SENATE FI NANCE COWM TTEE
February 13, 2008
9:03 a.m

CALL TO ORDER

Co-Chair Hoffrman called the Senate Finance Comm ttee neeting
to order at 9:03:11 AM

VEMBERS PRESENT

Senat or Lyman Hof f man, Co-Chair
Senator Bert Stedman, Co-Chair
Senator Charlie Huggins, Vice-Chair
Senator Kim Elton

Senat or Donny O son

Senat or Joe Thomas

Senat or Fred Dyson

MEMBERS ABSENT

None
ALSO PRESENT

Karen Rehfeld, Director, Ofice of Managenent and Budget;
Pat Pitney, Vice President, Budget and Planning, University
of Al aska; Nancy Sl agl e, Di rector, Di vi si on of
Adm ni strative Services, Departnent of Transportation and
Public Facilities; Pat Galvin, Conm ssioner, Department of
Revenue; M chael D. WIlians, Chief Econom st, Tax D vision,
Department of Revenue; Jerry Burnett, Director, Division of
Adm ni strative Services, Departnment of Revenue.

PRESENT VI A TELECONFERENCE

M chelle Rizk, Director of Budget, University of Al aska; Pat
Pitney, Vice Chancellor, Admnistrative Services, University
of Al aska.

SUMVARY

SB 256 "An  Act maki ng  suppl enent al appropri ations,
capi tal appropri ations, reappropriations, and
ot her appropri ations; amendi ng certain
appropriations; ratifying certain expenditures;
maki ng appropriations to capitalize funds; and
providing for an effective date."
SB 256 was HEARD and HELD in Commttee for further
consi der ati on.

9:03:19 AM

SENATE BILL NO. 256
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"An Act making supplenental appropriations, capital
appropri ations, reappropriations, and ot her
appropri ati ons; amendi ng certain appropri ations;
ratifying certain expenditures; nmaking appropriations
to capitalize funds; and providing for an effective
date."

DEPARTMENT OF TRANSPORTATI ON AND PUBLI C FACI LI TI ES

Section 7 — 9. Statew de Avi ation: Funding for Sout heast
Airport Leasing Oficer

Funding of this existing position, located in
Juneau, w Il increase the direct contact wth
airport tenants and on-site airport nanagenent
personnel which will lead to better oversight of
ai rport t enant oper at i ons. Duties of this

position include negotiating |eases, permts and

concession agreenments that (generate revenues

sufficient to cover the costs of this position,.
$35, 000

NANCY SLAGLE, DI RECTOR, DI VI SI ON OF ADM NI STRATI VE SERVI CES,
DEPARTMVENT OF TRANSPORTATI ON AND PUBLI C FACI LI TI ES ( DOT/ PF) ,
stated the item requests $35,000 in receipt supported
services authority to add a position for a |easing officer
for Southeast region to deal with rural airport |easing
issues. There is a backlog of work that needs to be
addressed. The recei pt supported services are generated by
ai rport |easing revenues that the position would collect.

Section 7 — 9. Measurenent Standards and Commercial Vehicle
Enforcenent: Travel to renote sites for inspections.

Al askan businesses are nore frequently requesting
Weights and Measure |Inspectors to perform an
i nspection or re-inspection outside of the nornal
i nspection cycle. Wen this occurs, the business
requesting the inspection agrees to pay for all
costs associated with the trip. In the past, the
overall anmpunt of trips was mnimal, but the
nunber of trips has been steadily increasing over
the past several years as conpani es becone aware
of this service.

$30, 000

Ms. Slagle reported the item as requesting recei pt supported
services authority for measurenent standards and commerci al
vehicle enforcenent. It allows the departnent to receive and
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expend nonies for third party individuals requesting a
certification of weighing or neasuring devices in rural
areas. The requests are outside the normal routine or have
failed previous inspection. The comunity provides funding
for the departnment to travel to do the inspection.

Section 7 - 9. State Equipnent Fleet: Credit card paynents
for increased cost of fuel.

The State Equi pnent Fl eet ( SEF) mai nt ai ns
contracts which allow a vehicle credit card to be
used to purchase fuel and necessary consunabl es.
These charges are paid directly by SEF and
subsequently, SEF bills executive branch state
agenci es for reinbursenent.

$326, 000

Ms. Slagle informed the conmttee that the item requests
funds for the equipnment fleet to receive and expend nonies
specifically related to fuel <costs. They hold the main
contract for all state vehicles for fuel and adm nister the
credit card process.

Section 7 - 9. Central Region Facilities: Fuel and Uility
| ncr eases.

Fuel prices continue to be higher than our base
funding level of $1.84/gallon and additional
fundi ng provided through Sec 22, Ch 28, SLA 2007.
Likewise, wutility rates (electricity, natura
gas, water/sewer, waste disposal) have continued
to rise and require addi ti onal f undi ng.
Janitorial Contract Increases $58.4 - Central
Region Facilities has 12 janitorial contracts
that service 18 facilities throughout Central
Regi on. Numerous contracts expired and were rebid
resulting in net price increases.

$315, 800

Section 7 - 9. Northern Region Facilities: Fuel and Uility
| ncr eases

Fuel prices continue to be higher than our base
funding level of $1.93/gallon and additiona
fundi ng provided through Sec 22, Ch 28, SLA 2007.
Likewise, wutility rates (electricity, natura
gas, water/sewer, waste disposal) have continued
to rise and require additional funding.
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Section 7 - 9. Southeast Region Facilities: Fuel Increases

Fuel prices continue to be higher than our base
funding level of $2.37/gallon and additiona
fundi ng provided through Sec 22, Ch 28, SLA 2007.
Janitorial Contract Increases $35.1 - The Juneau
7-Mle Conplex, AMAS Reservations Building and
the Ketchikan Court and Ofice Building are
currently under contract for janitorial services.
In June 2006, the three year contracts for both
7-M 1l e Conplex and the AVMHS Reservations Buil ding
were scheduled to expire. In May 2006 Invitations
to Bid were advertised for new three year
contracts. The low bid for this comnbi ned contract
canme in higher than the total of the previous
contracts.

Ms. Slagle explained that the three itens relate to
DOT/PF's three regional facilities conmponents. The majority
of the items request funding for fuel and utility cost
increases. She remnded the commttee of a separate
appropriation that has provided for fuel and wutilities
above what is in the departnent’s base, and enphasized that
the appropriation was not increased for FY 08; the itens
cover increases above that anmount. In addition, the Centra
and Southeast Region itenms include increased costs for
janitorial contracts that were changed through re-bidding
or through expiration and re-bidding.

Ms. Slagle commented that the next three itens were rel ated
to increased fuel costs, specific to highways and avi ati on:

Section 7 - 9. Central Region H ghways and Avi ation Fuel
and Utility Increases

Fuel prices continue to be higher than our base
funding level of $1.84/gallon and additiona
fundi ng provided through Sec 22, Ch 28, SLA 2007.
Likewise, wutility rates (electricity, natura
gas, water/sewer, waste disposal) have continued
to rise and require additional funding.

Section 7 - 9. Northern Region H ghways and Avi ation Fuel
and Utility Increases

Fuel prices continue to be higher than our base
funding level of $2.01/gallon and additional
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fundi ng provided through Sec 22, Ch 28, SLA 2007.
Likewise, wutility rates (electricity, natura
gas, water/sewer, waste disposal) have continued
to rise and require additional funding.

Section 7 - 9. Southeast Region H ghways and Avi ation Fuel
and Utility Increases

Fuel prices continue to be higher than our base
funding level of $1.84/gallon and additional
fundi ng provided through Sec 22, Ch 28, SLA 2007.
Likewise, wutility rates (electricity, natura
gas, water/sewer, waste disposal) have continued
to rise and require addi ti onal f undi ng.
Skagway Lease Increase $51.0 - The Skagway
mai nt enance station sits on |eased property. The
lease is required in order to retain legal rights
to use the property. Conmodity Increases: The
harsh wi nter of 2006-2007 in Southeast Al aska
di m ni shed | evels of available chem cals and sand
used on roads and airports to a very l|low |evel
Thi s necessitated t he pur chase of | ar ger
guantities of both to provide for the upcom ng
2007-2008 w nter season. Addi tionally, snow
pl ow ng bl ades were used heavily and were in need
of repl acenent.

Ms. Slagle added that the item for Southeast region also
i ncl udes $51,000 for a new |l ease for the mai ntenance station
in Skagway. The station is on private |and that was recently
purchased by another private investor. The departnent is
| ooking at purchasing the land in the future, which wll
requi re approximately $475,000 in capital budget funds. The
Sout heast itemalso includes a coomodity increase related to
w nter chem cal and sand purchases.

9:09: 22 AM

Section 7 - 9. Marine Vessel Qperations

IBU [Inland Boatman’s Union of the Pacific]
arbitration settlenent related to the grounding
of the MV LeConte.

$142, 500

Ms. Sl agle explained that when the MV LeConte went aground
in 2004, there was no language in the wunion contract
allowwng the departnment to contract out for services
wi thout using Marine Hi ghway enployees. The departnent
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needed to continue providing services to Al askans and ot her
passengers, but wthout that |anguage, the departnent was
in violation of the contracts. An arbitrator found agai nst
the state and is requiring paynent of $142,500 to the
uni on.

Section 7 - 9. Marine Vessel Qperations

MWP [International Organization of Masters Mates
and Pilots] arbitration settlenent related to the
groundi ng of the MV LeConte.

