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CONFI RVATI ON HEARI NG S)

Attorney Ceneral of Alaska [Continued from 4/13/05 neeting that
occurred jointly with the Senate Judiciary Standing Conmttee]

David W Marquez - Anchorage
- CONFI RVATI ON(S) ADVANCED

Board of Governors of the Al aska Bar

Joseph N. Faul haber - Fairbanks

- CONFI RVATI ON(S) HEARD AND HELD [ Confirmati on addressed
agai n on 4/ 27/ 05]

HOUSE Bl LL NO. 257

"An Act relating to a procurenent and electronic conmerce tools
program for state departnents and instrunentalities of the
state; and providing for an effective date.™

- HEARD AND HELD
SPONSCR SUBSTI TUTE FOR HOUSE BI LL NO. 133
"An Act relating to incorporation of boroughs and to regul ations

of the Local Boundary Comm ssion to provide standards and
pr ocedur es for muni ci pal i ncor poration, recl assification,

HOUSE JUD COW TTEE -1- April 18, 2005



di ssol uti on, and certain nunici pal boundary changes; and
providing for an effective date."

- MOVED CSSSHB 133(JUD) QUT OF COW TTEE

HOUSE BI LL NO. 92

"An Act relating to the purchase of interests in corporations,
including limted liability conmpanies, by the University of
Al aska."

- SCHEDULED BUT NOT HEARD
HOUSE BI LL NO. 177
"An Act relating to enployee and enployer contributions to the
teachers' retirenment system and the public enployees' retirenent
system and providing for an effective date.™

- SCHEDULED BUT NOT HEARD
PREVI QUS COWM TTEE ACTI ON

BILL: HB 257
SHORT TI TLE: STATE PROCUREMENT ELECTRONI C TOOLS
SPONSCR( S) : JUDI Cl ARY

04/ 06/ 05 (H READ THE FI RST TI ME - REFERRALS
04/ 06/ 05 (H) JUD, FIN

04/ 11/ 05 (H) JUD AT 1:00 PM CAPI TOL 120

04/ 11/ 05 (H <Bill Hearing Rescheduled to 4/13>
04/ 13/ 05 (H) JUD AT 1:00 PM CAPI TOL 120

04/ 13/ 05 (H) Heard & Hel d

04/ 13/ 05 (H) M NUTE( JUD)

04/ 18/ 05 (H) JUD AT 1:00 PM CAPI TOL 120

BILL: HB 133
SHORT TITLE: LOCAL BOUNDARY COMM SSI ON REGS & POWERS
SPONSOR( S):  REPRESENTATI VE('S) COGHI LL

02/ 09/ 05 (H) READ THE FI RST TI ME - REFERRALS
02/ 09/ 05 (H) CRA, STA

02/ 16/ 05 (H) SPONSOR SUBSTI TUTE | NTRODUCED
02/ 16/ 05 (H) READ THE FI RST TIME - REFERRALS
02/ 16/ 05 (H) CRA, STA

02/ 24/ 05 (H) CRA AT 8:00 AM CAP| TOL 124

02/ 24/ 05 (H) Heard & Hel d

02/ 24/ 05 (H) M NUTE( CRA)

03/ 03/ 05 (H) CRA AT 8:00 AM CAP| TOL 124
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03/ 03/ 05 (H Moved CSSSHB 133(CRA) CQut of Committee

03/ 03/ 05 (H M NUTE( CRA)

03/ 04/ 05 (H CRA RPT CS(CRA) 5DP 2NR

03/ 04/ 05 (H) DP:  SALMON, NEUMAN, KOTT, THOWAS,
OLSON;

03/ 04/ 05 (H NR: LEDOUX, Cl SSNA

04/ 02/ 05 (H STA AT 10: 00 AM CAPI TOL 106

04/ 02/ 05 (H Moved CSSSHB 133(STA) CQut of Committee

04/ 02/ 05 (H M NUTE( STA)

04/ 04/ 05 (H STA RPT CS(STA) NT 3DP 2NR

04/ 04/ 05 (H DP: LYNN, ELKINS, SEATON

04/ 04/ 05 (H) NR. GARDNER, GRUENBERG

04/ 04/ 05 (H JUD REFERRAL ADDED

04/ 13/ 05 (H JUD AT 1:00 PM CAPI TOL 120

04/ 13/ 05 (H <Bi || Hearing Postponed to 4/18>

04/ 18/ 05 (H JUD AT 1:00 PM CAPI TOL 120

W TNESS REG STER

JOSEPH N. FAULHABER, Appoi nt ee

to the Board of Governors of the Al aska Bar

Fai r banks, Al aska

POSI TI ON  STATEMENT: Testified as appointee to the Board of
Governors of the Al aska Bar.

VERN JONES, Chief Procurement Oficer

Central Ofice

Di vision of Ceneral Services (DGS)

Department of Adm nistration (DOA)

Juneau, Al aska

POSI TI ON  STATEMENT: During discussion of HB 257 and proposed
Amendnent 1, provided comments and responded to questions.

SCOTT HAWKI NS, General Manager

Mat eri al Services

Al aska Supply Chain Integrators, LLC (ASCl)

Anchor age, Al aska

POSI TI ON  STATEMENT: Testified in support of HB 257 and
responded to questions.

JI M DUNCAN, Busi ness Manager

Al aska State Enpl oyees Associ ati on ( ASEA)

Anchor age, Al aska

POSI TI ON  STATEMENT: Provi ded comrents during discussion of
HB 257 and responded to questions and comrents.
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BARRY JACKSON, Procurenent Analyst; Project Manager; Programrer
Anal yst

Resource Data, Inc. (RD)

Anchor age, Al aska

POSI TI ON  STATEMENT: Provided comrents during discussion of
HB 257.

LAURA LAVRENCE

Anchor age, Al aska

POSI TI ON  STATEMENT: Testified in opposition to HB 257 and
SB 160.

GAl L KOZLOWEKI

Anchor age, Al aska

POSI TI ON  STATEMENT: Provided comrents during discussion of
HB 257.

ELLEN KUBI AK

Anchor age, Al aska

POSI TI ON  STATEMENT: Provided comrents during discussion of
HB 257.

DONNA SCHELI N

Anchor age, Al aska

POSI TI ON STATEMENT: During discussion of HB 257, relayed that
she woul d be faxing sone information to the committee.

KEN BROMN

Anchor age, Al aska

POSI TI ON  STATEMENT: Provi ded comrents during discussion of
HB 257.

RYNNI EVA MOSS, St af f

to Representative Coghill

Al aska State Legislature

Juneau, Al aska

POSI TI ON  STATEMENT: Presented SSHB 133 on behalf of the
sponsor, Representative Coghill.

SARAH FELI X, Assi stant Attorney Ceneral

Labor and State Affairs Section

Cvil Division (Juneau)

Department of Law (DQL)

Juneau, Al aska

POSI TI ON STATEMENT: Expressed concerns on behalf of Mrjorie
Vandor, Department of Law, during discussion of SSHB 133.
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EDGAR BLATCHFORD, Conmi ssi oner

Department of Commerce, Community, & Economic Devel opnent
( DCCED)

Juneau, Al aska

POSI TI ON  STATEMENT: Expressed concerns during discussion of
SSHB 133.

DEBBI E THOVPSON

Uni on Bay, Al aska

POSI TI ON  STATEMENT: Provided comrents during discussion of
SSHB 133.

VI OLA JERREL, Ph.D.

Al askans Opposed to Annexati on

Honmer, Al aska

POSI TI ON STATEMENT: Testified in support of SSHB 133.
ACTI ON NARRATI VE

CHAIR LESIL MGIRE called the House Judiciary Standing

Commttee neeting to order at 1:20:12 PM Represent ati ves
McGQuire, Anderson, Coghill, and Gara were present at the call to
order. Representatives Dahl strom and G uenberg arrived as the

nmeeting was in progress.

CONFI RVATI ON HEARI NG&( S)

Attorney Ceneral of Al aska

CHAI R McGU RE announced that the committee would first consider
the appointnent of David W Marquez to the position of Attorney
General of Alaska. [M. Marquez had provided testinony during a
joint neeting of the House Judiciary Standing Commttee and the
Senate Judiciary Standing Conmttee on 4/13/05.]

1: 20: 54 PM

REPRESENTATI VE COGHI LL made a notion to advance from comittee
the nom nation of David W Marquez as appointee to the position
of Attorney General of Alaska. He rem nded nenbers that signing
the reports regarding appointnments to boards and conm ssions in
no way reflects individual nenbers' approval or disapproval of
t he appointees, and that the nomnations are nerely forwarded to
the full legislature for confirmation or rejection.

CHAIR MGURE reiterated that signing the reports regarding
appointments to boards and commissions in no way reflects
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i ndi vidual nenbers' approval or disapproval of the appointees,
and that the nomnations are nerely forwarded to the full
| egi slature for confirmation or rejection.

CHAIR McGU RE asked whether there were any objections to the
notion to advance from conmttee the nomnation of David W
Marquez as appointee to the position of Attorney General of
Al aska. There being no objection, the confirmation was
advanced.

