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HOUSE COMMITTEE REPORT
5)

Date Referred: January 11, 1989
t
Date of Committee Action:

BPRTHER REFERRALS: FINANCE

The STATE AFFAIRS Committee recommends that:

HOUSE BILL NO. 79 [OPERATING COSTS OF CAPITAL IMPROVEMENTS]

"An Act relating to projected operating and maintenance costs of capital
improvements."

C~™l be replaced with HI6 7~ CsA) 1] a new title

[ 1 have attached amendment(s)

[V] do pass

[/N] do not pass «

L Jno recommendation

[ Jindividual recommendations

[ Jadditional referral to the Committee
ADOPTS: . letter of intent
ATTACHES NEW FISCAL NOTE(s): APPROVES PREVIOUS:
[ 1 fiscal impact [ 1 fiscal note(s) published:
[ 1 zero fiscal note
f\/] zero with analysis Tfl/PF, C ] zero fiscal notes(s) published:
A CEA, Qfyft

SIGNING DO PASS: SIGNING OTHER THAN DO PASS:

(Do Not Pass, No Recommendation, Amend)

Achairman®s signature
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A laska State Legislature

Representative Mike Davis  District 19

PO.Box V Interim Office

Juneau, Alaska 99811 PO. Box 81435

(907) 465-4930/4941 Fairbanks, Alaska 99708
(907) 456-8161

TO: House State Affairs Committee
FROM: Rep* Mike Davis
DATE: February 28, 1989

SUBJECT: HB 79:
Operating and Maintenance Costs of Capital Projects

In an era of decreasing revenue, it is essential that the
legislature and the public know the ongoing costs associated
with capital projects.

HB 79 requires that fiscal notes be attached to appropriation
bills for capital improvements, 1identifying the projected
annualized 0 & M costs and the entities responsible for payment.

Under the provisions of HB 79, it is the responsibility of the
legislature to ensure that bills proposing capital improvements
be accompanied by 0 & M projections at the time of introduction.
The governor 1is required to provide the information for each
project in his capital improvements program.

Passage of HB 79 will provide the legislature, municipalities,
and non-profits with information necessary for the consideration
of capital projects and long range financial planning.

At the same time, 0 & M projections should not be costly or
difficult to obtain. State agencies and some municipalities
already calculate the operating and maintenance costs of their
capital improvement requests. The Department of Community and
Regional Affairs has the authority to assist unincorporated
commv:"xcies with this work.

I urge your support for this legislation.



6-0335Ab
Utermohle

AMENDMENT

OFFERED IN THE HOUSE d B{ DAVIS
M’

T0: HB 79

Page 1, line 15:
Delete "improvement*"

Insert "improvement including the cost of preventive maintenance,"

Page 4, line 17, following "condition":

Insert "; "operating and maintenance <costs" includes the ~cost of

preventive maintenance"

-1- 2127189



3t A I
BILL VERSIONt HB 79

MFiR 01 B9 15:23 DOT&PF COW. OFFICE JUNEPU
STATF OF ALASKA

1989 LEGISLATIVE SESSION WBUSHDAB: m i
FISCAL NOTE
REQUEST: sC 0
Revision Duk Aé{»vyAfIbcesd: DOT&PF
Tide:  Fa.IBct.firi operating Aori BRU:
“Mfcna. Qaifci [0 Genital ImmT>
Sponsor: Componsnti

Rsgtwaor: ft. Dtvli

IXPINDITUKES/HBVINUBS:

OPERATING Fy 99 FY 90 FY 91 FY 92 FY 93 FY 94
nsoKAimvoi - 0 0 o 0 A -
BAVH. b 0 0
cchrnuciliAL n ) ; 8_ n N
SUPPUM 0 n h Q@ n- U n , n
BQUPMENT n 0 — J .0 | N n
LAND * STRUCIUIUU 0 - ﬁg 0 - g) 0 n
QBANTS, CLAIMI A H - AT 0 .
vnjpmuviow| Q £L_ 0 0 L 0= n
TOTALCTMAHNo) 0 g 0 g B s.
CAPITAL | 0 1 0 0 1 0 0 o 1
REVENUE | O 0 0 0 0 0
FUNDING: (ThourondsofDollm)
FEDERALFUNDI J r R ; ° ;
- ~ - - _ << ] g
OTHER T N- T g. ™
mtr J -JL
POSITIONS:
FULL*HMI 0 0 0 0
FAjrr-Tws ) 8 Loy | C
TBMPOURY 0 Vg 5 10 0

ANALYSIS :  (AssetsKpsrtttpa* ifaeceeary)
The department providaa maintenance and oparatlona eatimates for our capital
projacta submitted aa a part of the capital budget. Aaeuming that the capital
budget forma filed by the Governor suffice for the fiacal nota requiremant,
our concerns in thia logialapipn are for those appropriations introduced by
the IG?tBIH|19 Tfrv£hs£JCE ‘n (CONTINUED)

Pn'anrf g t»—~., 465-2171
DivUon: BUM. PrmriM t Bud.il o n-, 1UL7/m
Approved by Comcdiicaar: MArk s. Hlekav Dus: 3/1/89
Agency: Danartmanf nf Tranepnrt-aHftn-anrt PuMift BseHitiaa
Disoibudoe (by ptepsrer):

LefUladve Finance

Lafiiladvt Sponsor

Office of Maaafsmant and Budpc

paft

Impacted AfeneyQai)



MGR 01 *"89 15:24 DOT&PF COMM. OFFICE JUNEPU

CONTINUATION of FISCAL NOTE ANALYSIS
For Blll/Resolutlon No. hb 79

If the fiscal note requeat is given in a timely manner, allowing the depart—
ment five day* for ita preparation, there will be no additional coat to

the department of providing maintenance and operating cost* for capital
improvements appropriated to the department. The analysis assumes that
appropriation* for repair and restoration related to items which already
exist"are not capitai improvements and that last minute changes to
appropriation bills with a major number of improvements are not covered by
this legislation. Otherwise, substantial overtime coats could be Incurred

by personnel in an attempt to respond with fiscal notes in the time available.

2127189



STATE OF ALASKA
1989 LEGISLATIVE SESSION

BILL VERSION: HB 79
PUBLISH DATE:

FISCAL NOTE

REQUEST

Revision Date: .
Title: "An Act, .projected operating and

maintenance costs..capital improvements."

Sponsor: Rep. M.
Requestor:

Davis

EXPENDITURES/REVENUES:
OPERATING FY 89

PERSONAL SERVICES
TRAVEL
CONTRACTUAL
SUPPLIES
EQUIPMENT

LAND & STRUCTURES
GRANTS. CLAIMS
MISCELLANEQOUS

TOTAL OPERATING -0- -0-

FY 90

CAPITAL

REVENUE

FUNDING: (Thousands of Dollars)

GENERALFUND -0 -0-
FEDERAL FUNDS

OTHER

TOTAL U - -0-

POSITIONS:

FULL-TIME -0- -0-
PART-TIME
TEMPORARY

ANALYSIS : (Attach a separaie page if necessary)

Prpp-"Hhy. gasman, Deputy Director

(Thousands of Dollars)
FY 91

AgencyAffECted: Community sRegional Affairs
BRU:

Components

FY 92 FY 93 FY 94

465-4750

phone.

Division : Municipal &/Reqftonal Assistance

Approved hv Commissioner \
Agentfy- Community s*"~qgionai Arrairs

Distribution (by preparer):
Legislative Finance
Legislative Sponsor
Requestor

Office of Management and Budget
Impacted Agency (ics)

Date;: 2 *L-'S

Date:

F°gc——1—— of



Brian Rogers
\bxx President for F.nance
:907) 474-7448

University of Alaska
Fairbanks. Alaska 99775-5260

March 2, 1989

The Konorabie Mike Davis

P. O. Box V

Juneau, Alaska 99811

RE: Fiscal Note for House Bill 79
Dear Representative TJavis:

Enclosed is a copy of the University's fiscal note for House Bill 79.
The University expects zero fiscal impact for the proposed legislation.