$251, 400

Ms. Slagle stated that the itemwas for the MW settlenent.
Language added to the contracts allowed the state to expand
out - port servi ce, but arbitration det erm ned t hat
i nadequate notification was provided to the union for the
contracting services. The new |l anguage required thirty days
notice, which does not apply to energency response. The
departnment is still working to wunderstand appropriate
timng of notifications. The departnent believed that
signing the contract for the services for a nonth out and
letting the wunion know about it at the sanme tinme was
adequate notice. The arbitrator said that it needed to be
at the tinme of the RFP being issued. The department is in
negotiations to be able to respond in future to emergency
si tuati ons.

9:11:49 AM

Section 7 - 9. Marine Vessel Qperations

The Al aska Marine H ghway System (AVHS) projects
fuel cost increases of $1,880.0 due to higher
than expected prices. The AMHS FY08 business
pl an reflects a fuel budget based on
$2. 60/ gal | on. AVHS i's currently payi ng
$3.00/gallon and burning 10.2 mnmllion gallons
annually. Another 4.7 mllion gallons are yet to
be purchased this year.

Ms. Slagle noted that the item covers fuel cost increases
for the Alaska Marine H ghway system

Section 10 — 12. Capi t al Ports and Harbors: Long Range
Transportation Plan

Funding to prepare a statewi de ports and harbors
plan, to be wundertaken cooperatively wth the
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Corps of Engineers and the Denali Comm ssion.
Suppl emrental funding is requested as the Request
for Proposals (RFP) to develop a long range port
and harbor transportation plan is expected to be
advertised in May of 2008.

$500, 000

Ms. Slagle described the capital budget request to pursue a
ports and harbors |ong-range transportation plan, called
“2030”. The draft 2030 transportation plan made it evident
that this area is lacking. The departnent has been working
with the Corps of Engineers and the Denali Comm ssion to go
forward wth a plan; both organizations are providing
mat ching funds. This is a change in direction for the state,
whi ch has been attenpting to divest ports and harbors and
hand them over to |l ocal comunities.

9:13: 37 AM

Section 15(a). Traffic Signal Managenment: Anchorage Traffic
Signal TORA (Transfer of Responsibility Agreenent)

The Departnment reached an agreenment wth the
Municipality of Anchorage in 2005 for continued
mai nt enance and operation of the State's traffic
and street lights in downtown Anchorage. This
agreenent allows for an increase based on the
Consuner Price Index (CPl) and additional signals
in future years.

$97, 000

Ms. Slagle explained that the item would provide CPlI for
contracts the state has had for maintaining street lights
and traffic signals in the nunicipality of Anchorage. The
state has a transfer of responsibility agreement (TORA) with
the nunicipality that they provide the maintenance and
upkeep for the lights and signals.

Section 15(b). Capital: Ai rport | mpr ovenent Pr ogr am
Appropriation

The FY08 Ai rport | mpr ovenent Pr ogr am
appropriation increases by $1,500.0 due to the
al | ocati on change bel ow.

Sec 1, Ch 30, SLA 2007, Pg 105, Ln 27

Section 15(c). Capital: Ai rport | mpr ovenent Pr ogr am
Al'l ocati on
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Amend Unal aska: Airport Environnmental Analysis by
$1,500.0 from $1,500.0 to $3,000.0

Sec 1, Ch 30, SLA 2007, Pg 110, Lns 8-10

Updated planning information is needed by the
Federal Aviation Admnistration (FAA) for use
during the preparation of an Environnental | npact
Statenent (EIS) for inprovenents to the airport.
The FAA would like to begin work on the EIS in
March to take full advantage of the 2008 field
season for data collection and analysis. This is
the second phase of the project and the
contractor is already on board. This project is
ready to go forward now.

Ms. Slagle described the first item as the appropriation
| evel for the airport inprovenent program |line; the second
item represents the actual allocation for an increase to
conpl ete an environnmental analysis for the Unal aska airport.
This is federal receipt authority. The Federal Aviation
Adm nistration is managi ng the project but has to direct the
noney through the state. The project is in its second phase
and ready to nove forward.

9:15:42 AM

Section 15(d). Capital: Sur face Transportation Pr ogr am
Appropriation

The FYO08 Sur f ace Transportation Program
appropriation increases by $5,000.0 due to the
al l ocati on change bel ow

Sec 4, Ch 30, SLA 2007, Pg 110, Lns 15-16.

Section 15(e). Capital: Sur f ace Transportation Pr ogr am
Al |l ocation

Amend Anchor age: ad Sewar d H ghway
Reconst ructi on, O Milley Road to Brandon by
$5, 000. 0 from $11,500.0 to $16, 500. 0
Sec 4, Ch 30, SLA 2007, Pg 111, Lns 30-33

The need for additional funding is due to
adjustnments in the engineer’s estimate to refl ect
increased costs due to inflation. Fast track
suppl emental funding is necessary to advertise
and award the construction contract in the spring
to allow for a full first season of construction

Ms. Slagle described the paired itens as the appropriation
and allocation levels for an increase for reconstructing the
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A d Seward H ghway. Additional adjustnents to the engineer’s
estimate will require $5 mllion. The project is ready to go
to construction in the spring.

Section 15(f). Capital: Ai rport | mpr ovenent Pr ogr am
Appropriation

The FY06 Ai rport | mpr ovenent Pr ogr am
appropriation increases by $1,880.0 due to the
al l ocati on changes bel ow

Sec 1, Ch 3, FSSLA 2005, Pg 69, Ln 11

Section 15(g). Capital: Ai rport | npr ovenent Pr ogr am
Al'l ocati on

Amend Ekwok: Snow Renpval Equi pnent Buil ding by
$680.0 from $820.0 to $1,500.0

Sec 1, Ch 3, FSSLA 2005, Pg 70, Lns 32-33

The increased construction cost is primarily due
to cost increases in fuel and building materials.
This project will be ready to advertise in April
The Federal Aviation Administration wants the
state to use these grant funds as early as
possible so that the benefits from their use can
be achi eved as qui ckly as possi bl e.

Ms. Slagle covered the appropriation and all ocation requests
related to the airport inprovenent program The second item
is a request for an anendnent to the Ekwok snow renoval
equi pnent bui |l di ng, which needs replacenent. The increase is
due to a refined engineer’s estimte. The project will be
ready to advertise in April.

Section 15(h). Capital: Ai r port | npr ovenent Pr ogr am
Al l ocation

Amend Sel dovia: Snow Renoval Equi prent Buil di ng
Construction by $1,200.0 from $700.0 to $1, 900.0
Sec 1, Ch 3, FSSLA 2005, Pg 73, Lns 16-18

The increased construction cost is primarily due
to cost increases in fuel and building materials.
This project wll be ready to advertise 1in
February. The Federal Aviation Admnistration
wants the state to use these grant funds as early
as possible so that the benefits from their use
can be achieved as quickly as possible.

Ms. Slagle turned to the next item covering increased
design and construction costs for a new snow renpbva
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building in Seldovia. The itemis an increase over previous
aut hori zati on. The pr oj ect is r eady to adverti se
imedi ately. The Federal Aviation Admnistration wants
DOT/ PF to get the project going as soon as possible.

Section 15(i). Capital: Sur f ace Transportation Pr ogr am
Al |l ocation

The FYO05 Sur f ace Transportation Program
appropriation increases by $3,000.0 due to the
al l ocati on change bel ow

Sec 1, Ch 159, SLA 2004, Pg 40, Lns 12-13

Amend Haines: Ferry Terminal to Union Street
[ THROUGH TOMN TO OLD HAI NES H GHWAY] by $3, 000.0
from $13,000.0 to $16,000.0

Sec 15(b)(5), Ch 6, SLA 2005, Pg 24, Lns 13-14
This project is ready to bid and construction can
occur as early as this spring if supplenental
authorization is provided. This tineframe wll
allow full advantage of this year’s construction
season. Thi s addi ti onal aut hori zation S
requested to fully cover the engineer’s estinmate
as well as inflationary factors occurring after
the devel opnent of the estimate. In addition, a
scope change has been requested. At the start of
this project in 1996, the termnus on the town
side was identified as "Mud Bay Road". This term
proved to be confusing to comunity nenbers. In
response, DOT&PF has determined that it was in
the best interest to define the term nus side of
towmn as "Union Street". This termnus avoids
confusion as to the limts of construction work
within the city center of Haines.

Ms. Slagle defined the allocation as a conbination of a
project name change and the addition of $3 mllion. She
descri bed comunity confusion regarding where the project is
| ocated; the departnent believes a nanme change wll clarify
that. Additional funding is needed to cover increased costs.
Construction can begin in the spring.

9:19:11 AM

Section 15(j). Capital: Sur f ace Transportation Pr ogr am
Appropriation
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The FY02 Sur face Transportation Pr ogram
appropriation increases by $750.0 due to the
al I ocati on change bel ow

Sec 1, Ch 61, SLA 2001, Pg 35, Ln 19.

Section 15(k). Capital: Sur f ace Transportation Pr ogr am
Al |l ocation

Amend Ket chi kan: Tongass - Third Avenue Extension
Conpl eti on by $750.0 from $10,000.0 to $10, 750.0
Sec 1, Ch 61, SLA 2001, Pg 41, Lns 18-21

This project adds a new route for storm water to
reach tidewater, and is necessary to respond to
nei ghbor hood probl ens concerning current drainage
patterns. These wurgently needed changes wll
prevent damage to private properties from high
water flows on the downhill side of the Third
Avenue Bypass. This funding is needed so that
construction bids can be solicited early in the
year, before heavier rainfall later in the
season.