Board of Governors of the Al aska Bar

1: 22: 05 PM

CHAIR McGUI RE announced that the commttee would next consider
t he appointnment of Joseph N. Faul haber to the Board of Governors
of the Al aska Bar.

The conmittee took an at-ease from1:23 p.m to 1:26 p.m
1:26: 06 PM

JOSEPH N. FAULHABER, Appointee to the Board of Governors of the
Al aska Bar, in response to the question of why he w shes to
continue serving on the Board of Governors of the Al aska Bar,
rel ayed that he enjoys the work, and feels that he adds a unique
per spective, perhaps nore of a pragmatic view, to the
pr oceedi ngs. He relayed that during his tine on the Board of
Governors, he succeeded in getting the Al aska Bar Association to
accept credit cards.

REPRESENTATI VE GRUENBERG opi ned that the Alaska Bar Association
shoul d mandate continuing | egal education for its nenbers.

MR. FAULHABER explained that the Board of Governors [adopted]
mandatory continuing |legal education requirenents, but the
[ Al aska] Suprene Court overturned them

REPRESENTATI VE GRUENBERG opined that it is also tine for the
Al aska Bar Association to allow | egal specialization, as is done
in sone other states, via examnation; for exanple, he is a
menber of the Anmerican Acadeny of Matrinonial Lawers.

MR. FAULHABER said he would be in favor of such. He offered his
understanding that one of the Al aska Bar Association's goals is
to advance the science of jurisprudence, and opined that since
the Al aska Bar Association benefits from occupational |icensing,
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the public should be able to expect a certain standard of
expertise fromits nenbers.

1: 31: 20 PM

CHAIR McGU RE thanked M. Faul haber, and concurred that public
nmenbers are able to offer a different perspective to the Board
of Governors. She referred to an issue raised at M.
Faul haber's last confirmation hearing, that of establishing a
different nmenbership fee for those that volunteer their |[egal
services or those that serve in the |egislature. She al so
raised the issue that Al aska is one of the highest in the nation
with regard to Bar dues and Bar exam nation fees. She asked M.
Faul haber to conment on those issues.

[ Techni cal difficulties wth the teleconference equipnent
occurred, resulting in the confirmation hearing being set aside
until 4/27/05.]

HB 257 - STATE PROCUREMENT ELECTRONI C TOOLS

[Contains testinmony in opposition to SB 160, conpanion bill to
HB 257.]

1: 34: 21 PM

CHAI R Mc@GU RE announced that the next order of business would be
HOUSE BILL NO 257, "An Act relating to a procurenent and
electronic commerce tools program for state departnents and
instrunentalities of the state; and providing for an effective
date."

The conmittee took an at-ease from1:34 p.m to 1:35 p. m

CHAI R McGU RE, speaking as chair of the House Judiciary Standing
Comm ttee, sponsor of HB 257, asked Vern Jones, Departnent of
Adm nistration (DOA), for an explanation of the DOA s proposed
| anguage change [later referred to as Conceptual Amendnment 1],
whi ch read [original punctuation provided]:

A Bl LL
FOR AN ACT ENTI TLED
"An Act relating to a procurenent and electronic
commerce tools program for state departnents and
instrunentalities of the state; and providing for an
effective date.”
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BE |IT ENACTED BY THE LEGQ SLATURE OF THE STATE OF
ALASKA:

* Section 1. AS 36.30 is anended by adding a new
section to article 1 to read:

Sec. 36.30.093. State procurenent and el ectronic
conmmer ce tools program

(a) The departnment nay enter into a program under
whi ch the departnent contracts wth a person from the
private sector to provide procurenent services and to
provide for the delivery and use of electronic
commerce tools. Not wi t hst andi ng any other provision
of this chapter, the contract shall be awarded under
AS 36.30. 100 - 36.30. 265.

(b) Notwithstanding any other provision of this
chapter, all state departnents and instrumentalities
of the state nay participate in the program authorized
by (a) of this section.

(c) A procurenent conducted by the person
sel ected under (a) of this section is not subject to
this chapter or to AS 36.15. However, the procurenent
is subject to (d) — (u) of this section.

(d) A contract based on solicited bids shall be
awarded to the |lowest responsive and responsible
bi dder after an Alaska bidder preference of five
percent has been applied for evaluation purposes.

(e) If a bidder qualifies as an Al aska bidder and
is offering services through an enpl oynent program a
15 percent cost preference wll be applied during
eval uati on.

(f) If a bidder is an Al aska bidder and is a
qualifying entity, a ten percent cost preference wll
be applied during eval uati on.

(g) If a bidder is an Al aska bidder and if 50
percent or nore of the bidder's enployees at the tine
the bid is submtted are persons with disabilities, a
ten percent cost preference will be applied during
eval uati on. The contract mnust contain a prom se by
the bidder that the percentage of the bidder's
enpl oyees who are persons wth disabilities wll
remain at 50 percent or nore during the contract term

(h) Insurance-related contracts shall be awarded
to the |owest responsive and responsible bidder after
an Al aska bidder preference of five percent has been
applied during evaluation. In this subsection,
"Al aska bidder" nmeans a person who is an Al aska bi dder
and an Al aska donestic insurer
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(f) Alaska products shall be used whenever
practicable in procurenments for a state agency.
Recycl ed Al aska products shall be used when they are
of conparable quality, of equivalent ©price, and
appropriate for the intended use.

(g) If a bid indicates that the product(s)
being purchased wll be recycled Al aska products, a
cost preference of five percent will be applied during

eval uati on.

(h) I'n a project financed by state noney in which
the use of tinber, Ilunber, and manufactured | unber
products is required, only tinber, | unber, and
manuf actured | unber products originating in this state
fromlocal forests shall be used wherever practicable.

(1) Waen agricultural products are purchased , a
seven percent cost preference will be applied during
evaluation to agricultural products harvested in the
state.

(j) Wien fisheries products are purchased, a
seven percent cost preference will be applied during

eval uati on to fisheries products har vest ed or
processed within the jurisdiction of the state.

(k) If a bid or offer designates the use of an
Al aska product that is identified in the contract
specifications and designated as a Cass |, Cass Il
Class 11l state product under AS 36.30.332, a cost
preference equal to the percentage established for the
class under AS 36.30.332(c) wll be applied to the
product during evaluation. The program contractor
shall use the Alaska product preference list, as
described in 3 AAC 92.090(a), as the basis for
est abl i shing t he per cent age of Al aska pr oduct
pr ef er ence.

(I') If a contractor designates the wuse of an
Al aska product in a bid or proposal and fails to use
the designated product for a reason wthin their
control, each paynent wunder the contract shall be
reduced according to the schedule set forth in AS
36. 30. 330(a) .

(m Except as provided under (g) of this section
all preferences are cunulative and shall be applied in
the order referenced under (d) — (n) of this section.

(n) A bidder may not receive a preference under
this section under both (d) and (e), (d) and (f), or
(e) and (f) for the sane contract.

(o) In order to qualify for a preference under
(e), (f), or (g) of this section, a bidder shall add
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value by actually performng, controlling, nmanaging,
and supervising the services provided, or a bidder
shall have sold supplies of the general nature
solicited to other state agencies, governnents, or the
general public.

(p) When awarding a contract under conpetitive
seal ed proposals, the program contractor shal
consider the preferences described in this section.
Applicable preferences shall be applied solely to the
cost portion of the proposals during eval uation.

(q) Infornal procurenents conduct ed by t he
program contractor are subject to the preferences
described in this section.

(r) I'n this section,

(1) "agency" has the neaning given in AS
36.30.990(1);

(2) "agricultural products" has the meaning
given in AS 36.15.050(g)(1);

(3) "Al aska bidder" has the neaning given
in AS 36.30.170(b);

(4) "Al aska products” has the neaning given
in AS 36.30.338(1);

(5) "contract" has the nmeaning given in AS
36.30.990(7);

(6) "enpl oyment progranm has the nmeaning
given in AS 36.30.990(11);

(7) "instrumentalities of the state" neans

a state public corporation, a state enterprise, or
another admnistrative unit of state governnent that
handles its procurenent and supply nmanagenent in a
manner that is separate from a departnment of the

st at e;

(8) "qualifying entity" has the neaning
given in AS 36.30.170(e)(1)-(4);

(9) "person” has the neaning given in AS
36. 30. 990( 16) ;

(10) "person wth a disability" has the
meani ng given in AS 36. 30.170(k);

(11) "program contractor” means t he
contractor selected by the departnent to manage the
program

(12) "recycled Alaska product™ has the
meani ng given in AS 36. 30. 338(4).
* Sec. 2. The uncodified law of the State of Al aska
enacted in secs. 2 and 3, ch. 51, SLA 2003, are
repeal ed.

HOUSE JUD COW TTEE -10- April 18, 2005



* Sec. 3. The uncodified law of the State of Al aska
i s amended by adding a new section to read:

APPLI CABI LI TY. Nothing in this Act affects the
validity of actions taken by the Departnent of
Adm ni stration wunder ch. 51, SLA 2003, before the
effective date of this Act.

* Sec. 4. This Act takes effect immediately under AS
01. 10.070(c).

