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CHAIR KEVIN MEYER called the Legislative Budget and Audit

Commttee neeting to order at 2:03 p.m Senat ors Huggi ns,
Menar d (via t el econf erence), St edman, and Meyer and
Representatives Hawker, Neunman, Doogan, and Dahlstrom were
present at the call to order. Senators Hoffman (via

tel econference) and dson and Representatives Thonmas (via
tel econference) and Tuck arrived as the neeting was in progress.

Representative Chenault was al so in attendance.

NAPPROVAL OF M NUTES

2:04: 49 PM

CHAI R MEYER announced that the first order of business would be
t he approval of the m nutes.

2: 05: 02 PM

REPRESENTATI VE DAHLSTROM nade a notion to approve the m nutes of
Novenber 6, 2009. There being no objection, the mnutes from
the neeting of Novenber 6, 2009, were approved.

AREVI SED PROGRAM —-LEGQ SLATI VE ( RPLS)

2:05:15 PM

CHAI R MEYER announced that the next order of business would be
consideration of the RPLs before the commttee. He asked M.
Teal to describe each RPL and if there is an objection, the RPL

woul d be set aside for further discussion.

2:05:54 PM
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DAVID TEAL, Legislative Fiscal Analyst, Legislative Finance
Division, Alaska State Legislature, began his review of the RPLs
with RPL 06-0-0219 for $207,211 in Anmerican Recovery and
Rei nvestment Act (ARRA) funds for the State Supplenmental G ant
Funding for the Conmmunities Putting Prevention to Wrk State
Suppl emrental Funding for Healthy Comrunities, Tobacco Control,
D abetes Prevention and Control and Behavioral R sk Factor
Surveillance System with the Departnent of Health and Soci al
Services (DHSS). He explained this would provide supplenenta
funding in the anpunt of $207,211 to an existing fornula-based

federal grant in the Chronic D sease Prevention and Health

Pronotion allocation. It is a 24-nmonth grant that will end in
2012. If the funding is approved the departnment wll also
request an additional $414,427 in ARRA funding in the 2011
Governor’s anended budget. The total grant is actually

approxi mately $828,000. One existing staff nenber will continue
to be funded with the approval of the RPL and there is no

general fund invol ved.

MR. TEAL remarked that the total RPL anpbunt requested for the
RPLs totals approximately $14.2 mllion in ARRA funding, with a
portion capital and operating funds. The division did not find
any technical problenms with any of the RPLs.

There being no objection, RPL 06-0219 was approved.

2:08:36 PM

MR. TEAL noved on to RPL 060-0-0221 for $952,086 in ARRA funds
for Prevention and Wellness- Comrunities Putting Prevention to
Work program within the DHSS. Like the previous RPL, this one

is focused on obesity and diabetes. The total grant is $5.7
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mllion over the life of the grant from February 2010 to 2012.
This funding is for comunities to work on policy and
environnmental changes to reduce obesity/overweight, increase
physi cal activity, and inprove nutrition to address the rising
rates of obesity and diabetes in Alaska with eligibility limted
to tribal organizations within Al aska. The state is applying on
behal f of the communities of Anchorage and Wangell, which were
selected by the DHSS on the basis of their submtted plans. | f
the funding is approved the DHSS will request an additional $2.9
in the Governor’s 2011 anended budget. He stated that about 25
percent of the grant will be retained by the DHSS for grant
managenent. Two | ong-term non-permanent positions wll be added
in Anchorage, and a portion wll partially support personnel
services for three existing positions.

2:10: 01 PM

SENATOR STEDVAN recalled fornmer Governor Palin's vetoes and
asked for «clarification on the relationship with these RPL
f unds.

CHAI R MEYER objected and held RPL 06-0-0221, in order to allow
t he departnent to respond.

2:10:49 PM

MR. TEAL noved on to RPL 07-0-1111, Departnent of Labor &
Wor kf orce Devel opnent, for $200,000 in ARRA funds in order to
identify green jobs and the supply and demand for green jobs

environmentally friendly jobs and training prograns in Al aska.
The DLWD woul d use the funds to incorporate all the information

into the enpl oynent information products produced by their Labor
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Mar ket I nformation conponent. The total grant funding is
$800, 000, with $200,000 under this RPL, and assumng the RPL is
approved, the departnent will request an additional $600,000 in

the CGovernor’s 2011 anended budget. He related this request
will fund two new non-permanent and ei ght existing positions for
approximately 13 1/2 nonths. No state general funds wll be

used, nor is any state match required.

2:11:48 PM

CHAI R MEYER asked if a green job is defined.

MR. TEAL answered that he did not think there is a specific
definition for a green job listed, but offered that it comonly
understood as environnentally friendly.

REPRESENTATI VE HAWKER of fered his belief that this is a waste of
federal tax dollars. However, he highlighted the inportance of
wor kf orce devel opnent throughout the state and opined the DLW
would find a way to acconplish sonething neaningful for the
state fromthese funds.

2:12: 39 PM

CHAI R MEYER concurred, given that occupations in the fishing and

oil industry would likely believe their jobs are green jobs.

