HOUSE FI NANCE COW TTEE
January 23, 2017
1:30 p.m

1: 30: 39 PM

CALL TO ORDER

Co-Chair Seaton called the House Finance Commttee neeting
to order at 1:30 p.m

VEMBERS PRESENT

Representati ve Neal Foster, Co-Chair
Representati ve Paul Seaton, Co-Chair
Representative Les Gara, Vice-Chair
Representative Jason G enn
Representative David Guttenberg
Representative Scott Kawasaki
Representative Dan Otiz
Representative Lance Pruitt
Representative Steve Thonpson
Representative Cathy Tilton
Representative Tanme W/ son

VEMBERS ABSENT

ALSO PRESENT

Mar k Lui ken, Comm ssioner, Department of Transportation and
Public Facilities; Amanda Holland, Adm nistrative Services

Director, Depart ment of Transportation and Publ i c
Facilities; Randall Hoffbeck, Conm ssioner, Departnent of
Revenue; Dan DeBart ol o, Di rector, Di vi si on of
Adm ni strative Services, Depart ment of Revenue; Doug

Wholiver, Deputy Admnistrative Director, Al aska Court
System Jerry Burnett, Deputy Conm ssioner, Departnent of
Revenue;

PRESENT VI A TELECONFERENCE

SUMVARY
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Depart ment of Transportation and Public Facilities:
Depart ment Overvi ew

Depart ment of Revenue FY 18 Budget Overvi ew
Judi ciary: Al aska Court System Overview
Co- Chair Seaton rel ayed the agenda for the day.

ADepart ment of Transportation and Public Facilities:
Depart ment Overvi ew

1: 32: 35 PM

MARK LUI KEN, COW SSI ONER, DEPARTMENT OF TRANSPORTATI ON AND
PUBLI C FACILITIES, introduced the PowerPoint presentation

"Depart nent of Transportation and Public Facilities:
Department Overview' (copy on file).

Comm ssioner Luiken turned to slide 2: "Transportation &
Public Facilities: Keep Al aska Mving through service and
infrastructure.” He indicated that per Al aska Statute 44.42
the department was responsible for planning, research,
desi gn, construction, oper ati on, mai nt enance, and
protection of all state transportation systens and public
facilities. The departnent achieved this through the
departnment's core services in its strategic approach known
as results-based alignnent. He read fromthe slide:

The Departnent of Transportation & Public Facilities is
responsi ble for providing these core services:

* Preserve Alaska’'s Transportation Infrastructure
* (Operate Alaska' s Transportation Infrastructure

* Mbderni ze Al aska’s Transportation Infrastructure
e Provide Transportation Services

Comm ssi oner Luiken reported that results-based alignnment
was a service delivery framework from which the departnent
nmeasured the contribution of the services the departnent
delivered in support of its mssion. He noted links to
source docunents included on the slide.

1: 34: 58 PM

AMANDA HOLLAND, ADM NI STRATI VE SERVI CES DI RECTOR
DEPARTMENT  OF  TRANSPORTATION AND PUBLIC  FACI LI TIES,
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reviewed slide 3: "Departnent of Transportation & Public
Facilities Share of Total Agency QOperations.” She reported
that the slide provided a 10-year |ook back of the
department's unrestricted general fund (UG) and desi gnated
general fund (DGF) funding. For the FY 18 governor's
proposed budget, the UG- total equaled $145.7 mllion. The
designated general fund total equaled $126.9 nillion. The
nunbers were close to the departnment's FY 09 | evels.

Ms. Holland reviewed slide 4: "Departnent of Transportation
& Public Facilities Line Itens." She reported that the
slide showed all funds by Iline item The departnent's
commodities, services, travel, and personal services were
trending below FY 12 levels. She noted that travel was
bel ow the FY 08 | evel .

Co- Chair Seaton announced that Representative Pruitt had
j oi ned the neeting.

Representative GQuttenberg referred to the personal services
line on slide 4. He referred to the nunbers for the FY 17
managenent plan and for the FY 18 governor's plan. He
wondered about whet her design and engineering were
contained in the nunbers. M. Holland indicated that the
chart reflected a 10-year | ook back

Representative CQuttenberg remarked that FY 18 governor's
plan was included. M. Holland reported that the chart
reflected the departnent's total personal services cost for
FY 18 including any reductions of positions that were in
t he budget including design and construction positions.

Representative GQuttenberg was under the inpression that the
nunbers did not include estimated savings or changes in the
budget. He |ooked forward to further discussion on the
proposal to nove design and engineering into a private
function within DOT's budget.

1: 38: 39 PM

Co-Chair Seaton explained to students in the room about
decorum in a discussion, which served the useful purpose of
managi ng t he neeti ng.

Ms. Holland explained slide 5: "Appropriations wthin the

Department of Transportation & Public Facilities: G- Only.™
She pointed out that the graph |ooked at general funds
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only, which included UG and DGF sources. There were 2
result delivery units including the H ghways, Aviation, and
Facilities wunit and the Alaska Marine H ghway System
(AVHS). These delivery units made up 94 percent of the
departnment's general fund operating budget. It neant that
94 percent of the departnent's general fund operating
budget was dedicated to direct service for Al askans. She
hi ghlighted that the FY 18 budget for AVHS was near the FY
08 level. The budget for the H ghways, Aviation, and
Facilities unit was below the FY 08 |evel.

Ms. Holland turned to slide 6: "Appropriations within the
Departnment of Transportation & Public Facilities: All
Funds." She relayed that when |ooking at all funds for the
FY 18 governor's proposed budget, the H ghways, Aviation,
and Facilities unit had the |largest share of the operating
budget, while the budget for AVHS was a close second. Mbst
of the operating budget was dedicated to 3 core services
including preserving Alaska's infrastructure, operating

Al aska's infrastructure, and providing transportation
servi ces.
MVs. Hol land advanced to slide 7: " Depart nent of

Transportation & Public Facilities Total Funding Conparison
by Fund Group: Al Funds." She infornmed the conmttee that
the chart showed total funding by fund group. Capital
i nprovenent program (CIP) receipts conprised over 50
percent of the other state funds category. They funded the
desi gn, engi neering, and oversight of the capital program

Ms. Holland continued to slide 8: "Admnistration and
Support RDU." The slide broke down the departnent by the
results delivery unit. It included the funding breakdown by
fund category in the second colum and the nunber of
positions in the third colum. The 3 furthest right colums
showed constitutional, federal, and statutory requirenents.

The rating of inportance colum, in the mddle of the
slide, reflected the departnent's rating of each program as
either critical, inportant, beneficial, or status quo. She

pointed to the adnministration and support results delivery
unit, which included several types of services such as

measur enent st andards, commer ci al vehicle enforcenent,
statewide aviation, program developnent, and statew de
pl anni ng.

Co-Chair Seaton asked which line she was referring to. M.
Hol l and drew attention to the farthest left colum | abel ed,
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"Conponent." Each of the |lines provided statew de functions
performed by the departnent.

Co- Chai r Seat on asked for further clarification.
Comm ssi oner Lui ken pointed to the statew de adm nistrative
services line. Ms. Holland further clarified that she was
showing the different conponents that made up the entire
results delivery unit; Adm nistration and Support.

Representati ve Kawasaki pointed to the rating of inportance
to the mssion on slide 9. He focused on three conponents
that were listed critical to the mssion: Statew de Design
and Engi neering Services, Regional Design and Engi neering
Services Conponents, and Regional Construction and CP
Support Services. He noted that the three conmponents were
taking the hardest hit in the budget. He asked her to
cormment. M. Holland asked Representative Kawasaki if he
was asking about the Administration and Support Results
Delivery Unit or the Design, Engineering and Construction
Results Delivery Unit.

