HOUSE FI NANCE COWM TTEE
February 27, 2007
1:38 p. m

CALL TO ORDER

Co-Chair Chenault called the House Finance Comm ttee neeting
to order at 1:38:11 PM

VEMBERS PRESENT

Representative M ke Chenault, Co-Chair
Representative Kevin Meyer, Co-Chair
Representative Bill Stoltze, Vice-Chair
Representative Harry Crawford
Representative Les Gara

Representati ve M ke Hawker

Representati ve Reggi e Joul e
Representative Mke Kelly
Representative Bill Thomas, Jr.

MEMBERS ABSENT

Representative Mary Nel son
Representative Richard Foster

ALSO PRESENT

Larry Ostrovsky, Chief Assistant Attorney Ceneral, GO1l, Gas,
and M ning Section, Cvil D vision, Departnment of Law, Kevin
Banks, Director, Division of GOl & Gas, Departnent of
Natural Resources; Karen Rehfeld, Drector, Ofice of
Managenment and Budget; N co Bus, Acting Director, Division
of Administrative Services, Departnent of Natural Resources;
Jerry Burnett, Di rector, Division of Adm ni strative
Services, Departnment of Revenue; Eric Swanson, D rector,
Di vi si on of Adm ni strative Servi ces, Depar t ment of
Adm ni strati on; Janet C ar ke, Assi st ant Conmi ssi oner,
D vision of Finance and Managenent Services, Departnent of
Health and Social Services; Sanuel Thonas, Director,
Division of Administrative Services, Departnment of Comrerce,
Community and Economc  Devel opnent; Laura  Fl emm ng,
Communi cations Director, Al aska Seafood Marketing Institute,
Department of Commerce, Community and Econom c Devel opnent;
Sharleen Giffin, Drector, Dvision of Admnistrative
Servi ces, Departnent of Corrections

PRESENT VI A TELECONFERENCE

John Norman Chair, Alaska Ql and Gas Conservation
Conmi ssion (AOCGCC); Lynn Kent, Director, D vision of Wter,
Department of Environnmental Conservation; Dwayne Peeples,
Deputy Conmm ssioner, Departnment of Corrections
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SUMVARY

HB 138 "An Act making supplenental appropriations and
ot her appropriations; anending the |apse dates of
certain appropriations; and providing for an
effective date.”

HB 138 was heard and HELD in Committee for further
consi derati on.

HB 139 "An  Act maki ng  suppl enent al appropri ations,
capital appropriations, and other appropriations;
amendi ng certain appropriations; ratifying certain
expendi tures; nmaking appropriations to capitalize
funds; and providing for an effective date.”

HB 139 was heard and HELD in Committee for further
consi derati on.

HB 49 " An Act relating to credit nmenos, gift
certificates, and gift cards, and to unclained
property; and nmaking a violation of certain gift
card prohibitions an unlawful trade practice."
CSHB 49(L&C) was schedul ed but not heard.

1: 39: 14 PM

HOUSE BILL NO. 138

"An Act making supplenental appropriations and other
appropriations; anending the |apse dates of certain
appropriations; and providing for an effective date."

KAREN REHFELD, DI RECTOR, OFFICE OF MANAGEMENT AND BUDCET,
introduced Larry GOstrovsky, Chief Assistant Attorney
CGeneral, GI, Gas, and Mning Section, Cvil D vision,
Departnment of Law, N co Bus, Acting Director, D vision of
Adm ni strative Services, Departnment of Natural Resources;
and Jerry Burnett, Drector, D vision of Admnistrative
Servi ces, Departnent of Revenue.

Section 1 Law
Capital - Ol, Gas & Mning

Wrk related to the state gas pipeline and bringing
North Sl ope natural gas to market, and other oil and
gas projects. The Departnent of Laws Ql, Gas &
M ning section continues to play a mgjor role in the
State's top priority pr oj ect rel ated to t he
construction of a gas pipeline and bringing natural gas
to market. A nunber of contracts wth outside counse

and experts are underway and will continue to be needed
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as negotiations continue. In addition the Departnment
of Law anticipates the Exxon Royalty Reopener wll go
to trial in either FY 07 or FY 08 and continues to
prepare for a four to five week hearing before the
Federal Energy Regulation Commttee (FERC) considering
(in part) the state's and Anadarko's challenges to the
TransAl aska Pi peline Service (TAPS) 2005 FERC tariff.
$21, 500.0

LARRY OSTROVSKY, CHI EF ASSI STANT ATTORNEY CGENERAL, O L, GAS,
AND M NI NG SECTION, CIVIL DIVISION, DEPARTMENT OF LAW noted
the large size of the supplenental bill. He related that
the bill is broken down into FY 07 and FY 08. He spoke of
the history of expenditures for litigation and gas pipeline
matters. The return to the state on a $9 mllion investnent
into litigation is about $90 million. The majority of the
suppl emental request deals with [itigation. The reason for
such a large supplenental is due to gas pipeline
expenditures this past year and the nunerous special
sessi ons.

1: 45: 15 PM

Representative Stoltze announced that the Departnment of Law
subcomm ttee has invited M. Ostrovsky to speak on this
issue later this week and questions could be addressed at
that tinme.

Representative Hawker wondered to which counsel the $21
mllion would go. M. Ostrovsky replied that sonme of the
nmoney would go to the firm of Morrison and Foerster, LLP,
whi ch has provided litigation services to the state for TAPS
tariff work for over three decades. The firm of
Kirkpatrick, Lockhart, and Gates, LLP, is dealing wth
i ncome tax issues. For royalty matters, Spencer Hosie and
ot her counsel out of Anchorage have been engaged. G eenberg
Traurig, LLP, out of Washington, D.C., is dealing with gas
pi pel i ne issues.