SENATOR STEDMAN added that the tinber industry jobs are also

green jobs.

There being no objection, RPL 07-0-1111 was approved.
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2:13:23 PM

MR TEAL noved on to RPL 10-0-5070, for an additional $1.5
million in ARRA funds for the Alaska Volcano Cbservatory wth
the Departnent of Natural Resources to nmaintain current |evel of
operation at the volcano observatory. The funding will be used
to upgrade and nmintain seismc equipnent and other nonitoring
to conduct geological investigations and to provide volcano
hazard infornmation to the public. He noted that the DNR | ost
federal earmarks and a |ong-term stable funding source will need
to be identified to keep the program active. No new positions
will be required and the funding will provide about half of the
support for five state funded positions. He clarified a
conbi nation of state and federal personnel run the observatory.

2:14: 44 PM

SENATOR OLSON objected and asked to have this RPL held over
since another RPL, RPL 45-0-1137, wll also be considered for
the University of Alaska (UA). He offered his belief that this
request is for essentially the sane function which is the
monitoring of seismc activity for active volcanoes. He
hi ghlighted his desire to avoid duplication of services in the
future.

CHAIR MEYER held RPL 10-0-5070 to allow the departnents to

respond to questions.

2:15:55 PM

MR. TEAL noved on to RPL 11-0-0463, for $150,017 in ARRA funds
for the Aquaculture Grant Program for Alutiiqg Pride Shellfish
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Hat chery Operating Costs with the Alaska Departnent of Fish &
Ganme. He explained that this would provide a pass through grant
to the non-profit hatchery located in Seward to fund their
current aquaculture operations in calendar year 2010 to grow
al gae. The APSH hatchery is the only certified seed source for
i ndi genous species such as geoduck, littleneck clans, razor
clans, and cockles. He highlighted the ADF&G wll request
additional funding in FY 11, but it is not certain if the
funding will be requested in the budget or through a federal
rei mbursenent program (RPO) . He noted this RPL is federally
funded, that no general fund is required, and existing positions
are not inpacted.

There being no objection, RPL 11-0-0463 was approved.

2:16: 48 PM

MR. TEAL noved on to RPLs 25-0-7547, 25-0-7548, and 25-0-7549,
for a total of $8.9 nmillion for three projects: Ketchikan:
Tongass Hi ghway — Vi aducts Replacenent and Rehabilitation; Sand
Point — School Loop Road Rehabilitation; and Richardson Hi ghway
MP 265-267 Repaving, Departnment of Transportation & Public
Facilities. He offered that all three RPLs are simlar projects
so he directed his general conments to all three RPLs. He
remarked that this would bring the running total of $37.4
mllion from highway and bridge ARRA funding that has cone
before the commttee. He explained that a continued favorable
bidding clinmate and project delays has created the need to add
projects in order to maxim ze the ARRA funds. He recalled from
the last cormmittee neeting that the DOT/PF was under obligated.
Thus, these projects will bring the DOI/PF to be slightly over
obl i gat ed. He noted the total obligation is $118.7 of the
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$178.5 avail abl e. This authorization will put the roads and
bridges program at $184.7 mllion, which is $6.2 mllion above
the $178.5 mllion in available funding. He stated that the
DOT/ PF advises that $4 nmillion of the Sand Point portion was not
obligated. Thus, it appears that the chart showing $6.2 nillion

in over obligated funds is actually $2.2 mllion in over
obl i gated funds. However, the surplus obligation does not
guarantee that all the ARRA funding can be used since sone

projects run into permanent snags, sone are underbid, and any
conmbi nation of events could nean that DOI/PF would not be able
to obligate all of the ARRA funds.

2:19: 17 PM

MR. TEAL conti nued. He suggested that the DOI/PF comr ssioner
could provide nore detail on the ARRA funds. However, wth
respect to 25-0-7547, 25-09-7548, and 25-0-7549, the bottom Iline
is the DOT/PF nay need additional authority during the session.
He referred to a letter in nmenbers' packets from the University
of Alaska (UA) Vice President of University Relations, Wndy
Rednman, dated Decenber 9, 2009, which outlines a process the UA
uses 1In wunusual situations for time sensitive grants. He
suggested the commttee may wsh to review the UA process at
sonme tinme for applicability.

2:20:31 PM

SENATOR STEDVAN obj ected to all three DOI/ PF RPLs.

CHAI R MEYER held RPLs 25-0-7547, 25-09-7548, and 25-0-7549 for

further explanation.
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2:21:01 PM

MR. TEAL noved on to the final RPL, RPL 45-0-1137, for $2
mllion in ARRA funds to the UA to accept a grant award to
i nprove nonitoring systens and ot her geol ogi cal and geotechni cal

related activities 1in Alaska. He explained that a late
repl acement RPL added $299, 800 for geological and geotechnica

site investigation. The tinmeframe for this grant is from
Decenber 2009 through 2011, with no general fund or other state
mat chi ng funds required. He recapped that so far in 2010, the
LBA has approved 39 ARRA proposals fromthe UA, and this request
will bring the total to 41.