If you have any questions about the note, please do not hesitate to
contact me or Marsha Hubbard, Director for Statewide Budget at 474-

7593.

Sinr>Ar(»lv

Vice President for Finance
Enclosure

cc. Gina Spartz, Administrative Assistant for Legislative Finance
Alison Elgee, Division Director for Office of Management & Budget



STATE OF ALASKA BILL VERSION: HB79 Finance

1989 LEGISLATIVE SESSION PUBLISH DATE: 1-11-89
REQUESTZ FISCAL NOTE
Revision Dale; -0 - Agency Affected:University of Alaska
Title: Projected Operating and .Wain- BRU.
tenance casts of Capital Improvement - -
, Sponsor: Representative -"like Davis romrw , .
Requestor: -

EXPENDITURES/REVENUES:  (Thousands of Dollars)

OPERATING FY 89 FY 90 FY 91 FY 92 FY 93 FY 94
personal services 0 n n n 0 0
"TRAVEL
CONTRACTUAL 0 0 0 0
SUPPLIES S
EQUIPMENT

LAND* STRUCTURES
GRANTS, CLAIMS
MISCELLANEOUS

TOTAL OPERATING 0 0 0

CAPITAL

REVENUE

FUNDING: (Thousands of Dollars)

GENERAL FUND'
FEDERALFUNDS
OTHER

TOTAL

POSITIONS:

FULL-TIME 0 0 0 0 0 0
PART-TIME
TEMPORARY

ANALYSIS . (Attacha separafc page if necessary)

Preperedby: pw> + 474-759.1
Division : Facilities Planning _an® Construction Date:

Approved hndmmkdoner: ------------------- - Date:

Agency: Ife<, [/ -A 1

Distribution (by preparer):
Legislative Finance
Legislative Sponsor
Requestor
Office of Management and Budget / ,
Impacted Agency(ies) PP6—" °f ——




Alaska Municipal League

Policy Statement

1989

JarafcBB

Adopted at the Business Meeting
of the 38th Annual Locafl (ﬁovernment Conference
of the
ALASKA MUNICIPAL LEAGUE
Fairbanks, Alaska
November 18.1988



F. FISCAL NOTES/GOVERNMENTAL MANDATES

1 Fiscal Notes: The League supports enactment of legislation requiring

the State to prepare, in consultation with the impacted local governments, notes
assessing the fiscal impact on local government of any proposed hill or regulation,

including pass-through grants.

Numerous bills are introduced each year that would have an impact on the cost of the
operation of the local governments. However, it appears that no analysis and little
thought are given to the actual impact such legislation would have on affected
municipalities. In order to assist the municipalities and the Legislature in making
informed decisions about such legislation, fiscal notes assessing the fiscal impact on
local government of such bills are necessary.

2. Governmental Mandates; The League urges passage of legislation
that would require the transferring governmental agency to reimburse
municipalities for costs they incur in programs or activities mandated or
transferred by the State or federal government at other than the request of the

municipalities.

Proposals are occasionally made to require municipalities to undertake programs or
activities for which there is either inadequate or no reimbursement. Proposals that shift
the burden of such programs to municipalities should provide adequate reimbursement
to the municipalities for the administration of such programs.

G.  FEDERAL ISSUES

1 Federal Assistance: The League supports federal recognition of the
federal-local partnership in providing governmental services to citizens through
federal assistance to local governments.

2. Outer Continental Shelf (PCS) Revenue Sharing: The League
endorses enactment by the United States Congress of an OCS revenue sharing
program, to be funded annually from the proceeds of the ail and gas lease sales
on the OCS at a fair and equitable level. The League also endorses an automatic
direct pass-through of a fair 3nd equitable amount of the State’s allocation under
this program to communities affected by OCS activities. Further, the League
endorses the concept that the State’s and communities’ allocation of OCS revenue
sharing funds be used for coastal planning, resource protection programs,
construction of capital infrastructure resulting from direct OCS activity, and health
and social service needs resulting from OCS activity.

For the past several years, federal Ocean and Coastal Resource Management has
expected state coastal districts to rewrite portions of their plans making concessions to
accommodate the oil and gas industry. This creates extra work for state agencies and
coastal districts developing coastal pians at the same time federal funding is being cut.
Coastal districts have accommodated the industry as much as possible, often
compromising their plans more than they would have liked in order to obtain federal
approval. Since the compromises to oil and gas made by coastal districts will enable



A laska State Legislature

Representative Mike Davis

PO. Bax V Interim Office;
luneau. Alaska 99811 POQ. Box 81435
(907) 465-4930/4941 Fairhanks, Alaska 99708

MEMORANDUM
To: House Members
From: Rep. Mike Davis
Date: April 15, 1987
Re: CSHB 9 (Fin); Relating to projected operating and

maintenance costs of capital improvements.

The passage of CSHB 9 would provide budgetary reform in
the drafting of the state®"s capital budget. This bill would
create greater fiscal responsibility in the state by pro—
viding legislators with an assessment of the projected
operating and maintenance costs of a capital improvement under
consideration. CSHB 9 applies only to capital improvements
that have been submitted in legislation.

CSHB 9 requires that projected operating and maintenance *
costs, annualized over the life of the capital improvement, be
included in a fiscal note attached to an appropriation bill
before the bill 1is passed out of the first committee of
referral. The fiscal note must also include the source of
funding for the operating and maintenance costs. CSHB 9 also
requires that this information be included in the governor®s
economic data and projections for use in evaluating the
state"s capital -jiprovements program.

Under the provisions of CSHB 9, ultimate responsibility
for providing the projected 0&M costs in the fiscal note
resides with the legislator requesting the capital improvement
through legislation. Projected O0&M costs would be received by
asking that this information be provided by the party request—
ing the capital improvement.

This legislation is not expected to be costly or burden—
some to requestors of state grants for capital 1improvements,
and projected 0&M costs could be determined at the same time
that that the cost is determined for the capital improvement
itself. State agencies and some municipalities already
provide projected 0&M costs 1in their capital improvement
requests.
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Legislature § 2408035

Sec. 24.08.030. Appropriation bills. Bills for appropriation shall
be confined to appropriations and shall include the amount involved
and the purpose, method, manner and other related conditions of
payment. (§ 31 ch 157 SLA 1959)

Revisor'B notes. — Formerly AS
24.30.030. Renumbered in 1985.

Sec. 24.08.035. Fiscal notes on bhills, (a) Before a bill or resolu-
tion. except an appropriation bill, is reported from the committee of
first referral, there shall be attached to the bill a fiscal note
containing an estimate of the amount of the appropriation increase or
decrease which would result from enactment of the bill for the current
fiscal year and five succeedingz fiscal Years or, if the bill has no fiscal
impact, a statement to that effect shall be attached. The fiscal note or
statement shall be prepared in conformity with the requirements of
this section by the department or departments affected'and may be
reviewed by the office of management and budget. The fiscal note or
statement shall be delivered to the committee requesting it within
five days of the request or within two days if the request is made after
the 90th day of a regular session, or during a special session of the
legislature. If the bill is presented by the governor for introduction in
accordance with AS 24.08.060(b) and the uniform rules of the
legislature, the fiscal note or statement shall be attached to the bill
before the bill is introduced. An amendment or a substitute bill
Broposed by a committee of referral that changes the fiscal impact ofa
ri]II tSJhI?” be explained in a revised fiscal note or statement attached to
the bill,

(b) In addition to the fiscal note required br this section, the
sponsor of a bill or resolution may prepare a fiscal note in conformity
with the requirements of this section and submit it to the committee of
first referral or the finance committee. A committee may prepare an
additional fiscal note in conformity with the requirements of this
section.

