M NUTES
SENATE FI NANCE COWM TTEE
May 1, 2006
9:06 a.m

CALL TO ORDER

Co-Chair Lyda Geen convened the neeting at approximately
9:10: 01 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

Also Attendi ng: REPRESENTATI VE GABRI ELLE LEDOUX; BEN MJLLI GAN,
Staff to Representative Bill Stoltze; MCHAEL O HARE, Staff to
Representative Pete Kott; JIM MCM LLAN, Deputy Director, Credit
and Business Devel opnent, Al aska Industrial Devel opnent & Export
Aut hority, Departnment of Commerce, Community and Econonic
Devel opnent ; LALANYA SNYDER, Staff to Representative M ke
Chenaul t; GREY M TCHELL, Director, Division of Labor Standards &
Saf ety, Department of Labor and Wirkforce Devel opment; SUZANNE
HANCOCK, Staff to Representative Gabrielle LeDoux; JANE ALBERTS,
Staff to Senator Con Bunde; BRUCE LUDW G  Business Manager,
Al aska Public Enployees Association and Anerican Federation of
Teachers; TOM BRICE, Public Enployees Local 71; JI'M DUNCAN,
Busi ness Manager, Alaska State Enployees Association, forner
State Senat or, and f or mer Comm ssi oner, Depart ment of
Adm ni stration; CHERYL FRASCA, Director, Ofice of Mnagenent
and Budget, O fice of the Governor

Attending via Teleconference: From Anchorage: DAVID CERMER,
Project Manager, JL Properties, Inc.; From offnet sites: JOHN
DUFFY, Manager, Matanuska-Susitna Borough; KATE G ARD, Chair,
Regul atory Comm ssion of Al aska, Department of  Commerce,
Community and Econom c Developnent; ROD COMBELLICK, Deputy
Director, Division of CGeol ogi cal & Ceophysi cal Surveys,
Departnent of Natural Resources; JOHN AHO Chair, Al aska Seismc
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Hazards Safety Comm ssion; SCOIT HAWINS, President, Al aska
Supply Chain Integrators

SUMVARY | NFORMATI ON

HB 500- BONDI NG AUTHORI TY FOR HATCHER PASS

The Commttee heard from the bill's sponsor, the Matanuska-
Susitna Borough, the Alaska Industrial Developnment & Export
Aut hority, and the private sector firm associated with the
project. The bill reported from Commttee.

HB 283- AK HOUSI NG FI NANCE CORP BQOARD COMP.

The Conmittee heard from the bill's sponsor and the Al aska
Regul atory Conm ssion, Departnent of Commerce, Comunity and
Econom ¢ Devel opnent. The bill was held in Commttee.

HB 338- CERTI F. OF FI TNESS FOR EXPLOSI VE HANDLERS

The Conmittee heard from the bill's sponsor and the Departnent
of Labor and Wrkforce Developnent. The bill reported from
Conmi ttee.

HB 83- SEI SM C HAZARDS SAFETY COWM SSI ON

The Conmittee heard from the bill's sponsor, the Departnent of
Nat ur al Resources, and the Alaska Seismc Hazards Safety
Comm ssion. One anendnent was adopted and the bill reported from
Conmi ttee.

SB 160- STATE PROCUREMENT ELECTRONI C TOCLS
The Commttee heard fromthe bill's sponsor, Al aska Supply Chain
Integrators, representatives of |abor organizations, and the
Ofice of the Governor. A commttee substitute was adopted and
the bill reported from Comm ttee.
9:12:16 AM
#hb500

HOUSE BI LL NO. 500

"An Act anmending the principal anount of bonds that may be
i ssued by the Al aska Industrial Devel opnment and Export
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Aut hority for the purpose of financing the devel opnent of
Hat cher Pass."

This was the first hearing for this bill in the Senate Finance
Commi ttee.

9:12: 21 AM

BEN MULLI GAN, Staff to Representative Bill Stoltze, the bill's
sponsor, informed the Commttee this bill wuld allow the
Mat anuska- Susitna (Mat-Su) Borough to advance its Hatcher Pass
devel opnment efforts by expanding the scope of what the Al aska
I ndustrial Developnment and Export Authority (AlIDEA) bonds and
other financing could be utilized for. In addition, the AlDEA
bond authority would be increased from $15 mllion to $25
mllion.

Co-Chair Green summarized the bill. It would expand the scope of
the project and increase the bond anount.

