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HB 285 was HEARD and HELD in Committee for
further consideration.

HB 286 G O BONDS FOR PORTS

HB 286 was HEARD and HELD in Conmmttee for
further consideration.

HB 307 SUPPLEMENTAL/ CAPI TAL/ OTHER APPROPRI ATl ONS

HB 307 was HEARD and HELD in Committee for
further consideration.

#hb283
HOUSE BI LL NO. 283

"An Act making and anendi ng appropriations, including
capi tal appropriations and other appropri ations;
maki ng appropriations to capitalize funds; and
providing for an effective date."

1: 38: 56 PM

KAREN REHFELD, DI RECTOR, OFFICE OF MANAGEMENT AND BUDGET
(OwB), OFFICE OF THE GOVERNOR, explained that she would
provi de a high | evel overview of the |egislation.

Co-Chair Stoltze agreed that a broad and general approach
woul d be the nost hel pful.

Ms. Rehfeld infornmed the conmttee that the governor's
proposed FY 13 capital budget totaled $1.8 billion, which
excl uded duplicated funds. She referred line 24 of the OWB
Decenmber 2011 fiscal summary, which included the nental
health capital budget. The total nunber included $882

mllion in wunrestricted general funds, $81 nillion of
designated general funds, $20 mllion of other funds, and
$820.5 mllion of federal funds. The bill contained 14

sections. The first section was the largest and totaled
$1, 766, 800, 000; it was organi zed by departnent and projects
were listed in priority order. Def erred mai nt enance
appeared at the end of each departnent's list with the
exception of Departnent of Transportation and Public
Facilities (DOT) because it had been organized within the
different appropriation levels. Individual project review
listing and backup for each project was included in the
menber's capital budget books. She highlighted priority
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projects in the Resource and Developnent (R&) area
i ncl udi ng, Roads to Resources, permtting, strategic
mnerals assessnents, digital mapping, and responsible
devel opnment of natural resources. The budget also included
education funding for two schools off of the Departnent of
Education and Early Devel opnment (DEED) school construction
list that totaled $61 mllion.

1:42:54 PM

Representative Gara queried the fund source for bulk fue
upgrades listed on page 4 of the bill. M. Rehfeld directed
attention to the appropriation |level on page 3, line 24

She explained that a portion of the $7 mllion was paid for
with general funds. She would follow up with detail at a
later tine.

Ms. Rehfeld continued to highlight the education conponents
including $24 nmillion for the first 14 projects on DEED s
school maj or  mai ntenance |ist. O her itens included
di saster preparedness and a search and rescue helicopter
for the Interior under the Departnent of Public Safety
(DPS); transportation infrastructure such as highways,
avi ation, nunicipal, water, sewer, village safe water, and
ot her.

Co-Chair Stoltze asked to hear a list of litigation and
settlenments itens later in the neeting.

Representative Joule discussed a $14 nillion appropriation
that had been vetoed the prior year related to a school in
Kivalina. He believed that the state did not want to build
the school at the existing location, which was one of the
reasons the appropriation had been vetoed. He wondered
whether the admnistration had been wrking wth the
community to find a transportation route to the mainland
where a school could be built.

Ms. Rehfeld responded the state had been working wth
Kivalina on a relocation site. Wrk was underway to include
the project on the DEED priority list for the follow ng
fiscal year. She noted that inprovenents were needed on the
existing building, but a relocation of the school would
represent significantly different costs; therefore steps to
determ ne the best approach and timng were in progress.

1: 46: 58 PM
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Representative Joule noted that road access to the schoo
fell wunder the purview of DOI; therefore, he wondered
whet her the departnent would work with the comunity on the
issue. Ms. Rehfeld deferred the question to DOT for follow
up at a later tine.

Representative Joule communicated that there was a $10
mllion road to resources in Umat that people did not
want; the people in Kivalina would be happy to use the road
to find an alternative | ocation for the school site.

Ms. Rehfeld outlined the various sections in the bill:

e Sections 2 and 3 sunmarized the funding sources in the
nunbers section of the bill by departnent and for al
fund sources respectively.

e Sections 4 through 6 were included for informationa
purposes and related to the proposed Governnent
obligation (G Q) Bond package in HB 286

e Section 7 gave Legislative Budget and Audit the
authority to ~consider federal and other program
receipts that cane in when the legislature was not in
sessi on.

e Section 8 related to fund capitalization and included
$60 million for proposed Al aska Gasline Inducenent Act
(AGA reinbursements and $1.7 mnmllion in federal
funds for the Energi ng Energy Technol ogy Fund.

e Section 9 included a $25 mllion fund transfer to the
Renewabl e Energy Grant Fund and a $35.5 mllion fund
transfer to the Regional Educational Attendance Area

School Fund.
1:49: 26 PM
Ms. Rehfeld continued to detail the bill sections:

» Section 10 related to the State Insurance Catastrophic
Reserve Fund that allowed insurance clains to be
appropriated to state agencies in order to mtigate
| 0ss.
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e Section 11 included an appropriation for National
Petrol eum Reserve-Al aska (NPRA) grants estinated at
approximately $5.4 mllion. A list developed annually
by the Departnent of Commerce, Community and Econom c
Devel opment (DCCED) would be brought to the commttee
to include in the budget.

e Section 12 enconpassed three pieces for Departnent of
Fish and Gane (DFG related to anending a previous
appropriation for the Sport Fish hatchery in Anchorage
to include operations. There was a subsection to
reappropriate $5 mllion fromthe hatchery to the Fish
and Game Fund that would allow DFG to apply any sale
proceeds fromthe resolution sale towards the purchase
of equi pnent for a new vessel.

Ms. Rehfeld detailed several ongoing operating funding
questions related to the Sport Fish Division. She explained
that the division's budget had Fish and Gane Fund authority
and that the adm nistration had concerns about the cash in
t he fund and future revenue proj ections. The
reappropriation of the $5 mllion into the fund would help
ease concerns in the short-term She furthered that there
were several ways to address the issue and that related
conversations woul d be conti nued.

Co-Chair Stoltze wondered whether the surplus of proceeds
was related to bond sales that had occurred in 2007. M.
Rehfel d deferred the question to the departnent.

