HOUSE FI NANCE COW TTEE
February 25, 2005
1:40 p.m

CALL TO ORDER

Co- Chair Chenault called the House Finance Commttee neeting
to order at 1:40:48 PM

VEMBERS PRESENT

Representative M ke Chenault, Co-Chair
Representative Kevin Meyer, Co-Chair
Representative Bill Stoltze, Vice-Chair
Representative Eric Croft
Representative Ri chard Foster
Representati ve M ke Hawker
Representative Jim Holm

Representative M ke Kelly

Representati ve Bruce Weyhrauch

VEMBERS ABSENT

Represent ati ve Reggi e Joul e
Representative Carl Mses

ALSO PRESENT

Cody Rice, Staff, Representative Carl Gatto; Eddy Jeans,
Director, Education  Support Servi ces, Depart nent of
Education and Early Developnent; John Craner, Director,
Adm nistrative Services Division, Mlitary and Veterans
Affairs; Philip Reeves, Assistant Attorney General, QOl, Gas
and M ning Section, Cvil Division, Departnent of Law, Susan
Tayl or, Di rector, Adm ni strative Servi ces Di vi si on,
Depart nent of Revenue; Kat hryn  Daughhet ee, Director,
Adm ni strative Services Division, Departnment of Law, N co
Bus, Acting Director, Division of Admnistrative Services,
Departnent of Natural Resources; Sean Parnell, Deputy
Director, Division of Gl and Gas, Departnent of Natural
Resources; Larry Meyer, Deputy Director, Tax D vision,
Departnent of Revenue; Nancy Slagle, D rector, Division of
Adm ni strative Services, Departnent of Transportation and
Public Facilities; Chris Christensen, Deputy Adm nistrative
Director, Alaska Court System

PRESENT VI A TELECONFERENCE

John Katz, Director, State/Federal Relations and Special
Counsel, Washington, D.C.; John Norman, Chair, Alaska GOl
and Gas Conservation Conm ssion (AOGCC); Steve Porter,
Deputy Conm ssi oner, Departnent of Revenue; Menber, Stranded
Gas Negotiating Team  Sean Parnell, Deputy Director,
Division of GOl And Gas, Departnent of Natural Resources;
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Barbara Brink, Director, Public Defender Agency; Josh Fink
Publ ic Advocate, Ofice of Public Advocacy

SUMVARY

HB 1 "An Act relating to the base student allocation
used in the formula for state funding of public
education; and providing for an effective date."
CSHB 1 (HES) was REPORTED out of Conmmittee with a
"do pass" recommendation, and with two new fi scal
notes by the Departnent of Education and Early
Devel opnent, and a new fiscal note by Mlitary and
Vet erans Affairs.

HB 30 "An Act making appropriations for K-12 education
operating and school debt expenses; and providing
for an effective date.™
CSHB 30 (HES) was REPORTED out of Committee with a
"do pass" reconmendati on.

HB 134 "An Act meking supplenental, capital, and other
appropriations, and reappropriations; anendi ng
appropriations; maki ng appropriations to
capitalize funds; making an appropriation under
art. IX sec. 17(c), Constitution of the State of
Al aska, from the constitutional budget reserve
fund; and providing for an effective date.”

HB 134 was heard and HELD in Commttee for further
consi derati on.

HB 135 "An  Act maki ng  suppl enent al appropri ations,
capital appropriations, other appropriations, and
reappropriations; anending appropriations; making
appropriations to capitalize funds; and providing
for an effective date."

HB 135 was heard and HELD in Commttee for further
consi derati on.

1:40:59 PM

#hbl

HOUSE BILL NO. 1

"An Act relating to the base student allocation used in
the formula for state funding of public education; and
providing for an effective date."”

Co-Chair Meyer announced that HB 1 and HB 30 woul d be taken
up first, followed by HB 135 and HB 134.
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CODY RICE, STAFF, REPRESENTATIVE CARL GATTO offered to
answer questions about HB 1.

Co-Chair Meyer related that the base student allocation for
HB is $4,919, which is an increase of $70, 089,500 over | ast
year.

EDDY JEANS, DI RECTOR, EDUCATI ON SUPPORT SERVI CES, DEPARTNMENT
OF EDUCATI ON AND EARLY DEVELOPMENT, explained that the
$4,919 increase is a $343 increase per student over | ast
year and an $8 nmillion increase over the Governor’s
pr oposal .

Co-Chair Meyer shared that he would like to see the anpunt
hi gher, and noted that there was a great deal of previous
testinmony to that effect. He pointed out that there are
several issues, PERS/TRS, and the recently released cost
differential study, which could inpact education funding.
He stated a preference to nove the bill so that there could
be early funding for school districts.

1: 45: 28 PM

Representative Foster MOVED to report CSHB (HES) 1 out of
Commttee with the acconpanying fiscal notes. There being
NO OBJECTION, it was so ordered.

CSHB 1 (HES) was REPORTED out of Committee with a "do pass”
recoomendation, and wth tw new fiscal notes by the
Department of Education and Early Devel opnent, and a new
fiscal note by Mlitary and Veterans Affairs.