. #c) A fiscal note for a bill or resolution must contain the following
information:
l; the fiscal impact on existing programs;

2) the fiscal impact of new programs or activities;

3) a line item detail of the fiscal impact;

(4) the source of funds expected to be utilized by general fund
source, federal fund source, or other identified source;

(5) the number of new positions which may be required, identified
as full-time, part-time, or temporary;

(6) an analysis of how the figures in the fiscal note were derived:

(7) additional information necessary to explain the fiscal note;

1



8§24.08.036 Alaska Statutes 824.08.037

(8) a fiscal impact projection for the current fiscal year and for the
succeeding five fiscal years; and
9) formal information consisting of
A) the bill or resolution number,
) (he name of the prime sponsors,
) the date the fiscal note was prepared,
) the name of the committee requesting the fiscal note,
) the name and phone number of the person who prepared the
fiscal note, and

(F) the budget request unit, program, orsubprogram affected.

(B
(C
(D
(E

(d)  The original of a fiscal note shall be submitted to the Division of

Legislative Finance and copies shall be sent to the prime sponsor, the
committee requesting the fiscal note, and the office of management
and budget. I8 1ch 153 SLA 1968; am § 1ch 20 SLA 1972;am § 1ch
42 SLA 1976; am § 2 ch 60 SLA 1979; am 8§ 3, 4 ch 63 SLA 1983)

Revisor’s notes. — Formerly AS substituted "current fiscal year and five

24.30.035. Renumbered in 1985. succeeding fiscal years” for "ensuing fiscal
Effect of amendments. — The 1983

amendment designated the existing lan-
guage as subsection lal and added subsec-
tions Ib), Ic). and (d); and in present

year and at least two succeeding fiscal
years”, in the second sentence inserted "in
conformity with the requirements of this

subsection (a), in the first sentence in- SP:Ctlo,,n (?nd a%ded t_he Ig.r‘mguaé;e_ beglr:j-
serted "or resolution, except an appropria-  1iNg "and may be reviewed", and inserte
tion bill," following "Before a bill" and  the present third sentence.

Sec. 24.08.036. Fiscal notes on hills affecting state retirement
systems. Before a bill which would have an effect on the retirement
systems of the state is reported to the rules committee, there shall be
attached to the bill an analysis of the long-term and short-term costs
to the state if the bill is adopted, as well as the impact of the bill on
the actuarial soundness of the fund. The analysis is in addition to the
fiscal note requirements of AS 24.08.035. (§ 2 ch 130 SLA 1977; am
§ 3¢h 60 SLA 1979; am § 81 ch 6SLA 1984)

Revisor's notes. — Enacted as AS amendment deleted "shall be prepared by
24.30.037. Renumbered as AS 24.3"™ )36 the Legislative Board of Retirement Bene-
in 1977. Renumbered again in 1985. fits and" following "analysis" in the sec-

Effect of amendments. — The 1984  ond sentence.

Sec. 24.08.037. General obligation bond bills. A bill authorizing
the .ssuance of general obligation bonds creatin% a state debt for
capital improvements shall contain a statement of the scope of each
project included in the proposed bond issue. The statement shall
include a brief description of each capital improvement project, its
location, and, in dollars, that portion ot the total bond issue to be

allgl%?ted to the project. ~ 2ch 70 SLA 1973; am i) 30 ch 197 bLA

L2

f 1
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Cross reference*
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(§ 32 ch 157 SLA
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PROICCT Il TIE:
101ATION:

El EC1LGIl DISTRICT:
APPIIUPIII ATIOI TO:

1002
1003
10Q1.
1005
1028

PROIECT DESCRIPTION AND JUSTIFICATION:

FUNDING.:
FEDERAL RECEIPTS
GENERAL FUND MATCH
GENERAL FUIiU
INTER-ACEIICY RECEIPTS
PROGRAM RECEIPTS

TOTALS:

LINE (1)
LINE (2)
LINE (3)

line M

CAPITAL PROJECTS

CPI DKSCKIPTION

DATA PNTKY WOUKSIHIKT

CAPITAL REQUEST

AGENCY PRIORITY:

FISCAL YEAR
PROGRAM

REVISER REQUEST

POSITIONS (PFT):

WORKSHEET

t

DURATION: ..

OPERATING CCSTS

1’V N7
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The Alaska Legislatdre should develop a standard form for
capita) projects wnTcn oescnoes ture purpose of ana need for
eacn project. A comoleteo form snould accompany eacn pro- ~
posed capital project ana Pe available for juorTic

inspection.

Discussion: In order to make well-informed decisions about capital
projects, legislators need detailed information on the purpose of and seed
for each- proposed project. Several legislators expressed frustration ever
the often inadequate documentation for proposed capital projectj—-especiall

local projects.

Pre standard form should include, at minimum, the following elements:

e Project title

*

e Project purpose

e Project justification (e.g., needed to protect health
or welfare of citizens, to respond to court order, to
encourage economic development, etc.)

< Alternative ways of dealing with the problem at hand

t Alternative funding sources if project is not funded
f

t Estimated capital expenditure requirements over the,
next five years, by year

< Estimated operating expenses which will be generated
by this project, over the next five years, by year

A compendium of the completed capital project forms should accompany the
proposed state and local capital budgets when they are taken up for consid-

eration by the finance committees.

3. Legislative Finance Division staff or consultancs should Joe
responsible for rev-swine ail capital project orccosa;; :o
see ;: the fiscal -ictTs"fnoluaeo .ae ra-.scnaoi e.



ALASKA STATE LEGISLATURE
HOUSE OF REPRESENTATIVES
RESEARCH AGENCY

Pouch Y. Stale Capitol
Juneau, Alaska 99811
(907) 443-3991

April 4, 1983

MEMORANDUM
TO: Representative Hugh Malone
FROM: Jack KreinhederQi”

Research Staff) y \

RE: Effect of Capital Projects on Operating Budget
Research Request 83-59

Royce Weller of your staff requested that we provide the Tfollowing
information on the effect ofcapital projects on the State operating

budget:

e a general discussion of the responsibility (local vs. State)
and operating costs for different types of capital projects,
such as schools, roads, and offices;

« an estimate of the increase iIn the operating budget over the
last five years which was caused by new capital projects; ana

e an index of operating costs for various types of capital pro-
jects on a unit basis, such as per square -foot for buildings
and per lane mile for roads.

It was not possible, within the research time available for this
request, to determine theoperating budget impactof all capital

projects over the last five years. The section on this topic focuses
on four of the State agencies most affected by the operating costs
of capital projects, and on debt service for bonded projects. The
budget information which was used for the analysis has several limita-
tions .which are discussed inthat section. IT you would like more
comprehensive information on the operating costs of capital projects,
we may be able to do additional research later this session or during

the iInterim.

RESPONSIBILITY FOR OPERATING COSTS

A considerable portion of State capital spending over the last severil
years has been in the form of grants to municipalities. In nearly ail
cases, local governments are responsible for the operation and -ain-
tenance of capital projects built *ith State jrants. "hus, vom tre



Representative Malone
April 4, 19R3
Page 2

State"s perspective, the impact of capital spending on the State"s
operating budget has been much smaller than would have been the case
if most capital spending was for projects under State responsibility.
Nearly all port and harbor Tfacilities are also operated by munici-
palities, so that State spending on harbor improvements does not have a
direct impact on the State operating budget.

For some types of capital projects, most notably school construction
and projects in small communities, the responsihi lity for operating
costs is not clear-cuts In thecase of schools, ODerating and normal
maintenance costs are paid, at least initially, by the local school
districts and Rural Educational Attendance Areas (REAAs). State educa-
tion funding under the foundation program is based primarily on atten-
dance (number of students), not on school operating costs. Therefore,
when the State builds a school or provides a grant to a municipality
to build a school, the district®s or REAA"- funding is not directly
increased to pay the cost of operating the icnool. In this sense, it
is the school districts and REAAs that are directly responsible for
operating costs.