M. Milligan affirnmed.
9:13:42 AM

JOHN DUFFY, Manager, Matanuska-Susitna Borough, testified via
tel econference from an offnet site in support of the bill.
Granting this authority to AIDEA is essential to the project, as
AIDEA's "participation is critical to the success of this
public/private partnership” proposed for Hatcher Pass. This
project is the result of the Borough's long-term economc
devel opnment effort to enhance its econony, diversify the area's
tax base, and increase recreational opportunities.

M. Duffy stated that both the Borough and the State have
contri but ed noney for infrastructure i mprovenents. He
particularly acknow edged Co-Chair Geen's efforts in getting
el ectric power expanded to the site. The Borough has funded
geotechnical and hydrological studies and an econom c | npact
assessnment, which concluded that the project would create
approximately 1,500 jobs. The construction phase of the project
is anticipated to cost $41 mllion. "A very strong cooperative
effort” between the Departnent of Natural Resources' Division of
M ning, Land and Water and the Division of Parks & Qutdoor
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Recreation State Parks, and the Borough also furthered the
advancenent of this project.

9:16: 04 AM

DAVI D GERMVER, Project Manager, JL Properties, Inc. testified via
tel econference from Anchorage. Cooperative efforts on this
project began in October 2003 when JL Properties, a private
sector business, "responded to a solicitation from the Borough
to develop an alpine and nordic ski area at Hatcher Pass".
During the next two years, JL Properties, the Borough, and
Borough consultants worked on developing the scope of the
project and a financial plan. In order to ensure the overall
success of the project, it was determ ned that the project nust
"integrate an alpine ski area, a residential comunity, and a
Nordic ski area and trail systent.

M. GCermer characterized the devel opnent of the financial plan

which would include "a wunique blend of private and public
financing”, as "quite challenging”". AIDEA' s participation "is an
integral part of the financing plan”, and the approval of this
| egislation would be essential to the project. The next step
would be for the Borough, AIDEA, and JL Properties to
i ndependently "conduct its own due diligence analysis" on "the
fi nanci al feasibility of the project”. AIDEA's Board of
Directors would base their decision on whether or not to approve
the financing plan upon the due diligence analysis and the
financial feasibility studies. Approval of the financing plan
would allow construction of the project to conmence in the
summer of 2006 with a conpletion date of spring 2008.

9:18: 33 AM

JIM MCM LLAN, Deputy Director, Credit and Busi ness Devel opnent,
Al aska | ndustrial Developnment & Export Authority, Departnent of
Commer ce, Community and Econom ¢ Devel opnent testified in Juneau
in support of the bill. Alaska Statute (AS) 44.88 would require
AIDEA to receive Legislative authority in order "to issue in
excess of ten mllion dollars worth of bonds". He clarified that
passage of this legislation "would not guarantee financing". It
woul d however, allow AIDEA to conduct the due diligence and
project feasibility analysis. This effort would allow AIDEA to
review technical, operational, and financial aspects of the
project and determne how "to mtigate” any risks found. Wre
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the project to be deened feasible, "a finance plan will be the
presented to AIDEA' s Board of Directors for approval".

M. MMIllan remnded the Conmttee that AIDEA has been
associated with the efforts to develop Hatcher Pass for many
years. Wile nunmerous proposals had been discussed, none were
advanced. However, the conceptual plan being presented is
"worthy of our consideration”, as AIDEA deens the timng, the
pl an, and the private devel oper involved in the project with the
Mat - Su Borough as being the "right" mx of circunstances.

9:20: 47 AM

Co-Chair G een pointed out that |anguage in the Analysis section
of the Depart nent of Commer ce, Community and Econom c
Devel opnent's fiscal note #1, speci fies that this bond

aut hori zation would have "no fiscal inpact on Al DEA operations".
9:20: 59 AM

M. MMIllan affirmed the passage of this |egislation would have
no fiscal inmpact on AIDEA. This legislation "is nerely the
aut horization to nove forward with the feasibility work". Wre
the Board to authorize the financing of the project, there
"woul d be additional receipts to AIDEA", which could be used to
support such things as operations and divi dends.

Co-Chair Green observed that the bill would increase the |eve
of bonds that could be authorized by Al DEA

M. McMIIlan concurred.

9:21: 39 AM

Senator O son asked the reason for increasing the bond
authorization from$15 million to $25 mllion.