Co-Chair Stoltze was concerned about anbiguity on the
i ssue. He wel conmed any opportunity to pay off the bonds and
to shorten the commtnment the life of the $9 surcharge on
sport fishing licenses. Ms. Rehfeld asked the DFG to foll ow
up with a response.

Co-Chair Stoltze stressed that the departnent should
prioritize the retirement of the debt. He believed the
funds should be used for <capital and not operating
expenses.

1: 53: 32 PM

Representati ve Neunman wondered whether DCCED could choose
how to delegate the proposed $5.4 nmillion in capital
project grants (Section 11, page 52).
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Ms. Rehfeld replied that funding for NPRA grants came from
the Bureau of Land Managenent under the U S. Departnent of
the Interior (proceeds were derived from sales, rentals,
bonuses, and royalties on |eases issued within the NPRA).
Local entities applied for grants within comunities that
were directly inpacted by the | eases or devel opnent of oil
and gas within the NPRA. She elaborated that a certain
nunber of communities were eligible to apply for grants and
the funds could be wused for planning, construction,
mai nt enance and operation of public facilities, and other
necessary public services.

Representative Neuman asked for verification that the
grants only applied to communities inpacted by devel opnent
within the NPRA. Ms. Rehfeld responded in the affirmative.

Co-Chair Thomas referred to Section 12(d) related to the
transfer of general funds to sport fish construction and
operations. He discussed the ability to absorb operation
costs within the departnent. He asked M. Rehfeld to
provi de an explanation of the change during the operating
budget portion of the neeting.

Ms. Rehfeld replied that DFG would be available to answer
guestions. She cited concerns that the cash flow into and
out of the Fish and Gane Fund had been low, she did not
believe the issue had been contenplated in the past.

Co- Chair Thomas explained that the operating budgets had
gone up and down for years. He renenbered being told that
DFG costs could be absorbed and he wondered why the comment
had been nade.

Co-Chair Stoltze noted that the item had been a revenue
bond, but he believed that the obligation to voters was no
less inplicit. He believed that letting the public know
that the House Finance Conmittee was not playing ganes with
funds would send a positive nmessage. He voiced his tendency
to be critical of revenue bonds.

1:57: 31 PM

Representative Gara asked whether sport fishery facility
upgrades had been conpleted. Ms. Rehfeld believed that the
Anchor age hatchery had been conpl et ed.
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Representative Gara surnmised that the designation of |eft
over sport fish noney to operating expenses neant that
noney remained. M. Rehfeld responded that there was
approximately $5 mllion avail abl e.

Representative Gara referred to earlier testinony from Co-
Chair Stoltze related fishing |license fees.

Co-Chair Stoltze clarified that there was a proposal to

forego an opportunity to shorten the obligation of |icense
payers.
Ms. Rehfeld continued to explain the bill sections:

e Section 13 provided for |apsed provisions of various
sections. For sections that were identified as capital
projects, appropriations were nmade for the valid life
of the projects and carried forward from one year to
t he next.

e Section 14 included the effective date of the bill:
July 1, 2012.

Representati ve Doogan wonder ed whet her f unds wer e
transferred from the general fund to a discrete fund for
expenditure (under the fund transfers section of the bill).
Ms. Rehfeld replied in the affirmative.

Representati ve Doogan asked what happened when the noney
was not spent in its entirety. Ms. Rehfeld responded that
the noney would remain in the particular fund for use at
another tine. The legislature could appropriate as nuch as
it wanted into a fund and could then choose to nake
appropriations when it saw fit.

Representati ve Doogan wondered whether the |egislature was
"banking" a fund for the next year if it was not fully
expended. M. Rehfeld answered in the affirmative. She
expl ai ned that designated funds were usually expended from
t he Renewabl e Energy Grant Fund on an annual basis. Fisca

Year 13 was the first year of the fornula that required
funds based on the anpunt paid in nunicipal debt service
for school projects to go into the Regional Education
Att endance Area School Fund; the proposed budget allocated
the funds to two school projects included in the capital

budget .
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Representative Gara referred to the organization Arctic
Power and wondered whet her the admnistration had
considered sonething simlar to advertise that Alaska's
clean natural gas was not harsh on the environnment. He
di scussed that part of the state's future was related to a
gas pipeline. He noted that one of the inpedinents was
shale gas in the Lower 48 and forecasts had shown that the
price of shale gas would increase as conmunities becane
nore concerned about its inpacts.

Ms. Rehfeld believed that Conmi ssi oner Sullivan at
Department of Natural Resources (DNR) had been involved in
education and outreach to educate people in the Lower 48 on
Al aska's potential. She added that Arctic Power had
broadened its scope to help with education and outreach in
t he Lower 48.

Representative Gara was interested in an ad canpaign that
highlighted the <cleanliness of Alaska's natural gas
conpared to shale gas in the Lower 48. He believed the
canpai gn would hel p increase Al aska's chances of finding a
mar ket for its gas.

2:03:31 PM

Represent ati ve Edgnon enphasi zed the need to make Congress
aware of Alaska's broad support for opening the Al aska
National WIdlife Reserve (ANWR) and that the state's
pi peline was only one-third full. He discussed funding for
Arctic Power and the potential need to double or triple the
state's effort in D.C

Vice-chair Fairclough believed that |eg work could be
beneficial and hoped the state would continue working to
open the petroleum reserve. She was hopeful that Congress
woul d pass an ANWR resolution; the National Conference of
State Legislatures supported the opening of the petroleum
reserve by a three-quarters vote. The |egislature would
continue to encourage the U S. Senate to support the issue
as wel | .

Co-Chair Stoltze thought the current makeup of the U S
Senate and the president could prevent a bill on the issue
from passi ng.

Representative Costello wondered how nany runways in the
state were not wup to Federal Aviation Admnistration
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standards. Ms. Rehfeld would have DOT follow up with a
response.

HB 283 was HEARD and HELD in commttee for further
consi derati on.

#hb286
HOUSE BI LL NO. 286

"An Act providing for and relating to the issuance of
general obligation bonds for the purpose of paying the
cost of nunicipal port projects; and providing for an
effective date.”

2:07:47 PM

Co-Chair Stoltze asked for information on the governor's
proposal to use general obligation (G O) bonds as a
fundi ng appr oach.