Ms. Slagle described the two itens as the appropriation and
allocation levels to anend the Ketchikan Tongass-Third
Avenue extension conpletion. The project has been conpl eted
except for drainage problens that need to be resolved to
avoid inpact to private honmes. The installation of the new
dr ai nage has environnental approval and can be constructed
once the easenents are obtained.

Section 15(1). Capital Appropriation: Susitna Valley High
School Rural Beacon System

Funds are requested to <cover the energency
installation of a tenporary school Crossing
beacon system at the Susitna Valley H gh School
Last sumrer , the pernmanent school bui | di ng
sust ai ned catastrophic fire damage rendering the
school facility unusable. Subsequently, portable
tenporary school facilities were set up at the
| ocal senior center to house the students for the
next two school vyears, while the pernmanent
bui | di ng IS reconstruct ed. Thi s t enporary
facility is directly across the Parks H ghway
from the permanent |ocation, causing students to
cross the highway to get to and from cl asses.

$180, 000
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Ms. Slagle detailed the request to cover the cost for the
energency installation of a tenporary school crossing beacon
in Susitna. Last sumer the Susitna Valley H gh School
burned down and the students are tenporarily housed in the
senior center, which necessitates students crossing the
Par ks H ghway. An energency beacon system was set up for
safety.

9:21: 02 AM

Section 26(a). Capital: Appropriation

Amend: Enmergency and Non-Routine Repairs (Sec 1,

Ch 82, SLA 2006, Pg 85, Lns 17-18) by $128.2 from
$250.0 to $378.2 to cover the costs of the Kena

Peninsula Flood - $48.2 and the Copper River
Hi ghway - $80. 0.

Ms. Slagle pointed out that DOI/PF did not receive capita
funds in the current fiscal year for energency and non-
routine nmintenance. The item requests funds for work
related to the Kenai Peninsula flood in Novenber, and to
address erosion on the Sterling H ghway, the Copper R ver
H ghway, and in Ninil chiKk.

Section 26(b). Capital: Scope Change

Scope Change - Pilot Station: Airport Relocation
[ RUNVAY REHABI LI TATION] in Sec 1, Ch 3, FSSLA
2005, Pg 73, Lns 11-12.

A scope change is requested as the Pilot Station
ai rport rehabilitation proj ect becane a
rel ocation project in the Master Pl anni ng
process. The master plan recommended the airport
be relocated to a nearby ridge which is aligned
favorably with the wnd, situated on excellent
materi al and does not have obstructions.

Ms. Sl agle explained the next item as a nane change request
on a previous appropriation for Pilot Station. Previously
the project was identified as “Runway Rehabilitation.” It is
not feasible to |l engthen the runway at its current |ocation.
The master plan recommended rel ocating the airport.

Section 26(c). Capital: Scope Change
Scope Change - Stony R ver Airport Relocation and

Airport I nprovenents [REHABILITATION] in Sec 100,
Ch 2, FSSLA 1999, Pg 63, Lns 6-7.
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The initial rehabilitation project scope was to
i nclude an extension of the runway. The project
has been revised to relocate the airport due to
the village's encroachnent at the existing
facility as well as the topographical constraints
caused by the airport's current |ocation between
nmeanders of the Kuskokw m Ri ver

Ms. Slagle said the request changes the nanme of the Stony
Ri ver Airport. The issue is the encroachnent of the village

on the existing facility; the airport will be rel ocated.
9:23:40 AM
Section 26(d). Capital: Ai rport | mpr ovenent Pr ogr am

Appropriation

The FYO7 Airport |nprovement Program appropriation
i ncreases by $9,000.0 due to the allocation change
bel ow:

Sec 1, Ch 82, SLA 2006, Pg 88, Ln 32.

Section 26(e). Capital: Ai rport | mpr ovenent Program
Al'l ocati on

Amend Ki pnuk: Airport Reconstruction by $9,000.0
from $2,600.0 to $11,600.0

Sec 1, Ch 82, SLA 2006, Pg 91, Lns 3-4

Funding delayed to July would delay significant
draw down of the grant wuntil the follow ng
construction season. FAA is requiring early fiscal
year delivery dates to ensure that projects are
devel oped and bid early enough to take advantage
of the construction season in the year the grant
is issued.

Ms. Slagle detailed the two items as appropriation and
allocation levels for an amendnent for the Kipnuk Airport
reconstruction project. The project wll resurface the
runway and provide lighting and a snow renoval equipnment
buil ding. The departnent is requesting an increase because
the engineer’s estimate has increased significantly. The
project will be ready to advertise in My.

Section 26(f). Central Regi on Support Services

The Environnental Protection Agency (EPA) has
initiated an enforcenent action against DOT&PF,
alleging multiple violations of the Cean Water
Act. In addition, EPA is requesting information
regardi ng sand and gravel sources. EPA believes
t hat DOT&PF and its contractors have been
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operating material sites without appropriate storm
wat er permts.
The EPA has proposed settling the case if the
State agrees to the entry of a consent decree(s)
that could involve the paynent of significant
fines (ldaho and Hawaii have paid fines between
$500, 000 and $1, 000, 000), be required to conduct
suppl enental environnental projects, and provide
training wthin DOT&PF.
This funding would be used to collect evidence,
present a defense and begin negotiating a
settlenent. It 1is anticipated that costs are
expected to be at Ileast $500.0 during calendar
year 2008 so an extended |apse date through June
30, 2009 is request ed.

$500, 000

Ms. Slagle turned to the last item requesting G- for
coll ecting evidence, developing a defense, and negotiating
with EPA regarding violations in connection wth
construction projects and dealing with the 2002 Kenai
floods. The majority of the violations identified have to do
with issues such as paperwork, permtting, or identifying a
qualified inspector. The departnent does not think any of
the violations are related to contam nation. She gave the
exanple of a violation related to the Kenai flood: EPA said
the departnment put too much rip wap back into the river
conpared to what was there before. Part of the funding would
be used to take aerial photos of the area to conpare and
determ ne the appropri ateness of the departnent’s response.

9: 26: 43 AM

Co-Chair Stedman referred to the item addressing the
grounding of the MV LeConte and asked if there was anything
in the contract with the union to cover catastrophic
situations such as grounding. He questioned whether the
state had to pay for ferry service after the grounding. M.
Sl agl e responded in the affirmative. She explained that at
one tinme there was no | anguage for contracting out. Wen the
| anguage was added, there were no stipulations on how to
deal with enmergencies. Thirty-day notification was required.

Co- Chair Stednman questioned the presence of the itemin the
suppl enental. He thought it should have been in the
operating budget. Ms. Slagle remarked that the groundi ng was
in 2004. She added that the expenditure is for 2008 to be
able to be in conpliance with an arbitrator’s deci sion.

9:29:14 AM

Co-Chair Stedman wanted to know where the noney would go.
Ms. Slagle responded that the amount is paid to the union
Co-Chair Stedman asked if it went to enployees or to the
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union fund. Ms. Slagle replied that she was not sure where
the noney goes within the union. She did not think it went
to individual union nenbers.

Co-Chair Stedman wanted final information on who gets the
nmoney. Co-Chair Hoffman asked M. Slagle to get the
information for commttee nenbers.

Co-Chair Stednman asked if the departnent would recommend
nodi fications of the fuel calculation for the wupcom ng
operating budget in order to reduce supplenmental requests
for fuel

KAREN REHFELD, DI RECTOR, OFFICE OF MANAGEMENT AND BUDGET
(OVB), explained that OVMB has been looking into the issue
carefully because of the supplenental requests. She said
that some of the requests would be incorporated into the
anmended budget request.

9:31:18 AM

Senator Dyson was intrigued by the MV LeConte settlenent.
He wondered how the union contract limted the state's
ability to respond to an energency and asked if sonething
shoul d be done in future to better respond to energencies.

9: 32: 30 AM

Senator Elton queried why the request regarding the ports
and harbor long-range plan was in the supplenental if the
nmoney woul d be required in the current fiscal year. He asked
if the departnent considered using conmmercial vessel funds.
Ms. Sl agle explained that DOT/ PF does not advertise projects
wi t hout adequate funding in place. She did not think there
had been specific identification of projects to be funded
fromthe cruise ship tax.

Ms. Rehfeld added that there was potential to use the cruise
ship tax funds in that manner.

9:34:31 AM

Co-Chair Hoffrman asked when the |ong-range transportation
plan for ports and harbors would be conpleted. M. Slagle
did not know the answer but offered to find out.

9:35:24 AM

Co- Chair Stedman thought nost of the harbors had been turned
over to nunicipalities except for a few wi thout the tax base
or revenue source to support them He asked what the |ong-
range plan woul d enconpass besides that. Ms. Slagle replied
that the plan enconpassed nore than state-owned harbors. It
will include and try to identify the needs of rural areas.
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The Corps of Engineers and Denali Conmi ssion are interested
in looking at the needs for all ports and harbor facilities
in order to evaluate avail abl e funding.

Co-Chair Hoffman asked what the involvenent of |ocal
governnents would be in the planning process. M. Slagle
t hought | ocal governnents would be very invol ved.