Represent ati ve Hawker requested an explanation as to how the
$21.5 mllion would be split between the gas pipeline and
ot her projects. M. Ostrovsky offered to provide that
information in witing. He explained the factors that went
into determning the cost of cases. About $2.5 million went
to tax tariff cases this year and about $1.3 million will be

spent in FY 08. For income tax cases, $2.8 mllion was
spent this year and $4.45 million will be spent next year.
About $300, 000 was spent this year on royalty cases; about
$1 mllion will be spent next year. M. Ostrovsky opined
that there are royalty matters at stake worth over $50
mllion. Point Thonson litigation costs were about $1
mllion this year and will be about $500,000 next year, due
to its status in admnistrative appeal, which is Iess
costly.
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M. Ostrovsky addressed gas pipeline expenditures, which
were estimated at $3 million for this year and $6 million
for next year. That estimate has since been reduced due to
no expenditures during Decenber and January. Current
estimates are at about $500, 000 per nonth.

1: 52: 55 PM

Represent ati ve Hawker asked about the effective dates of the
request . He wondered if there were outstanding bills or
j ust prospective costs. M. Ostrovsky reported that the

request was nostly due to outstanding bills: $2.5 million on
TAPS tariff work, which could be worth as nuch as $100

mllion a year over five years. Representative Hawker
inquired if it was an admnistrative decision to continue
the TAPS tariff work. M. Ostrovsky said it was.

Representative Hawker asked if that work was satisfactory.
M. Ostrovsky replied that it was. Represent ati ve Hawker
wondered if the work was not adequate on gas pipeline
negotiations and questioned why new attorneys were
solicited. M. Ostrovsky explained why fresh |awers were
engaged.

1: 55: 55 PM

Representative Hawker inquired whether, now that the
Departnent of Law has hired the legislature’ s attorneys, if
the legislature has the availability of unbiased | egal
counsel . M. Ostrovsky replied that was a concern of the
Legi sl ative Budget and Audit Committee. There is a waiver
with Geenberg Traurig which states that they can help the

adm nistration fornulate legislation, but once it is
introduced, they are free to comment in any way they see
fit. The legislature is also free to review any docunents
produced. |If there is an irreconcilable conflict, the state

woul d have to withdraw and fi nd ot her counsel.

Represent ati ve Hawker thought it would be problematic for an

attorney to be working on both sides of an issue. He
guestioned the reasoning behind letting Mdurris and Forester
go. M. Ostrovsky thought it was a unique situation and

made sense to get a second perspective. The governor wants
to nove in a different direction and sees a common i nterest
between the admnistration and the legislature. It is also
a matter of efficiency.

1: 58: 39 PM

Representative Gara inquired about the TAPS |itigation. M.
OGstrovsky explained that in 2003 RCA nade the determ nation
of intrastate rates through TAPS at $1.96 per barrel. Most
of the oil that goes through TAPS, about 90 percent, is
interstate and is about $4.60 per barrel. The state and the
carriers had a TAPS settlenent agreenment for many years,
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which could expire as soon as 2009. That agreenent states
that there will be no undue discrimnation in rates. The
state believes that it is discrimnatory to intrastate rates
and has asked FERC to change to the RCA rates. The carriers
bel i eve the opposite to be true.

2: 00: 42 PM

Section 2(a) Nat ural Resources Capital

Gas Pipeline Analysis

Qutside experts and consultants will be retained for
work related to the gas pipeline, including outside
| egal counsel and experts on federal pipeline |aw and
FERC procedures. A consultant to advise the state on
crafting an RFP consistent with the Al aska Gasline
| nducenent Act (AQA) for gasline proposals and wth
anal yzing those proposals under AGA wll also be
r et ai ned.

$6, 550. 0

Nl CO BUS, ACTING DI RECTOR, DIVISION OF ADM N STRATI VE
SERVI CES, DEPARTMENT OF NATURAL RESOURCES, explained the
request for gas pipeline analysis, which is intended to
cover the retention of outside experts and consultants on a
nunber of aspects relating to the gas pipeline analysis,
specifically outside experts on FERC, tariff cost overrun

and royal ty eval uati on nethodol ogy.

M. Bus related the two aspects of the request, one for an
RFP consultant to help the state solicit bids on gasline
applicants, and nonitor it through the process from a |egal
and commercial franmework. The other aspect is for FERC
experts and outside counsel for $1.25 million. The total of
$6.550 mllion can be split between two fiscal years, FY 07
- $4.135 mllion, and FY 08 - $2.450 million, for continuity
and to treat it as a capital appropriation.

2: 02: 29 PM

Representative Hawker asked why there is a “new funding
request” without first having a briefing on AdQ A M. Bus
expl ai ned t he reasoni ng behi nd t he appropri ation.
Represent ati ve Hawker requested a fiscal note.

Representative Chenault asked if $4.1 million is expected to
be expended the renmainder of FY 07 and $2.4 mllion in FY
08. M. Bus said yes.
Section 2(b) Nat ural Resources Capital

Ol and Gas Lease Litigation

This project will help offset the costs of litigation
arising out of the DNR s exercise of the state's rights
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under its |leases and the unit agreenent (Point Thonson

appeal ). This request wll help fund the costs of
out si de experts and | egal counsel.
$1, 500.0

M. Bus explained that the amount of $1.500 mllion is
requested as an appropriation to DNR to support any oil and
gas lease litigation. It may be dealt with by DOL and DNR
cooperatively. Representative Chenault asked if any
duplication would be refunded. M. Bus stated that DNR
woul d work closely with DCL.

Representati ve Hawker asked for a breakdown between FY 07
and FY 08 spending. M. Bus explained that $600,000 woul d
be spent in FY 07 and about $700,000 in FY 08.

