HOUSE FI NANCE COW TTEE
January 24, 2017
1:32 p.m

1: 32: 08 PM

CALL TO ORDER

Co-Chair Seaton called the House Finance Commttee neeting
to order at 1:32 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

None

ALSO PRESENT

Val eri e Davidson, Conm ssioner, Departnment of Health and
Soci al Servi ces; Shawnda O Bri en, Acti ng Assi st ant
Comm ssioner, Departnment of Health and Social Services;
Vickie WIlson, Director, Al aska Pioneer Hones, Departnent
of Health and Social Services; Andy Mack, Conm ssioner,
Department of Natural Resources; Fabienne Peter-Contesse,
Support Services Director, Departnent of Natural Resources;
Ed Fogels, Deputy Comm ssioner, Departnent of Natural
Resources; Mark Waggin, Deputy Comm ssioner, Departnment of
Natural Resources; Sarah Leonard, President and Chief
Executive Oficer, Alaska Travel | ndustry Associ ation
(ATIA); John Lanbet h, President and Chief Executive
Oficer, CIVITAS, Colleen Stephens, Stan Stephens dacier &
Wldlife Cruises and Menber of the ATIA Board of Directors.

House Fi nance Committee 1 01/ 24/ 17 1:32 P. M



SUMVARY
FY 18 BUDGET OVERVI EWG:

DEPARTMENT OF HEALTH AND SOCI AL SERVI CES
DEPARTMENT OF NATURAL RESOURCES

PRESENTATI ON: A SUSTAI NABLE SOLUTI ON FOR ALASKA DESTI NATI ON
MARKETI NG FUNDI NG A TOURI SM | MPROVEMENT DI STRI CT MODEL

Co- Chair Seaton di scussed the neeting agenda.

AFY 18 BUDCGET OVERVI EWs: DEPARTMENT OF HEALTH AND SOCI AL
SERVI CES

1: 33: 03 PM

Co- Chair Seaton asked nenbers to hold questions until the
end of the presentation.

VALERI E DAVI DSON, COWM SSI ONER, DEPARTMENT OF HEALTH AND
SOCI AL SERVICES (DHSS), introduced staff in the room She
provided a PowerPoint presentation titled "Results for
Al askans: Departnent of Health & Social Services House
Fi nance, FY2018 Departnent Overview' dated January 24, 2017
(copy on file). She addressed slide 2 and addressed the
departnment's hi story. She shar ed t hat the Al aska
Territorial Health Departnent had been established in 1919.
At the proclamation of statehood in 1959 the departnent's
responsibilities had been expanded to provide for the
pronotion and protection of public health and welfare
(outlined in Article 7, Sections 4 and 5 of the Al aska
Constitution). The sl i de i ncl uded I'inks for t he
departnent's website and other resources including the
departnment's constitutional authority, statutory authority
(Title 47), and the FY 18 proposed budget.

1: 35: 21 PM

Comm ssioner Davidson introduced slides prepared by the
Legi slative Finance Division (LFD). She asked a coll eague
to outline the slides.

SHAWNDA O BRI EN, ACTI NG ASSI STANT COW SS| ONER, DEPARTMENT
OF HEALTH AND SOCI AL SERVICES, addressed slide 3 that
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provi ded a representation of the departnent's total General
Funds (GF), including its designated general fund (DGF)
authority. She detailed that the departnent's G growh
over the past 10 years had been $300 million. Beginning in
FY 15 the DHSS G- had begun to decline; the total
undesi gnated general fund (UGF) savings realized since FY
15 was $190 nillion. Slide 4 included all funds for the
departnment's operation broken out by lines of authority.
She shared that 15 percent of the cuts taken over the years
had been to direct prograns. The departnent's budget had
grown over the past 10 years, primarily in the grants and
benefits line. O the reductions taken by the departnment in
recent years, 15 percent had been to direct benefits or
progranms. The grants line reflected that 77 to 78 percent
of the departnent's total funding was in its benefits and
program ar eas.

1: 37: 29 PM

Ms. OBrien addressed slide 5, which showed how GF was
broken out across the departnent's divisions. She noted in
2010 there had been a large dip in the Medicaid Services
program which represented [federal] American Recovery and
Rei nvestment Act (ARRA) funding. Subsequently, the growth
had steadily clinbed due to program area growh and the
| oss of ARRA funding. The largest increase to the Medicaid
program occurred in FY 12 due to program growh. Slide 6
included all funds spread across all di visions. The
Medi caid Services accounted for nobst of the departnment's
funding (64 percent). The Medicaid program had decreased
overall in UG funding by $112 mllion since 2015. However,
the departnent had been able to maintain services in the
area despite reductions in UG funding.

Ms. OBrien turned to slide 7, which showed a conparison of
all funding sources over the past 10 years. Wile the
departnment's UG- funding had continued to decrease, federal
funds had maintained its service levels. She elaborated
that many of the prograns were «critical safety net
programs; progranms the departnment had reduced funding for
totaled 15 percent of its overall benefits.

1:39: 56 PM

Comm ssi oner Davidson noved to slides 8 through 19 that
included a conplicated matrix with 99 rows and 12 col ums
of detail as requested by the House Finance Conmittee. She
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provi ded detail about the format. She explained the gray
hori zont al rons showed summary information. Colum 8
pertaining to the rating of effectiveness used a scale of 1
to 3 (nunmber 1 reflected getting the job done, nunber 2
indicated getting the job done but wth substantial
opportunity for inprovenent, and nunber 3 reflected not
getting the job done wth little opportunity for
i nprovenent). The information in the first colum showed
the departnent total including the budget breakdown by all
funds (UG-, DG-, Federal, and OQher). The total nunber of
enpl oyees wer e al so i ncl uded. The constitutional
requirenents as outlined in Article 7, Sections 4 and 5 was
included and statutory authority was shown on the far
right.

1:41:59 PM

Ms. O Brien explained slide 8 showing departnent totals and
the Division of Al aska Pioneer Hones, which was nmade up
primarily of staff serving residents of the honmes. Mbst of
the staffing appeared in row 4, which also accounted for
the majority of the conponent's funding.

Ms. OBrien addressed slide 9 that pertained to the
Di vision of Behavioral Health. She highlighted that nost of
the staffing and positions for the division were |ocated at
the Al aska Psychiatric Institute (API) and were tasked with
providing direct services to patients. Row 6 showed the
Treatment and Recovery G ant Program which accounted for
the |argest percentage of UG- in the division. Funding in
the conponent was primarily for grants and services for
substance abuse, disorder, prevention, and treatnment). The
conponent also included nmental health treatnent services.
The UG funds went to 16 residential treatnment facilities
and 19 outpatient treatnment facilities. The departnent
anticipated that Medicaid expansion would allow for

i ncreased usage for providers to bill Mdicaid for services
for residential and outpatient treatnment services. The
adm ni strative conponent was under goi ng sone

reorgani zati onal changes. She turned to slide 10 related to
Children's Services. She noted that the admnistrative
conponent for the division was undergoing reorganizational
efforts.

1:44:56 PM
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Ms. OBrien nmoved to the Ofice of Children's Services
(OCS) on slide 10. The largest body of the division's
enpl oyees were in the frontline social worker conponent.
Rows 20 through 23 pertained to foster care and adoption
guardi anship paynents (the division's fornula program.
Slide 11 showed Health Care Services. The nedi cal
assi stance adm nistration conmponent included nost of the
division's enployees (shown in row 28). She detailed the
i ndi viduals were responsible for paying Medicaid clains and
for SB 74 [Medicaid reform l|egislation passed in 2016]
Medi caid redesign work. Row 25 pertained to catastrophic
coverage. She pointed out that the nunbers had been reduced
significantly over the years - over 400 Al askans had been
served by the conponent in the past, the mpjority of which
were now served by Medi cai d.

Ms. O Brien addressed the departnent's Division of Juvenile
Justice on slide 12. Rows 31 through 39 indicated that nopst
of the division's enployees were spread across the
facilities and were providing direct services to juveniles
served by the division. She relayed the division had cl osed
its Ketchikan facility in an effort to reduce costs and
create efficiencies due to low utilization. She shared that
the department had lost its one-tine funding for the None
Youth Facility in the proposed FY 18 budget and was
expecting its closure in FY 18.

Ms. OBrien noved to slides 13 and 14 pertaining to the
Di vision of Public Assistance. Modst of the division's staff
resided in field services - staff responsible for
determining eligibility and providing direct services. The
majority of the UG funding for the division went to adult
publ i c assistance prograns; the funding was used to satisfy
the state's mai ntenance of effort for Medicaid.

