the overpaynent and audit
side of things. However, when the quality assurance program
was working with a provider, could identify a financial
issue and refer it to MPI or could identify fraud and refer
it through MPI to the MFCU. It was a linear structure.

Vi ce-Chair Saddl er asked where quality assurance fit in the
structure. Ms. Kraly relayed that quality assurance was the
basi ¢ bl ock. Each division had a quality assurance
posi tion.

Vi ce-Chair Saddl er repeated what Ms. Kraly stated that each
of the two Medicaid divisions, Senior and Disabilities
Servi ces and Behavioral Health had a program conpliance. He
asked if program conpliance was the same thing as quality
assurance. M. Kraly responded that she had neant to say
quality assurance. Quality assurance dealt wth program
conpliance and the direct interface with the providers.

Vi ce-Chair Saddl er asked where quality assurance was in the
structure. He wondered if it was a separate office. M.
Kraly explained that there were quality assurance prograns
in each one of the Medicaid divisions.
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Vi ce-Chair Saddler thought she had said that there were
program conpliance offices in each division. M. Kraly
clarified that each dealt wi th program conpliance.

Co-Chair Thonpson asked Vice-Chair Saddler if he had
further questions.

Vi ce- Chair Saddl er responded in the negative.

Ms. Kraly agreed that it was confusing. One of the nost
important points was that each of the wunits worked
i ndependently in identifying fraud abuse and waste, but al
wor ked collectively as a team She represented the quality
assurance units and program integrity wunits in each
division. Her office also worked collaboratively with the
MFCU to identify cases that did not rise to a crimnal
prosecution. In looking at the original spreadsheet (slide
3) a fraud case would either come in through quality
assurance, program integrity, or a third party and would
then go to the MCU where it would be evaluated and a
determ nation would be nmade whether to pursue a crimnal
case or a civil case.

Vi ce- Chair Saddl er asked for consistent term nol ogy.
Co- Chair Thonpson thanked M. Kraly for her testinony.

3:15:28 PM

Representative WIson suggested that presentations clearly
indicate current practices versus what was being proposed
in legislation.

MVs. Kraly wanted to answer a question asked by
Representative Munoz in the previous day. She had asked
about whether the State of Alaska could be charged with a
false claim Generally, the answer would be no. The focus
of investigating a false claimwas provider conpliance. The
Departnment of Health and Social Services outside of the
Pi oneer Hone was not an enrolled provider. The Pioneer Hone
could potentially have a problem However, since the false
claim was designed towards achieving conpliance and
remedyi ng overpaynents or cost outlies, once they were
identified they wuld be renedied and imediately
internally through the Comm ssioner's Ofice. A false claim
woul d not necessarily achieve the sane goal as what her
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office was trying to do wth other providers. The
departnment and its individual divisions were not subject

because they were not enrolled providers. Since the
idea was for provider conpliance her office would rectify
i ssues concerning billing and docunentation internally upon

di scovery of those issues.

Co- Chair Neuman explained that the conmttee was frustrated
with her conplicated answers. She shared a lot of
i nformation.

Representati ve Edgnon stated that for presentation purposes
it would be helpful to have visual terns brought to the
commttee in a sinple form where building blocks such as
gual ity assurance, integrity, and control could be | ayered.

Co- Chair Thonpson recessed the neeting until 4:00 PM

SB 74 was HEARD and HELD in commttee for further
consi derati on.

3:20: 25 PM
AT EASE

4:03:35 PM
RECONVENED

Co- Chair Thonpson reported that Representative Quttenberg
| eft the neeting for the day.

4:04:49 PM

APRELI M NARY SPRING 2016 REVENUE FORECAST, DEPARTMENT OF
REVENUE

4:04:49 PM

JERRY BURNETT, DEPUTY COW SSIONER, TREASURY DI VI SION,
DEPARTMENT OF REVENUE, pointed to a one page information
spreadsheet titled: "Summary of prelimnary Spring 2016
forecast data.”

4:05:51 PM
AT EASE

4:08:48 PM
RECONVENED
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M. Burnett indicated that the spreadsheet was a sinple
summary of changes between the spring and the fal
forecast. He referred to the shaded bar in the top box
showing the total general fund (GF) unrestricted revenue
for FY 16 to FY 26. The spring FY 16 forecast was $1.316
mllion. The fall forecast was $1.593 in FY 15 for a
difference of $277 mllion. In FY 17 looking at the sane
bar the top box listed $1.232 billion. In the center box
the fall FY 17 forecast was $1796 for a difference of $564
mllion. The state was l|ooking at a lower price wth
production being simlar in the earlier years of the
forecast and trailing off in the |later years.

Co-Chair Thonpson asked about the price per  barrel
esti mate.

M. Burnett replied that the forecast was based on $39.52
per barrel in FY 16 and $38.89 per barrel in FY 17 conpared
to $49.58 and $56.24 in the fall [FY 15] forecast.

Representative Gara asked why tax credits went down in 2019
to $250 mllion per year and remamined flat. M. Burnett
deferred to M. Stickel

Representative Gara clarified that he was tal king about the
l[ine l|abeled, "Tax credits for refund.” It was an exact
$250 mllion per year starting in 2020.