Representative Kawasaki referred to slide 9 which addressed
St atewi de Design and Engi neering Services, Regional Design
and Engi neeri ng Servi ces Conponent s, and Regi onal
Construction and CI P Support Services. He thought the three
conmponents were being targeted for the |argest reductions.
Ms. Holland would address his question on the follow ng
sl i de.

Vice-Chair Gara commented that the legislature needed to
prioritize what it was spending noney on in the budget.
There were several new roads the departnent was
considering. He nentioned the Anbler Road. He asked where
on the chart could he find the noney spent on assessing,
desi gni ng, planning, going through the environnental i npact
statenment process. Conm ssioner Luiken responded that the
Anbl er Road was not a DOT project. The departnment |isted
personal services for planning and programng could be
found under the Statewde Transportation |nprovenent
Program Any funding that would be put towards design,
engi neering, or construction would be placed in that
conponent [ Program Devel opnent and St atew de Pl anning].

1: 45: 38 PM

Vice-Chair Gara reported that the spending in that section
[ Program Devel opment and Statewide Planning] was $7.8
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mllion of other funding and $268 thousand in UG. He asked
about the other funding. He did not believe it was all
federal funding. Ms. Holland replied that the other state
funds included several funding sources, over 50 percent of
which was capital i nprovenent program receipts. She
el aborated that it was authority to spend capital
i nprovenent nonies in the operating budget. The capital
i nprovenent program nonies canme through the federa
government in the capital budget.

Vice-Chair Gara asked the comm ssioner for a list of new
roads that are in the planning stages and the anmounts being
spent on each. Conm ssioner Luiken was happy to provide the
information. He relayed that he had given the planning and
programing folks in his departnent 4 priorities for the
departnment's capital program to preserve the state's
system to preserve the state's bridges, to base any new
roads or passing lanes on safety data, to follow a tine cap
(if the departnment had started work on a federal project
and was running up against a tinme limt it would decide
whether to go forward with or cancel the project).

Representative GQuttenberg referred to slide 8 wunder the
colums | abel ed "Constitutional Requirenent” and "Federally
Required." He highlighted that on slide 9 and slide 10 the
only conponent that was constitutionally required was the
Comm ssioner's O fice. Wereas, the Equal Enploynent and
Cvil R ghts Conponent was federally required. He wondered
if there were state constitutional requirenments that dealt
with the issue of equal opportunity rights. He nentioned
the Elizabeth Peratrovich Gllery in the building. He
t hought it should be | ooked at again. Ms. Holland i ndicated
the departnent could | ook at it.

Representative Tilton asked about the nethodology used in
terms of inportance ratings. Ms. Holland explained that for
the rating of inportance the departnent's primary guidance
was provided in the nmenmorandum from Co- Chair Seaton and Co-
Chair Foster. The departnment went by the definition

provi ded for what constituted critical, i nportant,
beneficial, and status quo. Regarding the rating of
ef fectiveness, individuals within the departnent assisted

with both ratings. The departnment executive team and sone
subject matter experts in specific areas.

1:49: 46 PM

House Fi nance Conmmittee 6 01/23/17 1:30 P. M



Representati ve Pruitt referred to slide 7, whi ch
hi ghlighted the switch from UG- to DG-. He asked about the
anount associated with and the reasoning behind the change.
Ms. Holland wanted to clarify that he was asking about why
there was a significant change in UGF and DG

Representative Pruitt thought it was obvious that UG- had
been supplenented for DGF. Mre inportantly he wanted to
understand the thought process behind the change. Ms.
Hol l and responded that it tied back to the department's
results-based alignnment and the way the departnent was
working. It showed that the services being provided by the
depart nment wer e directly connect ed to statutory
requirenents and to its mssion. She clarified that wth
the swap to a DG anpunt (the proposed Al aska
Transportation Miintenance Fund), the departnment would be
allowed to take nonies that drivers and notorists paid, for
exanple, in notor fuel tax and apply it directly to the
preservation and operation of the roads they were using to
drive their vehicles on. The departnent believed that by
having it as a DG, the departnment could show Al aska
exactly what service the department was providing and how
it benefited the tax payer. It would better show what
services were being provided, such as a pothole getting
pat ched.

1: 51: 55 PM

Representative Pruitt appreciated her answer. He believed a
fee for service was needed. He agreed that if there was a
situation where the public was receiving a benefit in sone
capacity or in a particular industry, such as tinber, the
fee should cover the cost of providing the service. He
t hought the challenge was how the |egislature would dea
with the thought process of the public. Mving the funds
| ooked like there was a reduction of UG-, appearing that a
change was made different than what was actually made. He
wanted to make sure that legislators clearly articul ated
what had been done wth the budget. The public paid
attention to wunrestricted general funds (UG). He just
wanted to ensure transparency to the public.

Co- Chair Seaton added that was the reason he had asked for
the charts to reflect all funds identified rather than only
UGF. It would have been hiding the ball rather than show ng
the |l ocation of the ball.
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Representative Pruitt did not believe anyone was trying to
hi de anything. He asked about the 76 positions that were
being cut and noving towards privatization. Comm ssioner
Luiken indicated it would be better to wait wuntil the
departnment saw the settlenment between the state and the
General Governnent Unit (GEU).

Representative Pruitt inquired about privatization. He
relayed that currently the agency contracted 55 percent of
the work. He asked if there had been PCNs in the past
representing the 55 percent that was currently privatized.
He suggested that if 55 percent was accurate, then the
associated PCNs could be renoved from the budget.
Comm ssioner Luiken responded that in keeping with the
department's core value of excellence it was driven to
continually inprove. The departnent was seeking to optim ze
the delivery of its capital program A key to the
optim zation was to review the departnent's workforce size
and capabilities. The departnent was unsure that 55 percent
was the optiml nunber. He thought the feasibility study
t hat departnment would be conducting would help it to nmake a
determ nation

Co-Chair Seaton indicated that the committee would be
returning to that question

Representative Thonpson referred to the DG on slide 7
showed a huge increase. He asked if the nunber included the
governor's proposed increase in gas tax. M. Holland
responded affirmatively.

Representative Thonpson questioned whether the conmttee
would have to readjust the fornmula if the bill did not
pass. Ms. Holland replied that the departnent would have to
readjust its ask for the FY 18 budget.

Representati ve Thonpson asked about privatizi ng engi neering
and design. He thought npbst of the engineers were 90
percent funded wth federal noney. Conm ssioner Luiken
t hought the discussion needed to focus on what the
departnment was doing. The departnment was |ooking to
optimze the delivery of DOI's program He added that
privatization was not the best term to use. However, the
departnent's real focus and effort was to optimze the
delivery of its program
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Representative Thonpson asked about the possibility of the
engi neering being privatized to firns that were working for
conpanies in Alaska but were designing and engineering
roads in other places such as Seattle or Portland. He
wondered if the 90 percent contribution from the federa
governnment would go to Seattle or Portland rather than
remai ning in-state. Conmm ssioner Luiken reiterated that the
departnent could not nmake a determination presently because
it did not have the necessary data. He thought the
feasibility study the departnment would be conducting woul d
hel p in maki ng the determ nations.

Representative Thonmpson was |ooking forward to further
di scussi on.

1: 59: 43 PM

Co-Chair Foster asked iif 90 percent was the correct
percentage of federal dollars the state received to pay for
the positions. Comm ssioner Luiken responded that he
t hought the nunmber was cl ose.

Representative QGuttenberg noted that the conmm ssioner
continued to use the word optimzation. He asked when the
study would be conpleted in reference to the budget
schedul e. He had been under the inpression that design work
had already been contracted out. Conmm ssioner Luiken
indicated the departnent was crafting a request for
proposal (RFP) for the study to be done. He expected to
have the RFP out by the end of the nonth. The departnent
woul d issue an award by about the end of February with a
start date in March. The study could take up to 6 nonths

He noted that there had not been any outsourcing or
privatization wth the current budget. The feasibility
study, currently, did not need to be conpleted before the
end of the budget cycle.

