M NUTES
SENATE FI NANCE COW TTEE
February 14, 2005
9:04 a.m

CALL TO ORDER

Co-Chair Green convened the neeting at approximately 9:04:12 AM

PRESENT

Senator Lyda Green, Co-Chair
Senator Gary W1 ken, Co-Chair
Senat or Con Bunde, Vice-Chair
Senat or Bert Stedman

Senat or Donny d son

Senat or Fred Dyson

Al so Attendi ng: SHANNON STRAUBE, Staff to Senator Ben Stevens; PAT
DAVI DSON, Legislative Auditor, Legislative Audit D vision,
Legislative Affairs Agency; CHERYL FRASCA, Director, Ofice of
Managenment and Budget, Ofice of the Governor; ER C SWANSON,
Director, Dyvision of Admnistrative Services, Departnent of
Adm ni stration; AL CLOUGH, Deputy Comm ssioner, Departnent of
Commerce, Community and Econom c Devel opnent; JOELLEN HANRAHAN,
Director, Division of Admnistrative Services, Departnment of
Commer ce, Community and Econom c Devel opnent; PORTI A PARKER, Deputy
Comm ssi oner, Departnent of Corrections; CHARLINE GRIFFIN, Acting
Director, Dvision of Admnistrative Services, Departnent of
Corrections; KAREN REHFELD, Deputy Conmm ssioner, Departnent of
Education and Early Devel opnent; EDDY JEANS, Manager, Education
Supports Services, Departnent of Education and Early Devel opnent;
KRI STIN RYAN, Director, Division of Environnental Heal t h,
Department of Environnmental Conservation; NANCY SLAGE, Director,
Division of Adm nistrative Services, Departnment of Transportation
and Public Facilities; JOHN CRAVER, Director, Admnistrative
Services Division, Departnent of Mlitary and Veterans Affairs;
JOHN MACKI NNON, Deputy Comm ssioner of H ghways & Public
Facilities, Departnent of Transportation and Public Facilities

Attending via Teleconference: From Ofnet Sites: JOHAN KATZ,
Director of State/Federal Relations and Special Counsel, Washi ngton
District of Colunbia Ofice, Ofice of the Governor; From
Anchorage: DAN SEAMOUNT, Conm ssioner/Chair, Al aska Gl & Gas
Conservati on Conm ssion, Departnent of Adm nistration; JACK HARTZ,
P.E., Senior Reservoir Engineer, Alaska Ol & Gas Conservation
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Comm ssi on, Departnent of Adm nistration; KATE G ARD, Conmm ssi oner,
Regul at ory Conmi ssion of Alaska (RCA), Departnent of Comrerce,
Communi ty and Econoni ¢ Devel opnent

SUMVARY | NFORMVATI ON

SB 60- EXTEND SUI Cl DE PREVENTI ON COUNCI L

The Committee heard from the sponsor and the Division of
Legislative Audit. The bill reported from Conm ttee.

SB 98- SUPPLEMENTAL APPROPRI ATI ONS: FAST TRACK

The Commttee heard fast track supplenmental request information
fromthe Ofice of the Governor; the Departnent of Adm nistration;
t he Departnment of Commerce, Community and Econom c Devel opnent; the
Department of Corrections; the Departnment of Education and Early
Devel opnent; the Departnent of Environnmental Conservation; the
Department of Transportation and Public Facilities; and the
Departnent of Mlitary and Veterans Affairs. The bill was held in
Committee.

SB 97- SUPPLEMENTAL APPROPRI ATI ONS/ CBR
This bill was schedul ed but not heard.
#sb60

SENATE BILL NO 60
"An Act extending the termnation date of the Statew de

Sui ci de Prevention Council; and providing for an effective
date."
This was the first hearing for this bill in the Senate Finance
Commi ttee.
Co-Chair Geen infornmed that the intent is to nove this bill from
Comm ttee today. Therefore, she urged supporters of the bill to
submt their coments in witing or via other fornms of
comuni cation as substantial testinony mght inpede the bill's

forward nonentum She noted that Fiscal Note #1, which specified
zero funding requirenents for FY 2006 through FY 2011, has been
replaced by a revised Departnent of Health and Social Services
fiscal note, dated February 11, 2005, which "properly" depicts zero
funding for FY 06 and $119, 000 per year for FY 2007 through FY
2011. The Council would be funded in the Governor's budget in FY
06.
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SHANNON STRAUBE, Staff to Senator Ben Stevens, the sponsor of the
bill, explained that this |egislative would extend the term nation
date of the Suicide Prevention Council, which was established in
2001, to June 30, 2009. The Division of Legislative Audit's audit
regarding the Council, Audit Control Nunber 06-20037-05 dated
Novenber 15, 2004 [copy on file], recomended that the Council be
extended. During a Senate Health, Education and Social Services

(Senate H&SS) commttee hearing on this bill, the devel opnent of
"measur abl e per f or mance i ndi cators” was di scussed. That
recommendation was forwarded to the Council. A letter [copy on

file] to Senator Fred Dyson, Chair of the Senate H&SS comm tt ee,
from Council Chair, Jeanine Sparks, dated Feb. 3, 2005 indicates
that the Council would be addressing the recomendati on during the
quarterly neeting scheduled for February 22 and 23, 2005.

Co-Chair Geen understood that the Audit had been thoroughly
di scussed by the Senate H&SS Conmttee. The devel opnent of
performance neasures is inportant and should be furthered.

PAT DAVI DSON, Legislative Auditor, Legislative Audit Division,
Legislative Affairs Agency stated that she would be available to
answer questions pertaining to the findings and recommendati ons of
the Audit.

Co- Chair Green asked whether M. Davidson agreed that the Senate
H&SS Audit di scussi on was thorough.

Ms. Davi dson affirned.

Co-Chair WIlken nmoved to report the bill from Commttee wth
i ndi vi dual recomrendati ons and new fiscal note.

There being no objection, SB 60 was REPORTED from Conmttee with a
revised zero fiscal note, dated February 11, 2005 from the
Department of Health and Social Services.

AT EASE 9:10:43 AM/ 9:13:04 AM

Co-Chair WIlken chaired the remai nder of the neeting.
#sb98

SENATE BI LL NO. 98

"An  Act maki ng  suppl enent al appropri ations, capi tal
appropriations, other appropriations, and reappropriations;
anendi ng appropriations; naking appropriations to capitalize
funds; and providing for an effective date."
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This was the first hearing for this bill in the Senate Finance
Conmittee.

Co-Chair WIlken noted that public testinmony would not be
entertai ned today, as the intent 1is to hear Departnent
presentations regarding the Fast Track Supplenental bill. It was
noted that sone of the Fast Track Supplenental itens were self-
expl anatory and woul d not, therefore, be discussed. [ NOTE: Co-Chair
Wl ken inadvertently referenced the Fast Track Supplenmental bill as
SB 97 rather than SB 98.]

CHERYL FRASCA, Director, Ofice of Managenent and Budget, O fice of
the Governor budget informed that the FY 2006 budget package
presented by Governor Frank Miurkowski on Decenber 15, 2004,
included a $125 million increnment consisting of $85 million in FY
2005 supplenmental requests and $40 million in Governor's
Initiatives. This increnent was "identified as a placehol der for
addi ti onal spending out of current year revenues." There is a
substantiated reason for the inclusion of each supplenental
request, and while the total supplenental budget exceeds the $125
mllion increnment by $17 million, the Adm nistration sought out
alternative savings nechani snms such things as changes in formla
driven prograns to offset the additional expenses.