4:11:16 PM

DAN STICKEL, ASSISTANT CH EF ECONOM ST, TAX DI VISION,
DEPARTMENT OF REVENUE, explained that the departnent did
not have nuch certainty regarding the tax credits that
woul d be clainmed for years beyond 2020. The departnent held
the credits constant at the $250 million per year for 2020
and beyond. It was basically about the anpbunt that he woul d
expect in the 2019 to 2020.

Representative Gara suggested they had been going up to
$825 million. He wondered why they were going down after
2017.

M. Stickle responded that there were sone tax credits
going off of the books and the underlying forecast was that
capital expenditures would start to decrease over the tine
horizon of the forecast. He noted that wth prices
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recovering, the state would have |ower net operating |oss
carry forwards. Al of the things conbi ned hel ped to reduce
sone of the tax credit liability in the out years.

Representative Gara referred to the production taxes in
2017 in the anmunt of $54 mllion but paying out tax
credits of $825 mllion. He spoke of M. Alper's report but
the tax credits were for fields that on average did not pay
any production tax up to $73 per barrel. He wondered if he
was accurate. He was referring to the G/R fields that paid
t he post 2002 fields. He wondered if he was accurate.

M. Stickle did not have the dollar anmount off the top of
his head. He relayed that the tax credits for refund were
going to be for the conpanies that did not have enough of a
tax liability to apply the tax credits against a liability.
It would include explorers, developers, and conpanies
operating GVR eligible fields.

Representative Gara asked if he knew for up to what price
those fields paid and no production taxes. M. Stickle did
not have that information with him

4:14:07 PM

Vice-Chair Saddler referred to the forecast for FY 2017. He
wanted to know about what revenue sources were included. He
wondered if it presuned passage of any legislation in the
current session that would affect FY 17.

M. Burnett responded that it assuned the current status
guo tax structure entirely. He relayed that the crux of the
presentation was to review the base figures. There were
sone interesting things to note. The prices in the forecast
for years 2019, 2020, and 2021 where |ow because of carry
forward |loss credits. Producers that were currently paying
production taxes would be carrying forward | osses and not
payi ng production taxes. They would be paying only the
ni ckel per barrel tax (the spill response tax and another
small tax) which was why the tax liability was only $19
mllion and $20 milli on.

M. Stickle reported that in those years from 2018 through
2020 the primary production tax revenues were the nickel
per barrel plus a 5 percent tax on the private |and owner
royalties' interest.
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Co- Chair Neuman asked if the spring 2016 total general fund
unrestricted revenues (GFUR) for 2016 in the anount of
$1.316 billion was a net figure or gross figure.

M. Burnette responded that it reflected the net taxes and
royalties paid to the State of Al aska.

Representative Gara provided a hypothetical scenario going
out to 2020 when the state was projected to receive only
$20 million in production taxes with an estinmated price of
$54 per barrel. At that price all the state would receive
was the 4 percent gross mninum tax. He asked if he was
correct.

M. Burnett responded that with the prices in the forecast,
bel ow $67 per barrel, the state would be receiving the
mnimumtax for the entire period of the forecast.

4:17: 09 PM

Representative Gara did not believe the state would get
past the 4 percent mninmm under current law until the
price of oil per barrel reached $76. He wondered why at $39
per barrel in the previous year the state received $142
mllion in production taxes but by 2020 at a much higher
oil price the state's revenue would go from $142 mllion to

just $20 mllion.

M. Burnett answered that in 2016 the oil conpanies, for
t he purposes of the production tax had a net operating |oss
which could be carried forward as a net operating |oss
credit into the future years through approximately 2022. In
2023 producers would be paying a mninmm tax but not using
much of a net operating loss credit. The credit was being
reduced by the net operating loss in future years.

Representative Gara asked that when people stated that
Alaska did not have a firm mnimum tax floor they were
tal king about the state getting |less than 4 percent because
of the net operating loss. He wanted to make sure he was
under st andi ng correctly.

M. Bur net t replied t hat Representati ve Gara was
essentially correct. Producers could not reduce their tax
liability below zero with a net operating loss on the
production tax but could reduce it to zero with prior year
net operating | osses.
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Representative Gara asked about the bill the governor had
proposed. He wondered if it established a firm 4 or 5
percent mninmum so that the net operating |loss could not go
bel ow t he m ni num t ax.

M. Burnett replied in the affirmative as the bill was
initially introduced.

Representative WIson asked that of the tax credits for
refund what the state was required to pay.

M. Burnett responded that refundable tax credits were
subject to appropriation. The credits deducted against tax
liability were obviously not subject to appropriation. The
statute had a 10 percent or 15 percent floor depending on
oil price as to what was intended to be placed into the tax
credit fund. He believed the anpbunt was approximately $73
mllion in the governor's budget in the current year. The
guestion was whether the state was required to pay the
nmoney or if it needed to pay it in order to keep the
industry neeting expectations. Al of the refundable
credits were technically subject to appropriation.

Representative WIson asked M. Burnett to clarify the
difference between the total petroleum royalties and the
petroleum royalties in two |lines appearing in the first box
on the spreadsheet.

M. Burnett explained that there were tw lines that
referred to petroleum royalties including the Permanent
Fund share was $728 nillion. The general fund share was

$504. The difference between the two nunbers was the anmount
going into the corpus of the Permanent Fund - 25 percent of
all royalties under the constitution plus 50 percent of
certain fields.