Co- Chair Stedman queried using agencies outside DOT/PF when
the departnment has 70 to 80 planners. He al so wondered why
the itemis not a normal capital expenditure.

9:38: 01 AM

Co-Chair Hoffman requested that the conmttee be provided
with the scope of work.

Senator Elton also wanted the scope of work. He asked
whet her the Corps of Engineers and Denali Conm ssion have
committed noney to the project, and if so, how much. He
wondered how the plan fits wthin the wder scope and
regi onal transportation plans.

9: 39: 06 AM

Ms. Slagle replied that both the Corps of Engineers and the
Denali Conmmi ssion have committed $500,000 apiece for the
project. She said she would answer the question of how the
project fits into the regional plans.

Senator Elton referred to the $500,000 request to negotiate
a settlenent with the EPA He pointed out that the
departnment had nentioned that sonme of the dollars would go
to Southcentral Region and wondered why the project was
identified as Central Region support services. He also
suggested breaking the item into two sections, since the
description describes costs over two fiscal years.

Ms. Slagle explained that Southcentral is part of Centra
Regi on. The departnent thought that was the nost appropriate
place to put the funds as the Central Region is coordinating
di scussions with the EPA. Regarding the split of two fisca
years, she said the departnent is not sure what expenditures
would be in the upcomng year. At one point there was
di scussion about the item being in the capital budget, but
she thought it nade sense to have it in the operating
budget .

9:41:44 AM

Senator Elton asked if EPA had concerns only in the Centra
Region. M. Slagle responded that currently nost of the
itens are in Central Region. She added that if the state
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does not address the issues, there could be broader ones in
the future.

9:42: 26 AM

Senator Huggins asked if the subject of highway safety
corridors was being addressed. He did not see anything
concrete being done. He recalled that there were four and
maybe five highway safety corridors.

Ms. Slagle thought two safety corridors had been identified
and a third was being considered. She referred to actions
t hat were being taken. She maintained that sonme portions of
t he program have been successful in reducing accidents.

9:44: 49 AM

Senat or Huggi ns agreed that such progress takes tinme, but he
could not justify how long it has taken to constituents. He
encouraged the departnent to be proactive and create hi ghway
safety corridors as well as solve the problenms and save
lives.

9:45: 55 AM

Co-Chair Stedman asked if the capital products had been
included in the Statew de Transportation |nprovenent Program
(STIP), and if they were, if STIP has been submtted and
approved by the federal governnent. M. Slagle responded
that the state was in the process of devel opi ng an anmendnent
to STIP, but the long-range transportation plan had to be
conpleted first. She did not know if federal highways had
agreed to the plan.

Co-Chair Stedman requested information regarding costs of
polling. He thought there was a poll underway in Ketchikan
and one concerning the marine highway. He wanted to know t he
revenue sources and costs of the polls and why DOT/PF is
conducting them M. Slagle said the departnment would
address the question directly with the senator.

Senator O son queried details regarding the Pilot Station
airport relocation. Ms. Slagle understood that the existing
runway is narrow, not |ong enough, and has dangerous cross
wi nds. The community feels the current runway is a safety
hazard. A plan to extend the runway is not feasible in the
present location. In addition, a school was built adjacent
to the runway. This is a safety issue. The master plan
determined it would be nore appropriate to nove the airport
to a nearby ridge. The FAA has approved that plan.

9:49: 42 AM
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Co- Chair Hoffman asked if energency requests for flooding

Copper River and Susitna Crossing were high enough prior

for the governor to use the energency fund. M. Slag
t
I

[ONOR =]

responded that the governor had not declared either of
events disasters, so federal dollars were not availab
This is considered heavy mai ntenance, and the responsi bil
of the state.

[
t
I
h
e
ty
Co-Chair Hoffman remarked that the governor does have
energency funds avail able and wondered why they were not

bei ng used. He queried the criteria used to access energency
f unds.

Ms. Rehfeld responded that the governor has contingency
funds. She did not know if the projects were considered for
the funds. She said she would find out nore.

9:52:15 AM

UNI VERSI TY OF ALASKA

Section 7 - 9. Statew de Services: |Increase Fuel Costs

Funding received in FY0O8 as part of the fuel
trigger nechanism only replaced the FYO7 one-tine
funding, leaving UA at the FYO7 funding |evel.
Therefore, in addition to the existing funds
received through the fuel trigger nmechanism in
FY08, UA is requesting a FYO8 supplenental to
cover the utility increases fromFYO7 to FYOS8.

Section 7

9. Anchorage Canpus: Increase Fuel Costs

Funding received in FY0O8 as part of the fuel
trigger nmechanism only replaced the FYO7 one-tine
funding, leaving UA at the FYO7 funding |evel.
Therefore, in addition to the existing funds
received through the fuel trigger nechanism in
FY08, UA is requesting a FYO8 supplenental to
cover the utility increases from FYO7 to FYOS8.

Section 7 - 9. Kenai Peninsula Campus: |ncrease Fuel Costs

Funding received in FY0O8 as part of the fuel
trigger nechanism only replaced the FYO7 one-tine
funding, leaving UA at the FYO7 funding |evel.
Therefore, in addition to the existing funds
received through the fuel trigger nmechanism in
FY08, UA is requesting a FYO8 supplenental to
cover the utility increases from FY0O7 to FYOS8.
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Section 7

Section 7

Cost s

Section 7

- 9. Kodi ak Col | ege: | ncrease Fuel Costs

Funding received in FY0O8 as part of the fuel
trigger nechanismonly replaced the FYO7 one-tine
funding, leaving UA at the FYO7 funding |evel.
Therefore, in addition to the existing funds
received through the fuel trigger nechanism in
FY08, UA is requesting a FYO8 supplenental to
cover the utility increases fromFYO7 to FYOS8.

- 9. Mat anuska- Susi tna Col | ege: | ncr ease Fuel

Funding received in FY0O8 as part of the fuel
trigger nechanismonly replaced the FYO7 one-tine
funding, leaving UA at the FYO7 funding |evel.
Therefore, in addition to the existing funds
received through the fuel trigger nechanism in
FY08, UA is requesting a FYO8 supplenental to
cover the utility increases from FYO7 to FYOS8.

- 9. Prince WIlliam Sound Conmunity Coll ege:

| ncrease Fuel Costs

Section 7

Section 7

Funding received in FY0O8 as part of the fuel
trigger nechanism only replaced the FYO7 one-tine
funding, leaving UA at the FYO7 funding |evel.
Therefore, in addition to the existing funds
received through the fuel trigger nechanism in
FY08, UA is requesting a FYO8 supplenental to
cover the utility increases fromFYO7 to FYOS8.

- 9. Bristol Bay Canpus: Increase Fuel Costs

Funding received in FYO8 as part of the fuel
trigger nechanism only replaced the FYO7 one-tine
funding, leaving UA at the FYO7 funding |evel.
Therefore, in addition to the existing funds
received through the fuel trigger nmechanism in
FY08, UA is requesting a FY0O8 supplenental to
cover the utility increases from FYO7 to FY0S8.

9. Chukchi Canpus: Increase Fuel Costs

Funding received in FY0O8 as part of the fuel
trigger nechanismonly replaced the FYO7 one-tine
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Section 7

Section 7

Cost s

Section 7

Section 7

funding, leaving UA at the FYO7 funding |evel.
Therefore, in addition to the existing funds
received through the fuel trigger nechanism in
FY08, UA is requesting a FYO8 supplenental to
cover the utility increases from FYO7 to FYOS8.

- 9. Fairbanks Canpus: Increase Fuel Costs

Funding received in FY0O8 as part of the fuel
trigger nechanism only replaced the FYO7 one-tine
funding, leaving UA at the FYO7 funding |evel.
Therefore, in addition to the existing funds
received through the fuel trigger nmechanism in
FY08, UA is requesting a FYO8 supplenental to
cover the utility increases from FY0O7 to FYOS8.

- 9. Interior-Aleutians Canpus: | ncrease  Fuel

Funding received in FY0O8 as part of the fuel
trigger nechanism only replaced the FYO7 one-tine
funding, leaving UA at the FYO7 funding |evel.
Therefore, in addition to the existing funds
received through the fuel trigger nmechanism in
FY08, UA is requesting a FYO8 supplenental to
cover the utility increases from FY0O7 to FYOS8.

- 9. Kuskokw m Canpus: Increase Fuel Costs

Funding received in FYO8 as part of the fuel
trigger nmechanism only replaced the FYO7 one-tine
funding, leaving UA at the FYO7 funding |evel.
Therefore, in addition to the existing funds
received through the fuel trigger nechanism in
FY08, UA is requesting a FYO8 supplenental to
cover the utility increases from FYO7 to FYOS8.

- 9. Northwest Canpus: Increase Fuel Costs

Funding received in FY0O8 as part of the fuel
trigger nechanism only replaced the FYO7 one-tine
funding, leaving UA at the FYO7 funding |evel.
Therefore, in addition to the existing funds
received through the fuel trigger nechanism in
FY08, UA is requesting a FYO8 supplenental to
cover the utility increases from FYO7 to FYOS8.
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Section 7 - 9. Juneau Canmpus: |ncrease Fuel Costs

Funding received in FY0O8 as part of the fuel
trigger nechanism only replaced the FYO7 one-tine
funding, leaving UA at the FYO7 funding |evel.
Therefore, in addition to the existing funds
received through the fuel trigger nmechanism in
FY08, UA is requesting a FYO8 supplenental to
cover the utility increases from FYO7 to FY0S8.