2: 05:42 PM

Section 3(a) Revenue Capi t al

Conmercialization of North Slope Gas $419.5 - two
internal econonmists to work on gasline issues $1,360.0
for two contractual econonmi sts and/or commerci al
anal ysts' firns to assist in nodeling and anal yzi ng tax
incentives and inpacts, marketing options and criteria
to evaluate applicants and proposed projects $1,169.6

for speci al i zed | egal counsel
$50.9 for other costs, including financial and |ega
research
$3, 000. 0

JERRY  BURNETT, DI RECTOR, DVISION OF ADM NI STRATI VE
SERVI CES, DEPARTMENT OF REVENUE, expl ained that the request
is for comrercialization of North Slope gas. He broke the
request down into $419,000 for two state econom sts for 17
nonths, $1.3 million for external econom sts, and about $1.2
mllion for attorneys and law firms, and about $50,000 for
travel and neeting expense. That is about $874,000 in FY 07
and about $2 mllion in FY 08.

Representative Chenault asked if the two state econom sts
are currently on staff. M. Burnett related how current
staff woul d be reorgani zed. He thought that Roger Marks and
Dr. Mchael WIllians would be working on this issue.

2:08: 20 PM

Representative Hawker inquired if there would be incentives
regarding this sort of developnent. He also questioned the
meani ng of creating new tax structures. M. Burnett replied
t hat he could not answer those questions yet.

Representative Gara asked how | ong outside |egal help would
be needed. M. Ostrovsky replied that it depends on the
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case. He gave an exanple of a TAPS tariff case
Representative Gara suggested a cheaper way to add staff to
t he Departnent of Law. M. Ostrovsky observed two probl ens:
low paying salaries and difficulty in finding qualified
expertise due to poor salaries.

2:12: 58 PM

Section 3(b) Revenue

Tax Di vi si on Petrol eum  Production Tax (PPT)
i mpl ementation costs: $521.7 for three positions and
contracts for developing regulations, expenses for
public hearings and | egal advice on regul ations.

$521.7

M. Burnett noted that the fiscal note identifies alnost
$1.4 mllion for a full vyear’s inplenentation of the
Pet rol eum Producti on Tax (PPT).

Section 3(c) Revenue
Tax Division Language to allow the departnment to make
refunds for capital expenditures and |ease bids as
provided in the PPT, AS 43.55.023(f).
$0.0

M. Burnett explained that this |anguage appropriates the
funding for the transferable tax credit refunds in FY 07.

2:14: 39 PM

Section 4(a) Nat ural Resources Gas Pipeline

Extend | apse date from June 30, 2007, to June 30, 2008,
for the Bullen Pt. Road right-of-way permtting nmulti-
year allocation in sec. 7(d)(1), ch. 6, SLA 2005, pg.
11, as anended by sec. 34(c), ch. 82, SLA 2006, pg
151. The anpbunt expected to be available is $100.0

The |apse extension also applies to sec. 7(d)(2)
Division of Gl and Gas Increased Wrkload, which
expects $150.0 to be avail abl e.

The I|apse extension also applies to sec. 7(d)(3)

Comm ssioner's office increased workload. Thi s
allocation is expected to be fully expended by June 30,
2007.
$0.0

M. Bus explained the three elements in the section affected
by extending the | apse date from June 30, 2007, to June 30,
2008. He shared the logic for extending the Bullen Point
Road project, the Division of G| and Gas Increased Wrkl oad
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appropri ation, and a Wrkload appropriation in the
Conmi ssioner’s O fice.

Representative Chenault asked about the Bullen Point Road
right-of-way permtting. M. Bus related the details about
that project. He presented a map of the project.

2:17: 37 PM

4(b) Adm nistration - Alaska QI and Gas Conservation
Conmi ssi on
Extend the |apse date from June 30, 2007, to June 30,
2008, for the gas pipeline developnent nulti-year
appropriation nmade in sec. 20(a), ch. 3, FSSLA 2005
pg. 106, line 21. The anmobunt expected to be avail able
is $250.0.
$0.0

ERI C SWANSON, DI RECTOR, DI VI SI ON OF ADM NI STRATI VE SERVI CES,
DEPARTMENT OF ADM NI STRATI ON, addressed the section which
extends the | apse date for the gas pipeline devel opnent.

Representative Chenault asked about gas off take rates in
Poi nt Thonson. He al so wondered about the ramfications due
to the Exxon litigation

2:19: 20 PM

JOHAN NORMAN CHAI R, ALASKA O L AND GAS CONSERVATI ON
COWM SSI ON (AOGCC), responded to second question first. He
reported that the Exxon study of the Point Thonson reservoir
is back on track. It was interrupted or suspended because
Exxon was hit with default notices on the unit and on the
| eases. He anticipates the outcone of the dispute wll
derive useful information to resolve the gas off take rate
at Point Thonmson reservoir. He enphasi zed that he has not
received any applications regarding off take rates. AOGCC
initiated proceedings to update the field rules for the
Prudhoe Bay reservoir and to initiate the Point Thonmson
st udy. He reiterated that the operators have not been
cooperative in working out the off take rate regarding the
reservoirs.

2:23: 07 PM

M. Norman expl ained that the Point Thonson reservoir has no
gas off take and is wunique because of extrenely high
pressures. It is called a retrograde reservoir, a
conplicated reservoir that requires a great deal of study.
The potential to waste |iquid hydrocarbon exists.

2:25: 53 PM
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M. Norman related that the total amount to be dispersed
fromFY 06 to FY 10 remains at $4.7 mllion. He spoke of
receiving $1.2 nmllion to update Prudhoe Bay off take rate.
He anticipates ending FY 06 with about $250,000, not spent
or encunbered, of the $4.7 mllion. The request is that
$250,000 be carried forward in order to insure that the
project is done correctly.