4:21:35 PM

Representative WIson asked how many barrels of oil were
proj ect ed.

M. Burnett pointed to the second line in the first box

where it showed ANS production 517 thousand barrels per day
in 2016 and 507 thousand in 2017.
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Representative WIlson assuned that no additional barrels of
oil were being produced based on the nunbers in the
forecast.

M. Burnett responded that interestingly the forecast for
production was higher than two years prior. He confirnmed
that it showed the effects of earlier prices and of things
that were done. The Departnent of Revenue used a risk-based
nmodel and only include production that was certain. It was
nore likely that the state forecast was |ow rather than
hi gh.

Co-Chair Neuman asked about the production tax mninmm
floor of 4 percent. He suggested that because the state had
a net system rather than a gross taxation system producers
were allowed to deduct the standard allowable deductions
from the 4 percent net. He wondered if producers could go
below 4 per cent when t aki ng deduct i ons such as
transportation costs and upstream costs.

M. Burnett stated that the 4 percent floor prevented
producers from deducting costs in the year in which they
were incurred. However, it allowed producers to deduct net
operating |osses from previous years. It was a floor that
worked well in a 1l-year low price environnent. Wen
circunstances were such that producers had ongoing net
operating | osses over a period of tine the amount could get
down to zero.

Co-Chair Neuman was trying to clarify whether producers
could go below the mninmm tax because of their deductions
and because the State of Al aska had a net system

4:24:39 PM

Vi ce-Chair Saddler took sone cold confort in seeing that
the production forecasts were larger currently than they
were 2 years prior. He wondered about the forecast out to
2026 assumng a 277 thousand barrels per day. He wondered
if it presunmed that there was no change or additional
significant investnent in the Trans Al aska Pipeline that
would allow them to function at 277 thousand barrels per
day.

M. Burnett was unsure of the correct answer to Vice-Chair
Saddl er' s question.
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Vice-Chair Saddler was curious about the status of the
audits on past year tax returns.

M. Burnett indicated the topic had been discussed in the
subcommittee neetings earlier in the year. However, the tax
returns were audited through 2009. The intent follow ng
would be to do 2 years at a time. H's hope was to be
conpleted and perhaps ahead in the followng year. He
relayed that there had been challenges with having m xed
years of different tax reginmes in place at different tines.
The process was fairly conplicated and there were severa
changes to regulations and to tax filings that occurred
after the fact. He noted that he did not necessarily want
to finish the audits too soon because of all of the
changes.

Representative Gattis had questions regarding the tax
credits. She wondered what the balance was for the oil and
gas tax credits fund at present.

M. Burnett thought it was in the $40 nillion range. He
added that he had information in the packet for the neeting
that detailed the expected refunded credits for 2017. He
t hought the information about what was in the pipeline and
what was expected was hel pful .

Representative Gattis disclosed that she had talked to M.
Burnett about getting the information and commended him for
doing a great job of putting it together for her.

4:28:12 PM

Representative Gara asked about the 4 percent tax floor
projection out to 2026. He specified that it was not a net
tax. It was 4 percent of the gross value of oil with sone
very limted deductions for transportation. There was a net
operating loss problem It was not a net tax where a
conpany could deduct all of its costs. A conpany would be
allowed its full deductions as if it were a profits tax
when it reached above a 4 percent mninmum and the price
reached above $76 per barrel of oil. He asked if he had
presented a fair summati on.

M . Bur net t responded t hat Representati ve Gara's
interpretation was a fair one.
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Representative Gara nentioned that the statute on the tax
credits that the state paid out, $825 mllion in 2017,
provided that the legislature was authorized to only pay a
portion based upon available state revenues calcul ated
using a formula. He wondered if in FY 17 the state was
obligated to pay roughly $72 mllion.

M. Burnett reported that the fornula that was used was
instated with ACES. He thought that at $65 per barrel and
above it was 10 percent of revenues. Below $65 per barrel
it was 15 percent of revenues. The governor's budget was
based on these nunbers. He could not speak to the type of
obligation relative to other obligations.

Vice-Chair Saddler stated that when |ooking at the
projections for the North Slope |ease expenditures, the
spring forecast was slightly higher than the fall forecast.
By 2026 it was higher in npost years. He wondered if there
were any conclusions or assunptions that could be gained in
| ooking at the chart from the investnment in the North
Sl ope.

M. Burnett deferred to M. Stickle.

M. Stickle reported that in putting together the spring
forecast one of the things the DOR had heard from a nunber
of conpanies was that the producers were naking adjustnents
to their spending for the follow ng couple of years. They
were waiting until the followwing fall to make adjustnents
to the out years. He relayed that there would be a
significant reduction in |ease expenditures in 2016, 2017,
and 2018. The forecast reflected that there was not a
significant reduction in the later years. The departnent
had added a few projects seen on the horizon but |argely
left them untouched until the fall forecast.

4:31: 53 PM
Vice-Chair Saddler asked about what information the
producers were waiting for in order to nmeke their

i nvest ment deci si ons.
M. Stickle had heard that it was about oil ©price

uncertainty and about how the state addressed its fiscal
chal | enge.
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Vi ce-Chair Saddler asked if the prospect of an oil taxation
adj ust rent woul d have a role.

