M NUTES
SENATE FI NANCE COWM TTEE
April 12, 2006
8:05 a.m

CALL TO ORDER

Co-Chair Lyda Geen convened the neeting at approximately
8:05:10 AM

PRESENT

Senat or Lyda Green, Co-Chair
Senator Gary W/ ken, Co-Chair
Senat or Con Bunde, Vice Chair
Senat or Fred Dyson

Senator Bert Stedman

Senat or Lyman Hof f man

Senat or Donny d son

Al so Attending: DALE ANDERSQN, citigroup/ Smth Barney;, TIM
RATTI GAN, Regi onal Banker for Northwest and Al aska, citigroup;

JIM HADDON, Managing Director of Tobacco Securitization,

citigroup; CHERYL FRASCA, Director, Ofice of Mnagenent and
Budget , Ofice of the Governor; KEVI N  BROOKS, Deput y
Comm ssi oner, Department of Adm nistration; M KE  CALLAHAN,

Director, Enterprise Technol ogy Servi ces, Depart ment of

Adm nistration; N CO BUS, Acting Director, D vision of Support

Services, Departnent of Natural Resources;

Attendi ng via Tel econference:

SUMVARY | NFORVATI ON

SB 243- TOBACCO REV. FOR UNI'V. & CORR. FACILITIES

The Conmittee heard a presentation by bond raters. The bill was
held in Commttee.

SB 231-BUDGET: CAPI TAL & OTHER APPROPRI ATI ONS

The Committee heard presentations on the Al aska Land Mbbile
Radio project, statewide information technology requests, and
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Governor Murkowski's priority project requests. The bill was
held in Comm ttee.

SB 235- SCHOOL PERFORMANCE BONUSES

The Commttee considered and adopted an anendnent. The bill was
reported from Conmitt ee.

#SB243
8:05:47 AM

SENATE BILL NO 243

"An Act relating to the financing of construction, major
mai nt enance, and renovation  of facilities for t he
University of Al aska; relating to the financing of
construction of a correctional facility; authorizing the

commi ssioner of revenue to sell the right to receive a
portion of the anticipated revenue from a tobacco
[itigation settl enment to t he Nor t her n Tobacco

Securitization Corporation, with the proceeds of that sale
to finance construction, mjor maintenance, and renovation
of facilities for the University of Alaska and to finance
the construction of a correctional facility; providing for
the establishnment of funds for deposit of those proceeds;
authorizing the issuance of bonds by the Northern Tobacco
Securitization Corporation for the purpose of acquiring the
right to receive a portion of anticipated revenue from a
tobacco litigation settlenent; and providing for an
effective date.”

8:05:51 AM
This was the second hearing for this bill in the Senate Finance
Commi tt ee.
Presentation by citigroup
Tobacco Bgﬁh | ssuance
DALE  ANDERSOQN, citigroup/ Smth  Barney, i ntroduced the

presenters. Citigroup is the |leader in tobacco settlenent
securitization and has been invol ved since 1999.
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8:07:53 AM

TIM RATTI GAN, Regi onal Banker for Northwest and Al aska,
citigroup, introduced M. Haddon.

8:09: 18 AM

JIM  HADDCN, Managing Director of Tobacco Securitization,
citigroup, gave a presentation wutilizing a packet titled,
"Presentation to: The State of Alaska, Tobacco Settlenent
Revenue Securitization Update, April 12, 2006" [copy on file].
Ref erences are not all made in sequential order.

8:09: 28 AM
Page 4
Conpl et ed Tobacco Securitizations

71 conpleted issues totaling over $34 billion in par anount
si nce 1999.

[US map highlighting the dates, anpbunts and percentages of
Securitizations Conpl et ed, Securitization Pending, and
Legislation Introduced status of states, US territories,
counties and cities.

Notations indicate that a percentage of the Tobacco
Settlement Receipts (TSR) generated by the states of
California and New York are allocated to counties and
certain cities. Amounts or percentages of TSR are pledged
for the states of Alabama, Arkansas and North Dakot a.
States not a party to the Master Settlenent Agreenent (NSA)
are identified.]

M . Haddon outlined the information on this map.
8:10:11 AM
Page 5
Secondary Market Tradi ng (2003 - 2006)
[ Line graph showi ng Secondary Market Trading and Yield (%

of the 5.5 percent Northern Tobacco Securitization
Corporation Series 2001 Maturing 2029, and the 30-Year MWD

SFC- 06 (3) 04/ 12/ 06



"AAA", for selected nonths from March 2003 to March 2006
Pertaining |legal actions are noted on the tineline, as well
as the dates bond raters downgraded unenhanced tobacco
securitization bonds. A notation reads, "Yields calculated
as vol une-weighted averages based on MSRB daily trading
data."]

M. Haddon stated this graph is indicative of the status of the
yield in the current market of the Al askan bonds issued in 2001
and maturing in 2029.

M. Haddon pointed out the 200 basis point change in tobacco
rate yield variations from 8.5 percent to 5.5 percent between
March 2003 and March 2006. This is a "very event risk" market
that is subject to media reports of consunption, significant
"factor determ nation concerning nonparticipating manufacturer
adj ust nent ", and litigation against the industry. These
occurrences cause the mrket to fluctuate as the rmarket
eval uates the security.

M . Haddon noted the 30-year AAA MVD provides a baseline market
anal ysis. "Rates have drifted down in tobacco"” and therefore now
is an opportune tine to consider a tobacco securitization.

8:11: 52 AM

Senator Dyson requested the witness explain acronyns as they are
used in the presentation.

8:12:12 AM

M. Haddon defined "triple A" as the highest credit rating
possi bl e, 30-year as the term of maturity, and MVD as Mini ci pa
Mar ket Data. Secondary market trading reflects the buying and
selling of the Al aska Northern Tobacco Securitization Corp bond
issued in the year 2001

8:12:45 AM

M. Rattigan furthered the amount the State pays for the
securitization on the bonds is not inpacted. That rate was set
at the date of issuance in 2001. This information reflects
activity in the secondary narket as buyers and traders are
selling and buying the bonds after the initial offering.
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8:13:12 AM

Page

2005

And
Page

2006

SFC- 06

6

Tobacco Mar ket Overvi ew

In 2005, the nmarket for tobacco securitization bonds
continued to be shaped by three primary factors:
o Large cash positions of high-yield / tobacco

i nvestors

o Market supply of wvarious types of high-yield
bonds

o Investor perception of t obacco i ndustry
credi t wort hi ness, [itigation risk, and

consunption risk
In early 2005 (after a year wth no tobacco

securitization issuance), large cash positions of
tobacco investors (specifically, municipal high yield
f unds) and an inproving litigation environnment

provided a favorable backdrop for new tobacco
securitization issuance

At the end of 2005, we witnessed a softening secondary
mar ket , Wi th decr eased t obacco tradi ng vol unme
occurring
0 Less hype over potential tobacco refundings
o Investors sonmewhat nore credit cautious given the
devel opnments in the Grand R ver case

Thirteen tobacco securitizations were conpleted in

2005 for a total of $6.1 billion in par anount.
e $4.5 billion refunding
e $1.6 billion new noney

7

Tobacco Market Qutl ook

New tobacco securitization issuance has continued in
2006, and there is a building forward cal endar

Cash positions in high yield funds remain robust, and
we believe demand continues to exceed new supply. This
was w tnessed in the successful sale of $1.75 billion
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of tobacco securitization bonds during the week of
January 30 alone, and an additional $530 nillion
brought to market year-to-date

e Institutions who have approved the tobacco credit
continue to be buyers, and favorable yields and market
outl ook continue to attract new investors

» Despite recent developnents regarding the Brattle
Goup's determnation in the NPM Adjustnent process,
i nvestors appear relatively confortable in the current
mar ket environment, and market volatility has been

m ni ma

e Tobacco market conditions and investor demand remain
f avor abl e

Over $2.2 billion of wunenhanced tobacco securitization

bonds have been issued year-to-date.
e $1.6 billion refunding
e $600 mllion new noney

Currently, litigation and NPM (Non-Participating
Manuf acturer) Adjustnment risk are the nost significant
credit concerns in the tobacco securitization market.

M. Haddon stated that no tobacco securitizations were conpleted

in 2004 due to significant litigation underway involving the
State of Illinois and Phillip Mrris, 1Inc. A $13 nillion
j udgment was assessed against Phillip Mrris in this case. As a

result the conpany threatened to file bankruptcy proceedings,
whi ch caused volatility in the market. The market inproved in
2005 and rates dropped. Several deals were made in 2005, as
buyers becane nore interested in tobacco securitization bonds

The i nprovenents continued in 2006.

8:14: 35 AM
Page 8
Recent Secondary Market Trading (February - April 2006)
[Line graph showing Yield (% of 5.5% Northern Tobacco
Securitization Corporation Series 2001 Maturing 2029,
Recent "BBB'" Rated Tax-Exenpt Capital Appreciation Bond

Pricing, and 30-Year MVD "AAA', for various dates between
February 1, 2006 and April 5, 2006. Pertinent events are
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indicated. A notation reads, "Yields calculated as vol une-
wei ght ed weekly averages based on MSRB daily tradi ng data. ]

M. Haddon noted the mninmal volatility of the market in 2006
not w thstanding issues involving a potential Non-Participating
Manuf acturers (NPM Adjustnent. He explained this pertains to
whet her the Master Settlenment Agreenent (MSA) was a significant
factor in the market share loss of the Participating
Manuf acturers (PMs). The Brattle G oup, an econonetric firm has
been exanmining this matter and released a prelimnary report on
March 2 opining that the MSA was a significant factor. On March
27 the final report was issued. Despite this, the market
conditions are favorable for issuers.

8:15:56 AM
Page 19

NPM Adj ust nent: Overvi ew

* The Non-Participating Mnufacturer (NPM Adjustnent,
nmeasured by donestic sales of cigarettes by NPMs,
operates to reduce the paynents of the Participating
Manuf acturers ("PMs") under the Master Settlenent
Agreerment ("MSA") in the event that the PM incur
| osses in market share to NPMs during a cal endar year
as a result of the MSA

* Three conditions nust be net in order to trigger an
NPM Adj ustnment for one or nore Settling States:

o (1) the aggregate narket share of the PMs in any
year nust fall nore than 2% bel ow the aggregate
mar ket share held by those sanme PMs in 1997 (a
condition that has existed for every year since
2000)

o (2) a nationally recognized firm of economc
consul tants nust determ ne that the disadvantages
experienced as a result of the previsions of the
MSA were a significant factor contributing to the
mar ket share | oss for the year in question, and

o (3) the Settling States in question nust be
proven to not have diligently enforced their
Mbdel Statutes

e The NPM Adjustnent is applied to the subsequent year's
Annual Paynent and Strategic Contribution Paynment and
the decrease in total funds available as a result of
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the NPM Adjustnment is then allocated on a Pro Rata
basis anong those Settling States that have been
f ound:
o (i) to have not diligently enforced their Model
Statutes, or
o (ii) to have enacted a Model Statute or
Qualifying Statute that is declared invalid or
unenf or ceabl e by a court of conpet ent
jurisdiction
« The MSA provides that the amount of an NPM Adj ust nment
applied to any Settling State in any given year cannot
exceed the anount of Annual and Strategic Contribution
Paynents to be received by such Settling State in such
year.

