M NUTES
SENATE FI NANCE COW TTEE
March 26, 2002
9:19 AM

TAPES

SFC-02 # 42, Side A
SFC 02 # 42, Side B
SFC 02 # 43, Side A

CALL TO ORDER

Co-Chair Pete Kelly convened the neeting at approxinmately 9:19 AM
PRESENT

Senator Pete Kelly, Co-Chair
Senat or Dave Donl ey, Co-Chair
Senator Jerry Ward, Vice Chair
Senat or Lyda G een

Senator Gary W/ ken

Senat or Al an Aust er man

Senator Loren Leman

Senat or Donny O son

Al so Attending: SENATOR JOHN TORGERSON, SENATOR ROBIN TAYLOR;
SENATOR GENE THERRI AULT; GREGG MALONEY, Special Education, Division
of Teachi ng and Learni ng Support, Departnent of Education and Early
Devel opnent; BOB LABBE, Director, Division of Medical Assistance,
Departnent of Health and Social Services; DAN EASTON, Director,
Division of Facility Construction & Operation, Departnent of
Envi ronnent al Conservati on; BRAD Pl ERCE, Senior Econom st, Ofice
of Managenment & Budget, O fice of the Governor

Attending via Teleconference: From Anchorage: GOVERNOR BILL
SHEFFI ELD;, MARK MYERS, Director, Division of QI and Gas,
Departnent of Natural Resources; WLL ABBOIT, Conm ssioner,
Regul atory Conmm ssion of Alaska, Departnent of Conmunity and
Econom c¢ Devel opnent; From Fai rbanks: ANDY WARW CK, Chair of Board
of Directors, Fairbanks Water & Sewer, Inc

SUMVARY | NFORVATI ON

SB 345- SCHOOL SERVI CES FOR DI SABLED STUDENTS
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The Comm ttee heard fromthe sponsor, the Departnent of Education
and Early Devel opnent, and the Departnent of Health and Soci al
Services. The bill was noved from Comm ttee.

SB 319- SHALLOW NATURAL GAS LEASI NG

The Committee heard from the sponsor, the Departnent of Natura
Resources, and took public testinony. One anendnent was consi dered
and adopted, and the bill reported from Commttee.

SB 280- WATER/ SEWER/ WASTE GRANTS TO UTI LI TI ES

The Conmittee heard from the sponsor, the Departnent of
Environnental Conservation, the Departnment of Conmunity and
Econom ¢ Devel opnent, and industry representatives. The bill was
held in Conmittee.

SB 111- BONDS TO FUND PORTS AND HARBORS

The Conmittee heard fromthe sponsor, the Ofice of the Governor,
and took public testinony. The bill was held in Conmttee.

#SB345

SENATE BI LL NO. 345

"An Act relating to nedical assistance for rehabilitative
services for certain children with disabilities; relating to
agreenents to pay mnedi cal assistance for covered services paid
for or furnished to eligible children with disabilities by a
school district; and providing for an effective date.™

This was the first hearing for this bill in the Senate Finance
Conmittee.

Senator Green, the sponsor of the bill, inforned the Commttee this
bill would allow school districts to act as vendors in supplying
special services to Medicaid eligible students thereby qualifying
for reinbursenment from the federal Medicaid program for those
services. She noted the passage of this bill would allow Al aska to
join 42 other states already being rei mbursed through this funding
mechani sm

Senator Geen noted these services for students with |earning

disabilities and other special needs are already provided and
expensed in existing school district budgets. She estimated the
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expect ed rei nbursenment nonies could accrue several mllion dollars
for the State’s school districts and suppl enent their budgets. She
stressed that school districts would be held accountable for
establishing and maintaining a billing process for this Medicaid
rei nbur senent program

Senator G een noted the acconpanying fiscal note is the result of
the Departnent of Health and Social Services’ need to enploy a
program adm ni strator to oversee this program She voiced concern
that small districts mght need assistance fromlarger districts to
establish a billing system but clarified this wuld be a
“voluntary” rather than mnmandatory program involving federal
receipts.

GREGG MALONEY, Director of Special Education, Division of Teaching
and Learning Support, Departnment of Education and Early
Devel opnent, informed the Commttee that school districts are
experiencing increasing operating costs, and the Medicaid funds
generated from this program could “help offset” the increasing
expenses without requiring “significant” state resources.