Ms. Frasca stated that in addition to traditional supplenental
requests relating to wunanticipated events, $40 mllion of
Governor's Initiatives for "non-traditional"™ itenms 1is being
requested: a $28 mllion sum lunp anobunt for additional work
relating to the gas pipeline, a significant portion of which would
address Departnment of Law pipeline related expenses; $6.5 mllion
to support "the CGovernor's commtnent” to assist small cities with
el evated fuel costs via the Small City Energy Assistance Program
and another $5.5 million to provide for Departnent of Health and
Soci al Services prograns the Governor would like to inplenent prior
to FY 2006. In regards to the Small Gty Energy Assistance Program
it was noted that while escalating market prices for oil increase
revenues to the State, "the downside is that it also increases
utility costs throughout the State.™

Ms. Frasca stated that $37 mllion of the approximate $97 million
in general funds being requested would address traditional
suppl emental needs relating to fire suppression efforts. Cost
cont ai nnent neasures being devel oped by the Departnent of Health
and Social Services to address increased costs associated with the
Medi cai d program have not been conpletely finalized, and therefore
$36 mllion of the Departnent's total $39 mllion supplenental
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request is for general funds. Seven million dollars of the $11
mllion supplenental request of the Al aska Marine H ghway System
(AVHS) woul d address higher fuel costs. Several mllion dollars
woul d support Departnment of Transportation and Public Facilities
hi ghway and avi ati on expenses; and $6.5 million woul d address such
things as |egal expenses and the Departnment of Corrections’
contractual obligations relating to out-of-State prison costs.

Co-Chair WIlken noted that the requests being presented are
outlined in the eight-page "Summary of Mjor FY 05 Funding
Requests” handout [copy on file], prepared by the Ofice of
Managenment and Budget on February 7, 2005.

Ofice of the Governor

ltem 33

Section: 8

RDU. Arctic National WIdlife Refuge

Suppl enent al Need: Funds for support of national efforts to
open ANVR for oil and gas exploration and devel opnent

$500, 000 General Funds

JOHN KATZ, Director of State/Federal Relations and Special Counsel,
Washi ngton, District of Colunbia Ofice, Ofice of the Governor
testified via teleconference froman offnet site and expressed t hat
this is a good time to further Arctic National WIldlife Refuge
(ANVWR) | egislation at the Congressional |evel because it could be
addressed during their Budget Reconciliation Process deliberations.
These deliberations are "cleaner and sinpler than the nornmal
| egi sl ative process and it is not subject to a veto in the Senate.”
However, passage of a Budget Resolution this year could be
guestionabl e due to the potential failure of Congress to agree on
issues unrelated to ANWR Congress has not passed a Budget
Reconciliation Bill in tw of the last three years. Nonethel ess,
the fact that the Congressional |eadership is supportive of
including ANVR |l egislation in the Budget Reconciliation Bill should
be recognized as a najor step forward. Deliberations on this bil
are "protracted" and could extend through August.

M. Katz noted that "the second mmjor vehicle for dealing with
ANVWR' at the Congressional level is through conprehensive energy
| egislation. This issue also has sone obstacles in its path,
unrelated to ANNR He spoke in support of Arctic Power and stressed
that either it or something simlar to it would be necessary to
further ANVR as "t he governnment does not provide in public policy
advocacy; they are the one entity in the process that's supposed to
think about ANWR 24/7." Arctic Power "has made mjor strides
forward" in the last few weeks in that there has been i nprovenent
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in its coordination with the Al aska Congressional del egation and
the Governor's Ofice; experienced personnel have joined the staff;
and inproved public policy canpaigns have been devel oped.
Nonet hel ess, discussions are continuing between the State and
Arctic Power regarding the State's position that sone additional

changes nmust be made. In addition to this $500, 000 Suppl enenta

Budget request, separate FY 06 legislation is being proposed that
could provide an additional $1.1 million or $1.3 mllion to Arctic
Power. The nost prudent manner through which to view the funding
for Arctic Power would be to divide it into two conponents. The
first phase would focus on efforts regarding the inclusion of ANVR
| egislation in the Budget Resolution process. Wre the Legislature
to appropriate $500,000, it would be conbined with other fund
sources consisting of prior State allocations and private funding
that coul d anmount to approximately $225 mllion. The initial phase
of this effort could cost $750,000. Al so occurring during this tinme
would be efforts regarding the energy bill, which would be
addressed via the normal Congressional process. "A nuch better idea
of how ANWR and the energy legislation" would be faring in the
109th Congress would be available about the time the Al aska
Legislature adjoins in May. At that tinme, Arctic Power would have
"a better handle" on the outcone of its efforts and how to proceed
in the future. The second phase woul d consist of "whatever Arctic
Power requires to conplete the efforts in the afternmath of Budget
Reconciliation.™

Co-Chair W1 ken asked regarding the projected tineline of the
Budget Reconciliation process.

M. Katz responded that a tineframe for Budget Reconciliation is
difficult to estinmate. Wre it to operate "in pristine fornt a
Budget Resolution could be presented to the President in |ate Apri
or May. However, past history depicts that this process could
extend to Congress's August recess or beyond. It is also possible
that a Budget bill mght not transpire this year. Its status would
be clearer in late April or May.

Department of Adm nistration

ltem 7

Section: 1

RDU: Non-Public Building Fund Facilities

Suppl enent al Need: Increased costs for heating fuel and other
utilities for Non-Public Building Fund buil di ngs

$110, 000 General Fund

ERIC SWANSON, Director, Division of Admnistrative Services,
Departnent of Adm nistration stated that this request woul d provide
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funding to address increased fuel and utilities costs. Facilities
provided for by this Fund include the Governor's Mansion, the Third
Fl oor of the Capitol Building, the D nond Courthouse, the Archives
and Records Center, the State Miuseum and Annex, and the Subport
Building, all of which are located in Juneau. Increased snow
renoval expenses al so i npacted the budget.

ltem 24

Section: 7(a)

RDU: Capit al

Suppl enental Need: AOGCC costs for gas pipeline reservoir
studi es and depl etion plan eval uations

$1, 200, 000 CGeneral Funds

M. Swanson revi ewed the suppl enental need sunmary.

DAN SEAMOUNT, Comm ssioner/Chair, Alaska G| & Gas Conservation
Comm ssion (AOGCC), Departnment of Administration, testified via
tel econference from Anchorage and noted that AOGCC has provi ded a
handout [copy on file], dated February 14, 2005, that describes the
duties of AOGCC, the areas of study that are being furthered, the
reason for General Fund rather than regulatory cost charge fund
support, and the reason for this request being included in the Fast
Track suppl enental request. The primary issue is the conducting of
"a study to evaluate the effects of mpjor gas sales taking
reservoir energy off of the Prudhoe Bay reservoir which could
result in hundreds of mllions of barrels of oil loss if it is not
conducted in the correct manner." The purpose of the study woul d be
to determne nethods "through which to mtigate the costs." Because
studies of this magnitude require approximately three years to
conpl ete, AOGCC desires to advance its responsibilities in order to
avoid being a "bottleneck™ in a project "that is so inportant to
the State.”

Co-Chair WIken, noting that the project is slated to begin on
March 1, 2005 and term nate in 2010, asked why this request could
not be included as part of the FY 2006 nornal budgeting process.

M. Seanobunt responded that AOGCC nust conplete the required
studies it could approve any gas |ine operators' plans. Once pl ans
are approved, equi pnent and other essential operational expenses
could be ordered. These el enents nmust be addressed years prior to a
gas pi peline becom ng operational.

Co-Chair WIlken continued to puzzle over the reason that this

fundi ng request coul d not be delayed until the start of the FY 06
fiscal year on July 1, 2005.
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M. Seanount responded that in order to begin "the planning process
on the project,” AOGCC nust have its budget devel oped prior to a
March 3, 2005 heari ng.

Co- Chair Green asked whether any reservoir study expenses have been
incurred to date.

M . Seanount expressed that "no direct costs" have been incurred.

Co-Chair Green asked whether the studies would be perforned in
house or by contract.

M. Seanount specified that the studies would be contracted out "to
experts in these types of reservoir evaluations ..these are very
specific kinds of studies.”

Co-Chair G een asked whether a Request for Proposals (RFP) for
t hese studi es has been devel oped at this tine.

M. Seanount answered in the negative.

Co-Chair Geen joined Co-Chair WIlken in questioning the reason
that this request could not be addressed in the regular FY 06
budgeti ng process.

Co-Chair WIken asked the reason for this being a General Fund
request .