#hb30
HOUSE BILL NO._ 30

"An Act nmaking appropriations for K-12 education
operating and school debt expenses; and providing for
an effective date.”

Representative Foster MOVED to report CSHB 30 (HES) out of
Comm ttee. There being NO OBJECTIQON, it was so ordered.

CSHB 30 (HES) was REPORTED out of Committee with a "do pass”
reconmendat i on.

1:46: 34 PM

At ease.

1: 49: 03 PM
#hb135

HOUSE BILL NO. 135
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"An Act meking supplenental appropriations, capital
appropriations, ot her appropriations, and
reappropriations; amendi ng appropri ations; maki ng
appropriations to capitalize funds; and providing for
an effective date.™

FUND CAPI TAL| ZATI ON

Section 6(b) Disaster Relief Fund

Base capitalization of fund $1,000.0; 2004 Bering

Strait Sea Storm $4, 054. 4; I nterior Eart hquake
shortfall $259.3; and Kaktovik Wnter Storm $2, 363.5
$7,677.2 GF

JOHN CRAMER, DI RECTOR, ADM NI STRATIVE SERVI CES Dl VI SION,
M LI TARY AND VETERANS AFFAI RS, reviewed the expenses rel ated
to disaster relief.

Representative Holm asked if $259.3 is for Northway airport
resurfacing.

M. Cranmer replied that is correct. He explained that
expenses for two airports had been disallowed earlier by the
Federal Governnent.

Representative Holm asked if all federal energency funds
have been received. M. Craner said he believes so.

Representative Hawker inquired if the anmounts for the
projects are final nunbers. M. Craner related that the
i nformation IS still being gathered for Kakt ovi k.
Represent ati ve Hawker wondered if $1,000.0 is enough to pay
remai ning clainms on known disasters. M. Cranmer stated that
the fund is becomng depleted and the unknown of spring
fl oodi ng renains. In response to further questioning by
Representative Hawker, M. Craner replied that he thought
t he anbunts requested are adequate.

1: 53: 25 PM

DEPARTMENT OF M LI TARY AND VETERANS AFFAI RS

Section 11 National Guard MIlitary Headquarters

National CGuard Audit D sallowance - Federal auditors
have di sal |l owed state expenditures in FFYO5 for a total
of $937,234. This request will cover Cctober 2004 to
June 2005. An anendnent will be offered in the FY 06
budget to cover these expenditures for the remai nder of
FFYO5 and FFYO06. The departnent estimates they wll
run out of general funds by the end of March.

$446.0 G-

House Fi nance Committee 4 02/ 25/05 1:40 P. M



M. Craner related that the National Guard recently went
through an audit and several state expenditures were
di sal | owed. Currently, general funds are being used to
augment costs.

Representative Holm asked why the expenditures were
di sal | owed. M. Craner replied that for years the
Departnent of Mlitary and Veterans Affairs has entered into
agreenents with the Federal Governnent to provide services

for National Guard prograns. This August auditors found
nearly a mllion dollars in costs that were inappropriately
charged to federal ©prograns. He listed exanples of

i nappropriate personnel costs. Representative Hol masked if
these costs would now be in the general appropriation
budget. M. Craner said that is correct.

Vice-Chair Stoltze asked if requests regarding gane
managenment would neet federal requirenments. M. Craner
replied yes.

1: 56: 33 PM

DEPARTMENT OF LAW

Section 10(a) Crim nal Appeal s/ Special Litigation Conponent

Qut si de counsel for appeal costs in the Mirtaugh case
related to defense of victims rights; FYO6 | apse date
$50.0 G-

SUSAN PARKES, DEPUTY ATTORNEY GENERAL, CRI M NAL DI VI SI ON
DEPARTMENT OF LAW explained that the Mirtaugh case is a
class action lawsuit that deals with part of a statute that
requi res defense attorneys to notify victinse and w tnesses
that their statenents are being recorded and that they have
a right to a copy of the recording. The argunment is that
this is unconstitutional. She reported that it is a conplex
case and the legislature hired outside council for $175, 000.
The case ended up going to the Suprenme Court, which resulted
i n higher costs that this appropriation wuld cover.

Section 10(b) 1° Judicial District

Contractual costs for a prosecutor to represent the
Department of Law in the Therapeutic Courts program
$21. 4 SDPR

Ms. Parks explained that this is a request for authority to
receive and expend statutory designated prograns receipts.
The Juneau affiliate of the National Counsel on Al coholism
and Drug Dependence received a grant from the Departnent of
Transportation to start a WlIlness Court. The anount
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requested would go to hire a contract prosecutor to handle
wel | ness cases.

2:03: 15 PM

OFFI CE OF THE GOVERNOR

Section 8 Arctic National WIdlife Refuge

Funds for support of national efforts to open ANWR for
oil and gas exploration and devel opnent
$500.0 GF

JOHN KATZ, DI RECTOR, STATE/ FEDERAL RELATIONS AND SPECI AL
COUNSEL, WASHI NGTON, D.C., (via teleconference), spoke in
support of the appropriation to open ANVAR and in support of
Arctic Power. He opined that this is the best opportunity
to open ANWAR to responsi ble devel opnent since the Cinton
adm ni stration. He referred to the first of two vehicles
for openi ng ANAR, budget reconciliation. The congressional
| eadership recently announced an intention to try to
concl ude budget reconciliation by the July 4" recess, and to
i nclude ANWAR in the budget package. In two of the | ast
three years, Congr ess has failed to pass budget
reconciliation.