Co-Chair Kelly expl ai ned the proposed rei nbursenent process woul d
entail the State providing funding for the special services that
school districts provide, the federal Medicaid program would
rei nburse the school districts for those services, and the school
districts would reinburse the State.

M. Ml oney responded this bill does not nandate the process Co-
Chair Kelly outlined; however, suggests it as an option. M.
Mal oney stated that each participating school district would work
with the Departnent to devel op a plan

AT EASE 9:25 AM/ 9:27 AM

BOB LABBE, Director, D vision of Mdical Assistance, Departnent of
Heal th and Social Services, echoed M. Ml oney’'s coments regarding
the bill.

Senator Ward nentioned that M. Labbe had previously worked with
this Medicaid rei nbursenent programin O egon

Senator Green offered a nmotion to “nove SB 345 out of Committee
w th acconpanying fiscal notes and individual recommendations.”

There being no objections, SB 345 was REPORTED from Commttee with
a previous $138,000 fiscal note dated 3/05/02 from the Health
Purchasing G oup, Division of Medical Assistance, Departnent of
Heal th and Social Services, and a new $787,000 fiscal note dated
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3/05/02 from Medicaid Services, D vision of Mdical Assistance,
Department of Health and Social Services.

#SB319

CS FOR SENATE BI LL NO. 319( RES)
"An Act relating to shallow natural gas |easing; and providing
for an effective date.”

This was the first hearing for this bill in the Senate Finance
Conmittee.
SENATOR JOHN TORGERSQN, sponsor of the bill, explained that the

original shallow gas |easing program was established to enable
“expl oration and production of shallow gas | ease deposits in rura
areas to supply energy” to rural area users. He inforned the
Commttee the changes proposed in this bill would “evolve the
program into a nore robust and viable commercial program that
shoul d benefit all parties.” He stated the key elenents in the
proposal include such things as the generation of increased revenue
to the State by raising application fees for shallow gas |easing
from $500 to $5,000 thereby keeping the fee nore in line with the
actual expense of processing the application; lowering the
Departnent of Natural Resources adm nistrative costs by instituting
automatically renewabl e | eases and renovi ng “unwor kabl e deadl i nes”
for issuance of |eases; providing better reservoir nmanagenent;
replacing the 3,000 foot depth requirenent with | anguage stating
that sonme portion of the field nust be within 3,000 feet of the
surface; increasing field acreage to allow for a viable |easing
program renoval of the requirenent for prospective applicants to
conduct a title search; inproving protection for surface |and
owners; and inplenenting a conversion nethodol ogy to all ow existing
| eases to be converted to the new program

MARK MYERS, Director, Dyvision of Gl and Gas, Departnent of
Nat ural Resources testified via tel econference from Anchorage to
voice the Departnent’s support of the bill. He stated these
warranted changes would convert the program into a conmerci al
program that woul d provide benefits to the State and | andowners.

JOHN TANI GAWA, Special Projects Mnager, Evergreen Resources
Corporation, testified via tel econference fromMat-Su in support of
SB 319 as it renoves obstacles to exploration activities. He stated
the bill is economcally sound, and an “excell ent exanple” of the
State working with industry to benefit governnent, industry, “but
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particularly the public.”

KEVI N TABLER, representative, Unocal, testified via tel econference
from Anchorage to voice that Unocal supports the anendnents to this
bill. He asserted that the shall ow gas-I|easing program enhances
access to and devel opnent of the State’s resources.

CHARLOTTE MACCOY, representative, Teck Com nco Al aska, testified
via tel econference from Anchorage to voice support for this bill
She stated the proposed amendnents address concerns Teck Com nco
has regardi ng bonding requirenents. She alerted the Commttee that
private |ands m ght have been inadvertently omtted from proposed
| anguage regarding the depth issue change |ocated on page 4, in
Sections 7 and 8.

M. Mers shared with the Conmttee that the Departnent recognizes
Teck Comi nco's concerns and stated an anendnent coul d address both
of Teck Com nco’s concerns.

Co-Chair Kelly asked M. Myers to work with Senator Torgerson to
devel op anmendnent | anguage.

The bill was SET ASIDE. [Note: This bill was brought back before
the Conmttee later in the neeting.]

#SB280

CS FOR SENATE BILL NO 280(RES)
"An Act permtting grants to certain regulated public
utilities for water quality enhancenent projects and water
supply and wastewat er systens."