Section 7 - 9. Ketchi kan Canpus: Increase Fuel Costs

Funding received in FY0O8 as part of the fuel
trigger nmechanism only replaced the FYO7 one-tine
funding, leaving UA at the FYO7 funding |evel.
Therefore, in addition to the existing funds
received through the fuel trigger nechanism in
FY08, UA is requesting a FYO8 supplenental to
cover the utility increases from FYO7 to FYOS8.

Section 7 - 9. Sitka Canpus: Increase Fuel Costs

Funding received in FY0O8 as part of the fuel
trigger nechanism only replaced the FYO7 one-tine
funding, leaving UA at the FYO7 funding |evel.
Therefore, in addition to the existing funds
received through the fuel trigger nmechanism in
FY08, UA is requesting a FYO8 supplenental to
cover the utility increases fromFY0O7 to FYOS8.

M CHELLE RIZK, DIRECTOR OF BUDGET, UNI VERSITY OF ALASKA
(testified via teleconference), outlined the itens totaling
$2.3 mllion for utility cost increases in excess of what
the trigger nmechani sm covered for each canpus. The mechani sm
only replaced the FY 07 one-tinme funding.

Co-Chair Stednman stated that a substantial nunber of
canpuses are in hydro-based communities. He asked if the
uni versity has considered conversation fromoil to electric
boil ers to save noney.

PAT PITNEY, WV CE CHANCELLOR, ADM NI STRATIVE SERVI CES,
UNI VERSITY OF ALASKA (testified via teleconference),
responded that she expected each of the canpuses to | ook at
the costs of major renewal and repl acenment upgrades as they
establish their priorities. A boiler transition fromoil to
electric would apply. She thought the Sitka canmpus was the
only one that would allow a hydroelectric option. Electric
utilities in other regions are run through coal or diesel.
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Co-Chair Stedman pointed out that Juneau, Kodiak, and
Ket chi kan are al so on hydroel ectric.

9:56: 15 AM

Pat Pitney remarked that depending on the canpus, there are
both electric utility and diesel boilers. Not all buildings
have stand-al one boilers; some use local electric utilities
for their heat.

AT EASE: 9:56:54 AM
RECONVENED: 10: 02: 24 AM

DEPARTMENT OF REVENUE

Co-Chair Stedman called for the fall 2007 revenue forecast
used for FY 08 nunbers. He enphasized that he wanted to gear
the discussion towards the nmechanics of the gas tax to
refresh understanding of the conplicated relationship
bet ween the gas tax and the net tax.

PAT GALVIN, COW SSI ONER, DEPARTMENT OF REVENUE, reported
that the departnent’s staff puts together the Revenue
Sour ces Book tw ce each year. He added that the presentation
woul d have nore detail than in the past to provide a clear
picture of the new tax system

10: 06: 03 AM

M CHAEL D. W LLI AVS, CH EF ECONOM ST, TAX DI VI SI ON,
DEPARTMENT OF REVENUE (DOR), described the plan as a team
effort involving econom sts and staff as well as OVB and the
Department of Treasury. He stressed that forecasting is a
dynam c process and nethods vary by revenue source. The
official forecast is updated tw ce each year. The finalized
spring forecast is expected April 11. The information is
difficult to process as it cones in various forns. The
departnment is attenpting to develop a fully integrated
managenent information systemto better handl e the data.

10: 08: 21 AM

Dr. WIlians said he woul d cover four topics:

1. 2008 Unrestricted Revenue
2. Key Assunptions, including nethods wused to
forecast production tax
3. Volatility
4. Eval uation of Price Forecast
Dr. WIllianms pointed out that there are tw types of
projected revenue: unrestricted revenue and restricted

revenue._His di scussi on woul d focus on unrestricted revenue,
defined in the Revenue Sources Book as:
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Revenue not restricted by the constitution, state,
or federal law, trust or debt restrictions or
customary practice. Mst |legislative and public
debate over the budget each year centers on this
category of revenue.

Dr. WIllianms turned to general purpose unrestricted revenue
for FY 2008 for oil and non-oil. There are four categories
of oil incone:

1. Royalty, $1.8 billion, or 28 percent of the
total;

2. Production tax, $3.4 billion or 50 percent;

3. State corporate income tax, 9 percent; and

4. Property tax, less than 1 percent.

Dr. WIllians said that together the four categories total
around $5.9 billion, or 89.5 percent of the budget. The

total budget is $6.6 billion; the reminder is non-oi

i ncone.

10:10: 53 AM

Dr. WIllians detailed that all the various tax categories,
such as corporate incone tax, mning tax, insurance
prem uns, and so on, represent about 58 percent of the non-
oil total. Investnent incone represents 26 percent, and

other inconme is around 16.1 percent. Mning accounts for
about 11.4 percent of non-oil revenues; chapter three of the
revenue sources book is devoted to mning, an area that is
getting nore public debate. He encouraged the conmttee to
study the chapter, which covers the mnes in operation,
m nes bei ng devel oped, and exploration for new m nes.

10:11: 42 AM

Co-Chair Stedman informed the public that the Revenue
Sources Books are available online at the Departnent of
Revenue and can be downl oaded and read. He noted that the
books change tw ce each year and concentrate on different
ar eas.

Senator Huggins queried the fish tax nunber. Dr. WIIlians
replied that the fish tax is not showng as it is relatively
small. He said that chapter five in the Revenue Sources Book
deals with non-oil incone; page 58 shows that fish tax for
FY 08 was $23.6 million.

Co-Chair Stedman requested the oil price the figures are
based on. Dr. WIllians replied that the assunptions for oil
are based on $72.64 per barrel, with production of 730,000
barrel s per day.
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10: 13: 56 AM

Co-Chair Stedman remarked that taxes like fish taxes are
dwarfed by the oil source. Mning and fish taxes increase
over several years. Historical data is avail able.

Senator Elton stressed the inportance of the Permanent Fund
as a revenue source that dwarfs everything. He wondered why
it was not reflected under non-oil revenues.

10: 14: 56 AM

Dr. WIllians replied that the Permanent Fund is categorized
as restricted funds, which are non-oil earnings. Revenue
fromroyalties goes into the Permanent Fund; that noney is
invested in stocks, bonds, real estate, and so on. The
earnings from that are not directly fromoil, but from the
investnments. In general, invested incone is considered
restricted revenue.

Senator Elton asked what restrictions are put those funds.
Dr. WIllianms said the funds are restricted by law. He did
not know the | aws that applied but could find out.

Senator Elton thought a majority vote in both bodies could
access those earnings for expenditure.

Co-Chair Stedman agreed the realized earnings reserve could
be accessed.

10:16: 15 AM

Dr. WIllians conpared the spring 2007 to the fall 2007
forecasts, the two forecasts for FY 08. The total forecast
budget increased by $3 billion or by 85.9 percent, which is

substantial. The main reason for the increase was the
production tax, which increased $2.4 billion, or 240
percent. The royalty increased about $0.4 billion, or 30

percent. GOl price was 32 percent higher in the fal
forecast, and production was 4.3 percent l|less. Royalty is
the state’s share of the oil produced. Generally, royalty is
about 12.5 percent. If prices go up, revenue is expected to
go up the sane anobunt. He pointed out that actual royalty
went up 30.5 percent, while prices went up 32.5 percent. The
di fference occurred because production went down about 4.5
per cent .

Dr. WIllianms reported that income tax was up about 17
per cent . The state uses apportionnent in collecting
corporate inconme tax, which goes beyond Al askan prices and
volunes; it is affected by international prices. Non-oi

went up about 20 percent; one of the drivers was the higher
prices for mnerals. Overall the total budget between the
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two forecasts increased close to 86 percent. The main driver
was the production tax, which increased 24 percent.

10: 19: 20 AM

Co-Chair Stedman asked a question about how current price
changes could affect the forecast. Dr. WIIlianms responded
that nost |ikely there would be a higher figure depending on
production and costs. Prices appear to be dom nating.

10: 20: 13 AM

Dr. WIllians turned to key assunptions for production tax.
Production tax statutes are new, which has caused the main
difference. The formula used conmes from the Revenue Sources
Book (Figure 4.4, “ACES Tax Liability Calcul ation,” page 32,
Revenue Sour ces Book, 2007

http://ww. t ax. al aska. gov/ progr ans/ docunent vi ewer/ vi ewer. asp
x?1202f) :

ACES Tax Liability = [(Value - Costs)*Tax Rate] -
Credits

The ternms used in the equation are defined as foll ows:
Val ue = Volune of G| and Gas Produced X Wl | head Val ue
Costs = Operating Expenditures + Capital Expenditures
Tax Rate = 25% + 0.4% for every $1 barrel that this
“net incone” exceeds $30

Credits = (20% X Capital Expenditures)* + (20% X
Eligible Transition Expenditures)** + Base Allowance
*spread over two years

**[imted to those credits earned while the PPT was in
effect and could not be used

Dr. WIlians explained that the tax liability is a function
of value mnus cost, tines the tax rate, mnus the credits.
Value is equal to the volune of oil and gas produced at the
wel | head. Value refers to taxable barrels, so excludes
royalties. The costs are operating expenditures plus capital
expenditures, and the tax rate is 25 percent, which is the
base rate, plus 0.4 percent for every dollar per barrel that
this net exceeds $30 per barrel. Credits equal 20 percent of
capi tal expenditures, plus 20 percent of eligible transition
expenditures, plus a base all owance.