M. Katz explained that the second |egislative vehicle is

conprehensive energy |egislation. Last year energy
| egislation faltered in the last days of Congress. Thi s
year an energy bill could be subject to a filibuster in the

Senate. The preferred alternative is budget reconciliation,
which is | eadership driven and not subject to a filibuster.

M. Katz supported the continuation of Arctic Power,
speculating that if there were not an entity like Artic
Power, one would have to be created. He explained that
Arctic Power should have the flexibility that governnent
sonetimes does not have, to inplenent a nultifaceted public
policy advocacy of position. In August the governor’s
office took direct control of ANWAR funding, which lead to a
contract between the state and Arctic Power. He noted
several changes requested of Artic Power: transfer resources
and staff to \Washington, D. C., hire new staff and
pr of essi onal servi ces, and inprove coordination and
comuni cation with the Congressional delegation. M. Katz
pointed out that Artic Power has nmade significant strides
toward inproving their efforts. They are in the process of
transferring staff to Washington, D.C., have recently hired
new peopl e, and are now consulting much better.

M. Katz recommended a two-step approach to funding.
Appropriate funds now in the supplenental budget, which
shoul d be enough to get the effort through until the July 4'"
recess or the August recess. Later in the session the
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| egi slature will be in a better position to proceed, and
wi || have had an opportunity to observe Artic Power.

2:11:41 PM

Representati ve Wyhrauch agreed with the general strategic
approach to the use of the funds. He asked if the noney is
intended to be used in Wshington, D.C to re-educate
undeci ded Senators and Legi sl ators. M. Katz replied yes,
but, at the nonment, the Congressional delegation wants to
limt advocacy activities in the Senate and concentrate
efforts in the House. Arctic Power also reaches out beyond
the capitol to target groups, organi zations, and states.

Representati ve Weyhrauch asked if it is the intention of the
adm nistration to elimnate the Anchorage office. M. Katz
said that is wunder discussion. He nmaintained that the
Governor’s view is that there should be a |[imted presence
in Anchorage to dissem nate information, raise funds, and do
the accounting, but the current presence is too |arge.
Resources should be sent to Washi ngton where the work woul d
do the nost good.

2:16: 23 PM

DEPARTMENT OF ADM NI STRATI ON

Section 7(a) Capital

AOGCC costs for gas pipeline reservoir studies and
depl eti on pl an eval uati ons.
$1,200.0 G-

STEVE PORTER, DEPUTY COW SSI ONER, DEPARTMENT OF REVENUE;
MEMBER, STRANDED GAS NEGOTI ATING TEAM testified via
tel econference in support of the |egislation. He noted that
getting Alaska' s stranded gas to market is every bit as
| arge a project as anyone estimated it to be. Total sales
value of just the proven North Slope natural gas reserves
woul d be $210 billion at a price of $6/mtfg. He observed
that the departnent researched ways to enhance the prospect
of bringing Al aska North Slope gas to market. The primary
areas of research centered on sharing risk through various
financial structures and different levels and types of
ownership participation. The general areas of research were:
gas price, risk analysis, cost overrun risk, tariff
structure and FERC process, Alaska State Gs Entity,
pi peline funding, socio-economc report, Canada pipeline
i ssues, and understating the applicant’s perspective on
econoni cs.

M. Porter discussed fornms of support wused in the

negoti ati ons. The departnent contracted for and continues to
use the expertise of Dr. Pedro Van Meurs and his team for
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the actual negotiations. The departnent al so uses anal yti cal
experts to fine-tune their negotiating position in each of
the contract negotiations. He enphasized that each side' s
| awyers are regular participants in the negotiations and
i ndi cated that he expects |egal support to increase.

M. Porter noted that the departnent is also working with
the Al berta Governnent:

VWhile we are negotiating with the applicants under the
SGDA, we al so have a responsibility as the soverei gn of
encour agi ng and supporting any other proposal that may
bring Alaska North Slope Gas to rmarket. That
encour agenent and support generally has taken the form
of econom c eval uation and anal ysis and feedback to the
parties to help them nove their projects forward. A
good exanple of this support is the Al aska Gasline Port
Aut hority proposal. W have volunteered to review their
project proposal and give them feedback on the overal
economcs of their proposal as well as express any
concerns we have with the overall wviability of their
proj ect.

M. Porter discussed reinbursenent:

One of the goals of the State was to nake sure we
received the maxi mum anmount we could from project
applicants under the reinbursenent provisions of the
SGDAT W billed and received in reinbursenment from
ExxonMbbi | / ConoeoPhi | i ps/BP the maxi num  anount
avai l abl e under the Act of $1.5 mllion. The state
continues to be reinbursed also by Transcanada, and
Department of Natural Resources is tracking that
rei nbur senent .