The market for tobacco securitization bonds nmay be
affected in wupcoming nonths by recent devel opnents
relating to the "NPM Adj ust nent ™.

M. Haddon informed that the NPM Adjustnent could potentially
i npact Al aska on two |levels: the anount received in the paynent
due April 17, 2006, and the condition of the bonds already
issued as well as the 20 percent of the settlenent not
securitized.

M . Haddon expl ained the NPM Adjustnment. A tobacco nanufacturer
has two options: join the MSA, or be a NPM and submt an escrow
paynent to the State based on the anpbunt of cigarettes sales
made in the state. He outlined the conditions in which a NPM
Adj ust nent coul d be made, which could decrease the anount of the
paynents the PMs must remt.

M. Haddon inforned that the PMs have begun a procedure to
achieve a NPM Adjustnment. A greater than two percent market
share | oss since 1997 has occurred and subsequently, PMs could
withhold a portion of their paynments due in April or make the
full paynent and seek a NPM Adj ustnent for future paynents.

M. Haddon also noted the determination nust be nmade as to
whether the State diligently enforced the MSA A standard of
diligent enforcenent has yet to be established and would require
either a court decision or binding arbitration. The PMs favor
binding arbitration, while the Settling States prefer court
i nvol venent. Meanwhi |l e, the manufacturers nust decide whether to
wi t hhol d partial paynent.
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M. Haddon reported that the market was "very concerned about
this", although the market has not shown significant volatility
as a consequence of these possible occurrences.

8:19: 44 AM
Page 21

NPM Adj ust ment: Recent Devel opnents

e In May 2004, the Settling States and the PMs sel ected
The Brattle Goup as the firm of econom c consultants
responsible for nmmking the "significant factor”
determi nation regarding the Market Share Loss of the
PMs for cal endar year 2003

« On March 2, 2006, the Brattle Goup issued its
prelimnary finding that the MSA was a significant
factor contributing to the Market Share Loss of the
PMs  for cal endar year 2003 (the prelimnary
determi nation was challenged by the Settling States
and additional arguments/information were submtted
to The Brattle Goup for consideration in connection
with its final decision)

« On March 27, 2006, The Brattle Goup announced its
final determnation that the MSA was a significant
factor contributing to the Market Share Loss of the
PMs for cal endar year 2003

e If the Original Participating Manufacturers ("OPM")
claim an NPM Adjustnent for 2003 in April 2006, such
OPMs may either nake an appropriate deposit into the
D sputed Paynments  Account or wi thhold  paynent
reflecting the clained NPM Adjustnent, which could
have a materially adverse inpact on the available
anount of tobacco settlenent revenues ("TSRs")
flowwng to Settling States

 The Settling States have reserved the right to
commence an enforcement action for conpliance wth
the MSA. It has been reported that a mgjority of the
Settling States have sent a notice to the PMs of
their intent to conmence such an action, including an
action seeking a declaratory order that regardl ess of
the "significant factor” determ nation, the PMs are
not entitled to an NPM Adjustnent because those
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Settling States have been diligently enforcing their
Qual i fying Statutes

There can be no assurance as to the amount of any NPM
Adjustnent or the <corresponding reduction in TSRs
payable to the Settling States.

M. Haddon shared that Phillip Mrris submtted its paynment in
advance of the April deadline. That manufacture occupies over 50
percent of the marketplace. RIJR has submtted a partial paynent
and whet her final payment would be wthheld is unknown.

8:20: 24 AM
Page 22

NPM Adj ustnent: April 2006 Paynent

e Assuming no NPM adjustnent, the April 2006 paynent due
has been reported to be approximately $6.5 billion
 The OPMs have requested the I|ndependent Auditor for
the MSA to reduce its calculation of the expected 2006
paynent by $1.14 billion plus interest (approximtely
$1.2 billion total) to account for the NPM Adjustment
for 2003
o Assuning a $1.2 billion NPM Adjustnent, the
impact to TSRs flowing to the State would be as
fol |l ows:
Assuned NPM Adjustnment: $1.2 billion
State Allocation Percentage: 0.3414187%
Decrease in Total TSRs Flowing to the State:
100. 000% $4, 097, 024
Decrease in Amounts Avail able for Series
2000 Bonds: 40.000% $1, 638, 810
Decrease in Amounts Avail able for Series
2001 Bonds: 40.000% $1, 638, 810
Decrease in Non-Securitized TSRs:
20. 000% $819, 405
* On March 31, Philip Mrris reportedly made a full
paynent; RIJR nmade a partial paynent
0 Assuming Philip Mrris' share was approxi mately
50% this would suggest an NPM Adjustnment of up
to $600 million; in this case, the inpact to TSRs
flowing to the State would be as foll ows:
Assumed NPM Adjustnent: $1.2 billion
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State Allocation Percentage: 0.3414187%
Decrease in Total TSRs Flowing to the State
100. 000% $4, 097, 024
Decrease in Anmounts Avail able for Series
2000 Bonds: 40.000% $1, 638, 810
Decrease in Amounts Avail able for Series
2001 Bonds: 40.000% $1, 638, 810
Decrease in Non-Securitized TSRs:
20. 000% $819, 405

There can be no assurance as to the amount of any
NPM Adj ustrment or the corresponding reduction in
TSRs payable to the Settling States.

M. Haddon indicated the information on this page explains the
potential inpact of a NPM Adj ust nent.

8:20: 35 AM
Page 15

Prelim nary Financing Results

» Scenarios 1 and 3 of the follow ng page assunme a full
refunding of State's Series 2000 and Series 2001
Tobacco Settl ement Asset-Backed Bonds, respectively

o Scenario 1 allows State to achieve $114.5 million
i n upfront new noney net proceeds

o Scenario 3 allows State to achieve $106.5 million
i n upfront new noney net proceeds

e Scenarios 2 and 4 assunme the Series 2000 and 2001
Bonds remain outstanding. The Series 2006 Bonds are
structured on a subordinate basis to the Series 2000

and 2001 Bonds, respectively. In the respective
scenarios, no revenues wll be available for debt
service on the Series 2006 Bonds until the currently
out standi ng bonds are fully repaid

o Scenario 2 allows State to achieve $90 mllion in

upfront net proceeds
o Scenario 4 allows State to achieve $87.8 mllion
in upfront net proceeds

e Though the bonds in each scenario have a stated
maturity of 2060, wth their turbo anortization
structure they are projected to be fully repaid by
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2041 in Scenarios 1 an d3, and 2040 in Scenarios 2 and
4
o Shortening the final planned anortization date of
the refunding scenarios to that of the Series
2000 and 2001 Bonds (2015) allows the State to
achi eve approxi matel y $20 million from a
refunding of the Series 2000 Bonds, and
approximately $12 mllion from a refunding of the
Series 2001 Bonds

M. Haddon noted this explains the opportunities for the State
to generate additional revenue in 2006.

8:20: 53 AM
Page 16
Prelim nary Financing Results

State of Alaska Tobacco Settlenent Asset-Backed Bonds,
Series 2006, Scenario Summary as of 4/10/2006

[ Spreadsheet listing Delivery Date and % of TSRs Pl edged;
then calculating Initial Par, less (AQD)/Premum equaling
G oss Proceeds; less CO and Underwiter's Discount, Debt
Service Reserve, Capitalized Interest, Escrow Cost net of
Debt Service Fund, and Operating Expenses, plus Release
from Series 2000 and 2001 SDR, totaling Net Proceeds to the
State; Final Maturity and Final Planned Anortization dates
are listed, as well as Cost of Capital and Yield on Fina
Maturity percentages for Scenario 1: New Money and
Ref undi ng of Series 2000 Bonds; Scenario 2: New Mney Only:
CABs Subordinate to Series 2000; Scenario 3: New Mney and
Refunding of Series 2001 Bonds; and Scenario 4: New Money
Only: CABs Subordinate to Series 2001.]

M . Haddon outlined the four scenarios. The first would generate
the nost noney possible, over $14 mllion. Scenario 3 enploys
t he sane structure.

8:22: 04 AM
M . Haddon clarified he considered Scenarios 1 and 3 to involve
restructuring rather than refunding, because the bonds woul d not

be refunded "purely for econom cal savings"™ but would instead
ext end debt.
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M . Haddon hypothesized |leaving the Series 2000 and 2001 bonds
outstanding and "only try to wap new noney around" those bonds,
saying the new bonds nust be "subordinate”" to the existing
bonds. A zero coupon structure would be required because no
revenues would be received until the paynent of the Series 2000
and 2001 bonds were fully paid off. No interest paynents would
be made during that period.

M . Haddon stated that if a zero coupon structure were used, the
State could generate $90 million subordinate to the Series 2000
bonds, and $87 mllion subordinate to the Series 2001 bonds, to
total approximately $180 nillion. These would be "leveraged out
to the maximum anount” the bonds <could be sold in the
mar ket pl ace.

8:23:39 AM

Senator Bunde asked the wearnings of the Series 2000 bonds
wi t hout the "w apping of new noney".

8:24:16 AM

M. Haddon replied that the State has already issued the bonds
and received paynment so the State would generate no additional
funds. The projected payoff of those bonds is 2015.

8:24: 38 AM

Senat or Bunde surm sed the proposal is to refinance these bonds.
He asked if the sane bonds could be sold tw ce.

8:24: 50 AM

M. Haddon clarified that a new set of bonds would be issued
with a portion of the proceeds deposited into an escrow account
to service the debt of the Series 2000 bonds. Technically, the
first bonds would no longer have claimto the TSRs and the TSR
funds would then be "freed up" and avail able for debt service on
t he new bonds.

M. Haddon pointed out the spreadsheet details that the Escrow

Cost net of Debt Service Fund woul d be deducted from the gross
pr oceeds.
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8:26:12 AM

Senator Bunde commented that each tinme citigroup becones
involved in the sale or refinance of these bonds, the State
incurs a cost. He therefore questioned how the State would
generate additional income fromthe scenarios posed.