Representative CQuttenberg was |ooking at earlier budgets
and had asked the question between FY 17 managenent plan
and FY 18 governor's plan about the proposal. He did not
know if discussions would ensue about what the study would
mean and what criteria the study woul d contain.

Co-Chair Foster nentioned that he had had a neeting wth
the comm ssioner earlier in the day. He conveyed that of
the 76 positions, not all of them were filled and sone of
them m ght be part time. He had asked the conmm ssioner for
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information on the breakdown, which he would provide to the
conmittee.

Comm ssi oner Luiken continued with slide 8 He reported
that the departnent had left the nunmber of Al askans served
colum blank because it was difficult to neasure
guantitatively. The state's transportation infrastructure
directly and indirectly inpacted every and indirectly
i npacted every Alaskan every day. The system was worKking
all the tinme providing connectivity and access to drivers,
pilots, and passengers and delivering goods such as food
and nedicine or services such as energency response. The
depart nment indicated "effective” on its rating of
effectiveness as it was currently neeting its mssion.
Resul t s-based alignnment was inplemented in the prior year
Wiile the departnment was beginning to see sone trends in
performance data, it was still maturing.

2:04: 34 PM

Ms. Holland advanced to slide 9: "Design, Engineering and
Construction RDU State Equipnent Fleet RDU " The unit was
responsi ble for the design, engineering, and oversight of
the capital program which included roads, bridges, and
runways (generally referred to as horizontal construction)
and facilities (vertical construction). The  Design,
Engi neering, and Construction Results Delivery Unit was
tied to the state's infrastructure, which was developed to
address the unique needs of Alaskans on the nobve. She
reported that only 2 percent of A aska's land area was
accessible by road. She added that 82 percent of Al aska
communities were not connected to the road system She
indicated that the regional conponents were conbined into
one line for design and one line for construction.

Ms. Holland continued to report on slide 9. She relayed
that the State Equipnent Fleet Results Delivery Unit
procured, maintained, and disposed of vehicles, equipnent,
and attachnments that were owned and operated by the
executive branch agencies, Legislative Affairs, and the
Al aska Court System It was a shared service responsible
for 7,129 pieces of state equi pnent and vehi cl es.

Comm ssioner Luiken advanced to slide 10: "Hi ghways
Aviation & Facilities RDU, International Airports RDU
Marine Hi ghway System RDU." He relayed that an exanple of
t he departnent’'s effecti veness usi ng resul t s- based
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alignnent and its core services was snow and ice renoval by
the regional hi ghways and aviation conponents. He
el aborated that for 2017, departnmentwide, it experienced
231 winter weather events, which nmeant a snow, ice, or w nd
event and net its tinme response goal 96.6 percent of the
time. Another exanple of effectiveness was provided by the
Al aska Marine H ghway System The on-tine departure rate
for 2016 was 92 percent, a slight increase from 91 percent
for 2015.

Conmi ssioner Luiken continued that DOl was an economc
driver for Al aska. According to a 2016 econom c i npact
study, every dollar invested in AWVHS returned $2.30 of
econom c benefit to the state. According to reports from
2011, the Ted Stevens Anchorage International Airport's
econom c inpact was 1 in 10 jobs in Anchorage. The economc
i npact of the Fairbanks International inpact was 1 in 20
jobs in Fairbanks. He was happy to provide additional
informati on on how DOT was using results-based alignnment to
align its budgets to core services and to increase its
accountability through performance dat a.

2:07:18 PM

Co-Chair Seaton returned to slide 9. He drew attention to
the first [Statewide Public Facilities] and third [Harbor
Program Devel opnent] conponents that received a rating of
inportance to the mssion of beneficial. He asked how the
depart ment woul d characterize t he Har bor Pr ogr am
Devel opnent conponent. He wondered about the nature of the
conponent. Ms. Holland responded that the program that
| ooked at harbors and ports that were scattered throughout
the state. It helped with maintaining or developing ports
and harbors. It was a federal pass through program

Co- Chair Seaton asked about the Statew de Public Facilities
conmponent. He had noticed it was graded as beneficial. M.
Hol | and answered that the conponent was conprised of a
group of design and construction engineers who oversaw the
construction of facilities for various agencies. They did
not always work on transportation and public facilities.
They often assisted with things such as a fish hatchery or
the scientific crime |ab in Anchorage.

Co-Chair Seaton wondered if the rating had to do wth
directly affecting the departnent's core mssion. It could

House Fi nance Committee 11 01/23/17 1:30 P. M



be an RSA through another agency. He asked if he was
accurate. Ms. Holland responded in the affirmative.

Represent ati ve Kawasaki asked about the Harbor Devel opnent
Program being a federal pass through. The anmpbunt was about
$300 thousand UG- and was not required federally. He asked
if there was soneone else that could do the job. M.
Hol l and would have to get back to the representative, as
she was not intimately famliar with the program

Co-Chair Seaton added that the subcommttees would be
taking up issues in greater detail. Reconmendations woul d
be presented to the full House Finance Comrittee. The
subcommttees would be looking at fees, discounts, or
anything else being done in the subconmittee process. He
noted indirect expenditures and noted that there 2 reports.
It was inportant to nake sure the state was collecting al
that was possible for services it was providing.

Representati ve Kawasaki returned to t he topi c of
privatization and asked why the feasibility study was not
done prior to adding it to the FY 18 budget. M. Holland
r esponded t hat in col l ective bar gai ni ng agreenent s
feasibility studies were required iif the departnent
anticipated |ayoffs of permanent or probationary enpl oyees.
The departnent did not anticipate any layoffs for the
proposed budget of FY 18. Therefore, a feasibility study
was not required by collective bargai ni ng ahead of tine.

Representati ve Kawasaki rel ayed t he i mportance of
| egislators needing to have the information. He wanted to
make sure it actually saved noney. He asked, out of the 55
percent of +the design work, if it included when the
departnment contracted with the municipality to take over
the design work like it was done in the city of Fairbanks.
Comm ssi oner Lui ken woul d respond | ater.

2:12: 00 PM

Representative Tilton nentioned the progranms under DOT that
wer e paused. She asked if they were accounted for and where
she could find the information. Conmm ssioner Luiken was
uncl ear what Representative Tilton was asking. He was aware
of which projects she was talking about. Representative
Tilton suggested the conm ssioner talk to her later.
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Representative Grenn asked about the cost or fee percentage
whi ch he noted ranged from zero to 100 percent. He wondered
if they swung wildly from year to year and whether it was
trackable over the previous 5 to 10 fiscal years. M.
Hol | and woul d get back to him

Co- Chai r Seat on encour aged menber s to attend t he
subcomi ttee neetings.

2:13: 37 PM
AT EASE

2:17:09 PM
RECONVENED

"Departnent of Revenue FY 18 Budget Overview

2:17: 09 PM

Co-Chair Seaton welconmed the conm ssioner from Departnent
of Revenue (DOCR).

RANDALL HOFFBECK, COWM SSI ONER, DEPARTMENT OF REVENUE
introduced the Power Point presentation: "Departnment of
Revenue FY 18 Budget Overview' (copy on file). He would be
making a few remarks and would be turning to M. DeBartolo
to wal k through the presentation.

Comm ssi oner Hoffbeck turned to slide 2: "Al aska Depart nment
of Revenue: The Departnment of Revenue Mssion and Core
Prograns”:

Mssion: to collect, distribute, and invest funds for
public purposes.