M. MMIllan responded that the original bill on the Hatcher

Pass project was passed in 1998. That proposal was limted to
the developnent of a $20 mllion alpine ski area. The project
now proposed is "much nore expansive and conprehensive", with an
anticipated project cost of $42 mllion; thus, the need to
i ncrease AIDEA' s participation.
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Co-Chair G een deened the public and private sector partnership
being advanced in this project to differ from nost other
projects presented to the Conmttee.

Co-Chair WIlken noved to report the bill from Commttee wth
i ndi vi dual recommendati ons and acconpanyi ng fiscal notes.

Wthout objection, HB 500 was REPORTED from Conmittee wth
previous zero fiscal note #1 dated April 14, 2006 from the
Depart ment of Comrerce, Conmunity and Econom c Devel opnent.

AT EASE 9:23:30 AM/ 9:25: 00 AM

#hb283

CS FOR HOUSE BI LL NO. 283(STA)

"An Act relating to the conpensation for board nenbers of
the Al aska Housing Finance Corporation; and providing for
an effective date."

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

M CHAEL O HARE, Staff to Representative Pete Kott, the bill's
sponsor, noted that a new conmittee substitute is being offered
for consideration.

Co-Chair Green noved to adopt conmittee substitute Version 24-
LS0922\F as the working docunent. She objected for purposes of
expl anat i on.

M. O Hare explained that Sec. 2, page 1 line 10 through page 2
line 2, has been added to Version "F'. This new section would
anend Al aska Statute (AS) 42.04.020(f) pertaining to the salary
paid to the chairperson and conm ssioners of the Regulatory
Comm ssion of Alaska (RCA). Existing step and range salary
schedul e | anguage would be replaced with |anguage allow ng the
Governor to determ ne those sal aries.

9:27:41 AM

Senat or O son asked the fiscal inmpact of this change.
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Co-Chair Geen noted that the recent drafting of Version "F' has
not provided sufficient time for RCA to calculate the fiscal

I npact .

Co-Chair Geen noted that in addition to the salary changes
pertaining to the RCA chairperson and conm ssioners, Version "F"
woul d al so increase Alaska Housing Finance Corporation (AHFC
Board nenbers conpensation while attending business neetings
from $100 to $400 per day. This language is depicted in Section
1(e) on page 1 line 6.

9:29:01 AM

KATE G ARD, Chair, Regulatory Comm ssion of Alaska, Departnent
of Commerce, Conmunity and Econom c Devel opment testified via
tel econference from an offnet site and comunicated that the
conpensati on changes proposed for the four RCA conmm ssioners
would incur a fiscal inpact of approximtely $170,000. The
fiscal inmpact of the conpensation for the <chairperson is
unknown, as the Governor woul d nmake that determ nation.

Ms. Gard stated the increased conpensation proposed would
expand the range of RCA commi ssioner candidates. The RCA Chair
is appointed for a four-year term and conm ssioners are
appointed for six-year ternms. Her term as RCA chair began in
2002 and would termnate in 2006. One of her objectives as chair
was "to position the RCA to nove forward into the future”. This
included a review of comm ssioner conpensation, as one of "the
chal l enges” facing the Legislature is to recruit conm ssioners
willing to work very hard during their terns and who could bring
maturity and business experience to the Agency. Their decisions
"would have long-term fiscal inmpact on the State of Al aska".
Current Commi ssioners are paid $86,000 annually, as conpared to
State departnment conm ssioners who earn approximtely $124,000
annual | y. The current base |evel salary paid to RCA
conmi ssioners is insufficient to attract a business executive or
a departnment conm ssioner. The proposed salary would be sinlar
to that of State department comm ssioners. The Governor would
establish the salary for the RCA chairperson.

9:32: 24 AM
Senat or Stedman asked whether an updated fiscal note would be

provided prior to action being taken on the bill. In response to
a remark by Co-Chair Geen, he acknowedged M. Gard's
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testinmony that the commissioners' salary increase would equate
to approxi mately $170, 000.

In response to a question from Senator O son, Ms. Gard affirmed
t he conmi ssioners' salary increases would anobunt to $170, 000 per
year .

9:32: 55 AM

Senat or Stedman observed that conpensation |evels for boards and
conmi ssions have been a matter of discussion in the past. "The
issue is broader than just the subject matter in this bill."
Thus, the conpensation of other boards and conm ssions should
al so be addressed.