8:26:41 AM

M. Haddon responded that rates are lower, and the tine is
opportune to participate in the marketplace. The State would
generate $114 mllion net of all fees on the refunding of Series
2000 bonds. This is a market opportunity and is not required
Currently, the State would resune retention of TSR funds when
the current bonds mature.

8:27:38 AM

Co-Chair Green understood the current timng is optiml due to
activity in the market.

8:27:48 AM

M. Haddon affirned. He informed that this nmarket has
volatility, evidenced in 2004 when the market "shut down". The
market is "open now'. He could not guarantee whether the market
woul d close again in the future, whether significant litigation
woul d be decided against the tobacco industry or against the
Settling States of the MSA. The State "did the right thing" in
selling off the TSR risk in 2000 and 2001. If the State were to
decide to repeat the action, this would be an ideal tine.

8:28: 44 AM

Senat or Bunde estimated the cost of undertaking the action posed
in Scenarios 1 or 3 would be approximtely $100,000,000. He
based this on the G oss Proceeds amount of alnost $212 mllion
less the nultiple deductions, totaling approximtely $114.5
mllion Net Proceeds to the State.

8:29: 08 AM
M. Haddon clarified that $90 mllion of the G oss Proceeds nust

be provided as escrow for the original bond issuances. A debt
service reserve nust also be provided. These are not costs to
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the State, but rather necessary to refund the 2000 and 2001
Series bonds.

M. Rattigan pointed out that once the Series 2000 and 2001
bonds were refunded, the TSR would no Ilonger need to be
dedicated to their repaynment and would be "freed" to pay the
debt service on the new bonds.

8:29: 57 AM

M. Haddon when refund 00 bonds, not |onger wusing tobacco
revenues.

8:30:12 AM
Senat or Bunde asked the cost to the State of Scenario 1
8:30: 24 AM

M. Haddon listed transactions costs of approximately $2 mllion
[ actual anmpbunt shown on spreadsheet is $2, 800, 831].

8:30: 56 AM

Senator Hof fman understood the Series 2000 bonds are currently
scheduled to be paid off in 2015 and if no changes were nade
the State would have the ability to appropriate the TSR funds
after that date.

8:31:13 AM

M. Haddon responded that 2015 is a target date but is not
certain. The target date would be achieved if tobacco revenues
"cone in" as projected. At the full anortization of the Series
2000 bonds, the 40 percent of TSR pledged to the repaynent of
t hose bonds woul d revert to the State.

8:31: 38 AM

Senat or Hof fman asked the anobunt anticipated annually and the
total anmount over tine.

8:32: 04 AM
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M. Haddon indicated he would calculate the anpbunts. He noted
the State would resune retention of the TSR funds.

8:32:24 AM

Senator Hoffman ascertained the issue as deciding whether the
State needs revenues from the TSR immediately with no further

TSR revenues until 2060; or to receive no revenue until 2015
but resune collection of TSR at that tinme. The question is
whet her receipt of $114 mllion this year wuld be nore

advant ageous.
8:33: 03 AM
M . Haddon affirnmed Senator Hof fman's assessnent.

M. Haddon infornmed that bonds secured with TSRs have an
expected paynment date and a stated paynent date. The Series 2000
bonds are targeted to pay off in 2015 with a stated maturity of
2031. The proposed bonds of Scenario 1 have stated paynent date
of 2060 and an expected paynent date of 2041. He would therefore
conpare the 2015 payoff date of the Series 2000 bonds with the
proposed expected payoff date of 2041 of Scenario 1 bonds. He
agreed that the refunding of the original bonds and issuance of
new bonds woul d extend the debt a nunber of years.

M . Haddon explained that by issuing new bonds, the State would
receive a present value paynent of future TSRs. If no changes
were made and the original bonds paid out in 2015, the State
woul d begin collecting revenue from the TSR although not in a
"l'ump sunf. If the Series 2000 bonds do no pay out in 2015, the
State would not receive TSR revenue until the bonds were fully
pai d.

M. Haddon identified the policy question as whether to receive
the funding "up front" based on projections that could be sold
in the current marketplace; or to accept annual paynents in the
anount based on annual consunption once the original bonds are
repaid. That amount could be significantly |ower than current
proj ections.

8:34: 59 AM

Senat or Hof fman countered that the anpunt could also be
consi der abl y hi gher.
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8:35:01 AM

M. Haddon agreed this was possible. If so and new bonds were
i ssued, those bonds would be paid off sooner.

8:35:23 AM

Senator Stedman comented to the question of whether the State
shoul d capitalize on the TSR at a tinme of surplus, or wait unti
oil prices are down and revenue is needed. A proposal that is
"attractive today" could also be worth consideration several
years in the future. This, plus how the revenues would be
expended, are the policy discussions.

8:36: 30 AM

Senator Bunde identified a third topic for policy discussion as
the worth of the "price of doing business". The State would
"give up a lot" by having use of the revenues inmediately rather
than allowi ng the settlenment to "play out".

8:37: 00 AM

Co-Chair Geen asked the benefits of refunding and reissuing
stocks at this time, and the benefits of nmaki ng no changes.

8:37: 08 AM

M. Haddon gave the favorable market as the reason for
undertaking this now Interest rates are relatively |ow conpared
to previous years and the market is "willing to accept” these
bonds, meaning the bonds would be saleable. In 2004, the market
was not favorable and simlar bonds could not be sold. The
guestion is whether the market would be favorable in the future
for later bond issuances. Tobacco settlenent-secured bonds
represent a small portion of the bond market.

M. Haddon continued that the State could make no changes at
this time if officials predicted that tobacco consunption would
continue at the current |level, the funds were not needed at this
time, and receipt of future annual paynents in unknown anobunts
was deemed accept abl e.

8:39: 05 AM
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Senat or Hof fman asked the anmpbunt the Series 2000 and 2001 bonds
wer e sol d.

8:39:16 AM

M. Haddon replied that he would provide this information,
surmsing the amount of the proposed sales would not be
substantially different. Current rates are |ess than one percent
or 100 basis points |lower than they had been at the tine of the
original offerings. Refunding the existing bonds would not
result in a significant savings. Therefore, he considered the
proposals to be nore of a restructuring.

8:40: 25 AM

Senator Hof frman calculated that the State would generate $114
mllion on the Series 2000 bonds by extending the potential
earnings from 2015 to 2060.

8:40:48 AM

M. Haddon affirmed; clarifying the target payoff date of the
Scenario 1 bonds is 2041.

8:41: 02 AM

Senator Hoffrman asked if the returns would not be a result of
previous interest rates of 8.5 percent conpared to the current
rate of 5.5 percent as reflected on the graph on Page 5.

8:41:13 AM

M . Haddon noted the Series 2000 bonds were not sold at a rate
of 8.5 percent. The graph instead denonstrated the rates in
whi ch the secondary bond market, i.e. tobacco settlenent-secured
bonds, has traded over tine.

M. Haddon stated that if the maturity of the Series 2000 bonds
was held at the 2015 target date and new bonds were sold "doing
a straight refunding", the State would net $20 mllion after
escrow costs to restore the original bonds were paid. This
anount is significantly less than the anount projected for
Scenario 1 and denonstrates that approximately $80 mllion of
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the $114 mllion would be generated as a result of extending the
debt .

M. Haddon qualified that if the situation involved general
obligation bonds rather than TSR secured bonds, and the State
could save $20 nmillion, or ten-percent, through a refunding
process, the State would |ikely undertake the process. Receiving
an upfront paynment of debt service cost of ten percent is "above
the normal threshold that states |ook to do refundings for."

8:43: 14 AM

M. Rattigan addressed refunding versus "new noney". "Freeing
up" the tobacco revenues currently dedicated to the Series 2000
and 2001 bonds would allow for issuance of bonds that would be
"nore desirable by the market." These are current interest bonds
that "pay regular interest" and "conme at a nmuch |ower interest
rate” than the zero coupon bond structure that would be required
if the refundi ng was not done.

M. Rattigan suggested that if a "new noney target project |ist
of a certain dollar anmount" was agreed upon, the refunding of
the existing bonds could allow for the issuance of new bonds at
a lower interest rate. Significantly |ess zero coupon bonds,
which are nore expensive and generate |ower proceeds, would be
necessary.

AT EASE 8:44:14 AM/ 8:44:33 AM

Senator Hof fman understood that $20 mllion would be derived
fromthe release of the Series 2000 and 2001 bonds if the State
restructured the bonds.

8:45: 00 AM

M. Haddon corrected that the State would receive $20 nillion
under a straight refunding scenario with a targeted nmaturity of

2015. The existing bonds have an $11 mllion debt service
reserve account and the new bond scenario would require a $14
mllion debt service reserve. The $3 mllion difference would be

utilized to pay off the bonds at their maturity.

8:45:42 AM

SFC- 06 (19) 04/ 12/ 06



M. Rattigan noted that the handout referenced for this
presentation does not include a straight refunding scenario.
This presentation is based on the assunption that the State
woul d intend to generate nore than $20 mlli on.

8:46: 24 AM

Senator Stedman referenced conversations about the benefits of
shifting risks given the uncertainty of future TSR paynents and
the potential that tobacco manufacturing corporations could
di ssol ve. He requested financial i nformation on these
corporations, including international activities, Standard and
Poor ratings and the bond and stock ratings of other firms, to
hel p determ ne possi bl e insol vency.

8:47: 37 AM

M . Haddon replied that rating agencies carry ratings on all the
maj or tobacco conpanies. However, those conpanies do not
conprise the full conponent of the TSR Smal | t obacco
manuf acturers also contribute. Philip Mrris, Inc. represents
approximately 50 percent of the marketplace and has been awarded
a weak BBB rating by Standard and Poor.

M. Haddon also pointed out that the paynents per the Master
Sett| ement Agr eement are based on donestically shipped

cigarettes and do not involve the international markets. In
evaluating the security of Philip Mrris, only the donestic
subsidiary of the conpany could be considered. RIR Inc.,

formally Reynolds Tobacco, is rated below investnment grade by
the major rating services. The third |argest tobacco conpany,
Loews, is a larger conglonerate involving nore than tobacco
manufacturing. It is therefore difficult to isolate the rating
of just its tobacco operations.

M. Haddon stated that the highest rating TSR secured bonds
could receive is BBB. By considering the solvency of al
participating manufacturers, the rating agencies consider the
revenue stream for these bonds slightly stronger than the
i ndi vi dual conpani es.

8:49: 52 AM

Senator Stedman surmsed that the narket place already factors
the current financial scenario of the settlenent agreenents.
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Therefore, an inmmnent demse of the corporations would be
reflected in current ratings.

