M NUTES
SENATE FI NANCE COWMM TTEE
April 02, 2004
9: 05 AM

TAPES

SFC-04 # 67, Side A
SFC 04 # 67, Side B
SFC 04 # 68, Side A

CALL TO ORDER

Co- Chair Lyda G een convened the neeting at approxinmately 9:05 AM
PRESENT

Senator Lyda Green, Co-Chair
Senator Gary W1 ken, Co-Chair
Senat or Con Bunde, Vice Chair
Senat or Fred Dyson
Senat or Ben Stevens
Senat or Donny O son

Al so Attendi ng: GQJY BELL, Director, Division of Adm nistrative
Services, Departnent of Labor and Wrkforce Developnent; ERIC
SWANSON, Director, D vision of Adm nistrative Services, Departnent
of Adm ni strati on; JANET  CLARKE, Director, Division of
Adm ni strative Services, Departnent of Health and Social Services;
Nl CO BUS, Adm nistrative Services Mnager, Division of Support
Servi ces, Departnent of Natural Resources; NANCY SLAGLE, Director,
Di vision of Adm nistrative Services, Departnment of Transportation
and Public Facilities; KAREN REHFELD, Deputy Conmi ssioner,
Department of Education and Early Devel opnent; EDDI E JEANS, Manger,
School Finance and Facilities Section, Education Support Services,
Department of Education and Early Devel opnent; STEVE PORTER, Deputy
Comm ssi oner, Departnment of Revenue; CHERYL FRASCA, Director,
O fice of Managenent and Budget, O fice of the Governor;

Attendi ng via Tel econference: Froman offnet |ocation: PAT Pl TNEY,
Budget Director, University of Al aska; MRK MERS, Director,
Division of Ol and Gas, Departnment of Natural Resources; JCE
BEEDLE, Vice President of Finance, University of Al aska; From
Anchorage: DAWN BI SHOP- KLEWENO, Special Assistant, Regulatory
Comm ssion of Alaska, Departnent of Comrunity and Econonic
Devel opnent; CRAIG TILLERY, Chief Assistant Attorney General,
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Statewi de Section Supervisor, Envi ronnment al Section, Civil
Di vi sion, Departnent of Law

SUMVARY | NFORMVATI ON

SB 357 | NSURANCE
The bill npoved from Comi ttee.

SB 313 FI RST SUPPLEMENTAL APPROCPRI ATl ON
SB 314 SECOND SUPPLEMENTAL APPROPRI ATl ON

SB 313 and SB 314 were HEARD and HELD in Conmttee for
further consideration. The Conmttee heard overvi ews on
the budget requests of the Departnent of Labor and
Wor kf orce Devel opnent, the University of Al aska, the
Departnent of Community and Econom c Devel opnent, the
Department of Health and Social Services, the Departnent
of Law, the Departnent of Natural Resources, the
Department of Transportation and Public Facilities, the
Department of Education and Early Devel opnent, and the
Departnent of Revenue.

SJR 3 CONST AM  APPROPRI ATI OV SPENDI NG LIM T

SJR 3 was HEARD and HELD in Conmttee for further
consideration. The Commttee heard fromthe sponsor, the
University of Al aska, and the Ofice of the Governor. Two
amendnent s were adopt ed.

Co-Chair WIlken chaired this portion of the neeting.

#sb357
CS FOR SENATE BILL NO 357(L&C)

"An Act relating to the regulation of insurance, insurance
licenses, qualifications of insurance producers, surplus
lines, fraud investigations, electronic transactions, and
conpliance with federal law and national standards; and
providing for an effective date."

This was the third hearing for this bill in the Senate Finance
Conmittee.
Co-Chair WIlken stated this bill "contains numerous changes to

ensure that State statutes are consistent with federal |aw node
acts, standards, and guidelines."”
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Co-Chair Wlken offered a notion to report CS SB 357, 23-LS1684\H
from Comrittee, as anended, wth acconpanying fiscal note and
i ndi vi dual recommendati ons.

There was no objection and CS SB 357 (L& ) MOVED from Conmittee
with zero fiscal note #1 from the Departnent of Comunity and
Econom ¢ Devel opnent.

Co-Chair G een chaired the next portion of the neeting.

#sb313

#sb314

SENATE BILL NO 313
"“An Act naking suppl emental and ot her appropriations; amendi ng
appropriations; making an appropriation to capitalize a fund;
and providing for an effective date.”

SENATE BI LL NO. 314
"An Act naking suppl emental and ot her appropriations; anmendi ng
and repealing appropriations; making appropriations to
capitalize funds; and providing for an effective date."

The Conmmittee continued hearing presentations from departnents on
t he budget requests of both bills. The Conmttee referenced a
spreadsheet titled "FY2004 SUPPLEMENTALS' dated March 31, 2004,
whi ch outlined the requests [copy on file].

Co-Chair Geen referenced the spreadsheet and clarified that it is
intended for the purpose of convenience and discussion. This
spreadsheet contains all but two of the proposed amendnents.

Departnent of Labor and Workforce Devel opnent

Section: 2

Department: University Education Labor

Suppl emrent al Need: Mar 22 And: appropriate the June 30, 2004
bal ance of the Al aska Technical and Vocational Education
Program account (TVEP) to the four entities allowed to receive
the funds: UA, Galena Project Education Voc Training Cr,
Kot zebue Technical Cr, and AVTEC

$1, 002, 100 TVEP

QUJY BELL, Director, Division of Admnistrative Services, Departnent
of Labor and Workforce Devel opnent, testified that the Al aska
Techni cal and Vocational Education Programis funded by one-fifth
of the enpl oyee contributions nade to the unenpl oynment insurance
trust. These funds are designated to vocational education prograns
around the State. The current allocation is based on the follow ng
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percent ages: 63-percent for the University of Al aska, 22-percent
for the Alaska Vocational Technical Center, 11-percent for the
Kot zebue Technical Center, and four-percent for the Gal ena Project
Educati onal Vocational Training Center. This request would allow
the FY 04 TVEP fund bal ance to be allocated according to the above
percentages. The anmount of TVEP fund balance is dependent on
whet her the funds "swept” fromthe TVEP fund into the general fund
in FY 03 are returned through a "reverse sweep".