Dr. WIlians enphasized how inportant it was to understand
t he basic fornula.

Dr. Wllianms turned to the chart on page 32 of the Revenue
Sources Book, which conpares the current tax |aw, Al aska
Clear and Equitable Share (ACES) with the previous tax |aw,
Petrol eum Profits Tax (PPT). He listed and conpared key
ar eas:
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* Lease expendi t ures: ACES—ust be affirnmed by
regul ati ons; PPT—erdi nary and necessary.

 Standard deduction: ACES—+or Prudhoe Bay and Kuparuk
PPT—o standard deducti on.

* Base rate: ACES25% PPT22.5%
* Progressive factor: ACES-9.4% PPT-0.25%
e Maximumtax rate: ACES—5% PPT—47.5%

Co-Chair Stedman requested clarification regarding the tax
rate. M. Galvin replied that figure is not accurate; it
shoul d be 50 percent.

Co-Chair Stedman asked for information on maxi num margi na
rates versus the average rate.

10: 24: 33 AM

Dr . WIllians explained that what happens with the
cal cul ation of production tax under ACES is that as profits
increase, the marginal tax rate for the entire production
i ncreases. He suggested thinking in terns of fixed anmount of
cost, and price just increasing. As that occurs, the vol une
subject to the progressive tax gets larger and larger. The
marginal tax rate is 75 percent at a certain price, around
$92. 50 per barrel.

Co- Chair Stedman requested further information. He surm sed
t hat when the industry does well, through oil prices going
froma gross to a net structure, the state’s treasury does
wel | .

Dr. WIllianms agreed that state does very well. In terns of
t he concept of having a net-based tax, the conpanies as well
as the state are well served. If costs were nuch higher or
prices |lower or volunmes were |lower, or any conbination to
make the situation |less profitable, the conpanies would pay
much Jless tax. The «credits stimulate investnent and
progressivity ensures that the state receives its fair
share.

10: 26: 02 AM

Dr. WIllians addressed the subject of credits. Under PPT,
all credits were given in the first year. Under ACES, they
are spread out over two years.

Dr. WIllianms turned to page 36 of the Revenue Sources Book
(Fall 2007, Figure 4-6, “Basic Data used for ANS G| and Gas
Production Taxes”). He encouraged the comrittee to study the
page as it contains useful information. He stated his goa
to famliarize the conmttee with how to read the data. He
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poi nted out the conponents of the chart, including the major
cat egori es:

e State Production Tax Revenue fromthe North Sl ope;
e Key North Sl ope Assunptions;

* Inplied North Slope Data, resulting from taking the
assunptions and dividing one unit by another; and

* Notes.

Dr. Wllianms detailed that three fiscal years are presented
in the col ums:

* FY 2007, which is history;

 FY 2008, which is current, a projection based on
hi storical data with a forecast; and

* FY 2009, which is conpletely forecast.

Dr. WIllianms read all the notes at the bottom of the page,
and stressed their inportance:

1. Costs for FY 2007 are unaudited and for the entire
North Slope. Cost data reported July 2006 through
Decenber 2006 are actuals. January 2007 through June
2007 are estinmates.

2. Costs for FY 2008 and FY 2009 are estimted after
having reviewed the annual filings from oil
conpani es and incorporating adjustnments based on our
assessnent of future cost increases.

3. Assunptions for the transitional credits and the $12
mllion credits are not included in the table.

4. The average production value per barrel presented in
this table would differ from estimates the oi
conpanies would prepare for tax liability purposes
for several reasons: [a] the data in the chart are
North Slope w de averages; [b] different conpanies
have different <cost structures and operate in
different fields; [c] a conpany conputing this

average for tax liability purposes would only
include the barrels it gets to keep, i.e., the
conpany would exclude the barrels it pays in
royalty.

5. FY 2008 ANS West Coast price forecast is as of
Novenber 30, 2007.

10: 29:10 AM

Dr. WIllians highlighted the nost inportant points of the
chart. He did not intend to list the data but wanted the
commttee to conceptually understand what is available. He
touched on key North Sl ope assunptions, the first category.
Three assunptions for prices are laid out.
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Dr. WIlians explained that the well head value is obtained
by subtracting the transit costs, which are between the West
Coast price and the wellhead value. The next itens are
production in barrels per day, royalty barrels per day, and
t axabl e barrels per day. Then operating expenditures (OPEX)
and capital expenditures (CAPEX) are listed. He said to keep
in mnd that for the OPEX there is the standard deduction
for Prudhoe Bay and Kuparuk for CAPEX. There are no
restrictions on the CAPEX. There are also credits for the
CAPEX.

Dr. WIllians el aborated on inplied data. The credits can be
calculated if the CAPEX are known. For |ease expenditures
per barrel, if the OPEX are divided by the nunber of
barrels, the result is the OPEX per barrel; the sane applies
for CAPEX. For the average production value per barrel, one
is divided by the other.

Dr. WIllians added that future Revenue Sources Books wil
contain the sane table; he encouraged the commttee to
becone famliar wth it. Finally, the table has the
production price collected per barrel.

10: 31: 04 AM

Senator Huggins asked if the exanples were about oil. Dr.
Wllianms affirmed that they were. Senator Huggi ns wondered
how to convert the exanples to gas. He asked if both were
addressed in ACES. Dr. WIllians replied that both were
addressed in ACES. He added that Deputy Conm ssioner Marcia
Davis had given a presentation to the Senate Resources
Comm ttee about the subject. G| and gas are taxed the sane
and have a different cost structure and different transit
costs. On a Btu barrel equivalency, they have different
values. There are a nunber of factors that are different,
but all three of the factors cone into play when | ooking at
t he tax basis.

Senator Huggins asked if the first sale of North Slope gas
was going to Fairbanks. He thought that was exenpt fromthe
provi si ons nenti oned.

Dr. WIlianms renmenbered sonme exenptions, but he was not
sure. He had assuned they would pay tax; it would nost
likely be under the ELF (Economic Limt Factor). Conpared to

t he bigger picture of dollars collected for oil, the anount
woul d be small, about $1.5 million.
10: 33: 05 AM

M. Glvin added that the exenption was the so-called Cook
Inlet tax treatnent. That would be applied to any gas
produced for the purpose of use within the state. There
would be simlar treatnent in ternms of calculation; the
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difference is the rate applied will not be 25 percent but
something significantly lower. This would result in nuch
| ower tax due.

10: 33: 40 AM

Co-Chair Stedman inforned the commttee that he had asked
Comm ssioner Glvin to prepare a presentation on the tax
structure of the gas supply into Fairbanks because of the
expansi on of the nethodol ogy used in Cook Inlet going north.
He wanted the commttee to fully understand what the tax
collection is and what it is not. He also wanted them to
understand that the tax structure for the large gasline
woul d be different.

M. Galvin explained that the increase in production
expenses would be small and the increased tax due would be
fully born by production. The tax rate would be affected.
The departnment would put together a nodel of how the tax
woul d be cal cul ated on a snmall sale.

10: 36: 08 AM

Co- Chair Stedman thought there were two questions. The first
was regarding the inpact of the expansion of the Cook Inlet
provisions to the north, and how that affects the state
treasury. The second question was the dilutive effect of gas
to the oil tax, which would be addressed in nore detail in
the future.

10: 36: 46 AM

Co- Chair Hof fman asked the reasons for substantial increases
in transit costs. Dr. WIlliams remarked that it was due
first to volume of oil going through the Trans-Al aska
Pi peline System (TAPS), and second to nethodol ogy. Regarding
the volume of oil, tariffs are conmputed by adding OPEX and
ot her rel evant expenses and dividing them by vol unme, which
results in the per barrel charge. On the North Slope
currently, volunes are declining but some costs are
increasing. This results in a higher cost per barrel.

Dr. WIllians reported that there has also been a transition
from the TAPS settlenent nethodology to a cost-based
met hodol ogy. He believed that enters assunptions in 2009.
Looking at what is going on with the costs thensel ves, there
is a strategic reconfiguration. Large costs and snaller
vol unmes inpact the tariff per barrel.

Co- Chair Hoffman questioned if the percentage will increase
nore rapidly because of further declines in volunme. He
wondered what the projected figure would be in three to six
years.
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10: 39: 40 AM

Dr. WIlianms pointed to page 109 of the Revenue Sources Book
(Fall 2007, Appendix on Prices, B-2b, “Nom nal Net-back
Forecasts”), which contains the forecast for the TAPS
tariff. He noted that it declines as it noves into the cost
of service nethodology versus the TAPS settlenent
met hodol ogy. Overall, it increases, after first going down.
Towards the end the driver is decreasing vol unes.

M. Glvin added that the switch between the nethodol ogies
is occurring in a forecasted way between FY 09 and FY 10. In
10 years the forecast would be back up to current |evels.

10:41:17 AM

Senator Thomas wondered if the potential in Prudhoe Bay had
been considered in this forecast. Dr. WIllians replied that
the departnent has a volune forecast that includes fields
currently in production, fields wunder developnent, and
fields that are being evaluated. To the extent a new
producer is under developnent, such as Oooguruk, the new
volumes are incorporated into new forecasts. Forecasts go
out many years; the Revenue Sources Book has a ten-year
out | ook.