Co-Chair Seaton asked for the rows.

1: 47:18 PM

Ms. OBrien replied she was addressing row 45 [slide 13].
She turned to slides 15 and 16 related to the Public Health
Division. She pointed to row 60, which showed that public
health nursing accounted for nobst of the division's staff
who worked in public health centers. Row 70 pertained to
community health aide prograns ( CHAP) grants; t he
department had successfully refinanced the funding for the
CHAPs grants through Medicaid Services in the current year
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- the remaining funding in the conponent made up for what
was left of the program area. She noted that the funding
the departnment had secured through Medicaid financing was
100 percent federal.

Ms. OBrien addressed slide 17 pertaining to Senior and
Disabilities Services. Row 73 reflected that npbst of the
division's enployees were housed in the admnistrative
servi ces conponent, which also included staff who were not
classified as admnistrative in nature. Mst of the
enpl oyees resided in the conponent for efficiency of
managi ng the division. Row 75 pertained to community-based
grants for seniors in their hones; the prograns provided
meal s, transportation, and |owcost services to help
maxi m ze i ndependence.

1:49: 29 PM

Ms. OBrien turned to slide 18 related to the departnent's
Support Services Division (essentially the departnent's
adm nistrative services division). Row 88 reflected the
division's i nformation t echnol ogy (1T services
organi zation and accounted for nost of the division's
enpl oyees. She detailed that IT staffing would nove under
the new Shared Services initiative, with a centralized
information office in FY 18. There would be a dotted I|ine
from DHSS agency to the Departnent of Adm nistration (DQOA)
for the services.

Ms. O Brien advanced to slide 19 pertaining to Medicaid
Services. Row 95 was behavioral services and row 96 was
children's Medicaid services, which had been conbined into
row 95. The services had traditionally been covered under
children's Medicaid services, but were largely behaviora
health related; therefore, they had been conbined into one
conmponent in FY 18. Row 97 was adult preventative dental -

the funding did not represent all the dental services
covered. Row 98 was the largest of the Medicaid Services
conponents and included all services that did not fall into
other specified categories. Row 99 was senior and

disabilities services.

1:51: 23 PM

Representative Otiz referred to slide 8 related to the
Pi oneer Hones. He wondered what | evel of cutbacks the hones
had seen over the past couple of years. He asked if the
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division was still able to neet its mssion based on
cut backs.

Conmi ssi oner Davidson answered that the UG cuts to the
Al aska Pi oneer Homes had been 9.8 percent or $3.678 million
since FY 15. There had been a total reduction of 23 full-
time positions (4 percent) since 2015. The division had
reduced the nunber of beds available for Al askans to enter
the honmes; it was in the public interest to provide quality
and safe care in the hones. As the state's popul ation was
aging it was comon to see higher level of care needs in
the honme (including level 3 - the highest |evel of care).
It was challenging to find assisted living or skilled
nursing facilities that were able or wlling to take on
i ndi vidual s experiencing denentia; therefore, the Pioneer
Hones had becone responsible for providing nost of the
denmentia care in Al aska.

Representative Otiz asked about the ever-increasing demand
for the Pioneer Home services.

Comm ssioner Davidson replied that primarily there were
longer wait tines. She stated it was inportant to get on
the Pioneer Home wait |list as soon as eligible. She
el aborated that individuals had been on the waitlist for
some tine. She detailed a husband may put hinself on the
waitlist, but the wife may not and because they were at
different spots it became difficult later. The demand for
the waitlist continued to increase.

1:55: 21 PM

Representative Genn pointed to slide 9, rows 6 and 8. He
asked about the increase in Al askans served in the
categories over the past few years. He asked if the
i ncrease had been gradual or steep.

Comm ssi oner Davi dson answered that with regard to
behavi oral health treatnent and recovery grants, there had
been a rise in the nunber of Al askans needing treatnent
services. Over the past year there had been a significant
rise in the nunber of individuals struggling with opioid
addiction. She referred to CGovernor Bill Walker's State of
the State address that highlighted five things the
admnistration wuld do to target the crisis. She relayed
that the preceding year the legislature had appropriated
$11 mllion, which had ended up at $6 mllion for grants
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She detailed that the recipients had been selected and
notifications would go out in the current week.

Comm ssi oner Davi dson continued to answer the question. She
spoke to behavioral health in general. The departnent had
been brutally honest with itself that there were gaps in
its continuum of care. She highlighted that the departnent
had focused on behavioral health inprovenent the previous
year as part of its SB 74 efforts. The departnent had
wor ked over the past year wth stakeholders throughout
Al aska | ooking at submtting a [federal] 1115 waiver that
would redesign the state's behavioral health system
Cenerally, when states had gaps in the continuum of care
they saw inpacts in other areas. She el aborated that states
saw increases in enmergency room (ER) overutilization
because it was the one place a person could legally go
where they could not be turned away. Individuals went to
the ER if there were no detox or treatnment services
avai l abl e. There were al so corresponding increases in rates
of child maltreatnment and neglect. States also experienced
corresponding encounters wth police or public safety
officers in addition to an increase in the nunber of
inmates. Unfortunately, Alaska had record nunbers in al
the categories. She recognized that a redesign of the
behavi oral health systemwas in order

Comm ssi oner Davidson continued that DHSS was negotiating
with the federal Centers for Medicare and Medicaid Services
(CVM5) to submit an 1115 waiver that would do five things:
1) expand the state's treatnent capacity and inprove access
to services; 2) integrate care anong primary care and
behavioral health to prevent individuals from having to go
multiple places for treatnment and offering services in
different settings that would allow the departnent to use
better social supports; 3) cost and outcones reform to get
val ue for what the state purchased; 4) provider paynent and
accountability; and 5) delivery system reform The requests
for 1115 waivers were for five-year periods that could be
renewed. The | argest benefit was that once approved by CMS5,
the state could anend it to waive the IMD (Institutions for
Mental Disease) that did not allow providers of 16-bed
facilities or nore to bill Medicaid for services, which had
been chal | engi ng for Al aska.

2: 00: 55 PM
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Representative Quttenberg addressed slide 8 related to the
Division of Pioneer Hones. He spoke about a request for
proposal (RFP) for a privatization study that no one had
applied for. He asked for detail on the process.

Comm ssi oner Davidson answered that the departnent had
twice issued an RFP for pharmaceutical services in the
Pi oneer Hones. One applicant had responded both tines, but
it did not neet the ternms of the RFP. Unfortunately, thus
far there had not been any successful takers for providing
pharmaceutical services in the Pioneer Hones.

Representative GQuttenberg asked what would happen. He
stated there was a statutory request to provide the
services, but no one fulfilled the requirenents. He
wondered if the division had a prescription drug nmanager.
He asked how prescriptions were currently delivered.

Comm ssi oner Davi dson answered that there was a pharnmaci st
position that oversaw the entire Medicaid program
Additionally, within the D vision of Al aska Pioneer Hones
there was a pharmacist and pharmacy services that could
provi de the benefit directly to the residents.

Representative Quttenberg wondered why the state had m ssed
out on a pharnaceutical services contract. He wondered what
was mssing or if there was a deficiency in the state's
request .

Comm ssi oner Davidson answered that providing the service
was probably not as lucrative as the state had thought. The
cost of purchasing and securing pharmaceuticals was one of
the | argest increasing costs in healthcare. The state could
do bulk purchasing and to participate in rebate prograns
that may not be accessible to a private conpany.

2:04:01 PM

Representative Tilton understood that in one of the Pioneer
Hones the janitorial and other services were put out to
contract to save noney. She asked if the other homes were
considering the idea.

VICKIE WLSON, DI RECTOR, ALASKA PIONEER HOVES, DEPARTMENT
OF HEALTH AND SOCI AL SERVI CES, asked for a repeat of the
guesti on.
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Representative Tilton conpli ed.

Ms. WIlson replied that when the hone had been built in the
1980s - it had been the last Pioneer Hone built - it had
been decided to contract out the services to determne if
there was a savings. The enployees had belonged to the
contractor and over the years there had been discussions
about how much savings there really were. The division had
consi dered contracting services in other Pioneer Hones and
had started to review the issue.

Comm ssi oner Davidson el aborated that prior to privatizing
any functions currently provided by state enployees
required a feasibility study by the departnent. She
detailed that SB 74 had included a provision to do a
privatization study of the Alaska Pioneer Hones. She
el aborated that an anmendnment had passed that had limted
the privatization study to pharmaceuticals. She concluded
that any change to contract services that would otherw se
be provided by a state enployee required a feasibility
study first.