Co- Chair Green asked the bal ance amount if the reverse sweep does
not occur.

M. Bell responded the bal ance woul d be approxi mately $88, 000.

Co-Chair Geen questioned the amount of funding each of the
vocati onal education prograns received in FY 04.

M. Bell replied that the total amount appropriated in FY 04 was
approximately $4.6 mllion. This anpbunt was then allocated to the
four vocational education prograns using the percentages detailed
above.

Co- Chair Green asked how nmuch of the appropriation was swept into
t he general fund.

M. Bell answered that $913, 600 was swept at the end of FY 03. If
this ambunt were reinstated to the TVEP fund the fund bal ance woul d
be just over one mllion dollars.

Co- Chair Green asked how these prograns would be affected if this
request is not included in the FY 04 suppl enental budget.

M. Bell responded that the balance of the TVEP fund at the end of
FY 04 would rermain in the account; the funds would not be all ocated
until a future appropriation by the |egislature.

Co-Chair Geen restated her earlier question.

M. Bell answered that if this request were not included in the
suppl enent al budget the FY 05 operating budget would dictate the
TVEP fund. The FY 05 operating budget would appropriate
approximately $4.6 nmllion to TVEP, and this appropriation would
then be allocated to the vocational education prograns.

Co-Chair Geen asked for a chart conparing the affects of this
suppl emrent al budget request if adopted, and if not adopted.

M. Bell responded that he would need to conpare the affects of
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this supplenental request if passed with the reverse sweep, if
passed without the reverse sweep, and if not adopt ed.

PAT PITNEY, Director of Budget, University of Al aska, testified via
tel econference froman offnet |ocation that the University supports
this request. The TVEP is directed at high demand work force areas
determ ned by the Al aska Wrkforce I nvestnment Board. The University
is attenpting to respond quickly to certain high priority workforce
needs, and this additional appropriation would allow the University
some financial flexibility. Specifically, the University's
vocational health care progranms need additional funds to conplete
cl assroom set-up and di stance course devel opnent. The University
requests that these additional funds be appropriated in FY 04.

Co-Chair Green asked Ms. Pitney if she had witten a letter to the
Comm ttee expressing the University's support of this request.

Ms. Pitney answered no, and added that she would be able to draft a
letter for the Commttee.

Co-Chair Geen requested that Ms. Pitney also draft a conpari son of
the affect on the University's vocational education progranms if
this request is adopted, and if it is not.

Senator A son infornmed that in 2003 Kotzebue Technical Center | ost
$300, 000 in the sweep of funds out of the TVEP fund. He asked if
this request would consider Kotzebue Technical Center's |oss of
f unds.

Ms. Pitney affirnmed that the Kotzebue Technical Center would
receive their portion of the funds nade avail able for an additional
FY 04 appropriation.

Senat or A son asked if Kotzebue Technical Center would be receiving
approxi mately $110, 000 of the funds if this supplemental anendnent
wer e adopt ed.

Ms. Pitney affirnmed that the Kotzebue Technical Center would
receive that anmount if they are allocated 11 percent of the overal
appropriation.

M. Bell clarified that if a reverse sweep occurs and this reqguest
i s adopted the Kotzebue Technical Center would receive $110, 000.

Departnent of Comrunity and Econom ¢ Devel opnent

Section: 3(d)
BRU:. Regul atory Commi ssion of Al aska
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Suppl enental Need: Mar 22 And: Legal counsel costs
$180, 000 Unrestricted Federal Receipts

DAWN BI SHOP- KLEVENO, Special Assistant to the Conm ssioner and
Chair, Regul atory Conmm ssion of Al aska, Departnent of Comunity and
Econom ¢ Devel oprnent, testified via tel econference from Anchorage
that this request would assist the Comm ssion with |egal costs
resulting fromthe appeal of |egal cases involving tax rate changes
effective from 1996-2000.

Co-Chair Geen noted that several departnents' supplenenta
requests invol ve tel econmuni cati ons costs.

ERIC SWANSON, Director, Division of Admnistrative Services,
Department of Admnistration, testified that the supplenental
requests relating to tel ecommuni cations costs reflect the amounts
that the State agencies are unable to pay. These anobunts al so
reflect increases in tel ecomunications costs fromFY 03 to FY 04.
In FY 03 the Departnment of Administration was able to forgive
portions of the telecomunications costs in order that certain
State agencies did not have to submt suppl emental budget requests.
The Departnent anticipated that cost savings would be achieved
t hrough the Tel ecom partnering agreenent. However, the agreenent
did not neet the expectations of the Departnent, and cost savings
were not achi eved. The Departnent would be in a "cash flow crunch”
if the wvarious State agencies were unable to fund the
t el econmuni cati ons costs.

Co-Chair Geen asked the tine frame for finding a solution to this
si tuation.

M. Swanson responded that the Departnent is considering revising
t he nmet hodol ogy used to determne the enterprise productivity rate
(EPR), which is the rate charged for tel ecommunication services.
Currently the EPR is based on the nunber of jobs, which causes
certain State agencies to be nore heavily i npacted.

Co- Chair Green asked how these high tel econmuni cation costs woul d
i npact the FY 05 budget.

M. Swanson replied that the Departnment does not have a reliable
forecast for FY 05 tel econmunication costs. These costs would be
det erm ned by net hodol ogy changes the Departnment m ght inplenment in
FY 05.