Ms. Frasca explained that all gas pipeline related expenses,
regardl ess of their tinefranes, were included in the Suppl enent al
bill. Each Departnent could identify which project's funding could
be del ayed. In other words, "there is sone discretion".

Co-Chair WIken asked the reason that the AOGCC request seeks
Gener al Fundi ng.

M Frasca expressed that because AOGCC is funded by production
taxes and these studies are not production related it was deened
i nappropriate to utilize that traditional funding source.

Senat or A son questioned what m ght occur where the request denied.
Ms. Frasca deferred to M. Seanount.

M. Seanmount reiterated that, "AOGCC does not want to be a
bottleneck in this very inportant project.” Expediency in

undertaking the studies to determ ne what the reasonable gas
production rate would increase the likelihood that the forward
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novenment of the project would not be inpeded.
Co-Chair W1 ken asked regardi ng the aforenenti oned AOGCC handout .

JACK HARTZ, P.E., Senior Reservoir Engineer, Alaska Ol & Gas
Conservation Comm ssion, Departnment of Adm nistration, testified
via teleconference from Anchorage and confirnmed that the AOGCC
handout was provided to Conmittee nenbers.

ltem 43
Section: 13(a)-(c)
RDU. Sal ary & Benefits Adj.
Suppl enental Need: FY 05 costs for the General Governnment Unit
col | ective bargaini ng agreenent.
$2,571,500 General Funds
$1, 138, 200 Federal Funds
$1, 856, 500 Ot her Funds
Total Funds: $5, 566, 200

M. Swanson stated that due to the fact that the General Governnent
Unit (G3J) FY 05 contract had not been ratified until after the
Legi sl ature had adjourned | ast year, the nonetary terns for FY 05
are included in this supplenental request. Theses funds would
provi de for GGU health insurance cost increases.

Co-Chair Geen asked for confirmation that the funds were specific
to GGU heal th insurance expenses.

M. Swanson affirned.

Departnent of Comrerce

ltem 8

Section: 2(a)

RDU. Community Advocacy

Suppl enental Need: Small city energy assistance program
$6, 450, 000 General Funds

AL CLOUGH, Deputy Comm ssioner, Departnent of Conmerce, Comrunity
and Econom c Devel opnent stated that this request reflects the
Governor's commtnent to provide relief funds to offset snall
comunities' high fuel costs. Approval of the request would all ow
communities to receive shipnments of fuel in the Spring when rivers
have high water |evels as opposed to later in the year when | evels
are |l ow and harder to navigate. This request also corresponds wth
efforts being undertaken by the Governor's Energy Council to evol ve
the energy position of small comrunities.
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Senator Stednman noted that while the title of the request states
that this is a Small Cty Energy I|npact Assistance Program the
last line of the description in the SB 98 detail ed sunmary book
[copy on file] states that, "the cities nay use the nonies for any
public purpose for which the city has authority to spend."” This
| anguage insinuates that the noney would be provided "with no
strings attached.” Wre that the case, "the title does not natch"
t he usage of the noney.

M. dough could not speak to the concern, as he was not the
drafter of the language. He allowed that this would provide the
comunities with flexibility, especially were a community to have
such things as federal Internal Revenue Service (IRS) problens that
would make it difficult to route energy assistance prograns through
"W t hout having them attached by the IRS."

Co-Chair WI ken asked whether altering the | anguage to specify that
this funding should be "a reinbursenent for fuel costs ...would
conformwith the original intent rather than just a reinstitution
of revenue sharing."

M. C ough voiced no objection.

Co-Chair WIlken stated therefore that this would be further
di scussed.

Senator Stedman agreed that specific |anguage would bring the
fundi ng "back on point." The current |anguage is "conflicting."

Co-Chair Wl ken agreed and stated that the funding should not be
approved unless it specifically provided for fuel assistance.

Senator O son asked the nunber of comunities that have taken
advant age of this program

M. Clough replied that this "fornula driven appropriation” would
be available to 125 communities with small conmunities each
receiving a $25, 000 paynent and | arger comunities each receiving
$75,000. As this is a new program no funds have, of yet, been
appropriated or distributed.

Co- Chair W1 ken understood that a maxi num of 125 conmunities woul d
be subject to the legislation. He asked that a list of the affected
comunities be provided.

M. dough stated that the nanes of the conmmunities and other

associ ated specifics are included in Section 2(a) beginning on |line
ei ght, page one of the bill
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Co-Chair W1l ken asked whether this program would continue in FY
2007.

M. d ough responded that this would be a policy decision rather
than a Departnent decision. The Departnent's role in this endeavor
is to assist in nmaking "system ¢ changes” that would, in addition
to lowering the cost of delivered fuel to the communities, assist
in inmproving the overall energy costs to these comunities.
Successes in this regard have been achi eved through such mechani sns
as the establishnment of fuel cooperatives, bulk buying, and bul k
managenent of fuel. Such efforts would, over the long run, provide
both "community and econom c enhancenents throughout the Bush." The
savi ngs generated fromthese endeavors "could allow the programto
essentially support itself.” The Departnent views this as "a one-
time opportunity to nmake positive changes."”

Co-Chair WIken noted that, for the past year, any freight
transiting through the Port of Anchorage and onto the road system
has been assessed a ten-percent fuel surcharge. Therefore, the
people of the District he represents have been "paying extra to
live in their chosen conmmunity."” Therefore, he voiced concerned
that this programis comunity specific when fuel expenses have
i npact ed nunmerous others. He does not support this program which
he viewed as an arbitrary "selective grant” program "with no
basis.”™ This "very divisive, very disturbing"” request is his "l east
favorite" request in the Supplenental Bill.

Co-Chair WI ken asked the reason that the funding for this program
is not being presented in the FY 06 budget proposal.

M. dough responded that funding this program which was first
presented in the Fall by Governor Mirkowski, via the Suppl enent al
approach would allow fuel to be transported in the Spring to take
advant age of high water |evels. Delaying the funding to FY 06 woul d
elimnate that opportunity, as smaller shipnments in the Fall would
result. Larger savings would be incurred by Spring transits.

Senat or Bunde commented that the detail ed summary bookl et denotes
that this request would assist snmall cities that "have taken on the
financial responsibilities of a city yet |ack the population or
conmerci al sector to generate revenue through increasing |ocal fees
or taxes." He asked regarding a [unspecified] report that Co-Chair
Wl ken had, at a separate tine, devel oped regarding the earned
i ncone of residents in unorganized areas of the State.

Co-Chair WIlken recalled that 18,000 individuals in unorganized
Al aska had earned a total of $505 million in FY 04.
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Co-Chair Geen furthered earlier questions regarding the FY 07
funding of this program specifically whether its funding woul d be
"rolled" into the base funding for FY 06 with the intent of
continuing the programin FY 07.

Co-Chair Green observed that Ms. Frasca was "shaki ng her head, no."

Senat or Stedman asked, for procedural clarity, whether line item
| anguage changes such as specifying that this funding be utilized
specifically "for fuel" is allowable.

Co-Chair WI ken asked the Adm nistration to provide the Commttee
"With the procedure by which we would restrict this to fuel
purchases only."

Senator O son comented that, due to the high price of fuel, a
"large portion of the small comunities” he represents "are
desperate for sone of these funds." He asked whether any studies
have been conducted regarding the cost to the State were this
fundi ng not forthcom ng.

M. d ough responded that while no studi es have been conducted in
this regard, the issue has been discussed. "The basic premse is
certainly if small communities do not have adequate fuel; public
facilities are at risk.” The end result is not good. Acquiring the
data for such a study would be a challenge as a lot of the
information is antidotal. However, the situation is of concern and
therefore, this request is supported by the Departnent.