This was the first hearing for this bill in the Senate Finance
Committee.
SENATOR GENE THERRI AULT, sponsor of the bill, reported that “under

current law, privately owned public water and wastewater utilities
are not eligible to participate” in certain State grant funding
opportunities. He commented this ineligibility places the privately
owned utilities’ ratepayers at a disadvantage when conpared to
ratepayers of nunicipally owned utilities. He explained this
| egi sl ation provides “for inclusion of privately-owed water and
waste water utilities in the State water and wastewater grant
program if the Regulatory Conm ssion of A aska (RCA) regul ates the
rates.” He noted that the Senate Resources Committee version of
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this bill “renoves criteria inserted by the Senate Labor & Commerce
Comm ttee” stipulating that the utility nust serve as the primary
utility for the nmunicipality. He explained the Resources version of
the bill thereby expands the “pool” of utilities the bill would

apply to.

Senator Therriault noted “that regulation by the RCA ensures that
all the econonmi c benefits of these grants” would provide funding
for utilities’ upgrades and expansi ons w thout forcing ratepayers
to burden the expense. He furthered that this bill would also allow
utilities “to expand in areas that are on the peripheral of the
exi sting system thereby providing water and wastewater services to
famlies” who are currently outside of the service area.

Senator Therriault noted the Resources Commttee substitute nakes
grants available for public water and wastewater wutilities;
however, restricts grants for solid waste inprovenents to
municipality owned utilities.

Senator Therriault sunmarized the intent of this bill is to nmake
grant funds available to provide Alaska’s residents with safe water
and sewer regardl ess of whether the water and wastewater utility is
owned by a nunicipality or a private group.

Senator Therriault reiterated that the Labor & Conmerce Conmttee
version of this bill is nore narrowy drafted than the Resources
Commttee version; therefore, a zero fiscal note from the
Department of Environnmental Conservation acconpanies the Labor &
Commerce Comrittee’s version, while a $93,000 fiscal note fromthe
Depart ment acconpani es the broader Resources Comrittee version.

Co-Chair Kelly inquired if Senator Therriault agrees with the
anal ysi s supporting the $93,000 fiscal note.

Senator Therriault responded the Resources Conmttee version allows
for a larger pool of utilities to qualify for the grants; and not
all of them have sophisticated accounting systens or are sizable
entities wwth a sufficient nunber of enpl oyees to manage the grant
application process. He continued that the Resources version would
allow small utilities such as trailer park operators, who m ght not
have much grant processing expertise, to apply for the grants. He
commented this mght result in the State needing to provide staff
to assist recipients during the grant process; therefore, he noted,
sone of the fiscal note is legitimate.

Senator Therriault comunicated to the Commttee that the | anguage

of the bill is drafted to apply to utilities statew de, and woul d
all ow municipally owmed water and waste water utilities that are
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grappling with privatizing their utilities to nmake that decision
wi t hout being burdened with conplying with the current grant
funding restrictions.

Senator O son asked why the initial grant program excludes private
wat er and wastewater utilities.

Senator Therriault responded that initially, nunicipalities nanaged
nost of the systenms and current scenarios were not anticipated.

ANDY WARW CK, Chair, Board of Directors, Fairbanks Water & Sewer,
Inc., testified via tel econference from Fai rbanks, and voi ced that
Fai r banks Water & Sewer’s custoners woul d be “favorably” inpacted
by the passage of this bill

Senator Therriault commented that the Regulatory Conm ssion of
Al aska (RCA) would not permt any grant nonies used to expand a
facility to be calculated as part of the rates paid by the
utility's users. He clarified that ratepayers could not be charged
as if the utility had acquired a | oan or invests private capital;
therefore, “because of the RCA rate regulation, the benefit of the
grant does flow through to the individual ratepayer.”

Senator G een asked if a utility' s ratepayers would absorb the
costs of inprovenents if a grant were not in place.

Senator Therriault noted that costs incurred for inprovenents,
upgrades, expansions and the like would be passed on to the
ratepayers if a private or comrercial |oan were in place.

Senator Green asked if RCA has different criteria considerations
for grant requests from a nunicipally owned wutility grant
application conpared to a privately owned for profit utility.

WLL ABBOTT, Conm ssioner, Regulatory Conm ssion of Al aska,
Department of Community and Economi c Devel opnent, testified via
tel econference from Anchorage and responded there are no
differences in the process.