1:35:14 PM
VERN JONES, Chief Procurenent O ficer, Central Ofice, D vision

of General Services (DGS), Departnment of Adm nistration (DOA),
expl ained that the two changes for which he'd provided a witten

explanation during the bill's last hearing include replacing the
reference to AS 36.30.190 with a reference to AS 36. 30.265, and
revanping the preferences sections of the bill such that the
preferences wll "act consistently” and involve taking a

percentage fromthe price that a qualifying entity is offering.
1:38:54 PM

CHAIR McGUIRE nmade a notion to adopt Conceptual Amendnent 1, to
replace the wording in the original bill wth the |anguage
suggested by the DOA.

REPRESENTATI VE GRUENBERG drew attention to the |anguage in
Conceptual Anmendnent 1 regarding proposed AS 36.36.093(c), and
noted that the reference to subsections (d)-(u) ought to instead
be a reference to subsections (d)-(r).

CHAIR McGU RE nade a notion to anmend Conceptual Amendnent 1 such
that the subsections referenced in proposed AS 36.36.093(c)
would be (d)-(r). There being no objection, Conceptua
Amendnent 1 was anended. [ Conceptual Anendnent 1, as anended,
was then treated as adopted.]

CHAIR MGU RE, noting that the bill elimnates the sunset
provision of the pilot project and allows the admi nistration to
expand the use of e-commerce procurenent tools, asked M. Jones
for his thoughts regarding how the pilot project has worked thus
far and how it can be inproved.

1: 41: 29 PM
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MR. JONES explained that the pilot project has only been up and
running for nine nonths, and that the DOA is still analyzing the
results and so hasn't cone to any concl usions thus far.

CHAIR MGU RE said she is trying to understand whether the pilot
project is working for the enployees, and whether any of her
goals are being achieved at all. Has the pilot project resulted
in savings to the state, and is it proving to be a rewarding
producti ve partnership between private and public enterprise?

MR JONES surmised that at the heart of the originating
| egislation and at the heart of HB 257 is the outsourcing of
jobs and a shifting from state enpl oyees doi ng procurenent under
the state procurenment code to contractors doing the state's
procurenent under a contract rather than under the code. Wth
the aforementioned outsourcing cones electronic tools that are
well suited to the application. This outsourcing, however,
raises the policy question of whether the work should actually
be done under the state procurenment code by state enployees.
The DOA thinks of the pilot project as an experinent, he
indicated, and so is waiting to see whether the results warrant
expansi on of the project.

CHAIR McGU RE acknow edged that creating efficiencies is bound
to result in sonme job loss, and suggested that changing the
current nethodol ogy would not be sonething to undertake if it

weren't for the belief that doing so wll result in nore
centralization and efficiency. She pointed out that there is
still the need for those in state government to be in

partnership with those that contract with the state to do the
wor k. She asked M. Jones to comment.

1: 47:22 PM

MR. JONES said that the DOA nerely wants to be sure that the
nmet hodol ogy enpl oyed by the pilot project is successful and is
resulting in efficiencies and inprovenents before it gets
instituted nore w dely. He surm sed that there are those who
would like to see the existing pilot programutilized fully, but
the DOA has taken a nore cautious approach, deploying the pil ot
project in a narrow scope and nonitoring it. He said that if HB
257 were to pass, he wouldn't be able to say what changes woul d
be made, particularly given that the pilot project itself has
not yet been used to the fullest extent. He acknow edged t hat
it would be hard for anyone to argue that bringing a nodern
pr ocur enment system into state governnent woul dn' t bring
i nprovenents. The question, then, nerely beconmes a policy
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choice regarding how the |egislature wants procurenents to take
pl ace.

CHAIR McGU RE asked why it was so difficult to get the pilot
project going and what was the resistance to it. If the very
peopl e who's cooperation is required to let a project go forward
won't cooperate, then how can the state ever determ ne whether a
proj ect can be a success?

MR. JONES expl ained that the state was bound by union bargaining
agreenents to first conduct a feasibility study, which in turn
required that the state hire a contractor to map the agency -
describe all the procurenment work being done by state enpl oyees,
and calculate the cost of that work; only after the results of
that study were gathered was a procurenent issued for the actual
outsourcing contractor, which turned out to be Alaska Supply

Chain Integrators, LLC (ASC). He noted that this entire
process took a lot of tine and involved a |ot of work, wth each
step being subject to challenge. In response to another

guesti on, he relayed that 10 positions were ultimtely
out sourced, though sonme of the people holding those positions
found work elsewhere in state governnent. He opined that it
woul d not be accurate to say that the state delayed instituting
the pilot project.

1:54: 28 PM

REPRESENTATI VE = GRUENBERG asked how many jobs wll be
| ost/outsourced if the pilot project is expanded.

MR. JONES offered that there are approximtely 200 procurenent
positions that could be outsourced. In response to a further
guestion, he relayed that with regard to the aforenmentioned 10
outsourced state procurenent positions, the contractor had six
fulltime enpl oyees doing the sane work.

1:56:11 PM

MR. JONES, in response to questions regarding audits, relayed
that several audits of the pilot project have been conducted
including one by the Ofice of Managenent & Budget (QOVB)
regardi ng contract conpliance; that the DGS has been performng
quarterly benchmark audits; that the DGS s first quarter audit
is concluded; that the only results available from the second
quarter pertain to the cost of goods; that the DGS s benchmark
audits investigate the cost of goods - conparing the cost of
goods purchased by the contractor wth the cost of goods
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purchased by the state - the tinme used to process orders, the
utilization of Alaska vendors, and the mstakes nade by the
contractor; and that it is anticipated that the final audit for
the pilot project's contract should be available after June of
2006.

CHAIR McGU RE noted that one of the problenms with the pilot
project is that under its current sunset date, it is now too
late to institute the project fully.

[Following was a brief discussion regarding what material
menbers' packets shoul d contain.]

2:02:29 PM

SCOTT HAWKI NS, General Manager, Material Services, Al aska Supply
Chain Integrators, LLC (ASClI), relayed that ASCI was founded in
1999 to provide purchasing, warehousing, and other aspects of
supply chain managenent to the Alaska North Slope (ANS) oi
fields; has since grown to about 150 enpl oyees; has devel oped a
full suite of e-commerce tools here in Alaska that conpete with
sone of the best e-commerce tools available nation- and worl d-
w de; and uses those tools to transact business on behalf of its
custoners, and to deliver streamining, automation, and cost
savi ngs. Remarking on the ability of ASCI to specialize in
procurenent, he added that ASCI sees a future in "back office
process operation” in both the public and private sectors, since
procurenent is typically not the primry business of nost
organi zati ons.

MR. HAWKI NS expl ained that after the pilot project's originating
| egi sl ation, House Bill 313, passed the legislature, ASCI - one
of the two proposers to engage in the resulting "request for
proposal s (RFP) process - was selected as the contractor to
operate the pilot project and has been operating that project
since July 2004. He said that ASCI supports HB 257, adding that

the bill will elimnate the pilot project's current sunset date,
wi |l expand the administration's authorization to institute such
a system in other departnments, and wll provide the
admnistration nore flexibility in which to find the project's
opti mal val ue. He said that from the perspective of the
contractor - ASCI - the cost savings that were prom sed have

been delivered, both through a decrease in personnel costs and
t hrough a decrease in the cost of catal og purchases.

MR. HAWKINS relayed that the estimate of savings in personnel
costs is based on a state feasibility study and on what ASCl's
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contract wll pay [its enployees] conpared to what state
enpl oyees were getting paid. The estimate of savings for the
cost of goods - catalog purchases - is based on a recent report
using catalog data involving nearly 1,000 transactions that
occurred over the first six nonths using the e-commerce web
t ool s. He indicated that to the degree that ASCI is allowed to

operate the project as it was envisioned, ASCI will be able to
deliver the cost savings as pronmi sed. Referring to a handout in
nmenbers' packets, he predicted that there will be a savings of

nearly $200,000 "over the first termof the agreenent.”

CHAIR McGQU RE asked M. Hawkins to describe the basic concept
behi nd what ASCI does.

MR HAWKI NS sai d:

W don't actually buy the goods and take ownership of
them and resell them we sinply operate the processes
on behalf of the custoner. So a purchase order for
"BP," for exanple, goes out as a BP purchase order. A
purchase order for the State of Alaska, or our
contract for the State of Alaska, is witten on State
of Al aska procurenent forns.

But what we do is we conme in and - through the use of
these web tools, through the use [of a] very intensive
process of measuring and netrics and those types
things - process control by specializing and taking it
seriously and managing this process very intensively
on a day-to-day basis; we're typically able to deliver
cost savings of 25-40 percent in the overhead of
actually just operating the adm nistrative processes.

The cost of goods are over and above that, and that

depends a lot on ... where a custoner is, how good a
job do they do of managing their current (indisc.).
But with our tools, tools like "reverse auctions,"”
tools like getting catalog agreenents set up and

getting conpetitive situations in place, we can

del i ver cost-of-goods savings going forward too. And
how nuch of that there is really just kind of

depends on what you experience as you go forward.

