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ACTI ON NARRATI VE

CHAIR RALPH SAMUJELS called the Legislative Budget and Audit

Conmittee neeting to order at 8:01:12 AM Representati ves
Doogan, Chenault (via teleconference), Hawker , Kelly (via
tel econference), and Samuels, and Senators Hoffrman and Ellis
were present at the <call to order. Representative Meyer

(alternate) and Senators Stednan (via teleconference) and
Therriault arrived as the neeting was in progress.

APPROVAL OF M NUTES

CHAI R SAMJELS announced that the first order of business would
be the approval of m nutes.

8:02:12 AM
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REPRESENTATI VE HAWKER nmade a notion to approve the mnutes of
June 5, 2007. There being no objection, the mnutes from the
meeti ng of June 5, 2007, were approved.

AUDI T REQUESTS
8:02:19 AM

CHAI R SAMJELS announced that the next order of business would be
the audit request regarding the Al aska Energy Authority, Rural
Power System

8:02:45 AM

REPRESENTATI VE BETH KERTTULA, Alaska State Legislature, relayed
that about a year ago she'd been approached by sonme people who
had concerns about sone of the practices that the Al aska Energy
Aut hority (AEA) engaged in, and that the nenorandum requesting
the audit indicates that the audit wwuld focus on AEA s
practices in terns of conpetition - particularly sole source
procurenents, limted procurenents, and specifications - in
order to ensure that the AEA is not inappropriately limting
conpetition. She characterized the audit request as a good one,
particularly wth the current focus on “rural energy. "
Representative Kerttula offered that Pat Davidson from the
Division of Legislative Audit would be able to provide further
i nformati on.

8:04:49 AM

PAT DAVIDSON, Legislative Auditor, Division of Legislative
Audit, Alaska State Legislature, in response to a question,
relayed that Representative Kerttula has accurately sunmmarized
the audit request.

SENATOR HOFFMAN asked Representative Kerttula whether she has
attenpted to address any perceived problem via direct dialog
with the AEA

REPRESENTATI VE KERTTULA said she has not yet done so, though she
had considered it; ultimately, she relayed, she thought it just
as well to have the audit perforned, and didn't think it would
be too onerous on the AEA

M5. DAVIDSON, in response to a question, relayed that it would
probably be about six nonths before the division would be able
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to begin the audit, and that a prelimnary report would probably
be avail able by the end of the next |egislative session.

8:06: 51 AM

REPRESENTATI VE KELLY noted that he chairs the House Commerce,
Community & Econom c Devel opnent Finance Subcommittee, which
deals wth the Alaska Industrial Devel opnent and Export
Authority (AIDEA), which in turn, he remarked, is "sonewhat
joined at the hip" wth the AEA He added that [the
subcomm ttee] has, from tine to tinme, gi ven serious
consideration to possibly requesting an audit "on the whole
shebang. "

8:08:11 AM

REPRESENTATI VE HAWKER nmade a notion to authorize the |egislative
auditor to conduct the audit of the Al aska Energy Authority's
Rural System Upgrade program as outlined in the nmenorandum
before the commttee. There being no objection, it was so
or der ed.

REVI SED PROGRAM - LEQ SLATI VE ( RPLS)
8:08: 39 AM

CHAI R SAMUJELS announced that the next order of business would be
RPL 25-8-2001 from the Departnment of Transportation & Public
Facilities (DOT&PF) regarding the None Airport rehabilitation
proj ect .

8:08: 53 AM

ROGER MAGGARD, Manager, Statewide Airport Devel opnent, Rural
Airports, Departnment of Transportation & Public Facilities
(DOT&PF), relayed that the DOT&PF had previously requested
$4,240,000 for the Nome [airport] paving project, but that
anount proved to be inadequate. Shortly after the cost estimte
was sent to headquarters, the cost estimate increased
significantly and, inadvertently, the departnent did not request
an amendnent [to the capital budget]. Thus the RPL before the
committee today entails a request for $5,517,500 to cover that
cost increase. The [new] cost estimate for Stage Il of the
project is $9, 757,500, he added.

MR. MAGGARD, in response to a question, indicated that Stage II
of the project will hopefully be the final stage of the project.
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REPRESENTATI VE CHENAULT asked why the cost estimate increased.

MR. MAGGARD offered his recollection that it was due to cost
inflation for the pavenent, a determnation that additional
excavation was needed for a "sub-grade" that was deteriorating,
and a decision to replace that sub-grade wth gravel. In
response to questions, he said that the project has not been bid
on yet, that the departnent is currently advertising and expects
to open bids within a week, and that the original cost estimte
was nmade around May 2006

REPRESENTATI VE CHENAULT questioned whether approving this RPL
will set a precedent wherein the DOT&PF w il sinply wait unti
the interimto request [nost] of the funding for all its future
proj ects.

8:13: 00 AM

REPRESENTATI VE KELLY said he has the sane concern. He asked how
much of the cost increase will be paid for by the state and how
much will be paid for by the federal governnent.

MR. MAGGARD said that the match ratio for airport inprovenent
projects is 95 percent federal and 5 percent state.

SENATOR HOFFMAN asked how the cost increase wll affect the
DOT&PF' s remai ni ng Feder al Aviation Admnistration (FAA)
proj ects.