Senator Green inquired how many utilities would be affected by this
| egi sl ati on.

Senator Therriault answered that 36 utilities are eligible under
current regulations, with projections of another 50 wutilities
qual i fyi ng under the Resources Commttee version and a relatively
smal | nunber of additional utilities qualifying under the Labor &
Commerce Conmittee version.
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Senator G een asked for characteristics and |ocations of the
additional utilities.

Senator Therriault responded that the additional 50 utilities would
i nclude small ones such as trailer parks and sonme subdi vi si ons.

Senator Green requested a list of the utilities be supplied to the
Commttee. She asked if an option for lowinterest |oans was
consi dered, as she is concerned the expansion of the program m ght
conpete with other statew de requests for grant funding.

Senator Therriault noted that other |legislation does allow
utilities to be eligible for the State’s |lowinterest |oan program
however, he agreed that the Resources “version of the bill brings
in alot of new conpetitors for the avail able grant dollars.”

Senator Ward asked for clarification that the fiscal note would
provi de Departnment support to the fifty new utilities that m ght
apply for the grants.

Senator Therriault responded in the affirmative, as a nunber of the
utilities have never participated in the grant program and woul d
need assistance in the application process.

Senator Ward asked why assisting these utilities in conpleting
their grant applications would result in the need for additiona
staff.

Senator Therriault responded that in any application process, the
Departnent provi des assistance to the applicants. He coment ed that
muni ci palities that have previously applied for the grants are
famliar with the process.

Senator Ward questioned why it is the responsibility of the
Department to assist in hel ping people apply for these grants.

Senator Green noted that grant witing is the issue.

Senator Lenman questioned if the owner’s equity increases as a
result of the grant supported inprovenents, and who i s conpensated
for the inprovenents if the utility is sold to another party.
Senator Therriault responded that if inprovenents were nade, the
value of the asset would increase; however, RCA regulations
guarantee that ratepayers could not be charged for the inprovenents
t hrough payi ng hi gher rates.

Senator Therriault comrented that the asset base of the utility
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does increase regardless of whether it is publicly or privately
owned. He reiterated that the underlying goal is to provide safe
wat er and sewer systens to Al askans.

Senator Leman asked if the RCA grant regul ations would protect
rat epayers from paying higher rates to a new ower who purchased
the grant-inproved utility.

M. Abbott <clarified that the increased assets are called
“contributed capital,” and “recorded in the books,” they remain
there. He continued that if the facility transfers from a
municipally owed to a privately owed business, the contributed
capital remains on the books, and the new owner could not claima
rate of return fromit.

Co-Chair Kelly surmised that the contributed capital would be
reflected in the sale price.

M . Abbot responded that would be correct.

Senat or Austerman asked for further clarification of the value
process when a private utility sells its grant inproved utility to
anot her private enterprise.

Senator Therriault stated the assets transfer from one owner to
anot her; however, any inprovenents resulting from grants as
“contributed capital” remain “on the books.” He furthered that the
new owner would not be paying for something that could not be
recouped.

Co-Chair Kelly noted the inprovenents could be reflected in the
sale price of the utility, but could not be reflected in the rates.

Senat or Austerman commented that state grants woul d enabl e an owner
to “build a bigger and better machine,” which would garner the
current owner nore profit when the utility is sold regardl ess of
the rate structure.

Co-Chair Kelly concurred, but stressed the new owner woul d be aware
“that a certain portion of that asset you can’'t recoup costs on
through the rate structure.”

Senator Austerman responded that if a utility is inproved and
enlarged, it could serve nore custoners and reap nore revenue and
ot her benefits.

Senator Ward voiced the understanding that these grant dollars
coul d not be used for expansion, but only for refurbishing.
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Senator Therriault corrected that the grants could be used for
expansion or for refurbishnment of a utility.

Senator Ward noted that using grant noney for nmaintenance on a
utility would “free up” the owner’s noney for other expansion needs
and, in this situation, the expansion would not be classified as
contributed capital.

M . Abbott concurred.

Senator Ward furthered that if a utility received a five mllion
dollar grant and used those funds for nmintenance expenses, and
subsequently invested five mllion dollars of private funds to

expand their facility, the expansion would be treated as an asset.
Again, M. Abbott concurred.

Senator Therriault stated his understanding that the doll ar anount
of the grant woul d be considered as contributed capital, no matter
what it is used for, and; therefore, could not be considered in the
rat e base.