2:10: 09 PM

REPRESENTATI VE GARA asked whether ASCI's conclusions regarding
cost savings are based on the DGS's quarterly benchmark audits.
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MR. HAWKINS said the ASCI's conclusions are not based on the
DGS' s audits, which he characterized as not being based on
statistically valid sanples. The handout in nenbers' packets,
in conparison, provides statistics based on 972 transactions and
shows a decline of 3 percent for the cost of goods. He posited
that this decline is the result of using e-commerce tools, which
facilitate the purchasing of goods at the best price available
to the state.

2:14:31 PM

MR HAWINS, in response to a coment, clarified that reverse
auction is nerely one tool by which to set up agreenents,
whereas the process of going into the "smart catalog" tool
ensures that the best pricing under the state's existing
contracts is avail able.

CHAIR MGU RE offered her wunderstanding that nany state and
| ocal governnent entities have chosen to privatize their
procurenent process. She relayed that in spite of the fact that
the state's current procurenment code has sone great provisions,
such as preferences for Al askan-owned, wonen-owned, or mnority-
owned businesses or for Al askan made products, she disagrees
with statenents she's heard that the entire procurenent code is
a great one. She asked M. Hawkins to explain whether the bil
has incorporated the aforenentioned preferences, and whether
such preferences are being utilized by ASCI. She also asked M.
Hawki ns to address the issues of integrity and corruption.

2:17:45 PM

MR. HAWKI NS opined that the latter question goes to the heart of
the policy issue. He offered:

Pretty nuch everything that's contracted out to the
private sector by governnent, at one tinme along the
way, was considered controversial. ... Procurenent is
a perfect candidate for this type of thing because
it's very "back office" and adm nistrative. As the
agent for the state, we don't nmake a decision to spend
any noney. The requisition cones to us, the budget
authority cones to us, and our job is to sinply carry
that out. If there's a significant anount of noney
involved, there's always a conmttee of end users -

a proposal evaluation review conmttee - that
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makes the final decision, and what we end up doing is
really performng clerical adm nistrative services.

In terms of the inherent integrity, | would submt to
you that ... corruption happens everywhere and [that]
governnents are not immune [and] governnent enpl oyees
are not i nmune. You can see exanples in history of
government enpl oyees having committed those types of
t hi ngs. In the case of a private contractor, there's
a great deal to |ose. This is our business. I f we

were ever found to be steering business to a crony, or
anything like that, it would hurt the entire conpany,
it would hurt the value of the entire conpany. I
woul d subnmit to you that we have a great deal nore to
|l ose, and a great deal nore incentive to keep it
pristine.

Governnents are not the only institutions that are
concerned with this type of +thing; the other big
clients of our, such as the oil conpanies, are also
very concerned with that type of thing - they have
sharehol ders that care a great deal about that type of
thing. And, again, the standards of conduct are very,
very high, and there, as well, if we were ever ...
found to be doing anything like that, it would be
devastating to the conpany. And so we are extrenely
vigilant and extrenely concerned and watch that type
of thing very carefully, because, [ as] in all
business, if we aspire to grow and really turn this
into a nuch larger Al aska success story than it
already is, our reputation has got to be very, very
cl ean.

MR. HAWKINS then noted that there were no preferences in the
original legislation authorizing the pilot project, but relayed
that the ASCI does not have any objections to, and in fact
supports, abiding by the preferences currently in Al aska's
procurenent code. He pointed out that the ASCI's contract
contains a requirenment that the ASCI take a proactive stance
with regard to "buy Al askan," but surm sed that adhering to such
preferences does not alter things statistically; rather, where
it really matters is in the creation of the specifications and
the framework for procurenent, in order to ensure that those
specifications and framework won't inherently exclude Al aska
busi nesses or inherently advantage out of state businesses.

2:22:15 PM
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REPRESENTATI VE GARA noted that the DGS s audit information and
the ASCl's statistics appear to conflict with each other wth
regard to whether there has been any cost savings to date.

MR. HAWKINS opined that the DGS' s audits are not designed to
provide an answer to the question of whether the cost of goods
has decreased, particularly given that those audits are based on
extrenely small sanples and non-catal oged data. He added:

The best data we have, that |'m submtting to you, is
the 972 transactions that are based on the catalog
where you have a very high likelihood of an apples to
appl es conparison, [where] you have a very large

nunber of transactions. And [I] would submt to you
that if you look at the two data sets, one wll
support concl usions, the other one will not.

REPRESENTATI VE GARA asked why the legislature is not sinply
waiting for the pilot project to run its course.

2:24:12 PM
MR. HAWKI NS explained that the sunset is fast approaching on a

project that is only being tried on an extrenely small scale, a
scale, he opined, that is too small to really denonstrate the

systenis full value and capabilities. He remarked that the
project will continue to be in transition for sonetinme, and so
the full value of it will only energe over a period of years.

He offered belief that it is very inportant to allow the project
nore time and nore flexibility so as to be able to find its
optimal application.

2:26: 05 PM

REPRESENTATI VE GARA said he is concerned that it is premature to
make a decision on this issue before the final audit 1is
avai |l abl e.

MR. HAWKINS opined that one would be hard pressed to find a
program anywhere in state governnent that's nore carefully
scrutinized and audited than the pilot project. He reiterated
his belief that the legislature ought to nove forward and
gradually, responsibly, build the program out to its ful
potenti al .
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CHAIR McGU RE indicated agreement with M. Hawkins's coments
regarding the pilot project's sunset, adding that her concern is
that there are sone other departnents that would like to use the
af orenentioned tools but can't. She said she would al nbst go so
far as to say that the pilot project is being sabotaged because
it mght pose a direct threat to the very people who are
required, for the project's success, to conply with it. She
noted that the City of Anchorage has recently instituted the use
of e-commerce procurenent tools.

2:30:46 PM

REPRESENTATI VE GARA said there is a junp between saying that the
state should engage in "e-procurenent” and saying that
procurenent should be outsourced. "If we need to nodify the
state law so the state can do nuch nore vigorous e-procurenent
like the Gty [of Anchorage] is, that's one thing, but ... |
don't wunderstand why we have to outsource that function,” he
added.

REPRESENTATI VE ANDERSON offered his belief that M. Hawkins has
been innovative, and noted that sonme nenbers of the |egislature,
during the |ast el ection, ran on a platform pronoting
outsourcing as a way of realizing efficiencies. He indicated a
preference for noving forward wth [the bill] and sinply
continuing to assess the project's efficiency and provide ASCl
the tools with which to expand.

2:32: 39 PM

REPRESENTATI VE GRUENBERG sai d t hat accordi ng to t he
af orenenti oned chart, it appears that the mpjority of the cost
savings is the result of the | oss of people' s jobs.

MR. HAWKI NS concurred, reiterating that six ASClI enployees are
now doing the work that was previously done by 10 state
enpl oyees.

REPRESENTATI VE GRUENBERG opi ned that that is sinply another way
of saying that by automating the way things are done and thus
el imnating people's jobs, things can be done nore cheaply.

MR. HAWKINS concurred, but remarked that the premse of the
project is "this rigor (ph) and catalog and system franework.
He predicted that if ASCl can deliver even just a 3 percent
reduction in costs, that equates to a savings of between $15
mllion and $20 million per year.
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REPRESENTATI VE GRUENBERG asked how nany jobs woul d be | ost.

MR HAWINS said that is not known, but offered his belief that

state procurenent officers will always be needed for the types
of procurenent that are nore suitable for state enployees to
perform such as construction procur enent, whi ch he
characterized as "large-dollar/high-risk" procurenent. He
added:

It's hard to say, at the end of the day, how many

woul d be affected, but [that] ... cones to the point

of why the expansion is inportant, ... that in any

gi ven agency, you nmay not take on the entire piece.
This is really about nore the lowdollar repetitive
types of things that lend thenselves to streamining
and automation. And finding that econom c sweet spot,

across several agencies, is probably nore feasible

that trying to fully inplement a smaller nunber of

agenci es.
2:35:29 PM
REPRESENTATI VE CGRUENBERG said he is concerned about the
potential job |osses, particularly for those living in his
district. He pointed out that downsizing and making things nore
efficient will have an inpact on jobs, and surm sed that sonme of
t he questions raised by downsizing include: "How do we redirect

their enployability? Wat do we do [for] the people who |ose
their jobs? How do we keep them enpl oyed?” He opined that the

state has a responsibility to ensure - though of course not
t hrough keeping everyone enployed at governnental expense - to
have a healthy econony; "governnental efficiency” and "people

losing their jobs" are sinply two ways of saying the sane thing
- it is the sane issue regardless of howits terned.