Core Prograns
e Treasury Division - |Invest
e Tax Division - Collect
e Permanent Fund Dividend Division - Distribute

e Child Support Services Division - Collect and
Distribute

Comm ssioner Hoffbeck relayed that the slide showed the
departnment's mssion statement and the various functions of
the departnent. He enphasized that the departnent was | aser
focused on its specific mssion in all the functions within
the departnment. The core prograns included the Treasury
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Division, the state's investnment arm |nvestnent nanagenent
and cash managenent reside within the division. Another
core program was the Tax Division, the state's collection
conponent for taxes. The Permanent Fund Division handled
the distribution of the Al aska Permanent Fund. The child
Support Services D vision was another core program that was
in charge of collection and distribution of funds for the
pur poses  of the federal mandate on child support
enf or cenment .

Comm ssi oner Hof f beck advanced to slide 3: " Al aska
Departnment of Revenue: Authorities, Cor por at i ons, and
Boar ds":

Aut horities, Corporations, and Boards

» Al aska Housing Finance Corporation (AHFC) - Invest
and Distribute

e Al aska Permanent Fund Corporation (APFC) — I|nvest

» Al aska Retirenent Managenent Board (ARMB) — | nvest

e Alaska Mental Health Trust Authority (AVHTA) -
Distribute

e Alaska Miunicipal Bond Bank Authority (AMBBA) -
Distribute

Comm ssioner Hoffbeck explained that the authorities,
corporations, and boards resided within the purview of DOR,
but generally functioned autononous fromthe departnents.

2:19: 53 PM

DAN  DEBARTOLO, Dl RECTOR, DIVISION OF ADM NI STRATI VE
SERVI CES, DEPARTMENT OF REVENUE, scrolled to slide 4:
"Departnment of Revenue Share of Total Agency Operations: G-
Only." He pointed to the note by the Legislative Finance
Division regarding a change over tine, which seened to be
an inportant function to discuss. The general fund budget
grew by $5.1 nmillion between FY 08 and the FY 18 governor's
request with an average annual growh of 2 percent, which
equated to $83 per resident worker. He comented that the
$83 was a portion of the state's actual total GF budget,
not the actual increase of $5.1 mllion. He indicated that
when | ooking at the graph and tal king about trends, it was
important to know why the budget increased at the beginning
of the time span. He provided some context. First, in FY 09
one of the notable increases was the inplenentation of HB
2001 [Legislation that passed in 2015] which allowed for
approximately $1.26 mllion to be added to the budget for
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audit masters including an additional support staff and
noney to inplenent changes. Also, during that tine, the
bargai ning unit conpensation including health insurance,
saw a significant increase in that year.

M. DeBartolo continued that during the tine period of FY
10 and FY 11 there was a significant junp on the chart. He
poi nted out that the departnent added two positions during
that tinme including petroleum comrercial analyst positions
for gasline and production tax. He nentioned that many of
the other changes were fund source changes. He reported
that within the Division of Child Support Services,
American Recovery and Reinvestnment Act (ARRA) funds were
going away. The departnment had to replace approximtely
$826 mllion while the stimuilus was lapsing. He also
mentioned that for quite sonme tine Child Support Services
was receiving designated general funds (UGF). At the tinme
the funds were switched to a G- match in the anount of $5.9

mllion. The  depart nent al so had to change the
Constitutional Budget Reserve (CBR) managenent fees to GF
in the sane year in the anobunt of another $2.1 mllion.

VWiile it looked like there was a significant increase in
the agency G- budget in that time frane from FY 10 to FY
11, nmost of it was a fund source change rather than a pure
growm h in operations

Representative GQuttenberg was |ooking for nore than a
nunber. He asked if there was an exanple of or a value that
the additional audit masters brought into the state. He was
aware they had 6 years to conplete an audit. He did not
know if the state had not conpleted one on tinme. He
suggested the results of the audit brought the state cl oser
to being up to date in order to reduce the lag. He asked
about the financial benefits resulting from the additional
audit nasters.

2:23:43 PM

Comm ssi oner Hof fbeck answered that it was very difficult
to find a quantitative nunber involved with the audit
masters. The state had switched from a gross tax with the
Petrol eum Production Tax (PPT) to the Alaska’s Cear and
Equitable Share (ACES) and then to SB 21 [GIl tax
legislation referred to as the Mre Alaska Production Act
(MAPA) passed in 2015] resulting in nore conplexity for
audi ting purposes. The departnment felt it needed to bring
in people with higher |evel auditing experience and, to the
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extent possible, people with oil conpany experience. The
audit nmasters, rather than being auditors on the ground,
functioned in a training, review, and support position to
nmake sure the departnent was capturing all the value due to
the state. He thought it would be difficult to assign an
actual dollar val ue.

Co-Chair Seaton asked if the comm ssioner felt that the
audit masters had paid for thenselves with their expertise.
He asked if +they had recoveries for the state that
superseded their personnel expense. Conm ssioner Hoffbeck
responded affirmatively.

2:25: 11 PM

Vice-Chair Gara commented that the departnment was behind on
audits and there was a statute of l[imtations. He asked if
the departnment was keeping up with the statutory tineline
requirenents for auditing oil conpany tax returns. He also
inquired whether the the state had incurred any |osses due
to not having enough staff to perform thorough audits.
Comm ssi oner Hof fbeck responded that the departnent was
confortably on schedule with oil and gas tax audits and
staffed sufficiently to conplete them The departnent was
currently in a 2-year audit cycle where it was auditing 2
years at a time. In other words, the departnment was
catching up 1 year every year. He hoped the departnent
would be at a 3-year lag in audits within 2 years. He
reported that a 3-year lag was the mninmum the departnment
could achieve because of the tine it took to conpile
necessary data and to get all essential questions answered
for conpleting an audit. He suggested that it would take 2
nore years to get caught up

Comm ssi oner Hof fbeck thought the stress of conpleting
audits could be seen nore in other tax types rather than in
oil and gas tax audits. The departnent wanted to audit
other tax types nore fully but did not have the needed
audi t ors.

Vice-Chair Gara asked if the comm ssioner thought the state
was m ssing out on revenue that exceeded what it would cost
to properly perform the audits. Conmm ssioner Hoffbeck
replied that the department believed there was additional
revenue to be gained. He did not want to comment about
which departnments were not being audited fully. He
preferred everyone to believe the departnent was watching

House Fi nance Conmmittee 16 01/23/17 1:30 P. M



them He was happy to answer the representative' s question
of fline.

Representative Pruitt asked if the state was conpleted with
the nore conplex audits related to the Alaska’s Cear and
Equi t abl e Share (ACES) structure. He wondered if the stress
on auditors would decline. Comm ssioner Hoffbeck reported
that the departnment was currently fully into the ACES
audits which had allowed the departnent to conbine audits.
The departnment had been through the first net tax audit
cycle. The auditors were nore cognizant of the issues and
the tax payers were nore aware of the questions they would
ask. The departnent was currently auditing tax returns
where regulations were in place before the taxes were due,
whi ch has helped everyone to be in conpliance. As the
departnment noved through the audits, it would see greater
conpliance and l|less adjustnents and be able to audit nore
qui ckly.

Representative Otiz asked if the audits had an inpact on
overal | revenue. Conmi ssioner Hoffbeck indicated that
revenues had varied from year-to-year. The departnent
anticipated about $200 mllion per year in audit
adj ust nent s. He noted litigating <certain audits and
reducing them over tinme. He thought that the adjustnents
would likely go to about $100 mllion per year once people
becanme nore aware of the state's expectations.

2:30:21 PM

Representative Thonpson asked how the state conpensated
i nvestnment officers. Comm ssioner Hoffbeck responded that
the investnent officers were exenpt state enployees
receiving a fair salary, although less than the private
sector.