2:22: 10 PM

SENATOR OLSON inquired as to the difference between the RPL 10-
0-5070 for the Al aska Vol cano observatory and the 45-0-1137, for
the UA, in terns of duplication of services. He further
inquired as to whether the two agencies are being coordinated to
elimnate or avoid duplication, and specifically to identify the
parties who need to coordinate their respective activities. He
expressed concern that the ARRA funding is one-tinme funding and
that at sone point the state wll need to pickup funding.

MR. TEAL suggested holding this RPL over since it was related to
RPL 10-0-5070 to allow for the departnents to jointly respond to

t he questi ons.

2:23:15 PM
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CHAI R MEYER obj ected to RPL 45-0-1137, and therefore it was held
for further consideration and discussion and to allow the DNR

and UA to respond to questions.

2:23:54 PM

CHAIR MEYER brought up the RPLS for discussion that were
previ ously held beginning with RPL 06-0-0221.

SENATOR STEDVAN stated that he would |ike an explanati on between
this RPL and its relationship to the veto of several mllion
fromthe operating budget.

2:25: 15 PM

BETSY JENSVOLD, Budget Manager, Central Ofice, Finance and
Managenent Services, Departnent of Health and Social Services
(HSS), stated that a $2 mllion ARRA Prevention and Wl I ness
i ncrenent al request submtted during the 2009 Ilegislative
session was vetoed by Governor Palin with the understanding that
it could be revisited when the federal funding becane avail abl e.
She stated that the announcenent for this grant fund program was
made on Septenber 29, 2009, that the DHSS anticipates |earning
within the next two nmonths if the grant will be awarded on its

Novenber applicati on.

CHAI R MEYER stated that Ms. Jensvold seened to have answered the

guesti on.

There being no further objections, RPL 06-0-0221 was approved.

2:26: 00 PM
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CHAI R MEYER suggested that the RPL 10-0-5070 could be conbi ned
with RPL 45-0-1137 for consideration.

SENATOR COLSON concurred that it would be appropriate to consider
t he RPLs toget her.

2:26:43 PM

SENATOR OLSON expressed concern that the two RPL requests from
DNR and UA totaling $3.5 mllion appeared simlar, the project
scopes seened vague, but that his main interest is the
coordination of efforts between the DNR and the UA to avoid
overlap or duplication of services at the AVO He remarked that
once stinmulus funding is depleted that the agencies would | ook
to the state for ongoi ng funding.

2:27: 49 PM

ROB COVBELLI CK, Deputy Director, Central Ofice, Dvision of
Ceol ogi cal & Geophysical Surveys (DGGS), Departnent of Natural
Resources (DNR), stated that the Alaska Volcano GObservatory
(AVO) is a cooperative program involving the U S. Geol ogical
Survey (USGS), which provides the source of the funds
historically, the UAF, and the DGGS wi thin DNR He opined that
this is a highly coordinated program which is one of the best
cooperative progranms in the country. He characterized the AVO
operation as a three-legged stool, in which each of the three
conmponents is performng its part of the conplex nachine
required to nonitor and assess active vol canoes and hazards and
risks posed to overflying ai r pl anes, comunities, and

infrastructure in the state. Thus, since each of three entities
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provides its own expertise and capabilities to the AVO the RPLs

do not provide duplicate services.

2:29:32 PM

MR. COMBELLI CK el aborated by stating that what has happened over
the past few years is a reduction in overall federal funding of
approxi mately $5 nillion. He recalled historically that tota
funding for the AVO in Alaska was $9 nmillion in FY 2005, which
was then reduced to $5 million in FY 20009. He anticipated a
reduction of $1 nmillion to the DNR and UAF funding in FY 10
whi ch represents a total reduction of $5 million to the overal
program He remarked that the reductions jeopardize the ability
of the AVO to nonitor active volcanoes that threaten aircraft,
communities, and infrastructure in Al aska. He characterized the
RPLs as stop-gap funding to help two legs of the stool to keep
up their portion of the program He summarized the DNR request
of $1.5 million would span 21 nonths and would include half the
funding for five staff at the AVO that were previously 100
percent federally funded. Additionally, the RPL would cover
$800, 000 in operational support for the conponent of the program
DNR per f or ns.

2:31:25 PM

MR. COMBELLI CK expanded on different aspects of the work done by
the DGGS, UAF, and U S. Geol ogical Survey (USGS), such that DGGS
provides the helicopter and aircraft support for the UA that
allows them to transport instrunmentation and personnel to the
field. Additionally, he noted that while the DGGS mai ntains the
AVO website, the UAF is nore involved in renpte sensing. He

related long-term funding that seens somewhat prom sing is being
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sought by U S. Senators Mirkowski and Begich, who introduced
legislation in the U S Senate under SB 782 to provide stable
funding for the U S. GS. Volcano Hazard Program with intent to
fund at $15 mllion. He explained that this ARRA stinmulus
funding would hold them over wuntil federal funding arrives.

Further, he offered that the division has requested a genera

fund (GF) increment for $300,000, which is a fund transfer from
federal to state for FY 11. He stated that the DNR does not
plan to request additional funding beyond the FY 11 increnent.