However, as you know, the State provides most of the operating funds
for the school districts and REAAs through the education foundation
program. In FY 31, the State provided an average of 73 percent of
total revenues for school districts and 87 percent of total revenues
for REAAs.1 These figures make it evident that over the long run,
the State indirectly pays most of the operating costs of new school
facilities. State funding forschool districts and REAAs increased
by 60 percent from S319.2 million in FY 81 to 3509.1 million in FY 33.
This increase in funding paid for growth in the number of students and
teachers, new programs, and the effects of inflation, as well as the
cost of operating new schools.

The situation with capital projects in small communities is similar.
Although the communities may he responsible for operation and main-

tenance of facilities, roads, andother projects, most of their
revenues are received from the State through revenue sharing, municipal
assistance, and other programs. The 1impact of these local -capital

projects on the State"s operating budget depends on one®"s perspective.
Conceivably, if State revenues fell dramatically, the State could reduce
assistance to municipalities and let them maintain their capital
facilities as best they could. However, if these facilities are to be
properly maintained, much of this money will ‘“rae to come from top

State.

* Source: T.epartmpnt of Education 1982 Annual ‘*por-
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TYPES OF CAPITAL PROJECTS

It is important to consider the effect of different types of capital
projects on maintenance and operations Q&) costs, A review of the
capital budgets enacted by the legislature ror the past several years
indicated that a large percentage of capital appropriations were
improvements or replacements for existing facilities, rather than new
projects. Any type of repair or maintenance item of 525,000 or more
is usually budgeted as a capital project, rather than as an operating
item. Capital iImprovement projects can increase operating costs if a
building is enlarged or a road is widened from two lanes to four, hut
operating costs can also decline when inefficient, high maintenance
buildings and deteriorated roads are replaced or improved.

Fiased on my review of the FY 83 capital budget, about 17 percent of
the appropriations had a possible operating budget impact. This Tfigure
does not include municipal grants, except for school construction, which
are included. For FY 32, about 33 percent of the appropriations had a
potential operating budget impact, indicating a larger proportion of
spending for "new" projects and State-owned projects iIn this year.

The variability of maintenance and operating appropriations also affects
the relationship between capital and operating expenditures. The
various maintenance units in the Department of Transportation ana
Public Facilities frequently stated in their budget requests that
maintenance work had previously been budgeted at a very minimal levei ,
with most major maintenance deferred indefinitely. This type of budget
approach would reduce the operating impact of capital projects in the
short run, hut would also, decrease the useful life of most facilities.
In addition, if maintenance is deferred until it becomes a major
renovation, the appropriation for this renovation would then show uo
in the capital budget rather than the operating budget.

OPERATING BUDGET INCREASES RESULTING FROM CAPITAL PROJECTS
Debt Service for 8onded Projects

Debt service on general obligation bonds issued hy the State is not an
operating cost iIn the normal sense of paying for the actual operation
of a capital project. The basic difference between bonding for a
capital project and appropriating cash 1is that bonding spreads the
appropriation over a long period of time (which of course requires
interest payments). However, debt service on the State"s bonceo
indebtedness is appropriated in the operating budget; therefore, bond-
ing capital projects increases the operating budget iIn subsequent
years. In addition, the payment of debt service is similar to sther
JPH costs iIn that it is 1 long-term obligation ,,nich results ‘rr.n
construction of capital projects.



Representative Malone
April 4, 1983
Page 4

Historical an'd projected debt service payments from FY 74 to FY 34 are
as follows (in millions of dollars):

FY 75  $30.1 FY 80 $75.1
FY /i 35.1 FY 31 97.n
Y 77 41.9 FY 82 102.4
FY 78  50.0 Fy 83 Wi f
FY 79  fi0.0 FY 84  178.7

Source: FY 34 Executive Capital Rudget, p. 7

For the most recent five years from FY 79 to FY 33, debt service
payments have increased by about $82 million. During the same perion,
the general fund operating budget increased by ~I.fM billion, from
S388 million in FY 79 to 51.93 billion in FY 33. The increase in
debt service therefore accounts for about 3 percent of the growth in
the operating budget for these fiscal years.

nebt service payments differ from other Man costs because, in Alaska,
the payments generally extend for only in to 15 years, rather than
for the useful life of the capital project being bonded. [n order
to enhance and maintain the State"s credit rating, the term of general
obligation bonds has been tailored to the projected revenue decline
beginning in the late 1980s. This shorter term means that the annual
operating costs of bonded capital projects will decline iIn later years
when the bonds are repaid and debt service payments end. However,
this decline could be partially offset by increased maintenance costs

for older facilities.
Agency Operating Costs for Capital Projects

The State agencies which have seen the largest increases in operating
costs as a result of recent capital projects include:

—-- Department of Transportation and Public Facilities
-— Division of Corrections (Department of Health and Social

Services)
-— Department of Fish and Game (hatchery program)

Universl ty of Alaska

There are a number of other programs for which operating costs have
increased as a result of capital projects, such as health clinics,
pioneers®™ homes, recreational facilities, and water and sewer projects.
However, compiling all the capital project operating costs for thpse
and other programs would take considerably more research t:ne than t-e
eigi.t staff days that were available for this request.
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The primary method used to determine the additional operatingcosts
for capital projects was a review of agency budget requests. When
each.State agency submits its budget request to the Governor®s Office,
it is required to justify any additions to its budget above the con-
tinuation level (which 1is basically the prior year"s budget adjusted
for inflation and other factors). In theory, any additional costs for
operation, maintenance, or personnel from mno.j capital projects should
be found on these budget forms. The FY 84 budget forms now include a
space for listing the specific capital project which required the
additional costs; however, this information was rarely included in the
budgets 1 reviewed.

It is important to note that this budget information i1nduces only
agency requests. Actual appropriations and expenditures may vary
significantly. However, in terms of evaluating the full maintenance
costs of capital projects, agency requests may be a better indicator,
assuming that these requests are accurate. Lower appropriations would
indicate a sub-standard level of maintenance, which for most facilities
woulld result in either higher maintenance costs in later years or a

shorter useful life.

Another consideration regarding the costs presented in this section is
that they reflect only additional costs which could not be covered
within the existing agency budgets. For some projects, funds in the
existing operation and maintenance budget may have been ''stretcned" by
reducing maintenance levels slightly on other facilities to cover the
additional costs. Or, if MRO costs declined for any facilities, this
savings may have been used to pay part of the M& ocost”™ of new capital

projects.
Department of Transportation and Public Facilities

DOT/PF requested a total of about $8.5 million from FY 81 to FY 34 for
the operation and maintenance of new capital projects. Table 1 on the
following page lists these additional budget requests for each of the
four fiscal years. To put this figure in perspective, nnT/PF"s FY 83
budget for maintenance and operations is Slin.3 million.0 This indi-
cates that the nnT/PF M.0 budget has increased by about 3 percent
as a result of capital projects constructed during the last several

years.