Representative Thonpson asked whether the state would see
better results if the state could offer wages that were
nore conpetitive. Conmm ssioner Hoffbeck responded that the
department's investnment officers did well in achieving
returns. The departnment wused 2 different nodels. The
treasury with the Al aska Retirenment Managenent Board (ARVB)
i nvestors typically br ought in young people wth
significant capacity, trained them and got them certified
to do investnment work for the state. By doing so, the staff
was nore stable. The Al aska Permanent Fund Corporation's

House Fi nance Committee 17 01/23/17 1:30 P. M



(APFC) nodel was to recruit investnent officers wth
experience but resulted in a higher turnover.

Representative Thonpson asked about the loss of .043
percent on the ARMB' s investnent fund. Comm ssi oner
Hof f beck stated that nost funds took a loss in the previous
year with the exception of the Permanent Fund (PF). The
Permanent Fund's return was driven by the sale of shares
Wi thin Juneau Therapeutics, a venture capital investnent
that did well. They went public and made a substantial
return. O herwse, the APFC would have had simlar
investnment |osses as the ARMB investnents. Typically, the
ARMB and APFC investnent returns paralleled. He noted that
in 33 years the ARMB had outperformed APFC 22 of the 33
years by small margins. They essentially had the sane
return history.

M. DeBartolo advanced to slide 5: "Departnment of Revenue
Line Itenms: Al Funds." He indicated that the slide showed
all funds for DOR line itens on a scale with $50 mllion
increnents. The nost noticeable change in the graph was the
area in red that increased from FY 10 through FY 17 on a
steady ranp. Red represented the services line item He
el aborated that the changes dealt wth nmanagenent fees
within ARMB and APFC. During the period of growth from FY
11 to FY 16 the ARMB fees went from approximtely $34

mllion to $62 nmillion for a total increase of $28 mllion.
At the Al aska Permanent Fund Corporation, the managenent
fees went from $76 mllion to $151 mllion in that sane

time period, an increase of $75 mllion. He continued that
the increase of approximately $100 million seen on the
graph was nostly conprised of managenent fees. He noted
that in the beginning of the tine period there was sone
growh in personal services depicted in blue. He detailed
that in FY 08 and FY 09 the departnent added positions
within the Tax Division. Between FY 08 and FY 10 16
positions were added and contractually obligated salary and
health adjustnents were made. Both factors contributed to
the increases within the personal Services line item

2:35:40 PM

Representative Otiz wanted to confirm that the nanagenent
fee was a set percentage value. If so, as the fund
i ncreased, so would the managenent fee. He asked if he was
correct. Comm ssioner Hoffbeck replied in the affirmative.
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Representative Pruitt asked if nore nanagenent could be
brought i n-house. He wondered what the |egislature could do
to help the departnent nove in that direction. Conm ssioner
Hof f beck replied that, as a rule of thunb, it was about
three to five tines the cost to have external nanagenent
conpared to in-house managenent. The departnent was wor ki ng
to bring as nmuch nanagenent in-house as possible. He
detailed that the legislature had funded additiona
managers for the treasury for the Alaska Retirenent
Managenment Board (ARMB) and APFC investnents over the
previous two years. The positions were either filled or
being filled. The departnment expected to bring nore
i nvest ment managi ng i n-house. Sone investnents would never
be managed in-house such as private equity investnents
where a certain |level of expertise was necessary.

Representative Pruitt asked if there were plans to increase
i n-house nmanagenent in the <comng year. Conm ssioner
Hof f beck recommended directing his question regarding
whet her nore personnel funding was in the budget. He was
aware the departnment was in the process of hiring those
positions that had been approved in the past. M. DeBartol o
answered that the departnent did not put funding for
addi ti onal personnel in the budget in the current year.

Representative Pruitt surmsed the |egislature probably
needed to ensure there was an offsetting. He asked about
correlating value to in-house managers in order to assist
legislators in understanding the anount of savi ngs
resulting from bringing investnment managenent in-house.
Comm ssioner Hoffbeck replied that he would provide the
information to the conmttee.

Co-Chair Seaton stated that Representative WIson had
j oi ned the neeting.

2:39:18 PM

M. DeBartolo turned to slide 6: "Appropriations within the
Department of Revenue: G- Only." The Tax Division was the
only core program within DOR that was 100 percent G-
funded. He noted that when they had increases it affected
graphs like the one on the slide. He drew attention to the
blue line. He noted that the call out on the left-hand side
outlined sonme increases from FY 08 to FY 14 including the
audit masters, 2 comercial analyst positions, and CBR
managenent fees. Oh 2 occasions the state incurred
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addi ti onal managenent fees. He also reported that in FY 14
one additional audit master was hired for oil and gas. He
continued that in FY 14 the departnent inherited the film
office, which was |ater repealed, and the positions becane
obsol et e.

M. DeBartolo continued that while growth was seen through
the mddle of the chart, he outlined sonme things the agency
did to reduce growh. The tax Division saw that the tax
revenue managenent system was starting to becone effective.
The departnment started seeing automation gains associated
with the system and began to | ook at what positions could
be reduced. He reported that between FY 15 and FY 16 where
a steeper drop could be seen on the chart, the departnent
el i m nat ed 11 t ax positions i ncl udi ng | nf or mati on
Technol ogy positions that supported the system a petrol eum
policy analyst, a comercial analyst, and sone other
positions. The total reduction in positions equated to a
total of $1.2 mllion. The departnent also elimnated 3
film office positions equating to $346 thousand. On the
treasury side the departnment elimnated an additional $600
t housand i n CBR nmanagenent fees.

M. DeBartolo continued that on the child support services
line it showed a decline on the graph between FY 15 and FY
18. The reduction was a result of Child Support Services
elimnating 27 positions equal to $1.55 nillion in GF
mat ching funds. The division also closed its Juneau and
Wasilla satellite offices.

Representative Otiz asked if the changes neant the state
woul d be less effective in enforcing child support | aws.

JERRY BURNETT, DEPUTY COW SSI ONER, DEPARTMENT OF REVENUE,
responded that the departnment had nmade a strong push
towards not being less effective. He believed the
effectiveness reports would show that the departnent was
able to do the work with its current nunmber of staff.

M. DeBartolo turned to slide 7: "Appropriations within the
Department of Revenue: All Funds.” He indicated that the
Legi sl ative Fi nance Di vi si on slide was anot her
representation of the all funds slide from page 5 but was
broken out by appropriation. He noted that with APFC the
| argest increases could be seen in the custody and
managenent fees conpared to everything else on the chart.
It was comrensurate with the growh of the assets in-house.
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M. DeBartolo detailed slide 8: "Departnment of Revenue
Total Funding Conparison by Fund Goup: Al funds." He
wanted to get back to tal ki ng about what was unusual or out
of the ordinary on the chart. He pointed to the call out
that showed that UG- between FY 08 and FY 18 for DOR
increased by $10.6 nillion. Mich of the increase occurred
between FY 10 to FY 11. He urged nenbers to look at the
purple on the graph. He reported that during that tine
period there was a bunch of one-tinme itens that occurred in
the one year. Specifically, the state crated Al aska Gasline
Devel opnent Corporation (AGC) after HB 369 costing $15.64
mllion. In the follow ng year AGC noved out of DOR He
hi ghlighted the sharp increase and then the decease. O her
things that happened in the sanme year included the sale of
Geo bonds for Ilibrary education and educational research
facilities totaling $4.7 mllion. It was a one-tine item
that typically did not appear in the departnment's budget.
These itens and other things he nentioned that went to the
departnment's base earlier in his presentation fromFY 1- to
FY 11 conprised the sharp increase in UG from $17 mllion
to $51 mllion and then back down as the departnent
steadily decreased its UG expenses.

2:45: 05 PM

Vice-Chair Gara pointed to UG in FY 10. M. DeBartolo had
expl ai ned that the funds went from about $18 mllion to $51
mllion nostly because of AGDC. Once AGDC was noved out of
t he department, the budget was $30 million. He asked if the
excess amount was related to the gasline. He noted there
had been an increase to the base consistent through several
years.