He opined that once the ARRA is depleted, if other federal

funding does not materialize, that the DNR would suffer
operation and nonitoring losses at the AVO in the event the
state decides not to fund the AVO programin the future.

2:33:41 PM

SENATOR OLSON pointed out that many of the vol canoes are | ocated
in the corridor between Asia and the Aleutian |Islands and asked
how the state could assure air quality for freighters, aircraft,
and passenger airlines for safety purposes. He rem nded nenbers
of the disaster when a KLM 747 jet [flight 867] lost all four of
its engines about 10 years ago when it flew through volcanic
ash.

MR. COMBELLI CK agreed that the safety issue is inportant. He
acknow edged nany disruptive eruptions, such as the sudden
eruption of the Kasatochi Volcano in 2008, which had been
inactive but disrupted many aircraft. He reiterated the AVO s
i nport ance. He stressed that sonehow the AVO nust maintain its
funding for Alaskans' safety and Al aska’s econonmic well being
He recalled that M. Redoubt disrupted the operations of the
Cook Inlet Pipeline Conpany’s Drift River Terminal Facility. He
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recapped that these RPLs will offer stop-gap funding, pending
new federal funding, and in the neantime the AVO is requesting
partial state support for its staff to maintain the critical
nmoni toring function. He remarked this RPL will also give the

state a stronger voice in the program

2:36:18 PM

CHAIR MEYER reiterated that he would also like to consider RPL
45-0-1137 at the sane tine.

SENATOR OLSON acknow edged he would like to hear from UAF with
respect to the AVO services.

REPRESENTATI VE HAWKER related his understanding that the DNR
federal funding for the AVO is lapsing, the federal governnent
is not currently funding the program but the DNR is currently
relying on Alaska’s U S. Senators to secure additional funding.
He asked if the DNR is taking any other actions to secure |ong-

term fundi ng.

MR. COMBELLI CK answered that the nobst promising alternative is
to secure federal funding from Alaska’s U S. Senators’ efforts

to pass | egislation.

REPRESENTATI VE HAWKER offered his belief that the safety of
international aircraft is not the state’'s responsibility but

rightfully falls under federal responsibility.

VR. COMBELLI CK acknow edged t hat it i's t he f eder al
responsibility to ensure aircraft safety, but nmuch of the AVO

funding has been obtained through federal earnarks. He
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acknowl edged that the base budget was part of the U S

Ceol ogical Survey’'s federal budget. He nentioned that AVO
inmpacts the safety of Alaskans and the state’'s econony. He
noted that if air <carriers cannot operate effectively over

Al aska that alternate routes mght be found. He enphasi zed
DNR' s main concern is for public safety and protection for the
state's infrastructure. Thus, the DNR s dom nant interest is
focused around the Cook Inlet region and the half-dozen

vol canoes that affect air and ground safety in the area.

2:40: 28 PM

REPRESENTATI VE HAWKER said he hoped that the departnent’s
rationale for funding could be expanded beyond the reason that
t he federal government will no |onger fund the AVO

2:40: 45 PM

VENDY REDMAN, Vice-President, University Relations, UA System
UAF Main Canpus, stated that she would like to bring up the
i ssues raised by Representative Hawker and Senator O son wth
respect to the future funding for the AVO as well as the issue
of responsibility since those are the key points for the UAF.

She explained that a five state coalition is currently seeking

federal funding for nonitoring volcanoes, including Hawaii,
Washi ngton, Oregon, California, and Al aska, but whether that
effort will be successful is uncertain. However, she said the

university agrees with the point that Representative Hawker made
that the federal government has a nmjor responsibility through
the Federal Aviation Adm nistration (FAA). She offered her
belief that pressure is being placed on the FAA She rel ated

her understanding from Washi ngton D.C. sources that the mlitary
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al so has growing concerns over the safety of air space over
Al aska. Thus, additional pressure nay be placed by the mlitary
for the FAA to take sonme action. She pointed out that the UAF
is also pursuing this matter with Alaska Airlines to see whether
or not it can assist in efforts for nonitoring vol canoes. She
acknow edged that the questions raised are legitimte. She
stated that she w shed she had answers to these questions and
asserted that certainly over the course of the year additiona

pressure will be made since it is clear that federal earmarks

are gone.

2:42: 42 PM

SENATOR OLSON expressed concern over future funding for the AVO
particularly pending state revenue reductions. He characterized
this issue as very inportant to the state given the past
experiences of disasters such as the KLM airline disaster.

There being no further questions or objections, RPLs 10-0-5070
and 45-0-1137 were approved.

2:43: 40 PM

CHAI R MEYER noved to take up RPLs 25-0-7547, 25-09-7548, and 25-
0- 7549. The RPLs were as follows: RPL 25-0-7547 for $8.9
mllion for the Ketchikan: Tongass Highway - Viaducts
Repl acenent and Rehabilitation; RPL 25-09-7548 for $3.6 mllion
for the R chardson H ghway M 265-267 Repaving, Departnent of
Transportation & Public Facilities; and RPL 25-0-7549 for $4

mllion for the Sand Point — School Loop Road Rehabilitation.