M. Porter observed that the state has placed a proposal on
the table in the Exxon/ ConocoPhillips/BP negotiations and
received a counter proposal from them The departnent is
al so devel oping a proposal with TransCanada. Each of these
negotiations wll require a substantial anmount of work to
bring a SODA contract to the |egislature.

“The current activities in support of t hese
negotiations wll include substantial |egal support in
negotiating the fiscal contracts and other associated
contracts and exhibits necessary to bring a contract
proposal to the legislature. In addition each variation
of fiscal term negotiations may require additional
anal yti cal support fromour contractors.”

M. Porter explained that once the Admnistration has a

contract to present to the legislature they will need to
prepare a conm ssioner’s finding that the contract is in the
fiscal interests of the state. This finding will go out for
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a 30-day public comment period along with the proposed
contract. The Commssioner wll then respond to those
comments and bring the final fiscal finding and contract to
the legislature for ratification. The process may entai
going back to the applicant for a refinenent of the
agreenent. The supplenental request would provide funding
for this process.

M. Porter observed that if the state is successful and
decides to take an ownership interest in the pipeline it
could alnpst immediately be in a partnership relationship
with an applicant attenpting to build a pipeline. He
enphasi zed that state representatives need to be ready to
make financial and other decisions in order to be effective
in the new entity. He stressed the need to nove the project
forward and observed that the requested funding would
devel op the state organization that wll need to be in place
al nost immedi ately upon ratification of any contract.

M. Porter noted that capital funding of state gas |line
participation cannot be determned at this tinme. The
departnment wll cone back to the legislature when a

determ nation is nmade regarding the type and |evel of state
participation in a gas pipeline.

2:25:11 PM

JOHN  NORMAN, CHAI R, ALASKA O L AND GAS CONSERVATION
COW SSI ON (AOGCC), (via teleconference), reported that the
purpose of the $1,200 mllion request is to study the
[ Prudhoe Bay] reservoir, and to be sure that AOGCC can

conplete its work in a tinmely manner. Conservati on order
nunber 341, which establishes an off-take rate of 2.7
billion cubic feet per day from the Prudhoe Bay reservoir,

is currently in effect. The order is based on a study done
in 1977. M. Norman offered to provide a copy of the order
and the report. He quoted fromthe report, “The nunbers in
this report should be considered relative, rather than
absol ut e. Reservoir performance productions on a field
W t hout production history are approxi mate, at best.”

M. Norman explained that since 1977, AOGCC has continued to
nmonitor and regulate oil production in the re-injection of
gas in a way that would maxim ze oil production from the
reservoir. AOGCC has not undertaken to update that order
until now, when it appears that prospects of major gas sales
from that reservoir mght be immnent. M. Norman spoke of
production history and the ability to predict the behavior
of the reservoir. He spoke of the risks when failing to do
so and the anount of the oil that would be |ost. He
stressed the need to begin to nove forward, using sound
science to develop the reservoir in a responsible way.
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M. Norman requested that the supplenental funds be provided
in a tinely manner from general funds. He expl ai ned t hat
AOGCC s budget is mainly based on production levels. This
particul ar undertaking is significant because it targets one
reservoir owned by three conpanies.

2:33: 08 PM

DEPARTMENT OF LAW

Section 7(b) Cvil Division, Gl, Gas and M ni ng

Legal costs for work related to the state gas pipeline
and to bringing North Slope natural gas to market, and
other oil and gas projects for FYO5 and FYO6.

$9, 000.0 GF

PH LI P REEVES, ASSISTANT ATTORNEY GENERAL, OL, GAS AND
M NI NG SECTION, CIVIL DIVISION DEPARTMENT OF LAW expl ai ned
that the Departnent of Law is dependent on a substantial
anount of assistance from outside legal council in the on-
goi ng negotiations regarding construction of a natural gas
pipeline from the North Slope. The State is currently
involved in two parallel negotiations under the Stranded Gas
Act (AS 43.82). Both Stranded Gas negotiations contenplate
the State's participation in the pipeline project.

M. Reeves related that the State 1is drafting and
negotiating terns of several |egal agreenents that would be
required for participation as a partner in the pipeline
proj ect. I ndi vi dual agreenents include: the Stranded Gas
Agreenent; a Business Entity Agreenent; a Project Financing
Agreenent; a Construction Agreenent; an Operating Agreenent;
and a Gas Bal anci ng Agreenent. The Stranded Gas Agreenent
and the Business Entity Agreenent are the current focus of
i ntensi ve contract devel opnment work and negoti ati ons.

M. Reeves enphasized the necessity for "Fast Track"
suppl enental fundi ng. The Departnment of Law has already
expended essentially its entire Ol & Gas contract services
appropriation for FY 04 - FY 05, due to the unanticipated
addi ti onal work arising from participation in two
si mul taneous Stranded Gas negoti ations; and consi deration of
State partnership in the North Sl ope gas pipeline project,
whi ch necessitates devel opnent of the Business Entity and
Fi nanci ng Agreenents.