MR. MAGGARD indicated that it wouldn't, and that the departnent
has been carrying this project at its current cost estimate
since Novenber 2006, at which tinme it adjusted its spending plan
to account for the cost increase. If the cost increase hadn't
occurred and the departnent had obtained another $5.7 mllion,
the department would have allocated that noney to another
project. In response to a question, he confirned that the noney
being requested via this RPL is unallocated and will not affect
any other existing projects for this fiscal year; those projects
have been "noved back" to the departnent's federal fiscal year
2008 (FY 08) program

SENATOR HOFFMAN said he would like to receive nore information
on those projects that have been pushed back.

MR. MAGGARD, in response to questions, relayed that the project
was advertised on June 27; that bid openings are scheduled for
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July 19; that the project was advertised before all the funding
aut horization had been approved; and that if the funding
aut horization is not approved, the departnent will|l probably just
cancel the bid opening.

SENATOR THERRI AULT asked whether it was the cost for Stage |1l of
the project that increased.

MR. MAGGARD said, "Primarily, yes."

SENATOR THERRI AULT said he shares the concern of other nenbers,
and suggested that the departnent send the conmmttee a letter
with nore details regarding what in particular drove the cost
estimate up.

CHAI R SAMUELS said he too is questioning how the cost estimate

could be nore than 100 percent off. He asked who nmkes cost
esti nat es.

MR. MAGGARD said that in this case it was the departnent's
northern region aviation design engi neers.

8:17:58 AM

REPRESENTATI VE DOOGAN asked whether the departnent has a system
in place for reviewing estimates that are so far off, and, if
so, what the systemis

MR. MAGGARD said there is no formal system specifically, but
internally the regional director or the conm ssioner could
review any cost estimate they want.

CHAI R SAMJELS asked whether having a cost estimate "this far
off" is the norm

MR. MAGGARD explained that it is not particularly unusual
CHAI R SAMUELS characterized that as a depressing statenent.

MR. MAGGARD acknowl edged that having cost estimates increase [so
much] does create problens in programm ng.

8:18: 57 AM

REPRESENTATI VE HAWKER asked why the cost estimate is over 100
percent off.
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MR. MAGGARD offered that between 2004 and 2006, the Associ ated
Cener al Contractors (AGC) estinmated that there has been
approximately a 43 percent inflation factor in construction

costs - though that is not to say that that is the reason, in
this short a tinme period, for the cost estimate for this project
to be "this far off" - and that there was additional excavation
and inflation regarding paving. He said he would be willing to

research the issue and provide nore details to the conmttee.

CHAI R SAMJELS asked when would the project actually start to get
built.

MR. MAGGARD said the department is currently hoping to get it
built this year, though obviously the "construction weather
wi ndow' for paving in None is being pushed because ideally one
woul d be paving in July and yet the earliest the departnment wll
be paving is late July; furthernore, a delay in the approval of
project's funding could force the paving to occur next year,
t hough paving m ght be del ayed until next year anyway.

SENATOR HOFFMAN opined that given the logistics in rural Al aska,
there is no way that the project could be constructed this year
unl ess there is an existing contractor already in None.

MR. MAGGARD relayed that there are contractors in Nonme doing
paving projects, and that the contractor doing Stage | of the
project is still there.

SENATOR HOFFMAN asked whether the contract contains any
requirenents that the project be conpleted this year, thus
giving the current contractor an unfair advantage and an ability
to drive the cost upward.

MR. MAGGARD sai d no.

8:22:38 AM

REPRESENTATI VE HAWKER asked when was it that the departnent
becane aware of the cost estimate increase.

MR. MAGGARD said it was in Novenber 2006

REPRESENTATI VE HAWKER queried, "Before we went through an entire
budget cycl e?"

MR. MAGGARD concurr ed.
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REPRESENTATI VE HAWKER asked whether the departnent kept the
informati on secret fromthe adm nistration

MR. MAGGARD said, "No, no; it was a sinple oversight in not
submtting a budget anendnent.”

8:23:35 AM

REPRESENTATI VE HAVWKER sought confirmation from conm ttee nenbers
that the conmmttee has experienced this sane problem - bad
bi ddi ng, bad planning, bad mnanagenent - wth the DOI&F on
anot her occasion, in an audit of previous contracts. "Haven't
we addressed this business of how we manage cost overruns," he
guest i oned. He then asked why "this project” is considered to
be a state responsibility.

MR MAGGARD renar ked:

Wl |, it's a state airport. The runway is
dest abi |l i zi ng. W have had a ... project underway to
repair it, now, ... since last year. It's a "Part
139" certificated airport with jet traffic - they're
gquite sensitive to ... uneven runways - so we like to
keep those runways in good condition or the jets wll
stop com ng there.

REPRESENTATI VE HAWKER surm sed that it's a state responsibility
because it's a state airport. He questioned, then, whether
there is a difference between state airports and state hi ghways.
| f state highways and state roads are not a state
responsibility, why are airports a state responsibility?

MR. MAGGARD offered his understanding that both state airports
and state highways/roads are the state's responsibility.

REPRESENTATI VE HAWKER offered his belief, though, that in the
governor's veto [letter], the governor indicated that the state
hasn't any responsibility for maintaining state roads. And if
such is the case, he queried, why should the None airport get
priority over the safety of the people in his district.