Co- Chair Green acknow edged Senator Stedman's remarks.
The bill was HELD in Comm ttee.
[ NOTE: No action was taken on the notion to adopt Version "F".]
9:33:25 AM
#hb338
CS FOR HOUSE BI LL NO. 338(L&C)
"An Act relating to applications, qualifications, and
crimnal history and background checks for a certificate of

fitness for explosives handlers; and providing for an
effective date.”

This was the first hearing for this bill in the Senate Finance
Comm ttee.

9:34: 00 AM

LALANYA SNYDER, Staff to Representative Mke Chenault, the
bill's sponsor, informed the Conmttee the Departnent of Labor
and Workforce Devel opnent is responsible for issuing Certificate
of Fitness licenses to explosives handlers. Wile an Al aska

crim nal background check is required as part of that process, a
fingerprint check is not. Authorization of a fingerprint check
is being sought, as it would assist the State in verifying
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identification and would provide a tool for checking crimna
activity on record in other states.

Co- Chair Green understood such action would align State statutes
with federal |aw

Ms. Snyder affirned.

Co-Chair Geen asked for further information about explosives
handl ers.

Ms. Snyder deferred to Gey Mtchell with the Departnent of
Labor and Wor kforce Devel oprent.

9:36: 06 AM

GREY M TCHELL, Director, D vision of Labor Standards & Safety,
Departnment of Labor and W rkforce Devel opnent, identified
expl osive handlers as people who are enployed in such things as
road construction and rock pit operations. Individuals, such as
mners, who are enployed in operations subject to federal
jurisdictions such as the Federal Mne, Safety, and Health
Adm nistration, would be exenpt from the background check
requirenent.

Senator Stednman inquired about the certificate of fitness
license requirenments for an expl osive handl er.

M. Mtchell expressed that the licensing process requires an
applicant to provide their nane, address, physical disabilities,
and enploynent history. In addition, applicants are tested on
general explosive know edge, safety procedures, and explosive
handl ing. The license is valid for three years.

9:38:24 AM

Senat or O son asked for further information about the exenption
for mners fromthe background check requirenent.

M. Mtchell clarified that the State does not have jurisdiction
over people enployed in occupations covered by the Federal M ne
Safety and Health Admnistration. Thus, the State Statute
specifically excludes those occupations. These jurisdictional
i ssues were addressed when Statutes regarding this certification
process were originally established.
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Senator O son asked whether the Al aska M ners Association has a
position on the bill.

M. Mtchell understood that the Association had not provided
testinony on the bill.

Ms. Snyder informed the Conmttee that the Alaska Mners
Associ ati on opposed the original bill, as mners were included
in the list of occupations subject to the provisions. Their
opposition was renoved once mners were excluded from the
requirenent.

Co-Chair WIlken noved to report the bill from Commttee wth
i ndi vi dual recommendati ons and acconpanyi ng fiscal notes.

There being no objection, CS HB 338 (L&) was REPORTED from
Commttee with two previous zero fiscal notes: fiscal note #1
dated January 5, 2006 from Departnent of Labor and Workforce
Devel opnent and fiscal note #2 dated January 17, 2006, from the
Department of Public Safety.

9:40: 38 AM
#hb83

SENATE CS FOR CS FOR HOUSE BI LL NO. 83( STA)
"An Act relating to the Alaska Seismc Hazards Safety
Comm ssion; and providing for an effective date."

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

9:41: 08 AM

SUZANNE HANCOCK, Staff to Representative Gabrielle LeDoux, the
bill's sponsor, stated the bill would extend the termnation
date of the Alaska Seismc Hazards Safety Comm ssion, which is
under the auspices of the Departnment of Natural Resources (DNR),
until June 30, 2012 and increase the Conm ssion's nenbership
from nine to eleven. The increase in nenbership would provide
nore |ocal government representation. The Governor appoints
menbers of the Comm ssion for three-year terns.
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Ms. Hancock noted "the scientific community and the insurance
i ndustry"” support the |egislation.

REPRESENTATI VE GABRI ELLE LEDOUX supported Ms. Hancock's remarks.

Amendnent #1: This anmendnent deletes the entirety of |anguage in
Sec. 3(4), page 2, lines 8 through 11 and replaces it with the
f ol | owi ng.