Early expenditure of contract services appropriation for
work on the North Slope gas pipeline has also depleted
contract funds in the Departnent's FYO5 budget request that
were earmarked for use on other non-gas pipeline projects.
Those contract services funds - wutilized on oil royalty
reopeners, TAPS oil pipeline matters, and Cook Inlet area
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gas pipeline matters - also need to be supplenented in this
fiscal year.

M. Reeves concluded that the Departnent of Law has asked
for a fast-track supplenental appropriation of $9 mllion
for contract |egal services through June 30, 2006. Wi | e
the Departnent prefers to receive the full $9 mllion anount
in this supplenental appropriation, it would be possible to
split the appropriation between FY 05 and FY 06, with $5
mllion in the fast-track supplenental avai l able for
expenditure in FY 05.

In response to a question by Representative Wyhrauch, M.
Reeves said that firnms are paid on an hourly basis.
Representative Wyhrauch asked how nuch |obbyists in
Washi ngton, D.C. are paid. M. Reeves replied that they
have extended contracts for |egal services when negotiating
for gas pipeline contracts. Representative Wyhrauch asked
how many Al aska firnms would be hired. M. Reeves replied
that there is one Alaska firm and two outside firns under
contract. As additional agreenents conme up, nore firns
coul d be consi dered. Representative Weyhrauch inquired if
there would be conpetitive bidding for those jobs. \V/ g
Reeves replied that he does not believe it involves a
bi ddi ng process.

2:38: 04 PM

In response to a question by Representative Hawker, M.
Reeves expl ained that the focus of the negotiations with the
business entity agreenent would be a limted liability
part ner shi p. Represent ati ve Hawker asked if the funding is
strictly for Stranded Gas applications. M. Reeves replied
that at this tine there are two parallel negotiations going
on, and this fund source would be available for additiona
applicants, if additional projects are considered.

Representative Croft expressed surprise at the request for
funds for the FY 06 budget. He asked if $5 millionis truly
a suppl enental request for FY 05 and $4 mllion is for the

FY 06 budget. M. Reeves related that the focus of the
Stranded Act Working Group is a project that does not track
with a fiscal year. Several nore projects will be brought

before the legislature this Session. He maintained that the
majority of the $9 nmillion would be expended this fiscal
year; however, it is questionable whether the I|ega
contracts can be conpleted this year.

Representative Croft inquired if any of the funds are needed
for tariff negotiations or other oil and gas issues, or if
these are just “gas pipeline lawers”. M. Reeves repeated
that there are tariff matters before regulatory bodies that
al so have received noney earnmarked for the FY 05 budget.
Those nonies have been expended, have been nobved over to
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North Sl ope gas pipeline negotiations at this tinme, and now
need to be repl enished out of the requested funds.

Representative Croft questioned how nmuch is needed for gas
pi peline costs and how nmuch is needed for tariff

negoti ati ons. He suggested waiting for the “reopener” on
the tariff issue. He further inquired how nuch would go to
repl eni shing other non-gas pipeline expenditures. M

Reeves replied that he does not have specific nunbers, but
that it is his understanding that there is not an intent to
expend any of the noney beyond the anounts earmarked for
particular matters.

SUSAN TAYLOR, DI RECTOR, ADM NI STRATIVE SERVICES DI VI SI ON,
DEPARTMENT OF REVENUE, in response to Representative Croft’s
guestion, recalled that non-gas pipeline matters would
amount to $350, 000. She suggested that M. Porter
el abor at e.

2:44:41 PM

M. Porter, in response to Representative Croft’s question

pointed out that there are a nunber of elenents that are
bei ng negotiated at the sane tine, and a substantial anount
of noney can be spent in a short anount of tinme if the
negoti ati ons are going well.

Representative Croft asked how rmuch of the $5 nmillion has
actually been “signed off” to pay sonebody. M. Reeves
replied that a large part of the noney would be used for
work to be conpl eted between now and June 30.

2:47: 19 PM

KATHRYN  DAUGHHETEE, Dl RECTOR, ADM NI STRATI VE  SERVI CES
DI VI SI QN, DEPARTMENT OF LAW addressed Representative
Croft’s question. She anticipated that the Departnment woul d
not be able to pay the contracted bills that are comng in
now, and would be out of noney by April. The fee is
entirely for outside experts, attorneys and firns. She
stated that they do not want the State to be in a position
to be unable to pay bills and that is why the request is on
fast track.

Representative Croft stated that $5 million in attorney fees
woul d be paid out in the next four nonths. Ms. Daughhet ee
replied that is correct.

2:49: 00 PM

Co-Chair Chenault asked how many of the services would be
duplicated because of the two on-going negotiations. M .
Porter responded that there are duplication issues, but
expertise fromlawers has been utilized resulting in little
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duplication. The Stranded Gas teamis snmall and is famliar
with the needs of both negotiations, so there is a |lot of
coordi nati on between the two groups.