2:07:36 PM

Co-Chair Seaton believed the RFP had not been to provide
services but to assess the possibility of providing
services. He believed the RFP had been for a consultant to
assess the feasibility of providing services. \Wereas there
had been pharnmaceutical conpanies offering to provide the
service under the Medicaid and Medicare reinbursenent rate
with no cost to the state, but it was not what the RFP had
asked for. He asked for the accuracy of his statenents. He
asked for verification that no one had conme forward to do
t he assessnent and feasibility study.

Conmi ssi oner Davidson replied in the affirmative.

Co-Chair Seaton relayed there were conmuni cati ons about the
cost savings and benefits and from DHSS and the
pharmaceuti cal conpany Geneva Wods. The information would
be provided to the DHSS budget subcommittee. He rem nded
menbers that the conmttee was currently having a high-
| evel discussion. The goal was to identify inportant issues
for the finance subcommttee to work on
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Representative Thonpson asked what kind of shape the
Pi oneer Hones were in and how nuch deferred nmmintenance
exi st ed.

Ms. WIlson answered that the buildings were aging, and the
di vi sion had been lucky to receive noney it had been given
The Pioneer Homes had dedi cated nmi ntenance crews, but the
buil dings were showing their age (i.e. roof replacenents,
maj or conponents, energy efficiencies, and other). The
itens had all been prioritized in the division's capital
f unds.

2:10: 55 PM

Representative Thonpson renarked that Al aska was taking on
numer ous optional Medicaid prograns. He asked if they were
savi ng the state noney.

Comm ssi oner Davidson answered that the optional services
selected did save the state noney in the |long-run. For
exanple, prescriptions were an optional service under
Medi cai d. Based on the experience of other states, when a
provi der prescribed nedication to a patient and the patient
did not have the resources to purchase the nedicine, they
wer e nonconpl i ant . I t took  just a few Medicaid
beneficiaries (l'iving in ar eas out si de Anchor age,
Fai r banks, or Juneau) not taking their high blood pressure
prescriptions who then had a stroke and required Medivac
servi ce. She detail ed t hat ener gency [ medi cal ]
transportation and corresponding in-patient stays were
mandatory services. She provided an additional exanple
related to honme and comrunity-based services, which was an
optional service. She specified that to be eligible for the
services (activities to help individuals with daily |iving
i ncl udi ng bat hing, nedicine conpliance, chores, and other)
and qualify for a waiver, a location had to neet the
nursing hone |evel of care, which was a mandatory service.
It could be offered as an optional service at much |ess
cost or as a mandatory service at a nmuch higher cost in a
residential facility.

2:13: 17 PM

Representative Thonpson asked how nuch state nopbney was
spent on optional Medicaid prograns. Comm ssioner Davidson
replied that she would follow up with the information. She
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specified that the information was broken down by optiona
servi ce.

Co-Chair Seaton asked the departnment to provide the
information to his office for dissemnation to the
comm ttee.

Representative Kawasaki asked about the closure of the
Ketchi kan and Nonme Youth facilities. He asked whether
anticipated savings from the closure of the Ketchikan
facility had been net. He asked where the youths would be
noved who had been in the Nome facility.

Comm ssi oner Davidson answered that in the D vision of
Juvenil e Justice the reductions had been slightly over $4
mllion or 7 percent since 2015. The nunber of full-tine
position reductions since that tine was 38 or 7.9 percent.
The Ketchikan Youth Facility residents had been noved to
Juneau. The departnent anticipated the youths in the None
facility would be transferred nost |ikely to Anchorage.

Co-Chair Foster noted the subconmmttee had been working on
the issue. He noted that the issue had come up the previous
year and the subconmttee wanted to revisit the potentia
savings. He believed there would be studies and sone
guestions asked by the comrittee. He stated there was the
possibility the savings woriginally projected may not
warrant the facility's closure.

2:16: 19 PM

Representative WIlson asked how t he departnent neasured the
success of grants. She asked what the providers were
required to submt and whether the departnent had
information on the nunber of people who successfully
conpl eted the prograns.

Comm ssi oner Davidson asked if Representative WIson was
referring to behavioral health grants.

Representative WIlson replied she was asking about al

grants. She noted that Conm ssioner Davidson had testified
that nost of the grants went to programs (e.g. substance
and al cohol abuse). She asked what was required from
grantees. She stated it was not just about the nunber of
people the prograns touched, but about people who had
successfully conpleted a program She explained that as
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decrenents were made, she wanted to ensure the Dbest
prograns continued to run

Comm ssi oner Davidson answered that grantees were required
to submt data to the departnent on their expenditures, the
nunber of clients served, the nunber of clients who had
conpleted prograns, and other. One of the reasons the
departnment was interested in the 1115 behavioral health
redesign was to change the dynamc to mnake sure the
departnment could inprove the |evel of services allowed to
be provided to Al askans.

Co- Chair Seaton asked the departnment to provide the charts
showi ng the conpliance and conpletion rate for distribution
to comm ttee nmenbers.

2:18: 20 PM

Representative WIson referenced the Ofice of Children's
Services and Medicaid expansion. She wondered about the
coverage provided under expansion for counseling, therapy,
and drug and al cohol abuse treatnent prograns. She stated
that before Medicaid expansion when someone |lost their
children they had lost all their nedical benefits because
the benefits had been tied to the children. She continued
that Medicaid expansion was basically based on incone. She
asked what portion of the services were provided under
expansion that previously would have been covered by G- at
Some poi nt.

Comm ssi oner Davidson restated her wunderstanding of the
guestion. She believed the question was whether having a
child renoved from a honme increased the transition from a
parent needing services to Medicaid expansion.

Representative WIlson clarified that prior to Medicaid
expansion if a child was renoved from a hone, the cost for
medi cal services for the parent would be paid with G-
through OCS because Medicaid would no |onger cover the
expense. She believed the parents wuld qualify for
coverage under Medicaid expansion. She wondered iif any
savings had occurred in OCS because the counseling was now
pai d t hrough Medi cai d.

Comm ssi oner Davidson replied the departnent could provide
the information to the committee.
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Vice-Chair Gara referred to slide 9. He wondered which
prograns had such long waiting lists for treatnent services
that people fell off the Ilist and did not receive
treatment. He gave an exanple of an alcoholic waiting
months for treatnment who |ater decided they did not want
treatnent. He recalled a past children's conference in
Al aska where a woman had spoken about |osing her child
because she could not care for the child. The woman had
waited over six nonths to get into a treatnent program
During that time the state paid $30 per day for the child
to be in foster care. He relayed that the woman had
ultimately made it through treatnment after about one year
and had gotten her child back. He wondered if the
ci rcunstances still existed.

Conmi ssi oner Davidson answered that there were a nunber of
Al askans on waitlists. There was not a conprehensive |ist.
She addressed areas with the greatest need including opioid
abuse. Cenerally, the state could do detox, but sone
communities had no detox facilities. Once in detox it kept
i ndi viduals from i mredi ate danger of overdosing on opioids
or alcohol, but the question was where people went after
detoxi ng. There was necessarily a treatnent bed accessi bl e,
whi ch was a probl em

Co-Chair Seaton interjected the question would have to be
addressed during the subcommittee. He nentioned other
i ssues to be addressed during the subcommittee process. He
stated that earlier in the week he had provided DHSS with a
2016 study on Canada showing a potential savings of $21.5
billion via preventative nedicine. He acknow edged there
were 35 mllion people in Canada and about 750,000 in
Al aska, which equated to a potential savings in Al aska of
about $458 mllion. He had asked the departnment to devel op
a plan to address the issue. He had also asked for a plan
to address the high rates of autism and preventabl e cases.
He wondered about the costs identified in other studies
that could be saved by changing the nethodology of how
things were done. He appreciated the format of the
presentati on.

2:24: 37 PM

Comm ssi oner Davidson added there had been a couple of
other feasibility studies that DHSS had been tasked wth
over the interim The first, mentioned earlier by Co-Chair
Foster, was the Departnent of Juvenile Justice facility
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privatization study. The second was the APl privatization
study. She relayed that both reports would be released on
the com ng Friday. The departnent | ooked forward to working
with the subcommittee on its budget in nore detail.