Co-Chair WIlken noted that these questions would be further
addr essed.

ltem 10

Section: 2(c)

RDU: Regul atory Comm ssion of Al aska

Suppl enent al Need: Legal service costs of $190.0 provided by
the Departnment of Law were inadvertently omtted from the
Regul atory Conmi ssion of Alaska's FY 05 budget. $75.0 for
out si de counsel costs and $258.0 to inplenent the Regul atory
Comm ssion of Alaska's inprovenent initiative to neet its
m ssion nore efficiently and effectively are al so incl uded.
$523, 000 RCA Rcpts

JOELLEN HANRAHAN, Director, D vision of Adm nistrative Services,
Department of Conmerce, Community and Econom c Devel opnent
commented that, in addition to providing funding to support | egal
expenses that were inadvertently omtted from the Regulatory
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comm ssion of Al aska (RCA) FY 05 budget, this request woul d provide
funds "for the TAPS appeal on RCA orders” as well as to provide the
funding for an Inprovenent Initiative.

Co-Chair WI ken asked whether this request could be addressed in
the FY 06 budget.

Ms. Hanrahan expressed that of the total request, $190,000 was
i nadvertently unfunded in FY 05 and the initial phases of the
| mprovenent Initiative should be undertaken now.

KATE G ARD, Conmi ssioner/Chair, Regulatory Comm ssion of Al aska
(RCA), Departnent of Commerce, Conmunity and Econom ¢ Devel opnent,
testified via teleconference from Anchorage and shared that when
she was el ected to her position as Chair of the Conm ssion on July
1, 2004, unprecedented di scussions were undertaken with utility and
pi pel i ne conpanies "to address the issues that seemto cone before
the Legislature” each time the Comm ssion is due to termnate.
Approval of this funding request would provide the Comm ssion

which is due to termnate in 2007, two years in which to re-
evaluate, "identify and fix issues" gleaned fromthe discussions to
i nclude: tineliness, accountability, public access, and fair and
equitable rates. Continued funding of this Inprovenent Initiative,
which started in 2004, would continue the "significant nomentunt
towards the goal of addressing concerns before the review of the
next RCA extension in 2007. She reviewed sone of the issues that
are currently being addressed.

Departnent of Corrections

[tem 12

Section: 3(a)

RDU. O fice of the Conm ssioner

Suppl enment al Need: Support for enhanced correctional officer
and probation officer recruiting efforts in urban and rural
Al aska. Wrkplace Al aska alone is not bringing enough
applicants. The departnment will purchase TV and radi o spots,
and advertisenents in snmaller publications in |ocations such
as Seward, Bethel, None, Kenai, Eagle Ri ver and Mat- SU.

$50, 000 General Funds

PORTI A PARKER, Deputy Conm ssioner, Departnent of Corrections,
explained that this funding would be required to fund an
advertising canpaign to recruit new correction and probation
officers, as the Departnent is currently experiencing difficulty
filling these positions. This is the first tinme the Departnent has
had to conduct such a canpai gn
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Senat or Dyson questioned the reason for these difficulties, as he
understood that these positions' enployee contracts are sonme of
"the nost attractive"” in the State.

Ms. Parker replied that one issue is that people "are unaware of
the career opportunities” in the Departnent of Corrections. The
advertising canpai gn woul d assist in publicizing that conponent. In
addition to working with the Departnent of Labor and Workforce
Devel opnent and the University of Alaska, the Departnent has
conduct ed, anong other efforts, career and job fairs. Nonethel ess,
it is "still having a difficult time" with receiving a sufficient
nunber of applicants who neet the required qualifications.

Senat or Dyson asked the annual salary range of a five-year
correctional officer.

CHARLINE CRIFFIN, Acting D rector, Division of Admnistrative
Services, Department of Corrections responded that, with benefits,
the salary would be approximately $70,000. She would verify this
i nformation.

Co-Chair W/ ken asked the Departnent to investigate whether this
fundi ng request could be addressed with annual |apsed funds.

Ms. Giffin responded that "no |large" Results Delivery Unit (RDU)
| apsed funds are projected this year. A large anount of the
Departnent's noney has been expended on overtine due to vacant
positions, |eave, and worker's conpensation situations.

Senat or A son asked about recruitnent efforts targeting |local hire,
specifically in Rural Al aska.

Ms. Porter responded that consistent and strong local hire efforts
have been conducted as exanpl ed by the hiring of seven correctional
officers in Nome during the recruitnent canpaign that was conducted
during the Iditarod Sled Dog Race | ast year. Local hire efforts are
al so conducted in Bethel, which has an 80-percent local hire rate.
The continuance of Rural Al aska local hire recruitnent efforts
woul d be enhanced by this advertising canpaign.

[tem 13

Section: 3(b)

RDU:. Adm ni strative Services

Suppl enent al Need: The departnent is seeking an e-procurenent
application to |ower purchasing prices and inprove
efficiencies within the buying process for comodities,
equi pnent, food, and services.

$225, 000 General Funds
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Ms. Giffin noted that the Departnment developed its FY 05 budget
based upon the inplenmentation of "a spend nmanagenent e-procurenent
type systent that has not, of yet, come to fruition. An RFP has
been devel oped with the goal of advancing a systemakin to either a
spend managenent program or a Procurenent Pilot Project in FY 05
t hat woul d produce savings and efficiencies in FY 06.

Co- Chair W1 ken asked the reason the Departnent decided to advance
its own program rather than to wait for the State's e-commerce
pil ot programto be devel oped.

Ms. Giffin responded that both options are being explored, with
the possibility that the Department "might end up waiting for
that." However, due to the fact that the FY 05 budget was based on
the assunption that the Departnment would be utilizing some type of
e- procurenent system funds are unavail able to support any system

Co-Chair WIlken stated that this request would be further anal yzed.

l[tem 14

Section: 3(c)

RDU. CQut-of-State Contractual

Suppl enental Need: The new contract with the Arizona facility
started Novenber 1, 2004. Wth the increased bed cost from
$53.99 to $57.15 and the projected population at the facility,
the departnment needs additional funds to pay the contractor
for housi ng Al askan of f enders.

$2, 292, 900 General Funds

Ms. Porter stated that this request is included in the suppl enental
bill because negotiations regarding out-of-state correctional
facility housing had not concluded until after the FY 05 budget was
finalized.

[tem 15

Section: 3(d)

RDU: Parol e Board

Suppl enent al Need: Fundi ng needed to conduct discretion and
mandatory parole hearings through the fiscal year. The
anti ci pated savings from conducting hearings tel ephonically or
usi ng video conferencing equi pment were insufficient.

$65, 000 General Funds

Ms. Giffin shared that $75,000 in Travel Funds had been renoved
fromthe Parole Board s FY 05 funding due to the understandi ng that
savi ngs woul d be incurred by conducting hearings tel ephonically or
vi a vi deo-conferenci ng. However, this has not proved feasible, as
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t hese systens "do not have the capacity" to support the nunber of
participants who need to or want to attend those hearings. These
i ncl ude such individuals as the famly of the offender, the Board,
attorneys, and the victins. This noney would support the Parole
Board's operations through the end of the fiscal year. Absent this
noney, hearings woul d not be heard and potentially an additional 20
prisoners could be held in custody rather than possibly being
rel eased on discretionary parole. This could incur an additional
$195,000 i n expenses to the Departnent.

Co- Chair Green asked whether the Parol e Board nust address a parole
request within a certain period of tinme. In addition, she
guestioned the inpact that short funding of the Board m ght have.

Ms. Giffin responded that short funding would negatively affect
t he Board. The Board nust conduct Mandatory Parol e hearings wthin
120 days of the individual's being remanded. Approximtely 425
Mandatory Parole hearings and 175 Discretionary hearings are
conduct ed annual | y.

Co-Chair WIlken revisited Item 13 and asked whether any of the
$225,000 request for the e-comrerce system has been expended to
dat e.

Ms. Portia responded that no expenditures have been nade to date.

Depart ment of Education and Early Devel opnent

l[tem 17

Section: 4(a)

RDU: School Finance and Facilities

Suppl enment al Need: Legal and expert services due to the Noon
v. State funding lawsuit; extended | apse date to June 30, 2006
$230, 000 General Funds

KAREN REHFELD, Deputy Comm ssioner, Departnment of Education and
Early Devel opnment corrected the information in the request in that
Moore V. State rather than Noon V. State is the focus of the
request. "This lawsuit was filed last Fall challenging the State's
public school funding forrmula." The State has "retained a national
firmof experts" to assist State attorneys in their preparations.
This request has an extended |apse date into FY 06, as it is
anticipated that the case would "take sone tine."