Co-Chair Green asked if the Departnment was committed to correct the

nmet hodol ogy that has contributed to these high tel ecomunication
costs.
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M. Swanson affirned the Departnent's willingness to make changes.

Co-Chair Green noted that nearly every departnment has been affected
by these high tel ecomunication costs.

M. Swanson clarified that the Departnent of Health and Soci al
Services, the Departnent of Transportation and Public Facilities,
and the Departnent of Corrections are the State agencies requesting
FY 04 suppl enrental budget amendnents related to this issue.

Co-Chair Green nentioned that the Departnent of Health and Socia
Servi ces has requested several anendnents related to this issue.

M . Swanson affirned.

Co-Chair Geen asked if the inpact of not adopting the rel ated
requests to the FY 04 suppl enental budget woul d be severe.

M. Swanson expl ained that the State could have problens with the
federal governnent if these costs are not paid. In addition,
wi t hout a suppl ement al appropriation the Departnent of
Adm ni stration could experience a cash flow shortage.

Departnent of Health and Social Services

Section: 10(x)

BRU. Probation Services

Suppl enmental Need: Mar 22 And: Court ordered costs for
Di vi sion of Juvenile Justice

$295, 900 general funds

JANET CLARKE, Director, Dvision of Admnistrative Services,
Departnment of Health and Social Services, testified that a
conmponent of the Departnent's budget was deleted relating to court
ordered costs for juvenile justice cases. The Departnent has
submtted this request because the |l egislature determned that the
Department should include the court ordered costs in a suppl enenta
request after the actual costs are realized.

Section: 10(y)

BRU. Al aska Psychiatric Institute

Suppl emental Need: Mar 22 And: Tel ecomruni cation costs
$98, 400 Unrestricted Federal Receipts

Section: 10(2)

BRU. Children's Services Managenent
Suppl emental Need: Mar 22 And: tel ecommuni cations costs
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$49, 500 Unrestricted Federal Receipts

Section: 10(aa)

BRU. MLaughlin Youth Center

Suppl enental Need: Mar 22 And: Tel econmuni cations costs
$135, 300 Unrestricted Federal Receipts

Section: 10(bb)

BRU:. Public Assistance Field Services

Suppl erent al Need: Mar 22 And: Tel ecommuni cations costs
$110, 700 Unrestricted Federal Receipts

Section: 10(cc)

BRU. Pi oneer Homes

Suppl emrent al Need: Mar 22 And: Tel ecommuni cati ons costs
$159, 900 Unrestricted Federal Receipts

Ms. Clarke informed that the Departnent's tel ecomrunication cost
suppl enental requests total $553,800. She infornmed that the Al aska
Communi cation Systenms (ACS) contract changed the nethodol ogy of
accounting and allocating costs froma device count to a position
count. The ACS contract was supposed to offer savings in |ong
di stance toll charges to offset costs; however, the Departnent of
Heal th and Soci al Services has not yet realized savings fromthis
change.

Ms. Cl arke explained that the Pioneers' Hones budgeted $66, 000 for
t el ecommuni cati ons costs; however, based on the ACS net hodol ogy the
rates woul d be $600, 000. The Departnent has attenpted to minimze
the inpact of these costs, but it could not afford to pay the
i ncreased rates.

Departnent of Law

Section: 12(c)

BRU. Environnental Law

Suppl enrental Need: Mar 22 And: Studies and anal yses related to
oil remaining in the environment from the Exxon Val dez oil
spill

$1, 500, 000 EVGCSS

CRAI G TI LLERY, Chief Assistant Attorney Ceneral - Statew de Section
Supervi sor, Environnental Section, G vil D vision, Departnent of
Law, testified via tel econference from Anchorage. He testified as
fol |l ows.

The Departnent has requested an appropriation of $1.5 mllion
in receipts fromthe Exxon Valdez oil spill Trustee Council.
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Thi s anmount has been approved by the Trustee Council at its
nost recent neeting. Many of the natural resources injured by
t he Exxon Val dez oil spill have recovered or are well along in
t he process of recovering. One area that remains a particul ar
concern stens fromthe discovery in the year 2001 that there
was significantly nore oil remaining in a toxic state in the
envi ronment than was antici pated. Fuel studies have indicated
that this lingering oil is bio-available to species that feed
in the inter-tidal and near shore environnent. Prelimnary
studies indicate that certain species with access to this oil,
in particular harlequin ducks and sea otters, continue to
ingest or otherwise contact the oil and may be adversely
affected by it. In addition, there are other species such as
herring where studies indicate that injury persists but the
connection to the oil spill remains clouded.

This appropriation was directed by the Trustee Council to
allow the State to retain independent outside experts to
anal yze results of these studies, to devel op potential further
studies to further clarify the issue, and to fund those
studies, and finally, if warranted, to develop a strategy for
dealing with any problenms. Al of these nobneys are restricted

program receipts and are limted in their use to the
restoration activities requested by the joint federal/State
Exxon Val dez oil spill Trustee Council.

Co-Chair WIlken asked if this effort is nandated or voluntary.

M. Tillery replied that the effort is nmandated because of the
responsibility of the State in its role within the EVOS Trustee
Council. However, the State could not be forced to undergo this
addi tional study. Much of this appropriation would not be expended
by State enployees, but by outside experts and the federal
gover nnent .

Co-Chair WI ken questioned the consequences of disallowing this
st udy.

M. Tillery answered that if this study were not undertaken,
"questions are unanswered". These unknowns coul d negatively affect
the State, industry, and private citizens.

Co-Chair W/I ken expressed that studies conducted through the EVOS
settl enent have becone "a jobs progranf. He requested a list of
projects that this appropriation would fund, and the specific
project costs. He asserted that he is not in favor of this request.