(4) "seismc hazard® nmeans an earthquake-induced geol ogic
condition that is a potential danger to life and property;
in this paragraph, "geologic condition" includes strong
ground shaking, |andslide, avalanche, |iquefaction, tsunam
i nundation, fault displacenent, and subsi dence;

Co-Chair W/ ken noved to adopt Amendnent #1.

Co- Chair Green objected for explanation.

Co-Chair WIlken explained that the Senate State Affairs

Comm ttee added "definitional |anguage" to the bill. DNR deened
that |anguage "too broad" in its scope, and requested the
original bill language be reinstated. Thus, this amendnent woul d

reinstate the original |anguage.

Co- Chair Green renoved her objection.

There being no further objection, Anendnent #1 was ADOPTED
9:43:25 AM

RCD COMBELLI CK, Menber, Al aska Seism c Hazards Safety Conm ssion
and Deputy Director, Dyvision of Geological & GCeophysica
Surveys, Depart nent of Nat ur al Resour ces, testified via
tel econference from offnet site and affirned that DNR is the
adm ni strator of the Comm ssion. Amendnent #1 addressed both the
Commi ssion's and the Departnent's concern that the Senate State
Affairs |anguage would "broaden the scope” of the Comm ssion's
responsibilities "to include all geologic hazards even those
that were not seismically induced". Anendnent #1 "would refocus
the Comm ssion's purview in the area of earthquake hazards".

M. Conbellick noted the bill would al so expand the Conmm ssion's

"purview to include tsunam hazards". This expansion is
consi dered "appropriate".
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M. Conbellick pointed out that Anendnent #1 would also renpbve
vol canic eruptions from the purview of the Comm ssion. The
Comm ssion supports this exclusion because that activity is
currently under the purview of the Al aska Volcano Observatory
(AVO), in which the State is a participant. The Conmm ssion's
responsibilities should not overlap with those of that "very
effective body".

M. Conbellick stated DNR supports the Conm ssion extension, as
it would allow the Conm ssion to further its recomendati ons on
issues it had identified in a recent report [copy not provided]
to the Departnent.

9:45: 52 AM

Senator (dA son asked the level of comunication between the
Conmmi ssi on and AVO

M. Conbellick responded that a "considerable" anount of
comuni cation occurs between the two entities, specifically as
the State's participation in AVO is conducted through his
agency. He is the direct conduit between the entities.

M. Conbellick shared that during the recent Munt Saint
Augustine vol cano eruption there was concern the volcano "m ght
generate a tsunam". The Commission relied on AVO to
appropriately address that situation.

9:46: 57 AM

Co-Chair WIlken noted the State would provide for the travel
expenses of the eight Commi ssion's nenber enployed by the State.
To that point, he asked whether funds would be allocated for the
travel expenses incurred by the Commssion's three public
menbers, as specified in Sec. 2(c)(7) page 2 lines 4 through 6
of the bill. Else wise, this issue nmght negatively inpact
publ i c nmenber recruitnent.

M. Conbellick noted that sufficient funding is available to
provide for all nmenbers' travel. He pointed out, however, that
the agencies in which the State Conm ssion nenbers are enpl oyed
typically cover these expenses.
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Co-Chair WI1ken concluded therefore that not addressing this
issue in the bill "would not preclude the public nmenbers’' being
t aken care of".

M. Conbellick affirnmed. Wile this issue is not specifically
addressed in this bill, the Commssion was granted such
authority in the original |egislation.

Co-Chair Geen understood therefore that Comm ssion travel
expenses were addressed in existing Statute.

M. Conbellick affirmed. Travel authority for the Conm ssion was
provided in |egislation adopted in 2002.

9:48: 56 AM

JOHN AHO, Chair, Alaska Seismc Hazards Safety Conm ssion,
testified via tel econference from an offnet site. The Conm ssion
has been very active and this extension would enable it to
continue its "seismc risk mtigation activities". The
Comm ssion's efforts "are extrenely inportant” to the State.

Co-Chair WIlken noved to report the bill from Commttee wth
i ndi vi dual recommendati ons and acconpanyi ng fiscal notes.

There being no objection, SCS CS HB 83(FIN was REPORTED from
Commttee with previous zero fiscal note #4 dated January 20,
2006 fromthe Departnment of Natural Resources.