0 This figure excludes MAO costs for the Anchorme .mn r~i-oanvs
Intemational Airports, which ore not “unded through the gene®-i’ “uno.
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Most of these requests for additional M&0O funds were for either rural
airport improvements or for new road mileage. For example, the FY 33
budget request for the Western region noted that lignting sy.sters,
runway extensions, or navigation and communications equipment had oeen
installed at 33 community airports. The FY 82 Interior region budget
request stated that 296 lane miles of roads and highways nad been adced
to the regions system since 1979 with only small increases in maintenance
funds. A smaiier amount of additional funds was requested for builoino
maintenance and operation and for expansion of the design and support
staff for capital projects”

Division of Corrections

Table 2 contains the amounts requested by the Division of Corrections for
new or expanded facilities. These figures include all direct costs of
operating and maintaining the correctional facilities, including person-
nel, the purchase of food and other commodities, and contractual ser-
vices. The largest budget requests were for the Cook Inlet pre-trial
facility ($2.3 million), the Palmer medium security prison ($1.5
million), and the Hiland Mountain expansion ($1.6 million). The Divi-
sion"s FY 83 operating budget is $58.7 million, ud from $27 million in

FY 80.
TABLE 2

Division of Corrections Additional 3udget Requests for Operation anc
Maintenance of New or Expanded Facilities

FY 84 $3,662,000
Fy 83 7,567,000
Fy 82 489,000
FYy 81 2,360,000

TOTAL $14,178,000

Department of Fish and Game

The Fisheries Rehabilitation, Enhancement and Development (FRED) Divi-
sion operates 20 Tfish hatcheries, as well as engaging in stream resto-
ration, lake fertilization and other activities. The operation of the

3 During this period, several million dollars (hot included le"-¢’
was requested for capital project lesign, support wd tdmnistrat::n
as part of the legislative mandate to convert “‘rim capital *\.no’-:
for these positions to funding unoer the openting budget.
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hatcheries requires about $6.7 million out of the Division®s total
$13.5 million FY 83 operating budget.4 Of tne 20 hatcheries, about
11 have been built since 1978 through general obligation bonds. An
approximate estimate of the cost of operating these newer hatcheries
would be $3.7 million. The average size of the newer hatcheries is
larger than the older facilities, so that the actual operating cost of
the newer hatcheries would be somewhat larger than $3.7 million.

The cost of operating the hatcheries at full capacity woulo be larger
than the figures cited aoove. However, because of buaget constraints,
the Division is operating several of the hatcheries at reduced levels.
The Division has also restricted its other functions because funding
for the hatcheries has not kept pace with cost increases.

University of Alaska

Time did not permit a complete review of the budget requests for the
University of Alaska. However, it was evident from the two Tfiscal
years which were examined that only a very small percentage of the
University"s budget requests were for the operation of new facilities.
Nearly all of the requests were for new teaching positions or other
program-oriented purposes. In addition, several of the requests for
the operation and maintenance of new buildings were rejected by the

Governor.

For example, $772,000 was requested in the FY 34 budget for operating
new buildings at the Anchorage and Juneau campuses, all of which was
rejected. It is unlikely that the University would allow the buildings
to stand empty, so that the cost of operating these buildings will
probably be reallocated from other Tfunds. In FY 82, $517,000 was
requested (and approved by the Governor) for new Tacilities, including
the Anchorage Community College aviation complex, a Fairbanks power
plant addition, and additions to several community colleges throughout

the state.

4 Source: Stjn Moberly, FRED Division Director, personal communication,
3/31/83.
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For example, $772,000 was requested in the FY 34 budget for ooeratinc
new buildings at the Anchorage and Juneau campuses, all of which was
rejected. It is unlikely that the University would allow the buildings
to stand empty, so that the cost of operating these buildings wifi
probably be reallocated from other funds. In FY 82, $517,000 was
requested (and app, oved by the Governor) for new facilities, including
the Anchorage Community College aviation complex, a Fairbanks power
plant addition, and additions to several community colleges throughout

the state.

MAINTENANCE ANO OPERATIONS COST INDEXES

The attached tables include representative maintenance and operations
costs for roads and highways, airports, and public buildings. It must
be emphasized that the MSO figures, which were provided by OOT/PF, are
approximate and are averages. M& costs fTor specific facilities can
vary considerably depending on Hlocation, design, age, level of use,
and level of maintenance. It should also be noted that the costs
for roads and airports are from a 1981 OOT/PF study; current costs
would be about 15 percent higher as a result of inflation.

These MAO Ffigures do not include the non-maintenance personnel costs
of operating Tfacilities, for example, teachers®™ salaries- In schools.
The staffing levels of schools and other facilities vary considerably
in relation to building size, making it inaccurate to use any kind of
"positions per square foot" average in determining personnel costs.

Roads

Attachment 1 shows maintenance costs per lane mile per year for eigne
different types of roads, ranging from 4-lane paved highways to gravel
roads less than 20 feet wide. The maintenance costs are also clas-
sified by region: Interior, Southcentral, Southeastern, Western and
Central (@ map of these regions is included on the following page).
These costs were compiled by OOT/PF in a 1981 study. The table demon-
strates the wide range 1In maintenance costs both for different types
of roads and in different regions. For example, the cost of maintaining
2-lane paved rural primary routes (Type 1V) in the Southcentral region
is shown as $8,739 per lane mile, compared to only $2,346 per lane
mile for gravel secondary roads (Type 6) in the same region. Most of
this cost difference is 1 result of the higher traffic volumes on the
primary routes and a higner maintenance level, such .is lore frequent

snowplowi ng.

’he wide spread iIn maintenance costs >n dict"ernnt regions :S ee"incited
iy the *"ict that in the Interior -e=Jim, -mintjining 1 J-7.me J ivw»O
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rural primary route costs 54,432 per lane mile -- about half the cost
for the same road type in the Southcentral region — wnile in the
Western region the cost for this road type is over SIS.0DF) per lane
mi le.

Although the large variance in road maintenance costs makes it difficult
and somewhat misleading to use a single average figure, a cost of 53,200
per lane mile is often used in DOT/PF budget requests as an indicator
of operating costs.

Al rports

DOT/PF has also compiled data on the maintenance and operating costs
of State-owned airports throughout the state. These costs are “sun
marized iIn Attachment 2, and are classified for four types of airports
and three areas of the state. The airport types, iIn order of oeclinina
size, are: regional center, regional, transport and community. Areas
Il and 11l are the same Interior and Western regions used for the
information on road costs, while Area 1 combines the Central, South-
central, and Southeastern regions. These airport maintenance costs
are also for FY 81 and should be inflated by about 15 percent to
reflect current costs.

As might be expected, the larger regional airports are considerably
more expensive to maintain than the smaller community ailrports. The
average maintenance cost for the regional center airports at the time
of the study was about 5371,000 per year. Community ailrports averaged
only 514,360 iIn average maintenance costs. One cost difference which
appears unusual at Ffirst glance is the much lower cost shown for
maintenance of community airports in Area Il (the Western region)
compared to the rest of the state. One might expect the cost of
maintenance to be higher in the Western region because of its remoteness
and rugged climate. The most likely reasons for the lower cost shown
for the Western region are simply tnat the airports iIn many of these
communities are very basic, frequently without lighting or communi-
cations, and receive very limited maintenance.

It should be noted that an extensive rural airport iImprovement program
has been undertaken over the past several years, and as a result,
current maintenance costs are probably somewhat higher (even after
adjusting for inflation) than those shown iIn Attachment 2. Although
some airport improvements, such as runway resurfacino, can reduce
maintenance costs, other improvements like runway lighting, .-.amuni-

cations and navigational aids require extensive maintenance :j remain
operati ve,
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Public Buildings

According to Greg Brown, Acting Statewide Planning Manager for nnT/PF,
the annual maintenance and operating cost of a new office building or
school iIn Anchorage or Juneau would probably fall in the range of
36.50-57.75 per square foot of building space. This cost TFfigure Iis
for an optimum level of maintenance and includes all annual cost*
such as utilities, insurance, and janitorial service, iIn addition to
periodic repairs to the roof, heating system, and other components.

This cost range was obtained from historical POT/PF and local govern-
ment information. Mr. Rrown noted that it is difficult to arrive at an
average maintenance cost, even for similar buildings, because different
agencies include different items as M&0 costs, and because different
levels of maintenance are used. He emphasized that this cost fi“gure
should be used only as a general indicator of potential maintenance and
operating impacts, and should not be used for specific projocts or
in preparing agency budgets.