Co- Chair Seaton believed subcommttees would be |ooking to
determne if there were local matches for grants and at any
other ways of generating fees from private industry or
matching locals to offset costs. He relayed that the
subconm ttee process was being done with the commttee of
jurisdiction; any statutory changes the departnent believed
woul d bring efficiencies and reduce costs would go to the
subconmttee and then to the standing comrittee for
potential introduction of |egislation.

2:26: 55 PM
AT EASE

2:32: 18 PM
RECONVENED

AFY 18 BUDGET OVERVI EWS: DEPARTMENT OF NATURAL RESOURCES

Co-Chair Seaton invited the Departnent of Natural Resources
(DNR) to the table.

2:32:38 PM

ANDY MACK, COW SSI ONER, DEPARTMENT OF NATURAL RESOURCES,
i ntroduced hi s staff. He addr essed a Power Poi nt
presentation titled "State of Al aska Departnent of Natura
Resources House Finance Overview' (copy on file). The
departnment's m ssion statenment was to devel op, conserve and
maxi m ze the use of Alaska's natural resources consistent
with the public interest. The departnent had four core
services and division neasures: 1) Foster responsible
comerci al devel opnment and use of state |and and natural
resour ces, consistent wth the public interest, for

long-term wealth and enploynent (42 percent of the DNR
budget); 2) mtigate threat to the public from natural
hazards by providing conprehensive fire protection services
on state, private and rmnunici pal | ands, and through
identifying significant geologic hazards (27 percent of the
DNR budget); 3) provide access to state lands for public
and private use, settlenent, and recreation (19 percent of
the DNR budget); and 4) ensure sufficient data acquisition
and assessnent of |and and resources to foster responsible
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resource and community devel opnent and public safety (11
percent of the DNR budget). The slide included Iinks to the
departnment's constitutional authority (Article VIII). The
full budget was located on the Ofice of Managenent and
Budget (OVB) website.

2:35:34 PM

FABI ENNE PETER- CONTESSE, SUPPORT SERVI CES DI RECTOR
DEPARTMENT OF NATURAL RESOURCES, addressed slides generated
by the Legislative Finance Division (LFD) beginning on
slide 3 titled "Departnment of Natural Resources Share of
Total Agency Operations: G- Only." She noted that GF
included both unrestricted general funds (UGF) and
designated general funds (DG&F). The departnent had a
significant anmount of DGF resulting from fees brought in
for material sales, public use cabins, Recorder's Ofice
fees, coal and mning |eases, and nore. The departnment's GF
budget had increased by $5.5 mllion over the past 10
years, but it had also experienced a UG decrease of
approximately $5.1 mllion over the sane period. She noted
that DHSS had mentioned its high budget in FY 15 - many
agencies realized they had |arge budgets during that tine
when the state had noney. There had been significant
decreases in the past three years - since FY 15, DNR had
decreased its UG budget by $18.17 mllion or 24 percent.

Ms. Peter-Contesse continued to address slide 3 and pointed
to a $10 mllion drop between FY 15 and FY 16. She detail ed
that AKLNG [Alaska Liquid Natural Gas project] had been
categorized as UG in FY 15 and "Qther" or Instate Pipeline
Fund in FY 16. The DNR budget accounted for about 1.94
percent of the state's overall G- budget. However, for
every UG- dollar appropriated to DNR, the revenue generated
by the departnent to the state's UG- was about $32 ($2.4
billion annually on average for the past 10 years from
activities DNR hel ped facilitate).

2:38: 12 PM

Ms. Peter-Contesse reviewed the chart on slide 4 show ng
DNR line itens (all funds). She noted line itens included
personal services, travel, contractual, conmodities, and
nore. She reported that the |argest agency expense was
personal services and accounted for 55 to 56 percent of the
DNR budget. She detailed that if the cost of living
contractual obligations over the Jlast 10 years were
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removed, the personal services budget had decreased by
approximately $12 million. In 2008 DNR had 1,114 enpl oyees
with an average cost of $67,000 per person. The proposed
budget included 905 enployees (209 fewer) with an average
cost of $96,000. Mst of the increase was due to an
increase in cost of living and benefits. She detailed that
the issue was not that state enpl oyees had necessarily been
wor ki ng that long, but by attrition it would average out.

Ms. Peter-Contesse highlighted that the cost of enploynent
- having enployees do the work - was increasing. The other

large driver was contractual services for things Ilike
aircraft charters for surveys, firefighting, |eases and
chargeback, litigation support with the Departnent of Law,

contracts for appraisal services in the Division of Mning,
Land and Water, and other. Travel expenses represented a
small slice of the budget, but with a focus on decreasing
travel, DNR had decreased actual travel dollars between FY
14 and FY 16 by about 32 percent.

2:40: 54 PM

Ms. Peter-Contesse spoke to slide 5 titled "Appropriations
within the Departnment of Natural Resources (G- Only)." The
chart was broken out by RDU (results delivery unit). The
first RDU was fire suppression, |land and water resources,
which included the Division of Forestry; D vision of
M ning, Land and Water; and the D vision of GCeol ogical and
CGeophysi cal Surveys. There had been an increase in FY 12/FY
13 because of increased funding from the legislature to
decrease the permtting backlog. She highlighted a |arge
bump in the oil and gas line on the chart [shown in bright
pink], which reflected funding DNR had received for the
Al aska Gasline Inducenment Act (AG A). She pointed to an FY
15 increase in the admnistration and support |ine [shown
in navy] for AKLNG She detailed that in FY 15 AKLNG had
been budgeted as UG, but it had been noved to the "CQher”
funding category, which resulted in a large drop in the G-
line shown on slide 5. The lower line [shown in aquaj
representing agriculture showed a drop in FY 18 of about $2
mllion for the Mount MKinley Meat and Sausage Pl ant.

Ms. Peter-Contesse noved to slide 6, whi ch  showed
appropriations within DNR (all funds). The top line, the
fire suppression, land and water resources RDU [shown in
green] included an increase in federal dollars in the FY 17
and FY 18 budgets - nost of the dollars were being received
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by the D vision of Forestry, Forest Mnagenent for Tongass
young growth cost-share agreenents, and forest inventory
and anal ysi s.

Co-Chair Seaton asked which line M. Peter-Contesse was
referring to. Ms. Peter-Contesse pointed to the green line
at the top of the chart on slide 6 and specified she was
speaking to FY 17 and FY 18.

Ms. Peter-Contesse noved on to slide 7 titled "Departnent
of Natural Resources Total Funding Conparison by Fund G oup
(AI'l  Funds)." The departnment had reduced its UG- by
approximately $5.1 mllion since FY 08 and about $18.7
mllion since FY 15. There had been an increase in DGF of
about $10.6 mllion over the past 10 years. She explained
that DNR had tried to increase reliance on the fees it
generated and revenue it collected and to decrease its
reliance on UG-. In sonme cases, it neant there had been a
fund source change (a one-for-one between UG- and DGF) and
in other cases it had been an increase in fees in various
areas. had been an increase in fees in various areas. There
was about $6 nmillion in fund source changes since 2016;
about $1 mllion of the anpbunt was from new fees and about
$5 mllion was from existing fees collected by the
department beyond what DNR was aut hori zed.

2:44:49 PM

Vi ce-Chair Gara asked about f ees. He stated the
constitution specified the state should receive the nmaxi mnum
benefit for its resources. He noted that there was debate
on whether the state was doing that on oil and mning. He
remarked that the state taxed those things. He thought the
state may not be doing anything other than covering costs
on many resources. He spoke to tinber as an exanple, which
was not a high profit margin area and represented a
shrinking industry. He asked if the state charged
permtting fees on tinber that exceeded the state's costs.

Ms. Peter-Contesse deferred the question to a coll eague.

ED FOCGELS, DEPUTY COW SSI ONER, DEPARTMVENT OF NATURAL
RESOURCES, answered all the revenue generated off the
tinmber sales went into a tinber sale account, which was
used by the division to staff people to continue the
program He el aborated that tinber sale receipts naintained
and kept the program going. The real economc benefit to
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the tinmber sales was to the 30 or so businesses in Al aska
that utilized tinber for the private sector.

Vice-Chair Gara clarified he was not inplying there should
be a higher fee, he did not know He noted that the state
had oil, gas, and mning that it hopefully nade excess over
its costs. He asked if there were other resources nanaged
by the state where the state received its costs back, but
no additional revenue.

M. Fogels answered that even wthin the D vision of
M ning, Land and Water, substantial revenues were brought
in from a large variety of sectors. He detailed that
material sales brought in significant revenue, part of
whi ch went back to managing the program and a portion went
into GF. He thought laying out the different revenue
streans wthin DNR, where they went, and how nmuch cane back
to the departnent, would be a good topic for the finance
subcommi tt ee.