2:50: 33 PM

DEPARTMENT OF NATURAL RESOURCES

Section 7(c) (1) Capital

Gas pipeline risk analysis and royalty issues
$2,500.0 G-

Nl CO BUS, ACTING DI RECTOR, DIVISION OF ADM NI STRATI VE
SERVI CES, DEPARTMENT OF NATURAL RESOURCES, explained the
economc issues related to the request for an additional
$2.5 mllion dollars: $1 mllion is requested for risk
anal ysis contractual noney to assist in mtigating the
state’s capacity ownership risk; $1.5 mllion is requested
for additional work on royalty issues such as the conversion
of net profit shares to a fixed or sliding scale royalty.
He enphasized that the nonies are needed right now to
continue the work until June 30.

Section 7(c)(2) Capital
Gas pipeline corridor geologic hazards and resource
eval uati on
$2, 000.0 GF

M. Bus noted that the request would allow people in the
field right now to evaluate geological hazards, mnera
potential, and construction materials resources from Delta
Junction to the Canadian border. He stressed that it is
very inportant for future devel opnent such as the proposed
Al aska Railroad extension along this corridor. Sone of the
products will be: peer-reviewed geol ogic reports, maps, and
G S data for a 10-mle wide corridor, and detailed airborne-
geophysi cal surveys of a wider corridor to aid the mapping
of bedrock geology, active faults, and mneralized areas.
He requested a fast track supplenental so that work can
begin and in order to take advantage of the sumer field
season.

Co-Chair Chenault asked if the work would be extended
t hrough June 30 into FY 06. M. Bus replied that the first
$2 mllion would be for the contractors to fly the corridor,
and an additional $4 mllion would be used in subsequent
years. | f approval was given in Mrch, the contractors
could begin in April and May of this year.

In response to Representatives Croft and Chenault, M. Bus
noted that it is an expensive corridor from Delta Junction
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to the Canadi an border and is strictly for the gas pipeline,
not mning projects.

2:55: 02 PM

Section 7(c)(3) Capital

Gas pipeline Bullen Point Road right-of-way permtting
$3,200.0 G-

M. Bus commented that this anmount is for pipelines along
the Dalton H ghway to Bullen Point.

Co-Chair Chenault expressed concern about appropriating
noney w t hout having an RFP.

Representative Croft asked how long the right-of-way would

be. M. Bus said fifty mles. Representative Croft
inquired why it costs so nuch to permt such a small
section. M. Bus explained that the area is from the

Prudhoe Bay field into existing pipeline corridors - for 50
mles of permtting from Point Thonson to Prudhoe Bay.
Representative Croft asked if this is vital for the gas line
itself, or only if the Point Thonmson benchmarks are hit.

SEAN PARNELL, DEPUTY DIRECTOR, DIVISION COF AOL AND GAS,
DEPARTMENT OF NATURAL RESOURCES, replied that he would
obtain that information.

2:58: 58 PM

Section 7(c)(4) Capital

Division of GOl and Gas increased workload for gas
pi peline
$2,700.0 G-

M. Parnell explained that recently three conpanies have
requested analysis from the departnent, which is already
over burdened from work on gas pipeline issues. He reported
that the reason the supplenental anmount is needed now is
because of staff burnout and high turnover rate. The noney
woul d be used to hire new staff for reservoir evaluation and
nodel ing, and for commercial and regulatory work to keep
revenues flowing into the state, and to allow resource
devel opment to occur in a tinely fashion.

Represent ati ve Hawker wondered whether it woul d be necessary
to go nationwide to fill these positions. M. Parnell
replied that the departnent would be able to attract a
significant percentage from the private sector in Al aska.
Represent ati ve Hawker suggested contracting with the private
sector rather than hiring state enployees. M. Parnell
opined that it would be difficult to find new talent in the
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contracting comrunity because there would be conflicts of
interest. He pointed out that contract noney is included in
the $2.5 nmillion request for risk analysis and royalty
noney.

3:03: 52 PM

Section 7(c)(5) Capital
Comm ssioner's Ofice increased workload for gas
pi peline
$200.0 GF

M. Bus explained the need to hire two project assistants,
one for actual gas pipeline negotiation support, and one for
pl anning and |ogistical support of negotiations, for the
bal ance of this year and through FY 06.

Representative Kelly asked if the positions are lined up
With positions in the FY 06 budget. M. Bus expl ained that
they are not in the FY 06 request and they need to be kept
separate because the departnent does not want to mx
operating budget regul ar staff wth this request.
Representative Kelly inquired if these positions would be in
the suppl enental request for O06. M. Bus replied they are
not . These positions are specific positions needed to
negoti ate for gas funded through FY 06.

3: 06: 35 PM

DEPARTMENT OF REVENUE

Section 7(d) Capital

Comm ssioner's Ofice - Wrk related to the state gas
pipeline and to bringing North Slope natural gas to

mar ket
$5, 300. 0 GF

Ms. Taylor explained that these expenses are related to
setting up the Alaska Natural Gas Entity (ANGE) and
contractual funding.

Representative Croft asked if the noney woul d be used to set
up the corporation. Ms. Taylor replied that the timng
woul d require quick hiring of key people.