2:28: 31 PM

4(b) Nat ural Resources - Gas Pipeline

Extend | apse date from June 30, 2007, to June 30, 2008,
for the gas pipeline risk analysis and royalty issues
mul ti-year allocation in sec. 20(c)(1), ch. 3, FSSLA
2005, pg. 107, line 2. The anount expected to be
avail abl e is $1,500.0. The | apse extension also applies
to sec. 20(c)(2) gas pipeline corridor geol ogic hazards
and resource eval uation. This allocation is expected
&o be fully expended by June 30, 2007.
0.0

M. Bus explained the two parts: extending the |apse date
for gas pipeline risk analysis and evaluating the Gas
Pipeline Corridor Geologic Hazards & Resource Evaluation
appropriation.

Representative Hawker asked why the old process should
continue to receive funding. M. Bus deferred to M. Banks
to answer.

KEVI N BANKS, DI RECTOR, DIVISION OF O L & GAS, DEPARTMENT OF
NATURAL RESOURCES, expl ained what the risk assessnment noney
has done so far. That concept continues in the AJA bill
whi ch conmes out on Friday.

4(b) Revenue Comm ssioner's Ofice
Extend |apse date from June 30, 2007, to June 30,

2008, for the gas pipeline developnent nulti-year
appropriation nmade in sec. 20(e), ch. 3 FSSLA 2005, pg.

107, line 13. The anobunt expected to be available is
$100. 0.

$0.0

4(b) Revenue Al aska Natural Gas Devel opnent Authority

Extend | apse date from June 30, 2007, to June 30, 2008,
for t he gas pi pel i ne devel opnent mul ti-year
appropriation made in sec 20(f), ch. 3, FSSLA 2005, pg
107, line 16. The anmount expected to be available is
$500. 0.

$0.0
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M. Burnett explained that this section contains two |apse
date extensions wused for work on comrercialization of
natural gas. The anount of noney expected to be avail able
will be carried forward to FY 08.

2:34: 10 PM

4(c) Natural Resources - Gas Pipeline

Extend |apse date from June 30, 2007, to June 30,
2008, for the Bullen Pt. Road right-of-way permtting
mul ti-year allocation in sec. 20(d)(1), ch. 3, FSSLA
2005, pg. 107, line 10, as anended by sec. 34(d), ch

82, SLA 2006, pg. 151. The anount expected to be
avail abl e is $800.0.

The |apse extension also applies to sec. 20(d)(2)

Division of Ol and Gas Increased Wrkl oad. Thi s
allocation is expected to be full expended by June 30,
2007.

The |apse extension also applies to sec. 20(d)(3)
Comm ssioner's office increased workl oad, which expects
$10.0 to be avail abl e.

$0.0

M. Bus related that this section extends a | apse date which
affects Bul | en Poi nt Road Ri ght - of - Wy Permtting
appropriation.

2:34: 50 PM

Representative Kelly asked if LB&A agreed with the G eenberg
Traurig waiver of conflict. M. Ostrovsky said the waiver
was fromthe admnistration. Representative Kelly asked if
both sides agreed. M. Ostrovsky said yes.

Representative Gara repeated his suggestion to cut expenses
by not contracting out services and, instead, using in-house
attorneys.

HB 138 was heard and HELD in Committee for further
consi derati on.

2:37:26 PM

HOUSE BILL NO 139

"An Act making supplenental appropriations, capital
appropriations, and other appropriations; anending
certain appropriations; ratifying certain expenditures;
maki ng appropriations to capitalize funds; and
providing for an effective date."
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Ms. Rehfeld explained the organization of HB 139, which
includes a “tine sensitive” section of appropriations.

2:39: 27 PM

1(c) Corrections Inmate Health Care

The funding is needed to neet the nedical obligations
for the aging and increased offender popul ation. The
driving factors are the sharp increase in the nunber of
of fenders needing treatnent, the cost of dialysis and
cancer treatnents and the growing nunber of Ilife-
t hreatening cases. The departnment will potentially run
out of funds as early as March 2007 and not be able to
pay vendors for services provided. $439.0 of this
request is related to nurses’ mar ket - based pay
i ncrease.

$3,903.4

SHARLEEN GRI FFI N, Dl RECTOR, DVISION OF ADM N STRATI VE
SERVI CES, DEPARTMENT OF CORRECTIONS, explained the tine
sensitive request for inmate health care. She reported that
$439,000 is for market-based pay increases for nurses. The
remai ni ng $3, 464,000 is for increased health care costs for
an agi ng i nmate popul ati on.

2:40:51 PM

Representative Gara wondered why this request is not in a
fast track supplenental. He questioned the |arge under
budgeting of the nurses’ salary request. M. Giffin noted
that this piece is in the tinme-sensitive section of the
bill, simlar to the fast track suppl enental. Much of the
expense is due to unexpected catastrophic ill ness.

2:42:25 PM

Representati ve Hawker stated that in FY 06 there was an
adj usted base for inmate health care of $22.6 mllion and a
suppl enental request for $2.6 mllion. Now in FY 07 there
is a $4.9 mllion supplenental request. He opined that the
Departnent of Corrections is a year behind in budgeting, in
spite of assurances |ast year that it was not behind. He
recal l ed | ast year’s discussion about “truth in budgeting”.

1(d) Corrections Anchorage Correctional Conplex

The Anchorage Correctional conmplex 1is housing 50
offenders in crisis overflow beds in the gym due to

overcrowding in the facility. This request is for
required overtinme for an additional security post which
transl at es into four posi tions. The proj ect ed
expenditures indicate that the conponent will run out

of funds by the mddle of April.

House Fi nance Conmmittee 11 02/27/07 1:38 P. M



$1,082.7
Ms. Giffin addressed the time sensitive request regarding
overcrowding of the Anchorage Correctional Conplex. She
enphasi zed the risk to security that overcrowdi ng poses.