M. Stickle was sure it woul d.
Vi ce-Chair Saddl er asked if he had heard.

M. Stickle heard conpanies making reference to the broader
di scussion of the fact that the state was facing a $4
billion plus deficit and questions arose about how the
state would handle it.

M. Burnett reiterated that the forecast was a prelimnary
forecast and that the final production tax returns were not
due until the end of the nonth. The final spring forecast
woul d be conpl eted approxi mately one week follow ng receipt
of the tax return. There could be sonme slight changes in
the amobunts. He did not anticipate the changes to be nore
than a few mllion dollars.

Co- Chair Thonpson appreciated the adm nistration providing
the prelimnary forecast.

Representative Gara wanted to better understand how the net
operating | oss worked. He comented that even though it was
low, the state had a positive anmount of production taxes
($20 million to $54 mllion over the next few years). For
particular conpanies they could not deduct their net
operating loss unless they were at the point where a
conpany's deductions were so high it would |ose noney in a
year. He used Point Thonson as an exanple. He suggested
that naybe Exon Mobile's investnents would be |arge enough
that their investnments would bring them below a mninmum |f
an individual conpany nmade a snall anmount of noney they
would not get to use their net operating |osses, it was
only if the conpany |ost noney based on investnents and
incone. He wondered if he was accurate. He asked if a
producer could deduct its net operating loss credits from
the 4 percent floor if the conpany was revenue positive.

M. Burnett believed that a conpany could deduct it up to
the point of the net operating |oss against tax liability.
The carry forward loss credit earned in previous years
could be spread out over several years. It could reduce it
sonmewhere between zero and the 4 percent.
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Representative Gara spoke of the governor's firm m ni num
tax floor. He asked if production tax revenue would be
closer to the FY 16 anount than the nunbers seen in FY 17
and beyond in the spreadsheet.

M. Burnett responded in the affirmative. He added that if
oil prices went up significantly producers would still be
earning net loss carry forward credits that could be taken
agai nst future revenues. There would not be as much of a
bunmp from future oil price spikes as there would be if
there was not a net operating loss or if producers were
able to take the credits during the current period. The
state woul d be deferring revenues farther out.

Representative Gara asked that if the 4 percent floor was
firm oil junped above $76 per barrel, and there was a net
profits tax greater than the mninmum floor, then in those
years producers could begin to deduct their net operating
| osses. He asked if he was correct.

M. Burnett responded positively. It would push out the
taking of the credits.

4:36:37 PM

Representative Gara suggested that the way the system was
currently crafted the state would never get above the 4
percent mninmum floor and the price would not reach high
enough to go beyond the 4 percent mninmm floor according
the DOR s predictions out to 2026.

M. Burnett responded that it was l|likely the case unless
producers stopped spendi ng noney.

Vice-Chair Saddler referred to page 2 of the executive
summary which nade reference to the mddle colum to a
nmeani ngful increase of 17,500 barrels of oil per day from
the fall forecast. He asked if it was fair to attribute it
in part or in total to the tax credits or to the changed
tax structure of SB 21.

M. Stickle explained that the increase was primarily due
to CD5 coming online slightly earlier than expected and
produci ng better than expected.

Vi ce-Chair Saddl er asked if his answer was yes or no.
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M. Burnett responded that it was a conplex question. He
expl ained that when CD5 started prices were nuch higher
than in the present day. He thought it was started prior to
the passage of SB 21. It was likely an effect of several
t hi ngs.

Representative Gara had a list of the fields that the state
was investing in prior to the change in the tax law CD5
announced they were going forward before SB 21 passed. The
big delay was the refusal of the Arny Corps of Engineers to
give thema bridge permt. He asked if he was correct.

M. Burnett responded in the affirmative.

Co- Chair Thonpson asked Representative Gara if his question
had anything to do with the revenue forecast.

Representative Gara thought the answer to his question as
to whether SB 21 had anything to do with CD5 was no.

Co- Chair Thonpson thanked M. Burnett and M. Stickle for
their presentation.

4:39:38 PM
AT EASE

4:42:09 PM
RECONVENED

Co-Chair Thonpson indicated the conmttee would be hearing
about HB 143.

#hb143
HOUSE BI LL NO. 143

"An Act authorizing the Alaska Industrial Devel opnent
and Export Authority to issue bonds to finance the
infrastructure and construction costs of t he
Sweet heart Lake hydroelectric project; and relating to
| egi sl ative approval for a loan from the power project
fund to the Lynn Canal Transm ssion Corporation.”

Co-Chair Neuman MOVED to ADOPT the proposed conmttee
substitute for HB 143, Work Draft (29-LS0599\S)

There being NO OBJECTION, it was so ordered.
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JANE Pl ERSON, STAFF, REPRESENTATI VE  STEVE  THOMPSCN,
expl ained the changes between the S version and the H
version. The first change was the title. The title was
shortened to address what was currently in the bill. The
loan from the Power Project Fund to the Lynn Canal
Transportation Corporation had been renoved and was no
| onger addressed in the bill or in the title. Section 1 had
been anended to renobve financing through AS. 44.88.172.
Under version S financing would be what was known as
conduit funding paid through the revenue derived from the
project. The revenue bonds and interest due would not
constitute a general obligation to the state or the

authority. Bonds would not be applied against t he
authority's 12 nonth bonding limtation in AS. 44.88. 095A
As previously stated Section 2 of the bill was renoved. It

woul d have been a loan for the Lynn Canal Transm ssion
Corporation. The repealer date was changed in Section 2
fromJune 30, 2019 to June 30, 2020.