MR. MAGGARD spoke about the fact that the airport has |arge
ai rplanes |anding at great speeds, and remarked that having an
airplane go off the runway is a heavy responsibility.

REPRESENTATI VE HAWKER ar gued that there are school buses full of
children traveling down the roads in his district, adding that
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one school bus was hit by a vehicle at an intersection that is
on a state road that the governor clains is not a state
responsibility. "Can you explain this inconsistency to ne," he
asked.

MR MAGGEARD said he could not.
8:26:51 AM

REPRESENTATI VE DOOGAN asked M. Maggard what he neant in saying
that the runway is destabilizing.

MR. MAGGARD said that there are frost heaves and sinking, and
the sub-grade is thawing, all of which nakes the runway surface
uneven.

REPRESENTATI VE DOOGAN surm sed that the contractor will dig up
that material, dunp in a lot nore gravel in the hopes that that
wi ||l keep the problem from happening again, and then repave it.

MR. MAGGARD concurr ed.

REPRESENTATI VE DOOGAN asked whether, if that work doesn't happen
during the current construction season, the runway wll be
usabl e until that work can happen.

MR. MAGGARD offered his understanding that it will be, but added
that it is hard to estimate what wll happen wth regard to
future destabilization. The runway is currently being used, and
until the airlines decide that the runway is too destabilized to
land on, they will continue to use it, he surm sed.

CHAIR SAMJELS asked whether the runway is currently in a
mar gi nal state.

MR, MAGGARD said, "Yes."
CHAI R SAMJUELS r emar ked:

It's in a marginal state and [the DOT&PF] knew there
was a problem in Novenber, before the entire budget
cycl e. They didn't approach the legislature to get a
capital appropriation to fix it even though the
project is half-way done, Stage | is done, and [the
DOT&PF] did not cone forward to get the noney into the
budget wuntil July. And to follow up on what Senator
Hof f man' s question was, now you're going to have the
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screws put to you by sonmebody who has an asphalt

machine ... in Nome and now you have to use that
conpany, and you're going to cone and ask us for
$5 mllion nmore. ... Well, I'm just shocked that the

price of the project went up.
8:29: 02 AM

SENATOR THERRI AULT asked whether there will be an increase in
operating costs at the airport if the runway is not fixed.

MR. MAGGARD i ndicated that such mght be the case; for exanple,
when a runway is in marginal condition, friction tests nust be
performed on it before each aircraft | ands.

SENATOR THERRI AULT, remarking on the need to |look out for the
safety of those using the airport, said that although he is
willing to vote to approve the RPL, he wants to know what part
of the process broke down.

CHAI R SAMUELS agr eed.

MR. MAGGARD, in response to a question, relayed that in None,
the airport has what he ternmed, "a crosswind runway situation,"”
and that a portion of one runway was repaved |ast year, with the
focus of the project being discussed being to pave the other
runway as well as the portion of the one runway that was not
paved | ast year.

REPRESENTATI VE DOOGAN surm sed, then, that if it were actually
possible to make the wind only blow from a specific direction,
Stage Il of the project would not need to be conpleted right
away.

MR. MAGGARD concurr ed.

8:32:34 AM

REPRESENTATI VE HAVWKER asked whether the actual hydrocarbon base
for the asphalt must be brought into None.

MR MAGGEARD surm sed that it woul d.

REPRESENTATI VE HAWKER asked whether all the materials for the
asphalt are already on | ocation.
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MR. MAGGARD said he could not answer that question with any
certainty, but he assumes that the materials are not already on
| ocati on.

8:33: 56 AM

REPRESENTATI VE HAWKER asked whether the necessary materials
could still be delivered during the current construction season
if the funding authority is approved.

MR. MAGGARD indicated that that is what the departnent is
hopi ng, though he is unable to say whether that wll actually
occur.

REPRESENTATI VE HAWKER said he has a problem believing the
argunent that the cost of paving materials has increased by 40
percent given that the folks in the Nonme area who "source
gravel" have probably not had that sanme sort of increase [in
their costs]. He expressed concern that the material suppliers
in None mght be inappropriately raising prices sinply because
t hey have no conpetition. He suggested that perhaps the state
ought to sinply wait a year and reopen the bidding on the
project to "wi de open conpetitive bid."

MR. MAGGARD said that "it's open to conpetitive bids right now "
t hough those <conpanies that are already Ilocated in None
obviously have a cost advantage conpared with any conpany that
"wants to cone in." That's just the way it is in rural Al aska,
he renmarked, when a <conpany is already established in a
particular area; "if they want to underbid the next conpetitor
by one cent, they get the bid, or ... they can gouge you, too."

MR. MAGGARD, in response to questions, explained that the cost
estimates were generated by the departnent's design engineers in
its northern region aviation design section, and that he is
assum ng that they used the bid estinmates they received on Stage
| of the project to update the costs of Stage I

REPRESENTATI VE HAWKER renmarked, "So you have contractors in
pl ace that are telling you what they want to charge you for this
phase, and you're asking us to adjust our bid specs to what
they're asking for."