ANGELA RODELL, DEPUTY COW SSI ONER, TREASURY DI VI SI ON
DEPARTMENT OF REVENUE, read from a statenent:

This bill would authorize the issuance of $350 million
in general obligation debt. CGeneral obligation debt is
backed by the full faith, credit and resources of the
State. We currently have approximately $628 mllion in
general obligation bonds outstanding. The State has
the resources and capacity to take on the proposed
addi ti onal debt.

Currently, interest rates are at historic lows. This
has allowed us to take advantage of the narket and
reduce our debt service obligations. In January of
2012, we sold $175.56 nillion of general obligation
refunding bonds (with nore than $26 nillion of the
2012 bonds sold to Al askans) and used the proceeds to
refund $191.410 million of bonds that had been issued
in 2003. This transaction has an all-in true interest
cost of 1.24% and saved the state $27 nillion, net
present val ue.

This transaction denonstrates the attractiveness of
Al aska’s general obligation paper and al so the current
| ow cost of borrowing in the tax exenpt market. Any
new debt issued will have the debt service structured
to provide a low cost of funds and a |evel burden on
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future state budgets. As we nove forward with this
proposed |legislation, we would |like to work closely
with you to ensure all of the projects neet the
necessary tests for tax exenption and can take
advant age of the |ow rates.

I n November of 2010, Mody's Investors Service raised
the state’s general obligation rating to AAA. This was
followed by S&P raising our rating to AAA this past
Decenber. A triple A rating is the highest investnent
grade rating achievable and expresses an opinion of
the rating agency as to the ability of the state to
honor its long-term unsecured financial obligations
and contracts. In reviewing our rating, Fitch, Mody’ s
and S&P will be looking to the final dollar anount
i ssued and the overall plan of finance in conjunction
with other State issues such as revenues, expenses and
other commtnents such as the PERS/TRS unfunded
liability.

W have provided a fiscal note which assunmes the
voters would approve $350 nillion in general
obligation bonds. W are required by federal tax |aw
to track all funds to final expenditure and to ensure
that all funds are spent within 3 years of the date of
i ssuance. In order to conply with these requirenents,
we assuned the bonds would be issued in three
tranches, giving an opportunity for funds to be spent
before additional debt is incurred. W assuned the
first issuance would cone in February 2013, follow ng
t he Novenber 2012 el ection. Debt repaynent would begin
in Fiscal Year 2014.

2:11: 39 PM

Ms. Rodell continued reading froma statenent:

The costs associated with issuing bonds including

underwiting, ratings, | egal counsel , fi nanci al
advi sors, mar ket i ng and di scl osure servi ces,
adm nistration and printing, for a $350 mllion bond
program would total approximately $2,965,000 or $8.50
per bond.

Co-Chair Stoltze asked whether there were projections that
showed how different interest rates would inpact the FY 14
operating budget and beyond.
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Ms. Rodell replied that interest rates were not expected to
rise in the near-term the departnent had nmade a
conservative estimate of 4 percent if an issuance did not
occur until 2014. She el aborated that DOR had raised rates
slightly with the assunption that they would rise sonewhat
because there would be two years before it had the full
i ssuance. The proj ect ed i nt erest rate woul d add
approximately $19 mllion per year in debt service.

Representative WIson asked whether investnments would nmake
nore than 4 percent. M. Rodell replied that DOR expected
the long-term funds would exceed 4 percent. Representative
Wl son asked what the sane funds had nmade the prior year.
Ms. Rodell replied that the DOR Revenue Sources Book
assuned a 3.2 percent rate for general funds going forward
and a 6.85 percent rate for |long-term funds.

Representative Gara asked what the Statutory Budget Reserve
(SBR) was currently earning. M. Rodell replied that the
SBR was «currently earning approximately 3.5 percent.
Representative Gara asked whether the anmpbunt was |ess than
the bonds would cost. Ms. Rodell answered that DOR assuned
a rate of 3.2 percent at present with the assunption that
rates would rise on the bond issuance; it also assuned that
rates would increase on the SBR if borrowing costs
i ncreased to 4 percent.

2:15:23 PM

Representative Gara surmsed that the SBR was invested in
short-term issuances and that it could be used nore quickly
than Constitutional Budget Reserve (CBR) funds. Ms. Rodell
responded in the affirmative.

Representative Gara discussed that there was currently $16
billion in savings and the state would have no problem
maki ng | ong-term bond paynents in the next several years.
He was concerned about the possibility of increased annual
payments of $19 mllion ten years out if state revenues
decreased and costs continued to increase. He thought the
state could be nore responsible presently and know what it
could afford to spend.

Ms. Rodell replied that there would be no noney to invest

for the future if the $350 nmillion was spent at present;
therefore, there would be no funds to fall back on when
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revenues were on the decline. Wereas, the state would only
need to come up with $19 nmillion to pay the debt service if
debt had been issued. She stressed that once cash was spent
it was gone.

Representative Gara believed that the state would be facing
a tighter budget 10 years in the future and that the SBR
could be much smaller if it only earned 3 or 4 percent per
year. He opined that DOR s assunption that the SBR woul d be
the sane size in ten years was unlikely. He believed the
state should work to protect future years from long-term
obl i gati on.

Co-Chair Stoltze comented that bonds had an internal
discipline and they had to be inherently fair for Al askan
voters to approve. He added that the governor could not
"cherry pick" or veto certain sections. He opined that
perhaps spending would even be restrained less than it
woul d have been through other spending vehicles.

2:18: 47 PM

Represent ati ve Doogan asked whether the bond issuance cost
woul d cone out of the general fund. Ms. Rodell replied in
the affirmative.

Representati ve Doogan wondered whether the issuance cost
was the only cost that tax payers were responsible for. M.
Rodel | answered that outside of the issuance cost, the only
other cost was associated with principle and interest; the
costs were anortized over the life of the debt.

Representative Doogan queried the total cost of existing
bonds. Ms. Rodell replied that there were $628 million in
outstanding principal. She asked for clarification on the
guesti on.

Co-Chair Stoltze clarified that the question related only
to G O bonds.