M. DeBartolo had nentioned the increases to the base on
slide 4. The increases to the base included a DG to UGF
transfer of $5.9 for child support; the Anerican Recovery
and Reinvestnment Act (ARRA) fund of $826 thousand; the
petrol eum conmercial analyst positions of $400 thousand,
and the CBR of $2.1 million. These itenms increased the base
as well as the one-tine itens in that year that he had
mentioned earlier. The departnment had a lot going on from
FY 10 to FY 11. He suggested that the departnment went from
$17 mllion to $31 mllion, renoving the anomalist year.
Much went to the departnent's base in that year to the tune
of $9 mllion, then the trend |leveled out in the renainder
of the graph.
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Vice-Chair Gara asked about the $2 million for the CBR
Comm ssi oner Hof fbeck answered that the decision was nmade
to pay the managenment fees with UG- noney for the CBR
instead of creating a debt to the reserve that would then
take an appropriation to pay it back. Vice-Chair Gara
responded, "Thant's fine. Thanks."

M. DeBartol o explained the changes on slide 9: "Departnent
of Revenue [by Program.” He noted a reduction within the
Treasury Division of $374.2 thousand in gf. The reduction
included noving one adnmnistrative position to Shared
Services of Alaska, which equaled a $25 thousand GF cut.
The departnment also had a reduction of $348.5 thousand in
gf via a fund source change - an allocation of assets
changes under the ARM Board Managenent. Under the
al location of wunclainmed property, there were no chances,
however, he nmentioned that in FY 16 the Unclained Property
Division noved $12 nmillion to G- from its trust account.
Since the inception of the program in 1986, $116 nillion
had been placed into the G- coffers of the state.

Representative Otiz asked the neaning of unclained
property. M. Burnett responded that exanples of unclained
property would be unused gift cards or noney left in a bank
account of sonmeone who noved away or died without a wll.
That noney would be turned over to the State of Al aska. The
person or their heir could claimit |ater. However, every
year the departnent calculated the percentage of noney not
clained and noved it into the general fund. If a person
made a claim later, they could still be paid, as there was
sufficient noney in the trust.

M. DeBartolo continued to the allocation for the Al aska
Retirement Managenment Board. Under Treasury, the departnent
reduced $348.5 thousand in G- and increased in ARM Board
funds. Under ARM Board custody and managenent fees, there
woul d be a reduction for $12.1 nmillion due to external fees
starting to decline as nore investnments noved in-house.
Al so, sone fees were taken directly from the managed funds.
He reported no changes for the Alaska Minicipal Bond Bank
Aut hority for the year.

2:50: 37 PM

M. DeBartolo advanced to slide 10: "Departnent of Revenue
[by Program - continued].” He reported that the Permanent
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Fund Di vidend Division was taking a DG reduction of $177.9
t housand. The division was elimnating 2 positions; an
informati on systens coordi nator and an inmaging technician.
He reported that the $80 thousand of the $177 was for
reducing costs associated with printing applications. The
division was noving towards electronic applications. He
added that one position was being transferred to the
Adm nistrative Services Divisions for the state's shared
services initiative.

M. DeBartolo continued that the Child Support Services
Division was elimnating $218 thousand in GF matching
funds. The division also elimnated 2 positions for
efficiency gains associated with the new shared services
initiative. It was also elimnated the renai nder of the $25
fee, a subsidy to custodial parents. In the departnent's
| ast budget cycle, there was a decrenent of $100 thousand
and in the current budget cycle it was taking an additional
$100 thousand. He elaborated that the federal governnent
mandated that states charge $25 on any paynments to
custodial parents above $500. For vyears, the State of
Al aska subsidized that fee. In the current situation the
departnment decided to phase that subsidy out. It was
currently being paid by custodial parents. He reported that
the departnment was transferring 2 positions to the
Admi nistrative Services Division for the shared services
initiative and transferring 3 positions to the Ofice of
| nf or mati on Technol ogy.

M. DeBartolo offered that under the tax Division there was
a reduction of $307 thousand UGF, whi ch i ncl uded
elimnating 2 positions; a revenue appeals officer and an
excise tax technician. The division also transferred a
vacant seasonal position to the Treasury Division and was
transferring 1 position to the Admnistrative Services
Division for the shared services initiative.

M. DeBartolo reported that there were no funding changes
in the Commssioner's Ofice, but the office was
elimnating an Alaska Liquified Natural Gas (AKLNG
position and transferring in an admnistrative assistant in
Anchorage from the Crimnal Investigations Unit. Under the
Adm ni strative  Services Division the departnent was
increasing interagency authority to $445 thousand because
of the positions being transfer into Admnistrative
Services. The funding was being left in the agencies. The
departnment would charge the agencies through the cost of
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allocation plan for the services it would provide under
shared servi ces.

M. DeBartolo continued to slide 11: "Departnent of Revenue
Corporations." He reported no funding changes to the Al aska
Housi ng Fi nance Corporation (AHFC) Qperations or the Al aska
Corporation for Affordable Housing for the year. However,
AHFC had capital project requests in the anount of $42.55
mllion simlar to requests in previous years. The
informati on was avail able online. The Al aska Pernmanent Fund
Corporation had no operational funding changes. However,
like with the ARM Board, the APFC Managenent Fee section
was taking a $9.4 million reduction under other funds. He
relayed that the corporation was also doing nore assets
managed i n-house. Market performance had been | ess than the
projected md-case return scenario. it would bring the
budget in line wth anticipated costs.

Co- Chair Seaton spoke to indirect expenditures w thin DOR
He pointed out that one of them was a 100 percent tax
credit allowed for the second $200 thousand of educationa
tax credits. The revenue subcommttee would be |[|oo0king
closely at the issue. It would also allow the redirection
of so much of the state's tax nobney to other entities. He
t hought the issue was inportant to |look at. He encouraged
nenbers to attend the finance subcommttee neetings where
details woul d be much further investigated.

2:56:22 PM
AT EASE

2:59:45 PM
RECONVENED

AJudi ciary: Al aska Court System Overview

2:59:45 PM

DOUG WOCOLI VER, DEPUTY ADM NI STRATI VE DI RECTOR, ALASKA COURT
SYSTEM introduced the PowerPoint Presentation: "Al aska
Court System Overview' (copy on file).

M. Woliver turned to slide 2: "M ssion Statenent":

M ssi on St at enent
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The mssion of the Alaska Court System is to provide
an accessible and inpartial forum for the just
resolution of all cases that cone before it, and to
decide such cases in accordance wth the [aw,
expeditiously and with integrity.

M. Wholiver relayed that the mssion was really to resol ve
court cases. The mssion included the systenmlis qguiding
principles. In lean budget tinmes, tw of the goals were
always at risk. The first was accessibility of the courts
and the second was how quickly cases could be resolved. The
Al aska Court System closed at noon on Fridays, which
somewhat limted the public's access to the court system
Al so, courts were either closing or having greatly reduced
hours in some of the small rural nagistrate |ocations which
al so affected accessibility. As Judiciary reduced nore and
nore of its staffing levels it becane nore and nore
difficult to do things in a timely nmanner. Judiciary's
chal l enge was to manage budget cuts in a way that inpacted
its goals in the |east way possible. However, there would
be i npacts.