MR. MAGGARD said he is assuming that the contractor in place

obtained the contract by being the |low bidder for the Stage |
work, and that the design engineers used the unit costs off the
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Stage | project to adjust their cost estimates for the Stage |1
proj ect .

8:37:36 AM

REPRESENTATI VE HAWKER said that something is not right with this
situation.

CHAI R SAMUELS asked who in the departnent chooses which other
safety-related projects will get delayed as a result of this
cost estimate increase.

MR. MAGGARD indicated that he or the deputy director or the
commi ssi oner can nmake those deci sions.

CHAI R SAMUELS asked who reviewed the increased cost estinmtes,
what other projects won't get done because of those increases,
and who - in this situation - will nake those deci si ons.

MR, MAGGARD repl i ed:

The decision on what needs to be done at None is nade
by the regional design engineers for northern region,
and they adjusted their cost estinmates based upon what
they believed needed to be done. They then
informed nme and the deputy conm ssioner of their cost
i ncrease, and they considered this to be an energency
project when they brought it before the [Aviation
Project Evaluation Board (APEB)]. So, based upon
that, we left it in the programat the increased cost,
and had to nove other projects out in order to
conpensate for the cost increase.

MR. MAGGARD, in response to a question, said he would research
which projects were noved out, adding that although he can't
quite recall, he thinks that one mght have been a project in
Cor dova.

8:40: 52 AM

REPRESENTATI VE DOOGAN asked whether anyone from the departnent
contacted None's |egislators once the departnent was nmade aware
of the cost estimate increase.

MR MAGGEARD said not that he knew of.
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REPRESENTATI VE HAWKER questioned why, if the project had been
el evated to enmergency status, it slipped through the cracks and
wasn't even considered as being worthy of being brought forward
during the regul ar budget process.

MR. MAGGARD said that the Stage | project was presented to the
APEB as an energency project; subsequently "they" determ ned
that additional work needed to be done on the crossw nd runway,
and so the departnent's northern region brought the Stage I
proj ect before the APEB as an [additional] energency project.

REPRESENTATI VE HAWKER asked what an energency project means to
the departnment if the departnent doesn't bother to speak to the
| ocal legislators about it or renmenber to include it in the
annual budget process.

MR. MAGGARD said that in terns of a "Part 139" airport, an
"emergency” means that [conditions] create a potential risk to
life and probably a potential risk that the jet aircraft will no
| onger wuse that runway, thereby potentially depriving the
community of some of that service.

REPRESENTATI VE HAWKER asked M. Maggard whether he would
consi der the departnment negligent in not bringing "this" forward
and thereby exposing the citizens of Nonme to an unnecessary
"life-safety” risk

MR. MAGGARD asserted that the departnent is trying to address
this issue by asking to proceed with the project [via approval
of the RPL]. He acknow edged, though, that there was certainly
a lapse in not bringing the project forward as a budget
anendnent as soon as the cost increase was not ed.

8:44. 41 AM

REPRESENTATI VE HAWKER asked whet her there wll be any
consequence for the "negligent state personnel who let this fall
through the cracks.™ Is there any accountability within the

departnment for the negligent actions that potentially exposed
the community of None to unnecessary |ife-safety danger?

MR, MAGGARD repl i ed:
Well, | don't know that the comunity has been exposed
to life-safety danger if the project goes forward.

If the project does not go forward and the aircraft
[pilots] feel ... that it is not acceptable to |land on
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the runway, they wll just stop landing the runway
As far as sonebody being punished for forgetting to do
t he budget anendnent, ... that would be up to the
regional director; the people that are responsible for

devel opi ng the budget anmendnent essentially work
for them and |I couldn't speak for them

REPRESENTATI VE HAVWKER opi ned that in the world of accountability
that he is famliar with regarding project nmanagenent, those
proj ect managers would have been |ooking for a new job a |ong
time ago. This situation certainly speaks very, very poorly of
t he departnent, he added.

REPRESENTATI VE MEYER expressed hope that such a |apse won't
occur in the future.

8:47: 43 AM

SENATOR HOFFMAN asked whether any of the cost estimate increase
was for an expansion of the scope of work that would be
performed during Stage |1, or whether it was for cost overruns
occurring during Stage I.

MR. MAGGARD offered that a portion of the <cost estinate
i ncreases probably are due to increases in the scope of the work
to be done [during Stage 11]; for exanple, the amount of
excavation that actually needs to be done was not anticipated at
the time the cost estimate was originally devel oped.

REPRESENTATI VE KELLY remarked that this situation ought to have
been presented to the commttee by soneone with nore know edge
and authority, and that the departnent should be doing
everything it can to ensure that such a situation doesn't occur

agai n. He added that he is tenpted to vote "no" on approving
t he RPL.