2:44: 30 PM

Representative Gara wondered why the continuous under
budgeting and if the budget proposal wll be greater this
year. M. Giffin replied that work is being done with OVB
on several issues. Ill inmates are sent to Arizona to save
funds. The hope is to reduce expenses.

Representative Gara maintained that health care costs have
been under funded and questioned if the budget would reflect
true costs.

DWAYNE PEEPLES, DEPUTY COW SSI ONER, DEPARTIVENT CF
CORRECTI ONS, noted that the departnent is in the process of
eval uating health care costs. He noted that an anendnent
woul d be presented in a couple of days, but did not think
the departnment would have an accurate estimate for two
nont hs.

2:47: 46 PM

3(a) Corrections Qut-of-State Contractual

FYO7 budget was based on 900 prisoners to be sent to
Arizona. The current nunber of prisoners in Arizona is
1060 and the departnent anticipates the need for a
total of 1,250 beds to assist in neeting the grow ng
prisoner popul ation.

$1,338.5

Ms. Giffin explained that there are currently 1,060
offenders in Arizona and a plan to increase the nunber to
1, 250. The Administration is |ooking at population
managenent strategi es and may change the request.

Representati ve Hawker observed that a 1,000 bed request was
approved in the prior year. The extra beds were taken out
in Conference Conmittee, which resulted in the supplenental.

2:49: 51 PM

3(b) Corrections Institution Director's Ofice

1) Correctional officer overtime is taking place due
to vacant correctional officer positions and facilities
overcrowdi ng. Wen the offender popul ation exceeds the
energency capacity in the facility, it becones
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necessary to enploy additional security staff for
public safety and protection.
$2,096.5

2) The facilities are also dealing with costs
resulting directly from prisoner overcrowding and the

increased costs of goods and services. This is
attributable to setting up crisis overflow beds.
$2,000.0

3) Electrical costs have also increased in al
i nstitutions.
$300. 0

4) Funding transfer from Statew de Probation and
Parole to offset increased costs in the institutions.
$4,496. 5

Ms. Giffin noted that the request is for correctional
overtinme due to overcrowding and to vacant positions. The
year began with 90 correctional officer vacancies, which
rose to 95 before dropping back to 60. There are also
increased costs due to higher offender populations and
rising costs for goods and services.

2:51:11 PM

Representative Kelly questioned if privatization of the
entire system had been consi dered. M. Peeples responded
t hat the current adm nistration has not consi dered
privatization and did not anticipate consideration of
privatization. Representative Hawker not ed t hat
privatization had been consi dered during the 24"
Legi sl ature.

2:53: 26 PM

3(c) Corrections Institution Director's Ofice

Unpaid invoices from vendors from FY2006, including an
unpaid RSA with the Departnent of Transportation for
State Equi pnment Fleet charges of $42.6 and an unpaid
RSA with the Departnent of Adm nistration for training
charges of $2.5.

$63. 1

Ms. Giffin noted that section 3(c) pertained to interagency
transfers to other state agencies for unpaid invoices.

3(d) Corrections Inmate Transportation
More prisoner transports between Al aska and Arizona due
t o managenent of the increased i nmate popul ation in the

state.
$90.0
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Ms. Giffin explained that section 3(d) would cover prisoner
transportati on between Al aska and Arizona. Representative
Chenault questioned if the funds would be sufficient. M .
Peeples noted that the U S. Marshals and jets are used to
nove up to 110 prisoners at one tine. Smaller nunbers are
nmoved with Alaska correctional officers and the use of
Al aska Airlines fares.

2:55:47 PM

3(e) Corrections Anchorage Correctional Conplex

Revenue shortfall in federal nmanday billings is due to
the reduction in federal detainees and the nunber of
days these prisoners are held in this facility.

$1, 000.0

Ms. Giffin related that the request is for $1 nmillion for
federal revenue collection shortfalls.

3(f) Corrections Anchorage Correctional Conpl ex

If manday billings are greater than anticipated, the
appropriation in 4(j) is reduced by an equivalent
anmount .

$0.0

Ms. Giffin reported that if federal funds received exceed
$2,508.2 mllion, the appropriation in 3(e) would be reduced
accordingly.

3(g) Corrections Hiland Muuntain Correctional Center

The facility's well water system did not neet the EPA
and DEC standards and therefore was deconm ssioned and
denol i shed. The new system was connected to the
Anchorage Water and Wastewater Utility system Funding
is needed for the increased costs of the new water
system

$84. 1

Ms. Giffin observed that the well water systemdid not neet
EPA standards and has been hooked into the Anchorage waste
water utility system

In response to a question by Representative Chenault, M.
Giffin estimted that the costs would be greater than
$84, 100. Representative Chenault questioned when the well
was deconmm ssi oned. Ms. Giffin could not respond.
Di scussion ensued as to the possible decomm ssion date.

2:59: 17 PM

3(h) Corrections Fairbanks Correctional Center
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The 50% increase in the prisoner population in
Fai rbanks created the need to expand staffing at the
facility to mmintain public safety. Funding 1is
requested for the 19 new permanent full-tinme positions
t hat have been established in FY2007.

$729.9

Ms. Giffin noted that the facility ran 50 percent over
energency capacity. N neteen staff were added at the end of
FY 06. There have been mgjor incidents, which threaten
public safety. The supplenental is partial-year funding for
t he additional 19 positions.

3:00: 46 PM

In response to a question by Representative Stoltze, M.
Giffin noted that a | arge nunber of the positions have been
filled. The facility filled sone vacant positions prior,
resulting in six vacant correctional officer positions.

3:01:47 PM

3(i) Corrections Fairbanks Correctional Center

Unpai d FY2006 water and sewer bills.
$18. 7

Ms. Giffin reported that the request would pay an invoice
t hat was | apsed.