M . Abbott concurred.

SFC 02 # 42, Side B 10:07 AM

Senator Ward reiterated that if a private utility receives grant
noney for maintenance needs; this would essentially free up the
owner’s noney for capital inprovenents. He asserted that by using
grant noney in this fashion, the owner’s capital inprovenents woul d
increase the value of the utility because those inprovenents woul d
not be classifieds as grant capital inprovenents.

M. Abbott stated that regardless of how a grant is utilized by a
utility the funds are considered contributed capital fromwhich an
owner could not profit. He furthered that the cost of expansions
and i nprovenents made to the utility using private funds could be
recouped with rate increases.

Senator Ward questioned if the RCA, in its grant request process,
reviews an entire utility s operation.

M. Abbott responded that all conmponents are considered by RCA
during the grant request process.
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Senator G een questioned the previous sale of the Fairbanks North
Star Borough water and wastewater wutility to a private entity
considering that the nunicipally owed utility would have qualified
for State grants.

Senator Therriault responded that the sale of the Fairbanks utility
to a private entity disqualified the utility fromapplying for the
grants. He opined the Fairbanks North Star Borough’s decision to
sell its utility “was a smart deci sion” because the privately owned
group managing the utility has upgraded the utility and nade it a
much nore efficient operation. He predicted that numerous |oca
governments woul d be grappling with the decision as to whether to
sell their water and wastewater utilities in the upcomng years. He
gquestioned if, in the pursuit of achieving higher |evels of
efficiency, the current eligibility for grants criteria mght be a
deterrent.

Senat or Green asserted the for-profit nature of private ownership
woul d “set it apart” frompublicly owned facility where the revenue
generated supports the facility or is deposited into a
muni ci pality’ s budget.

Senator Therriault contended that much of the profit in the
Fairbanks’s utility is reinvested in the facility; whereas before
the municipality “siphoned off noney, quite a bit of the noney.” He
asserted that the facility “suffered” because of that, and under
the current private ownership, the facility is becomng nore
noderni zed and efficient.

Senat or Austerman applauded the privatization of the wutility;
however, voiced concern over a policy change on how state grants
woul d apply to the private sector resulting in the “potential for
profitability” fromreceiving those grants. He cautioned that the
Senate Resource Commttee version of the bill “opens the door quite
a bit” and may result in “opening Pandora s box.”

Co-Chair Kelly inquired if Senator Austernman prefers the Senate
Labor & Commerce Conmttee version of the bill

Senat or Austerman stated that the versions are simlar
“phi l osophically.”

Senator Therriault understood the concern with expandi ng the grant
applicants beyond the eligible original pool and agreed that the
Senate Resources Commttee substitute does expand the program
significantly, resulting in a sizable fiscal note. He noted the
Senate Labor & Commerce committee substitute only extends
eligibility to utilities that are the primary water and wast ewat er
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utility servicing a conmunity.

Senator Ward inquired as to the nunber of privately owned utilities
that would be eligible under provisions in the Senate Labor &
Commerce conm ttee substitute.

DAN EASTON, Director, Dvision of Facility Construction &
Qper ation, Departnent of Environmental Conservation responded that
of the 36 nunicipality utilities the Senate Labor & Comrerce
comm ttee substitute would apply to, only the utility operating in
Fairbanks is privately-owned. He noted that the Kake Tribal
Corporation currently owns the Cty of Pelican’s water system
however, ownership is being transferred to the City of Pelican.

Senator Ward inquired if there is a list available of the
comunities that would be eligible under the Senate Resources
commttee substitute of the bill

M. Easton responded that of the approximately 50 utilities that
could be eligible under the Senate Resources conmttee substitute
of the bill, RCA maintains a list of the 20 currently regul ated by
RCA.

Senat or Ward asked why the State is obligated to supply personnel
to help utilities apply for these State grants as indicated by the
fiscal note from the Departnent of Conmunity and Economc
Devel opnent .

Co-Chair Kelly stated there are regulations in the Departnent of
Communi ty and Econom ¢ Devel opnent programthat obligates the State
to provide assistance to snmall comrunities.

M. Easton el aborated that in addition to the State assisting snal
comunities with their grant applications, the nmgjority of the
Departnent’s efforts are in the actual admnistering of the grant.
He expl ai ned that the Departnent does not disperse grant funds in a
lump sum but rather reinburses the grantee as a project
progresses. He continued that ten percent of the grant funds are
wi thheld until a project is finished, and the State conpletes a
final audit on the project.