M. Porter further explained that as negotiations nove
forward, there are a |limted nunber of personnel tracking
all the various portions of the negotiations. A team of
individuals is needed to participate in the evaluation phase
of how to develop an Al askan entity. Staff and personnel
are needed now to begin to do that and to nove forward in
the event that a stranded gas contract is awarded. If the
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contract were approved by the legislature in early sunmer, a
fully staffed organization would be needed on the day the

contract is ratified. I n advance of that day, there would
be a limted team in place to negotiate elenents of the
contract. Twelve positions would be fully funded prior to

the end of FY 05, and a portion of that team would be
brought on for negotiation support to devel op ANCGE

Representative Croft opined that twelve positions couldn't
cost $5.3 mllion. M. Porter clarified that the cost is
$1.5 mllion for ANGE. The rest would be for negotiation
support, not staff, but contract support and evaluation of
other projects. He listed other uses for the noney such as
to resolve property tax issues, corporate inconme tax issues
and other upstreamitens, to resolve production tax issues,
and to address financing participation issues.

Representative Croft wondered if the $9 million for |awers
or the $10 nmillion going to DNR pays any of those costs.
M. Porter suggested that Representative Croft think of the
| awers as drafting contracts; |egal and technical sides of
the issue. Representative Croft asked if DNR has a property
tax nodel. M. Porter responded that property tax issues
are not DNR s responsibility. He described three nodels
used in the wevaluation process, which continue to be
revi sed.

3:14: 47 PM

Section 7(e) Capital

Al aska Natural Gas Developnent Authority increased
wor kl oad for gas pipeline
$2,170.0 GF

Ms. Taylor related that the noney would go to two project
positions and additional contractual costs related to spur
i ne work.

Co- Chair Chenault inquired about the feasibility of Liquid
Natural Gas (LNG in Cook Inlet.

M. Porter pointed out that «currently there 1is an
operational LNG plant in Cook Inlet, and the possibility of
expansion is being |ooked into. He talked about the
benefits of exporting gas, which results in lower tariffs
and costs. There is the possibility of a new plant and
expansion of the old plant after the market is anal yzed.

Co- Chair Chenault noted that the total anount of funding for
the project could be discussed at a later tine.
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Representative Kelly asked how scope, schedul e, budget and
invoice control is being done. M. Porter deferred to the
Departnent of Law.

Ms. Daughhet ee expl ained how negotiations in the departnent
work and how reviews are done. She described the project
managenent process. Ms. Daughhetee, in response to a
guestion by Representative Kelly, explained how the |egal
team works, but enphasized that M. Wl son Condon,
Comm ssi oner, Departnent of Revenue, reviews the gas |ine
contracts and each invoi ce.

3:21: 53 PM

M. Porter added that in a negotiation there is a daily
review of specific deliverables and a tinefrane. This costs
about $1 million a nmonth and the control factor is related
to the work product.

3:23:29 PM

DEPARTMENT OF REVENUE

Section 12 Tax Division

| ncreased tobacco tax enforcenent costs for the Tobacco
Tax | egislation passed as ch. 1, FSSLA 2004.

$395.5 GF
Ms. Taylor related that the legislature passed a bill that
increased the tobacco tax rate and changed |icensing
requirenents. DOR has been inplenenting the provisions in
the new | aw and have hired additional personnel, including
enf or cenent personnel .
Representati ve Hawker i ndi cat ed t hat in 20 recent
i nspecti ons, 16 out of 20 were dealing in illegal

cigarettes. He asked if that is a fair assessnent.

LARRY MEYER, DEPUTY DI RECTOR, TAX DI VISION, DEPARTMENT OF
REVENUE, replied that unstanped products have been found

during the inspections. He inplied that nore consuner
education is needed. Representati ve Hawker asked if there
was intentional bootleg activity. M. Myer terned it a
quality control issue, and suggested that nobre nerchant
education is needed. Representative Hawker inquired if
there is a problem with the stanpers not functioning
correctly. M. Meyers replied that the machine requires
calibration. Representative Hawker clarified that there are
not massive violations, but equipnment malfunction. M.

Meyer agreed.

Representative Hawker asked if any of the inspections have
i nvol ved intentional violations. M. Meyers replied that
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there my be one or tw, but the investigation is
cont i nui ng.

Ms. Taylor suggested that the issues are being addressed
with the large sellers of tobacco, and the smaller sellers
woul d be investigated shortly.

Representative Kelly asked if the tax gets collected when
the product is m sstanped. M. Meyers replied that only a
few are m sstanped products and nost are in conpliance.

3:29:52 PM

Represent ati ve Hawker suggested that the distributor has to
buy the stanps from the state and inplied that a person
could set the machine to circunvent the Stanp Act. M.
Meyers agreed it was a possibility. Represent ati ve Hawker
enphasi zed concern about that. M. Taylor requested support
for increased enforcenent.

3:31: 28 PM

DEPARTMENT OF TRANSPORTATI ON AND PUBLI C FACI LI TI ES

Section 14(a) Marine Vessel Qperations

Fuel cost increases and other increased operating
costs.
$12, 000. 0 AVHS FUNDS

NANCY SLAGLE, DI RECTOR, DI VI SI ON OF ADM NI STRATI VE SERVI CES,
DEPARTNMENT CF TRANSPORTATION AND PUBLIC  FACI LI TI ES,
explained the $10 mllion request for the Marine H ghway
Aut hority for fuel cost increases, weekly operating costs of
new ferries, overhaul costs, risk managenent costs, and
i ncrease marketing canpai gn costs.