2:44: 07 PM
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SENATOR STEDVAN asked for clarification on the $700,000 |apsed
funds and a status on the bidding process on RPL 25-0-7547 for
t he Ket chi kan: Tongass H ghway Viaducts Replacenent and
Rehabi litati on. Additionally, he asked for an update on the

proj ect bidding and status.

2:44: 32 PM

FRANK RI CHARDS, Deputy Conmm ssioner, Ofice of the Comm ssioner,
Department of Transportation & Public Facilities (DOT/PF),
expl ai ned the project for Ketchikan: Tongass Hi ghway Vi aducts
Repl acenent and Rehabilitation, involves providing protection to
the existing structures on Tongass Avenue, which is essentially
a bridge but also provides a nmain economc route through
Ket chi kan. He recapped the project stating the project was
originally estimated at $7.3 million, bids went out, and the
spread was for a low bid of $6.3 million and the next bidder was
$8.5 mllion. However, he noted the original bidder had sone
irregularities and the DOI/PF award nust go to the second
bi dder. Thus, the DOT/PF needs additional authority which neans
a request for increased funding authority and a reduction in the
Federal H ghway Adm nistration (FHWA) authority. He hi ghli ghted
the DOI/PF goal is to maxim ze the availability of ARRA funds on
existing projects. He reiterated M. Teal’s conments, such that
of the $178 mllion authorized ARRA project funds for the state,
the DOI/PF has obligated approximately $118 nillion, |eaving an

additional $60 mllion nore to obligate. He related that the
bi ddi ng environnents are still favorable. He stated approxi mate
$88 mllion is left to bid, and if favorable bidding cones in at

10 percent, that the DOI/PF may have additional ARRA funding,

whi ch necessitates action on these 3 RPLs. He renmarked that it
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may al so be necessary to cone back on other projects in January
2010, as wel .

SENATOR STEDMAN poi nted out that the docunents indicate that the
DOT/PF wll admnistratively restrict and |apse $700,000 of
federal authority. He said he hoped that does not nean the
DOT/ PF is returning $700,000 to the FHWA.

MR RICHARDS clarified that in an effort to keep the House
Fi nance comm ttee co-chairs informed the DOI/PF is advising that
is not using the federal receipt authority on the Ketchikan
proj ect . Thus, the authority wll |apse and be replaced wth
ARRA f unds.

2:48: 29 PM

REPRESENTATI VE DOOGAN asked for clarification on the figures for
the RPL 25-0-7547 for the Ketchikan: Tongass H ghway Vi aducts
Repl acenent and Rehabilitation. He recapped such that the
project was initially funded at $5.75 mllion, with an increase
of an additional $2.2 mllion totaling $7.8 mllion for the
project. He inquired if the total bid anobunt coul d be restated.

MR. RICHARDS reiterated the project figures. He stated that the
DOT/PF had $7.2 mllion in FHWA authority for the Ketchikan:
Tongass H ghway Vi aducts Replacenent and Rehabilitation, which
represents the engineer’'s estimate, with the low bid at $6.3 and

t he next higher bid was $8.5 mlli on.

REPRESENTATI VE DOOGAN referred to page 55 of the nenorandum
dated Decenber 10, 2009 from the Division of Legislative
Fi nance, which read: Ch. 61, SLA 2001, page 41, lines 21 - 24,
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Ket chi kan: Tongass - Viaducts Replacenment and Rehabilitation -
5,750, 000; and Sec. 1, Ch. 159, SLA 2004, page 44, line 33 and
page 45, lines 3 - 4, Ketchikan: Tongass H ghway - Viaducts
Repl acenent and Rehabilitation - $2,200, 000. He interpreted
that to nmean federal authority would equal $50,000 |ess than $8
mllion. He asked for clarification as to why nore funding

authority is required if the bid is |ower.

2:50: 28 PM

MR TEAL recalled that the project had a shortfall of $1.3,
which is the anobunt requested in RPL 25-0-7547. Addi tionally,
he noted the fund source change since the project would be
replaced with $1.3 mllion ARRA funds, wth $700,000 in FWA
authority woul d | apse.

2:51:44 PM

MR RICHARDS, in further response to Representative Doogan,
expl ained that the FHWA requires states to maintain the |evel of
expenditure on a project. He further explained that what is
happening in this project is that regular FHWA funding is being
repl aced with ARRA fundi ng.

2:53: 06 PM

GARY DAVIS, Regional D rector, Southeast Region, Departnent of
Transportation & Public Facilities, stated that the nonies
utilized for engineering services outside of the contract so
total funds available are not strictly used for construction
dollars, but services such as engineering services are also

per f or med.
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REPRESENTATI VE DOOGAN t hanked M. Davis for the clarification.

2:53:53 PM

SENATOR STEDMVAN inquired as to the geographical home base of the
bi dders.