AT EASE 9:50:19 AM/ 10:10: 46 AM

Co-Chair Geen called the neeting back to order

10: 10: 56 AM

#sb160

CS FOR SENATE BILL NO 160(L&C)

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

This was the second hearing for this bill in the Senate Finance
Commi ttee.
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Senator Bunde, the bill's sponsor, noved to adopt conmttee
substitute Version 24-LS0524\B as the working docunent.

Co-Chair Geen objected for explanation.

10:12: 02 AM

Senat or Bunde voi ced appreciation for today's hearing. This bill
would address the State's procurenment and electronic (e-
commerce) tools pilot program that has been in operation for a
year. He determined the State would benefit nobst by retaining
seni or procurenent specialists to purchase specialty itens such
as gears needed for the State ferries while using the e-comrerce
tools for sinple, repetitive orders. Thus, Version "B" would
[imt outsourced e-conmerce procurenents to $50,000. State
procurenent  personnel would be responsible for specialty
pur chases exceedi ng $50,000 as well as the majority of contracts
for services.

Senat or Bunde expl ai ned the changes in Version "B" were based on
a consensus between the Admnistration and the private
contractors. Private contractors' responsibilities would expand
“horizontally" to include nore of the small, repetitive aspects
of purchasing. State procurenent officers would secure services,
contracting, and large procurenments. The State should use the
experience gai ned through the pilot procurenent program [PPP] to
advance its procurenment activities. He urged the Commttee to
support the bill.

10: 13: 55 AM

JANE ALBERTS, Staff to Senator Bunde, noted that provisions in
Version "B" would address State enployees' position that, if
provi ded e-comrerce tools, they could match the procurenent
savi ngs experienced by the private contractor. These provisions
woul d allow each State department to either "contract for both
| abor aspects and e-conmerce tools from the private contractor”

or to "pay a licensing fee .. for the e-comerce tools" and
conduct procurement operations with State enpl oyees. Since both
these options would utilize "the sane e-conmerce tools", the

O fice of Managenent and Budget could conpare purchases made by
State enpl oyees to those purchased by the private contractor.

10: 15: 09 AM
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Senator Bunde stated that Version "B'" would also extend PPP s
current State procurenent code exenptions another three years.

10: 15: 30 AM

In response to a question from Senator O son, Senator Bunde
clarified that PPP's current State procurenment code exenptions
would be extended wuntil July 1, 2009. After that date, all
procurenents nmust conply with the code.

Co-Chair Green noted that |anguage in Sec. 9 page 4, line 21
pertai ned to the procurenment code exenpti on.

Senator O son asked for further clarification.
Co-Chair Geen read the | anguage.

Sec. 9. Section 2 and 3 of this Act take effect July 1,
2009.

Senator Bunde stated that, in order to successfully inplenent
the PPP and its e-conmerce tools, exenptions to sone portions of
the State's procurenment code were required. Those exenptions
would be continued until July 1, 2009. After that date, all
provi sions of the procurenent code nmust be adhered to.

Senator O son asked whether this bill would affect PPP s
"estinmated savings".

Ms. Al berts deferred to Scott Hawkins with ASC.
Senat or Bunde understood Senator O son's question to be whether
elimnating the procurenent code exenptions would negatively

affect the savings the State m ght receive fromthe PPP.

10:17: 31 AM

Co-Chair Green understood Senator O son's question to be whether
the proposal to allow State enployees to purchase large ticket
itens would negatively inpact savings the State mght receive
were ASCI, wth its specified exenptions, to nmake those
pur chases.

10: 18: 06 AM
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SCOTT HAWKINS, President, Alaska Supply Chain Integrators,
testified via teleconference from an offnet site. The affect on
savings is "one of the things that the three-year period wll
tell us". DOTI data indicates that approximately 93 percent of
all transactions are less than $5,000. Thus, the exenptions to
the State procurenent code would "streamine, really, a snall
share" of the overall transactions. The reasons for providing
the procurenent code exenptions were "nore technical than
relating to cost savings". Technical conpliance issues would
include such things as "the inplications for having a private
contractor" serving as an agent of the State and how do certain
"elements of the procurenment code apply to a private agent of
the State". The three-year procurenent code exenption extension

woul d provide "adequate tinme" in which to address technical
I Ssues.
Senator (O son characterized the response as "vague". He

understood that one of the objectives for inplenenting the PPP
was to save between five and 20 mllion dollars. Thus, his

guestion was whether this bill wuld affect that savings
potenti al .