M. Woliver turned to the 10-year |ook back on slide 3:
"Judiciary's Share of Total Agency Operations: G- Only." He
pointed out that from FY 08 through FY 15 Judiciary had
general increases in its budget. The overall share of the
general fund budget had not changed nuch. It was just above
2 percent. The budget had gone up 16 hundredths of 1
percent. In general, it was a flat level for the agency's
total share. He indicated he wuld talk about the
reductions which showed up in FY 16, 17, and 18 later in
his presentation. There were three primary drivers that had
led to increases in the budget over the years. One was that
Judi ciary had asked for |egislative approval for additional
judges and staff in court |ocations where the workl oads
warranted the increases. Another main driver had been the
general salary increases that the |egislature approved for
non- covered enployees including enployees in the Judicia
branch. One other area that was reflected in the court
systenis increase, but not an actual increase in noney, was
the therapeutic courts. He reported that all the funding
associated with those efforts were noved into the court
system in FY 10 and FY 11. Representative M ke Hawker
t hought it would be nuch easier to oversee and nmanage the
t herapeutic courts projects if all the noney was in one
| ocation. Throughout the years, with therapeutic courts, a
bill would pass with several fiscal notes from various
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departments. Rather than having the funds spread out
t hroughout the executive branch's budget and a little in
the court system the legislature took all the funds and
placed them in Judiciary's budget. Judiciary then issued
Rei mbur sabl e Service Agreenents (RSA) to various agencies.
It was an increase in Judiciary's budget but not an
increase to overall state spending.

Vi ce-Chair Gara asked how rmuch funding and in what year was
therapeutic courts transferred. He wondered about the
anount proposed for therapeutic court sin FY 18. M.
Woliver replied that the funds from the other agencies
were transferred in FY 11. The total cost for therapeutic
courts for FY 18 was approximately $4.7 mllion.

Vice-Chair Gara asked about the ampunt in FY 11 that was
transferred. M. Woliver thought it was about $3.5
mllion. At the peak the anmount for therapeutic courts was
slightly nore than $5 mllion. Now the number was down to
$4.7 mllion.

Representative Otiz asked what percentage of Alaska's
popul ati on had access to therapeutic courts services. M.
Whol i ver responded that there were |ots of opportunities in
the wurban centers, but the state also had therapeutic
courts in Ketchikan, Juneau, and Bethel. There were also
t herapeutic courts in Kenai, Palner, and Anchorage.

3:05:29 PM

M. Woliver pointed to the chart showing a 10-year | ook-
back broken down by line item on slide 4: "Judiciary Line
Item Conparison: Al Funds.” He highlighted that the
| argest part of Judiciary's budget was personal services
whi ch made up about three-quarters of the branch's entire
budget. He noted that the only other category that changed
much was the second | argest category, contractual services.
It reflected the fact that therapeutic courts were noved
into Judiciary's budget.

M. Wbol i ver advanced to slide 5: "Judiciary
Appropriations: GF Only." He reported that the same 10-year
| ook back could be seen except it separated out therapeutic
courts. They could be seen at the bottom of the chart. The
chart also included the Al aska Judicial Council and the
Comm ssion on Judicial Conduct. Both were part of the
judicial branch of governnment but were separate from the
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court system itself. The chart reflected general funds
only.

M. Wooliver touched on slide 6: "Judiciary Appropriations:
Al'l  Funds" He reported that the slide |ooked al nost
identical to the previous slide because 97 percent of the
court system's budget was general funds. The slide
reflected all funds but | ooked |ike the previous one.

M. Wholiver scrolled to slide 7: "Judiciary Total Funding
Conmpari son by Fund Goup: Al Funds." He highlighted that
green represented general fund dollars. There were snall
amounts of noney in other areas including $1.25 mllion in
federal program receipt authority, an anmount Judiciary had
not received but had the authority to receive. There was
$1.8 mnmillion in other state funds, nostly inter-agency
transfers for the Famly Law Self-Help Center and the
Al aska Mental Health Trust Authority. The court also
received noney from the Public Defender agency for
transcripts and appeal cases. He reported that the court
system had $518 thousand in designated general funds (DGF)
from alcohol tax proceeds that went towards therapeutic
court participant treatnment. The other $105 mllion was the
97 percent of general funds.

M. Wooliver slide 8: "UG- Budget Cuts FY16 — FY18":

e FY16 — $3,430.4 (3.1%*
« FY17 - $3,805.0 (3.5%
* FY18 Proposed — $3,671.8 (3.5% **

* The FY16 cut was offset by a 2.5% salary increase
resulting in a net reduction of $1,427.6.

** The FY18 proposed cut may be offset by increased
healthcare costs resulting in a net reduction of
$1, 821. 4.

M. Wholiver relayed that currently Judiciary was in budget
cutting node. He reported that if the legislature approved
t he proposed reduction of $3.67 the Court system would have
reduced its costs over the last 3 years by approximtely
$11 mllion.

M. Woliver turned to slide 9: "Exanples of Cost-Savings
Measur es":
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Exanpl es of Cost-Savi ngs Measures
* E-Distribution Project
e Mni-RP
e Deleted 29 PFT, 14 PPT, and 2 Tenporary Positions
for a total of 45 Deleted Positions

* Hol di ng Positions Vacant

e Continuing with Friday Afternoon C osures
* Purchase Conputers Using G ant Funds

* Expanded Use of Vi deoconferencing

Representative WIson asked if there had been any anal ysis
been done to look at the affects of closing at noon on
Friday. M. Woliver responded that Judiciary had reviewed
the effects of closing at noon on Fridays. It did not
affect things to the extent that was anticipated for a
couple of reasons. First, the court closed at 4:30 pm
Enpl oyees worked from 4:30 pmto 5:00 pmto help them keep
up with the work load and to avoid falling behind. It was a
hal f hour at the end of each day when they did not have to
deal with new cases comng in and people at the counter.
There was freed up work tinme at the end of the day. The
office of Children's Services reported that by having half
a day every week where there were no court appearances
allowed them to do other work. Attorneys had al so provided
positive feedback about the closure of the courts at noon
on Friday. The closure did not keep people in jail |onger
They remained on the sane schedule because judges were
al ways available for energency proceedings, bails, and
those types of things. In other words, certain proceedings
continue even though the general court doors were closed at
noon on Fri day.

3:09:44 PM

Representative WIlson nentioned a «circunstance where
scheduling in the courts was problematic because of the
availability of judges. She asked if there were enough
judges. She wondered if it had to do with reduced hours on
Fridays. M. Woliver indicated that courts were very busy,
and frequently cases had to be schedul ed weeks or nonths in
advance. The type of case influenced scheduling. Certain
types of cases noved faster than general civil cases
wi thout statutory tinelines. He el aborated that every tine
the legislature or federal governnent placed a tineline on
a case type, cases not benefitting from a tinmeline were
pushed back.
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Representative Thonpson pointed to the final bullet point
on slide 9 regarding the expanded use of vi deo
conferencing. He asked if the state was behind because of
br oadband not expandi ng enough. He wondered about potenti al
savi ngs.

M. Woliver replied that the court system had good
broadband. In previous years, the legislature had provided
funding for broadband which helped trenendously. He
reported that Southeast Alaska, in particular, used video
conferencing for court hearings regularly. Broadband was
used throughout the state. For exanple, a judge could sit
in Ketchikan and preside over a case in Juneau or Vice
versa. One of the largest savings associated with video
conferencing was for prisoner transport. Not |ong ago the
Departnent of Public Safety would charter an aircraft and
fly from Anvil Muntain Correctional Center in Nonme with a
prisoner for a short hearing in Kotzebue. Currently, there

was a video link between Kotzebue Courthouse and Anvil
Mount ai n Correctional Cent er because of bandwi dt h
i nprovenents. In FY 18 the court system would be saving

approxi mately $900 thousand in bandw dth costs because of
nmoving to a different system It would be a systemthat the
state, rather than GClI nmanaging it. He reiterated that
video conferencing was fabulous. He relayed that video
conferencing was also used for sign |anguage interpreters
and spoken | anguage interpreters. Such services could be
contracted outside the state and provided via video
conferencing for a fraction of the cost.