Co- Chair Neunman assuned that the |egislation allowed Al aska
| ndustrial Devel opnment and Export Authority (AIDEA) to work
as a conduit to help the project nove forward but did not
obligate AIDEA to the financial packet.

Ms. Pierson replied that he was correct.

Representative Gara asked why the reference to the Lynn
Canal Transportation Corporation was renoved.

Ms. Pierson answered that it was in working with the bil
sponsor. It was a fund that would have had to be
recapitalized for $22 million. In the state's fiscal tines
it was not |looking to recapitalize or to cap out its
bondi ng.

Representative Gara noted that he would have questions for
Al DEA.

REPRESENTATI VE CATHY MJUNQZ, SPONSOR, explained that the
committee substitute for HB 143 would allow financing for
the construction of a hydroelectric facility dam | ocated 43
mles South of Juneau. The proposed project would generate
19.8 negawatts of power and would allow the Kensington M ne
to cone off of diesel generation and nove to hydroelectric
power. The project would increase hydro capacity by about
20 percent and would result in many jobs for the comunity.
The initial application to Federal Energy Regul atory
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Comm ssion (FERC) occurred in 2009. The final FERC permt,
the final environnental inpact study (EIS), and the fina
404 permt were expected in the summer of 2016.

4:47: 22 PM

Representative Pruitt asked if there was a power sales
agreenent between Kensington Mne and the devel oper of the
Sweet heart Lake Project.

Representative Minoz deferred the question to the chief
executive officer of the Kensington M ne.

Representative Gara asked what percentage  of power
generated fromthe project would go to the Kensington M ne.

Representative Minoz deferred the question to experts
avai l able to speak to the bill.

Co-Chair Thonpson asked the other testifiers to cone
forward to address the committ ee.

KEI TH COMSTOCK, CEO, JUNEAU HYDROPOWER I NC., indicated that
there was a slide presentation in the nenber packets
titled: "Juneau Hydropower and Lynn Canal Transm ssion”
(copy on file). He began by providing a brief history of
the project. It was a project identified by the federal
gover nnent in 1906 as having significant hydr opower
capacity. In 1929 it was identified as a federal power site
classification and renoved from other uses. There had been
multiple attenpts to look at the project. For a nunber of
reasons such as access to a narket, the timng, or other
i ssues have prevented the project from noving forward. In
the md to late 80s the state had cone closest to building
the project. In Decenber of 2009 Juneau Hydropower filed
for a FERC prelimnary permt. At that tine the conpany
began studying and investing noney to do all the various
envi ronnent al st udi es, the hydrol ogi cal st udi es, and
fortunately for the conpany the project had been studied
repeatedly and had 40 years of water data. The 40 to 50
year old water data was saying the sane as the new water
data. He continued that from 2009 to 2014 the conpany
conducted environnental, hydrological, and preconstruction
studies. It had worked on all of the various regulations
and defining the custonmer base. In My 2014 the conpany
submtted its final FERC license application that FERC
accepted. Once the application was accepted the tineline
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began for the EIS. The final coment period was a few
nmonths prior. The conpany was expecting its final |icense,
the 404 permit, and the notice to proceed on or around the
July tinmefrane. Also in February the conpany announced the
exi stence of the Juneau District Heating, a major customer
for Juneau Hydropower Inc. The conpany received unani nous
letters of support from the City and Borough of Juneau
assenbly. He was before the commttee asking for support in
order to find sonme bond financing.

4:51:18 PM

Representati ve Kawasaki asked M. Constock to tell him
about the conpany's attenpt to nmake private financing
avai |l abl e or whether private financi ng has been avail abl e.

M. Constock answered that the project had been 100 percent
privately financed, very wunusual for a hydro power in
Al aska. He had not received any or applied for any grants
or assistance from any state or federal agencies. Every
dollar to-date had been private noney. He was bringing his
own private equity to the project. In addition, should
AIDEA invest in the conpany, the conpany would still be
required to put up a significant anmount of private equity.

Representative Kawasaki asked how nmuch equity Juneau
Hydropower had in the project to-date. He wondered if the
amount of the bond, $120 mllion, was enough to conplete
t he project.

M. Conmstock replied that the entity had invested

approximately $4 million private dollars in the project at
present. The conpany anticipated that between Juneau
Hydropower Inc., the Juneau District Heating, and the Lynn
Canal Transm ssion  Corporation, the project total ed
approximately $175 mllion. He was expecting to put in
about $40 million to $50 million in private equity.

Representative Gara spoke to the Juneau District Heating
conmponent that would convert energy from the canal into
heat. He asked if the conponent was contingent on the
Sweet heart Lake project.