3:02: 02 PM

3(j) Corrections Existing Community Residential Centers

Funding is needed to pay contractors for housing
offenders at the Community Residential Centers (CRCs)
for the remainder of the fiscal year. The departnent
has professional service contracts wth CRC providers
to help neet the security and residential needs of
adult offenders. Part of the increase is based on the
CPl rate for the community in which the CRC is |ocated
and due to two re-negotiated contracts.

$553. 5
Ms. Giffin noted the increase would partially cover CPI
increases for contracts. It would assist in recovery of
costs.
3:02:41 PM

3(k) Corrections Statew de Probation and Parol e
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Transfer to Institution Director's Ofice to assist in
nmeeting the institutions' increased costs. Funding is

available due to lag time in creating and filling
probation officer positions in FY2007.
$(100)

Ms. Giffin said the request woul d provide authorization for
transfer of probation officer positions.

14(c) Ratification Corrections

I nternal departnent RSA from Adm nistrati on and Support
(AR50560-06) to Institutional Facilities (AR50580-06)
to cover inmate costs.

$600, 807.0

Ms. Giffin explained that this section would provide
ratification for beds that were not available and were
provided in state.

3:04: 36 PM

Representative Gara asked for a cost estimation of the tine-
sensitive and non tine-sensitive itens.

Represent ati ve Hawker observed that section 14(c) would be a
zero net. M. Giffin agreed.

Ms. Giffin noted that the total anount of the departnment’s
request is about $13.2 mllion, wth $5 mllion tine
sensitive.

Co- Chair Chenault explained how the fast track itens would
be determ ned.

3: 06: 05 PM
DEPARTMENT OF COMMERCE, COVVUNI TY AND ECONOM C DEVELOPMENT

1(a) Conmmerce ASM

Increase the Alaska Seafood Marketing Institute's
Nat i onal Consumer Canpaign pronoting Al askan seaf ood,
as nore than anticipated was received from industry
assessnent .

$2,000.0

LAURA FLEMM NG  COVMUNI CATI ONS DI RECTOR, ALASKA SEAFOOD
MARKETI NG | NSTI TUTE, DEPARTMENT OF COVMMERCE, COVMUNITY AND
ECONOM C DEVELOPMENT, spoke to section la. She noted that
the supplenental request would allow expenditure of funds
already remtted. She explained that of the $2 nillion
requested for legislative authorization, $1.4 mllion is an
adj ust rent passed through, follow ng a revenue audit show ng
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the additional anpbunt owed to ASM. The rest are receipts
fromthe past year

In response to a question by Representative Gra, M.
FIl emmi ng explained that the Board recently net and |earned
that the seafood industry tax revenue had been avail able.
The desire is to utilize the funds for marketing in order to
i ncrease sal es.

3:10: 50 PM

Representative Gara receipt reported service funds fromthe
industry, or taxes in FY 01 was $6.9 mllion, FY 02 - $5.4;
FY 03 - $4.6; FY 04 - $5.3; FY 05 - $4.3; FY 06 - $6.1; and
FY 07, wthout the supplenental, $5. 8. Wth the
supplenental, it would be $7.8 in FY 07. She stressed that
the expectation is for funding to go up.

Representative Crawford wondered if surpluses for products
are currently being stockpiled. M. Flenmm ng responded t hat
the market for products is very strong right now

3:13: 29 PM

Representative Kelly explained that the Comunity and
Econom ¢ Devel opnent Subcommittee is working with ASM to
prevent a perception that they should be punished for the
addi ti onal noney. He added that the additional funds
denonstrate success. He noted that there are discussions
regarding inpact to the FY 08 general funds contribution, so
that the funds could be increased.

3:15: 09 PM

Representative Joule questioned if donmestic markets or
foreign markets would be targeted and what the results would
be. Ms. Flemm ng stated that the funds being discussed
woul d match federal funds donestically and internationally.
The export market value of Al aska Seafood in ASM program

countries grew to $1.73 billion in 2005 a 44 percent rate
of grow h. The U. S. market value grew 42 percent in four
years to reach $1.74 billion in 2005. She felt that

marketing efforts were successful.

3:17:11 PM

Representative Thomas asked if the market concentrates on
any particular product. He also wondered if there has been
a change in the trend from salnon, which is owned by the
fisherman, to processors. M. Flemming did not see a major
di fference. She felt that there was a greater alignnent
with the industry than previously seen. Mar keting foll ows
the direction of the nenbers and currently is targeting
Russi an ki ng crab.
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In response to a question by Representative Thomas, M.
Flemming explained that nost nmarketing is directed to
“salnmon”, in general, wthout specific nention of species.
She spoke to the Cook It Frozen canpaign, which applies to
all seafood, and the canned sal non pronotion.

Representative Stoltze spoke in support of the marketing
efforts of ASM and its Board.

3:21: 07 PM
1(b) Conmmrerce Regul at ory Conmi ssi on of Al aska
Qutside council for litigation at the Federal Energy

Regul at ory Conmi ssi on (FERC) to def end RCA' s
jurisdiction over intrastate rates on the Trans-Al aska
Pipeline (TAPS); and for other TAPS-related litigation
gt t he Supreme Court of Al aska involving RCA

750.0

SAMUEL THOVAS, DI RECTOR, DVISION OF ADM NI STRATI VE
SERVI CES, DEPARTMENT OF COVWMERCE, COWUNI TY AND ECONOM C
DEVELOPMENT, noted the $750,000 increase for RCA to defend
jurisdiction over intrastate rates on the Trans-Al aska
Pipeline and other TAPS-related litigation at the Suprene
Court . He estimated that it could exceed $1 nmillion.
Qutside |egal counsel is needed. There are insufficient
funds to cover the costs w thout the suppl enental