2:47:53 PM

Representative Otiz asked for detail about the term
"material sales.”

M. Fogels replied that material sales included sand and
gravel, rock, and aggregate sales (anything mning the
surface of the state, not the subsurface m nerals).

Representative Genn referenced the departnent's nention of
increases to a nunber of fees. He asked if there were
pl aces the departnent anticipated increasing fees in the
next year.

Comm ssioner Mack answered that the departnment had been
devel oping a conprehensive regul ation fee package; it was
currently looking at all fees charged by DNR and had put
substantial resources into the devel opnment of the package.
The departnent believed it updated and brought into focus
what constituted a reasonable fee. In many cases brackets
were being established - there would be a regulation
specifying the mninmm and maxinum fee for a service or
product. He referenced an earlier question by Vice-Chair
Gara and relayed that the departnment also nanaged fresh
water. The conprehensive package was in draft form and
woul d be out for public conment soon.
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Co-Chair Seaton asked if any of the fees would require
statutory change. Conm ssioner Mack answered that it was
possible. He detailed it was currently a regulation fee
package.

Co-Chair Seaton conmmunicated that the departnent should
take the issue up with the subcommttee if there were
statutory fees needi ng adj ustnent.

2:50:19 PM

Representative Tilton referred to the permt backlog. She
asked for a status update on the backlog and guessed it
pertained to | eased | ands.

Conmi ssi oner Mack answered that several years earlier there
had been a backlog of up to 2,500 permts in the D vision
of Mning, Land and Water. Money had been appropriated by
the legislature to help update, nodify, and nodernize the
system Subsequently, the backlog had been reduced to the
850 to 900 range. The departnment wanted to continue to
reduce the nunber.

M. Fogel s added the backlog had been reduced by over 1,700
or 64 percent since it had started the backlog project. The
department was slowing its work on the backlog a bit due to
budget cuts, but it was also gaining efficiencies. They
woul d address a unified permtting project in the division
that he would speak to later in the presentation, which had
hel ped dramatically.

Representati ve Kawasaki referred to the permtting backl og.
He stated it was not only about the nunber of backl ogged
permts, but the length of tinme the permt existed within
t he queue. He asked the departnent to include the detail in
its report to the subconmttee.

2:52:36 PM

M. Fogels reported that DNR had a total of 68 prograns
within all its divisions. He noted that the departnent had
spent significant time on including data for the nunber of
Al askans served and the efficiencies; the information
included in the tables [slides 8 through 16] was a starting
point for discussion. He explained it was difficult to nail
t he nunbers down - the departnent | ooked forward to working
with the subcommttee to further hone the netrics. The
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department was also preparing a program guide for the
subconmittee that would list every program its cost, the
nunber of staff, and other.

M. Fogels addressed slide 8 related to the D vision of
Agriculture. The division had a total of eight prograns
with a total budget of $4.8 million ($2.67 mllion UG) and
34 staff. He detailed that the division had a plant
materials center [in Palner] that produced foundational
seed for the state. The division also had inspection,
mar keting, and |land sal es conponents. The governor's FY 18
budget included a proposal to cut one position for a tota
of $132,000. He relayed the plant materials center had
received a one-tinme increment of $335,000 the previous
fiscal year with instructions to see if DNR could raise
fees to cover the costs of seed production. The departnment
was asking for the restoration of the one-tinme increnent
because after <consideration it did not believe a fee
increase was feasible in the program He offered to address
the issue in further detail with the subcommttee.

M. Fogels noved to slide 9 and addressed the Division of
Mning, Land and Water. The division had a total of 14
prograns with a total budget of $27.28 million ($6.11
mllion UG) and 207 staff; it was the department's
foundati onal division, which was responsible for getting
the statehood |and entitlenment for the federal governnent,
managi ng the land, nmanaging all waters, and reclamation of
mnes on all lands. Cuts in the governor's proposed FY 18
budget total ed $535,000. The department planned to cut back
on sonme active nmanagenent of state lands in the Denali
bl ock area, consolidate sone |eases, consolidate napping
staff (DNR was looking at an initiative to increase the
efficiency of its mapping functions), and to reduce the
muni ci pal entitlenments program by one staff person

M. Fogels discussed that additionally, DNR would request a
change related to the [permt] backlog project. He detailed
the departnent's unified permtting project wth the goal
of automating permtting had been very successful (a series

of capital requests had been appropriated by the
| egislature over the years). The departnment wanted to
transition the project to an operational base - it had

automated some of the key authorizations done by DNR and
there was nmuch nore to automate. The division perfornmed
dozens upon dozens of different authorizations that needed
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to be addressed separately. Therefore, the departnent woul d
be asking for a switch fromcapital funds to DG-

2:57:37 PM

M. Fogels discussed the Division of Forestry on slide 10.
The division had a total of nine progranms with a total
budget of $45.68 mllion ($24.23 nmllion UG) and 238
staff. The budget was the largest of any division

primarily due to wldland firefighting. The firefighting
costs from the previous sumer, which had been a low fire

year at about half a mllion acres, cost approximtely $26
mllion (the departnment was still cross billing the federa
gover nnment ). The other division function was forest

managenent, which accounted for a very small portion of the
budget. There were no proposed cuts to the division in the
governor's FY 18 budget.

M. Fogels addressed the Ofice of Project Mnagenent and
Permtting on slide 11. The office had five progranms with a
total budget of $7.07 mllion ($840,000 UGF) and 14 staff.
The primary function of the office was to coordinate the
permtting of Ilarge resource devel opnent projects, which
created its own funding stream and program receipts from
project applicants that reinbursed all state agency
permtting costs (i.e. Departnment of Fish and Gane,
Department of Environnental Conservation, Departnent of
Health and Social Services, Departnent of Transportation
and Public Facilities, and Departnent of Law). There were
no proposed cuts to the office in the governor's FY 18
budget .

M. Fogels noved to slide 12 and spoke to the Division of
Par ks and Qutdoor Recreation. The division had six progranms
with a total budget of $15.79 million ($2.41 mllion UGF)
and 165 staff. The lion's share of the budget went to
mai nt ai ni ng parks and keeping them safe for the public. The
governor's proposed FY 18 budget would cut $328,000, which
woul d nean sone parks would be placed in passive nmanagenent
including Delta Junction and Donnelly Dome. The division
was actively seeking to reduce its dependence on UG wth
another fee increase it should be about half fee-based for
the entire parks operations. He referred to Ilegislation
passed the previous year that allowed the departnent to
sell retail itenms in parks - the profit would go back into
parks. He believed it would be very successful, and the
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department hoped to close the rest of the gap to get parks
totally off G- at sonme point in the future.

3:00: 46 PM

Co-Chair Seaton nentioned recovered fees. He asked DNR to
provide the subcommittee wth estimted percentages the
depart nment anticipated recovering in the regulation
package.

MVs. Peter-Contesse addressed the Division of Support
Services on slide 13. The division included information
technology (IT), which was responsible for desktop support
and infrastructure, in addition to managing state | ands
records and providing G S mappi ng services for DNR and many
ot her agencies. The division also housed the Recorder's
O fice uniform conmercial code, provided recording services
for the state and held the official public record of the
state. The final conponent was the adm nistrative services
group responsible for budget, accounting, and revenue
managenent for DNR The governor's proposed FY 18 budget
reduced the Recorder's Ofice by $750,000, which would
elimnate four positions, but would not result in office
closures. She relayed that services to the public would be
mai nt ai ned and revenue would not be reduced. She noted the
department was continuing a consolidation of the Recorder's
O fices around the state. She concluded that the reduction
woul d not negatively inpact UG-

M. Fogels briefly highlighted other departnment wde
conponents on slide 14 including the Conm ssioner's Ofice,
the Public Information Center, and the Mental Health Trust
Land O fice. There were no cuts proposed to any of the
prograns in the governor's FY 18 budget.

Representative Cuttenberg noted the Mental Health Trust
Land O fice put out an RFP that would be explored during
t he subcomi ttee process.

3:03:47 PM

MARK WGE N, DEPUTY COW SSI ONER, DEPARTMENT OF NATURAL
RESOURCES, spoke to the Division of QI and Gas on slide
15. The division had nine sections with a total budget of
approximately $20.9 million and 101 staff. He relayed the
di vision was responsible for the day-to-day managenent of
| ease operations for oil and gas and geothernmal assets
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t hroughout the state. There was a proposed FY 18 reduction
of six PCNs (position control nunber) for a total savings
of $870, 000 reduction (10 percent).