M. Constock answered that the itens were related. He
provided a brief explanation of Juneau District Heating
project. The Ted Stevens Marine Research Center in Auke Bay
had a first generation seawater heat punp system It
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resulted in a savings of 120 gallons of fuel annually by
swtching to seawater heat punp heating. The heating only
supplied a building. The sane concept was in use - a
generation 2 heating system - at the Al aska Sea Life Center
in Seward. The Juneau District Heating system would be a
third generation heating system a high heat system which
would allow a building like Alaska's State Capital building
to cheaply and easily convert from an oil-based systemto a
seawat er heat punp based system or a hot water based system
wi thout a costly retro fit only having to change certain
equi pnent. The other two systens were | ow heat systens that
requi red new construction. The conpany was copying a system
that was first brought online in Dranmen, Norway, in 2011.
The payback on their total investnment was under 3 years.
Seawat er heat punps were an old technol ogy. However, nodern
refrigerants and the ability to boil refrigerants to very
hi gh tenperatures have made it viable as a capacity to heat
a city.

4:55:33 PM

Representative Gara asked how the seawater portion was
related to the Sweetheart Lake Hydro Project.

M. Constock answered that in order to run the heat punps
it required a significant amount of electricity. He
suggested that for every unit of electricity that was put
in, 3 units of heat energy resulted. It was an incredible
efficiency of 300 percent. This efficiency was the reason
the nunbers worked to pay for the nore expensive costs such
as digging up and laying down pipes. If a person were to
burn oil it was 85 or 90 percent efficient and natural gas
was 95 percent efficient. This project would provide a 300
percent efficiency rate. It required a lot of energy which
t he Sweet heart Lake project would be able to provide.

Representative Gara asked for confort that the project
woul d not damage fisheries.

M. Conmstock replied that he was a l|ife nenber of Trout
Unlimted and had been involved in cold water fisheries
issues nost of his adult life. He spoke to the Sweetheart
Lake fishery claimng it was a no-deposit and no-return
salnmon fishery. In other words, the Sockeye Salnon that
were stocked by Douglas Island Pink and Chum Inc. (DI PAC)
the |l ocal hatchery were stocked and could get out. However,
they could not get back to span again. Therefore, they had
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to be artificially replenished every year. Hi s organization
worked closely with DI PAC who supported the project. His
organi zation believed it would enhance the fishery versus
causing any distraction at all from the fishery. They have
had good support from the sportsmen and the fishing
comunity.

Representative Gara wondered if there were any wild fish
runs that would be inpacted in the area.

M. Constock reported that there were no significant wld
runs in the |ake because the lake was high in elevation
which nmeant it was a relatively |ow biomass, |ow producing
| ake. There were sone native Dolly Varden trout that would
not be inpacted. There was a snall population of Rainbow
trout first stocked in the 50s. The conpany had worked very
closely with the Departnent of Fish and Gane (DFG and the
Departnment of Natural Resources (DNR) on the issues and
t hey had been very supportive.

4:58: 38 PM

Co- Chair Neurman asked if the group anticipated asking Al DEA
for future investnents into the project. M. Constock asked
if he neant beyond the request <currently before the
conmittee.

Co- Chair Neuman understood that AIDEA's role in the project
was to provide sone conduit bonds so that the conpany woul d
provi de for its own fi nanci ng. Al aska | ndustri al
Devel opnent and Export Authority would help set wup the
financing nmechanism He asked if he was correct. M.
Constock replied in the affirmative.

Co- Chair Neuman asked if it was the conpany's intent to ask
AIDEA to invest in the project. M. Constock answered that
the entity's intent was to work with AIDEA as a partner to
work with the Goldman Sachs G oup and various folks in the
country. He did not anticipate returning to the |egislature
with an additional funding request in the future if that
was what Co-Chair Neuman was asking. He did not know the
full gamut of products and services available from Al DEA
At the nonment discussions had been focused nostly around
condui t bonds.

Co-Chair Neuman conmented that his question was about
whet her the financial plan for the project revolved around

House Fi nance Conmmittee 45 03/22/16 1:31 P. M



Al DEA's investnent. It sounded like it did not. M.
Const ock answered that funds from Al DEA were desired but
not required.

Vi ce-Chair Saddl er asked about the percentage of power the
dam would use. M. Constock answered that his belief was
that Kensington Mne's demand was about 60 percent of the
capacity.

Vice-Chair Saddler asked how much the Juneau District
Heating project would consune. M. Constock replied that it
woul d take the bul k of the bal ance.

Vice-Chair Saddler asked if the Juneau District Heating
project would be possible wthout the Sweetheart Lake
project. M. Constock answered that it would not be
possible. Currently the local utility had issues with the
possibility of running out of power, especially in |ow
wat er years. They had several major interruptible customers
such as the Geens Creek Mne, Princess Cruises, and a
variety of others. The short answer was not wthout a
significant supply of power into the conmmunity.

5:01:39 PM

Representati ve Pruitt asked about t he Lynn Canal
Transm ssion Project that was renoved in the comittee
substitute. He wondered if M. Constock was associated with
t he change.

M. Constock responded that Juneau Hydropower was one of
the nenbers of the Lynn Canal Transm ssion Corporation.
Anot her primary nmenber was the Al aska Power and Tel ephone
Conpany (the wutility for Haines and Skagway and other
pl aces). H's conpany would like to ask for noney from
Al DEA, but it was hard to ask for the funds if they did not
exist. The entity believed it could |ocate other sources of
funding. The conpany liked the ternms and the interest rate
in AIDEA's program He wunderstood the state's current
fiscal situation and indicated that his conpany could
access noney at a slightly higher interest rate in the
mar ket .