M. Hawkins recalled that the five to 20 mllion dollars savings
projection was based on inplementing the PPP to all State
departments. The PPP that was inplenmented was "so snmall" it
negat ed the opportunity to save even five mllion dollars.

Senat or O son asked whether the PPP has produced any savings, to
dat e.

M. Hawkins stated that a savings of approximately $187,000 in
pr ocur enent - war ehouse over head and operating expenses have been
docunented over the PPP's two-year operational tinefrane. A
savings neasurenent for costs of goods procurenment was
unavail able, "as the program hasn't been inplenented to a
degree" that could provide reliable catal og data.

10: 21: 15 AM

BRUCE LUDW G, Busi ness  Manager, Al aska Public Enpl oyees
Association and Anerican Federation of Teachers, testified in
opposition to the bill. The PPP was enacted two years prior "as
an experinment”. Even though the program was projected to save
five to 20 mllion dollars, "the only docunented savings has
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been negative". Two independent audits indicated that PPP has
cost the State at least a mllion dollars a year because ASC
paid nore for goods than State purchasers did. "The final
savings in overhead" was in the range of $53,000 after contract
nodi fications were factored in. "In short" the PPP "failed
m ser abl y".

M. Ludwi g questioned the decision to continue exenpting the
private contractor from the State's procurenent code, as the
code was developed to protect citizens of +the State by
providing: transparency in the process; conpetition; and appea
procedures. Continuing the exenptions would provide none of

these. He asked the Conmittee to take no action on the bill at
this time.
10: 22: 57 AM

TOM BRICE, Representative, Public Enployees Local 71 Labor
Associ ation, informed the Commttee that Local 71 nenbers are
"the blue collar workers of the State of Alaska": they are
involved in airport, warehouse, pioneer home, and highway
station operations such as snowplow drivers and belly blade
truck drivers. These individuals have been sonme of the primary
users of the pilot procurenent program in Southeast Al aska.
Associ ati on nenbers have communicated to him that the "very
conplicated process" involved in this procurenent program has
forced many of them to use "credit cards or other alternative
means of purchasing, sinply because trying to go through and
foll ow the conputer system trying to place an order through the
ASClI program is becom ng very cunbersone and burdensone".

M. Brice also noted that, oftentines, orders placed through the
program deliver the wong item or the order is never delivered,
or does not arrive in a tinely manner. One Association foreman

ordered 50 fluorescent Ilight bulbs for a State shop. They
arrived one or two at a tine over a three-nonth period. An order
for front-end |loader oil filters remained unfilled for three

nmont hs. Such del ays i npact services provided by the State.

M. Brice urged the Comrittee to further investigate this issue
before noving it from Commttee.

10: 25: 47 AM
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JI M DUNCAN, Business Manager, Al aska State Enpl oyees Associ ation
and fornmer State Senator, spoke in opposition to the bill. Mny
of the 7,500 general governnent unit nenbers represented by the
Al aska State Enpl oyees Association (ASEA) would be inpacted by
this legislation. Reasons against this legislation include the
fact there is clearly "no indication that this is a cost savings
of any kind". Wen ASCI questioned whether the Administration's
audit of the program was objective, a third party auditor,
M kunda Cottrell Accounting & Consulting (MCAC), was hired to
conduct anot her audit.

M. Duncan stated he had not attended the March 24, 2006
Comm ttee hearing about the MCAC audit because he was unaware it
was scheduled. The validity of that audit is in question. The
MCAC auditor "recogni zed" that the sanple size was too snmall to
be valid and took this concern to the State and ASC . The
deci sion was made to continue. The MCAC audit concluded that the
t wo-year program produced "a small savings" of $50,000 per year
in personnel costs for the two-year period. It also indicated
there was a "trenmendous” one mllion dollar per year increase in
t he cost of goods purchased.

M. Duncan rem nded the Conmittee that MCAC "clearly" stated to
both this Comrmittee and the public that its study was "not a
valid study but was a strong indicator of what was happening"
with the PPP. The indication was that PPP produced snal
per sonnel savings, but increased costs of goods. Thus, there is
a "strong" indication that expanding the program beyond the
limted application of the initial pilot program endeavor "would
cost a whole |lot nore to the State".

M. Duncan opined it would be illogical "to expand and extend a
program that has a strong indication froma third party auditor”
wth no vested interest, that the program would increase costs
to the State.