Senator Thomas questioned how actual, historical nunbers
overlap with fiscal years and line up with tax years. Dr.
Wl liams responded that all actuals are historical data and
all data are in fiscal years. The recent change to the PPT
meant forecasting nmethods had to be altered to incorporate
cal endar annual tax into fiscal year forecasting.

Senat or Thomas queried what date a projected forecast change
to a historical or actual forecast.

10:44: 35 AM

Dr. Wlliams replied that historical data are wusually
finalized at the end of October and then would becone
hi storical or actual.

Comm ssioner Galvin reported that the receipts are tracked
t hrough June 30 and reported in Cctober. A series of reports
are reconciled wth an annual calendar year tax return.
Assunptions are then readjusted.

10: 46: 22 AM

Senat or Huggi ns asked for an expl anation of departnent plans
regardi ng nethodology. Dr. WIlians described the dynamc
nature of forecasting. Everything changes and requires a new
response. A proactive approach entails looking into the
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future to find the best nethod of dealing with these
changes.

Dr. WIlliams gave exanples of his proactive nethods in
various situations. The departnent was keenly aware of
changes regarding the TAPS settl enent nethodol ogy; they knew
they had to develop different ways to forecast. He rel ayed
anot her exanple related to cost. Wen the department first
started projecting costs, they did not have nuch actual
data. Wen they knew that costs were related to prices, they
adjusted the formula so that when prices changed, costs
changed.

Dr. WIllians pointed out that costs are related to many
things, including the maturity of a particular oil field
general inflation, technology, and so on. The question is
how to develop nethodology to estinmate or forecast costs
with all those factors. That is a current chall enge.

Dr. WIlians spoke of |ooking at how other entities respond
to simlar situations. They found one group that actually
projects costs; the departnment is considering using an index
of their projected costs and applying it to Alaska s costs
and adjusting for such things as technology and one-tine
events.

Senat or Huggi ns asked about shut-downs. Dr. WIlians said
that was covered by one-tine events.

10: 49: 54 AM

M. Glvin related stories on comng up with estimtes.

Dr. WIllians remarked that when DOR eval uates a forecast,
they look for errors, which are often repetitive. He puts
t oget her charts, which can reveal such things as
overestimating production values. Wen the reasons for
overestimating volunes were evaluated, two causes were
di scovered: the fact that the technology associated wth
heavy oil was taking longer to develop and inplenent, and
the fact that Alaska is dealing with mature infrastructure.
This neans nore tinme nust be allocated for mmintenance and
down tinme. These factors caused the departnent to change the
formulas. This is an exanple of being proactive, which they
do with all revenue sources and attri butes.

10: 52: 14 AM

Dr. WIlianms considered the conputations for estimating the
production tax. This is for the North Slope only. The top
line reads “Total taxable value,” which excludes royalty.
For FY 08, this is about $15.5 billion; for FY 09, it is
about $13.4 billion. The nunbers are broken down into
prices, volunes, and costs. The total is the wellhead price

Senat e Finance Committee 31 02/13/08 9:03 A M



times the nunmber of taxable barrels. Deductible |ease
expenditures are about $4.3 billion for FY 08 and $4.3
billion for FY 09. Conparing this to the previous chart
reveals a difference. The footnote reads, “Lease expenditure
excludes the $0.30 per barrel CAPEX exclusion.” The CAPEX
exclusion was not on the previous chart. The net taxable
income is then about $11.3 billion for FY 08 and about $9
billion for FY 09. This is aggregate, for all the producers.
For each producer, there needs to be an estimate of what is
due under the base tax rate plus progressivity. Adding that

up for all the producers cones to about $3.7 billion in FY
08 and about $2.7 billion in FY 09. Fromthat, credits are
subtract ed. Credits are used against tax liability;

producers have revenue which they can offset with credits.
Non- producers woul d get sonething fromthe state. There are
two categories of credit, which |eaves the state with tax
revenue of about $3.4 billion in FY 08 and about $2.2
billion in FY 09.

10: 54: 38 AM

Co- Chair Stedman requested nore information to be presented
after the neeting recess. He specifically wanted the gross
val ue of what the resource is worth when it cones out of the
ground. Dr. WIlians asked if he wanted taxable barrels plus
royalty barrels added together tines the net value at the
wel | head. He said he could get the information.

Co-Chair Stednman also requested nore information on the
sensitivity of the dollar per barrel. He pointed out that
deducti bl e | ease expenditures do not include property tax.
Dr. WIllians said he would check on that.

10: 56: 32 AM

Senat or Thomas asked where federal taxes were conputed. Dr.
Wlliams revealed that federal taxes are not wused in
conputing production taxes. Production taxes are costs
expenses for conpanies when they file federal incone taxes.
Federal incone taxes are not an expense for the conpanies in
payi ng production taxes at the state |evel.

10: 57: 30 AM

Co-Chair Stednman asked about <credits wused against tax
litability and credits for potential state purchase. Dr.
WIllians advised thinking in terns of producers. Conpanies
that have production or revenue have credits for their
capital expenditures that can be used to offset their tax
l[iability. By contrast, credits for potential state purchase
apply to explorers that have capital expenditures but no
production revenue. Under ACES, those conpanies would get
checks fromthe state for credits, as opposed to offsetting
tax liability.
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Co-Chair Stedman pointed out that the offset is not always
shown, and there will be a request for a paynent for the
credit. He advised renmenbering there are two credits when
wor ki ng on the budget.

10: 59: 04 AM

Senator Elton questioned if FY 08 total taxable value was
based on |ast Novenber’'s prices, and does not reflect the
reality of recent prices. Dr. WIllianms responded in the
affirmati ve.

RECESSED: 10: 59: 58 AM
RECONVENED: 1: 04: 58 PM

Dr. WIllianms addressed the Co-Chair’s questions and the tax
rate before he continued with the informational overview.

Dr. WIllians read from Section 15 of the ACES bill, Statute
43.55.011(e), which covers the base tax rate:

The annual production tax value of the taxable oi
and gas as calculated wunder 43.55.168(1) is
mul tiplied by 25 percent.

Dr. WIllianms elaborated that in Section 17 the bill deals
with progressivity. 43.55.011(9) says that the sum
determ ned under this paragraph may not exceed 50 percent.
Therefore, the maxi mum progressivity factor is 50 percent.
Adding the progressivity factor to the base rate equals 75
percent. The tax rate in the Revenue Sources Book is correct
at 75 percent.

Co-chair Hoffman queried how mnuch of the revenue was
attributed to the multiplying factor in future reports.

JERRY  BURNETT, Dl RECTOR, DVISION OF ADM N STRATI VE
SERVI CES, DEPARTMENT OF REVENUE, explained that for a bill
in the House, the departnent did a fiscal note show ng the
estimated progressivity surcharge for the next five years,
whi ch shows the approximately $900 nmillion range in FY 08
and the $350-400 mllion in future years.

1: 07: 42 PM

Co- Chair Stedman suggested working with the admnistration
and/ or DOR consultants to analyze the average and nargi na
tax rate along with the progressivity inpact at varying
dol l ar anmounts for oil. There is substantial inpact at $80-
90 per barrel prices. He wanted to know what conponents of
the tax are driving what dollars.
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Dr. WIllians noted the point led to an earlier question
regarding the inpact on revenue if prices increase $1. He
rem nded the commttee how taxes are estimated under ACES
The price, the cost, and the volune are needed. Wen
di scussing increasing prices $1 per barrel, there is an
assunption that costs and volunmes remain the sane. Those are
maj or assunptions. He al so explained that the information is
not linear. If prices are $35 per barrel, the progressive
factor is 0.4 percent for the volunes, but when the price is
$80 per barrel, there is nore volunme. Wen prices go up
there is a non-linear relationship. In addition, at very
hi gh prices, progressivity goes to 0.1 percent. He gave the
figures requested (which assune keeping volunes and costs
constant):

$60 a barrel would nean an extra $120 million
$80 a barrel would nean an extra $160 million
$100 a barrel would nean an extra $195 nmillion
Dr. WIllians noted the funds are General Fund unrestricted
revenue.

Dr. WIllianms referred to sensitivity charts on page 37 of
t he Revenue Sources Book that forecast prices for FY 08 and
FY 09. He noted the charts each have the forecast prices for
high and low prices. The mddle category has high costs
whi ch cal cul ates nunbers if costs are ten percent higher at
constant volumes. The | ast category assunes | ow costs, at 90
per cent .

Dr. WIlians next pointed to page 95 of the Revenue Sources
Book, with additional sensitivity matrices. At the bottom of
the page is a chart, “FY 2009 General Fund Unrestricted
Revenue with Price Sensitivity.” The vertical scale is in
billions of dollars and shows how revenues change to the
state as prices go up

1:12:45 PM

Dr. WIlians addressed the question of property taxes, which
are deductible as |ease expenditures; the departnent
estimates they will be about $200 million in 2008.

Dr. WIllians discussed the gross value of production. The
ANS West coast price in the forecast of $72.64 per barrel is
multiplied by the total volunmes at Punp Station #1; the
totals are estimated to be about $19.5 billion for FY 08 and
about $17 billion for FY 09. That includes both royalty and
taxable barrels. Subtracting the transit cost brings the
wel | head val ue for both royalty and taxable barrels to about
$17.9 billion for FY 08 and $15.4 billion for FY 09. Wen
the royalty barrels are renoved, the taxable barrels are
left, at about $15.6 billion in FY 08 and $13.4 billion in
FY 09.
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Co-chair Stedman clarified that for FY 08 the starting
number is $19.4 billion, with adjustnents bringing it to
$15.5 billion.