As noted earlier, M& costscan vary considerably, even for the same
location, depending on type of facility, design, and less-than-optimum
maintenance levels. For example, a corrections facility would be much
more expensive to maintain than an office facility, because of its full-
time occupancy and security requirements. Dn the other hand, a main-
tenance shop or storage facility would have lower M& costs. An older
facility will usually have a higher MAD cost per square Toot than
a new building. Also, it is important to recognize the effect of
inflation on future MAO costs. With 10 percent inflation, the total
M& costs over the 30 year life of a building can be over 12 times
the original construction cost of the structure.

I hope that this information is useful, and regret that we were not
able to provide a more comprehensive response under the time con-
straints of our current workload. Should you have any questions or
need additional research, please do not hesitate to contact us.

JK/Sj

Attachments
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ATTACIIMEFIT 1

SUMMARY OF AVERAGE TOTAL MAINTENANCE COST/LANE MILE/YEAR

Including Overhead Costs

SOUTHCENTRAL SOUTHEASTERN WESTERN
Over- Over- Over-
Total M«ilne . Ilead Totul Mailit., head Total Malnt. Ilciid Tota !
Cost (317.) Cost (347.) Cos | (317.)
«2A 806 0 0 0 7,760 2, A06 10,166 0 0
6,255 0 0 0 A 663 1, AA®G 6, 109 0 0
12,289 0 0 0 5,978 1,853 7,831 0 0
A,A32 6,671 i 068 8,739 3,638 1,120 A 766 11 ,76A 3.6A7 15 ATl
3.871 5,683 1,762 7,AA5 A, 62A 1,A33 6,057 1,592 A9A 2,086
2,925 1,791 5'55  2,3A6 A, 3AA 1,347 5,691 2,07 A 6A3 2,711
3.96A 3,101 961 A, 062 6,125 1,899 0.02A 2,811 071 3,682
2 A82 2,201 682 2,883 6 ,A9A 2,013 8,507 879 272 1,151
[li.it  ®ie J2A.806 cost/lane mile shuwn lor Type 1 roadways located
also described as Area Il, can he attributed in the high maintenance
cing which existed as a tralfic separator on portions of Route 170000
iod assoc iated with costs shown In this report. The chain link fencing
¢ separatnrs ulmli should runttibute to reduced future maintenance C0S>s

Source: DOT/PF
{ CENTRAL
Over-
Malnt. head
Cost (317.)
2,928 908
2, 152 053
ATTI 1,A79
3,198 991
2,890 896
2,887 895
3,216 99 7
2,611 809
In the Interior
cost A associated
(Parks Highway),
lias been lepl.ntil

Tot al



TOTAL AVERAGE MAINTENANCE COSTS AND OVERHEAD COSTS

ATTACHMENT 2 — AIRPORTS

- AREA 11 AREA 112

Regional Center Maintenance 3301,608 S275,795
Overhead 68,757 37,744
Total $370,375 S364 ,539

Regional Maintenance 203,234 110,545
Overhead 46,372 35,075
Total $249,755 3145,721

Transport Maintenance 60,364
Overhead = 13,763 -
To tal S 74,127 - - -

Communi ty Maintenance 11,403 17,055
Overhead 2,600 5,410
Total S 14,003 3 22,475

1. Overhead calculated at 22.3% of maintenance.

2. Overhead calculated at 31.7% of maintenance.

3. Overhead calculated at 21.1% of maintenance.

Source: TIOT/PF
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2. Tre Alaska Legislature should develop a standard form for
capital projects which describes the purpose of and need for
each project. A completed form should accompany each pro-
posed capital project and be available for public
inspection.

Discussion; In order to make well-informed decisions about capital
projects, legislators need detailed information on the purpose of and need
for each proposed project. Several legislators expressed frustration over
the often inadequate documentation for proposed capital projects -especially
local projects.

The standard form should include, at minimum, the following elements:

Project title
e Project purpose

e Project justification (e.g., needed to protect health
or welfare of citizens, to respond to court order, to
encourage economic development, etc.)

a Alternative ways of dealing with the problem at hand
# Alternative funding sources 1f project is not funded

s Estimated capital expenditure requirements over the
next five years, by year

< Estimated operating expenses which will be generated
by this project, over the next five years, by year

A compendltp of the completed capital project forms should accompany the
proposed S2|te and local capital budgets when they are taken up for consid-

eration bjMhc finance committees.

3. Legislative Finance Division staff or consultants should be
responsible for reviewing all capital project proposals to
see if the fiscal notes included are reasonable.

Discussion; In recent years, millions of dollars have been reappropri-
ated by the Alaska legislature from excess capital funds appropriated in
earlier years. This suggests that initial capital appropriations were un-
necessarily generous. With revenue projections no where near as rosy as

23



Alaska State Legislature

Representative Mike Davis District 19
P.0. Box V Interim Office
Juneau, Alaska 99811 P.0. Box 81435
(907) 465-4930/4941 Fairbanks, Alaska 99708
(907) 456-8161
TO: Rep. Red Boucher,Chairman
House SLate Affairs Committee
from: Rep. Mike Davis
DATE: February 27, 1989

SUBJECT: HB 79: relating to projected operating and
maintenance costs of capital improvements

I respectively request that HB 9 be placed on the calendar and
heard In the Houso. State Affairs Committee.

The passage of HB 9 would provide legislators and the public
with needed information about the operating and maintenance
costs of proposed capital projects.

I would be happy to discuss this legislation with you at your
convenience.
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Pouch Y, Side Capitol
Juneau, A'uk* 99811
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April 4, 1983

MEMORANDUM
TO: Representative Hugh Malone
FROM: Jack Kreinhede

Research Staff

RE: Effect of Capital Projects on Operating Budget
Research Request 83-59

Royce Weller of your staff requested that we provide the following
information on the effect ofcapital projects on the State operating
budget:

e a general discussion of the responsibility (local vs. State)
and operating costs for different types of capital projects,
such as schools, roads, and offices;

e an estimate of the increase in the operating budget over the
last five yearswhich was caused by new capital projects; and

e an index of operating costs for various types of capital pro-
jects on a unit basis, suchas per square foot for buildings
and per lane mile for roads.

It was not possible, within the research time available for this
request, to determine the operating budget impact of all capital
projects over the last five years. The section on this topic focuses
on four of the State agencies most affected by the operating costs
of capital projects, and on debt service for bonded projects. The
budget information which was used for the analysis has several limita-
tions which are discussed in that section. IT you would like more
comprehensive information on the operating costs of capital projects,
we may be able to ao additional research later this session or during
the interim.

RESPONSIBILITY FOR OPERATING COSTS

A considerable portion of State capital spending over the last several
years has been in the form jf grants to municipalities. In nearly all
cases, local governments are responsible for the operation and main-
tenance of capital projects built with State grants. Thus, from the
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State"s perspective, the impact of capital spending on the State's
ope.uting budget has been much smaller than would have been the case
if most capital spending was for projects unoer State responsibility.
Nearly all port and harbor facilities are also operated by munici-
palities, so that State spending on harbor improvements does not have a
direct iImpact on the State operating budget.

for some types of capital projects, most notably scnooi construction
and projects in small communities, the responsibility for operating
costs is not clear-cut, Ir the case of schools, operating and normal
maintenance costs are paid, at least initially, by the local school
districts and Rural Educational Attendance Areas (REAAs). State educa-
tion funding, under the foundation program is based primarily on atten-
dance (number of students), rot. on school operating costs. Therefore,
when the State builds a school or provides a grant to a municipality
to build a school, the district"s or REAA"s funding 1is not directly
increased to pay the cost of operating the school. In this sense, it
is the school districts and REAAs that are directly responsible for
operating costs.

However, as you know, the State provides most of the operating funds
for the school districts and REAAs through the education foundation
program. In FY 81, the State provided an average of 73 percent of
total revenues for school districts and 87 percent of total revenues
for REAAs.* These Tfigures make it evident that over the long run,
the State indirectly pays most of the operating costs of new school
facilities. State funding for school districts and REAAs increased
by 60 percent from $319.2 million in FY 81 to $509.1 million in FY 83.
This increase in funding paid for growth in the number of students and
teachers, new programs, and the effects of inflation, as well as the
cost of operating new schools.