Representative Doogan verified that he was interested in
the current cost of existing GO bonds. M. Rodell would
follow up with the information

Representative Doogan noted that the current $350 nillion

was likely to increase. He asked for verification that if
the state's total indebtedness was $670 million that 50
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percent woul d have been added to the debt total. M. Rodel
responded in the affirmative.

2:21: 06 PM

Representative Joule wondered how high the state was
willing to go related to a bond package wth the
understanding the legislature would have an interest. He
observed that the governor recognized needs of the state
through legislation and that negotiation would occur wth
the state's upper tolerance |level in mnd.

KAREN REHFELD, DI RECTOR, OFFICE OF MANAGEMENT AND BUDGET,
OFFICE OF THE GOVERNCR, replied that the governor had
i ndicated there was room for between $50 and $75 mllion.
She believed there was also sensitivity to what the voters
felt confortabl e approving.

Representative Joule referred to talk about "one-third,
one-third, one-third."

Co-Chair Stoltze pointed to the fiscal note that included a
sal e schedul e.

2:23: 00 PM

Represent ati ve Edgnon wondered whether the bond package had
been directed at "shovel ready" projects.

Ms. Rehfeld answered that the projects were in various
stages; sone were nore shovel ready than others. She
expl ained that the timng of the bond sal es woul d depend on
where the projects' stood. She pointed out that none of the
projects would be fully funded for specific phases and it
would be inportant for the projects to be able to reach
conmpletion with the help of other financing options. She
restated that the bonds were not designed to fully fund the
proj ects.

2:24:19 PM

Co- Chair Thomas believed that community projects partially
funded by bonds would need additional funding in the
future. He wondered why the projects would not be fully
funded wth bond noney, given his belief that it would be
| ess expensive than using general funds.
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Ms. Rehfeld responded that there were different funding
opportunities for each project and sone were working wth
the Alaska Industrial Developnent and Export Authority
(Al DEA) .

Co-Chair Stoltze remarked that it was not necessary to get
into detail on specific projects during the neeting. He
t hought there were pros and cons to fully funding projects
all at once. He noted the issue would be dealt with as a
policy that was presented in the budget and without it the
construction of the capital budget would be different given
that holes would be <created. M. Rehfeld agreed and
bel i eved the governor had put the bill forward to work with
the legislature on devel oping infrastructure along Al aska's
coastline.

Vi ce-chair Fairclough asked how nuch bond debt the state
typically had relative to the $627 nmllion debt. She
relayed that the l|egislature had been working to pay down
debt during her tinme in office. She asked for a historica
five to ten year perspective. Ms. Rodell replied that the
state had a past history of not issuing bond debt.

Co-Chair Stoltze pointed to bonds used in 2002, 2008, and
2011.

Ms. Rodell continued to reply and explained that there was
$197 million in voter approved authorized uni ssued debt for
education; before the debt was issued the Departnent of
Education and Early Devel opnent would have to show that it
was prepared to spend the noney during the three-year tinme
frame. The $628 nmillion was nore than the state had
historically had on its books, given that the state had a
| ong period of no G O debt issuance.

Co-Chair Stoltze explained that there had been securitized
| oans and revenue bonds on the books and that the GO
bonds had been present during the past three elections; he
noted his preference for the approach, given its inclusion
of voters.

Vi ce-chair Fairclough noted that Standard and Poor's (S&P)
had recently upgraded the state's credit rating to AAA She
pointed to the fiscal note that showed an expected bl ended
rate of 2.35 percent on the $350 million debt. The CBR was
currently yielding 3.4 percent and the CBR subaccount had a
6.85 percent rate of return. She surmised that there would
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be a net gain to Alaskans. She discussed that smal
communities my not have the ability to cone up wth
matching funds that the admnistration my want. She
wondered how the bond market would look at the state's
fiscal structure of $16 billion per year. She referenced
the decline in production that had been offset by the high
production val ue.

2:33: 11 PM

Ms. Rodell answered that rating agencies would primarily be
concerned about the state's plan to repay debt, but they
would not put a cap on the state's debt issuance. She
communi cated that the state had traditionally structured
its debt very conservatively and it worked to limt debt to
20 years or less. The state worked to actively manage and
take advantage of current markets and had been able to
frontload a significant portion of the debt, to keep near-
term debt service constant, and offer relief in FY 22
through FY 24 by over $10 nmillion per year. She believed
agencies would Ilook at all of the state's financial
obligations including the unfunded liability for the Public
Enpl oyees' Ret i r ement System  ( PERS) and Teachers'
Retirement System (TRS). Agencies would also | ook at steps
Al aska was taking to manage the obligations, to increase
revenues, and to hold budgets back in declining revenue
years. She expounded that Alaska had a good history of
showing fiscal restraint when revenues were not neeting
expect ati ons.

Vi ce-chair Fairclough discussed the PERS and TRS unfunded
liability. She surmsed that the state was able to nove
within the current range, maintain its AAA rating wth
Moody's and S&P, and go forward carrying debt wthout too
much of a burden on the current operating budget. M.
Rodel | agreed.

Co-Chair Stoltze believed the governor would conmunicate
his views on the appropriate debt cap.

HB 286 was HEARD and HELD in commttee for further
consi derati on.

#hb285
HOUSE BILL NO. 285
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"An Act neking appropriations for the operating and
capi tal expenses of t he state's i nt egrated
conprehensi ve nental health program and providing for
an effective date."

2:36: 20 PM

KAREN REFELD, DI RECTOR, OFFICE OF MANAGEMENT AND BUDCET,
OFFICE OF THE GOVERNOR, discussed that HB 285 was
incorporated in the budget books and in subconmittee work
for the operating and capital budgets. The bill was a
col l aborative effort between the Al aska Mental Health Trust
Aut hority (AVHTA), AMHTA beneficiary groups, and state
agencies (Departnment of Admnistration, Departnent  of
Corrections, Departnment of Education and Early Devel opnent,
Departnment of Health and Social Services, Departnent of
Labor and Workforce Developnment, Department of Natural
Resources, Departnent of Revenue, University of Al aska, and
the Court system; it provided a conprehensive |ook at
prograns and services for AMHTA beneficiaries. The total
budget was $249, 376, 500; the operating conponent was $236.5
mllion and the <capital conponent was $12.9 mllion.
Unrestricted general funds made up $212.4 mllion,
desi gnated general funds were $20.1 million, and other
funds represented $16.8 mllion.