Representative Pruitt wanted to ensure the legislature did
not fund another project and then find the conpany short of
funds before project conpletion. He wondered if the conpany
could financially handle the intertie separately. M.
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Const ock answered that he was fairly certain. The conpany
had several viable plans.

Representative Pruitt asked for the total cost of the
project. M. Constock answered that between the Lynn Cana
Transm ssion Corporation portion (set up as a non-profit to
keep transnission costs as |low as possible), the build out
of the Juneau District Heating (putting pipes in the ground
and building a heat punp facility), and the Sweetheart Lake
Hydro Plant the <cost wuld total approximately $175
mllion.

Representative Pruitt spoke to the hydroelectric project
itself. He asked for the cost of that portion. M. Constock
answered that the cost was about $125 mnmillion wthout
contingencies. The anount depended on how wet the w nter
was, how long it took to build, and others things. He
t hought the $175 mllion total project cost was a good,
safe nunber. Juneau District Heating was a subsidiary of
Juneau Hydropower Inc. They were one and the sane as far as
construction <costs went. H's conpany had been given
direction from Wall Street and other financial entities to
keep the itens together as a single package.

5:05:32 PM

Representati ve Kawasaki asked whether the revenue bonds
woul d be tax exenpt.

M. Conmst ock responded that Representative Kawasaki's
guestion would be better directed to AIDEA. He reported
that his conpany was not basing its decisions on any
potential future tax credits or subsidies.

Representative Kawasaki asked if M. Constock's private
corporation would be required, if it were to obtain the
| oans, to pass on savings to consunmers or if the conpany
woul d be regulated through the Regulatory Conm ssion of
Al aska (RCA).

M. Constock believed that the hydropower function would be
a qualifying facility and not necessarily a regulated
entity. It was likely that Juneau District Heating would be
a regul ated entity.

House Fi nance Committee 47 03/22/16 1:31 P. M



Co- Chair Thonpson thanked M. Constock for testifying and
introduced the next testifier. He asked M. Springsteen to
review the decision tree that was in nenber packets.

JOHN SPRI NGSTEEN, EXECUTIVE DI RECTOR, ALASKA | NDUSTRI AL
DEVELOPMENT AND EXPORT AUTHORITY (via teleconference),
introduced hinself. He explained that the handout showed
the decision making process for any project that Al DEA
considered for AIDEA financing. He relayed that Al DEA was
| ooking at a conduit bond issuance for the particular
project being discussed which would be subject to the
requi renents of the actual bond buyers. He believed that
their process would marginally mrror AIDEA s process. He
rel ayed that when AlIDEA was reviewi ng projects for an Al DEA
investment the first step was to perform a suitability
assessnment to determne if the project fit the mssion of
providing jobs and creating revenue for the State of
Al aska. If the project net the mssion and was suitable for
AIDEA then a feasibility analysis would follow Al aska
| ndustrial Devel opnent and Export Authority would eval uate
whet her the project could be done, nade economc sense to
conplete, and was feasible. If their criteria was nmet Al DEA
would nmove into the due diligence step, a nuch nore
detailed review |If agreenents to terns and conditions for
financing could be crafted then they would be inproved
internally by AIDEA s investnment committee and then by the
board of di rectors. The | ast phase would be the
finalization and <closing of the deal which included
conpleting the agreenents and doing the financing. Al aska
| ndustrial Devel opnent and Export Authority believed that
it wuld be a simlar process for the bond buyers in the
case of a conduit issuance.

5:09: 33 PM

Vice-Chair Saddler referred to page 13 of the AlIDEA
docurent titled "Analysis and Decision-Mking" (copy on
file). He asked M. Springsteen to list the elenents in the
| ast blue box, after phase 4 was conpleted. M. Springsteen
answered that after the finalization and closing of the
agreenents, ongoing interactions wth the party AlIDEA
financed would ensue tracking the progress of the project
and ensuring that the objectives set out with the funds
wer e being net.

Representative Gara asked if the $120 million requested for
the project would inpact AIDEA' s bonding capacity. M.
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Springsteen replied that because it was a conduit issuance
and the project was funded on the nmerits of the project it
would not affect AIDEA' s bonding capacity. However, it
currently affected AIDEA's rolling 12 nmonth limt of $400
mllion. Through the proposed |legislation the issuance
woul d not be counted towards the cap.

Representative Gara asked for detail related to a conduit
i ssuance. M. Springsteen answered that AIDEA only filled
the role of a facilitator related to a conduit issuance

which was very difference than in the case of an AlDEA
obligation bond where AIDEA' s revenue and assets were
provi ding a backstop for a bond issuance. In the case of a
conduit i1issuance AIDEA was only a facilitator.

Representative Gara asked about AIDEA s conpensation as a
facilitator. M. Springsteen answered that AIDEA paid for
i ssuance costs and the reward was that econonmic capital was
bei ng brought to the State of Al aska resulting in economc
and enterprise devel opnent and | obs.

Representative Gara observed that the project seenmed great,
but he wondered if it would cost AIDEA. M. Springsteen
replied that AIDEA was paid back through issuances.

Representative Gara asked if AIDEA had an option to own a
portion of the project.

Co- Chair Thonpson stated that the option to own was from
the old version of the bill.