8:50: 24 AM
Page 18
Tobacco Securitization Credit Risks
[ Flow Chart showing the interrelationship between Tobacco

Securitization Credit and Non-Participating Mnufacturer
( NPM Adj ust nent Ri sk; Decr eased Mar ket Shar e of

Parti ci pating Manuf act urers; Litigation Agai nst
Partici pating Manuf act urers; Legal Ri sks to Mast er
Sett| ement Agr eement ; Bankr upt cy of Parti ci pating

Manuf acturers; and Uncertainty of Future Consunption.]

M. Haddon directed attention to this page to denonstrate the
risks.

8:51: 00 AM
Page 24
Mar ket Share of PMs and NPMs

[ Spreadsheet |isting Hi storical Market Shares as foll ows:

OPMs
1998 - 96. 5%
1999 - 92. 3%
2000 - 91.4%
2001 - 89.4%
2002 - 86.1%
2003 - 84.5%
2004 - 83.75%
SPMs
1998 - 3%
1999 - 3. 9%
2000 - 5.2%
2001 - 6.2%
2002 - 7.2%
2003 - 7.4%
2004 - 7.5%
NPV
1998 - 0.5%
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1999 - 3. 7%

2000 - 3.5%

2001 - 4. 4%

2002 - 6. 7%

2003 - 8.2%

2004 - 8.75%
Sour ce: " Opi ni on And O der Partially Denyi ng
Prelimnary [Injunction® in 02 Gv. 2939 (AKH),

Sept enber 14, 2004, Alvin K Hel | er st ei n, uU. S
District Judge, United States District Court for the
Sout hern District of New York.]

* NPMs pay into an escrow and do not contribute to the
paynents flowing to Settling States

* Increasing NPM narket share neans | ess noney flow ng
to Settling States

M. Haddon stated this page denonstrates how market shares have
changed wth an increasing rmarket share going to the
nonpartici pating manufacturers. An increase in NPM decreases the
anount of revenue generated fromthe MSA because NPM do not nake
paynents into the MSA. This is a risk of holding the TSR

8:51:40 AM

M. Haddon returned to the flow chart on Page 18 to speak to the
significant litigation against tobacco nanufactures. |ndividual
suits are filed, with occasional |arge judgnents nade against
the manufacturers. Cass action suits have also resulted in
| arge judgnments against the industry. Such continued | osses
could result in financial duress to manufacturers.

M. Haddon furthered that the Master Settlenment Agreenent itself
is being challenged on "two mgjor fronts.” Small manufactures
are challenging the MSA arguing it is an anti-trust agreenent
resulting in restraint of trade. If one of these challenges
prevail ed, the MSA could be "disrupted” and the requirenent that
the PMs nake paynments coul d be "decoupl ed".

M. Haddon explained the other challenge is "consunption risk
going forward."

8:53: 22 AM
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Senator Stedman renmarked that these bonds are not insured
agai nst default for the purchaser. The purchaser would have at
least as much information about the MSA as the State does.
Therefore, he surm sed the purchaser would adjust the purchase
price to reflect the perceived risk |evels.

8:53: 57 AM

M. Haddon affirnmed, replying this is the reason the interest
rates are higher yielding than general obligation bonds. There
iS no insurance on tobacco bonds and the purchaser requires
hi gher paynment for assum ng the risk.

8:54: 20 AM

M. Rattigan added that volatility of the secondary market
trading is not only interest rate novenent, but also includes
"tobacco event occurrence" that caused the risk to be perceived
as higher. The nmarket evaluates events that could affect the
securitization stream and adjusts accordingly either in the
secondary nmarket or in the primary nmarket, which issued no
t obacco securitization bonds in 2004 because the risk was deened
too high to be conpensated by higher interest rates.

8: 55: 05 AM

Senator Stednman understood that the higher the risk level, the
|arger the discount the State nust concede to attract
purchasers. The larger discount would result in less inconme to
the State in the future. He concluded, "It's not a zero sum
gain."

8:55:45 AM

M . Haddon agreed.

8: 55: 50 AM

M . Haddon referenced the line graph on Page 5 to point out that
the variance between the "general nmunicipal nmarket" and the
secondary tobacco securitization market is currently mninmal,
indicating the market is favorable for selling new TSR bonds.

The interest rate is determnative of the discount paid "to
present value these paynent streans”. The higher the interest

SFC- 06 (23) 04/ 12/ 06



rate, the bigger the discount factor, but would inpact the
anount of revenue received "up front" for the State.

M. Haddon characterized this as a situation in which the State
could make no changes and receive the TSR funds once the
exi sting bonds have matured in an anmount higher or |ower than
current paynents. The State could instead, refinance the bonds
and receive the funds i medi ately.

M. Haddon concluded that if new bonds were sold and the State
received the revenue "up front" and if the long-term TSR
revenues were |lower than projected, the State would have "got a
good deal". If the TSR revenues were higher than projected, the
bonds would be paid off sooner and the State would resune
collecting the revenues earlier, albeit later than the repaynent
date of the existing bonds.

8:58:16 AM

M. Rattigan commented that 1in securitizing the TSRs and
recei ving noney up front, the bondhol der is assum ng the risk.

8:59:49 AM

Senator O son asked the inpact on the State's bond rating in the
event of a "catastrophic event" involving the MSA

9: 00: 05 AM

M. Rattigan replied that such an event should have not affect
on Alaska's credit ratings. Bond raters recognize the TSR bonds
are no reflection of the State's sol vency.

9: 00: 33 AM

Senator O son asked what actions other states were taking in
this regard.

9: 00: 44 AM

M. Haddon referred back to Page 4 and the US map listing the
conpl eted and pending tobacco securitizations of all states and
some counties and cities. O her states are considering
restructuring existing bonds and issui ng new bonds.
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9:01: 52 AM

M. Rattigan noted that approximately three-quarters of the
"deal s" done in 2005 and 2006 have been refundings of earlier
of feri ngs.

9:02:40 AM

M. Haddon asserted that the market is favorable for such
activities. Al aska would not be required to do refunding of its
exi sting bond offerings. New bonds could be sold, although this
would require additional |egal restructuring. These are policy
issues the legislature nust decide to determine the |ength of
ext ensi on.

M. Haddon stated he would provide additional information to
address questions raised during this presentation.

9:03: 30 AM

Senator Dyson asked the ampunt that citigroup would earn if the
State undertook the refinancing of existing bonds and issuance
of new bonds. He also asked the net return that the holders of
t he exi sting bonds would realize.

9:04:12 AM

M. Haddon responded that if the Series 2000 bonds were
restructured, the bondholders would receive paynent from the
escrow account. The "security character” of those bonds woul d be
changed, as the TSR revenues would no |onger be the guarantee.
These bonds woul d have hi gher val ue.

M . Haddon continued that the bondhol ders would have the option
to redeploy "that noney" into the new bonds. As an underwiter,
citigroup would attenpt to have the Series 2000 bondholders to
purchase the new bonds at a higher interest rate. However, the
bondhol ders woul d not be required to do so.

9: 05: 38 AM

Senator Dyson again asked the rates and the net return the
bondhol ders woul d recei ve.

9: 05: 53 AM
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M. Haddon stated that citigroup could sell new bonds at | ower
rates, wth the bondhol ders obtaining bonds wth a |ower vyield.
The escrow guarantee on the existing bonds would provide
incentive to purchase the new bonds.

9:06: 35 AM

M. Rattigan furthered that the holder of Series 2000 bonds, if
purchased at the initial offering would receive a return rate of
approximately six percent. If the initial bonds were sold at
present in the <current market, a higher gain of "a few
percentage points” would be realized based on the value of the
bonds at the tine of sale. The bondhol ders woul d not be required
to sell the bonds.

M. Rattigan continued that the return on the new bonds would
not be set until they were sold and would be determ ned by the
mar ket. The new bonds would likely have a lower rate of return
than the existing bonds. A regular market exists for tobacco
bonds, those issued by all participating states and |ocal
governnents. The return on the original Al aska bonds that had
been traded would be dictated by the narket rate at the tinme
t hey were traded.

9:08: 47 AM

Senat or Dyson expressed that the w tnesses did not answer any of
his questions. He again asked how much the conpany would earn
fromthese transactions.

9:09: 06 AM

M . Haddon told of an underwiting discount, spread, or fee paid
on tobacco bonds. The underwiting fee on bonds sold for $216
mllion would be approximately $1.2 million. If citigroup were
the lead underwiter, it would expect to receive fifty percent
of the fee, or $600, 000.

9:09:49 AM
Senat or Dyson reposed his second question asking the anmount the
bondhol ders could potentially realize if the State were to

refund existing bonds and issue new bonds. He asked if the
amount woul d be $5 million, $10 nmillion or another anount.
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9:10:14 AM

M . Haddon responded that the value of the bonds is determ ned
by interest rates. The value of the Series 2000 bonds at the
time of initial purchase was | ow because the interest rates were
high. As interest rates decreased, the value of the bonds
increased. The increased value of the bonds would only be
realized if the bonds were sold when the interest rates were
| ower .

M . Haddon continued that Series 2000 bonds would actually trade
at an armount higher than 100 cents on the dollar if the State
restructured because the original bonds would have a higher
security. However, the bonds would generate a |ower interest
rate and those bondholders could chose to redeploy their
i nvestnment into the new bonds, which would pay a higher interest
rate.

9:12:16 AM

Senat or Stednman stated that the $2.8 mllion "CO and
Underwriter's Discount" deduction from "Gross Proceeds" in
Scenario 1 shown on Page 16 is "the cost of doing the deal". He

asked how the anobunt designated for the escrow account 1is
determ ned, and whether the anobunt is an estimate or a firm
figure.

9:13:22 AM

M. Haddon answered that the escrow anpbunt is not an estimte
It is calculated, for Scenario 1, from the debt service owed on
the Series 2000 bond deal for the "call date". The call date is
the date when the bonds could be retired. The escrow account is
established to make the interest paynents to the call date and
provide principle to retire the bonds. The original terns of the
Series 2000 bonds provided that the bonds could be "called in"
on "certain terns" and therefore the call date would be defined
by those requirenents as well as the debt service requirenents
on those bonds. An independent accountant does this cal culation
to ensure accuracy. This is a legal requirenment and the anount
must be calculated to the "penny".