MR. DAVIS recalled that the DOI/PF received four bidders:
Dawson Construction [based in Bellingham and Ketchi kan], Sea Con
Construction LLC, Ganite Construction, which is a national firm
with a major office located in Anchorage, and Mwat Construction
Conmpany, which he said he believed is a conpany based out of
Seattle. In further response to Senator Stedman, M. Davis
responded the nunmber two bidder was Sea Con Construction, LLC,
and that Dawson Construction was the nunber one bidder, which he
recal |l ed had been deened a non-responsi ve bidder.

2:55: 32 PM

REPRESENTATI VE DOOGAN referred to the other two DOI/PF RPLs:
RPL 25-0-7549 for $4 mllion for the Sand Point — School Loop
Road Rehabilitation; and RPL 25-09-7548 $3.6 million for the
Ri chardson H ghway MP  265-267 Repavi ng, Depart ment of
Transportation & Public Facilities. He asked whether the DOI/PF
has been strictly identifying “shelf-ready” to bid projects for
use with the ARRA funds.

MR. RICHARDS answered that the projects selected by the state
must have adhered to the FHWA gui del i nes. He related that the
DOT/ PF was not able to get sonme projects through the obligation

process in tinme to qualify for the ARRA funds. He pointed out
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that the Sand Point project before the comrittee is an exanple
of a project that Senator Hoffrman and the City of Sand Point had
identified as a project that had been adhering to the FHWA
process and had requested consideration for ARRA funds. He
explained that during the legislative interim the DOI/PF has
worked with the City of Sand Point to nmake certain the project

has foll owed the necessary FHWA process.

2:58:16 PM

MR RICHARDS, in response to Representative Doogan, explained
with respect to RPL 25-09-7548 for the $3.6 mllion for the
Ri chardson Hi ghway MP 265-267 Repaving, DOI/PF that the DOT/PF
had planned on using regular FHWA funds under the Bridge and
Paverment Refurbishnment efforts. He added that the DOI/PF uses
approxi mately $50,000 per year for that purpose. He related
that the DOI/PF had identified this as a project that could go
out to bid and obligate quickly, using ARRA dollars. In further
response to Representative Doogan, M. R chards answered that
the DOI/PF did not receive many requests to add projects since
the projects had to have followed a prescriptive FHWA process
including such itens as holding the appropriate environnmental
docunents and havi ng undergone the right of way certification.

REPRESENTATI VE DOOGAN related his understanding that the Sand
Point project was one of a small pool of projects that were
eligible for ARRA funds.

2:59: 02 PM

MR. RI CHARDS agreed. He remarked that the DOT/PF anticipates

the potential for another federal transportation cycle. Thus,
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the DOT/PF has inforned and asked communities and tribes to
identify projects that are following the federal prescription in
anticipation of possible federal funding, which according to
US. President Gbama nmight be as high as $50 billion for
transportation projects. He further remarked that the DOI/PF

expects the obligation tinefranes to be much stricter.

3:00: 05 PM

SENATOR STEDVAN asked for clarification on |anguage in the
St atew de Transportation |nprovenent Program (STIP) and how the
remai ning $23 million would be used.

MR. RICHARDS identified that the DOI/PF has two progranms in
pl ace required by the FHWA, a bridge naintenance program and a
pavenent managenent program He explained that the DOI/PF
perfornms a detailed assessnment of its bridge and roadway assets
for project needs, such as deferred maintenance or mmjor capital
proj ects. The DOT/PF then decides within this category which
projects should be funded such as crack sealing, overlay, or

bri dge mai ntenance. He noted the overall program is outlined
generally in the STIP, which allows the DOT&PF the flexibility
to address deferred maintenance allowable under the FWA He

stated the DOT/PF perforns sone projects and also contracts for
ot her projects, which allows the DOT&F to renedy safety issues
such as permafrost settling problens along the Al aska H ghway.

3:03:45 PM

CHAIR MEYER renoved the objection on the three RPLs for the
DOT/ PF.
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There being no further objections, RPLs 25-09-7547, 25-09-7548,
and 25-09-7549 were approved.

CHAIR MEYER referred to a letter dated Decenber 9, 2009 from
Wendy Redman, Executive Vice President, University of Al aska
Statewi de System with respect to UA RPLs during the |egislative
sessi on. He recalled previous discussion on this issue in
committee. Unless anyone has sonething to add to the debate the
LB&A conmmittee will continue to have nonthly neetings, with the
consent of the Co-Chairs of the House and Senate Finance

Comm ttees for the purpose of considering RPLs.

REPRESENTATI VE HAWKER asked to place on the record his belief
that as the operating budget co-chair of the House Finance
Conmittee that having the commttee review and approve ARRA
grants separately is an appropriate nmethod of handling the ARRA
grants that becone available to the UA

SENATOR STEDVAN stated that we will proceed with caution.

NEXECUTI VE SESSI ON

3: 05: 36 PM

CHAI R MEYER announced that the next commttee would now go into

executi ve session.

SENATOR STEDVAN made a notion to nove to executive session for
the purpose of discussing confidential audit reports under AS
24. 20. 301. There being no objection, the commttee went into

executive session at 3:05 p. m
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4:15:43 PM

CHAI R MEYER brought the commttee back to order at 4:15 p. m

"RELEASE OF AUDI TS

4:15:52 PM

CHAI R MEYER announced that the next order of business woul d be

rel ease of audits.