Co-Chair W/I ken asked whet her additional funding m ght be required
in FY 06.

Ms. Rehfeld responded that an anendnent fromthe Governor woul d be
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presented in this regard.
Senat or Stednman noted that $800,000 in total costs is anticipated.

EDDY JEANS, WManager, Education Support Services, Departnent of
Education and Early Devel opnent, replied that $800,000 is "the
prelimnary estimate.” It mght increase as the case advances.

Co-Chair WIken wunderstood that this request pertains to a
disability rather than an adequacy | awsuit.

Ms. Rehfeld clarified that the Noon V. State lawsuit, which is
incorrectly referenced in Item 17, is a disability lawsuit. The
correct lawsuit being addressed in Item 17 is the More V. State
| awsui t .

Co-Chair WIken understood therefore that the WMwore V. State
| awsuit is an adequacy study |awsuit.

Ms. Rehfeld concurred.

Co-Chair Green asked for confirmation that this is a General Fund
request.

Ms. Rehfeld affirned.

Co-Chair Green opined that this "sizable anmount that could have
gone toward increasing” the student allocation funding fornula.

Co- Chair W/I ken agreed.

l[tem 18

Section: 4(b)

RDU. M. Edgecunbe Boardi ng School

Suppl enmental Need: Residential operating costs related to
expanded student popul ation

$800, 000 General Funds

Ms. Rehfeld stated that this expense relates to the Departnent's
M . Edgecunbe Boardi ng School project. This expense is associ ated
with the residential housing program "including food services,
dormtory services, janitorial services and supplies" as an
additional 30 students are enrolled in the School this year. A
correspondi ng increase for an additional 30 students is requested
in the FY 06 budget.

Co-Chair Green asked whether this funding had been requested in the
FY 05 budget.
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Ms. Rehfeld acknow edged that this is the second tine this request
had been submtted. The Commttee had discussed, but had not
approved, a simlar request in the budgetary process |ast year.

Co-Chair Geen asked whether "anything happened” that would
indicate that the Conmttee m ght have changed its position on this
i ssue.

Ms. Rehfeld was uncertain as to whether the Conmttee's "m nds have
been changed."” The School is serving additional students and does
have the additional expenses this year.

Co-Chair Green asked for confirmation that an increase is also
anticipated for the next school year.

Ms. Rehfeld affirmed. She noted that the Legislature had approved
capital funds for an addition to a classroom building the previous
year. In addition, funding has been approved to renovate an ol der
building to serve as a 60-bed dormtory. D scussions have
transpired regarding whether or not funding for an additional 30
students shoul d have been included in the FY 05 budget. Currently,
students are being housed on the third floor of the Sitka Pioneer
Hone, which had been vacant. This arrangenent "has worked out very
well" with both the students and the Pioneer Hone residents. The
School recently experienced its highest student retention rate with
only nine students choosing to | eave the School by Christmas tine.
"There is a lot of excitenent and a |lot of very positive things
happening at M. Edgecunbe right now So the discussion at the
table, | think, is about the timng, but we do have the additiona
costs this year."

Co-Chair Geen commented that it would be difficult to approve an
$800, 000 i ncrease for this School this year and next year when no
other State high school would be receiving a simlar funding
"boost". She noted that noney provided to the school as determ ned
by the nunmber of students attending it should have assisted in
covering the operational <cost of the facility. She voiced
di sappoi ntnent at receiving this supplenental budget request.

Co-Chair WIken suggested that a tineline of the decisions that
have been made in regards to the School over the last 18 nonths be
devel oped, as it would assist in understanding how the situation
reached this point. He voiced that he was surprised to see this
request.

Senat or Stednman assuned that the population increase at this Schoo
is due to its caliber of performance. He asked whether the
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correspondi ng decrease in the nunber of students at other schools
woul d assist in offsetting the costs.

Ms. Rehfeld responded that the School's students cone from 110,
primarily Rural Al aska, communities across the State. Wiile there
would be an offsetting decrease in those schools' educational
student funding program the expenses included in this request are
for residential programcosts, which are not provided for in that
fundi ng conponent. She stressed that this funding request is for
residential expenses rather than for educational expenses.

Senat or Stedman stated that further information would be gl eaned
once the afore-requested tineline was devel oped and di scussed. The
expenses and of fsetting educati onal conponents could be addressed.
He voi ced support for the request.

Senator O son al so spoke in support of the request. Continuing, he
asked how not funding this request would affect those 30 additiona
students.

Ms. Rehfeld responded that, absent this supplenental request
fundi ng, the Departnent's personal services budget inits entirety
would be wutilized to pay the residential and teaching staff
expenses. The students could continue attending the School.

Senat or O son understood that, absent this funding, the School's
enrol | nrent woul d decrease by 30 students the next school year.

Ms. Rehfeld responded that were the Legislature to disallow both
this request and the FY 06 operating funding request relating to
serving additional students, and, in light of the fact that Schoo
Capi tal expansion projects had been approved, the program shoul d be
re-eval uat ed.

Senator A son, noting that he was "a product of the boarding school
program"” stated that in addition to the challenge of having
increased enrollnent, efforts nust be taken to allow those
students, especially students from Rural Alaska, "to survive in
col | ege. "

Senat or Stedman noted that housing students on the third floor of
the Sitka Pioneer Hone shoul d be considered as an offsetting factor
relating to the finances of the Pioneer Hone.

Ms. Rehfeld characterized the rel ationship between the School and
the Hone as "a very good relationship.” The utilities and capital
i nprovenents associated with preparing the facility to house
students has worked out well. Both the students and the Hone
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residents are happy with the arrangenent.

Co-Chair WIlken concluded that nore work would be conducted
regarding |Item 18.

l[tem 19

Section: 4(c)

RDU:. Museum QOper ati ons

Suppl enental Need: Funding shortfall due to wunanticipated
decline in program receipts and increased internal
char gebacks.

$100, 000 General Funds

Ms. Rehfeld stated that this request would address the persona
costs of operating Al aska State Museuns. One attributing factor to
this request was a $48, 000 decrease in programreceipts, which are
a major personal costs funding source, as the beautiful sunny
sumer experienced in Southeast Al aska negatively inpacted the
nunmber of museumvisitors. Qther factors include internal charge-
backs for such things as admnistrative services, Information
Technol ogy (I T) support, and Board expenses. Internal charge-backs
are becom ng nore conmon as Departnents have been downsi zed and
general fund support has decreased. There is also a $30,000
"maxi num vacancy" conponent problem Replacenent funding options
are limted and offsetting measures could include closing the
museum for periods of tinme. This however, would further reduce
program recei pt revenues. She voiced optimsm regarding FY 06
fundi ng support for the nmuseumand the State library as depicted in
the GCovernor's proposed budget. However, funding options are
limted in FY 05.

Co-Chair Geen asked whether the internal chargebacks being
referenced are within the Departnment of Education and Early
Devel opnent or involve other departnents.

Ms. Rehfeld clarified that the internal chargebacks are, for the
nost part, wthin the Departnent of FEducation and Early
Devel opnent. There is a small chargeback conponent associated with
the Departnment of Adm nistration. She noted that relatively little
general funds are available within the Departnent's executive
adm nistration or adm nistrative services divisions.

Ms. Rehfeld characterized the Departnent as "a | ean organization”
as, during the past few years, eleven positions have been
elimnated in its central admnistrative office, the Comm ssioner's
office, and its Information Technology services conponents.
Resorting to internal chargebacks was necessary in order to cover
Departnment costs. Being responsi ble for chargebacks prohibited the
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Museum from wutilizing funds to absorb this personal services
shortfall. She reiterated that with both the Legislature and
Governor's support, the FY 06 budget woul d be adequately funded.

Co-Chair WIlken noted, "that as the Departnent has becone |ess
broad with childcare and ot her issues going to the Departnent of
Labor and Health and Social Services, the indirect costs are being
spread across those conponents that remain.” In this regard, the
Legi sl ature asked that efforts be nmade to unburden the remaining
conponents from such things as admnistrative expenses. These
efforts are comng to fruition in the FY 06 budget. The question as
to whether the admi nistrative expenses are appropriate is another
di scussi on.