Representative Guttenberg nentioned availability versus the
cost of broadband. He noted the difficulty of having good
br oadband. He nentioned the Quintillion fiber optics
project. He wondered if there was anything the judicial
system had where the costs were subsidized, covered, or
given a priority of use. He asked if there were any funds
or prograns set aside that directly affected the court
system and its ability to function. He believed Al aska was
uni que. He suggested that no one else had a prisoner
transportation cost. He asked if there were any prograns
that would benefit the courts directly. M. Woliver was
not aware of any, but he would ook into it.

3:15:51 PM
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Representative Otiz asked M. Woliver to briefly explain
the mni retirement incentive program and how nmuch noney it
saved the court system

M. Woliver responded that in the prior sumrer the
adm nistrative director cane up with the idea of offering a
retirement incentive program to sone of Judiciary's
enpl oyees. She offered it to enployees that had been wth
the court for at |east 10 years and who had been eligible
to retire for at least 3 years. The incentive to retire was
3 nonths of severance pay. He reported that there were 28
people eligible for the program of which 16 partici pated.
It would save the court system over $600 thousand in the
comng year. The positions that becane vacant because of
sonmeone retiring would be held vacant, replaced with a part
time enployee, or replace with a full-tine enployee at a
much | ower salary. Many of the people that retired were way
out in the step range and could be replaced with enpl oyees
at a step A or step B. Such a program was favored by
Judi ci ary because not only did the enployee feel positive
with the deal, but it saved the court system a significant
anount of noney. The program had been very successful

M. Woliver continued reviewing slide 9. He relayed that
because three-quarters of Judiciary's budget was personal
services, nost of the savings came from that area as well.
The departnment realized the savings by holding nany
positions vacant, deleting positions, and closing on Friday
afternoons resulting in a pay cut for enployees. There were
several other things the court system did to save noney at
| east in the short term

M. Woliver reviewed slide 10: "FY18 Operating Budget
Cut s":

FY18 Operating Budget Cuts

e 3.5% Budget Cut from FY17 Adjusted Base Budget
(Adj usted for Healthcare Costs) - $3,671.8

« $1,400.0 Personal Services

e $900.0 Bandwi dth Costs

e $800.0 Commodities, Conputers, and Postage

e $300.0 Bethel Accommopdati on

* $150.0 Therapeutic Court Contracts and Services
e $121.8 Leases and Leasehol d Costs
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M. Wooliver explained that there were 2 types of budget
cuts. The first were enmergency reductions such as not
replacing conputers or not conducting judicial training.
Some were tenporary such that if the state received a
windfall it would return to offering additional training
and replacing conputers on a regular cycle. There were
ot her types of savings that were nore permanent which were
the type Judiciary tried to find. For exanple, when e-
filing canme on line, the first phase of which would be the
foll ow ng several nonths, Judiciary would need fewer staff.
Therefore, many of the staffing positions currently being
held vacant will not have to be refilled. They were |ong-
term savings that nmade sense. He al so nmentioned the reduced
cost in bandw dth as an exanple. It resulted in a saving he
anticipated going forward forever. The Alaska Court System
now distributed nmuch of its materials through emails rather
than through the mail which saved hundreds of thousands of
dollars in printing costs, postage costs, and paper costs.

3:20: 25 PM

Representative Thonpson nentioned the recent decision in
t he menorandum of understanding with the Anvik Tribe taking
over cases and having tribal courts. He asked if it would
potentially save the state a significant anount of noney.

M. Woliver responded that he did not think a significant
anount of noney would be saved in the near future. There
were a relatively small nunber of case. He was aware that
for many years the court has liked the idea of |ocal

communities being able to resolve sonme of the small issues
that arose in the communities. He nentioned that the court
system entered into its first joint state court, tribal

court, therapeutic court in Kenai with the Kenaitze tribe

It was a voluntary program and was not just for nenbers of
the tribe. It was a therapeutic court program with both a
tribal court judge and a state court judge sitting on the
bench together. It was the type of effort the court system
was seei ng and encour agi ng.

M. Wooliver detailed slide 11: "Judiciary: Appropriations/

Allocation.” He explained that the slide showed where
Judiciary's noney cane from and where it went. The funding
all ocations were alnost all general funds. The various

sections included appellate courts, trial courts, etc. He
reported that the Alaska Court System brought in about $7
mllion fromthe various categories listed on the slide. He
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highlighted the designation for constitutional ver sus
statutory requirenents.

M. Wooliver explained slide 12: "Al askans Served in 2016"

Al askans Served in 2016
e 120,573 new cases filed (trial and appellate)
e 7,000 contacts through the Famly Law Self Help
Center
e 23,645 jurors reported for service
e 7,762 law library patrons
e 670,723 citizens passed through security screening
e 4,765,056 visits to the court’s website
e 871,172 CourtView searches
e 19, 145 online paynents nade
* 595 therapeutic court participants

e Thousands of on-line court formse accessed or
downl oaded

M. Woliver reported that the system served people in
several different ways. He read the nunbers. He highlighted
t he nunmber of people who accessed the court system for case
files searching for cases and people who accessed the court
for forms and booklets. He suggested that everyone used
CourtView for a host of reasons. In the past, people either
did not |ook up anything or they went to court to find the
files. CourtView was a huge savings for the court and a

convenience for citizens to look up records. Mor e
i nportantly, there were thousands  of online forns
accessible to the public. In the prior year, about 30

t housand people viewed the landlord tenant booklet and
about 20 thousand viewed the booklet on small clainms. About
50 thousand people |ooked at court forns, which neant that
about 50 thousand booklets did not have to be printed
resulting in significant savings. He also drew attention
that 19 thousand online paynents were made, nost of which
were related to traffic tickets. It nmeant that 19 thousand
people did not conme into court with a check in hand to give
to a clerk for processing. It saved the court and the
person tine and effort.

Representative WIlson nentioned that there were 595
therapeutic court participants. She wondered how many
actually graduated. M. Woliver indicated he would provide
her the nunber for FY 16.
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Representative WIson noted the cost of $8000 per person.
She also asked about the last time court fees had been
adjusted. M. Woliver responded in the prior year in early
FY 16. Prior to that it had been about 12 years since court
filing fees had been raised.

3:26:12 PM

M. Woliver turned to the final slide 13: "Effectiveness
Rati ngs and Measures":

Ef f ecti veness Ratings and Measures
» Case ( earance Rates
e Alternative D spute Resol ution Prograns
e Custoner Surveys
* Jurors and Vendors Paid Tinely
» Electronic Efficiencies

M. Wholiver noted that every year nany cases came into the
court and the state needed to send out or resolve the sane
nunber of cases, although they were not all the same cases.
Cases could be filed in Novenber and resolved a year |ater.
However, overall the court system had a 100 percent case
clearance rate. It neant that over the years as many cases
were resolved as cane into the court to avoid getting
behind. In terns of effectiveness, he pointed to the
alternative dispute resolution program bullet poi nt .
Specifically, he spoke of the program called the Early
Resol ution Project. It was a program that nediated
settlements for famly l|law cases including divorces and
child custody cases. The program had been in place for
about 6.5 years. In that time, about 1400 cases had been
resolved affecting a little over 3000 people. Rather than
going through the regular route of several court hearings
spread out over nonths to resolve a divorce -case
participants cane in for one day, net wth volunteer
attorneys fromthe |ocal bar association, had their dispute
nmedi at ed, net a judge, and the judge approved the
settl enment. About 80 percent of participants wal ked out the
door with their case settled in one day saving an enornous
anount of tinme and noney. He reenphasized the effectiveness
of the program The programwas run by the famly |aw self-
hel p center. He was avail able for questions.
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Co- Chair Seaton rem nded nmenbers that further details would
be provided during finance subcommttee neetings. He
reviewed the agenda for the follow ng day.

#
ADJ QURNVENT

3:29: 22 PM

The neeting was adjourned at 3:29 p.m
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