8:50: 54 AM

REPRESENTATI VE DOOGAN said he is pretty irritated to have been
put in this situation: "We're backed into a corner where,
basically, either we approve this or we tell the people in None,
"Well, if the wind's not right, you're going to have to walk to
Norme,' which is not a realistic alternative.” Furthernore, the

conm ttee has not yet been given detailed information regarding
how necessary it is for this project to go forward this season
or why the departnment is now having to ask for [nbre than $5.5
mllion over] the original cost estimate. He suggested that the
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departnment wite a detailed report conplete with docunentation
regarding how this situation cane to be and distribute it as a

|l earning tool to all the state's design engineers and
"estimators” illustrating how not to calculate a cost estimte
and how not to deal with the legislature when that estimte
"conmes unstuck." He added that if this situation involved

general funds (GF), he would be voting
m ght then occur in None.

no" regardless of what

CHAIR SAMJELS remarked that he will wultimately be voting to
approve the RPL, but he is tenpted to not even entertain a
notion on the issue because although the departnent is claimng
the RPL needs to be approved for "safety” reasons, the
departnment hasn't bothered to provide any backup material
what soever . The people who wll bear the brunt of this
situation will be those living in comunities that have had
their safety-rel ated proj ects del ayed because of t he
departnment's mstake in this matter. Furt her nore, t he
departnment can't guarantee that the project will be done this
year even it funding is approved today. He offered his belief
that if the situation in None is truly as dire as the departnent
is intimating, Alaska Airlines would have nade it known |ong ago
t hat somet hi ng needed to be done.

CHAIR SAMJELS surm sed that all nenbers would prefer to vote
"no" on the RPL and instead request an audit on this particular
project to determ ne the sequence of events that led up to the
current situation and why the original cost estimate was off by
over $5.5 mllion. He too spoke of the recent veto process
wherein the funding for several capital projects was vetoed as
not being a state responsibility, noting that now the departnent

has come asking for nore than $5.5 nmillion claining that it's
for "safety" reasons. He said he will certainly be requesting
an audit of this project, and expressed concern that departnents
will start trying, under the guise of it being for "safety"

reasons, to get their projects funded in the sanme nmanner rather
t han goi ng through the regul ar budget process.

8: 55: 09 AM

SENATOR HOFFMAN pointed out that the chairs of the finance
subcomm ttees overseeing the departnent are both from Nonme, and
surmsed that if the Legislative Budget and Audit Conmittee
doesn't bail out the departnent by approving the funding for
this project, the departnment will not be viewed favorably by
those chairs during next year's budget process.
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8:56:11 AM

SENATOR THERRI AULT suggested that the conmttee take up this
issue later in the neeting and proceed with its other business,
thus giving the department sone time to gather nore information
for the conmttee.

CHAI R SAMJELS noted that the departnent knew about the shortfal
back in Novenber, adding that he wll still be requesting an
audit of the project.

REPRESENTATI VE HAWKER poi nted out that the comrittee is under no

obligation to approve the RPL, particularly given the
departnent's |ack of docunentation that the project really does
address a safety issue. Characterizing the departnent's

testimony and preparation as inadequate, he said that although
the commttee is wlling to fix the problem that needn't entai
si nply acqui esci ng. The departnment has sent out a sacrificia
lanb in the person of M. Mggard, Representative Hawker
remar ked, instead of the people who need to be held accountabl e.
He said he will be voting "no" on this RPL, adding that the
comm ttee could have another neeting on this RPL on very short
notice and take care of it at that tine. He offered his belief
that approving the RPL at this time would be irresponsible given
the lack of information brought forth.

8:58: 30 AM

SENATOR HOFFMAN made a notion to approve RPL 25-8-2001. He
opined that the project is justified despite the departnent's
i nconpetence in this nmatter, adding that the departnment's
probl em does need to be addressed but not at the expense of the
citizens of None.

REPRESENTATI VE MEYER objected to the notion for the purpose of
di scussi on. He asked whether the commttee would be willing to
instead address the RPL later in the week after the departnent
has provided the commttee with nore infornmation.

CHAI R SAMJELS asked M. WMggard what such a delay would do to
the departnent's tineline.

MR. MAGGARD renarked that the departrment won't go forward with
the project before the bid opens and that is currently schedul ed
for July 19; therefore, if it is the commttee's desire to have
ot her departnent personnel cone before it and present additiona
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information, as long as the bid opening is not delayed, then the
project's tinmelines shouldn't be affected.

9:00: 15 AM

SENATOR THERRI AULT again suggested sinply addressing this issue
later in the neeting in order to give the departnent tine to
possi bly provide acceptabl e answers. However, the breakdown in
the process still warrants further investigation regardless of
whet her or when the RPL is approved.

SENATOR HOFFMAN wi t hdrew the notion to approve RPL 25-8-2001.

CHAIR SAMJELS relayed that the conmttee would set aside
di scussion of the RPL 25-8-2001 until later in the neeting in
order to give the departnent time to provide further
i nformation.

EXECUTI VE SESSI ON
9:02: 08 AM

CHAI R SAMUELS announced that the next order of business woul d be
commttee discussion of confidential audit reports during
executi ve session.

REPRESENTATI VE HAWKER nmade a notion to nove to executive session
for the purpose of discussing confidential audit reports under
AS 24.20.301. There being no objection, the comrittee went into
executive session at 9:02 a. m

CHAI R SAMUELS brought the commttee back to order at 9:52 a.m
RELEASE OF AUDI TS

9:52:19 AM

REPRESENTATI VE HAWKER nmade a notion for the final audit reports
for the [State of Alaska single audit for fiscal year ending
June, 30, 2006, and for the Departnent of Comrerce, Conmunity, &
Econom ¢ Devel opnent (DCCED), Alaska Aerospace Devel opnent
Corporation] to be released to the public for response. There
bei ng no objection, it was so ordered.