Senat or Stednman asked whether the decline in nuseum visitors was
specific to the Juneau nuseum

Ms. Rehfeld replied that the fundi ng request was not broken down
between the Juneau and Sitka nuseuns. She surm sed that the
decrease in program receipts was primarily attributable to the
Juneau nuseum as Juneau typically receives a larger visitor
popul ation than Sitka; however, she allowed that the weather was as
nice in Sitka as it was in Juneau.

[tem 43
Section: 13(a)-(c)
RDU. Sal ary & Benefits Adj.
Suppl enmental Need: FY 05 costs for the General Governnent Unit
col | ective bargaining agreenent.
$2,571,500 General Funds
$1, 138, 200 Federal Funds
$1, 856, 500 Ot her Funds
Total Funds: $5, 566, 200

Ms. Rehfeld noted that a small portion of the Item 43 G&U
conponent, which was discussed by the Departnent of Adm nistration,
pertained to the Departnent of Education and Early Devel opnent's
G&U enpl oyees.

Department of Environnental Conservation

ltem 20

Section: 5(a)

RDU: Capit al

Suppl enental Need: Due to safety issues relating to energing
bioterrorismthreats and ani mal di seases, changes in design
were necessary to neet original intent and provide a safe and
secure |l aboratory facility. This amendnent provi des additi onal
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funding to cover those design changes and conplete
construction of the new Environnmental Health Laboratory
$355, 000 General Funds
$500, 000 Federal Unrestricted Rcpts
$855, 000 Total Funds

l[tem 21

Section: 5(b)

RDU: Capit al

Suppl enental Need: Agriculture econom c disaster match of
$500.0 of federal wunrestricted receipts in DNR for non-
exi stent federal funds is reappropriated fromsec. 24(n), ch
159, SLA 2004, page 81, to Departnment of Environnental
Conservation for the Seafood and Food Safety Lab Repl acenent
proj ect.

($500, 000) Federal Unrestricted Rcpts

KRI STIN RYAN, Director, Division of Environnental Heal t h,
Department of Environnental Conservation, stated that these
requests, which would conplete the construction of the Departnent's
Environnental Health |aboratory that is due to open in the Fall,
are the result of changes required to respond to today's bio-
terrorismclimate. These efforts were not a consideration when the
building was originally designed. The design changes include
providing the State's veterinarian the ability to conduct autopsies
on ani mal s for dangerous di seases in that he necropsy tables used
for these autopsies had to be relocated to a bio-safety |level 3
area of the facility. In addition, the |Iocation of the shipping and
recei ving area was changed in order to acconmobdate a "safety hood"
contai nnent system These inprovenents would serve to protect
enpl oyees, custoners, and the comunity from exposure to dangerous
cont am nat es.

Senator O son asked how necropsies have historically been
conduct ed.

Ms. Ryan responded that animls were previously autopsied at the
State's virology | aboratory in Fairbanks. The construction of this
facility would provide the State "the capacity" to process such
t hi ngs nore expeditiously in Anchorage.

Senator O son understood that a new | aboratory was al so slated for
Fai r banks. Therefore, he asked whether this mght result in a
redundancy of biology and technical staff.

Ms. Ryan responded that some redundancy m ght occur, however, the

intention is that animals would be autopsied at the Anchorage
environnental health facility and the virology testing would be
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confirnmed in the Fairbanks virol ogy | aboratory. O her benefits of
this system woul d i ncl ude devel opi ng base sanpling to which other
subsequent testing could be conpared.

AT EASE 10:29:00 AM/ 10:29:03 AM

Department of Transportation and Public Facilities

l[tem 22

Section: 6(a)

RDU. Marine Hwy Stabilization

Suppl enent al Need: Fuel cost increases
$6, 813, 200 General Funds

NANCY SLAGLE, Director, Dyvision of Admnistrative Services,
Departnent of Transportation and Public Facilities, stated that
this appropriation would provide funds to address the Al aska Marine
H ghway Systemls FY 05 increased fuel expenses. The System woul d
experience appropriately "a 90-percent increase" in fuel prices
over its FY 05 budget. The System typically consunes 9.5 to 11
mllion gallons of fuel each year; this request is based upon a
usage projection of 10.2 mllion gallons. A graph titled "AVHS
Weekly OPI'S Fuel Prices"[copy on file] that depicts fuel prices
fromFY 99 through FY 05 was distri but ed.

Co- Chair WI ken understood that rather than | apsing at the end of
the fiscal year, the expectation is that this noney would be
exhausted by June 30, 2005.

Ms. Sl agle voiced that this amount should sufficiently provide for
FY 05 fuel expenses.

Co-Chair WI ken understood therefore that there are outstanding FY
05 fuel expenses.

Ms. Sl agle expressed that the Systemrecei ves weekly invoices from
fuel suppliers.

Co-Chair W/I ken asked whet her the System "hedges"” its fuel.

Ms. Slagle explained that there is a Statew de vessel fuel contract
in effect that applies to fuel wutilized by all State vessels
i ncluding the Departnent of Transportation and Public Facilities
and the Departnent of Fish and Gane. Fuel price is dependent on
OPI' S prices, which change on a weekly basis. In addition, delivery
charges are applied based on | ocation.

Senat or Bunde voiced the understanding that sone Marine H ghway
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System enpl oyees attest that, "due to the light construction” of
the new fast ferries they would not operate "as fast as they were
intended." To that point, he asked how this would affect future
fuel consunption.

Ms. Slagle stated that the Departnent's fuel consunption
projections are based upon the experience to date for the MV
Fai rweat her. While no change is anticipated regarding the speed at
which the vessel would operate, the recent rough sea damage it
experienced is being investigated by the Departnment and the ship
builder to determne whether "nanagenent changes" mght be
required. Were the operating speed of the vessel reduced, the
anmount of fuel required would | ower rather than increase.

Senator Stedman stressed "how vital" the ferry system is to
Sout heast Al aska and its "econonic base", and that he supported
efforts that would nake the System "nore effective, and efficient
and user-friendly going forward." However, he questioned the reason
that fuel consunption projections would continue at the historical
nine to eleven mllion gallon | evel considering the addition of one
"fast ferry that consunes substantially nore fuel" w th another one
anticipated to be in operation shortly. In addition to the anpunt
of fuel that the fast ferry woul d consune being underesti mated, he
understood that its associated |abor expenses were also
under est i mat ed.

Ms. Slagle replied that since the second fast ferry, the MV
Chenega, would not be operational until approximtely the end of FY
05 its expenses "would not be taken into account as much." She
acknow edged that the Systenis annual fuel consunption has varied
and assured that such things as weat her conditions and the | arger
anount of fuel required by the MV Fairweat her have been factored
into the Systemls projections. Wile the MV Fairweather requires
"l ess personal services than" the mainliners, it does require nore
fuel. The Departnent is "conservative in its approach"” as to how
the MV Fairweat her woul d be operating when placed back in service.

Senator Stednan asked the reason that the fast ferries were
furthered since, in the analysis of the entire ferry system "fue
is an issue of non inpact” in that with or absent the fast ferries,
fuel consunption is unaffected.

Ms. Slagle asked for further clarification of the question.
Senat or Stedman expressed that with the arrival of the fast ferry
he woul d "have expected to see totally higher fuel consunption

regardl ess of price for the Marine H ghway System above and beyond
the historical use"
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Ms. Slagle clarified that the Systemis using nore fuel with el even
mllion gallons of fuel being projected for FY 05. Prior to the MV
Fai rweat her being operational, annual fuel consunption ranged
between nine and ten mllion gallons. She apologized for
"msdirecting” the Conmttee.

Senat or O son asked whether the increase in fuel price has inpacted
ferry custoners' fees.

ltem 44

Section: 14(a)

RDU: Marine Vessel Operations

Suppl enment al Need: Fuel cost increases and ot her increasing
operating costs.