9:14: 34 AM
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Senator Stedman asked if no reinvestnent ri sk would be incurred.
9:14: 42 AM

M. Rattigan responded that no reinvestnent risk would exist for
the escrow, due to the requirenent that the account have
sufficient funds. Tobacco securitization contains nany "nuance
and conplications". The escrow and refunding conponents are no
different than any refundings the State has done in the past. He
gave airport bonds as an exanple in which older bonds were
refunded to achi eve a savings. Those ol der airport bonds are now
guaranteed by an escrow account and no |onger have any claimto
airport revenues. At the time of pricing, a deposit is required
in an amount verified by an independent accounting firm to be
sufficient.

9: 15: 46 AM

Senator Stednman asked if escrow funds would be set aside and
woul d collect interest.

M. Haddon affirned.

Senator Stedman asked how all interest rate exposure would be
renoved. The escrow account would be held for years if not
decades.

9:16: 17 AM

M. Haddon replied that the escrow funds would be utilized to
purchase federal government securities guaranteed by the U S.
Treasury Departnment or other federal agencies. The interest rate
of those securities would be fixed and the incone generated
would be calculated to determne the anmount of securities
necessary to pay the principle and interest paynments on the
original bonds. The escrow account is required before the TSRs
coul d be pl edged for new bonds.

9:17:33 AM
Senator Stednman understood the issue of buying zero coupons or
government backed bonds. He asked about the inbedded costs of

establishing and adm ni stering the escrow account.

9:18: 05 AM
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M. Haddon answered that the escrow account would have no
enbedded cost. The securities "will cost what they cost based on
the current market". The $88 mllion cited for Scenario 1 could
change with interest rates over next couple weeks. This is the
ri sk of delaying the transaction.

9:18:39 AM

M. Rattigan told of the requirenent that the securities
purchased to fund the escrow "are bid out to the market" to
ensure that the State has achieved the "best possible price."
Bond council would also provide a "defeasance opinion" avow ng
that the Series 2000 bonds were officially defeased and no
longer have the right to receive TSR paynents they were
originally secured by.

9:19:23 AM

Co-Chair Geen suggested the wtnesses neet wth interested
Commttee nenbers individually to address concerns and respond
to questions.

9:19: 39 AM
The bill was HELD in Comm tt ee.

#SB231
9:20: 11 AM

SENATE BILL NO 231

" An Act maki ng appropri ations, i ncl udi ng capit al
appropriations and appropriations to capitalize funds; and
providing for an effective date."

This was the first hearing for this bill in the Senate Finance
Comm ttee.
9:20: 27 AM
CHERYL FRASCA, Director, Ofice of Managenment and Budget, Ofice

of the Governor, gave a presentation utilizing a handout titled,
"CGovernor's Capital Budget Proposals, Senate Finance Committee,
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Cheryl Frasca, Director, Ofice of Mnagenent and Budget" [copy
on file].

9:21:10 AM
Page 2

Capi tal Budgets by Fund Source FY 98 - FY 07

[ Bar graph show ng amount in mllion of dollars of federa
funds, general funds and other funds for each of the fiscal
years indi cated. ]

Ms. Frasca pointed out the proposed FY 07 capital budget would
appropriate approximately $125 mllion nore general funds than
the previous year. The graph shows the funding sources in
context over tine.

9:21:57 AM
Page 3
FY 07 Capital Budget by Program Category

CGeneral Funds & Ot her Funds
[ Pie chart denonstrating the follow ng:

Transportation 55%
Devel opnent 6%
Nat ur al Resources 2%
Educat i on 5%
Uni versity 15%
CGeneral Gover nment <1%

Heal th & Human Servi ces 8%
Housi ng/ Soci al Servi ces 5%
Public Protection 3%
Law & Justice 1%

Ms. Frasca explained this chart does not delineate by
department, but rather program category, and includes both
general fund and other fund sources. Capital budgets of the
1970s and 1980s were categorized in this manner. She pointed out
that Law and Justice activities involve nore agencies than the
Department of Corrections and the Departnent of Public Safety.
It also enconpasses the Ofice of Public Advocacy, the Public
Def enders Agency, the Alaska Court System and other State
agenci es.
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Ms. Frasca stated that approximately $350 million was proposed
for the Transportation category and $98 nillion for the
University of Alaska. The funding source for the University
projects would be proceeds from tobacco securitization bonds.
Heal th and Human Services projects would receive $52 nmillion and
Housi ng and Soci al Services would receive $32 nillion.

9:24:11 AM
Page 4

FY 07 Capital Budget by Fund Source
[ Pie chart denonstrating the foll ow ng:

Federal Funds $1, 268. 8m 66%
Ceneral Funds 465. 2m 24%
Tobacco Refinance 89, 2m 5%
G her Funds 65. 9m 3%
AHFC Di vi dend 31.2m 2%

Ms. Frasca overviewed this page.
9:24:46 AM
Page 5
| nvest mrent of FY 06 Additional Revenue

Decenber 15, 2005 Proposa
[ Pie chart denonstrating the foll ow ng:

Advance Fund K-12 Educati on $565 mllion
Def erred Mai nt enance 43 mllion
Save for Gas Pipeline Owmership 400 mllion
Road Projects 86 mllion]

Ms. Frasca informed that Governor Frank Mirkowski proposed to
invest a portion of the surplus revenue generated in FY 06 into
capital projects. This is a notable event, although not nuch
different than the legislator's decision to appropriate excess
earnings of FY 05 for FY 06 capital projects.

Ms. Frasca |isted exanples of the intended transportation,
including $86 nmillion for repaving the R chardson Hi ghway, $12
mllion for inprovenents to the Palnmer/Wasilla H ghway, and $30
mllion for projects to alleviate congestion in Anchorage.
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Ms. Frasca also told of $700 mllion in identified deferred
mai nt enance needs, of which the University submtted requests
for approximately $428 nmillion. The Ofice of Managenent and
Budget selected projects totaling $43 mllion to be addressed in
FY 07. Anost $9 nmllion of the anended anobunt would be
appropriated for transportation projects, $10 mllion for the
University, and $1.6 mllion for parks.

9:27.09 AM
Page 6

| nvestnment Priority: K-12 Education

e Alternatives to help nore Al askans succeed
0 Gal ena, Nenana boardi ng school s
o Mlitary Youth Acadeny expansion
o M. Edgecunbe mai ntenance, repairs
 School nmmi ntenance, construction
o0 78% FY 06 grants unexpended to date
0 School debt rei nbursenent
» $134 mllion (19% from 2002 approved by
voters but unsold
= $185 mllion (97% from 2005 not yet
approved by voters

Ms. Frasca acknow edged that increased funding is requested in
the FY 07 operating budget for K-12 education; however, capital
investnments are necessary for sone alternative education
prograns. The M. Edgecunbe facility was constructed during the
1940s.

Ms. Frasca explained the reason that a significant percentage of
grants approved for FY 06 had not yet been expended because the
funds becane available in July 2006 after the onset of the
construction season. Mst of these funds would be expended in
t he upcom ng 2007 summer construction season.

Ms. Frasca stated that some projects identified for the grants
approved by the legislature in 2002 had yet to be presented for
voter approval, thus explaining the unexpended bal ance of that
appropriation.

9: 30: 05 AM
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Senator Dyson requested affirmation that all the projects
outstanding for which grants were approved in 2002 had not yet
been subject to voter approval.

9:30: 25 AM

Ms. Frasca corrected that sone of the projects had been placed
on the ballot but were rejected by voters.

9:30: 37 AM
Page 7

| nvestnment Priority: University of Al aska
e Miintain existing facilities, equipnment
o $35 mllion of $98 mllion requested

* New facilities, other projects
o $55 mllion of $152 mllion requested

= Funds first priority: |Integrated Science
Bui | di ng
Ms. Frasca noted the board of Regents requested $98 mllion for

deferred maintenance projects. The Integrated Science Building
is located on the University of Al aska, Anchorage canpus.

9:31: 27 AM
Page 8

| nvestnment Priority: Job Training
* Preparing Al askans for the future's opportunities
o Fairbanks Pipeline Training Center
o AVTEC
= Distance training videoconferencing
= Dormtory renodel
= Facility repl acenent

Ms. Frasca spoke to the job training needs, especially in
preparation of a natural gas pipeline. The Governor proposes a
$3 million grant to fund the Fairbanks Pipeline Training Center.
The Committee supported this effort the previous |egislative
sessi on.

Ms. Frasca informed of the intent to provide distance-training
prograns through the Al aska Vocational Technical Center (AVTEC)
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to rural areas. Additionally, the dormitories at the canpus are
30 years old, pose life safety issues and nust be upgraded to
conply with safety codes. An appropriation of $2 mllion is
requested to replace a facility on the canpus. The current
facility was constructed ten years ago with the intent it would
be tenporary.

9:32: 55 AM
Page 9

| nvestnent Priority: Resource Devel opnent

* Ol and gas devel opnent

Unified Permitting Process

Frontier Basis Geol ogi c Assessnent

Bristol Bay Energy Devel opnent

Ceol ogic Data for new North Sl ope Exploration
Pi peline Corridor Ceol ogi c Hazards

Shal | ow Cori ng Program

O O0OO0O0OO0O0o

Ms. Frasca stated the funding requested for the Unified
Permitting Process would be utilized for the third phase of a
mul ti-year project to nodernize the system The Frontier Basis
Geol ogi ¢ Assessnment would allow for oil and gas devel opnent. The
Bristol Bay Energy Devel opnment project pertains to a new |ease
and woul d provide an understanding of resources. The GCeol ogical
Data project would provide the State with information to obtain
maxi mum i nvestment with private industry. The proposed natural
gas pipeline could go through Delta Junction to the Canadian
border, so the geologic hazards of that area nust be studied.
The Shallow Coring Program would generate data on potential
resources around the state.

9:34:51 AM
Page 10

| nvestnment Priority: Public Safety

e Tools to respond effectively
0 APSIN re-design
o Online fire, life safety plan revi ew system
o Crinme | ab design

 Energency preparedness
0 ALMR, satellite phones
o Alert warning system
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e Correctional system upkeep

Ms. Frasca told of the Alaska Public Safety Information Network

(ASPIN) that would enable data sharing with all |aw enforcenent
agencies operating in the state. The FY 07 proposed capital
budget includes $3 nmillion State funds and $1 mllion federal

funds for this project.

Ms. Frasca stated that the on-line fire, life safety plan review
system woul d make the processes nore efficient.

Ms. Frasca requested $4.8 nillion to design a new crine
| aboratory. Yesterday a connection was made in the DNA evidence
of a murder that occurred in 1991. The existing |aboratory is
under si zed.

Ms. Frasca deferred to the Departnent of Administration and the
Department of Natural Resources to detail the Al aska Land Mobile
Radi o (ALMAR) project.