2:37:41 PM

MR. HAWKINS remarked that affecting the enploynent of existing
state enployees is ASCl's least favorite part of "this whole
proposition.” He offered his understanding that sone of the
enpl oyees whose positions were affected during the first phase
of the pilot project were due to retire anyway and so took the
opportunity to do so, and that the rest of the enployees whose
positions were affected have since filled other positions in
state governnment. He relayed that ASCI would be very supportive
of anything that would provide sone transition assistance to
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t hose whose positions are affected by the expansion of the pil ot
project, and noted that ASCI had in fact made job offers to al
of the aforenentioned non-retiring procurenent staff, but none
accepted a position with ASC. He surmsed that this was
probably due to their preferring to maintain enploynment wthin
the state's retirenent system He offered:

But as we nme nove forward, | would expect that to
change, particularly if there's a perception that the
political will exists within this body, and that this
is an ongoing, long-term program | believe enpl oyees
would be nore inclined to join our conpany or a
conpany |ike ours; they would have an opportunity to
be part of a technology-driven enterprise - that
option would be there. But for those that want to do
sonet hing el se and change careers, we would [be] very

positive on transition assistance ... because ... we
don't relish that aspect of this, this process of
- [as] economsts call it - "creative destruction.”
That process has winners and | osers, and we synpathize
with that.

2:39:38 PM

REPRESENTATI VE COGHI LL renmarked that although the advent of
conputers has drastically changed the enploynent scene, it has
never stopped anyone from being enployed. An i nproved system
al ways rai ses problens regarding enpl oynent, he added, but noted
that he is predisposed to privatization. He offered his belief
that Conceptual Anmendnent 1 will result in a better procurenent
systemand wll allow the state the flexibility to make use of a
private procurenent system He offered his understandi ng that
the bill requires conpliance with the state's procurenent code.

2:42: 27 PM

JI' M DUNCAN, Business Manager, Al aska State Enpl oyees Associ ation
(ASEA), provided nenbers with a copy of a portion of the DGS' s
second quarter audit of the pilot project, and noted that it
contains a chart which illustrates that the cost of goods, when
purchased by ASClI, increased by 3.308 percent in one table and
i ncreased by 70.409 percent in another table; taking the average
of those two tables, the total increase in the cost of goods
when purchased by ASClI is 16. 348 percent.

REPRESENTATI VE  GRUENBERG surm sed, t hen, that that chart
illustrates that under the pilot project, there haven't been any
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savings except for what was saved because of the Iloss of
posi tions.

MR. DUNCAN concurred. In response to comments, he pointed out
that the current state procurenment code doesn't need to be
changed in order to allow for e-procurenent; all that is needed
is for the adm nistration to have the correct tools. It was not
necessary for e-procurenent to be outsourced; furthernore, no
other local or state governnent entity has ever outsourced
procur enent . He assured the commttee that if a system can be
enpl oyed whereby things can be done nore efficiently, the ASEA
would work wth the legislature to inplenent that system
notwi t hstandi ng the potential for job |oss.

MR. DUNCAN referred to a federal docunment entitled, "OVB
Circular No. A-76", which gives direction to the heads of
departnments and establishnments to be very careful with regard to
what gets privatized, and which also indicates that sone
activities are inherently governnmental and so should only be
performed by governnment enpl oyees. He relayed that the
af orenenti oned docunent says in part:

An inherently governnental activity is an activity
that is so intimately related to the public interest
as to mandate performance by governnent personnel.
These activities require the exercise of substantial
discretion in applying governnent authority and/or

maki ng decisions for the governnent. | nherently
gover nnent al activities normal ly fall into two
categori es: the exercise of sovereign governnent

authority or the establishnment of procedures and
processes related to the oversight of nonet ary

transactions or entitlenments. An i nherently
gover nnent al activity involves: C [e] xerting
ultimate control over the acquisition, use, or
di sposition of United States property (real or
per sonal , tangi bl e or i nt angi bl e), i ncl udi ng
est abl i shi ng policies or pr ocedur es for t he
collection, control, or disbursenent of appropriated

and ot her federal funds.

MR. DUNCAN surm sed that via this docunent, the [current] "Bush
Adm ni stration” is saying that [ gover nnent al | pr ocur enent
doesn't lend itself to privatization, adding his belief that the
public should be able to trust that the procurenent process is
being handled in a professional manner under strict guidelines.
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2:50: 33 PM

REPRESENTATI VE GRUENBERG asked about possible constitutional
pr obl ens.

MR. DUNCAN relayed that a nenorandum - dated April 8, 2005 -
that he provided to the commttee during the bill's |ast hearing
says that HB 257 would deny Al aska businesses and individuals
equal protection under the |aw because it sets one contractor
above the others and does not necessarily provide equal access
to businesses. He characterized this as a serious
constitutional question that should be addressed by the House
Judi ci ary Standing Conmittee.

2:52: 04 PM

CHAIR MGURE pointed out that Title [36] - the state's
procurenent code - already contains 47 exenptions, including an
exenption for the university.

MR. DUNCAN expl ained that the current procurenent code was put
in place in 1985 and was a nodel code at that tinme, endorsed by
the Anmerican Bar Association (ABA); since that tine, various
groups have conme before the |egislature and asked to be exenpted
fromthe code. He added that he is not suggesting that granting
all those exenptions was the correct thing to do, but is nerely
acknow edging that they did get adopted through the |egislative
process.

MR. DUNCAN offered his belief that contrary to Representative

Coghill's understanding, HB 257 will not require the contractor
to conply with the state's procurenent code. Under the current
procurenent code, the public knows what the rules are - rules
that were established by the |egislature - but under HB 257, the
| egi slature would no |onger set the rules. Instead a private
contractor and the admnistration would set the rules. Thi s
will result in a loss of transparency; the public would not be

aware of what those rules were, and the legislature would no
| onger be assured that those rules would include conpetitive
procedures or give vendors the right to appeal or protest an
awar d.

MR. DUNCAN, in response to comments, clarified that he is nmerely
saying that HB 257 woul d not provide transparency.

2:56: 46 PM
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REPRESENTATI VE GRUENBERG offered his recollection that when the
university canme before the legislature asking to be exenpted
fromTitle 36, the testinony was that the university already had
it's own procurenent systemin place.

2:57:27 PM

BARRY JACKSON - Procurenent Analyst; Project Manager; Programmer
Anal yst - Resource Data, Inc. (RDI), on the subject of how many
positions are currently doing procurenent-related work, he said
his research indicates that there are between 200-300 positions

spread out anong the departnents - with 6 of those positions
being in the DOA's DGS, and characterized the current system as
strongly decentralized. He opined that a decentralized

procurenment system di m nishes savings, fairness, and expertise.
Furthernore, operational pressures, personal preferences, and
differing operational standards reduce the diligence with which
the rules of fairness are applied. The inability to recognize
and consolidate repetitive purchases of goods and services
di m ni shes significant opportunities to save noney, and simlar
procurenent problens are resolved differently from departnent to
depart nment.

MVR. JACKSON said that in conparison, in a centralized
environment, the rules of fairness are better enforced, and
consolidation opportunities are recognized and nore dependabl e;
as a result, cost savings are also nore dependable.
Furthernore, expertise in subject nmatter is fostered and
devel oped, and "best practices" can be identified, resulting in
nore satisfactory transactions between the state and its
suppliers. He offered his belief that the current pilot project
offers [the state] an opportunity to realize the benefits of an
appropriate degree of centralized procurenent w thout the usua
di sadvant ages.

MR JACKSON went on to say:

In a mature application of ASCI's e-conmerce tools,
the user virtually elimnates paper pushing from the
procurenent process. The tools allow instantaneous
orders for comopdities and services found in the
custom zed catalog, the wuser gets instant feedback
[and] instant accountability with regard to receipt of
goods, red tape is cut, and it provides for corporate
delivery. Al of these things add up to the potenti al
for increased savings. It also nmeans that through the
e-comerce tools ... there's an ability to analyze
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procurenents across departnental lines to identify
consolidation opportunities and target them for

addi ti onal savings. Subject matter experts are
developed in a centralized procurenent setting, which
[allows] us to address procurenent |issues across
departnental |ines. In conpetitive scenarios, e-

conmerce procurenent processes can give access to all
qualified interested bidders and virtually elimnate
the burdensone waiting periods that now characterize
t he manual process.

Regardi ng the subject of the potential for corruption,
I'd sinply like to point out that «currently the
departments can spend up to $50,000 at a crack wi thout

neeting formal bidding requirenents. It's ny belief
[t hat] ri ght now, under the current |l aws and
regul ati ons, that sonewhere between 50 and 80 percent
of all procurenent dollars can be spent by the

departnments w thout [then] being required to follow
the formal bidding procedures encapsulated in the
procurenent code. | [haven't] ... seen any recent
analysis of how nuch the state ... spends through
procurenent procedures, but if it's anything like the
past, that 50 to 80 percent anobunts to hundreds of
mllions of dollars per year.

The point is that this noney is spent with little or
no conpetition. The reality is, there's not much
difference between professionally adm nistered public
and private purchasing practices except for nountains

of red tape, institutionalized delay, anti quat ed
systens, and huge performance and efficiency gaps.
Routine nonitoring by [the DGS] ... for procurenent

code violations in the operating departnments is
nonexi stent, and violations are only investigated when
sone form of bad conduct is alleged by an interested
party or soneone in the departnent stunbles upon a
probl em and reports it to [the DGS].