M. Tillery agreed to provide the requested information.
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Senat or Bunde commented that areas of Prince WIIliam Sound had been
| eft un-restored after the oil spill so that the natural recovery
rate of the environnent could be studied. He asked if the oil in
the intentionally un-restored areas was affecting the wildlife the
W t ness referenced.

M. Tillery responded that the majority of the studies have been
conducted on beaches that have been <cleaned. Experts had
anticipated that any remaining oil would have been "weat hered out",

but nore oil, and oil with high toxicity was actually found present
on sone of these beaches. Through testing it has been determ ned
that the oil is "leaching out" of these beach areas, and is

af fecting harl equin ducks and sea otters.

Senator B. Stevens referenced a docunent he received fromthe EVCS
Trustee Council requesting $900,000 to conduct an eco-system study
in the Prince WIIliam Sound ar ea.

M. Tillery replied that though all of the EVCS prograns coordi nate
with one another, the request Senator B. Stevens received is
different than this supplenental request. He reiterated the origins
of this supplenental request, and enphasized its specificity.

Senator B. Stevens cited the meno dated March 23, 2004 requesting
federal receipt authority for approximately $745,000 to conduct an
"eco-system ocean integrated observing systeni. He again asked if
the request he received is related to this suppl enental request.

M. Tillery answered that the request Senator B. Stevens received
reflects a grant offered by the National Cceanic and At nospheric
Adm nistration (NOAH). He again clarified that the two studies are
not rel ated.

Senator B. Stevens read sone excerpts of the EVOS docunent he had
recei ved. He asked how nuch funding would be used for studies on
the continuing inpact of the Exxon Valdez oil spill.

M. Tillery replied that the studies funded by this supplenenta
request should "cap" studies on the lingering affects of the oil
spill. He qualified that the studies referenced by Senator B.
St evens woul d not exam ne the lingering affects of oil, but would
focus on the currents of the Prince WIIiam Sound.

Co-Chair Green referenced anot her EVOS request, and asked if that
request was the sane as this supplenental request.

M. Tillery answered that the two requests were related, but not
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the sane and have different funding sources. The request Co-Chair
Green referenced is related to a "re-opener provision"” in the EVCS
settl enent decree.

Co-Chair Geen asked if nore EVOS settlenment funds mght be
awar ded.

M. Tillery responded that the potential existed if a study
determ nes that unanticipated injury related to EVOS has occurred.
| f any additional funding were received it would be directed at
very specific, pre-determ ned projects.

Co-Chair Geen asked how the State would benefit from this
suppl ement al request.

M. Tillery explained that the State's resources woul d be restored.
The public woul d benefit because the EVOS would finally be "put to
rest". The studies to be funded by this request would elimnate the
unknowns and specul ation regarding the lingering affects of the
EVCS.

Co-Chair Geen asked why this appropriation would be directed to
the Departnent of Law. She asked if the Departnent would be
contracting with outside agencies or other State agencies.

M. Tillery replied that the Departnent of Law is one of three
State nenbers of the EVOS Trustee Council. The Trustee Counci
determined that the funding should go to the Departnent of Law
because certain outside experts have already been contracted
t hrough the Departnent; therefore continuity, efficiency and cost
savi ngs could be achi eved through allow ng the Departnent of Law to
distribute the funds. He qualified that the Departnent would be
merely a "conduit” for this appropriation.

Co-Chair Green asked about the consequences if this request is not
included in the FY 04 suppl enental budget.

M. Tillery explained that this request nust be included the
suppl ement al budget because certain aspects of the studies nust
begin this field season. The studies m ght not be conpleted if the
funding is not granted until FY 05.

Co-Chair Green asked the witness to docunent his explanation
Senator Dyson infornmed that he had been involved w th nunerous
marine science projects sone of which were funded by the EVCS

settlement funds. He continued that he could potentially bid on
EVCS projects in the future, and explained that his famly operates
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a charter sightseeing boat on Prince WIIliam Sound. He summari zed
that he has a "tenuous" conflict of interest regarding this
suppl ement al request.

Senator B. Stevens questioned when the EVOS FY 03 annual report
woul d be di stri but ed.

M. Tillery answered that he was unsure, but that he would find
out .

Co-Chair Green noted that she had passed over certain suppl enenta
requests that involve direct transfers.

Depart ment of Natural Resources

Section: 14(d)

BRU: Agricul tural Division

Suppl enent al Need: For the marketing and continued
i npl enentation of the State Organic Certification Program
$90, 000 ARLF

Nl CO BUS, Adnministrative Services Mnager, Division of Support
Servi ces, Department of  Natural Resources, testified that
approximately $30,000 of this appropriation would be applied
directly to the State Oganic Certification Program and $60,000 to
the marketing of this program

Co-Chair Geen noted the legislation authorizing this appropriation
had been passed, but not i npl enented.

M. Bus responded that the Departnent does not have the necessary
regul ations to use program receipts to fund the State O ganic
Certification Programas the |egislature had directed. This request
woul d use Agricultural Revolving Loan Funds to fund the authorship
of the needed regul ati ons.

Section: 14(k)

BRU:. Capit al

Suppl emrental Need: Mar 22 And: The bal ance of the D anond
Creek Parcel Purchase, reviewed by the Legislature as RPL 10-
4-5002 on July 9, 2003, needs to be noved from operating to
capital as the project will not be conpleted by end of FY 04.
$0.0

Section: 14(l)

BRU: Devel oprment Special Projects

Suppl emrental Need: Mar 22 And: Sec. 47(b), ch. 1, SSSLA 2002
for appraisal of public school |ands needs |apse date
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extension from June 30, 2004 to June 30, 2006 due to on-goi ng

[itigation.

$
M. Bus outlined these requests. He noted that both of these
anendnents are sinply requesting the extension of specific
proj ects.

Department of Transportation and Public Facilities

Section: 19(1)&(j)

BRU. Capita

Suppl enental Need: Mar 22 Amd: Ekwok Airport project-adds $2
mllion and changes the project title from"rehabilitation" to
"i nmprovenents."