Section 14(b) Central Regi on H ghways and Avi ation

King Salnon airport - prior year invoices outstanding
for air traffic control costs.
$44.5 G
Ms. Slagle explained a need for the King Salnon airport to
continue operation of a control tower. The costs are from
FY 04.

Co-Chair Chenault asked if it was for extended hours. Ms.
Sl agl e replied no.

Section 14(c) Program Devel opnent
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Legal costs for defense of SB 260, which changed the
nmenber ship make up of the policy board for netropolitan
pl anni ng organi zati ons.

$85.0 G-

Ms. Slagle spoke of a lawsuit and |legal costs involving SB
260. Ms. Slagle noted that these requests are projects that
are ready to go and there are timng issues involved.

3:36: 53 PM

COURT _SYSTEM

Section 16 Trial Courts

Therapeutic court funding comng from NCADD $18.9,
Techni cal | nprovenent grant from Al aska Legal Services
$18.1, Youth for Justice grant $7.5 and Color of
Justice grant $5.0.

$49. 5 SDPR

CHRI' S CHRI STENSEN, DEPUTY ADM NI STRATIVE DI RECTOR, ALASKA
COURT SYSTEM noted that the request is for an increase in
the Alaska Court Systemis authority to offer grants: For
Youth For Justice, Color of Justice Gant, Al aska Legal
Services for installation of conputers, and Juneau Wl | ness
Court.

Co- Chair Chenault closed testinony on HB 135.

HB 135 was heard and HELD in Committee for further
consi derati on.

3:39:52 PM

#hb134

HOUSE BILL NO. 134
"An Act meking supplenental, capital, and other
appropriations, and reappropriations; anendi ng
appropriations; nmaking appropriations to capitalize
funds; making an appropriation under art. 1X sec.

17(c), Constitution of the State of Alaska, from the
constitutional budget reserve fund; and providing for
an effective date.™

DEPARTMENT OF ADM NI STRATI ON

Section 1 d Public Defender Agency

Proj ected annual casel oad increase - PD was reappointed
to several hundred old cases associated wth the
Bl akel y decision which rendered sonme aspects of the
State of Al aska' s sent enci ng f ramewor k
unconstitutional. Also, increases in travel to renote
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courts, expert wtness, discovery and file storage
costs. Funding of $24.9 in Ceneral Fund/ Pr ogr am
Receipts is from the Dept. of Law from collections
under Crimnal Rule 39 and Appellate Rule 209. Al so
i ncl udes Therapeutic court funding comng from federal
funds received by the National Council on Al cohol and
Drug Dependency and allocated to State agenci es.
$887.2 G, $20.0 SDPR

BARBARA BRI NK, DI RECTOR, PUBLI C DEFENDER ACGENCY, (via
tel econference), explained that the request for suppl enental
funds is based on casel oad and workl oad i ncreases, which are
out of the Public Defender Agency’s control. The percentage
of increase in caseloads is 9 percent this year, over 2,000
nore cases than |ast year, primarily because of the Bl akely
decision. There is also an increase of 2,300 nore Superior
Court felony filings than |ast year, which are the nost
ti me-consum ng, cost-intensive cases. The Public Defender
Agency has al so picked up sone cases previously handled by
the Ofice of Public Advocacy.

3:43:18 PM

Section 1 ¢ Ofice of Public Advocacy

Proj ected annual caseload increase - Because of the
difficulty in projecting case types and costs 18 nonths
in advance, OPA has historically funded the workl oad
and casel oad i ncreases t hr ough suppl enent al
appropriations. Fundi ng of $25.0 in CGener al
Fund/ Program Receipts is from the Dept. of Law from
collections under Crimnal Rule 39 and Appellate Rule

209.
$600. 0 GF

JOSH FI NK, PUBLI C ADVOCATE, OFFICE OF PUBLI C ADVOCACY, (via
tel econference), pointed out that the Ofice of Public
Advocacy is experiencing simlar caseload increases. Felony
filings in Anchorage are up by 76 percent for the first half
of the year, and up 32 percent statew de. M. Fink opined
that the requested supplenental would anount to a hol d-the-
| i ne budget.

Co- Chair Meyer asked where the caseloads are comng from
M. Fink explained how the court assigns cases.

Representati ve Hawker, addressing the question to both M.
Fink and Ms. Brink, asked for a reason behind the increase.
Ms. Brink said that she believes nore cases are being
prosecuted, and that crime is not going up. She expl ai ned
that there are newy funded positions, nore district
attorneys and prosecutors, and nore troopers making arrests,
which | eads to nore cases. Representative Hawker asked what
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types of cases are being prosecuted nore. M. Brink replied
that she was not able to answer that question.

HB 134 was heard and HELD in Committee for further
consi derati on.

#

ADJ QURNIVENT

The neeting was adjourned at 3:48 PM

House Fi nance Committee 21 02/ 25/05 1:40 P. M