The situation with capital projects in small communities 1is similar.
Although the communities may be responsible for operation and main-
tenance of facilities, roads, and other projects, most of their
revenues are received from the State through revenue sharing, municipal
assistance, and other programs. The impact of these Ilocal -capital
projects 0N the State®"s operating budget depends on one"s perspective.
Conceivably., if State revenues fell dramatically, the State could reduce
assistance to municipalities and let them maintain their capital
facilities as best they could. However, if these facilities are to be
properly maintained, much of this money will have to come from the

State.

1 Source: Department of Education 1982 Ai.nual Report.
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TYPES OF CAPITAL PROJECTS

It is Important to consider the effect of different types of capital
projects on maintenance and operations (M&0) costs. A review of the
capital budgets enacted by the legislature for the past several years
indicated that a Jlarge percentage of capital appropriations were
improvements or replacements for existing facilities, rather than new
projects. Any type ofrepair ormaintenance item of $25,(100 or more
is usually buageted asa capital project, rather than as an operating
iten. Capital improvement projects can increase operating costs if a
building is enlarged or a road is widened from two lanes to four, but
operating costs can also decline when inefficient, high maintenance
buildings and deteriorated roads are replaced or improved.

Rased on my review of the FY 83 capital budget, about 17 percent -of
the appropriations had a possible operating budget impact. This figure
does not include municipal grants, except for school construction, which
are included. For FY 82, about 38 percent ofthe appropriations had a
potential operating budget impact, indicatinga larger proportion of
spending for "new' projects and State-owned projects in this year.

The variability of maintenance and operating appropriations also affects
the relationship between capital and operating expenditures. The
various maintenance units in the Department of Transportation and
Public Facilities frequently stated in their budget requests that
maintenance work had previously been budgeted at a very minimal level,
with most major maintenance deferred indefinitely. This type of budget
approach would reduce the operating impact of capital projects in the
short run, but would also decrease the useful life of most facilities.
In addition, if maintenance is deferred until 11t becc es a major
renovation, the appropriation for this renovation would then show up
in the capital budget rather than the operating budget.

OPERATING BUDGET INCREASES RESULTING FROM CAPITAL PROJECTS
Debt Service for Bonded Projects

pebt Seihfice on general obligation bonds issued by the State is not an
operatlrtf COSt in the normal sense of paying for the actual operation
of a capital project. The basic difference between bonding for a
capital project and appropriating cash 1is that bonding spreads the
appropriation over a long period of time ((which of course requires
interest payments). However., debt service on the State"s bonded
indebtedness is appropriated in the operating budget; therefore, bond-
ing capital projects increases the operating budget in subsequent
years. In addition, the payment of debt service is similar to other
MiD costs in that it is a long-term obligation which results from the
construction of capital projects.
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Historical and projected debt service payments frcm FY 74 to FY 84 are
as follows (in millions of dollars):

FY 75  $30.1 FY 80 $75.1
Y A 35.1 Fy 81 07.6
FY 77 41.9 FY 82  102.4
FY 78 50.1 Fy 83  141.7
Y /9 fil-0 Fy 84  1.78.7

Source: FY 84 Executive Capital Rudget, p. 7

For the most recent five years from FY 79 to FY 83, debt service
payments have increased by about $82 million. During the same period,
tne general fund operating budget increased by $1.(04 billion, from
$888 million in FY 79 to $1.93 billion in FY 83. The increase in
debt service therefore accounts for about 8 perce.it of the growth in
the operating budget for these fiscal years.

debt service payments differ from other M& costs because, in Alaska,
the payments generally extend for only 1 to 15 years, rather than
for the useful life of the capital project being bonded. In order
to enhance and maintain the State"s credit rating, the term of general
obligation bonds has been tailored to the projected revenue decline
beginning in the late 1980s. This shorter term means that the annual
operating costs of bonded capital projects will decline in later years
when the bonds are repaid and debt service payments end. However,
this decline could be partially offset by increased maintenance costs
for older facilities.

Agency Operating Costs for Capital Projects

The State agencies which have seen the largest increases in operating
costs as a result of recent capital projects include:

—-- Department of Transportation and Public Facilities

-- Division of Corrections (Department of Health and Social
Services)

-- Department of Fish and Game (hatchery program)

University of Alaska

There are a number of other programs for which operating costs have
increased as a result of capital projects, such as health clinics,
pioneers” homes, recreational facilities, and water and sewer projects.
However, compiling all the capital project operatingcosts for these
and other programs would takeconsiderably more researchtime than the
eight staff days that were available for this request.
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The primary method used to determine the additional operating costs
for capital projects was a review of agency budget requests. When
each State cgency submits Its budget request to the Governor®s Office,
it is required to justify any additions to its budget above the con-
tinuation level (which is basically the prior year®s budget adjusted
for inflation and other factors). |In theory, any additional costs for
operation, maintenance, or personnel from new capital projects should
be found on these budget forms. The FY 84 budget forms now include a
space for listing the specific capital project which required the
additional costs; however, this information was rarely included in the
budgets 1 reviewed.

It iIs important to note that this budget information includes only
agency requests. Actual appropriations and expenditures may vary
significantly. However, in terms of evaluating the full maintenance
costs of capital projects, agency requests may be a better indicator,
assuming that these requests are accurate. Lower appropriations would
indicate a sub-standard level of maintenance, which for most facilities
would result in either higher maintenance costs in later years or a
shorter useful life.

Another consideration regarding the costs presented iIn this section is
that they reflect only additional costs which could not be covered
within the existing agency budgets. For some projects, funds in the
existing operation and maintenance budget may have been "stretched" by
reducing maintenance levels slightly on other facilities to cover the
additional costs. Or, if MAO costs declined for any facilities, this
savings may have been used to pay part of the MAO cost of new capital

projects.
Department of Transportation and Public Facilities

DOT/PF requested a total of about $8.5 million from FY 81 to FY 84 for
the operation and maintenance of new capital projects. Table 1 on the
following page lists these additional budget requests for each of the
four fiscal years. To put this figure in perspective, nOT/PF"s FY 83
budget f0r maintenance and operations is $110.3 mil lion.7 This indi-
cates that the DOT/PF MAO budget has increased by about 8 percent
as a result 0f capital projects constructed during the last several

years.

2 This figure excludes MAO costs for the Anchorage and Fairbanks
International Airports, which are not funded through the general fund.
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Most of these.requests for additional MAO funds were for either rural
airport improvements or for new road mileage. For example, the FY 83
budget request for the Western region noted that Ulighting systems,
runway extensions, or navigation and communications equipment had been
installed at 33 community airports. The FY 82 Interior region budget
request stated that 296 lane miles of roads and highways had been added
to the regions system since 1979 with only small increases in maintenance
funds. A smaller amount of additional funds was requested for building
maintenance and operation and for expansion of the design and support
staff for capital projects3

Division of Corrections

Table 2 contains the amounts requested by the Division of Corrections for
new or expanded facilities. These figures include all direct costs of
operating and maintaining the correctional facilities, including person-
nel , the purchase of food and other commodities, and contractual ser-
vices. The largest budget requests were for the Cook Inlet pre-trial
facility ($2.3 million), the Palmer medium security prison ($1.6
million), and the Hiland Mountain expansion ($1.6 million). The Divi-
sion"s FY 83 operating budget is $58.7 million, up from $27 million in
FY 80.