$2, 000, 000 federal funds

NANCY SLAGLE, Director, Division of Admnistrative Services,
Departnent of Transportation and Public Facilities, testified that
originally this project was intended to rehabilitate the existing
airport facilities due to weather danmage, but the Departnment has
determ ned that relocating the airport is a better option.

Co-Chair Green asked if the decision to relocate the facility was
due to the cost inefficiency of renodeling the existing airport.

SFC 04 # 67, Side B 09:53 AM

Ms. Slagle answered that relocating the facility is the better
option, and with this appropriation the Departnment could afford to
rel ocate the facility.

Co-Chair Green asked if this supplenental request inpacts federa
funds in the FY 05 capital budget.

Ms. Slagle replied that no, this appropriation would utilize
Federal Aviation Admnistration (FAA) Airport |nprovenent Program
f unds.

SB 313
Section: 20(1)
BRU. Capita

Suppl enmental Need: Mar 22 And: FY04 Earmark for Akutan
alternative plan to use ferry access to airport. No match
required.

$1, 000, 000 federal funds
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Ms. Slagle rem nded that the federal ommi bus appropriation bill has
several earmarks relating to airports. The Departnent did not
initially realize that legislative authority was needed to
authorize this earmark. This request would allow the Departnent to
consider alternatives for the location of the airport in Akutan

and related ferry alternatives.

Depart ment of Education and Early Devel opnent

Co-Chair Green referenced a packet containing a menorandumto the
Senate Finance Comrmittee fromthe O fice of Managenent and Budget
dated March 31, 2004, which contained an anendnent to SB 313
proposed by the Departnent of Education and Early Devel opnent [ copy
on file]. The packet contained another nenorandum from Karen
Rehfel d of the Departnent of Education and Early Devel opnent to the
Ofice of Managenent and Budget dated March 30, 2004, which
provi ded i nformati on about the amendnent [copy on file].

KAREN REHFELD, Deputy Conmi ssioner, Department of Education and
Early Devel opment, testified that the | egislature has approved an
expansi on project of the Munt Edgecunbe dormitory and cl assroons.
The Departnent is hoping to serve an additional 65 to 80 students
following the conpletion of the expansion. The CGovernor is very
supportive of this expansion project, and has requested that it be
accelerated so that additional students could be accomodated
begi nning in August 2004. Additional funding is needed in order to
carry out this request.

Ms. Rehfeld explained that this supplenmental request contains two
parts. One part involves a capital project that woul d expedite the
renovation project in order that the facilities could be used in
Decenber 2004. The other part involves operating funds that would
enabl e Munt Edgecunbe to house students while the dormtory
renovation is being conpleted. The Departnent is considering
utilizing a vacant floor of the Sitka Pioneers' Home to tenporarily
house the students. The dormtory managenent and food services
contracts would need to be anended to allow for the additional
students and the tenporary use of the Sitka Pioneers' Hone.

Ms. Rehfeld referenced the nenorandum dated March 30, 2004 and
clarified that the nanes used to reference certain roons within the
Mount Edgecunbe Hi gh School were no | onger relevant, specifically,
t he nanmes "Dance Studi 0" and "Home Econoni cs Rooni'.

Ms. Rehfeld continued that the Department of Transportation and

Public Facilities (DOTPF) would serve as the project manager for
the renovation project. The DOTPF would be visiting the Mount
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Edgecunbe H gh School to ensure that the renovations are
"appropriate” and "realistic" given the target tineline.

Senator O son asked if the intention of the renovation project is
to all ow Mount Edgecunbe's student popul ation to increase.

Ms. Rehfeld responded yes, that Munt Edgecunbe currently serves
approximately 320 students, and the renovation would allow
approxi mately an additional 80 students.

Co-Chair WIlken informed that the Legislative Budget and Audit
Conmittee had di scussed the Mount Edgecunbe renovation project in
Cct ober 2003. At that time the Commttee approved a $1.65 nillion
Revi sed Program - Legislative (RPL) for the planning and design of
t he Mount Edgecunbe renovati on expected to be conpleted by the fal
of 2004. In a Decenber Conmttee neeting a second RPL of six
mllion dollars was approved for renovation expected to be
conpleted by the fall of 2005. During the Decenber neeting the
Department assured the Commttee that no additional funding would
be needed, and that the date of expected conpletion would be the
fall of 2005.

Co-Chair WIlken asked if this request would actually enable the
conpletion of the renovation project by the fall of 2004, and
whet her the State is paying a financial "penalty" by rushing this
project. He expressed concern regarding the new project tineline.

Ms. Rehfeld responded that there would be increased costs
associated with expediting the renovation project. From the
begi nning of this project the CGovernor expressed interest in having
it conpleted by the fall of 2004. The Departnent did not realize,
upon originally approaching the Legislative Budget and Audit
Committee to request project funding, that it had the ability to
request the entire project appropriation at one tinme. The
Depart ment requested funding for the planning and desi gn work not
know ng what ot her funding m ght be available. The Departnent was
"del i ghted" when the Conm ttee approved the construction funding.

Ms. Rehfeld continued that it would be difficult to accommobdate
additional students in the 2004 school vyear wthout this
suppl ement al request. The Deputy Comm ssioner of DOIPF is confident
that the expansion project could be conpleted within the current
tinmeline, but additional costs would be incurred.

Co-Chair WI ken asked the status of the renovation project.

EDDI E JEANS, Manger, School Finance and Facilities Section,
Educati on Support Services, Departnent of Education and Early
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Devel opnent, testified that the prelimnary designs for the
renovations of the dormtory facility are conpl eted. The Depart nent
of Education and Early Devel opnent is working with the DOTPF to
finalize the prelimnary designs.