M. Wggin addressed the Division of GCeological and
Ceophysical Surveys on slide 16. The division provided
science, studies, and fieldwork to support oil, gas, and
m neral exploration throughout Alaska; it provided the
feedstock for industry to develop oil and gas and other
resources. The division had a total UG- budget of $8.3
mllion and approxi mately 47 positions. The budget proposed
a reduction of two PCNs in FY 18 for a total of $486,000

(11 percent). There were seven sections wthin the
di vi si on. He referred to discussion about the fee
struct ures. The division also nanaged the Geologic

Materials Center in Anchorage that handled the core, oil,
and m ning sanples. The division would also be part of the
distribution of seismc data that would be rel eased as part
of the capital credit system The division would put the
infrastructure conputer servers at the center for handling.
The fees would be part of the regul ation package and there
may al so be statutory changes required.

3:06: 39 PM

Representative Otiz referred to the Division of Gl and
Gas on slide 15 and asked about the function of the nine
audit positions.

M. Wggin answered that audits were on royalty submttals
paid by the industry through DNR

Representati ve Kawasaki wondered how it differed from the
tax audits performed by the Departnent of Revenue (DOR).
M. Wggin did not know how the process differed - one was
tax, and another was royalties. He deferred to the
comi ssioner for further detail.

Comm ssi oner Mack answered that severance and production
tax was collected by DOR, while royalty was cal cul ated as a
function of each of the individual |eases. The revenue
sources were handled separately, and royalty calculations
were handled by DNR Utimately, if someone had a dispute
it was appealed to the conmssioner's office and could
eventually end up in court if not solved.
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Representative Kawasaki would follow up later. He pointed
to slide 12 related to the Division of Parks and Qutdoor
Recreation. He spoke about the Ofice of Hstory and
Archaeology and believed nmany of the functions were
supported by other agencies. He did not know a significant
anount about the office.

Co-Chair Seaton noted there could be follow up during
subcomm ttee | ater

Vice-Chair Gara stated that DOR cal cul ated taxes on oil on
sonetimes on the gross and sonetines on net. He remarked
that DNR calculated royalty on gross. He wondered if there
was efficiency in conbining the functions. He speculated
that the same people calculating the gross on the
production tax could calculate it on the royalty.

3:09:48 PM

Comm ssi oner Mack answered there may be. He would follow up
with an answer. He detailed that the royalty was a function
of the lease terns. He continued that sonetinmes other
i ssues involved business expenses and other issues not
necessarily taken up by DNR

Vice-Chair Gara asked the departnent to provide the
information to the subcomm ttee chair.

NPRESENTATI ON: A SUSTAI NABLE SOLUTI ON FOR ALASKA
DESTI NATI ON  MARKETI NG FUNDI NG A TOURI SM | MPROVEMENT
DI STRI CT MODEL

3:11:11 PM

SARAH LEONARD, PRESI DENT AND CH EF EXECUTIVE OFFI CER
ALASKA TRAVEL | NDUSTRY  ASSCCI ATI ON  (ATI A), i ntroduced
hersel f.

COLLEEN STEPHENS, STAN STEPHENS GLACI ER & W LDLI FE CRU SES
AND NMEMBER OF THE ATIA BOARD OF DI RECTORS, introduced
her sel f.

JOHN LAMBETH, PRESIDENT AND CH EF EXECUTIVE OFFI CER
CIVITAS, introduced hinself and relayed C vitas specialized
in working with destinations on stable tourism pronotion
f undi ng.
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Ms. Leonard provided a PowerPoint presentation titled
"Al aska House Finance Committee: A Sustainable Solution for
Al aska Destination Marketing Funding: A Tourism | nprovenent
District Mdel" dated January 24, 2017 (copy on file). She
read froma prepared statenent:

I'"'m here to share with you a tourism inprovenent
district nodel for statewide tourism pronmotion - a
concept ATIA, along with the Al aska Tourism Marketing
Board, the guiding board for Alaska' s destination
marketing program - is sharing wth industry and
| egi sl ative | eaders.

We've come to Juneau many times seeking the state's
investnment in tourism nmarketing and today we recognize
a new reality as we along with every Al askan know you
are facing very difficult decisions in this fiscal
envi ronnent .

Ms. Leonard relayed her intent to briefly speak to the
status of the marketing program She would turn it over to
M. Lanbeth to speak in nore detail about the tourism
i nprovenent district nodel.

Co-Chair Seaton noted Representative Pruitt had joined the
neeti ng.

Ms. Leonard continued to read froma statenent:

During the last legislative session and follow ng the
governor's vetoes, the tourism marketing funding from
the state was reduced from $4.5 nmillion to $1.5
mllion. As Ilegislative |eaders you also included
| anguage in the budget requiring the tourism industry
to come back to you with a plan to reduce reliance on
state general funds.

Ms. Leonard pointed to slide 2 that showed the intent
| anguage from the budget the previous year. She briefly
highlighted slide 3 that included a graph showi ng the
decrease in state investnent in tourism marketing funding
from 2013 to 2017. She turned to a bubble chart on slide 4
related to economc inpacts. The chart showed a circle of
benefits illustrating why the tourism marketing industry
believed tourism marketing investnent worked. She read from
a prepared statenent:
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3:

14:

Wth smart investnents industry is attracting mllions
of visitors to Alaska, they are spending alnost $2
billion wth [ocal businesses and in conmunities. This
is creating opportunities for business growh and
adding jobs and visitors are generating revenue
through various taxes and fees, which support | ocal
and borough budgets to the tune of over $80 mllion
supporting community services and to the state Ceneral
Fund in over $100 million.

This positive circle has produced health results as we
have seen your past support for tourism marketing
dollars. The weconomic inpacts in Alaska have been
t remendous, producing jobs, over $4 billion in overal
econonmic activity, and mllions of dollars to the
state's General Fund, as well as revenue to city and
bor ough budgets.

41 PM

\%3]

Leonard turned to slide 5 and 6 and read from a

stat enent:

When visitors cone to Alaska they're also spending on
various businesses and activities from transportation
to gifts and souvenirs.

The $1.5 million appropriation for this fiscal year -
and there's $3 mllion currently in the capital budget
- are significant declines from years past when
marketing funding levels reached into the $10, $16,
$18 million range. This graph shows that our funding
today falls well below states like Arizona, Virginia,
Arkansas, as well as destination in Canada. The I|ight
green graph also shows that as our conpetitor
destinations are increasing their tourism pronotion
budgets, Al aska's budget is decreasing.

Wile we conpete wth many other U S. states, Al aska
al so conpetes on an international scale as a |ong-hau

exotic and safe destination. Al aska's marketing
strategi es have focused on these attributes. It takes
a couple of years in the narketplace for these
marketing strategies to bring returns and to realize
the econom c benefits | just tal ked about.

As we experienced reduced destination nmarketing
dollars we fear we wll start to see the inpact of

House Fi nance Committee 27 01/ 24/ 17 1:32 P. M



fewer visitor nunbers, |ess spending, |ess econonic
i mpact in 2018, 2019, and beyond.

3:16: 03 PM

Ms. Leonard addressed slides 7 through 11 and continued to
address prepared remarks:

This year we are inplenenting a $1.5 nmillion marketing

program a very basic program on page 7. |'m just
going to nmention briefly what we aren't able to do
anynore with those limted resources. W've had to

shut down five overseas offices and for the first tine
in 27 years we do not have representation in GCernman
speaki ng Europe, one of our top international visitor
mar ket s.

The national advertising program has essentially been
elimnated. To put it in perspective, in years past
we've had $5 mllion worth of advertising in the
mar ket pl ace. Wth only a fraction of that available to
us now we can no longer afford any print advertising
There are zero ads in magazines and we have no nore
direct mail program These were both highly effective
ways of getting people to choose Al aska and request
the state vacation planner (on page 9).