1:15: 07 PM

Dr. WIllians continued with the presentation. He divided
volatility into three areas: crude oil price volatility,
crude oil production volatility, and crude oil costs.
Hi storically, volatility has referred to price volatility.
He highlighted that in the forecasting business, all three
are dealt with

Dr. WIlliams started with crude oil price volatility and
referred to a graph on a slide. He detailed that the prices
were ANS West Coast dollars per barrel. The highlighted area
is the 95 percent confidence interval, which is based on
statistics derived from the nean of daily prevailing value
prices. The average, or nmean price is $71.93. The
di stribution, or range of prices, surrounds that nmean. One
standard statistic is called the standard deviation. Two
standard deviations translates to the 95 percent confidence
| evel . The range is $96.54 on the high end and $47.72 on the
low end. This nmeans that a forecasted nunmber wthin that
range is correct approximately 95 percent of the tine.

Dr. WIllianms noted that the low for the cal endar year 2007
was $47.72 per barrel and occurred in January. The high was
$96. 54 per barrel and occurred in Novenber. He enphasized
that the price nore than doubled during the year. If the
actual wvolatility was conpared with previous years, the
amount of volatility in 2007 was higher than other years
historically. Therefore, volatility is increasing. Prices
cane down as rapidly as they went up in the cycle of
busi ness comodities. He asserted the inportance of this.

1:18:11 PM

Dr. WIllians turned to crude oil production volatility and
referred to a chart on ANS crude oil production in barrels
per day for the cal endar year. The average is about 739, 745
barrels per day. Mst of the data points fit in the 95
percent confidence interval, but the |ow was 305,299 barrels
per day, which occurred in August. This was associated with
the planned closure of the TAPS pipeline for the strategic
reconfiguration. He remnded the conmttee of an earlier
di scussi on about purposely lowering the forecast. There are
bot h pl anned and unpl anned events, which nmakes the situation
nore volatile and nore challenging to forecast. The field is
mature and a | ot of unpredictabl e things happen.

1:19: 44 PM
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Co-chair Stedman recalled the accuracy of a petroleum
consultant’s testinony regarding production anounts. Dr.
Wl lianms agreed that the consultant was pleased when he saw
the graphs. He granted that the problemw th forecasting is
how frequently the forecast is wong.

Dr. WIliams exam ned cost volatility, which was not an
issue prior to having a net tax. He referred to a chart put
toget her by Canbridge Energy Research Associate (1 HS/ CERA)
depicting the Upstream Capital Cost Index. The series
depicts historical data from 2000 through md-2007 and a
forecast out to the third quarter of 2007. This is upstream
capital costs only, developed by the consulting conpany
using data from 28 projects world w de.

1:21:51 PM

Dr. WIllianms indicated that the rapid rise in oil prices has
taken oil conpanies by surprise as well as the state. He
rem nded the conmttee that steel is a combdity that is a
maj or conponent used in the oil business. China is now
exporting steel, so prices could come dowmn. Conmodities tend
to nove in cycles.

Co-chair Stedman commented that industry representatives
have been asked to conme to the commttee to tal k about price
changes in capital costs and to specul ate about what is in
store for the future.

Dr. WIlians advised getting a spokesperson from the stee
industry to talk specifically about who is exporting and
inmporting, the types of steel, and their opinions about the
mar ket. The oil conpanies nmay do their own forecasts or rely
on a service, but he stressed the inportance of |earning
about steel.

1: 23: 45 PM

Senator Dyson referred to earlier testinony about the price
of oil, specifically regarding geopolitical tensions. He
said international experts he had spoken to reported that a
significant part of the rise in oil prices was caused by the
decline of the value of the US. dollar conpared to
international currencies, a factor which was not in M.
WIlliams presentation. He asked if the costs on the graph
were in constant dollars. Dr. WIlians believed the nunbers
were in nomnal dollars that are indexed.

Senator Dyson pointed out that what would happen with the
| oss of the value of the dollar was not shown. He thought
costs would be distorted. Dr. WIIlians agreed.

Senator Dyson asked how the loss of value of the dollar
would affect costs. Dr. WIlians deliberated that costs
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m ght be |lowered. The 28 projects the data was collected
fromare |located world wide, so the currency is foreign. He
was not able to speculate on how nuch the costs would be
affected. He added that labor is also a key factor in
projects around the world. This goes beyond the val ue of the
dollar; there is also a lack of petroleum engineers. He
recall ed when crude oil prices fell by 50 percent in 1986,
whi ch was the beginning of contraction in the oil and gas
i ndustry. There were a lot of nergers and acquisitions as
conpanies attenpted to remain profitable. Wen they nerged
with one another, they got assets and were able to reduce
their adm nistrative overhead, so the cost per barrel fell.
There was | ess demand for petrol eum engineers at that tine,
so people were out of work and there were fewer graduates
fromuniversities in the field. Twenty years later, there is
a demand for petrol eum engineers, but the universities are
not preparing them and previously trained engineers are
beginning to retire.

1: 27: 28 PM

Dr. WIllianms concluded his presentation on volatility by
stating that there were record wunrestricted revenues,
conti nued dependency on oil, and volatility in three areas:
prices, volunes, and costs.

Senator Thomas remarked that he was pleased with the
volatility of crude oil because it has been upward, and that
he was concerned about production volatility being up and
down. He was concerned about the volatility of the vast
majority of Al aska s revenue source. Non-o0il revenue is not
enough to even pay for any one segnent, such as education

He wanted to consider what should be done rather than hoping
for increased production.

1: 29: 40 PM

Dr. WIllians agreed getting 90 percent of the state’ s incone
fromoil was a major concern.

Co-chair Stedman commented on possible future revenue, which
could be large enough to equal all other tax collections
outside of oil and gas.

1: 30: 49 PM

Dr. WIllians turned to the subject of forecasting crude oil
prices. He had two types of analysis:

1. Dol lars per barrel: current and next year, conparing
DOR forecasts with actual dollars per barrel

2. Percent error: conmparing DOR with New York Mercantile
Exchange ( NYMEX) and t he Ener gy I nf or mati on
Adm ni stration (EIA) of the U S. Departnment of Energy.
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Dr. WIlianms began with current year conparisons (Slide 17).

The vertical axis is dollars per barrel; the horizontal has
FY 99 through FY 08. The red dash line represents the
forecast for the current fiscal year; the blue |ine depicts
actual prices. For the fall of 2007, DOR is projecting FY
2008. He highlighted that the forecast is close to actua

and that DOR tends to underestimate. The red dash line in
general is below the blue line. The difference is down at
the bottom at the left; it is about $2 per barrel or 7
per cent .

Dr. WIllianms turned to Slide 18 which depicts the next year,
which starts in FY 2000, one year out. He pointed out that
t he di stance between the blue and red lines is greater. This
is because DOR underestimtes conpared to the actual, and
the error is larger, about $12 per barrel or 32 percent. In
the near term the errors are snaller; the further out the
forecast, the larger the errors.

1: 33: 35 PM

Dr. WIllians next conpared DOR forecasts wth other
organi zations (Slide 20). On the vertical axis of the chart
is the percent error; the horizontal axis has five years, FY
03 through FY 07. Red is DOR forecasts and shows percentage
errors from the actual nunbers. He pointed out that in FY
03, DOR was off 8 percent, NYMEX was off 4 percent, and the
EIA was off 1 percent. In FY 04, DOR was 13 percent, NYMEX
13 percent, and EIA 12 percent. In general, DOR s average
error for the current year is about 6 percent, NYMEX is 4
percent, and El A about 4 percent.

Co-Chair Stedman asked when he had beconme enpl oyed by DOR
Dr. WIllianms replied January 2005.

Dr. WIllians reported that the errors are |arger across the
board for all the organizations at two years out. The DOR
average is 33 percent, NYMEX is 25 percent, and EIA is 24
per cent .

1: 35: 27 PM

Dr. WIlianms enphasized that prices have been going up on
all the charts. This is the first tinme in 150 years of
recording prices that prices have increased five years in a
r Ow.

Dr. WIlianms exam ned the next chart (Slide 22), which | ooks
forward and depicts the quarterly prices of Wst Texas
Internediate (W) in dollars per barrel. At the bottom are
actual prices for quarters three and four for 2007. The red
dash line represents DOR; the solid blue with black squares
line represents Strategic Energy and Econom c Research

Senat e Finance Committee 38 02/13/08 9:03 A M



(SEAR); the pink line represents JP Mirgan; the dark green
line represents EIA;, and the solid blue line represents
Morgan St anl ey.

Dr. WIllians pointed out that DOR forecasts prices higher
than the other organizations, who say that prices are
unsustainable at the current level and are [|ooking for
correction downward. The Organi zati on of Petrol eum Exporting
Countries had a neeting recently and publicized that $80 per
barrel was a price at which they would review, or reduce,
production. Dr. WIllianms did not know if they would do that,
but stated there is rationale for near-term support for
crude oil prices.

Dr. WIllianms stated in summation that DOR tends to
underestinmate actual prices, is nore accurate in the near
term and the data is inconclusive when conpared wth other
or gani zati ons.

1: 38: 46 PM

SB 256 was HEARD and HELD in Commttee for further
consi derati on.
ADJ QURNIVENT

The neeting was adjourned at 1:39 PM
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