3:23:30 PM

1(e) Environnental Conservation, D vision of Water Quality

The cruise ship head tax ballot initiative was adopted
by voters during the August 2006 prinmary election.
Passage of the initiative, however, did not result in
an appropriation for the program DEC needs a current
year appropriation to cover <costs that are being
incurred in order to nake a good faith effort to
i npl enent the programwithin the initiative' s tineline.
FY2007 expenditures are occurring to establish the
program

$811. 3

LYNN KENT, DIRECTOR, DIVISION OF WATER, DEPARTMENT OF
ENVI RONVENTAL CONSERVATION, noted that the request would
all ow i npl enmentation of the Ocean Ranger Program as a result
of the ballot initiative. Fees would be collected during
the current fiscal year and deposited into the existing
commerci al passenger vessel environmental conpliance fund.
DEC is in the process of developing a plan for the upcom ng
year, with the intent to have sone rangers trained and on
boar d.
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3:26: 08 PM

Representative Hawker questioned if there is any way to
i npl enent t he initiative wi t hout an addi ti onal
appropriation. Ms. Kent noted that the ballot initiative
was subject to |legislative appropriation, and could not be
i npl enent ed wi t hout additional funding.

3:27:23 PM

Representative Thomas questioned how rangers would board
ships. M. Kent noted that a contractor is addressing this
and ot her issues. There are a nunber of issues that were
not addressed by the ballot initiative. Representative
Thomas noted that cruise ships could |lose as nmuch as three
beds per ships and questioned if the state would need to
rei mburse conpani es. Ms. Kent summarized that two rangers
woul d be needed and that the state would be responsible for
expenses. She noted that staff would be in a regulated
facility on a full-tinme basis and that conduct and duties
woul d have to be sorted out.

Representative Stoltze asked if the architects of the
initiative have offered advice. Ms. Kent noted that they
are discussing intent, but nost of the focus is on the
| anguage in the initiative.

3:30:40 PM

Representati ve Hawker asked for an estimate of costs for a
fully operational program M. Kent observed that for 24/7
coverage it would cost $5.6 nmillion. Representative Hawker
argued that the initiative mandated $5.6 million and that
there is a reason that |egislative appropriations are not
set by initiative.

3:32:20 PM

Representative Kelly asked what the penalty would be if the
appropriation is not made. Ms. Kent noted that other
current cruise ship nonitoring prograns would remain in
place if the initiative was not funded. She felt that

current prograns were affective.

In response to a question by Representative Chenault, M.
Kent observed that there are over a mllion cruise ship
passengers per year. Representative Chenault noted that the
initiative would cost the state $5.6 million while only $3.6
mllion would be collected by the Ccean Ranger program

Representative Gara questioned if 24-hour coverage is

needed. Ms. Kent replied that the initiative does not state
t he nunber of hours that coverage is needed.
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3:35: 58 PM

Representative Crawford said he does not understand why
there are Ccean Rangers needed outside Al askan waters. Ms.
Kent said the contractor is |ooking at the costs of putting
an Ccean Ranger on board in outside waters.

Representative Joule wondered if the state is liable if the
initiative is not funded. Ms. Kent replied that a citizen
could sue the departnent for failure to perform any act or
duty in t he statute t hat IS non-di scretionary.
Representative Joule requested a |egal response. Ms. Kent
agreed to obtain one.

3:37:56 PM

Representative Chenault asked what other requirenents the
initiative contained. Ms. Kent replied that the initiative
states that the Ocean Rangers be Coast Guard |icensed nmarine
engi neers, which requires training at a nmaritine acadeny and
sea tine. The training requirenents are different for Ccean
Rangers than for current consultants on board. The current
program | ooks at wastewater di scharges and vessel em ssions.
The Ocean Ranger program requires dealing with health and
safety issues such as food service and protection of
residents in ports. Representative Chenault requested
further informtion.

3:40: 16 PM

1(f) Health & Social Services Capi t al

Fai r banks Virol ogy Laboratory Conpl etion.

Costs have risen over what was originally determ ned,
particularly the costs of steel, transportation, and
petrol eum based products. The m scell aneous receipts
cone from interest earnings on the Certificate of
Participation (COP) which is being used to fund the

majority of the project. The original appropriation
was $24.2 mllion in FYO06.
$6, 500. 0

JANET CLARKE, ASSISTANT COW SSI ONER, DI VISION OF FI NANCE
AND MANAGEMENT SERVI CES, DEPARTMENT OF HEALTH AND SOCI AL
SERVI CES, described the request. In 2005 the legislature
passed authorization to build the Fairbanks Virology Lab

Since then there has been an increase in construction costs
above the projected budget. She described a variety of
additional costs and the steps taken to manage them  This
request is time sensitive.

3:44:55 PM
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Co-Chair Meyer asked if the $3 mllion of other funds is
from interest earnings. Ms. Clarke said it was. Co- Chair
Meyer asked why the project was not started |ast sunmer
Ms. Clarke referred to a feasibility study and the tine
needed to work on the design.

Represent ati ve Hawker asked about the m scell aneous receipts
from the interest earnings on the Certificate of
Participation (COP). M. Carke said the COP s were issued
at a good rate. She offered to get nore information.

3:46: 27 PM

1(g) Health & Social Services Capi t al

Titl e change: "Juneau Pioneer Home Roof Replacenent” to
"Pioneer Honmes Roof Repair and Replacenent”. The
departnment would like to

Use excess funds from the original project to repair
Sit ka Pioneer Hone roof.
$0.0

Ms. Carke reported a |anguage change to enable the
appropriation to be wused for all Pioneer Hones. She
provi ded pictures of some of the changes needed (copy on
file.) She described the possible use of excess funds to
repair the Sitka Pioneer Hone roof.