Ms. Rehfeld relayed that AWMHTA settlenent income account
funds were zero based. The trust operating funds from the
current year were reversed and built back in dependent upon
the trust's recomendation; the trust budgeted on a two
year cycle. Letters that included AVHTA reconmendati ons and
the governor's budgeted itenms were included in a letter in
menber' s packets.

HB 285 was HEARD and HELD in commttee for further
consi derati on.

#hb307
HOUSE BI LL NO. 307

"An Act meking supplenental appropriations, capital
appropriations, and other appropriations; anmending
appropri ations; repeal i ng appropri ati ons; maki ng
appropriations to capitalize funds; and providing for
an effective date."

2:38: 47 PM
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KAREN REFELD, DIRECTOR, OFFICE OF MANAGEMENT AND BUDGET,
OFFI CE OF THE GOVERNCR, discussed that she woul d provide an
overview of HB 307 and would highlight supplenmental budget
items on a spreadsheet titled "FY 2012 Supplenenta
Requests"(copy on file).

Ms. Rehfeld discussed that the FY 12 proposed suppl enenta
budget total ed $97, 236, 400. She provided a breakdown of the
total :

Unrestricted General Funds $78, 514, 700
Desi gnat ed General Funds (%2, 350, 600)
G her Funds $4, 810, 000

Federal Funds $16, 271, 300

Ms. Rehfeld explained that within the suppl enental request
agency operations totaled $38.9 nmillion; $30.4 mllion was
general fund. The request i ncluded:

Fire Suppression $4.9 mllion
D saster Relief $3.0 mllion
Formula — Adult Public Assistance $2.6 mllion

Ms. Rehfeld relayed that the capital supplenental for
energency repairs and projects that were ready to go to bid
during the upcoming sumer totaled $20.4 nillion; $10.1
mllion was general fund. The bill included two significant
settlements: (1) a $20 million settlenent was reached wth
the Departnent of Law for the Optional Retirement Program
$20.0 mllion; and, (2) an $18 mllion settlement was
reached with the Departnent of Education and Early
Devel opnent for the More case. She explained that the bill
had 18 secti ons.

2:42: 34 PM

Ms. Rehfeld pointed to items 4 through 7 related to
Department of Conmerce, Community and Econom c Devel opnent
(DCCED) (page 1 of the spreadsheet). She detailed that
there had been challenges with the Corporations, Business
and Professional Licensing (CBPL) Division fee structure
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and how it had charged various prograns for indirect and
other activities. The division had been working to capture
what sone of the problens had been for the past several
years. Item 6 was the largest item and related to an
adjustnment for licensing fees:

Cor por ati ons, Business and Professional Licensing:

Adjustnent for Licensing Fees - Fund source change
from pr of essi onal i censing recei pts (receipt
supported services) to the general fund to reinburse
t he pr of essi ons for hi stori cal i ndi rect cost
overpaynents that were associated with the Business
License and Corporations progranms. This is a one-tine
fund change.

General Fund Recei pt Supported Services $0.0

Ms. Rehfeld expounded that the professional |icensing fees
were supposed to be self-supporting; however, as the
charges were incorrectly tagged to certain boards the fees
had gone up. The one-time change would allow the fees to
carry forward into the wupcomng year, which would help
smooth cost increases over tine. Oher CBPL itens were
related to indirect charges associated with support for
prof essional licensing boards. She believed |egislative
subconm ttees would spend a substantial anount of tine on
t he issues.

Co-Chair Thomas pointed to page 1, item 2 related to the
Public Defender Agency (PDA) under the Departnent of
Adm ni stration. He pointed to the backup materials (Section
1, page 2) and asked about the $125,000 for a new |ease
renodel for Kotzebue and an additional $150,000 for "other
anticipated but wunbudgeted maintenance.” He opined the
itens should have been in the FY 12 budget.

Ms. Rehfeld agreed. She explained that the admnistration
had worked hard in the past several years to avoid not
budgeting and using the supplenmental to fall back on. She
detailed that the budgets for the Ofice of Public Advocacy
(OPA) and the PDA had been anong the nost difficult budgets
because the administration had not been able to address the
i ncreasi ng caseloads in a reasonable way. Wrk was underway
to determne a better way to budget for the two agencies in
the future.
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Co-Chair Thomas wondered whether the $45,000 for an
unbudget ed conputer upgrade was for nore than one conputer.
He repeated his concern about unbudgeted itens.

2:48: 03 PM

Ms. Rehfeld replied that the PDA item would be detailed
further during the subcommttee process.

Representative Gara asked about a $244,000 increase for
support for CBPL boards and conmm ssion nenbers (page 1,
item 4 on the spreadsheet). He wondered why the anmount had
been increased by 75 to 80 percent fromthe prior year.

Ms. Rehfeld replied that the professional |icensing boards
were supposed to be self-sufficient; however, because of
sone business accounting challenges the state had not been
able to track expenses to the right boards. She believed
that the bill and the FY 13 budget tried to correct the
i ssue through the fees paid by the boards.

Representative Gara remarked that it was fine if the anmount
reflected reinbursenent to boards that had put the funding
in; however, he was concerned if the noney was additional.

Representative Joule referred to page 1, item 9 associated
with Departnment of Corrections (DOC) community jails. He
wondered how the $600,000 was broken out between the 15
community jails. The admnistration had brought forward
$190,000 for the Kotzebue comunity jail the prior year;
money had been noved around within the line item and the
Kot zebue jail had been shorted by approximtely $125, 000.
He asked whether the itemincluded funds to cover the jail.

Ms. Rehfeld believed there was a specific line item that
covered the Kotzebue jail. She relayed that DOC had
scheduled a neeting with the jail to discuss reopening;
sonme of the funds in item 9 would help with the reopening.
The item would be considered for the anended budget as
well. Part of the issue related to how comunity jails were
funded; the departnent was working to come up wth a
bl ended per bed rate to allocate funding to avoid the
situation that had occurred when the jail had cl osed.