For the first time in 40 years Alaska will not have
its own trip planning publication full of Al aska
busi ness ads. Last year we distributed over 400,000
pl anners. People won't J ust be seei ng ot her
destination guides - alnost every other state in the
United States has a printed vacation planner as a main
printed tool to attract visitors to their destination

We also don't have any television advertising. For ne
and many of you this is a great inspirational tool
around the world to attract people to your
destination. What we are doing is trying to be very
efficient and effective with the $1.5 mllion budget
and inplenenting a program focused on digital nedia
strategies, public relations, and a core travel trade
pr ogram

One of the many questions we have heard and have often

asked ourselves: what is the value of a statew de
tourism destination progran? [page 11]. W started
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| ooking around the country at case studies - what
happens in other destinations when governnents have
reduced or el i m nated their statew de  tourism
marketing funding. In 1993 Colorado repealed their
tourism funding and within two years |ost 30 percent
of its US. visitor market share. Conversely, during a
recession, M chigan doubled their state tourism
mar keting funding, and from 2006 to 2014 - those of us
in the tourism industry recognize it was an award
Wi nning pure-Mchigan canpaign to attract visitors -
generated $6.6 billion in visitor spending.

3:18: 35 PM

Ms. Leonard addressed slides 12 and 13 and continued to
address prepared remarks:

In 2010, Connecticut elimnated their entire tourism
mar keti ng budget and their travel-related tax revenue
gromh slowed to half the pace during slow econonc
times of 2009 and 2010. In 2011, Washington shut down
their tourism office. They saw conpeting states |ike
Mont ana i ncrease tourism pronotion budgets and capture
i ncreased visitor spendi ng. The state of
Pennsylvania's tourism funding declined 77 percent
from 2008 to 2015 (page 13). They projected a |oss of
$600 nmillion in state and local tax revenue that
travel ers would have generated. In 2013, the Cty of
San Diego held off on tourism pronotion funding.
During that time, they held off on allocating their
pronotion funding, they projected a loss of $560
mllion in lost visitor spending and $24 mllion in
reduced tax revenues.

Ms. Leonard spoke to slide 14 with prepared renarKks:

The ATIA board of directors held several neetings
si nce Mar ch (the | ast | egi sl ative sessi on),
researching and discussing different revenue options
as we worked to neet the legislative nandate, so we
could come back to you with a plan for sustainable
tourism marketing funding as you asked. They kept
these principles in mnd - any new funding solution
nmust be broad-based and not reliant on one industry or
funding source. Revenue should focus primarily on
visitor activity with less inpact on Al askans. Any
successful plan would be a package of new revenue
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assessing tourism related businesses, assessing our
own industry, and packaged with the existing vehicle
rental car tax collected, which can be allocated to
tourism pronotion dollars - there's language in that
exi sting statute.

These conversations gravitated to the concept of
tourism inprovenent districts. Tourism inprovenent
districts (TIDs) have occurred around the country, at
local or regional levels, and nost recently in
California at a statew de |evel

3:20: 37 PM

Ms. Leonard turned the presentation over to M. Lanbeth to
provi de nore detail on TIDs.

Vi ce- Chair Gara thanked  Ms. Leonard for provi di ng
informati on whenever he had requested it. He noted that
tourism funding from the state had decreased over the
years. He asked if visitors to the state had decreased as
well. Alternatively, he wondered if tourism had remained
stabl e or increased.

Ms. Leonard answered the state was seeing past results of
healthy tourism budgets. The state was seeing positive
econonm ¢ benefit and increased tourismin 2016 and 2015 had
been a record year. However, the agency was worried about
being the next case study. The association did not know
when reductions would begin to inpact the nunber of
tourists visiting Al aska and noney comng into the state.

Vice-Chair Gara discussed the state's corporate tax for C
corporations (a publicly traded corporation) and a vehicle
rental tax, but tourism conpanies that did not fit in
either of the categories did not pay any state revenue. He
asked if he was accurate.

Ms. Leonard replied that the visitor industry paid bed
taxes in different comunities, but the tax was not
statewi de. The agency attributed visitor activity inpacting
fees like Departnment of Fish and Gane |icenses, hunting
fees, the Al aska Mrine H ghway System state park fees

and other things that attracted visitors.

3:22:46 PM
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M. Lanbeth addressed a PowerPoint presentation titled
"Al aska Travel and Tourism Marketing Act" dated January 24,
2017 (copy on file) [ not e: t he presentation was
incorporated with the ATIA presentation and began on slide
15]. He intended to speak about the inportance of
destination marketing to Al aska and the nation, the history
of TIDs, and the specific industry proposal. He started on
slide 16 and stated that from an econom c perspective,
travel and tourism was an incredibly inportant industry to
the country. One in nine jobs in the country cane from the
travel and tourism industry; the industry generated $158
billion in taxes, which was enough to pay for every
firefighter and police officer in the nation. Travel and
tourism was in the top 10 industries in 49 states and
contributed over $100 mllion annually to Al aska's General
Fund.

M. Lanbeth stressed that the industry needed pronotion to
sustain a healthy tourism environnent. He turned to slide
17 and addressed the virtuous «cycle of destination
pronotion. He explained that investing in travel marketing
and pronotion created demand, from that denmand visitor
spending was generated, which in turn created new tax
revenues and jobs to allow investnent back into tourism
pronotion efforts.

M. Lanbet h hi ghl i ght ed t hat destination mar ket i ng
addressed two issues the industry had. First, when a person
deci des where to travel, their primary choice was usually
the experience of the destination. The destination is the
trip notivator, not wusually an attraction, |odging, or
facility. Consequently, it was inportant to get together on
a destination-wde basis to do marketing to pronote the
destination. The second issue was scale. No individual
busi ness had enough resources to nmarket the State of
Al aska, businesses did their own individual marketing, but
marketing the destination required businesses to get
together to do marketing overall

M. Lanbeth explained that nmany destinations had turned to
the concept of a tourism inprovenment district [slides 19
through 21]. He detailed it was an evolution of special
benefit assessnent districts. The TID built on the thene of
special assessment districts and business inprovenent
districts in Alaska. The TID involved the tourism industry
com ng together to assess itself, collect the assessnent,
and spend the noney to pronote the industry. He detailed
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t hat hotels and other tourism businesses paid an

assessnent, which could be <collected by the state
governnment (sone places delegated it to private entities),
and it was managed by the destination marketing

organi zation (DMO). The concept was first created in 1989
in West Hollywood; it was slow in growh in the first few
years and in the past decade there had been an expl osion of
the districts - there were currently 160 districts across
11 states. There were at Jleast 10 states currently
considering the nodel for their tourism pronotion efforts.
At present, TIDs were raising over $300 million annually
for destination marketing activities across the country.

3:26: 55 PM

M. Lanbeth addressed slide 22 related to national district
statistics. The 160 districts ranged marketing efforts of
$30,000 per year to $120 mllion per year. He noved to
slide 23 and provided California as an exanple. He detail ed
California was a different state, with different issues and
a different tourism industry, but the npdel was the
i nportant conponent. He stressed that the nodel had been
incredi bly successful for California. He specified that
i ndustry had approved the TID for continuation four timnes
since 1997. Over the last three years California had noved
from 28th to 2nd anong state tourism nmarketing budgets due
to increases in its TID. He relayed that California had
achi eved overwhel m ng success by using the nodel wthout
seeking other taxes. He stated the concept was inportant in
Al aska. The Al askan tourism industry did not want to ask
the legislature to tax other industries or things |ike car
rentals, lodging, or attractions. The concept was an
i ndustry sel f-assessnent.

M. Lanbeth noved to slide 24 and addressed the industry's
proposal for putting together new |egislation. He detailed
that the Al aska Seafood Marketing Institute (ASM) statute
was a good nodel already in state law to start with. The
| egislation could utilize some of the best concepts from
other laws around the country as it related to the nodels
and would craft it to be specific to the Al aska travel and
tourism industry. He stated that the industry had done an
incredible job. G vitas had been working with industry over
t he past year, and the industry had come together. He noted
it was no easy feat for the industry to conme forward and
assess itself. He continued that the industry knew it
want ed and needed a vi brant destination pronotion program
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M. Lanbeth turned to slide 25 and discussed that an
inportant part of the program was a partnership with the
state, which was common with other districts. The industry
had asked for the vehicle rental tax (about $9.7 million
per year) be matched with the noney fromthe TID to create
a partnership between the industry and the state. The
industry was not nerely coming to the legislature with a
request for nore noney as had been done in the past. The
i ndustry was conmmtting to raise nore noney and to partner
with the state.

3:30: 04 PM

M. Lanbeth relayed that the industry understood the
legislature had difficult decisions to make and it
appreciated that declining revenue was a significant
probl em The industry wanted to be part of the solution.