$12, 000, 000 AVHS Fund

Ms. Slagle stated that the $12 million increase identified in Item
1l4(a) reflects the Systenis fuel and operating cost increases. In
addition to a ten-percent fuel surcharge bei ng added to passenger,
car deck, and stateroons fares, a seven-percent |abor rate increase
went into effect in the Sunmer of 2005. These fee increases are
projected to generate $1.7 million for the System The Systemis
attenpting to increase its revenues to offset higher fuel prices.

Senat or O son questioned the reason for inplenmenting "only" a ten-
percent surcharge, as the $1.7 mllion it mght generate woul d not
of fset the System s $12 million increase in expenses.

Ms. Slagle responded that it is difficult "to determne the
elasticity of demand" in that how nmuch could fares increase w thout
the System | oosing further noney due to declining ridership.

Co-Chair WIlken noted that the funding for this itemis the Mrine
H ghway Fund. Therefore he asked whether the Systemis requesting a
total of $18.8 mllion: $12 mllion fromthe Mrine H ghway Fund
and $6.8 million from the General Fund. He opined that the AVHS
Fund is essentially General Fund noney.

Ms. Slagle clarified that the $12 mllion Mrine H ghway Fund
request "is the authorization to expend from the Fund itself."
Approval of the $6.8 million general fund request would serve to
deposit that noney "directly into the Fund." The Marine Hi ghway
Fund consi sts of general fund noney as well as revenues generated
by the System Since the Fund had a carry forward anmount going into
FY 05, "the anount of subsidization” being requested in 6(a) for
the Fund is less than the authority to spend as specified in 14(a).
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Co-Chair WIken calculated therefore that the carry forward anount
must be approxinmately five mllion dollars.

Ms. Sl agl e concurred.

Co-Chair WIlken stated that the Departnent of Transportation and
Public Facilities' supplenental request presentation would continue
followng the Departnment of Mlitary and Veterans Affairs
presentati on.

Departnment of Mlitary and Veterans Affairs

[tem 23

Section: 6(b)

RDU. Di saster Relief Fund

Suppl enent al Need: Base capitalization of fund $1,000.0; 2004
Bering Strait Sea Storm $4,054.4; Interior Earthquake
shortfall $259.3; and Kaktovik Wnter Storm $2,363.5

$7,677, 200 general fund

JOHN CRAMER, Director, Admnistrative Services D vision, Departnent
of Mlitary and Veterans Affairs, read the Supplenental Need
| anguage. The Interior Earthquake shortfall is the result of an
eart hquake that occurred a few years prior and to which the
Department successfully argued "to secure federal funding for sone
airports.” The Kaktovik Wnter Stormdisaster occurred recently.

Co-Chair WIlken asked regarding the one mllion dollar
capitalization portion of the request.

M. Cramer responded that it is prudent to have funds in reserve in
order to address a disaster as it arises.

Co-Chair WI ken asked regarding the Kaktovi k di saster; specifically
as to whether the source of what caused the town's generator to
mal functi on has been identified.

M. Craner responded that this investigation is continuing.

Co-Chair WIken hoped that, when finalized, a report would be
provi ded.

[tem 41

Section: 11

RDU. National Guard MIlitary Headquarters

Suppl enmental Need: National Guard Audit D sall owance - Federal
auditors have disallowed state expenditures in FFYO5 for a
total of $937,234. This request will cover Cctober 2004 to

SFC- 05 (26) 02/ 14/ 05



June 2005. An anendnent will be offered in the FY 06 budget to
cover these expenditures for the remai nder of FFYO5 and FFYO6.
The departnment estimates they will run out of general funds by
the end of March.

$446, 000 General Funds

M. Craner read the Supplenental Need. The Departnent would be
absorbing a large portion of the total shortfall through such neans
as not filling vacant positions.

Co-Chair WIken asked for an exanple of the things the federa
audi t di sal | owed.

M. Craner responded that a |arge portion "of the fallout” resulted
fromthe disall owance of expenses associated with sone "peopl e who
provi de supervision to the workers that are performng functions at
the bases."” This supervisory scenario has been routine since 1994.
The Departnment has been working with the auditors for the past two
years to "devel op net hodol ogy that woul d be nore appropriate.™

Co-Chair W1 ken asked Senator Dyson, the Comnmttee's Chair of the
Department of Mlitary and Veterans Affairs subcommttee, to
further address this issue and provide a report to the Commttee.

Senat or Dyson concurr ed.

Senat or O son asked whether the Departnent had anticipated that
sonme of the supervisory expenses m ght be disall owed.

M. Craner responded "no." The Departnent has been working with the
auditors to address this situation. The audit review began in
Sept enber 2004. In addition, some of the federal noney that has
been disallowed is the result of the federal fiscal year differing
fromthe State's, which required expenses "to be extrapol at ed out
for the State's fiscal year." The federal fiscal year is October
first through Septenber thirtieth.

Senat or O son asked whether significantly snmaller supplenental
requests would be anticipated in the future due to the negotiations
bei ng undert aken.

M. Craner affirned.

Department of Transportation and Public Facilities

ltem 44
Section: 14(a)
RDU: Marine Vessel Qperations
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Suppl enent al Need: Fuel cost increases and other increasing
operating costs.
$12, 000. 0 AWHS Fund

Ms. Slagle stated that this request is again the authorization to
expend fromthe AVHS Fund. In addition to providing funds to cover
expenses resulting from higher fuel prices, the authorization
provi des for "unanticipated costs" resulting from such things as
the MV LeConte grounding which required the Departnent "to
contract out services so that we could continue to maintain the
| evel of service that has been provided previously." Qher expenses
woul d include approxi mately $500,000 in expenses associated with
crew training for the new fast ferry, the MV Chenega in the spring
2005. She noted that federal funding provided for the training
expenses associated with the MV Fairweather. Ri sk managenent
prem um expenses and overall expenses of the MV LeConte and the
M V Fai rweat her have al so increased.

Co-Chair G een asked for further information regarding the AVHS
Fund, as |ike Co-Chair WIlken, she viewed it as being essentially
general funds rather than "a pot of noney sitting there waiting to
be spent for this."” D scussion regarding the Fund should "reflect"
this.

Co-Chair W/I ken understood that at one tine, there was a pot of
noney as $100, 000,000 had been deposited into the AVHS Fund to
support the System That "has been whittled away" to zero.

Ms. Slagle shared that the AVHS Fund had been established in 1991
and "seeded" with $41 nmillion "with the intent of providing
stability to the AVHS." That anmount equated to approximately the
revenues the System generated at the time. "The revenues cane in
and the subsidy went into the Marine H ghway Fund; therefore we
coul d have some stability as to the expenditure of those funds over
the year, and not have to cone back for |large anounts of
supplenmentals in the neantine."” That bal ance has been eroded over
the years due to such things as "increased costs, |oss of revenues,
a variety of things.” The Fund is "to the point now of just going
fromyear to year alnost.”

Senat or Stedman asked the inpact of the MV LeConte grounding on
the ri sk managenent insurance prem um

Ms. Slagle informed that the risk managenent prem um increases
reflected in this request result fromthe Departnent's desire to
hold the AMHS accountable for such expenses. Currently the
Departnent's Catastrophic Reserve Fund is being utilized to pay for
basi ¢ i nsurance prem um coverage as well as the insurance prem um
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i ncreases. However, with "the reduction of |apsed nonies and the
avai lability of funds going into the Catastrophic Reserve Fund"
di m nishing, the desire is to curtail such expenditures fromthat
Fund and have the AVMHS be nore accountable for them She voiced
bei ng unsure as to how the MV LeConte grounding incident would
affect premuns. This mght be reflected in the next responses to
the Request for Proposal (RFP) for risk managenent insurance
coverage contract. Lloyds of London coordinates the insurance
coverage for AMHS vessel s.

Senat or Bunde opined that, as specified in the detailed information
regarding this request, applying the term "overhaul” to the work
bei ng conducted on the MV Fairweather, is inappropriate for that
i nsinuates that the vessel has been in operation for a while and is
bei ng upgraded. Therefore, he asked whether this termin regards to
that new vessel would apply to the repair work being conducted to
address the rough sea damage it experienced.