9:52:43 AM
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REPRESENTATI VE HAWKER made a notion for the prelimnary audit
reports for the Department of Health and Social Services, Al aska
Comm ssion on Aging, sunset; for the Departnment of Conmmerce,
Community, & Economc Devel opnent, Real Estate Conmm ssion

sunset; and for the Departnent of Corrections, Conmunity Jail
Program to be released to the appropriate agency for response.
There being no objection, it was so ordered.

REVI SED PROGRAM - LEQ SLATI VE ( RPLS)
9:54: 22 AM

CHAI R SAMUELS announced that as the final order of business the
commttee would return to the discussion of RPL 25-8-2001 from
the Departnent of Transportation & Public Facilities (DOT&PF)
regarding the None Airport rehabilitation project.

The commttee took an at-ease from9:55 a.m to 9:57 a.m
9:57:32 AM

JOHN TORGERSON, Deputy Commi ssioner of Aviation, Ofice of the
Comm ssi oner, Departnment of Transportation & Public Facilities
(DOT&PF), relayed that Alaska Airlines has raised [the condition
of the Nonme Airport's runways] as a mmjor concern, and although
he has not heard specifically that the conpany will stop flying
into Nonme, that is a possibility if runway conditions continue
to deteriorate. Also there are already two contractors in Nonme
conpleting [Stage | of the] project and the equiprment to do
Stage Il of the project is still there, so if one of those
contractors was the successful bidder on Stage II, nobilization
costs would not be so high

MR. TORGERSON, on the issue of not presenting the RPL until now
even though the department knew of the cost estimate increase in
Novenber of |ast year, pointed out that the project was already
approved for $4.24 mllion, and explained that the departnment's
standard policy is to have the APEB review any project that has
a cost increase of nore than 100 percent or nore than $4
mllion; this review was conpleted in February of 2007 and so it
wasn't an official project to be submtted to the legislature
until that tine. He offered his understanding that the project
actually was submitted, and surm sed that perhaps it was sinply
over | ooked because it had the same nane as the current project.
Wth regard to the question of what projects will be del ayed, he
offered his understanding that a "safety area drainage"” project
at the airport in Cordova is the project that will be del ayed by
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one year, and this delay will not cause any problens with the
airport itself.

SENATOR THERRI AULT questi oned whether the contractors who are on
site in Nonme will be able to force the departnent to pay
what ever they want to charge regardless that nobilization costs
may be | ower.

MR. TORGERSON said the cost estimate doesn't account for a
possible reduction in nobilization costs, and that he doesn't
know that either of the two aforenentioned contractors that are
already on site will even submt bids or be the |ow bidders on
t he project.

SENATOR THERRI AULT asked what caused the <cost estinmate to
i ncrease so dramatically.

MR. TORCGERSON surmi sed that the cost of inflation contributed as
did the discovery of four sinkholes on the runway - and that
m ght technically be considered a scope increase - and rel ayed
that Cynthia Little from the departnent's Statewi de Design &
Engi neering Services section wll be able to provide nore
details once she joins the neeting. He explained that the
regional directors and their planners put together the different
projects at the state's 261 airports, and then those projects
are submtted to the APEB, which is made up of all the regiona

directors, hinself, and the director of statew de naintenance
and program nmanagenent. Once the grant applications are
submitted, M. Torgerson relayed, Roger Mggard and he approve
the grants and send them to the FAA and the federal governnent
for reinbursenent.

REPRESENTATI VE HAWKER said it is troubling that this project has
been categorized as an "energency" project. Even if it has been
prioritized by the departnent as an energency-status project,
the departnment knows when the |egislature convenes and when the
budget process takes place, and yet the priority status of the
project was not relayed to the |legislature until now even though
the departnent knew about the cost estimate increase back in
Novenber .

10: 07: 53 AM

MR. TORGERSON acknowl edged the point that this issue should have
been dealt with during the legislative session but instead got
lost in the process. That does not make it a |esser project,
however, and the only option at this time is to have the
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Legislative Budget and Audit Conmittee deal with it now I n
response to a question, he reiterated that the "safety area
drai nage" project at the airport in Cordova is the project that
will be delayed as a result of the cost estinmate increase for
t he None airport project.

MR. TORGERSON, in response to questions, indicated that Stage |
of the project is wapping up; that the cost estimate increase
pertains to Stage Il of the project, which deals wth the
crosswind runway; that he is not aware of contract disputes
arising from Stage |; and that the departnment has a good
relationship wth the contractors in Nonme though that
relationship is only contractual in nature. In response to
further questions, he confirned that the cost estimate increase
was revi ewed and approved by the APEB but was then inadvertently
left out of the regular legislative budget process; that the
APEB often rejects increases in project costs and doesn't just
rubberstanp them and that from the point that a project is
approved, it goes to Roger Mggard who then submts the
appropriate language to Nancy Slagle who in turn submts it to
the Ofice of Mnagenent & Budget (OVB) and then to the
| egi sl ature.