Ms. Frasca informed that funding is necessary to nmake the Alert
Warni ng System conpliant with federal standards.

Ms. Frasca described the planned correctional system upkeep
projects as typical naintenance and repair itens and conpletion
of the installation of a closed circuit nonitoring system

9:37:17 AM
Page 11

| nvestnment Priority: Public's Health
« Safe water, sewer
o VSWand community projects
* | muni zation, Disease Registry

e Safe community housing
o Bring the Kids Hone
o Pioneer Hones code conpliance
o AHFC prograns

Ms. Frasca noted the request of approximately $29 mllion

general funds to match $74 million federal funds for the Village
Safe Water (VSW program Oher comunity projects include one
| ocated in Sawrmil|l Cove at Sitka, the landfill at Unal aska, and

the water |ine at Ketchikan.
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Ms. Frasca told of the requested immunization and disease
registry tracking system and database for the Departnent of
Health and Social Services that would provide "real tine"
information. The current system is not as updated as those in
other states and is necessary to address certain events such as
Hurri cane Katri na.

Ms. Frasca stated that planning, design and construction of
facilities is necessary to inplenment the Bring the Kids Hone
pl an. Pl anned Al aska Housi ng Fi nance Corporation (AHFC) projects
include <creating housing for teachers and public safety
officials. Eighteen communities have applied for grants to fund
these projects, which has assisted villages wth teacher
retention.

9:39:52 AM
Page 12

| nvestnent Priority: Transportation
e $481 mllion of overall capital budget
e State match of $90 million for $405 mllion
o Aviation $16 mllion
o Highways: $74 nmillion
e State harbors, docks, AVHS - $41 nillion
e Community priorities
o Pt. Mackenzi e Road
o Port of Anchorage
o Seward Dock
o Wiittier boat harbor

Ms. Frasca infornmed that transportation projects conprise the
| argest anobunt of general fund and other State funding
appropriations in the FY 07 proposed capital budget. Eight
projects at State-owned harbors have been identified for
upgrades and eventual transfer to |ocal governnment ownership.
The CGovernor is requesting $14 mllion for the Point Mckenzie
Road project. The Port of Anchorage serves statew de purposes
and the Seward Dock has been identified as a |local priority. The
VWhittier boat har bor pr oj ect would expand the existing
facilities and allow for additional waterfront devel opnent.

9:42: 01 AM
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Page 13

Governor's Transportation Initiative:

* Prepare Al aska's infrastructure for tonmorrow s
opportunities

Al aska Rai |l road extension

Juneau Access

Roads to Resources

Par ks H ghway

Dal t on Hi ghway

O O0OO0OO0Oo

Ms. Frasca noted that funding for these projects would be
entirely State general funds.

Ms. Frasca spoke to the extension of the Alaska Railroad to the
Canadi an border. A feasibility study was underway in cooperation
with the Yukon Territory and British Colunbia and Canadi an First
Nations to determne potential routes and the econom c benefit
to Alaska. If the study, to be conpleted in July 2006, finds the
plan feasible, the $50 mllion of this request would be utilized
for the next step of the project. If the study determ nes the
plan to not be feasible, the funding would not be expended and
would lapse to the general fund available for |legislative
appropriation the next session.

Ms. Frasca noted the $45 million requested for the Juneau Access
project would be expended to include the road, termnals and
ferries related to the project.

Ms. Frasca explained the Roads to Resources program relates to
i ndustrial roads and that the funding would be utilized to
further projects including access to Point Thonpson, a Foothills
West road, Lucky Shot line and tinber access roads in Southeast.
The programis intended to address opportunities as they ari se.

Ms. Frasca inforned that funds were needed to address | oad
capacity on the Parks Hi ghway. Currently load |limts nust be
i nposed for approximately six nonths each year. This results in
hi gher costs, as goods nust be transported in snaller |oads.

Ms. Frasca stressed the inportance of mnmaintaining the Dalton
H ghway, which serves as a link to oil and gas devel opnent sites
on the North Slope. The requested funding would allow for
conti nued mai ntenance. Co-Chair WIken wote a letter in support
of such activities.
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9:46: 30 AM
Page 14

| nvestnment Priority: Econom c Devel opnent
« Tourismdestination pronotion, devel opnent
o Morris Thonpson Cultural, Visitor Center
o Tongass Coast Aquari um
o Anchorage Museum
o Al aska Native Heritage Center

* Mintain parks, canpgrounds

Ms. Frasca enphasized the need to make Al aska nore attractive to
tourists. Funding from other sources has been secured for each
of the aforenentioned projects; the requested general funds
would provide the State's contribution. The Al aska Tourism
Associ ation provides marketing for businesses |ocated along the
road system ai ned at independent and international travelers.

V5. Frasca  expressed appreci ation for t he Commttee's
appropriation for State park operations. Additional capital
funds are requested to ensure the parks are well naintained.

9:48: 09 AM

Senator Stedman pointed out that the proposed Gavina Island
bridge project in Ketchikan was not included in the conmunity
transportation priorities |listed on page 12.

9:48: 37 AM

Ms. Frasca responded that this listing did not focus on federa
proj ects. The Governor's pr oposed budget cont ai ns an
appropriation to provide State matching funds for the project.

9:49: 24 AM

Senator Stedman, referencing page 2, questioned the conparisons
to budgets of previous years.

9:50: 10 AM

Ms. Frasca explained that the graph is intended to denonstrate a
pattern over a period of tine. She admtted some appropriations
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made in one year were not expended until the follow ng year. She
woul d provide detailed information.

9:51: 23 AM

Senator Stedman asked how receipt authority for funds never
actually received is reflected in this presentation.

9:51:42 AM

Ms. Frasca acknow edged that "budgeting versus spending” is not
delineated. She gave FY 05 as an exanple as including federa
recei pt authority for the Gavina Island and Knik Arm Crossing
projects, although the funds were not received in that year.

9:52: 30 AM

Senat or Stednman comented that at tines, authority is granted
but the funds are not received.

9:52:43 AM

Co-Chair W/ ken appreciated the enphasis on the Dalton H ghway.
He traveled this road during the 1980s and again |ast year. The
road condition was worse on his second trip and he was surprised
at the amount of traffic activity. Sone areas were dangerous.
Upgrades are needed given the increased natural resource
exploration occurring on the North Sl ope.

9:53: 56 AM

Co-Chair W1 ken understood that discussions had occurred wth
the Governor's staff regarding funding a science facility at the
University of Al aska, Fai rbanks canpus utilizing tobacco
settlement receipts. However, the project is not included in
this Governor's proposed budget, although funding for the
integrated science facility at the Anchorage canpus is included.
He requested to be kept better apprised of these discussions and
deci si ons.

9:54: 25 AM
Senat or O son asked about inprovenents to the Dalton Hi ghway.

9: 54: 58 AM
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Ms. Frasca responded that the Departnent of Transportation and
Public Facilities has a five-year proposal for upgrading and
i mprovi ng the Dalton Hi ghway.

9:55: 40 AM

Senator Dyson asked if the project to extend |lighting along the
A enn Highway between Anchorage and the Parks H ghway is
i ncluded in the Governor's request.

Ms. Frasca would provide information on this.
9:56: 20 AM

Senator Dyson understood that a certain percentage of spending
be allocated for capital projects. He asked the specifics of
t hi s gui del i ne.

9:56: 50 AM

Ms. Frasca surmsed that Senator Dyson was speaking to the
constitutional spending limt instituted under the governorship
of Jay Hammond, which directed that one-third of spending be
allocated for capital inprovenments. This provision has never
been inplenmented because revenues were inadequate to "support
the level of spending” allowed under that limt. OQherw se, she
was unawar e of no requi renents for di stribution of
appropriations for capital projects.

9:58:12 AM
Presentati on by Departnent of Adm nistration

on the
Al aska Land Mobil e Radi o Proj ect

AT EASE 9:58:18 AM

10: 01: 18 AM

KEVI N BROOKS, Deputy Comm ssioner, Departnment of Adm nistration,
i ntroduced M. Callahan who recently transferred to the
Department from the Departnent of MIlitary and Veterans Affairs
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where he was head of the Alaska Land Mbile Radio Project
(ALMR) .

M KE  CALLAHAN, Di rector, Enterprise Technology Services,
Department of Administration, gave a presentation titled,
"Alaska Land Mobile Radio Project, ALMAR, Presented by: The
Department of Adm nistration” [copy on file].

10: 01: 57 AM

Page 2

What is the ALMR project?

« The first step in st at ewi de i nt er operabl e
communi cations for the State of Al aska
0o Ability to communicate on demand in real tinme

* First responders first

e ALMR was created in 1995 as a broad governnental
part nership
* Executive Council representatives
o Departnent of Defense
o State of Al aska
o Al aska Muini ci pal League
o Federal (Non-DoD) agencies

M. Callahan outlined this information. He gave exanples of
first responders as those who would fight fires and respond to
crines.

10: 03: 27 AM

Page 3
LMR Now A National |ssue

Conpati bl e radi o systens would cost billions
By Paul Davi dson, USA TCDAY

As chaos engulfed New Oleans after Hurricane Katrina
struck, energency responders traded urgent information in a
way that was hardly a nodel of 21st century high
t echnol ogy.

Wth the floodwaters surging, they scurried on foot to
ferry nessages anong city police, state troopers and the
Nati onal Cuard.
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It's not that the agencies' radio systens didn't work. They
just didn't work with each ot her.

The breakdown in New Oleans was the latest proof of a
troubling quandary: Many of the USA s 50,000 public-safety
agencies still can't talk to each other in a crisis. The
probl em has plagued energency responders in every big
disaster in recent nmenory - from the Cklahonma City bonbing
to 9/11 to Katrina.

The main cul prit? Inconpatible radi o equi pnent.

"W didn't learn our lesson after the '93 Wrld Trade
Center bonbing; we didn't learn our |esson after Sept. 11,"
Senate Comrerce Committee hearing on Katrina. "W don't
need anynore failures.™

H. Darr Beiser, USA TCODAY

M. Callahan pointed out the issue is not unique to Al aska and
woul d not "go away" unaddressed. In this state, events such as
the MIlers Reach wildfire, energency calls to 911 and others
rai sed questions as to why energency workers were unable to
communi cate with each ot her

10: 03: 52 AM

Page 4

Proj ect objectives:
* Replace aging LMR infrastructure
* Enhance personnel safety and operational capabilities
 Phased i npl enentation
0 Hi ghway system
0o Sout heast Al aska and Kodi ak
o Rural areas where cost effective

e Cost share infrastructure cost anong the federal,
state and | ocal governnents

M. Callahan informed that both systens currently in operation
have reached the end of their period of wusability and that
replacenent parts could no |onger be obtained. Rather than just
purchasing new radios, the system would be upgraded and
repl aced.