MR JACKSON conti nued:

I suggest t hat an independent contractor wth
preservation of its investnment as its nost potent
notivation has an unbiased primary interest in sinply
doing the job as efficiently and economcally as
possible for the state. In fact, | would argue that
and independent contractor is in a stronger position
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to resist pressures to commt bad practices. Such
pressures do exist and are difficult for state
enpl oyees to resist, because their jobs or careers can
be put in jeopardy. These pressures and conseguences
are not idle speculation on ny part. They are real.
I know from long and chall engi ng personal experience.
| argue that coupled with independent oversight, such
as this contract has with the [DGS], an independent
contractor with its own enlightened self-interest at
heart is in a far better position to rebuff pressures
to use bad practices than are rank and file state
enpl oyees.

3:04: 20 PM

MR.  JACKSON, speaking on the issue of audits, said he hasn't
ever seen scrutiny at the level being applied to ASCI, and
predicted that such a level of scrutiny, were it applied to
state procurenent operations, would reveal numerous purchasing
violations and bad practices. He opined that as a forner senior
manager of the state's procurenent system the e-comerce tools
that ASCI is providing are well-tailored to the job; will create
efficiencies, which will in turn increase user productivity; and
are the best tools he's ever seen for bringing e-comrerce to
Al aska's state governnent.

MR. JACKSON expressed his belief that the union has one main
argunment and one goal, and characterized them as defective and
historically unattainable, respectively. He el aborated:

[Wth regard to the wunion's] argunent ... that the
union could do same thing as the contractor if they
were just given the tools and they'd do it cheaper, if
the union believes in fair play, ... then no one is
going to give the union the necessary e-conmmerce tools
free of charge and yet require their conpetitors to
build their own tools at their own expense. [I1f] the
uni ons want to conpete to provide e-comrerce tools and
services, they better fire up their venture capitali st
and create the capacity to devel op software technol ogy
and service systens to get the job done.

And they better have started a few years ago because
the need is in front of us today. If we were to
specul ate, and were it possible to turn back the clock
and provide for the unions to act as a joint venture
proposer in the pilot project RFP, is it the union's
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position that they could have won the RFP as a
straight up conpetitor to the other proposers and
preserve every one of those jobs that were lost? The
only way the RFP services could possibly be perforned
at a lower cost than the state's is to save costs by
enpl oying technological solutions that allow fewer
enpl oyees to acconplish the work.

This is because the source of funding for the contract
is the staffing budget for the procurenent function of
t he Sout heast Region of [Departnment of Transportation
& Public Facilities (DOT&PF)]. To put it bluntly,
unions would need to have an e-comrerce system at
| east the equal of [ASCI's], and they would have to
have ... cut even nore jobs if they wanted to win by
being a conpetitor. For the unions to deliver simlar
results, you have to accept the notion that they would
depl oy technology effectively and then deliver the
staff reductions made possi bl e.

Il  would submt to you that this is unlikely.
Therefore, the only likely outcone is nore cost for
technol ogy but no savings delivered. W can see an
exanple of this in the state's current use [of]
procurenent technology - the Buyspeed program [the
DOT&PF] inplenented this several years ago, but it is
i npl enented poorly and serves only to require re-input
of paper records and absorb tens of thousands annually
in licensing costs. The nunber of people who are
capable of wusing it fully can probably be counted on
the fingers of one hand.

MR. JACKSON added:

Second is the union's goal of preserving every |ob

regardl ess of the march of ... progress. This battle
has been |ost over and over by unions all over the
world. The goal can't be reached in the long run. In
i ndustry, including the industry of gover nnment ,
technol ogi cal progress usually reduces or transforns
staffing requirenents. I nstead, enlightened unions
have found another per spective, one which is

ultimately much nore valuable to union nenbers. That
perspective is not to oppose the adoption and
advancenment of technology, but to bargain for ways to
retrain, reeducate, and reequip their nenbers to
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conpete anew in the working world, whether with the
same enpl oyer or a new one.

Attenpting to block the march of progress because it
m ght cost jobs of nenbers is a classic union tactic
which hasn't worked in the past 100 years and won't
wor k here, now. | would like to remnd the commttee
that | say this as a fornmer president of [the Al aska
Public Enpl oyees Association (APEA)] and a founding
menber of the group that created the [ASEA].

Regardl ess of who inplenents it, including the union
itself, e-comerce technology wll result in staff
reductions, or at least it will if [it] successfully
delivers efficiencies. Hel ping those who wll be

affected to prepare for and find other desirable
enployment is the correct role for the wunions to
pur sue.

3:09: 35 PM

MR,  JACKSON concluded by saying that HB 257 presents an
opportunity to look into the future in search of inprovenents.

Passage of HB 257 will allow the state to avoid an unnecessary
expenditure of public funds while saving the state significant
anounts of noney, increasing efficiency, and increnentally

extending the use of e-comrerce tools throughout state
government over the next few years. He offered his belief that
the introduction into state procurenment of e-commerce tools and
services, specifically the tools and services created and
provided by ASC, is an wunalloyed good. The technology is
avai l able now, the capacity to inplenent it is present, and the
cost reduction is real; all that is needed is the resolve to do
t he obvi ous.

3:11: 02 PM

LAURA LAVRENCE - after noting that she has been enployed by the
DOT&PF for 24 years, specifically in the field of procurenent
for [the last] 21 of those years - said she would be speaking in
opposition to HB 257 and SB 160. She indicated that those in
the field of procurement are required to sign numerous
agreenents [of conpliance wth] the rules and regulations
dictated by the state to control purchasing; violating those
agreenents would nake one guilty of a class C felony. The
current procurenent policies, codes, and statutes were put in
place to stop unorthodox purchasing and garner the public's
trust.
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M5. LAWRENCE offered her understanding that ASCI has readily
admtted to doing business with one of their own conpanies and

then admtted that doing so was a m stake. How many such
m stakes will be allowed, she asked, given that ASCH is not
required to follow the state's procurenent code. How nuch
busi ness and noney will be diverted to only particular groups or
ASCl's favorite venders? She characterized "this" as a
disservice to the entire state's business community as well as
to local taxpayers. To illustrate her point, she offered a

hypot heti cal exanple wherein a small-to-average Al askan business
finds itself having to conpete with a national corporation that
is exenpt from the procurenent rules which the Al askan conpany
nmust foll ow She I|ikened such a scenario to taking on Mhaned
Ali with one's hands tied behind one's back. How could one
expect the local conpany to follow the state's rules and becone
| ow bidder while the conpany that's operating the pilot project
is exenpt fromthe sane rul es?

M5. LAWRENCE relayed that many Al aska venders |ook forward to
the yearly bids for commodities in excess of $5,000, and nake

yearly inquiries as to when those bids are due to cone out. |If
the state were to provide for and allow the state's purchasing
departnents t he infrastructure to pur chase st at ewi de

requirenents electronically in the international narketplace, is
it likely that ASCI could remain the |ow bidder? She opined
not . She asked whether the committee is aware that the DOT&PF
al ready has an electronic [procurenent] system in place but has
been prevented from fully utilizing it. "Untie our hands," she
said, "and we can provide all the supplies and services at a
rate equal [to] or better than the outsource conpany while
keeping the jobs and tax base within the state.™

MS5. LAWRENCE went on to say:

| feel the state set the rules on wusing instate
vendors to help stinulate |ocal economes and ensure

| ocal enpl oynent. This ends up being nore effective.
The noney returns to the |ocal economes and the state
of Alaska instead of out-of-state stockhol ders. Ve
have a fiduciary responsibility to the people of this
state. These bills appear to be noving entirely too
fast in regard to outsourcing procurenent. The pil ot
program with ASCI [has] ... undergone only nine nonths

of a trial period; that's not I|ong enough for a
thorough audit to take place. [Only] tinme wll
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determ ne the success of such a pilot as suggested in
the original bill.

Purchasing for the [Departnent of Transportation &
Public Facilities] in itself is a vast undertaking,
given the logistics, needs, and |ocal services that

are required to fulfill many of the demands needed to
operate our highways and airports safely. [ m
confident that an outsource conpany will not be able
to take on these responsibilities in a fair manner
that will be just to our |l|ocal conpanies, nor wll
they be aware of the ... local logistical problens

that are innate to the individual areas.
MS. LAWRENCE concl uded:

Furthernore, ASClI is wusing State of Al aska office
space, office equipnent, and a warehouse to operate
their purchasing automation. Are these costs being
taken into consideration when audits are being

[conducted]? Their lack of infrastructure ... shows
in itself that they are not in a position to take on
such a vast responsibility. They were not prepared to

handle two nore entities. How can we expect them to
handle the entire state of Al aska procurenent
function. ... Thank you for letting nme speak.

3:17: 09 PM

GAIL KOZLOMSKI said that in her job wth an Al askan-owned
business and office supply conpany, she works wth the
Department of Public Safety (DPS), the Departnent of Natural
Resources (DNR), and the DOA, and sees a lot of conpetitive
bi ddi ng and enployees attenpting to manage their state funds
appropriately. She added:

Qur custonmers can go to our web site or our
conpetitor's web site [and] look right at their
contract pricing. The supplies can be delivered in a
24-hour turnaround [period] wthout any paperwork if
they so choose or they can get a hard copy. But this
is e-commerce at its best. The state enpl oyees have
the option to use their state contract or go to bid.
They' ve done this effectively w thout going through a
third party.
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How many of you have canpaigned on increasing jobs in
Al aska? | agree with [Representative] G uenberg about
| osing jobs locally. Wio has the best interest of
state funds at heart? Enployees who are paid by the
state, or a nonstate enployee who has no vested
interest?