10: 14: 27 AM

CYNTHHA M LITTLE, Engineer/Architect 111, Northern/lInterior
Regi on, Statew de Design & Engineering Services, Departnent of
Transportation & Public Facilities (DOT&PF), in response to

guestions, explained that she is the engineering manager; that
original [project-cost-estimate] submttals are generally based
on very little engineering and design information; that [after
initial approval of this project], as time progressed, the
departnent conducted fairly extensive drilling to determ ne why
there was so nuch settling of the sub-grade; that a fair bit of
that settling has occurred just in the past year or so; that
once that data was gathered, the departnent then cane up with a
"much better set of plans" and then devel oped estinmates based on
those plans; that in the planning stage, when the departnent
subm ts budgets for projects and scope, it generally knows very
little and sinply nmakes a best guess; that now the departnent
has a lot nore detailed information regarding what the project
wi Il cost and has since produced a nore realistic cost estinate;
and that the cost estimate has increased because nore detail ed
i nformati on has been gat hered.

10:16: 39 AM
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SENATOR HOFFMAN sought confirmation that the departnent had
ascertained, as a result of the aforementioned drilling, that
nore material has to be excavated.

M5. LITTLE replied, "Some areas were slated for excavation,
others were not, due to the subsurface, so | don't know that
overall ... we ended up excavating nore, but we determ ned there
were a lot nore areas that needed to be repaved than what we
originally thought." In response to a further question, she
said it is possible, but not guaranteed, that Stage Il of the
project will be done this year; she warned that it is difficult
to get oil into Nome and there is only a very short season to

pave, and that the paving needs to done before [the end of]
August because of weather conditions.

CHAI R SAMUELS asked whether there will be a safety problem or a
[reduction in] air service if Stage Il is not done this year.

M5. LITTLE said that the airport may have to restrict the type
of aircraft that are allowed to fly into None, and this could
di srupt service sonmewhat. In response to a question, she
indicated that the [project involves] the crossw nd runway and
the intersection of the two runways, adding that it is rmuch nore
efficient to repave the intersection when the crossw nd runway
is paved because the grades on the crosswi nd runway have to be
[ mat ched] and those grades <change in the area of the
i ntersection. In response to a further question, she naned the
two contractors working on Stage | of the project.

10: 19: 16 AM

M5. LITTLE, in response to a question, relayed that she is a
civil engineer, and that she knows the length requirenents for

the different aircraft flying in the Nonme area; if Stage Il does
not get done, it could potentially result in having to close
sections of the crosswnd runway, thus shortening it. In

response to further questions, she offered that there are "batch
plants” on site in Nome, though she is not sure whether they
al ready have enough oil on site; that if there is not enough oi
on site it mght preclude getting the paving done by an August
30 deadline; that the departnment has not yet specified where the
gravel would conme from but potentially it could be gotten
| ocally; and that although not yet repaved, the intersection is
still functioning.

10: 23: 22 AM
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REPRESENTATI VE HAWKER asked M. Torgerson whether he believes
the project is a state responsibility.

MR. TORGERSON said he does because the state owns the airport.
In response to another question, he said he assunes that state-
owned hi ghways/roads are also the state's responsibility.

REPRESENTATI VE HAWKER, referring again to the governor's veto of
a capital project involving roads in his district, said he wll
be voting "no" on the RPL until soneone can explain to him why
the roads that service the people of his district are not
considered a state responsibility.

10: 24: 36 AM

REPRESENTATI VE DOOGAN asked how often the crosswind runway is
used by Al aska Airlines and whether that use is predictable.

MR. TORGERSON said he doesn't know how often the crossw nd
runway is used, but pointed out that it is an inportant runway
because, once a plane has flown to None, it has no alternative
but to use the crosswind runway if there is a strong wind on the
mai nl and.

MS5. LITTLE said she would research how often the crossw nd
runway is used.

10: 25: 47 AM

REPRESENTATI VE KELLY said that although the project probably
really does need to be done and the RPL does need to be
approved, "this thing came in here sliding sideways and | think
you know that.” This isn't the way to do this, he opined, and
sonebody ought to be researching how to do it better in the
future because it seens like it is not possible lately to get
[an accurate] estimate in the early phases of any given project.
Furthernore, because there was such a drastic increase in the
cost estimate, it should have had comm ssioner-|level attention
paid to it.

MR. TORGERSON agreed to work on devel oping a better process, and
acknow edged that the departnent was not prepared wth
sufficient answers this tine.

10: 29: 18 AM
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CHAIR SAMUELS said his concern revolves around whether this
project really does address a safety issue; because this project
didn't go through the regular budget process, "we don't know
what the tradeoff is, we don't know if it's really a safety

factor ..., we don't how it affects the people of Cordova
and now here we are - the poor six of us - going to decide
whether ... to have this project.” He too opined that the

process really broke down in this instance.
MR. TORGERSON concurr ed.