Ms. Slagle responded that it would apply to such things as the
vessel's engine replacenent and cowing repairs. It would also
address the "fix-its:" oil changes and other things that occur in
the new vessel, simlar to such things experienced when one
purchases a new vehicl e.

[tem 45

Section: 14(b)

RDU. Central Region H ghways and Avi ation

Suppl enental Need: King Salnon airport - prior year invoices
outstanding for air traffic control costs.

$44,500 General Funds

Senat or O son asked regarding the Control Tower at the King Sal nobn
ai rport.

Ms. Slagle stated that an agreenent was recently reached with the
Federal Aviation Admi nistration (FAA) to continue the air traffic
control tower at King Sal non, as the FAA had pl anned to di sconti nue
that service due to the airport's |imted nunber of flights. The
State 's position is that this action "would have caused a great
deal of problens.” In addition to the agreenent with the FAA the
Departnent is paying for a contractor to provide services.

Senator A son, a pilot, noted that he has flown in and out of King
Sal nron and Naknek nunerous times. He asked the type of problens
that not having a control tower there would create.

Ms. Slagle understood that difficulties have been experienced
during the fishing season in getting fish to nmarket. Further
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i nformati on woul d be provi ded.

[tem 46

Section: 14(c)

RDU: Program Devel opnent

Suppl enment al Need: Legal costs for defense of SB 260, which
changed the nenbership makeup of the policy board for
met ropol i tan pl anni ng organi zati ons.

$85, 000 General Funds

Senat or Bunde asked whether this item m ght be "premature"” as he
understood that this |legal challenge is pending.

Ms. Slagle replied that the lawsuit concerning SB 260 has been
filed, and the State is in the process of delivering a reply brief.
This would be the |l egal cost as estimted by the Departnent of Law,
to address this issue between now and the end of FY 05. The | aw
enacted by SB 260 woul d becone effective July 1, 2005.

ltem 48

Section: 15(a)(1)

RDU: Capit al

Suppl enent al Need: Kotzebue: Obstruction Renoval and Safety
Ar ea

$5, 300. 0 Federal Funds

[tem 49

Section: 154(a)(2)

RDU: Capit al

Suppl enent al Need: Tenakee Springs: Seapl ane Fl oat

Rehabilitation.
$550. 0 Federal Funds

Item 50

Section: 15(b)

RDU: Capit al

Suppl enent al Need: Surface Transportation Programincrease pf
$44,150.0 in federal funds as allocated bel ow

[tem 51

Section: 15(b) (1)

RDU: Capit al

Suppl enental Need: Alaska Mrine H ghways: Coffman Cove
Ter m nal

$1, 600, 000 Federal Funds

[tem 52
Section: 15(b)(2)
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RDU: Capit al

Suppl enental Need: Alaska Marine H ghways: Mtkof |Island,
South M tkof Island Term nal

$3, 500, 000 Federal Funds

ltem 53

Section: 15(b)(3)

RDU: Capit al

Suppl enmental Need: Dalton H ghway: Mlepost 37 to 49
Reconstruction - Hess Creek to Yukon R ver

$1, 400, 000 Federal Funds

ltem 54

Section: 15(b)(4)

RDU: Capit al

Suppl enental Need: denn H ghway: Mlepost 41 - Dogwood

i ntersection
$1, 400, 000 Federal Funds

ltem 55

Section: 15(b)(5)

RDU: Capit al

Suppl enental Need: Haines: Ferry Termnal through town to Add
Hai nes Hi ghway

$13, 000, 000 Federal Funds

Item 56

Section: 15(b)(6)

RDU: Capit al

Suppl enent al Need: Hai nes H ghway: Revetnent Rei nforcenent
$2, 400, 000 Federal Funds

ltem 57

Section: 15(b)(7)

RDU: Capit al

Suppl enent al Need: Ketchi kan: Tongass Hi ghway - Third Avenue
to Tunnel Resurfacing

$5, 000, 000 Federal Funds

ltem 58

Section: 15(b)(8)

RDU: Capit al

Suppl enent al Need: Par ks Hi ghway: Mlepost 72 to 83
Reconstructi on - WIllow Creek to Kashw t na R ver

Reconstructi on
$1, 250, 000 Federal Funds

Item 59
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Section: 15(b)(9)

RDU: Capit al

Suppl enental Need: Parks Hi ghway: Mlepost 204 - Summt
Rai | road Overcrossing

$4, 900, 000 Federal Funds

[tem 60

Section: 15(b)(10)

RDU: Capit al

Suppl enment al Need: Petersburg: Mtkof H ghway - Ferry Term nal
Sout h Resurfacing

$1, 600, 000 Federal Funds

l[tem 61

Section: 15(b)(11)

RDU: Capit al

Suppl enent al Need: Richardson H ghway: M| epost 341 - Eiel son
Access Ranps

$500, 000 Federal Funds

Co-Chair WIlken stated that the requests described in Itens 48
through 61 would anpbunt to approxinmately "$50 mllion in re-
al | ocat ed spending."

JOHN MACKI NNON, Deputy Comm ssioner of Hi ghways & Public
Facilities, Departnent of Transportation and Public Facilities,
informed the Committee that the Departnent is processing projects
faster and therefore, the authorization to expend these funds is
being requested. It is anticipated that the entirety of these
projects would be put out to bid before the end of April 2005.

Co-Chair WI ken understood that this funding woul d not be new noney
and t herefore asked whet her approval of these funds woul d di spl ace
ot her projects.

M . MacKi nnon responded that no ot her project would be negatively
i npacted by this request.

In response to a question from Co-Chair WIken, M. MacKi nnon
responded that all of these projects have federal nmatch funding.

Co-Chair WI ken asked regarding the federal match for the Kotzebue
project, Item48, Section 15(a)(1).

M . MacKi nnon responded that its funding would consist entirely of
federal funds.

Co-Chair WI ken understood therefore that no general funds woul d be
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requi red and no other projects would be displaced.

M. MacKi nnon agreed and reiterated that the basis for this request
is that "these projects had noved up in the pipeline in our ability
to get these projects out to bid and out to construction quicker."

Co- Chair W1 ken asked for assurance that no other project would be
di spl aced.

M. MacKi nnon affirmed that no other project would be displaced.

Senator Stedman asked for further information regarding the
Departnment's action "that accel erated these projects.”

M. MacKi nnon commented that "to a certain extent,"” the Departnent
is experiencing increased productivity. Another factor is the
endeavor to get these projects "out to bid in the wnter"” in order
to take advantage of short sunmmer construction seasons. Approaching
these projects in this manner could speed the conpletion of the
project "up a year" as were these projects put out to bid in the
Spring, work could begin in the sumer as opposed to bei ng put out
to bid in the summer and having to wait until the follow ng year's
summer construction season. This timng would save a trenendous
anount of adm nistrative expenses associated with the projects.

Co-Chair WI ken asked whet her these projects were on a list or were
sinply ready to go to bid.

M. MacKinnon replied that these projects were on the Statew de
Transportation |nprovenment Program (STIP) project list or the
State's aviation project |list and were ready to bid.

Ms. Slagle noted that many of the projects such as the Haines
H ghway: Revetnent Rei nforcenent project involve safety issues that
shoul d be addressed as expediently as possible. hers such as the
Cof fman Cove term nal and the South Mtkof Island term nal involve
"timng issues”, as work must begin in order to accommodat e anot her
ferry that the Inter-Island Ferry Authority would be bringing
onl i ne.

Co-Chair WIlken recalled that the previous Legislative Session, it
had been comunicated that the federal airport and surface
transportation funding "was constricting.”" This funding was
recei ved unexpectedly.

Ms. Sl agle acknow edged that the State's federal highway program

funding has been in turnoil this past year. It is currently | ooking
"very positive" for the State.
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Co-Chair WI ken announced that the bill would be HELD in Comm tt ee.

#
ADJ CQURNIVENT

Co-Chair W/I ken adjourned the neeting at 11:01 AM
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