Qur Al askan prisons are nmking furniture for state

of fices. It may not be the cheapest to purchase, or
it may be, | don't know the pricing on that, but the
point is, we are utilizing our prison inmates and
teaching them a viable job skill to help make them a
nore productive nenber of society when they finish
their term in prison. Do we want to elimnate this
type of job skill and training as well? Thank you for

| etting me share my thoughts.
3:.19:12 PM

ELLEN KUBI AK - noting that she works for an Al askan owned and
operated conpany - said she can't believe that the state is even
considering outsourcing procurenent. She relayed that the
conpany she is enployed with is keeping its head above water
trying to keep the big box stores from getting all the
procurenent business in her area, and has done very well for
itself and the state. For exanple, by utilizing the conpany she
works for, the [the DOT&PF] saved the state $600 on a bid for
basi ¢ suppli es.

CHAIR McGQU RE offered her wunderstanding that wunder the bill
everyone wll have to conply wth the bidding preferences
regardi ng "made in Al aska" and Al askan- owned conpani es.

M5. KUBI AK said she nerely wants to offer her support to the
state's professional procurenent officers, and remarked that
they are doing a great job and that she resents the possibility
that those people could |lose their jobs.

3:20: 55 PM

DONNA SCHELIN sinply relayed that she would be faxing sone
information to the committee.

3:21:12 PM

KEN BROM nentioned that he has worked for the state in the
field of construction procurenent for the last 20 of his 30
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years of state enploynent. He opined that if HB 257 nobves

forward, it will result in the loss of approximately 200 state
positions, and that such should not be the way to run a pilot
project, especially given that the goal of the original bill was

to take advantage of the benefits provided by e-procurenent.
The union's response to ASCl's proposal was to nerely |ook at
the conparison between state salaries and the contract anount,
he remarked, and suggested that outsourcing is not something
that should be treated with callous indifference.

MR. BROWN offered his belief that the issue of outsourcing state
functions was addressed in the 1994 Al aska Suprene Court case,
Moore v. Alaska Departnment of Transportation, wherein the
concern was that privatization can be used as a neans of
subverting state requirenents regarding worker qualifications,
conditions of enploynent, and enploynent benefits. He opi ned
that privatization violates public policy by allowing the state
to avoid enploynent costs which it would otherwise normally
bear, and suggested that those benefits are intended to ensure
that public enployees, especially in the area of procurenent,
are above the fray and won't be easily nmanipul ated, that those
enpl oyees will be working for the common good and benefit of all
Al askans.

MR. BROWN rel ayed that although the court in More supported the
| egitimacy of outsourcing, that view rests on the fact that
there are protections under the law, specifically the court said
in part: " to the extent that privatization creates a risk
of exposing state workers to political influence, that risk is
| argely obviated by provisions of the State Personnel Act and
state personnel rules dealing with |ayoffs and by provisions of
the State Procurenent Code and the rules promul gated thereunder

dealing with state contracts.". He opined that HB 257 throws
out the state's current procurenent code, which, he surmsed, is
there for a reason. Furthernmore, the procurenent code is

referenced in other statutes, by reference adopts the [Uniform
Comercial Code (UCC)], and provides crimnal penalties for
m srepresentation and for anticonpetitive practices.

MR. BROM relayed that Oregon, with the help of firms simlar to
ASCl, has instituted a "Buysmart" e-commerce [system] wthin
state governnment, thus elimnating the need to outsource
peopl e's jobs. He predicted that noving forward with HB 257
will engender a fight, since there are various forns of
protection for state enployees, and nentioned that the pilot
project's contract allows ASCI to raise the current limt on
counterproposals but state procurenent officers were not given

HOUSE JUD COW TTEE -32- April 18, 2005



t he sanme advant age. In conclusion, he offered his belief that
in the RFP for the pilot project, certain costs were not
i ncl uded.

CHAIR MGU RE closed public testinmony and relayed that HB 257
[ as anended] woul d be held over.

HB 133 - LOCAL BOUNDARY COWMM SSI ON REGS & PONERS

3:28: 36 PM

CHAI R McGUI RE announced that the final order of business would
be SPONSOR SUBSTI TUTE FOR HOUSE BILL NO 133, "An Act relating
to incorporation of boroughs and to regulations of the Local
Boundary Conmm ssion to provide standards and procedures for
muni ci pal i ncor poration, recl assification, di ssol uti on, and
certain nmunicipal boundary changes; and providing for an
effective date." [Before the commttee was CSSSHB 133( STA). ]

RYNNI EVA MOSS, Staff to Representative Coghill, Alaska State
Legi sl ature, sponsor of SSHB 133, said on Dbehalf of
Representative Coghill that the bill originally did one thing

which was to say that any regulations that are adopted by the
Local Boundary Commi ssion have to be consistent with state

statute. This concept was engendered by the discovery of a
regulation that allowed for an aggregate vote to be used to
annex land into a borough. State |law, however, requires the

annexation of land into a borough to be decided at an election
of the voters living in the area to be annexed, and it nust pass
by a mpjority vote. She explained that the aggregate vote
allows all the residents, both of the area to be annexed as well
as of the existing borough, to vote, and if, via that conbined
vote, it is approved, the area could then be annexed. She
clarified that SSHB 133 says that both the area to be annexed
and the area of the existing nunicipality each have to approve
annexation by a nmmjority vote; this wll elimnate the
possibility of a "hostile takeover"” of an un-annexed area by an
exi sting municipality.

M5. MOSS pointed out that Section 1 says that the Local Boundary
Comm ssion may not anend a petition or inpose conditions on the
i ncorporation, which, she said, is a change in statutory
| anguage, but noted that the constitution clearly says that the
Local Boundary Comm ssion will do "this" as prescribed by |aw,
that being statutory |aw passed by the |egislature. She turned
attention to Section 2, and said that under current
constitutional authority, the Local Boundary Commr ssion can take
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a proposal to the legislature for its approval w thout a vote of
the people; Section 2, in contrast, says that there needs to be
at least two public hearings and that there should be a vote of
t he people. Ms. Moss noted that Legislative Legal and Research
Services told her that Section 2 probably would not survive a

constitutional challenge. She said that she had an anendnent
prepared that would take out the election provision so that the
bill could withstand such a chal |l enge.

REPRESENTATI VE GRUENBERG commented that he had asked that this

bill be referred to this commttee specifically to deal with the
constitutionality of the bill. He suggested that the |anguage
on page 2, line 5, "and shall notify the director of elections
of the incorporation proposal”, be deleted fromthe bill

REPRESENTATI VE COGHI LL, speaking as the sponsor, said he would
prefer to delete the |anguage rather than approaching it from a
severability issue because of the costs associated with trying
to defend it. He said:

| appreciate the severability issue, but | don't want
the rest of the bill to get put in a place where a
court can put the whole thing under a cloud when all |
wanted was a sinple, little fix. ... Under this bill
we're testing the legislative authority against the
boundary conm ssion authority, and |'m asserting,
rather strongly, legislative authority here. However,
there [are] ... sone real constitutional reasons for
t he boundary comm ssion, and when we go back and we've
studied it in the different conmttees that we' ve been

in, I would be satisfied in taking this portion out
because it still then allows tw public hearings in a
comunity, which, to ne, ... kicks a door open for
nore public process. And then the vote wouldn't be
required.

3:35: 00 PM

REPRESENTATI VE GRUENBERG agreed with Representative Coghill and
therefore announced that he would not offer his anendment
| abel ed 24-1LS0512\Y.1, Cook, 4/13/05, which read:

Page 3, following |line 22:
I nsert a new bill section to read:
"* Sec. 6. The uncodified law of the State of
Al aska is anmended by addi ng a new section to read:
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SEVERABI LI TY. Under AS 01. 10. 030, if any
provision of this Act or the application of it to any
person or circunstance is held invalid, the remnai nder
of this Act and the application to other persons or
circunstances are not affected.”

Renunber the followi ng bill section accordingly.

REPRESENTATI VE GRUENBERG commented that he didn't see any
serious problem with requiring the Local Boundary Comm ssion to
hol d two public hearings.

REPRESENTATI VE COGHI LL noted that the Local Boundary Conmi ssion
was anenable to having two hearings, but [language on page 2,
| ine 5] becane problematic.

M5. MOSS relayed that forner Lieutenant Governor Jack Coghill
testified at a House State Affairs Standing Commttee hearing
during which he was asked about Section 1. She said that he
offered his belief that the bill put into statute what the
intent was of the constitutional convention. She commented, "
think those are sone very strong words that support
Representative Coghill's desire for the legislature to make sure
that the Local Boundary Comm ssion is not stepping out of
[its] bounds."

REPRESENTATI VE = GRUENBERG expl ai ned that hi s [ un- of f ered]
anmendnent really just calls attention to the general

severability statute, but it really doesn't add anything. He
reiterated his belief that the commttee should instead adopt
Representative Coghill's suggested change.