10: 31: 04 AM

SENATOR HOFFMAN agai n made a notion to approve RPL 25-8-2001.
REPRESENTATI VE HAVWKER obj ected. He renmarked:

| think it's real inportant that the |legislature
preserve our power to appropriate; that is one of our

fundanental constitutional duties. In this case,
in that we've only got, basically, ... a very limted
group up there, their estimators, their bidders, are
sitting there today watching this process going, "How

much noney do they give nme, ... how nuch can | bid."
| don't want to give away the farm ... even ... wth
[the] limted ... bit of conpetition we nay have up
there. | think the proper sequence is, bid it, review
it, and then fund it; let them know that ... if we
review it and we don't feel confortable with it, it

doesn't get appropri ated.

| don't like just laying the nobney out there, and
we've seen the failure of the departnment ... in this
I ssue. What nore are they going to do up there but

bid to the penny what we've got available, and

[the departnent is] ... going to wite them a check
for it. | just don't think that's diligence. And
while | respect the process, ... | still haven't

received an answer about why is this a fundanental
state responsibility and the safety of the people
that | represent who travel on state roads is not a
state responsibility. And until that <conflict is
resolved I'm going to have a very difficult tine
supporting a furtherance of what | think was an
absol utely atroci ous process, here.
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REPRESENTATI VE DOOGAN said he would not be voting to approve the
RPL, adding that he doesn't know any nore about the project than
he did before the commttee set this issue aside earlier.
Furthernore, the project may still not get done this year even
if the noney is appropriated, and he still hasn't heard for sure
whet her the runway in question is going to be unusable between
now and when the next regular budget is passed if the RPL
doesn't get approved today. He noted that the commttee has not
heard directly from either of None's legislators or from the
airline that flies jets into None, and thus the commttee stil
doesn't know the scope of need for the project. He said he
doesn't believe that the Legislative Budget and Audit Conmittee
was ever set up to be the primary appropriating body, which, he
opined, is what it is being asked to do in this instance, and
the commttee hasn't been given a particularly good explanation
of why was it that a problem that the departnent knew about in
February didn't get into the regular budget process. In
conclusion, he said he is not willing to believe the people who
made the mistake in the first place that this RPL has to be
approved right now.

10: 35: 06 AM

SENATOR THERRI AULT said he doesn't believe that delaying the
Cordova project will put the traveling public in peril. On the
i ssue of the whether roads are a state responsibility, he noted
that although |legislators sonetines put pressure on the
departnment "to take on roads," the departnment is reluctant to
take what is essentially earnmarked noney that the departnent
hasn't asked for because if it does so it will be expected to
forever maintain a piece of road that it built ditches on, for
exanpl e. He added:

| don't know the specifics of Representative Hawker's
concerns about projects that were vetoed, whether
t hey' re subdivision roads, collector roads, main roads
that were vetoed, [though] there could be a legitimte
guesti on. | know ... in nmy district there are roads
that [the DOT&PF maintains] that there's an ongoing
struggl e between the | ocal governnent and the state on

whether, in fact, they're a state responsibility or
[ whet her ] t hey shoul d be a | ocal gover nnent
responsibility. So, being upset about a particular
veto, | don't know whether that should drive the

deci sion here on this project.
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SENATOR THERRI AULT, on the issue of whether the Legislative
Budget and Audit Committee is nmaking a mmjor budgetary deci sion,
pointed out that the nenber who is also the co-chair of the
House Finance Conmittee and also the person in charge of the
capital budget for the House has said that if this project had
been included in the capital budget, it probably would have been
appr oved. He remarked on the possibility that if this project
is delayed for another year it will cost nore. The project nost
certainly has to be done, he concluded, and it should be done
now while the cost is as |ow as possible rather than |ater.

10: 38: 41 AM

REPRESENTATI VE KELLY, remarking that the DOT&PF has a problem
expressed hope that the new admnistration wll change the
current system so as to get better cost estimates, opining that
this is an egregious exanple of how the current system is not
wor ki ng.

10: 39: 45 AM

SENATOR HOFFMAN acknow edged that if the RPL isn't approved, the
project will potentially be delayed, and surmised that if the
notion fails, the conmttee will sinply be neeting again on the
i ssue. The need for the project is there, and the departnent
has acknow edged that there are probl ens, he renmarked.

REPRESENTATI VE HAVWKER expressed a concern that those voting on
the i ssue have not been present for the entire debate.

SENATOR HOFFMAN sai d, "Question.”
The conmittee took a brief at-ease.

A roll call vote was taken. Representatives Chenault, Kelly,
and Sanmuels, and Senators Hoffman and Therriault voted in favor
of approving RPL 25-8-2001. Represent ati ves Doogan and Hawker
voted against it. Therefore, the notion to approve RPL 25-8-
2001 failed by a vote of 5-2.

The comm ttee took an at-ease from10:42 a.m to 10:48 a.m
SENATOR HOFFMAN noved to rescind the conmmttee's action in
failing to adopt RPL 25-8-2001. There being no objection, the

commttee rescinded its action, thus bringing the notion to
approve RPL 25-8-2001 back before the commttee.
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A roll call vote was taken. Representatives Chenault, Kelly,
and Sanuel s, and Senators Hoffman, Stedman, and Therriault voted
in favor of approving RPL 25-8-2001. Representatives Doogan and
Hawker voted against it. Therefore, the notion to approve RPL
25- 8- 2001 passed by a vote of 6-2.

CHAIR SAMUELS said he would be working with the Division of
Legislative Audit to follow up on this project and the DOT&PF s
internal process in an effort to determine where it broke down.

ADJ QURNVENT

There being no further business before the conmttee, the
Legi sl ative Budget and Audit Committee neeting was adjourned at
10:51 a. m
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