M. Callahan reported that the highway system portion of the

project was conpleted the previous year and includes the road
systens from Valdez to Fairbanks to Anchorage and Kenai. System
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repl acenent for Southeast Alaska would be undertaken in the
upcom ng year.

M. Callahan stated that because this project involves the US
Department of Defense, a significant anount of federal funding
IS appropriated.

10: 05: 19 AM

Page 5

Current Phase Build out

[ Map depicting Al aska, with the exception of the northern-
nost area, with nultiple sites marked as ALMAR | ocati ons. |

M. Callahan stressed the inportance of the site l|ocated on St.
Paul | sl and.

10: 05: 43 AM

Page 6
End of 2004 St atus

[ Map depicting and area spanning from the Canadi an Border
to the east, the Kenai Peninsula to the south, Munt
Susitna to the north and Money Knob (north of Fairbanks) to
the north. Areas including Valdez, Anchorage, the Al aska
H ghway between Ester and Delta and an area east of
Fai r banks are highlighted.]

M. Callahan conpared the progress of this year to that of the
foll ow ng year.

10: 05: 51 AM

Page 7

[ Map depicting and area spanning from the Canadi an Border
to the east, the Kenai Peninsula to the south, Munt
Susitna to the north and Money Knob (north of Fairbanks) to
the north. Mst areas along the major road systens between
Val dez and Fairbanks, Delta and Tok, Ester and Wittier and
Seward, and d ennallen and Anchorage are highlighted.]
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M. Callahan spoke to the "imense anmount of work" acconplished
during this period. Although not officially conpleted, the
systemis operational in the highlighted areas.

10: 06: 17 AM

Co-Chair WIlken asked when the sites of GCerstle R ver, Byers
Creek, and Honolulu would be addressed. These areas on the
Al aska Highway and the Parks H ghway are not highlighted as
conpl eted on the aforenenti oned map.

10: 06: 31 AM

M. Callahan replied that these sites are scheduled for
conpletion in the current vyear. These areas present unique
chal l enges. Permt issues in the Honolulu locations had to be
resolved. Oher sites require significant expense to deliver
power to the facilities.

10: 07: 26 AM

Co-Chair WIlken clarified that power delivery is the reason the
three sites were not conpleted with the majority of the project
in this region.

10: 07: 33 AM

M. Callahan affirned, noting that the problemis |ikely solved
for two of those sites.

10: 07: 43 AM

Page 8
How does this benefit Al aska?

e 1st responders can now conmunicate with each other on
a single radio platform

e ALMR wll serve 87 sites along the highway and
railbelt from Anchorage to Fairbanks and down to
Kodiak, at the conpletion of this phase of the
bui | dout .

e Sites connected via SOA m crowave system ( SATS)
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o Fully neet s congr essi onal mandat es for a
"private, government owned and operated LM
network for first responders”

o Enhanced survivability conmpared to fiber optics

e Establishes infrastructure for future nobile data
projects and renote data reporting

M. Callahan defined the "private, governnent owned and operated
LMR network™ as being limted to first response use. This would
avoid an incident in which a first responder was unable to
access the network due to a high volunme of other users, such as
what occurs in Anchorage during rush hour commutes.

10: 08: 27 AM

Senator Hoffman asked if first responders include health care
wor ker s.

10: 08: 31 AM

M. Callahan affirmed, adding that security personnel for the
TransAl aska Pipeline System would also be connected to the
system

M. Callahan cited the npbst significant danger to the existing
system woul d be earthquake damage to fiber optic cables.

M. Callahan I|isted future uses of the ALMAR system The
Depar t ment of Transportation and Publ i c Facilities IS
considering installing caneras at weather stations to provide
information on road conditions. Also, "wire connection" could be
established for "road workers".

10:10: 37 AM

Page 9
2005 Key Acconpli shnents:

* Inplenmented 41 sites, covering the bulk of the road
syst em bet ween Anchorage and Fair banks

e The Users Council is operational
e Completed St. Paul Island technol ogy denonstration

* Two Transportable Sites
o Quickly add coverage
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o Augnent existing coverage

[ Photograph of a facility titled, "RL North" including a
two-story building, radio towers and satellite disks.]

M. Callahan noted that as of 1995, the system could not work
over satellite. Vendors changed technology and tests of the new
systens were successful. The system could be utilized in rural
ar eas.

M. Callahan expl ained the advantages of the transportable sites
in the event of a large disaster in which the basic system were
over | oaded.

10: 12: 28 AM

Page 10

Direct Benefits:

» Decenber 2005 - for the first time ever, DOl snow
removal crews can comunicate with each other via 2-
way radi o in Thonpson Pass.

e Alaska Shield/Northern Edge '05 Honeland Security
Exerci se

o One of three "national | evel of interest”
exerci ses for the year

o0 ALMR was the successful technology denonstration
project for the exercise

M. Callahan stressed the inportance of comunication between
snow renoval Crews, as they routinely plow in white-out
conditions. If a vehicle went off the road, assistance could be
given imedi ately thus reducing life-threatening situations.

M. Callahan reported that the security exercises determ ned the
ALMR technol ogy to be sufficient.

10:13: 57 AM

Page 11
Fi nanci al Status Report

[ Spreadsheet showi ng the foll ow ng:
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Funded to Date
Depart nent of Defense $65, 300, 000

State of Al aska 17,977, 000

Federal Grants 13, 827, 442
Proj ect Total $97, 104, 442
Fundi ng to Finish

State of Al aska 2,500, 000

Federal Grants 7,500, 000

*Note: $5 mllion additional SATS infrastructure noney
i ncluded in FY 07 request. ]

M. Callahan qualified that the Governor's proposed FY 07 budget
i ncludes additional funding requests. Half of the requests
relate to the ALMR project with the remaining relating to other
mai nt enance requirenents.

10: 15: 15 AM

Page 12
How we service these sites:
[ Three phot ographs showing sites in renote |ocations wth
helicopters flying overhead, towng a |arge container and
| anded.
M. Callahan comented to the difficult accessibility to sone
| ocations, noting one site was "blown off the top of the
nount ai n. "

10: 15: 36 AM

Page 13

W nter Chall enges

[ Two photographs of the M. Bede site in winter conditions
with blown snowpack covering the building and tower. A

person wearing a survival suit is shown at the site.]

M. Callahan told the Conmttee that crews used chainsaws to
penetrate the snow pack

10: 15: 55 AM
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Page 14

Pillsbury Mountain Site

[ Two photographs of a worker at this |ocation show ng the
smal |l building, transmssion tower, a solar panel and other
equipnent on a clear day wth a few inches of snow
covering. ]

Page 15

Saddl e Mountain (Juneau) site

[ Phot ogr aph of bui | di ng, t ower s, sol ar panel and
m scel | aneous gear on the snowfree nountaintop site next

to an al pi ne | ake overl ooki ng Gasti neau Channel .|

M. Callahan noted that some nmintenance work is conducted
during sumer nonths.

10:16:17 AM

Page 16
Frequently Asked Questions

M. Callahan indicated the following pages address these
gquesti ons.

10: 16: 24 AM

Page 17

Is the existing ALMR system conpatible with the planned
Muni ci pality of Anchorage systen?

* Yes. The Muni system will wuse 700 Mz frequencies
instead of VHF, but the three system controllers wll
i nterconnect the users

o |If Muni asset s/ subscri bers travel out si de t he
Anchorage bowl they wll wuse their deployable VHF
radios, with they are buying with the system

M. Callahan outlined this information.
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10:17: 11 AM

Page 18

| s ALMR Qutdated Technol ogy?

* No
e The ALMR System fully neets congressional mandates for

a "private, governnent owned and operated LMR network
for first responders”

M. Callahan infornmed that one additional upgrade would be
installed in the fall, after which, no mandatory upgrades would
be required for 14 years.

10: 18: 09 AM

Page 19

How many Radi os are on the systenf

 Current: 9,894
e Projected by end of CY 2007: 14,900

M. Callahan reiterated that the system is operational despite
not being officially conpleted.

10:18: 21 AM

Page 20

Are all costs included in these budget nunbers?

e Al infrastructure costs are covered.

e Subscriber units are the responsibility of the
i ndi vi dual agencies. Alnost all non-state agencies buy
their subscriber units using federal grant funds.

M. Callahan explained that participating nunicipalities are
applying for federal funds for their portions of this program

10: 18: 45 AM

Page 21
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What is the Cost per unit for radi os?

[ Spreadsheet |isting the foll ow ng:
Port abl e (Handhel d)

Wbt or ol a $4771

EF Johnson 2324
Mobile (Installed in Vehicle)

Mbt or ol a $5514

EF Johnson 3442]

M. Callahan noted that sonme first responder participants would
be unable to secure total funding for the purchase of these
units and that the State is "trying to help thenf. He exanpled
that the Ester Volunteer Fire Departnment could not hold enough
pancake breakfasts necessary to raise enough funding to buy the
five radios it needs.

10: 19: 06 AM

Page 22

Projected FY 08 Budget inpacts/requirenments
e Capital funds: Mdtobridge Interconnect Requirenents

$2. 764M
o Oiginally Department of Defense funded - |ost
f unds
o Intent to fund through federal grant/s
0 Uncertainty due to changes in ear mar k

capabilities
* &M funds: Chargebacks & options
o Model not defined and agreed
o Proposals range from "you play, you pay - by
radio” to State of Alaska and Departnent of
Def ense split the cost

M. Callahan infornmed that the State "lost" federal funds to
conpeting grants.

M. Callahan cautioned that "earmark" rule changes could affect
t he anmount of federal funding received. However, he was "highly
confident™ the State would receive the full anmount of these
funds because the ALMR project matches the federal governnent's
pl an for honel and security.
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M. Callahan stated that information regarding the operation and
mai nt enance funds woul d be avail abl e by August 2006.

10: 20: 38 AM

Senator O son, referencing the locations of ALMR sites on a map
of Al aska, noted the "line of sight" between nost |ocations. He
asked why a facility was constructed on St. Paul |[|sland, which
does not appear to be in the line of sight of +the other
| ocati ons.

10: 21: 02 AM

M. Callahan told of the test project conducted in conjunction
with the US Institute of Justice to denpbnstrate the system could
operate over satellite link. Such a link was not technol ogically
supportable until a year ago.

10: 21: 30 AM

Senator O son asked the plan for distribution of the ALMR to the
remai nder of the state.