M. Duncan urged the Comrttee to consider the indicators
reflected in the MCAC audit and not expand or extend the
program He also urged the Commttee to be "very careful in
al l owi ng anyone" making procurenents for the State "to bypass
the State's procurenent code". Such action could be "very
dangerous and it <could create trenmendous problenms in the
future". The procurenent code was devel oped between 1984 and
1986 by a Legislative commssion, which ranked the best
interests of the State and the public as paranount.
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Based upon his experience as a former Legi sl at or and
comm ssioner of the Departnment of Admnistration, M. Duncan
believed the State's procurenent code has worked and "would
continue to work very well".

M. Duncan concluded his remarks by reiterating reasons not to
further the pilot procurenent program "there is no indicator
that it has saved the State any noney; there is a strong
indicator” that it would cost the State a trenendous anmount of
noney, particularly were it expanded to other departnents.
Furthernore, "there is no good public policy reason to bypass
the State procurenent code". Please do not extend or expand this
program

10: 30: 46 AM

CHERYL FRASCA, Director, Ofice of Managenment and Budget, Ofice
of the CGovernor, testified on behalf of "the group that is held
accountable for the nmanagenent results that State governnent

delivers". She appreciated the attention the Commttee has
provided to evaluating the PPP's success or |lack thereof. She
has, at tines, "refereed" in regards to the "issues and
chal | enges” presented from "both sides of the pilot".

Nonet hel ess, the Admnistration "believes that these are
managenment tools that are good for government to deploy where it
makes sense". She appreciated Senator Bunde's efforts to devel op
a commttee substitute that "is a good reflection of the |essons
| earned” from the PPP. Forwarding Version "B" would nake State
governnent nore efficient and woul d save noney.

Senator Bunde stated that nmjor technological advances have
occurred in the past decades, and, while "change is threatening"
it is inevitable. In spite of the "resistance" the pilot program
has experienced, "it has shown progress and promse. It is tine
for the State" to update its e-commerce procurenent activities
to the level at which private enterprise has operated for years.
This would inprove efficiency and produce cost savings. He urged
the conmttee to support this |egislation.

Co-Chair Geen withdrew her objection to the adoption of the
Version "B" comm ttee substitute.

There being no further objection, the commttee substitute was
ADOPTED.
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Senator Bunde noved to report the bill from Conmttee wth
i ndi vi dual recommendati ons and acconpanyi ng fiscal notes.

Senat or Hof f man obj ect ed.

Senator O son also objected. A pilot program that has cost the
State nore than one mllion dollars a year rather than saving

the State noney "is alnbst counterintuitive. The five to 20
mllion dollar anticipated savings have not transpired.
10: 34: 44 AM

Senator O son asked why the pilot program had not provided the
expected results.

Senator Bunde responded that "there's absolutely no proof that
that mllion dollar” expense would not have been incurred under
the original procurenent system To that point, State personne
costs have increased. "The audit has been pretty thoroughly
debunked”, and he did not believe that the program incurred
additional costs. Costs increase "whether there is change or
not".

Senator Hoffman, speaking as a businessman, surmsed that no
busi ness person in nmaking payroll decisions would approve this
neasur e.

Senator O son did not object to the practice of enploying
anot her private sector business to assist with the operation of
his business, as, in many cases, it is less expensive to
contract out sone jobs. However, after reviewing the February
28, 2006 study [copy on file] on the MCAC report, he
acknowl edged "validity, in spite of the previous study" that
i ncluded invalid vari abl es.

Aroll call was taken on the notion.

IN FAVOR: Senator Dyson, Senator Bunde, Senator Stedman, Co-
Chair Wl ken, and Co-Chair G een

OPPOSED: Senat or Hof f man and Senat or d son

The notion PASSED (5-2)
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CS SB 160 (FIN was REPORTED from Conmittee with new $650, 000
fiscal note dated April 29, 2006 from the Senate Labor &
Commerce Conmmittee.

10: 37: 55 AM

#

Co-Chair G een announced that the Conmmittee would reconvene at
5:00 pmto address the capital budget bill.

RECESS TO CALL OF THE CHAIR 10: 38: 09 AM

[ NOTE: The Committee reconvened at 6:40 PMto address anendnents
to 231-BUDGET: CAPI TAL & OTHER APPROPRI ATI ONS. Those minutes are
identified as SFIN 0501060640 PM ]
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