M. Jeans qualified that $7.5 mllion is sufficient to conplete the
Mount Edgecunbe renovation project. This supplenental request is
addressing the need for tenmporary facilities to provide for 30
addi tional students in the 2004 school year until the renovations
are conpleted. Two additional renovations would be needed to
convert spaces into tenporary classroons. In sumary, this request
is not an attenpt to acquire nore funding for the original
renovati on project, but rather an attenpt to fund renovations that
would allow 30 additional students to attend Munt Edgecunbe
beginning in the fall of 2004.

Co-Chair WI ken encouraged the Committee to consider whether a
better renovation project would be produced if the original 2005
project conpletion date were naintained. He asked why this
renovati on project nust be conpleted in 2004.

Senator B. Stevens recalled that the funding source for the
original Munt Edgecunbe renovation project was the Tax Credit
Relief Act, which was a one tine funding source granted to the
State over a two-year period. He asked if any Tax Credit Relief Act
funds remain, and whether they could be used to fund this
suppl emental request in place of general funds.

Co-Chair Green confirmed that an answer to that question would be
obt ai ned.

Co-Chair Geen asked if Munt Edgecunbe's enrollnment 1is
consi stently about 330 students. She al so asked if the school has a
waiting |ist.

Ms. Rehfeld responded that Mount Edgecunbe's average enrol | nent has
been approxi mately 330 students, which is the nmaxi mum capacity of
the school. 1In addition, Munt Edgecunbe annually receives
approxi mately 300 student applications though it typically only has
100 to 140 openi ngs.

Co-Chair Green asked for nore information about the denmand for
Mount Edgecunbe services. She asked if this request nust be a FY 04
suppl enent al request.

Ms. Rehfeld explained that the Department needs the ability to nove

forward with the proposed renovations and operational issues in
this fiscal year. She enphasized that it would be "extrenely
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difficult” for the Departnent to delay this funding request unti
FY 05 considering that Munt Edgecunbe woul d be open to students in
August 2004.

Co-Chair Geen referred to a chart titled "FY04 Supplenental
Amendrent - Operating 30 Additional Students" in the nmenorandum
dated March 30, 2004 and asked about the passenger van request. She
assunmed the van is needed to transport students between the
Pi oneers' Honme to the high school. She also asked if the line item
"Bus" listing a $10,600 cost represented the cost of hiring a bus
driver.

Ms. Rehfeld affirned.

Co-Chair Green asked why air transportation costs were included in
t he suppl enental request.

Ms. Rehfeld replied that the Departnent provides Munt Edgecunbe
students one round trip airline ticket. The Departnent budgets for
the airline costs by estimating the nunber of students who woul d be
allotted tickets.

Co-Chair Green restated her question

Ms. Rehfeld responded that the air transportation costs would not
be incurred until FY 05. She explained that the Departnent is
requesting operating funds in this supplenental to provide for an
addi tional 30 students to attend Mount Edgecunbe. These funds are
bei ng requested in the FY 04 suppl enental budget so the Departnent
coul d begi n nmaki ng plans regarding the acceptance of the additional
st udent s.

Senator B. Stevens clarified that the operating costs in this
suppl emrental woul d be for the additional students, and not existing
st udent s.

Ms. Rehfeld affirnmed, and added that the operating costs for Munt
Edgecunbe' s existing students are in the FY 05 operating budget.
She explained that the operating costs for the additional students
coul d have been offered as a FY 05 operating budget amendnent, but
t he Departnment chose to conbine the additional operating costs with
the capital request involving the additional students in this FY 04
suppl ement al request.

Co-Chair Geen assuned the contractual costs, except the passenger
van, are related to the Sitka Pioneers' Hone.

M. Jeans replied that the contract costs would be used to anend
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the current residential and food service contracts to allow for the
tenporary use of the Pioneers' Hone and for the additional
students. He added that this request nust be included in the FY 04
suppl enent al budget because the Departnent needs to begi n anendi ng
the residential and food service contracts before July 1, 2004.

Co-Chair Green asked if these operating costs were for half of FY
05.

Ms. Rehfeld responded that the operating costs would be for the
full year. The Departnent's reference to a half year was related to
the anticipated conpletion of the dormtory renovation project in
Decenber 2004, which would allow students to begin using the
expanded facility in January 2005.

Co-Chair G een understood. She clarified that the contractual costs
woul d all ow the students to be housed in the Pioneers' Hone until
the dormtory renovation is conplete.

Ms. Rehfeld corrected that the residential contracts would al so
have to be anended once the expanded dormtory facility is in use.

Co-Chair Geen asked if the "FTE' I|line itenms on the "FY04
Suppl enmental Anendnent - Operating 30 Additional Students" were
al so contract rel ated costs.

Ms. Rehfeld responded that the residential staff and the dorm
supervi sion woul d occur over the full academ c year; however, the
dorm supervision would occur at the Pioneers' Hone until the
dormitory expansion is conplete.

Co-Chair Geen asked for a further explanation of dormtory
supervi si on

Ms. Rehfeld answered that the Departnent contracts a dormtory
managenent servi ce.

Co-Chair Green asked if there are "dorm npthers" at Mount
Edgecunbe.

Ms. Rehfeld replied that there are contract enpl oyees who serve in
t he dorm not her capacity.

AT EASE 10:16 AM/ 10: 19 AM

Depart nent of Revenue and Departnment of Natural Resources

Co-Chair Green introduced the gas |line funding request.
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STEVE PORTER, Deputy Conm ssioner, Departnent of Revenue, gave a
brief overview of stranded gas, and the State's stranded gas goal s.
He testified as foll ows.