10: 21: 38 AM

M. Callahan responded that a plan had yet to be determ ned
Wth satellite capacity, nore areas could be addressed. Sites in
regi onal hubs would likely be chosen rather |ocating the system
in every village. A nore cost effective nmethod would need to be
i dentifi ed.

10: 22:16 AM

Senat or Hof f man asked the cost of the Pribilof site.

10: 22: 25 AM

M. Callahan replied the cost was "slightly" over $300, 000.
Infrastructure was already available on St. Paul I sl and,
i ncluding a power supply and radi o tower.

10: 22: 55 AM
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Senat or Hoffrman asked if existing infrastructure in other rural
sites, such as Dllingham and Bethel, was sufficient to
acconmodat e an ALMR site.

10: 23: 12 AM

M. Callahan answered that generally these comunities did not
have the necessary infrastructure. Although a m xed frequency
repeater exists in Bethel, it would require significant upgrades
to integrate with the ALMR system

10: 23: 40 AM

Co-Chair WIken asked the anount of power required to operate
sites such as the Pillsbury Muntain site.

10: 23: 58 AM

M. Callahan responded that the anobunt of power necessary to
operate a site varies on the nunber of channels utilized. Peak
power is 18.5 kilowatts.

10: 24: 26 AM

Senator O son acknow edged this is a significant anount of
power .

10: 24: 31 AM

M. Callahan stated this explains the problens encountered when
a site could not be linked to an existing power grid.

10: 24: 53 AM

KEVI N BROOKS, Deputy Comm ssioner, Department of Adm nistration,
furthered Ms. Frasca coments on proposed capital information
technol ogy projects utilizing a spreadsheet titled," Capital IT
Projects"” [copy on file]. The spreadsheets list over 35 projects
totaling $64 nillion of which approximately $13 mllion 1is
general funds. These projects involve 11 State departnents.

M. Brooks outlined the process undertaken to identify and
review these projects and select only those that are
technologically supportable, neet the business needs of the
af fected departnent, and would provide a service to the public.
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10: 26: 47 AM

M. Brooks informed that during the summer of 2003 the state
began a process to develop a statewide information technol ogy
pl an. Before then, State agencies were "working hard doing sone
really great things wth conmputers” to inplenent permtting
processes and providing public access. However, this was done
w thout an enterprise approach. |nstead, each agency addressed
only their own business needs and not attention was given to the
interaction of State agencies. As a result, sone redundancies
occurred. Three years ago, departnent representatives agreed to
the need to "work better and smarter”.

M. Brooks stated the plan adopted in 2003 has been updated
annually, with the third revision conpleted in preparation for
the FY 07 Capital budget.

M. Brooks told of the establishnent of the five-nenber
Enterprise Investnent Board that neets twice a year to ensure
the overall policy direction and investnent | evel was
appropriate as it relates to the remaminder of the budget. The
commi ssioner of the Departnent of Administration, the director
of the Ofice of Managenent and Budget, the chief of staff to
the governor, a director of a State Division of Admnistrative
Servi ces, and the director of the Enterprise Technol ogy
Services, conprise the nenbership.

10: 29: 16 AM

M. Brooks explained the precluding |evel of review consists of
the directors of admnistrative services divisions of all 15
State departnents. This |IT workgroup neets regularly to address
matters of common concern.

10: 29: 44 AM
M. Brooks inforned that each departnment now enploys an
| nf or mati on Technol ogy (1T Manager . Previ ousl vy, many

departnments did not have a centralized "voice" to address
information technology. Six of these nmnagers serve on a
Technol ogy Managenent Counci | . Thi s counci | est abl i shes
standards and guidelines to ensure that agencies are working in
col | abor ati on.
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M. Brooks noted that the |IT managers of the Departnent of
Heal th and Social Services and the Departnment of Transportation
and Public Facilities each hold a seat on the Council. The
Depart ment of Environnmental Conservation, the Departnent of Fish
and Ganme and the Departnment of Natural Resources has one
aggregate "voice" on the council to represent natural resources
i nterests. The IT nmanagers  of these three departnents
col | aborate on certain functions, such as mappi ng.

Many nethods exist to acconplish a function, the counci
attenpts to establish a standard net hod.

10: 31:10 AM

M. Brooks explained the intent to group collaborators at
appropriate levels. Subject matter experts are also included to
advise on e-mail, etc.

10: 31: 43 AM

M. Brooks reported this system has worked well. Projects agreed
upon through this process could then be included in preparation
of the budget.

10: 32: 06 AM

M. Brooks explained that the agencies submt proposed projects
for review by the three aforenentioned entities. Proposed
projects are reviewed for technical nerit, then to ensure they
woul d neet the State's business needs. A policy decision is then
made as to whether the State should undertake a project. Those
proposed projects that successfully conplete this review process
are forwarded for possible inclusion in the governor's capita
budget request. The spreadsheet contains projects that conpleted
the review process and have been deened to be the nost critica
and tinme sensitive. Some of the projects are necessary to neet
deadl i nes i nposed by the federal government.

M. Brooks told of the nore than 80 standards adopted, including
types of conputers and software to be utilized by the agencies.
Certain aspects of the information technology infrastructure
should be <centralized. However, other functions should be
overseen within agencies because they are the experts in
identifying their custonmers and understanding how to deliver
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their services. Specialized functions would still conply wth
certai n standards.

M. Brooks renarked that standardization would reduce the need
for training State enpl oyees who transfer between agencies.

10: 35: 20 AM

M. Brooks furthered that working as a single enterprise the
State could achieve significant savings on purchases. Under
consideration, is a conversion of all systens to a single
M crosoft application. Currently five different e-mail systens
are utilized and although they interact without difficulty, the
State could incur savings through licensing costs, training and
mai nt enance if one systemwere in place.

10: 36: 30 AM

Senator Stedman directed attention to the Statewde Digital
Mappi ng project on the spreadsheet. The Departnment of Natural
Resources already has a "powerful" system He asked if the
proposed project would enhance the existing system and allow
public access to digital nmapping.

10: 37: 19 AM

M. Brooks deferred to Departnent of Natural Resources staff.

10: 37: 42 AM

Senat or Stednman remarked on the benefits of providing access to
detail ed mappi ng i nformati on of Al aska.

10: 37: 54 AM

M. Brooks reported that efforts had been nmade so mapping
activities of the Departnent of Nat ur al Resour ces, t he
Department of Fish and Gane and other agencies would be
i nteractive.

10: 38:12 AM

Co-Chair W Il ken wunderstood that the nmpping project would
i ncl ude enhancenent of aviation navigation to allow real tine
navi gati on of certain nountain passes.
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10: 38: 37 AM

NICO BUS, Acting Director, Division of Support Services,
Department of Natural Resources, testified to the intent to
obtain addi ti onal el evati on mappi ng. A Menor andum  of
Understanding has been signed wth the Departnent, t he
Department of MIlitary and Veterans Affairs and the University
of Alaska to ensure all data would be available to the public.
The investnent nust provide the broadest application for the
public, private entities and the State.

10: 39:49 AM

Senat or O son asked if the mapping activities were undertaken by
the private sector.

10: 40: 14 AM

M. Bus stated this project would be funded with over $8 mllion
in federal funds and $2 nillion in general funds and would be
utilized to purchase information fromthe private sector.

10:40: 52 AM

Senator A son surmised that the affected industries approve of
this project.

10: 41: 00 AM

This bill was HELD in Conmttee.

#SB235
10: 41: 22 AM

SENATE BI LL NO. 235
"An Act relating to a public school performance incentive
program and providing for an effective date.™

This was the second hearing for this bill in the Senate Finance
Conmi ttee.
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Co-Chair Geen noted interest expressed by the Commttee to
di scuss certain aspects of this |egislation.

10: 41: 58 AM

Amendnent #1: This anmendnent inserts |anguage to Sec. 14.03.123.
Publ i ¢ school performance incentive program, added by Section 2
of the bill on page 3, following line 3 to read as foll ows.

(d) Notwi t hstanding (a) of this section, t he
depart nment may  not distribute a school per f or mance
incentive paynent to nore than 850 certified enployees
annually. The limtation of this subsection does not affect
the nunber of noncertified enployees and central office
personnel to whom the departnment distributes a school
performance incentive paynent under (a) and (b) of this
section. The departnent's regulations adopted under this
section shal | i npl enent t he requi renents of this
subsecti on.

(e) The public school performance incentive program
described in this section expires June 30, 2009. The
program nmay be continued or reestablished by the
| egislature. The Legislative Budget and Audit Conmittee
shall review the program not |ater than Decenber 31, 2008
and may submt its recommendations to the respective houses
of the legislature in the form of a bill that, if enacted
into law, would continue or reestablish the program on or
before July 1, 2009.

Senat or Bunde noved for adoption.

Senat or Bunde explained he supported the basic concept of the
| egislation. Co-Chair WIken had nade a conpelling argunment on
the benefits of providing incentives to reward good performance
of enployees in private enterprises.

Senator Bunde, however, had concerns about the considerable
expense of the proposed program He therefore suggested
establishing it as a pilot program and one that schoo
districts could choose to participate in rather than providing
anot her State mnandate. These changes would reduce the fiscal
note cost from$l5 mllion to $5.8 nmillion.

10: 43: 49 AM
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Senat or Bunde detailed that the pilot program would operate
t hrough the year 2008, at which tine the Legislative Budget and
Audit Commttee would submt a recommendation to the |egislature
to expand or elimnate the program This would provide an
accept abl e conprom se.

Senat or Bunde commented that the argunent could be made that the
funding for this proposed program should instead be appropriated
to t he educati on f oundati on f undi ng f ormul a. However,
i nprovenents in education are necessary and this program is a
nmet hod that could assist in achieving inprovenents.

10:44: 51 AM

Senat or Hof fman asked how the participating schools would be
sel ect ed.

10: 45: 14 AM

Senat or Bunde responded that the program would be avail able on a
"first conme first served" basis in which schools would be
accepted in the order their applications were received.

10: 45: 25 AM

There was no objection and the anendnent was ADOPTED

10: 45: 32 AM

Senator Bunde offered a notion to report the bill, as anended
from Comnmttee with individual recomendations and new fisca
not e.

Wt hout objection, CS SB 235(FIN was MOVED from Conmmttee with
a new fiscal note dated 2/23/06 fromthe Departnment of Education
and Early Devel oprment in the amount of $5, 800, 000.

10: 46: 00 AM

Co-Chair Green noted the representatives fromcitigroup would be
available to neet wth Menbers individually to provide
additional information on the proposal to reissue tobacco

settl enent revenue bonds.

#
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ADJ OQURNIVENT

Co-Chair Lyda G een adjourned the neeting at 10:46:21 AM
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