3:37: 00 PM

REPRESENTATI VE GRUENBERG asked whether the Departnent of Law
(DAL) woul d have any probl em defending Section 1 of the bill

SARAH FELI X, Assistant Attorney General, Labor and State Affairs
Section, Gvil Division (Juneau), Departnment of Law (DQL),
stated that she was attending the neeting on behalf of Marjorie
Vandor, who is assigned to the Local Boundary Comm ssion's work
and who woul d be back in Juneau tonorrow. M. Felix stated that
Ms. Vandor had said that she is concerned about Section 1 of the
bill. M. Felix continued:

[ M5. Vandor ] indicated that the Local Boundary
Commi ssion is one of the few constitutionally created
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comm ssions, and that the franmers expressed an intent
that boundary decisions be nade at a statew de rather
than a |ocal |evel because of the statewi de interests
in the nunicipal organization of Al aska. Case | aw,
interpreting the Local Boundary Conm ssion authority,
has found that the conm ssion has discretion to alter
boundaries presented in incorporation petitions.

Case law has also recognized the Local Boundary
Comm ssion's constitutionally-based authority. ..
However, we know that not every 1issue has been

deci ded. | nmean, there has been sone litigation
concerning the authority of the Local Boundary
Conmi ssion but there are still a lot of unanswered
guesti ons.

The line dividing the Local Boundary Conm ssion's
constitutional authority and t he | egi slature's
authority to enact laws restricting the Local Boundary
Comm ssion's authority IS not entirely cl ear.

Exi sting precedent suggests that renoving the Local
Boundary Commi ssion's authority to change boundaries
in incorporation petitions raises a constitutional
i ssue.

MS. FELI X added:

Ms. Vandor wanted ne to stress that her reading of the
constitutional debate indicates that the franers
i ntended that the concept behind adopting the
constitutional provi si on aut hori zi ng t he [ Local
Boundary Commission] was that political decisions
don't wusually create proper boundaries and that
boundaries should be established at the state |evel
and that the advantage of the nethod proposed in the
constitution for the Local Boundary Conmi ssion lies in
placing the process at a level where areaw de or
statew de needs can be taken into account, and that by
placing that authority in this third party - the
comm ssion - the argunments for and against boundary
changes can be anal yzed objectively.

3:40: 39 PM

M5. MOSS noted that the case law is based on a state statute
that this bill would change. She also pointed out that the
constitution says that the [Local Boundary Comm ssion] nay
consider any proposed |ocal governnent boundary changes, but
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doesn't say that the comm ssion can anend or alter it. She

opi ned, " think the legislature definitely, under the
constitution, has the authority to change this statute and
direct the Local Boundary Conm ssion." She stated that Article
XI'l, Section 11, [of the Alaska State Constitution] says that

"by law' and "by the legislature" can be used interchangeably
wth regard to |awnmking powers; therefore, she concluded,
"prescribed by |aw' doesn't mean the constitution or the Loca
Boundary Comm ssion, but instead neans statutes that are passed
by the | egislature.

3:41: 42 PM

EDGAR  BLATCHFORD, Comm ssi oner, Depar t ment of Commer ce,
Community, & Econom c Devel opnent (DCCED), offered his apol ogy
for not advising the bill sponsor of the departnment's concerns
sooner. He stated:

The departnent has this obligation to be the advocate
for t he unor gani zed bor ough and to pr onot e
municipalities, whether they're cities or boroughs.
And our concerns are that [the bill] reverses the
Local Boundary Conmmi ssion's authority to anend and
i npose conditions on the petition. W' re concerned
that the voters nust first approve this annexation or
det achnment before the legislature can take action. W
are also concerned that proposals for |legislative
review nust first be approved by residents of the
ar ea. And we're concerned also that the annexation
into existing boroughs and cities would be alnopst
i npossi ble or probably inprobable w thout support of
t he annexed areas.

As it is, it's unlikely that there would be any nore
organi zed governnents in the unorgani zed borough, and
the unorgani zed borough, we believe, can remain

confident that wuntil they decide to incorporate, an
exi sting borough or city would not be able to attach
them to their boundaries. And looking at the bill as
it is ..., we believe this could inpede devel opnent of
natural resources. W believe too that as the bill

stands now, ... it would hinder the assunption of
the local responsibilities by |ocal people. And we
also believe ... that the bill could prevent | ocal

people from seizing the opportunities that conme wth
| ocal governnent.
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COWM SSI ONER BLATCHFORD noted that he had not seen any of the
proposed [anendnents].

REPRESENTATI VE COGHI LL relayed that the follow ng |anguage in

Section 2 will be renpved if the comm ttee agrees:
and shall notify the director of elections of the
i ncorporation proposal. Wthin 30 days after

notification, the director of elections shall order an
election in the proposed borough area to determ ne
whet her the voters desire incorporation. Only if the
voters approve the incorporation my the Local
Boundary Conmi ssion submt the proposal to the
| egi sl ature

REPRESENTATI VE COGHI LL went on to say:

| think we need to organize in Al aska. W need to
organi ze in boroughs. But the [Alaska State]
Constitution has allowed for unorgani zed and organi zed
bor oughs. It also said that as we begin to popul ate

and becone an econony, that we are to be considered
organi zation along several different criteria. And so
we set up a boundary commssion to help us figure
those things out. But at the end of the day, it's
going to be based on the |law that we put together that
respects the right of the individual voter. And it's
our job to protect that. It's the administration's
job to admnister. So | can recognize their
rel uctance because they're going to advocate for a
particular style that they've been doing.

[ The DCCED is] going to bring their proposals to us

and here's the action that we have: ... that the only
action that the |legislature can do is disapprove
sonet hi ng. That's a huge negative vote. Al nost
everything else we do in the legislature is

affirmative with the exception of this one issue. So
it gives the Local Boundary Conmmi ssion a huge

authority. And so the authority then has to be
carefully crafted by |aw And so | wunderstand that
[the DCCED is] concerned about it, but ... [our]

constitutional duty is to nmmke sure that t he
i ndi vidual voters in those areas are not forced into a
governnment that they don't want. ... W want a |arger
agency | ooking at the need to organize.
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3:48: 13 PM

DEBBI E THOWSON stated that she is a concerned resident of a
subdivision in Union Bay, near Myers Chuck. She stated that
she strongly believes that the best way to reflect the desires
of the comunity is to be able to let the people of the
communities vote on the issues rather than just bypassing them
to go to the |egislature.

3:49: 56 PM

VI OLA JERREL, Ph.D., Al askans Qpposed to Annexation, stated that
she was also speaking for Doris Cabana. She testified in
support of SSHB 133 and said: "Regarding any attachnents or
annexations, we want a vote of the people only in the area that
a city or another group is trying to annex. W do not want a
conbined vote; we do not want an aggregate vote." She noted

that she and Doris Cabana hired Attorney Robert C. Erwin, who is
a former Alaska Suprenme Court justice, to oppose annexation by
the Gty of Honer. She further noted that a superior court
judge in Anchorage renmanded the Honmer annexation case back to
the Local Boundary Commi ssion to consider the effect that the
Honmer annexation of 4.58 square mles had on the Kachemak
Enmergency Service Area of 214 mles.

DR JERREL referred to a neeting of the Local Boundary
Comm ssion on January 5, 2005, during which the Cty of Honer
Annexation Remand was on the agenda, and offered the follow ng
as a statenent purportedly nmade at that neeting by Comm ssioner
Robert Har char ek:

| strongly believe that the judicial system was

totally out of line in remanding us to rehear this
action. It is not in the admnistrative code, it's
not a part of our legislative procedures. ... | fee

that if we're going to send a nessage, it's to tell
the judges to stay the hell out of it because it has
nothing for themto do with it.

DR. JERREL opined that this statement by Conm ssioner Harcharek
was illegal and inappropriate.

DR. JERREL expressed her belief that the current Local Boundary
Commi ssion is not following the order of the court and therefore
the nmenbers need to be repl aced. She conti nued: "Public noney
cannot be used to deny people the due process of |aw. The
United States Constitution is the suprenme law of the land and
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everyone has to go by it, including the judges. The Local
Boundary Conmi ssion has to go by it. They have to be repl aced.™

3:53: 50 PM
CHAI R MGUI RE cl osed public testinmony on SSHB 133.

REPRESENTATI VE COGHI LL nade a notion to adopt Anendnent 1, which
read [original punctuation provided]:

Page 2, line 5:
After the word "incorporation”
Delete all |anguage through Iine 9, except the period.

REPRESENTATI VE COGHI LL said that Anendnent 1 "takes the election
out of it but |eaves the public conmment hearing init."

CHAIR MGU RE asked whether there were any objections to
Amendnent 1. There being none, Anmendnent 1 was adopt ed.

3:54:42 PM

REPRESENTATI VE GRUENBERG noved to report CSSSHB 133(STA), as
anended, out of committee with individual reconmmendations and
t he acconpanying fiscal notes. There being no objection, CSSSHB
133(JUD) was reported from the House Judiciary Standing
Committee.

ADJ OURNMVENT

3:55: 02 PM

The House Judiciary Standing Commttee was recessed at 3:55 p.m
to a call of the chair. [The neeting was never reconvened.]
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