Ms. Stephens, presented a TID nodel on slide 25. The
proposal would bring new noney to the table and existing
funds. The proposal included a 1 percent assessnent, which
would be the new funds that would be assessed to
accomopdations, tours, and attractions, resulting in about
$7.5 mllion to a marketing program for the state. The
pr oposal invol ved accessing sone existing funds. She
referred to vehicle rental tax of $9.7 mllion - |anguage
stated that the funds may be used for tourism marketing.
The package would result in a robust narketing program of
$17.2 mllion, level with the marketing budget four years
earlier. A robust program was very inportant to snaller
busi nesses conpared to | arger ones.

Ms. Stephens provided the cruise lines as an exanple and
explained that the cruise industry would guarantee its
assets were filled; they had deeper pockets to pull fromto
make sure ship seats and berths were filled. Wereas
smal l er businesses relied nore on the state marketing
programto help | everage their individual business funds to
recruit guests and ensure the guest was aware of their
busi ness. She stressed the critical nature of the program
that restore funding to a good level and would result in a
strong tourism marketing program The industry was asking
the legislature to help wite the enabling |anguage to
provide a self-assessnent for the tourism industry to fund
mar ket i ng; it was a tool the industry needed the
| egislature's help to be able to I everage its funds.
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Co-Chair Seaton noted the tool was nodeled after ASM. He
asked what per cent age ASM assessed on i ndustry.
Additionally, he asked for the match amount. M. Stephens
replied she would follow up.

M. Lanbeth added that the statute included a range of
assessnents. He did not know the current nunber.

Co- Chair Foster asked what kind of buy-in the organization
had received from industry. He asked if they had started
gathering letters fromsmall to | arge operators.

3:33:42 PM

Ms. Leonard answered that they had begun outreach to
i ndustry the previous March. They were just starting to ask
organi zations and businesses for letters of support. The
f eedback she had received had been generally positive. She
detailed that no one wanted to add nore fees onto the
busi ness, but industry valued a statewi de destination
marketing program and wanted to partner wth the
| egi slature. She had the support of the ATIA board of
directors to nove forward with the concept because of
i ndustry feedback.

M. Lanbeth added that the |egislation would be enabling,
whi ch woul d specify what the industry had to go through if
it wanted to establish a TID. The concept would still have
to go through a vote by the industry before inplenentation.

Representative Quttenberg referred to slide 2 and noted he
had seen the concept of an industry working on becon ng
self-sufficient many tinmes. He remarked that it never
seened to work. He reasoned that the industry could vote to
sel f-assess, but businesses nmay not pay the fee. He
observed that people would not participate at a certain
level. He noved to slide 25 that included the vehicle
rental tax, and observed that the tax was already targeted
to other prograns. He was concerned the proposal my
shortchange soneone if the funds were diverted. He believed
the proposed idea was to turn the marketing over to an
outside marketing group. He thought once the noney was
collected it would beconme designated general funds (DGF)
He asked if the noney would be taken in and designated for
a specific program but subject to appropriation.
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3:37:12 PM

M. Lanbeth answered that the collection processes had been
successful; it was not a voluntary assessment. He detailed
it was voluntary from the standpoint of the industry taking
advantage of the statute. He elaborated that if the
| egi sl ature chose to put the statute in place establishing
the rules wunder which the TID could be created, the
i ndustry could choose on a group basis whether to go
forward - a nmpjority vote would be required. Once the TID
was in place, it would be conpulsory. Cenerally, because
the assessnents were passed on to the custonmer the
collection rates had been high. Additionally, if a business
collected the fee from custoners but failed to pay it,
there could be crimnal sanctions associated. The other 160
districts around the country had not experienced problens
wi th collections.

Ms. Leonard replied that was on the industry if the
| egi sl ature provided the tool and the industry chose not to
vote. If the industry neglected to vote, it would not have
a marketing program it valued. She believed the last thing
the industry wanted to do was conme forward with proposed
| egi sl ation and not be successful around unifying itself to
support statew de tourism marketing.

Representative Quttenberg commented on a bed tax in other
| ocations. He did not have a problem with the tax because
it went to the marketing and he did not understand why a
tax had not been inplenented in Al aska.

Representative WIson assuned there would have to be
definitions for tour activities and attractions because
there were none currently. She wondered if it would be the
entire state versus an Anchorage zone, Fairbanks zone, and
ot hers. She noted that unlike California where all
residents paid taxes, sone areas in Alaska did not. She
wondered if there had been an analysis on the subject and
how it would inpact the effectiveness of a program

Ms. Leonard answered that it would be statew de. She agreed
and stated that the organization wanted to work with the
| egislature and industry to flush out the details around
identifying or defining tour activities and attractions.
They thought to l|ook at business license codes as a
resource - businesses could self-identify and be detailed.
The terns woul d have to be defi ned.
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M. Lanbeth added it was common to have different tax rates
for different kinds of businesses in different |ocations,
especially related to bed tax. He el aborated that different
jurisdictions in California had different bed taxes - those
were on a local basis for |local destination marketing
efforts. The state effort is a blanket percentage across
the entire state, which worked well.

3:41: 04 PM

Co- Chair Seaton asked about the current funding the state
provided to tourism nmarketing. M. Leonard replied the
mar keting program was currently $1.5 mllion along with a
capital grant of slightly over $600,000 to inplenent a
research program

Co-Chair Seaton asked for clarification. M. Leonard
answered that the funding received was in the formof state
grants to ATIA to inplenent the marketing el enents.

Co-Chair Seaton asked about the total tourism marketing

budget. Ms. Leonard responded that the total tourism
mar keti ng budget with the $1.5 million was slightly over $2
mllion including industry's contribution.

Co- Chai r Seaton surmised the request was for t he
legislature to divert $9.7 nmillion and increase tourism
marketing by three tines with state matching funds to natch
a contribution by the industry.

Ms. Leonard stated the industry realized it was the
beginning of a conversation. Industry wanted to nove
forward with a partnership with the admnistration. The
organi zation would like to use existing revenue generated
by visitors along with new revenue assessed from the
i ndustry.

Co-Chair Seaton remarked that tripling the budget would be
difficult during the current budget environnent.

Representative Pruitt stated he had witten the | anguage on
slide 2 of the presentation; he was aware of the
conversation. Part of the problem was that the legislature
had told industry the vehicle rental tax would all go to
tourism He stressed that none of the tax went to tourism
He stated that part of the problem with industry comng to
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the table with a proposal had been that the |egislature had
broken their trust. He comended ATIA for conmng forward
with a proposal that included a tax on industry. He stated
that it was different than a tax on fish, which was easy
conpared to a tax across the entire state. He commended the
industry for comng to the legislature, but it was up to
the legislature to follow through. He renmarked that ATIA
understood there was no state noney involved, t he
organi zation nerely needed the nechanism that ASM
currently had to fornulate sonmething that would enable the
industry to conduct the marketing. He wanted to clarify
that the nodel did not specify it needed state noney; it
was a nodel asking the legislature for assistance in
formul ating sonething, so it could use the industry to help
pay for what it needed.

3:44: 31 PM

M. Lanbeth answered the industry was |looking for a
partnership. The partnership would include the industry
creating a self-assessnent and having their custoners pay
nore, in addition to returning sone of the vehicle rental
tax that had been used to try to fill the current budget
deficit.

Representative Pruitt recognized it would not happen
i medi ately. He believed it was on the legislature to
recognize it had made a promse initially and that it
needed to think about how it fulfilled its promse. He
remarked that the industry would not receive $9.7 mllion
the next day; however, it was on the legislature to
consider it had told the industry the vehicle rental tax
had been intended to go to tourism He believed forner
Representative Pete Kott had referred to the tax as the
Andrew Halcro tax [also a forner Al aska representative]. He
el aborated that the past year the entire tax had gone to
something else. He believed it was on the legislature to
correct its errors.

M. Lanbeth answered in the affirmati ve.

Co-Chair Foster stated the intent |anguage from the past
year was that AITA would phase out reliance on UG- noney
and look for ways to be self-sustaining. He surm sed the
organi zation's proposal was to cone up wth a self-
sustai ning system using TIDs, so a 1 percent tax could be
imposed on hotels and tour activity and attraction
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operators. Additionally, the organization was requesting a
match or partnership wth the state - the industry' s tax
would raise about $7.5 mllion and ATIA was asking for
slightly over that anpbunt as a match from the state. He
understood it would increase the tourism marketing budget
back to its 2013 |level of about $16 nmillion. He noted the
proposal would raise approximately $17 mllion. He surm sed
t he proposal included two conponents.

Ms. Leonard replied in the affirmative.

#
ADJ OURNVENT

3:47:26 PM

The neeting was adjourned at 3:47 p. m
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