2:53:42 PM
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Vi ce-chair Fairclough comunicated that according to the
backup the Kotzebue jail was scheduled to reopen on
February 1, 2012. She wondered whether the facility had
reopened. Ms. Rehfeld replied in the negative. She restated
that DOC was scheduled to neet with the jail to discuss
r eopeni ng.

Vice-chair Fairclough asked about a $75,000 budget item
related to dispatching services for Kotzebue. M. Rehfeld
replied that the item was for the Departnment of Public
Safety (DPS) and was not related to the Kotzebue jail.

Vi ce-chair Fairclough observed that the dispatch services
had been paid for in matching funds previously, but would
be charged to the state under the proposed budget.

Ms. Rehfeld informed the conmttee that there was a DPS
request for transportation during the time the Kotzebue
jail was cl osed.

Ms. Rehfeld pointed to page 2, item 10 for the Departnent
of Education and Early Devel opnent ( DEED)

St udent and School Achi evenent:

Conpr ehensi ve Syst em of St udent Assessnent s
Contractual Costs: this additional funding is needed
to accommpbdate the negotiated contract for the
Conpr ehensive System of Student Assessnents. The FY
2013 Covernor's budget includes an additional $750.0
for nodified contract terns.

CGeneral Fund $1, 000.0

Ms. Rehfeld el aborated that an increase in the FY 13 budget
had been included for standards based assessnents.

Representative WIson believed that funding had not been
included for the standards-based assessnents for a couple
of years and that the item nade up for the error. M.
Rehfeld believed the funding was for existing contract
i ncreases. She deferred the question to DEED for follow up.

Representative WIson had received a different response

from DEED. Ms. Rehfeld replied that they would follow up on
the question |ater.
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2:56:23 PM

Ms. Rehfeld highlighted Departnment of Health and Soci al
Services (DHSS) items 14 through 16 on page 2:

ltem 14
Adul t Public Assistance:

Adult Public Assistance Caseload Gowh - |ncreased
program enrol Il ment, particularly in the disabled and
blind category - tied to the dramatic growth in the
Al aska senior population. A $6,075.0 increnent is
included in the FY 2013 Governor's budget.

General Fund $2, 600.0

ltem 15
Ener gy Assi stance Program

Low I nconme Honme Energy Assistance Program (LI HEAP) and
Al aska Affordable Heating Program for the state based
on projected needs. The inpact of this supplenental
request is being considered for a FY 2013 budget
amendment .

General Fund $928.7

ltem 16
Ener gy Assi stance Program

Low I ncone Honme Energy Assistance Program (LI HEAP) and
Al aska Affordable Heating Program for Tribes based on
projected needs. The inpact of +this supplenental
request is being considered for a FY2013 budget
anmendnent .

General Fund $1, 691.6

Representati ve Edgnon asked whether the public assistance
item had been included to neet increased caseload demand
and expected federal shortfalls.

Ms. Rehfeld replied that item 14 was based on increased
demand. There was also contingency |anguage that was
dependent on the amount of federal funding that would be
provided. The item was designed to fill the shortfall in
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the projection for the remainder of the fiscal year. She
expected to receive updated nunbers in the future.

Ms.

Rehfeld pointed to page 3, item 23 related to the

Depart nment of Law

M1t

O1l, Gas and M ni ng:

Ol and Gas Qutside Counsel - Increased litigation
costs for oil and gas outside counsel attributable to
three types of cases: tariff proceedings; Trans Al aska
Pi pel ine System (TAPS) property tax proceedings; and
oil and gas royalty issues. An increnment of $6,150.0
is included in the FY2013 CGovernor's budget and is
based on antici pated casel oad.

General Fund $3, 116.0

Rehfeld discussed item 25 for +the Departnent of
ary and Veterans Affairs (page 3):

Ofice of the Conm ssioner:

Base Realignnent and C osure Conmm ssion |[|npact -
Department of Defense Secretary Leon Panetta has

announced that the plan to cut nearly $500 billion in
the next 10 years from the Departnent of Defense
budget wll I npact al | 50 states and a Base
Real i gnment and Cdosure Conmmssion (BRAC) wll be

requested of Congress to address facility reductions
as soon as possible. The U S mlitary’'s presence in
Al aska represents 10% of the state’'s econony. The
Alaska Mlitary Force Advocacy and Structure Team
(AMFAST) recomends the State of Alaska hire an
experienced consulting group to address ideas proposed

by the next BRAC. This request wll pronote and
sustain Alaska's current mlitary facilities and force
structure. The inpact of this request 1is being

considered for a FY2013 budget anendnent.

General Fund $300.0
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Co-Chair Thomas remarked that a resolution passed by the
Senate discouraging the closure of mlitary bases in Al aska
had left out Coast Guard bases. He stressed that Coast
Guard bases were very inportant to rural and Southeast
Al aska and woul d be included in the House resol ution.

3:00:17 PM

Representative Gara referred to the $3 mllion outside
counsel appropriation (page 3, item 23). He opined that it
was | ess expensive to hire in-house counsel for research
nmenos, briefings, and other. He wondered why the state
should pay nore noney for outside counsel when the work
could be done in-state.

Ms. Rehfeld replied that there were excellent attorneys
doing great work in the areas that needed assistance on
some of the inportant |arger ongoing cases. She relayed
that it was possible for sonme of the work to be done by a
line attorney if the state was wlling to bring on
addi ti onal enployees; however, that was not the approach
that had currently been taken. The item had been on the
adm nistrations list to include in the operating budget
each year, but a supplenental request was usually required.

Representative Gara noted that he had worked on the Exxon
Val dez oil spill case and the state had hired outside
counsel at that tinme as well. He explained outside counse
had done work that should have been done in-house. He
believed that admnistrations had used outside counsel to
keep the state enployee count down, but it actually cost
the state nore noney.

Co- Chair Thomas comented that sonetinmes the state needed
to hire fornmer state attorneys who had done significant
work on specific cases in order to gain their experti se.

3:03: 55 PM

Ms. Rehfeld flagged Departnment of Natural Resources item 35
(page 4):

Fire Suppression Activity:

FY2012 Fire Suppression Activity - This 1is a
prelimnary estinmate of supplenental needs for spring
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firefighting and costs of initial attack of wldland
fires through June 30, 2012.