Senator Ward asked the witnesses if the majority of the funding in
fiscal note acconpanying the Senate Resources conmttee substitute
is for adm nistration of the grants.
M. Easton affirmed that is correct.

AT EASE 10: 20 AM/ 10: 24 AM
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Co-Chair Kelly requested Senator Therriault to further analyze the
di fferences between the two-commttee substitutes. Co-Chair Kelly
noted the bill would be held in Coomittee at this hearing.

Senator WIken disclosed he is a mnority shareholder in the
Fai r banks Sewer & Water utility conpany.

Senator W1 ken comented that the sale of the Fairbanks North Star
Borough’s water and wastewater utility to a private conpany is
reflective of a new trend in the industry. He continued that as
this trend continues, other changes in regulations mght occur.

Senator W/I ken contended that the passage of this bill would
benefit the ratepayers, not the shareholders of a utility.

M. Abbott reiterated there is no rate of return or profit on
i mprovenents funded by contributed capital.

Senator W1 ken characterized contributed capital “as a transparent
asset,” for it could not be reflected in the sale price nor could
t he prospective buyer profit fromit.

M. Abbott agreed with Senator WI ken’s conments.

Senator Ward asked if the private business group that purchased the
Fai rbanks’ utility knew it was ineligible for the State grants.

Senator W/ ken responded that being ineligible for these State
grants was a concern of the new owners of the Fairbanks’ utility;
however they felt they could operate the utility nore efficiently
with or without those funds.

Senator Geen asked if the additional grant applicants all owed
through the Senate Resources commttee substitute would be
considered at the same |evel as the original pool of applicants.

M. Easton responded that all applicants would be added to the
grant pool; however, the new applicants would be at a “slight
di sadvant age” as the current grant systemprioritizes by assigning
points to projects that are already underway or in stages of
devel opnent .

Senat or Green asked about incentives to utility systens to expand
into new service areas.

M. Easton responded that at sone point it would be inportant to
clarify “whether these grants would be avail able to devel opers to
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be used as part of constructing a new devel opnent.”

Senator G een voiced that any expansion in the nunber of eligible
partici pants woul d affect the grant “pool.”

Senator Austerman asked if the RCA is involved in the sale of a
utility and its sale price, or if involvenent is limted to the
rate structure.

M. Abbott responded that the RCA is involved in a sale to the
extent of determning if the sale price is “reasonable” and within
the ability of the utility to recover the purchase price fromrates
| evied and continue to be viable. He contended the RCA does not
intend to get too involved in ownership transfers as “it is a sale
between two consenting parties, and as |ong as the purchasing party
under stands what they could base their rate structure on,” the RCA
is satisfied.

Co-Chair Kelly asserted this bill would be held in Commttee to
afford the sponsor additional tine to address concerns.

Co- Chair Donl ey voi ced support for the State to investigate avenues
to enable this programto be self-sustaining; perhaps using program
recei pts to recoup costs associated with the program

The bill was HELD in Conmi ttee.

#SB319

CS FOR SENATE BI LL NO. 319( RES)
"An Act relating to shallow natural gas |easing; and providing
for an effective date.”
[This bill was heard earlier in the neeting]
AT EASE 10:33 AM/ 10: 34 AM
Amendnent #1: This anmendnent deletes “field subject to | ease under
AS 38.05.177" and inserts “field, if a part of the field is within
3,000 feet of the surface” on page 4, lines 26-27 and page 5, line
26.
Senator Wl ken offered a notion to adopt Amendnent #1.

Co-Chair Kelly objected for discussion.
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Senat or Torgerson explained that Anendnent #1 addresses an
oversight in the bill that limts producing gas to “lands |eased
fromthe state.” He stated that the adoption of this anmendnent
woul d nake the | anguage consi stent throughout the bill

Co-Chair Kelly w thdrew the objection.
There bei ng no objection, Amendnent #1 was ADOPTED.

Senat or Lenman noved “to report the commttee substitute for Senate
Bill 319 Finance fromCommttee with individual recomendations and
acconpanying fiscal note.”

There being no objection, CS SB 319 (FIN) was REPORTED from
Committee with a new zero fiscal note, dated 3/22/02 from the
Departnent of Natural Resources.