From a perspective standpoint, | think what you' ve got to do
when you | ook at stranded gas in general, is to think about
four points. One is you have to understand the parties that
are required to play, and the other parties that m ght play
and participate in stranded [gas], and bringing the project to
fruition. You have to understand all of the risks, secondly,
and all of the costs and benefits associated with any project.
Thirdly, you have to be able to understand all of the options
you have to address those risks, so you really have to
understand those elenments. And then, fourthly, you kind of
conbine all of those together and you get a project. That is
the context in which we find ourselves.

If you look at the first elenent, the parties, the parties
that play and the parties that participate in any project are
basically the producers, because they are the owners of the
gas. They are either going to sell the gas or they are going
to market it thensel ves, but they play in al nost any project
t hat goes forward because they have sonme relationship to the
gas, and a working interest in the gas. The federal governnent
plays in any project because they are going to take their
portion froma taxes standpoint in any project that plays as

well. State governnent is the same way. W have revenue; we
have royalty interests and tax interests, and the Canadian
government as well. These are all of the parties that nust

play in any project. And so you have to understand that. The
ot her potential players that conme to the table are, you have
heard of a whole list, Trans-Canada, Enbridge, M d-Anerican,
the Port Authority, the [Al aska Natural Gas] Devel opnent
Authority, J[and] interestingly, the local distribution
conpani es. You've got Crystal Energy that you have heard
about, [and] a nunber of conpanies that nmay actually, froma
shi ppi ng standpoint, be willing to purchase the gas. Al of
these are potential players. And the reason that you have to
under stand each one of their perspectives is because none of
t hose additional players, other than the group at the top that
we have talked about J[includingl] the feds [federa

government], the State and the producers, all of the rest of
t hese players only play if they bring something to the table
that is a tool or an alternative to address sone of that risk

In other words, they nust take a piece of the risk, and add
increnental benefit to an overall project, or they don't
partici pate.
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And so what the State is tasked with doing, is |ooking at all
of the different options that the different parties bring to
the tabl e and understand those as alternatives or tools, and
then try to conbine all of those tools into a risk package
that works on an overall project. So a |lot of the stuff that
you see before us here today is trying to understand that risk
package: how the players bring value to the table. And we have
to understand that value to cone to the State's reconmendati on
on how to nove forward

So that gives you the overall context that we find ourselves
in as we nove forward with the project. Wat that results in
is, as one of these particular participants come to the table,
especially under the Stranded Gas Act, we have a
responsibility by law to negotiate a contract with any party
that can cone to the table and neet the requirenents of the
Act. So that is kind of going on concurrently wth our
anal ysis. So you've got to understand that that is happening
as well: the negotiations with the producers, with Exxon, BP
and Conoco Phillips, the negotiations that went on wth
M dAnerican. |If the Port Authority also ends up with an
application that neets the requirenents of |aw, you have the
Port Authority. You have Enbridge as a possibility to cone in
with an application. There are other parties that have al so
called us as well. So each one of these parties who cones to
the table, what we are trying to do is to flesh out the val ue
of what they bring to the table to wunderstand their
participation and their ability to share risk in their overal
project. So that is what we are trying to do, and that is
where the nunbers come from

M. Porter continued by discussing the risk analysis. The
Departnent is predicting costs totaling $5.8 mllion to be expended
primarily over the next four to six nonths. He referenced a
docunent provided by the Departnent of Revenue titled "Risk
Analysis Project", and explained that the first phase of the
project would involve defining the boundaries, and determ ning how
much risk the State could tolerate. He continued by listing the
action taken in the second phase of the project, and qualified that
t he phases outlined in this docunment slightly overlap one anot her.
Phase three involves risk sharing between producers, the State
governnent, and the federal governnent. Each of these parties would
benefit in different ways to conpensate for the risk assuned. In
addition to risk sharing, phase three also includes the creation of
a risk assessment nodel. Lastly, phase four involves producing
stranded gas project reconmendations. The total cost of this risk
anal ysi s project would be $1, 580, 000.
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M. Porter stated that individual producer negotiations would
continue to occur during the risk analysis project. These
negoti ations would "feed" the risk analysis project. The cost of
on-goi ng negotiations would total $4.25 million, for a total cost
of $9.73 mllion for the State gas line right of way and the risk
anal ysi s project.

MARK MYERS, Director, Division of Ol and Gas, Departnent of
Natural Resources, testified via teleconference from an offnet
| ocation. He noted that it is an "exciting tinme" for the A aska gas
line project as evidenced by the nunber of parties interested in
being involved wth the project. The State needs to have the
expertise available to fully anal yze the conponents of the gas |line
proposal s to ensure that the project provides maxi mum benefits to
the State. The State nust consider the follow ng when conducting
its analysis: the benefits each of these parties could offer the
State, the benefits the State could offer the producers, the
appropriate conbi nati on of producers, and the appropriate |evel of
ri sk sharing between the producers and the State. The State could
obtain sone of this information directly fromthe producers, those
i nvolved with the construction of the pipeline, nmarketers, and gas
users. However, certain data could not be obtained through these
direct sources, and other data would require due diligence to
elimnate subjectivity. The State nust wunderstand the project
itself: the intrinsic risks, the range of risks, and outcomes of
those risks. Acquiring this information would require sophisticated
analysis, and State governnent does not possess the needed
expertise. Because the State would assunme added project benefits
and added project risks, it nust gain an understanding of the
financial market by contracting financial institutions. These
i ssues woul d be addressed in the first phase of the risk analysis
proj ect .

M. Mers enphasi zed that the risk assessnent is a significant part
of the process. The State nust contract firns to provide
informati on such the nmarket value of gas, the benefits of a gas
line through Al berta, Canada, and tariffs. After the risks are
known, quantified, and nodel ed, the State would need to determ ne
ri sk sharing and present its findings to the parties in a "coherent
fashi on".