CGeneral Fund $4, 892.5

Ms. Rehfeld directed attention to page 5, item 38 for DPS
Al aska State Trooper detachnents:

Repl ace Federal Pass through Funds from Al aska Hi ghway
Safety Ofice - The Al aska Bureau of Hi ghway Patrol

will no longer receive federal funds for non-DU
related traffic enforcenent. In order to maintain
traffic enforcenent to include non-DU specific

activity, such as inpaired driving, youth drivers,
aggressive driving and speeding, and seat  belt
enforcement, supplenental funding is necessary as the
current budget cannot absorb these costs. Additional
federal funding reductions are anticipated for DU -
related traffic enforcenment starting in FY 2014. The
I npact of this suppl enent al request IS bei ng
considered for a FY 2013 budget amendnent.

General Fund $1, 900.0

Ms. Rehfeld expounded that the Departnent of Transportation
and Public Facilities (DOr) would continue to receive
federal highway safety funds, but the anmount of funds
related to driving under the influence (DU ) would be |ess.
She noted that the issue would continue to be nonitored,
given the inportance of ongoing DU and non-DU related
enforcenment on the highway safety corridors.

Representati ve Doogan surm sed that the federal governnent
had di scontinued funds and the state had becone responsible
for funding items with general fund noney. M. Rehfeld
responded in the affirmative. She clarified that continued
work would not be funded through the specific highway
safety grant.

Representati ve Doogan wondered whether an evaluation had
been made to determine whether the itenms should be
continued or |lapsed. Ms. Rehfeld replied that the governor
considered the issues and had brought forward itens that
war r ant ed ongoi ng wor K.

3:07:52 PM
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Representative Joule pointed to item 37 on page 5 in the
anount of $106, 000 for DPS jails and pri soner
transportation. He did not know what tine period had been
used or whether there had been earlier expenses. He pointed
to a $75,000 expenditure (item 36) and wondered how nuch
the items would end up costing the state; he thought costs
could have been saved. He discussed the difficulties
related to transportation of prisoners from rural areas,
many of which did not have holding facilities. He believed
the state was beginning to realize that it had had a good
deal. He hoped that a deal between Kotzebue and the
adm ni stration could be settl ed.

Ms. Rehfeld agreed. She understood that progress had been
made and t he administration hoped for a positive outcone.

Co- Chair Thonmas renarked that the seatbelt |aw had been
i npl enented because the federal governnent would pay for
the enforcenment. He wondered whether the law would be
repealed if the federal funding was taken away. Ms. Rehfeld
answered that item 38 did not relate to seatbelt
enforcenent, which was attached to a different federal
hi ghway safety funding stream

Vi ce-chair Fairclough referred to bad weather conditions in
Eagle River and Anchorage that had resulted in road
closures and stranded drivers. She wondered whet her
substantial funds had been included for highway safety. She
was concerned that residents would have been unreachable in
energency situations. She understood that DOT was working
to stay on top of the issue. She pointed to two
appropriations for $100,000 apiece for sanding and snow
renoval and wondered whet her the anmpbunt was enough

Ms. Rehfeld responded that DOT would do what was needed to
protect the safety of citizens. She expected the nunbers
would be refined during session to account for disaster
relief.

3:14: 00 PM

Representative Neuman was concerned that the |long-term
prograns (e.g. item 38) that had been funded by the federal
governnent in the past alnost becane enbedded in the
operating budget. He wondered whether there was a way to
identify federal funds that were not comng or if the state
was backfilling themw th general funds.
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Ms. Rehfeld replied that the adm nistration worked with the
departnments to identify what they knew |ooking forward,
typically the reductions and timng were not known very far
i n advance. She explained that the co-chair had requested a
| ook-back on federal funds that could be identified as
going away. The issue also involved funds that had gone
directly to institutions, organizations, or conmunities;
there would be pressure for the state to look at the itens
to determne whether it should continue them She pointed
to the DPS DU enforcenent federal grant change that
specified allowable and unall owabl e costs as an exanpl e of
an issue the state would need to address.

Representative Neuman was interested in a ten-year forward
plan that showed which federal funds the state would not
receive. He believed there were many inportant non-state
items that the state could beconme overloaded wth when
fundi ng was | ost.

Ms. Rehfeld noved to DOT item 50 on page 6:
Al A Field and Equi pnent Mai nt enance:

Purchase De-icing Chemicals - In FY2011, the cost per
ton of urea increased from $342 per ton to $719 per
ton. Also, the airport has conmssioned a third new
tank for potassium acetate in order to mtigate
continuing supply shortages. An increnment of $1,634.5
has been included in FY 2013 Governor's budget.

I nternational Airport Revenue Fund $1,634.5

Ms. Rehfeld looked at item 52, page 6 related to the
Uni versity of Al aska:

Anchor age Canpus:

Federal Receipt Authority for Pell Gants - Additional
federal receipt authority is needed to accommodate the
increases in Pell grant activity. A related FY 2013
budget anmendnent is al so bei ng consi dered.

Federal Receipts $5,000.0

Ms. Rehfeld directed attention to capital itens; there were
several itens that were energency in nature or could go to
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bid during the upcoming summer if the funding authority was
noved up. She hi ghl i ght ed a DOC  Yukon- Kuskokw m
Correctional Center Dorm Renovation Project for Bethel
(item 55, page 7):

This project is necessary to replace capital funding
that was redirected from other projects to address an
enmer gency with over crowdi ng at Yukon- Kuskokw m
Correctional Center (YKCC). The YKCC Dorm Renovation
Project adds 28 additional bunks, increasing the
of f ender housi ng capacity to 193.

General Fund $1,284.5

M. Rehfeld furthered that DOC had wused deferred
mai nt enance funds that had been slated for other projects
in order to conplete the work; therefore, item 55 would
provide the department with replacenment funds. She | ooked
at item 57 on page 7 that funded $1.1 mllion for a Kena
Ri ver parcel purchase from the Exxon Valdez QI Spil
Settlement (EVOSS) trustee council. The purchase would
provi de public access to the river.

Co- Chair Thomas thought EVOSS funds were only designated
for oil damaged properties. Ms. Rehfeld explained that the
EVCSS council had recommended the fund source for the Kenai
| and purchase. She could not speak to the requirenments of
t he EVGSS f undi ng.