AT EASE 10:36 AM/ 10: 44 AM

#SB111

CS FOR SENATE BILL NO. 111(TRA

"An Act relating to the issuance of certificates of
participation to finance deferred mai ntenance and construction
projects for certain public harbor facilities; giving notice
of and approving the entry into, and the issuance of
certificates of participation in, |ease- financing agreenents
for those public harbor facility projects; repealing a
provision relating to the financing of construction and
renovation of facilities for certain ports and harbors; and
providing for an effective date."

This was the first hearing for this bill in the Senate Finance
Committee.

SENATOR ROBIN TAYLOR, sponsor of the bill, explained this is
“primarily a bond package bill” to fund construction and facility

upgrade projects in nunicipal ports and harbors the Departnent of
Transportation and Public Facilities has identified. He stated the
facilities’ needs, according to engineering surveys and Depart nent
estimates, anount to $44, 521, 500.

Senat or Tayl or stressed that the goal of upgrading the harbors in
such places as Sitka, Petersburg, Valdez and other ports throughout

SFC- 02 (15) 03/ 26/ 02



the State, is to enable the State “to turn over all future
mai nt enance responsi bilities and ownership of these harbors to the
i ndi vidual conmmunities.” He asserted that the investnent of the
State’s capital now woul d reduce future nmaintenance requests.

Co-Chair Kelly asked Senator Taylor to explain the Certificates of
Partici pation process.

Senator Taylor explained that by issuing a Certificate of
Participation (COP), the State of Al aska guarantees the funding;
however, the security is found within the project itself and the
project, in essence, is owed by the certificate holder during the
time the project is being paid off.

Senator Taylor clarified this is the current funding mechani sm
however, announced he woul d prefer the use of general obligation
(GO bonds with the decision made by Al aska’ s voters as to whet her
these are the projects to fund. He stated the bill is crafted using
the COP funding because this is the process considered the prior
fiscal year

Senator G een noted the backup material indicates the Cty of None
is in need of additional funding for capital inprovenents to its
dock; however, she understood that the Gty of Nome owns the dock.

Senat or Tayl or corrected that the State owns the dock in None.

Senator Green referred the Conmttee to page 1, Section 1, line 10
of the bill that indicates both None and Adak own their docks.

Senator Taylor voiced that the None harbor and dock project was
fully funded and deleted from the nobst recent project |ist
identified by the Departnent.

Co-Chair Kelly infornmed the Commttee that the list [copy on file]
is in need of being updated.

Senat or Tayl or noted there was a uni que problemin the Adak harbor
because that harbor was conveyed to the Adak Native Corporation by
the federal governnment, however, a funding nechanismwas found to
rebuild their small boat harbor.

LOREN GERHARD, Chair, Juneau Docks and Harbors Board, and Executive
Director, Southeast Conference, testified in support of this bil

as many Sout heast Conference community nenbers’ harbors are in need
of repair. He voiced appreciation for the Legislature’s role in
conpl eti ng harbor inprovenents in such places as Ketchi kan, Sitka
and Craig. He informed the Committee that many conmunities “are
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hard-pressed” to find funds to allocate to harbor deferred
mai nt enance. He stressed that harbors are an integral conponent of
a communities’ econony as they generate significant comerce from
such things as comrercial fishing, sport fishing, and tourism He
noted that once the inprovenents allowed under this bill are
conpleted, the transfer of the dock systens to the conmunities
“would renove the responsibility to the State and would allow
comunities to establish priorities” for docks and harbors. On
behal f of the Sout heast Conference nenbers, he urged the Commttee
to approve this bill

Senator Austerman noted this bill reflects an approxinmate $7
mllion allocation for Juneau and requested clarification that the
responsibility for all of Juneau’s harbors would be transferred
fromthe State of Alaska to the City and Borough of Juneau.

M. GCerhard responded that is correct.

Senator Austerman asked if the list of Cty and Borough of Juneau
harbors included in the bill enconpasses all of the city s harbors.

M. Gerhard replied that the list is conplete.

BUDD SI MPSON, citizen of Juneau, nenber, Juneau Docks and Harbors
Board, and Chair, Juneau Docks and Harbors Board Capital
| nprovenent Projects Conmttee, noted that Juneau’s harbors, all of
whi ch are owned by the State, have not received any State funding
since 1989 and are “in dire need” of deferred nmintenance. He
commented that the Gty has funded sonme harbor mai ntenance projects
t hrough | ocal users’ fees.