Co- Chair Meyer reported that he has toured the Pioneer Hone
in Ketchikan which has a flat roof. He questioned the
design. M. Carke said the Sitka roof is not flat and is a
hi storical building. The Juneau Pioneer Hone roof is flat.
Ms. Clarke inforned the commttee that new techniques wll
ensure adequate repair to these roofs.

3:49: 29 PM

6(a) Health & Social Services Pi oneer Hones

Recei pt supported services authority to cover
1) nurses' salaries $86.9;
2) funds to offset wuncollectible federal revenues

$231.0; and
3) safety, sanitation and operating costs $482.1
$800. 0

Ms. C arke explained the request for Pioneer Home costs.
Past attenpts to budget for these receipts have not been
successful .

Represent ati ve Hawker summarized that itenms 1, 2, and 3 are
non-di scretionary and itens 3 and 4 are discretionary.
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Money coul d be used to offset existing expenses. M. d arke
agr eed.

3:52: 54 PM

6(b) Health & Social Services Behavi or Health Medicaid
Servi ces

Cost recovery of overpaynments to conply with provisions
of SB 41 (CH 66, SLA 03) related to audits.
$600. 0

Ms. Clarke noted that this is the first of four requests
related to annual audits.

Representative Chenault asked why authorization is needed
for further expenditure. Ms. Clarke reported that the
federal governnment expects to receive a share. Sone of the
nmoney will go to offset this expense.

Representative Hawker explained that in SB 41 there is a
provision which mandates an accounting procedure that
results in authorizing these funds the first time, to make
paynents, and to appropriate the noney a second tine.

3:55:29 PM

6(c) Health & Social Servi ces Children's Medicaid
Servi ces

Cost recovery of overpaynments to conply with provisions
of SB 41 (CH 66, SLA 03) related to audits.
$100. 0

Ms. Clarke reported that 6(c) is for children’s Medicaid
Servi ces and has the sane purpose as 6(b).

6(d) Health & Social Services Medi cai d Services
Al aska Regi onal Hospital Medicaid Rate Settlenment for
1991 through 2000. Settl enent agreenent has been
si gned.
$8, 000. 0

Ms. O arke explained the request for the Al aska Regional
Hospital Medicaid Rate Settlenent issues for 1991 through
2000. Representative Chenault asked if there wll be nore
cases. M. (O arke thought there should not be any nore.

3:57:38 PM

6(e) Health & Social Services Medi cai d Servi ces

Cost recovery of overpaynents to conply with
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provisions of SB 41 (CH 66, SLA 03) related to
audi t s.
$1, 000.0

Ms. Clarke pointed to the relationship to 6 (b).
6(f) Health & Social Services Probati on Services

Court ordered costs. The legislature has directed the
departnent to bring the costs forward in a suppl enent al
each year

$206. 5

Ms. Clarke explained the court ordered costs for the
juvenile justice program

Representati ve Hawker pointed out that the House has sought
truth in budgeting and the change was a result of a
Conference Comm ttee.

3:59:14 PM

6(g) Health & Social Services Adul t Public Assistance

Formula program reduction. Savings are from a
conmbi nation of continued savings in Interim Assistance
from nurse reviews and paynent size per client
decreases as clients have nore pension incone.

$(750.0)

Ms. Carke shared that the savings are from the public
assi stance program

6(h) Health & Social Services Seni or Care

Casel oad reduction; people are not applying for the
pharmacy benefit as nuch as anti ci pat ed.
$(1, 500.0)

Ms. Clarke reported a reduction in the Senior Care program
especially the prescription drug portion.

Representative Gara asked what percent of the poverty Iline
qualifies for Senior Care. M. Carke said the cash benefit
is at 135 percent; the prescription drug benefit is at 175
per cent .

4:01: 02 PM

Representative Thomas wondered how expensive the pharnmacy
benefit was to the state. M. Carke reported that seniors
were not interested in the program
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Representative Gara wondered what woul d happen if the Senior
Care program qualification was increased to 175 percent of
t he poverty |evel. He asked if it would cone out even to
transfer the $1.5 mllion savings to the program Ms.
Cl arke said the Senior Care programrequires reauthorization
by the legislature this year and that question could be
pursued. Representative Gara requested nore information.

4:03: 04 PM

6(i) Health & Social Services Senior and Disabilities
Servi ces Appropriation

The Senior and Disabilities Services appropriation
decreases by $5,000.0 from $334,174.2 to $329,174.2
because of the allocation change bel ow

$0.0

Ms. Clarke reported |ess spending than budgeted for on the
Senior and Disabilities Services Appropriation,

6(j) Health & Social Services Senior and Disabilities
Medi cai d Services Allocation

Savings in the personal care attendant program due to
i npl enentation of regulations which did such things
as requiring nmedical determ nations by departnent
staff or designee (had been done by the provider),
limting hours of service, limting to one attendant
a household with nore than one person qualifying for
PCA, and ot her cost savings.

$(5, 000. 0)

6(k) Health & Social Services Senior and Disabilities
Medi cai d Services

Cost recovery  of overpaynments to conply wth
provisions of SB 41 (CH 66, SLA 03) related to
audi ts.
$800. 0

Ms. Clarke related the savings fromthis program

4:04: 24 PM

14(b)(3) Ratification Heal th and Soci al Services

AR23020- 05 Behavi oral Health Medi cai d
$3, 051, 744. 30

14(b)(4) Ratification Heal th and Soci al Services
AR23301- 05 Medi cai d Services
$2, 606, 666. 14
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14(b)(5) Ratification Heal th and Soci al Services

AR23551-05 Seni or and Disabilities Mdicaid
$349, 170. 66

Ms. Clarke explained that the ratifications resulted from
under collection of federal revenue.

HB 139 was heard and HELD in Committee for further
consi derati on.

ADJ OURNVENT

The neeting was adjourned at 4:05 PM
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