REPRESENTATI VE DAHLSTROM nmade a notion for the followng fina
audits be released to the public:

A Sunset Review on the Departnent of Conmerce,
Community and Econom ¢ Devel opnent, Board of Marital
and Fam |y Therapy

A Sunset Review of the Departnent of Conmmerce,
Communi ty and Econom c Devel opnent, Board of

Pr of essi onal Counsel ors

A Sunset Review of the Departnent of Conmmerce,
Communi ty and Econom ¢ Devel opnent, Board of Soci al

Wor k Exam ners

There being no objection, the aforenentioned final audits were
rel eased.

4:16:20 PM
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REPRESENTATI VE DAHLSTROM nade a notion to release the follow ng

prelimnary audits to the agencies for response:

A Sunset Revi ew of the Departnment of Conmerce,

Communi ty and Econom c Devel opnent, Board of Pharnacy

A Sunset Revi ew of the Departnment of Conmerce,
Communi ty and Econom c Devel opnent, Board of Certified

Real Estate Appraisers
A Sunset Review of the Departnment of Conmerce,
Communi ty and Econom ¢ Devel opnent, Board of

Psychol ogi st and Psychol ogi cal Associ ate Exam ners

A Special Report on the Departnment of Transportation
and Public Facilities, Gavina Island Access Project

There being no objection, the aforenentioned prelimnary audits
were released to the agencies for response.

4:16: 58 PM

REPRESENTATI VE DAHLSTROM nade a notion to release the Single
Audit Pilot Project Interim Conmunication to the public. There
being no objection the Single Audit Pilot Project Interim
Communi cation was rel eased to the public.

ASTATUS UPDATE OF CONTRACTS

4:17:20 PM
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CHAI R MEYER announced that the next order of business would be
to hear a status update from individuals with whomthe conmttee
contracts. He noted that the conmittee’s consultant, Dan
Di cki nson, would provide a followup presentation to brief the

commttee on the fiscal nodel.

DAN DI CKINSON, Certified Public Accountant (CPA), Consultant,
Legi slative Budget and Audit Conmittee, rem nded the comittee
that he has been working with Dr. David Wod. As nmany nenbers
are aware, last year Dr. Wod reported on fiscal design of
future discoveries of 10 yet-to-be discovered fields. At that
time, Dr. Wod was directed not to engage in the current issues
about a gas pipeline. However, the work he and Dr. Wod have
been charged with now does engage in the current issues about a
gas pipeline while maintaining a nulti-year focus. He stated
that he has been assisting the conmttee in building capacity
for evaluating various gas issues. He explained that Dr. Wod
is currently in Poland, which is interesting in terns of the
Al aska context, such that Poland is concerned since it receives
its gas from the fornmer Soviet Union, which has not always been
a good relationshinp. He further explained that shale gas has
been discovered in Poland and Dr. Wwod has been consulting with
the Polish G Conpany, which is a partially privatized oil and
gas conpany. The conpany has recently conpleted a round of bids
with several mmjor oil conpanies and is interested in the |eases

nmovi ng forward and for further exploration.

4:19: 07 PM

M. Dickinson referred to the first page of his handout titl ed,
“Decenber Review of 2009 Project to Build & Evaluate an
Integrated Al aska Gas Fiscal Mdel (AGFM," dated Decenber 16,
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20009. He remarked that he would not go through all of the
slides, as many of the slides Dr. Wods had covered in his
Sept enber 2009 presentation. However, he wanted to touch on a
few things about the nodel. He rem nded the committee that this

as a nodel of the Al aska Gas Fiscal Mddel, and that he does not

have a crystal ball, but that the nodel can be wused to
extrapolate information for a basis of fiscal conparison. He
cautioned that the nodel wll not determine the value of a
project, or the nunber of |obs. However, the nodel wll help
outline fiscal inplications when trying to decide between
courses of action. Thus, in applying the sane set of

assunptions to several proj ect s, the nodel can provide

information on the fiscal issues.

4:20:21 PM

MR. DICKINSON referred to slide 5 of his presentation, which he
said outlines sone aspects of this nodel, such that one nodule
exam nes “Upstreani and anal ogues to existing North Slope fields
for hypothetical yet-to-be discovered fields of various size of
gas and oil reserves such as if another Prudhoe Bay was
di scover ed. The nodel also allows users to conbine bits and
pi eces of different fields to scrutinize aspects such as how it
would work to have various oil conpanies involved. One nodel
dimension is to analyze “Downstream and M dstreant by allow ng
m xi ng and nmatching of 10 hypothetical conmponents, such as from
Delta Junction to the Canadi an border or to Cook Inlet. One new
aspect that has been worked on is the supply chain that cones
down to Cook Inlet. One of the initial options was a gas-to-
l[iquids (GIL) plant on the North Slope, but recently there has
been interest in examning GIL in Cook 1Inlet instead and

anal yzing what other opportunities it creates. The nodel wll
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allow analysis of different “Cases” pertaining to the analysis
of the economic environnents and prices for oil and gas. He
poi nted out a disconnect between oil and gas prices, such that
currently a unit of gas that typically is sold at 6 to 1 ratio
is nowa 20 to 1 ratio between price conmmanded by oil as opposed

to gas.