M. Mers continued that this risk analysis should be conducted in
the near future because it is a |lengthy process, requiring funding
in the FY 04 supplenental budget. This request should be
encouraging to the legislature because it reflects that the gas
line project is nmaking progress.
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M. Mers explained that the State is better able to establish the
gas line right of way than private industry. The State woul d assune
ownership of the right of way, and later transfer it to the
corporation chosen to construct the gas pipeline. Certain risks
woul d be assunmed in establishing the right of way. For exanple,
after commtting significant capital to this project, delays could
seriously affect the cost of the project. In addition, social costs
associated with the pipeline would be incurred. The State is in the
best position to mnimze the costs and accel erate the process of
establishing a gas pipeline right of way. Furthernore, the State's
ownership of the gas line right of way would elimnate nmuch risk
for the pipeline construction conpany.

Co- Chair Green wel coned questions of the witness. She expressed the
need for clear understanding of this request. She asked which
aspects of this request nust be included in the FY 04 suppl enental
budget, and which aspects could be included in the FY 05 budget.

Senator O son assuned that general funds would be used to fund this
appropriation, and asked if any other fund sources would be
utilized.

M. Mers replied that possibly Pernmanent Fund Corporation funds
could be used. He deferred to Cheryl Frasca of the Ofice of
Managenent and Budget or N co Bus of the Departnment of Natura
Resour ces.

Co-Chair Geen asked that Steve Porter provide the requested
i nformation.

Senator Bunde asked if the State's establishnment of the gas line
right of way with the intention of a future transfer would be
conparable to the State's past investnent in the Al aska Railroad,
which resulted in the railroad beconm ng a seni-autononous State
entity.

M. Mers replied that the situations are simlar, but the State
would transfer the gas line right of way to an existing state
entity rather than creating a new State entity. In addition, the
State would not actively nmanage the project once it was
transferred.

Senator Bunde expressed that the |egislature should have nore
control over the gas line right of way than has been all owed over
t he Al aska Rail road.

Senat or A son reconmmended an additional suppl enental budget request
t hat woul d appropriate funds to the Arny Corps of Engineers for a
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project in Shishmaref.

Co-Chair Geen noted that Senator dson has discussed the
Shi shmaref project with the other nenbers of the Commttee. The
Commttee is interested in assisting Senator A son in obtaining the
funding for that project.

Co-Chair G een ordered the bill HELD in Conmittee.

Co-Chair W/ ken chaired the remai nder of the neeting.

#sjr3
CS FOR SENATE JO NT RESCLUTI ON NO. 3(JUD)

Proposi ng an anendnent to the Constitution of the State of
Al aska relating to an appropriation Iimt and a spending
limt.

This was the eighth hearing for this bill in the Senate Finance
Conmi ttee.

Amendrent  #11: This anendnent deletes Section 16 (c)(4) from
Section 1 on page 2, lines 17 and 18 of conmttee substitute
Version "C' and inserts new | anguage to read as foll ows:

(4) of State general obligation bond and revenue
bond proceeds;

Senat or Dyson noved for adoption.

Co-Chair WI ken objected for an expl anati on.

Senator Dyson explained that this anmendnent would renove
certificates of participation (COP) proceeds as an exclusion from

the cal cul ation of an appropriation limt.

Co-Chair WIlken clarified that the anmendment would renpve the
exenption of COP proceeds.

Senat or Dyson affirned.
W t hout objection the anendnment was ADOPTED.

Amendrent #12: This anendnment del etes Section 16(c)(7) from Section
1 on page 2, line 21 and inserts new | anguage to read as foll ows.

(7) of noney received by the University of Al aska as
tuition, fees, or contract receipts, or fromother non-general
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fund sources
Senat or Dyson noved for adopti on.
Co-Chair WI ken objected for an expl anati on.

Senat or Dyson explained this amendnent would allow the University
to receive an exenption for these funds fromthe cal culation of the
appropriation limt. The University operates nuch Ilike an
enterprise and exanpled |ocker fees and bookstore incone as
exenpt ed revenues under this provision.

Co-Chair WIlken noted that Pat Pitney of the University of Al aska
provided information titled, "Exanples of Revenue included in
Uni versity Recei pts and the unintended inpact on a Spending Limt"
[copy on file.]

JOE BEEDLE, Vice President of Finance, University of Al aska,
testified via tel econference froman offnet |ocation in support of
t he anmendnent .

Senat or Dyson wanted confirmation that Ms. Frasca did not oppose
t hi s anendnent .

CHERYL FRASCA, Director, Ofice of Managenent and Budget, Ofice of
the Governor, inplored that the Comrittee consider the inpact of
this amendnent. All State agencies would conpete for the finite
amount of funding available under a spending limt system This
amendnent woul d address the University at a "higher standard" than
ot her State agenci es because ot her agencies operate somewhat |ike a
corporation and generate revenue, yet their revenues are not
exenpted fromthe spending limt. She stated that adoption of this
amendnent woul d be a policy decision.

SFC 04 # 68, Side A 10:44 AM

Ms. Frasca continued that the University currently has "significant
excess authority” for expending University receipts w thout further
| egi sl ative authorization. She explained that because of this,

Uni versity appropriations would reach the approprlatlon [imt at a
slomer rate than other agencies. This exenption is an "accounting
issue” for the University, but it is a "significant policy
deci sion" for the Executive Branch.

Co-Chair WIlken renmoved his objection to the adoption of the
amendnent .
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Co- Chair Green obj ect ed.
Aroll call was taken on the notion.

I N FAVOR Senator d son, Senator Bunde, Senator Dyson and Co- Chair
W | ken

OPPOSED: Senator B. Stevens and Co-Chair G een
ABSENT: Senat or Hof f man

The notion PASSED (4-2-1)

The anendnment was ADOPTED.

Co-Chair Wl ken ordered the bill HELD in Comm ttee.

ADJ OURNIVENT

Co-Chair W/I ken adjourned the neeting at 10:46 AM
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