BRAD PI ERCE, Senior Economist, Ofice of Managenent & Budget,
Ofice of the Governor, stated this bill is drafted as a COP that
“is essentially a revenue bond” wusing marine notor fuel tax
receipts of approxinmately $6.1 mllion. He explained that the
fiscal note for all the projects is expected to total $45 mllion.

M. Pierce shared that the Admnistration views this as a “user
pay” scenario, which they advocate to be the fundi ng source instead
of a GO bond. He characterized the harbors and docks as val uabl e
assets that pay for thensel ves through such things as noorage fees.
He furthered that the wuser-pay principle established in this
situation could set “an inportant precedent to identify this fund
source and use it to pay for these bonds, where we wouldn’t have to
use our GO capacity for this.” He voiced the possibility that these
user fees could also be used in the future to fund other projects.
He summari zed that the Admnistration “is very nmuch in favor of the
revenue bond approach,” specified in the drafting of this bill
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M. Pierce conveyed that the Governor supports using GO bonds for
such things as school construction.

Senat or Green asked how the Marine Fuel Tax revenue is currently
used.

M. Pierce responded, “there are two segregated accounts within the
general fund:” one consists of revenue generated from a Hi ghway
Mot or Fuel Tax and the other from the Marine Mtor Fuel Tax. He
coormented that both accounts are specifically identified in
stat ute.

Senator Green asked if there is a provision that would prohibit
these taxes from being specified as a funding source for these
proj ects.

M. Pierce stated these taxes could be used for this purpose.

Senator Green asked if the Marine Fuel Tax is in effect Statew de.

M. Pierce responded users in coastal comrunities and ot her areas
of the state where boats are used pay the tax.

Senator G een voiced that sone users do not have ports or harbors
in their area.

M. Pierce concurred.

GOVERNCOR BILL SHEFFI ELD, Representative, Port of Anchorage,
testified offnet from Anchorage to notify the Conmttee that the

Port of Anchorage is undergoing a six mllion dollar FY 02 State
Capi tal Budget appropriation upgrade project in conjunction with a
$160 mllion expansion and rehabilitation project. He related to

the Commttee that the Port of Anchorage is a regional port that
serves 80 percent of the State of Al aska and 90 percent of the
people of the State. He conveyed that the Port’s business increases
two percent a year and in twenty years the business vol une woul d be
double its current level. He stressed that the demands of this
growt h applies pressure for continuing expansion and i nprovenents.
He conveyed the need for continuing financial support from the
State for infrastructure inprovenents to maintain efficiency and to
ensure reasonable freight rates.

Governor Sheffield shared that upon conpletion of the current
projects, the Port of Anchorage would be 51 percent federally
financed with the remainder of funding contributed by the State,
the Municipality of Anchorage, and other m nor fundi ng nmechani sns.
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He urged the inclusion of the Port of Anchorage in this bond bil
and explained how this bill’s proposed funding allotnent would
coordinate with other funding sources in financing future Port
proj ects.

PAUL ANDERSON, Mayor Pro Tem City of Petersburg, testified via
tel econference from Petersburg, in support of the updated nonetary
nunbers reflected in the bill as Petersburg’ s harbors are old and
in need of upgrades.
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GREG MEI SSNER, Menber, Wangell Harbor Board, testified via
tel econference from Wangell to voice support for this bill

JAMES STOUGH, Menber, Wangell Gty Council, testified via
tel econference fromWangell, to voice support for this bill

DAN HI CKMAN, Menber, Petersburg Harbor Board, testified via
tel econference fromPetersburg in support of the bill. He asked the
Commttee to nove this bill forward, and indicated that the Gty of

Pet ersburg is | ooking forward to assum ng ownershi p of the harbors.

Co- Chair Donley conmented that the Adm nistration does not appear
to realize the inportance of the Port of Anchorage to the Rail belt
and Bush Al aska. He stated that the efficiency of the Port directly
inpacts the rates that a vast mpjority of consuners pay for
groceries and other goods that enter the State through the Port. He
stated that the Legislature should recognize that the Port of
Anchorage and the Anchorage and Fairbanks airports are systens that
affect a |lot of people and areas.

The bill was ordered HELD in Conmm tt ee.
#

ADJ CQURNIVENT

Co-Chair Pete Kelly adjourned the neeting at 11:09 AM
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