4:22:08 PM

MR. DI CKINSON stated that if you can take your gas and find a
way to nmake it look like a refined product from a refinery, it
will create a huge economc uplift. VWil e that has been true
for a year, these projects whose scope is 15 to 20 years, and
this ratio change is for one year, the nodel still allows those
conparisons for GIL that have not been considered previously.

MR. DI CKI NSON expl ai ned that one dinmension is to exam ne “Fiscal
Regi nes”. Dr. Wod developed 10 nechanisnms to think of
progressivity. Additionally, the nodel exam ned how 8 other oil
and gas producing U S. states tax oil and gas so that
projections can be made for tax scenarios such as Prudhoe Bay
using Texas or Louisiana systens. Finally, the nodel allows for
financial analysis of “Sensitivities” which allows projections
using various scenarios such as adding $3, $4, or $5 dollars
nore and the outcone. He noted the results are reported in
pages of graphics to help detern ne outcones. Thus if results
are known using a static nodel and one piece is changed, it can
help to know whether the results are totally changed or only

just slightly diluted.

4:24:08 PM
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MR DICKINSON then referred to slide 17 titled “AGFM — Can

Consider Wde Range of Ol/Gs Prices,” which presents
graphically what was just discussed. He pointed out the
rel ati onship between oil and gas price. He remarked that the

graphic displayed on this slide originated as part of the
original AGQ A docunentation made in May 2007, with the graph now
extended to show the changes that have happened since then.
Thus, this slide denonstrates the true disconnect between the
oil and gas markets, which had been previously thought to be

connect ed.

MR DICKINSON referred to slide 18, titled “AG-M - Conpare
Fi scal Take under Various Conbinations,” which denonstrates the
price scenarios of three different cases. Case 1 relates to a
pi peline through Canada; Case 2 is a liquefied natural gas (LNG
case; and Case 3 relates to a GIL case. Thus, the price
scenario for a low gas price and a high oil price from Al aska’s
fiscal point of view results in a GIL nunber that that rises
above the other two options. He offered his belief that if the
historic conditions continue for another 20 years that this
nmodel can show there are other ways to exam ne oil and gas.

MR, DICKINSON referred to slide 24, titled “Additional specific
refinements to the GIL Supply Chain”. He explained that this
slide summarizes the work done wth respect to the Point
McKenzie gas plant. The information was obtained from
presentations made by fornmer Conmi ssioner Harry Noah, and from
esti mates devel oped by DNR for sonme conponents. He enphasi zed
the huge and dramatic tax difference that is currently in the
| aw when considering GILs. He remarked that gasoline used as

fuel in the state receives a very lowtax rate $.17 per thousand
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cubic feet (Mcf) but if it is exported or used as a feed stock

it has a nmuch, much higher tax.

4:27:16 PM

MR. DI CKINSON concluded that the last slide titled “Thank You”

contains contact information for hinself and Dr. Wods.

4:27:24 PM

REPRESENTATI VE HAWKER renmarked that the work is inpressive. He
referred to slide 18, to Case 1, the low gas price, high oi

price scenario. He explained that due to the | ow gas, high oi

di sconnected price resulted in the figures presented, which show
that the GIL suddenly appears nore profitable than LGN or a
pi pel i ne. He suggested that the scenario mght create a false
preci sion m ndset. He inquired as to whether Case 1 had been
cal cul ated under the current tax regime with the dilutive aspect
of increnmental gas devel opnent. He further inquired as to
whet her these conbinations were al so devel oped using a dilutive
aspect of increnental gas devel opnent. He offered his belief
that an instance showing these figures would not ever occur
since the state would not allow a dilutive gas tax regine to

actually come into being.

4:28:29 PM

MR. DI CKI NSON agr eed. He explained that the box is |abeled
“Alaska Take for Status Qo (CPT) & Three Different Supply

Chai ns.” He further explained that CPT represents a conbined

progressivity tax, which Representative Hawker is calling a
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dilutive effect. He reiterated that one option is to exam ne

ot her ways of review ng progressivity.

REPRESENTATI VE HAWKER expressed his concern that soneone who
m ght want to show that GILs as the ultimate solution m ght
exam ne these nunbers and misinterpret them He reiterated that

are not conprehensive analysis in his view

MR. DI CKI NSON agr eed. He stated that one inherent problem in
devel oping any scenarios wusing the status quo that take
advantage of a | oophole or sone special circunstance is that it
is alnost certain that the outcome would not occur if that
specific path were foll owed.

AOTHER COWM TTEE BUSI NESS

4:29:32 PM

CHAI R MEYER announced that the final order of business would be
O her Conmmi ttee Busi ness. He asked for comrents.

SENATOR MENARD stated that she appreciated being able to do
partici pate tel ephonically.

" ADJ QURNMENT

4:30: 25 PM

There being no further business before the conmttee, the

Legi slative Budget and Audit Conmttee was adjourned at 4:30

p. m
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