TABLE 2

Division of Corrections Additional Budget Requests for Operation and
Maintenance of New or Expanded Facilities

Fy 84 $3,662,000
Fy 83 7,667,000
Fy 82 489,000
Fy 81 2,360,000

TOTAL $14,178,000

Department of Fish and Game

The Fisheries Rehabilitation, Enhancement and Development (FRED) Divi-
sion operates 20 fish hatcheries, as well as engaging in stream resto-
ration, lake Tertilization and other activities. The operation of the

3 During this period, several million dollars (not included here)
was requested for capital project design, support and administration
as part of the legislative mandate to convert from capital Tfunding
for these positions to funding under the operating budget.
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hatcheries requires about $6.7 million out of the Division®"s total
$13.5 million"FY 83 operating budget.4 Of the 20 hatcheries, about
11 have been built since 1978 through general obligation bonds. An
approximate estimate of the cost of operating these newer hatcheries
would be $3.7 million. The average size of the newer hatcheries is
larger than the older facilities, so that the actual operating cost of
the newer hatcheries would be somewhat larger than $3.7 million.

The cost of operating the hatcheries at full capacity woula be larger
than the figures cited above. However, because of budget constraints,
the Division is operating several of the hatcheries at reduced levels.
The Division has also restricted its other functions because funding
for the hatcheries has not kept pace with cost increases.

University of Alaska

Time did not permit a complete review of the budget requests for the
University of Alaska. However, it was evident from the two Tfiscal
years which were examined that only a very small percentage of the
University"s budget requests were for the operation of new facilities.
Nearly all of the requests were for new teaching positions or other
program-oriented purposes. In addition, several of the requests for
the operation and maintenance of new buildings were rejected by the
Governor.

For example, $772,000 was requested in the FY 84 budget for operating
new buildings at the Anchorage and Juneau campuses, all of which was
rejected. It is unlikely that the University would allow the buildings
to stand empty, so that the cost of operating these buildings will
probably be reallocated from other funds. In FY 82, $517,000 was
requested (and approved by the Governor) for new facilities, including
the Anchorage Community College aviation complex, a Fairbanks power
plant addition, and additions to several community colleges throughout
the state.

4 Source: Stan Moberly, FRED Division Director, personal communication,
3/31/83.
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For example, $772,000 was requested in the FY R4 hudget for operating
new buildings at the Anchorage and Juneau campuses, all of which was
rejected. It is unlikely that the University would allow the buildings
to stand empty, so that the cost of operating these buildings will
probably be reallocated from other funds. In FY R2, S517,nnn was
requested (and approved by the Governor) for new facilities, including
the Anchorage Community College aviation complex, a Fairbanks power
Diant addition, and additions to several community colleges throughout
the state.

MAINTENANCE AND OPERATIONS COST INDEXES

The attached tables include representative maintenance and operations
costs for roads and highways, airports, and public buildings. It must
be emphasized that the M&  TFfigures, which were provided by DOT/PF, are
approximate and are averages. M&0O costs for specific facilities can
vary considerably depending on location, design, age, level of use,
and level of maintenance. It should also be noted that the costs
for roads and airports are from a 19R1 OOT/PF study; current costs
would be about 15 percent higher as a result of inflation.

These M& Figures do not include the non-maintenance personnel costs
of operating facilities, for example, teachers”™ salaries in schools.
The staffing levels of schools and other facilities vary considerably
in relation to building size, making it inaccurate to use any kind of
“positions per square foot" average in determining personnel costs.

Roads

Attachment 1 shows maintenance costs per lane mile per year for eight
different types of roads, ranging from 4-lane paved highways to gravel
roads less than 20 feet wide. The maintenance costs are also clas-
sified by region: Interior, Southcentral, Southeastern, Western and
Central (@ map of these regions is included on the following page).
These costs were compilled by DOT/PF in a 1981 study. The table demon-
strates the wide range iIn maintenance costs both for different types
of roads and in different regions. For example, the cost of maintaining
2-lane paved rural primary routes (Type IV) in the Southcentral region
is shown as $8,739 per lane mile, compared to only $2,346 per lane
mile for gravel secondary roads (Type 6) in the same region. Most of
this cost difference is aresult of the higher traffic volumes on the
primary routes and a higher maintenance level, such as more frequent
snowplowi ng.

The wide spread in maintenance costs ir. different regions is indicated
by the fact that in the Interior region, maintaining a 2-lane paved
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rural primary route costs S4.432 per lane mile —-- about half the cost
for the same road type iIn the Southcentral region -- while 1n the
Western region the cost for this road type is over SIS.nnn per lane
mile.

Although the large variance in road maintenance costs makes it difficult
and somewhat misleading to use a single average figure, a cost of $5,20n
per lane mile is often used in DOT/PF budget requests as an indicator
of operating costs.

Al rports

DOT/PF has also compiled data on the maintenance and operating costs
of State-owned airports throughout the state. These costs are sum-
marized in Attachment 2, and are classified for four types of airports
and three areas of the state. The airport types, iIn order of declining
size, are: regional center, regional, transport and community. Areas
Il and Il are the same Interior andWestern regions used for the
information on road costs, while Area | combines the Central, South-
central, and “outheastern vregions. These airport maintenance costs
are also for FY 81 and should be inflated by about 15 percent to
reflect curr*.it costs.

As might be expected, the larger regional airports are considerably
more expensive to maintain than the smaller community airports. The
average maintenance cost for the regional center airports at the time
of the study was about $371,000 per year. Community airports averaged
only $14,360 iIn average maintenance costs. One cost difference which
appears unusual at Ffirst glance 1is the much Jlower cost shown for
maintenance of community airports iIn Area |11l (the Western region)
compared to the rest of the state. One might expect the cost of
maintenance to be higher iIn the western region because of its remoteness
and rugged climate. The most likely reasons for the lower cost shown
for the Western region are simply thatthe airports in many of these
communities are very basic, frequentlywithout lighting or communi-
cations, and receive very limited maintenance.

It should be noted that an extensive rural airport improvement program
has been undertaken over the past several years, and as a result,
current maintenance costs are probably somewhat higher (even after
adjusting for inflation) than those shown iIn Attachment 2. Although
some ailrport improvements, such as runway resurfacing, can reduce
maintenance costs, other improvements like runway Hlighting, communi-
cations and navigational aids require extensive maintenance to remain

operative.
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Public Buildings

According to Greg Brown, Acting Statewide Planning Manager for nOT/PF,
the annual maintenance and operating cost of a new office building or
school in Anchorage or Juneau would probably fall in the range of
$6.50-%$7.75 per square foot of building space. This cost figure is
for an optimum level of maintenance and includes all annual costs
such as utilities, insurance, and jJanitorial service, iIn addition to
periodic repairs to the roof, heating system, and other components.

This cost range was obtained from historical POT/PF and local govern-
ment iInformation. Mr. Rrown noted that it is difficult to arrive at an
average maintenance cost, oven for similar buildings, because different
agencies include different items as M&n costs, and because different
levels of maintenance are used. He emphasized that this cost Tfigure
should be used only as a general indicator of potential maintenance and
operating impacts, and should not be used for specific projects or
in preparing agency budgets.

As noted earlier, M& costs can vary considerably, even for the same
location, depending on type of facility, design, and less-than-optimum
maintenance levels. For example, a corrections facility would be much
more expensive to maintain than an office facility, because of its full-
time occupancy and security requirements. On the other hand, a main-
tenance shop or storage facility would have lower M& costs. An older
facility will usually have a higher M& cost per square foot than
a new building. Also, it is important to recognize the effect of
inflation on future M& costs. With 10 percent inflation, the total
M& costs over the 30 year life of a building can be over 12 times
the original construction cost of the structure.

I hope that this iInformation is useful, and regret that we we*e not
able to provide a more comprehensive response under the time con-
straints of our current workload. Should you have any questions or
need additional research, please do not hesitate to contact us.

JK/sj

Attachments
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ATTACHMENT 2 --
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AREA 112

1. Overhead calculated at 22.8% of maintenance.

2. Overhead calculated at 31.7% of maintenance.

3, Overhead calculated at 21.1% of mainte%ance.

Source: DOT/PF

AREA 1113