Representative Gara asked if he was correct in assumng
that AIDEA did not have an option to own the project
because all it was doing was hel ping to secure the bondi ng.
M. Springsteen answered in the affirmative.

5:14:39 PM

Representati ve Kawasaki asked how |ong phases 1 through 4
in the established decision nmaking process took. M.
Springsteen answered that the process typically took 4 to 6
nmont hs given the need for review and for board coment and
i nteraction. In certain cases the process «could be
accel erat ed.
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Representati ve Edgnon asked about the benefits the project
woul d provide to the longevity of the Kensington M ne by
provi di ng | ower cost energy.

Co-Chair Thonpson replied that the general manager from
Kensi ngton M ne woul d be testifying.

Representative Edgnmon would hold his question for the
upcomng testifier.

Representative WIlson asked if the reason for the
| egislation being considered was due to the |legislature
deciding that if a |oan was over a certain dollar amunt it
had to cone through statute.

M. Springsteen answered that AIDEA had a restriction for
general obligation bonds and for total bonds issued in the
rolling 12 nonth period. In the case of an AIDEA genera
obligation bond over $25 million where the authority was
providing its assets as a backstop to the bond buyers
required legislative approval. In the case of a conduit
i ssuance the question would be about the $400 mllion 12-
nmonth rolling cap for bond issuances.

Representative WIson asked for verification that AlDEA
woul d conduct due diligence to ensure the investnent was
sound. M. Springsteen replied that in terns of the project
and due diligence both AIDEA and the actual bond buyers
performed i ndependent and simlar reviews.

Representative WIson asked for verification that his
answer was a "yes". M. Springsteen replied in the
affirmative. In any instance AIDEA had a reputation to
uphol d in the bond nmarket.

Representative Pruitt asked whether AIDEA would have
invested in the project on its own wthout t he
legislature's influence if the $400 million cap was not in
pl ace and there was not a need for the current |egislation
before the committee. M. Springsteen answered that it
woul d be the type of project AIDEA would consider with its
own funds.

Co-Chair Thonmpson Invited the next testifier to provide
their statenent.

5:18: 23 PM
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MARY BECKER, MAYOR, JUNEAU, relayed that the Juneau
Assenbly had unaninously voted in support of the Juneau
Hydropower project at Sweetheart Lake and the Juneau
District Heating project. She thanked the conmttee for
taking up the | egislation.

RCDNEY HESSON, |IBEW JUNEAU, spoke in support of the
proj ect .

5:20: 06 PM

WAYNE ZI| GARLI CK, CGENERAL MANAGER, COEUR ALASKA, KENSI NGTON
M NE, introduced hinself.

Representati ve Edgnon asked about the benefits the project
woul d offer to the Kensington Mne in terns of savings in
t he future.

M. Zigarlick responded that the mne's single |argest cost
of production was |labor and the second was electricity.
Al though it was difficult to quantify what kind of
extension there mght be with a reduction in power costs,
any reduction in the mne's operating costs had the
potential to take mneralized material that was not
currently generating profits to do so. Thus, the life of
t he m ne woul d be extended.

Representati ve Edgnon surm sed that the Kensington M ne was
t he backbone of the project. He also thought the life of
the mne as it was «currently envisioned would be
comm serate with the |ife of the bond issuance and possibly
beyond.

M. Zigarlick asked for clarification.

Representative Edgnon stated that, given the significance
of the operations of the Kensington Mne and its role in
the overall project, it would extend the life span of the
m ne enough to essentially pay off the | oan package.

M. Zigarlick answered that he was unsure of the length of
the | oan package. However, the Kensington Mne's life was
dynamic in that it grew every year and was very dependent
on nmetal prices and other factors. He Dbelieved the
Kensi ngton M ne would be around for a long tinme, but he did
not know the length of tinme specifically.
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Representative Edgnon clarified that he was not trying to
put the testifier in a box with the question. He spoke to
| ong-term opportunities that cheaper power could provide
citing Red Dog M ne as an exanpl e.

M. Zigarlick replied that Representative Edgnon was
accur at e.

5:23:25 PM

Co- Chair Thonmpson OPENED public testinony.
Co- Chair Thonpson CLOSED public testinony.

Co-Chair Neuman asked if Alaska Energy Authority (AEA)
would play a role in the transmssion of the electrical
power lines in the project.

SARAH  FI SHER- GOAD, EXECUTI VE DI RECTOR, ALASKA  ENERGY
AUTHORI TY, DEPARTMENT OF COWWERCE, COVMUNITY AND ECONOM C
DEVELOPMENT (via teleconference), answered that currently
AEA woul d not play a role in the project.

Co-Chair Thonpson explained that HB 143 would have a
forthcom ng zero fiscal note.

Co-Chair Neuman MOVED to REPORT CSHB 143(FIN) out of
comittee Wi th i ndi vi dual recommendat i ons and t he
acconpanyi ng fiscal notes. There being NO OBJECTION, it was
so order ed.

CSHB 143(FIN) was REPORTED out of commttee with a "do
pass" recommendation and with one forthcomng zero fiscal
note from the Departnment of Comerce, Comunity and
Econom c Devel opnent .

Co- Chair Thonpson discussed the schedule for the follow ng
day.

#
ADJ QURNVENT

5:26:30 PM

The neeting was adjourned at 5:26 p. m
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