Co-Chair Thomas thought follow wup on the item was
necessary.

Ms. Rehfeld pointed to DOT itens 59 and 60 on page 7:

ltem 59
Al aska Marine H ghway System - Cordova Dock Energency
Repairs - The existing float system of the Cordova

Dock needed energency repairs in the fall of 2011

General Fund $1, 200.0

ltem 60
Al aska Marine H ghway System - Vessel and Term nal
Overhaul and Rehabilitation - Vessel and term nal

overhaul and rehabilitation is primarily used to neet
and maintain United States Coast Guard requirenents
and obtain Certificates of Inspection (CO) necessary
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to operate the vessels. Total spending this year is
slightly higher than previous years due to the one-
time $1.2M propeller shaft strut replacenent work
required by the Malaspina in order to clear a pending
CG 835 No-Sail order which was about to expire.

General Fund $5, 455.0
Ms. Rehfeld relayed that in the past several years $7
mllion to $8 mllion had been included annually in the

budget for overhaul work on state ferries.

3:20: 59 PM

Vi ce-chair Fairclough wondered which project had excess
funds that had been redirected to fund the Bethel Yukon-
Kuskokwi m correctional facility (item55, page 7).

Ms. Rehfeld replied that the deferred maintenance noney had
been diverted from other projects in order to address
i medi ate enmergency overcrowding in the correctional
facility; the funding would allow DOC to conplete the
proj ects that had been shorted funds.

Vice-chair Fairclough asked why the Kenai R ver parcel
purchase (item 57) had not been included in the FY 13
capi tal budget.

Ms. Rehfeld answered that there were a nunber of itens that
Department of Natural Resources (DNR) needed to conplete in
order to purchase the property and prepare the boat | aunch;
DNR felt that nore work could be done on the boat |aunch if
t he funds were all ocated sooner.

Ms. Rehfeld explained that several itens on page 8 had been
noved to the supplenental budget in order to allow projects
to go out to bid during the current spring. She highlighted
several capital itemns:

ltem 68

None - Runway 10-28 Rehabilitation - This project wll
rehabilitate, repave and repaint the settled area on
the main runway of the Nome Airport. Repair of the
settled area has become a high priority safety
concern. The project wll advertise for construction
bids in April 2012 with a schedule for conpletion by
fall of 2012.
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Federal Receipts $3,900.0

ltem 69

Unal aska - Runway Safety Area and Pavenent
Rehabilitation - This project will construct a runway
safety area, runway extension, airport lighting and
drai nage inprovenents, other mnor repairs, and
address poor pavenent conditions at the Unal aska
Airport. In order to utilize the upcom ng construction

season and not have to wait another 12 nonths,
aut hori zation is needed before July 1.

Federal Receipts $3,000.0

ltem 71

Anchorage Metropolitan Area Transportation Solutions
(AMATS) - denn Hghway Trail Rehabilitation - This
project wll resurface the existing denn H ghway

trail between Mil doon Road and North Birchwod Loop,
construct a wayside at mlepost (MP) 8.6, pave
exi sting parking area at the westbound weigh station

repl ace the existing pedestrian bridge over Ship Creek
(bridge #1402), construct mnor realignment of the
pat hway at the Ml doon |Interchange, and upgrade any
curb ranmps not neeting ADA guidelines. In order to
utilize the upcom ng construction season and not have
to wait another 12 nonths, authorization is needed
before July 1.

Federal Receipts $2,340.0

Ms. Rehfeld directed attention to page 9 that included
Departnent of Law (DCL) judgnents and settlenents. She

provided detail on the More settlenent that focused on
hel ping low performng districts to achieve success (item
79). The $18 mllion would be used over a five-year period

and a committee would be appointed (that would include
DEED) to design how the funds woul d be used.

Co- Chair Thonmas wondered whether funds for non-performng
schools could be renoved from the operating budget, given
the $18 mllion allocation in the suppl emental budget.

Ms. Rehfeld replied that the funds in the supplenental were

specific to a legal settlenment. She deferred the question
to DOL for follow up.
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3:25:10 PM

Representati ve W | son rel ayed t hat t hey [ Educati on
Subcomm ttee] were neeting wth the attorney general to
determne what the state could and could not do. She
wondered why the More settlenent funds had been allocated
all at once if they were to be spent over a five-year
peri od.

Ms. Rehfeld replied that the decision may have been part of
the settl enent negotiation.

Representative Wl son would follow up on the issue.

Ms. Rehfeld referred to page 9, item 80. She detailed that
the backup materials included a conplete |ist of judgnents
and clainms. Item 80 was the largest and related to the
optional retirement system for university professors and a
change in the Teachers' Retirenent System (TRS) enployer
contribution rate:

Judgnents and Settlenents - Actual judgnment and
settlenment costs received as of January 30, 2012

CGeneral Fund $20, 770. 8

Ms. Rehfeld discussed the supplenental request for disaster
relief; it was hard to predict the |level of funding needed
(item 87). The item factored in expectations based on fal
and wi nter stornms and potential spring flooding and ot her:

Suppl enmental Disaster Funding - Current disasters are
expected to exhaust the avail able general funds in the
Disaster Relief Fund. In addition to fall and wnter
storms, traditionally there are springs floods that
have been eligible for expenditures from the Disaster
Relief Fund. The inpact of this supplenmental request
is being considered for a FY2013 budget anendnent.

General Fund $3, 000.0

3:27:32 PM

Ms. Rehfeld pointed to ratifications on page 10. Itens 97
through 99 reflected precise dollar anounts; funds for fire
suppression activity (item97) were $36, 388.
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Representative Costello looked at a DNR itemrelated to the
gas pipeline project (page 9, item 85) that included zero
funding. She asked for an explanation on the item that
appeared to be a statute rel ated change.

Ms. Rehfeld explained that the item related to ongoing
Al aska Gasline Inducenent Act (AGQ A efforts under DNR and
extended the |apse date on a previous appropriation. She
woul d follow up with the estimted anount.

Representati ve Neunan wondered whether the item 85 was a
reappropriation of a prior supplenental. MVs. Rehfel d
responded that sone of the AGA appropriations were
classified as a "nmulti-year operating”; the admnistration
followed up to provide an estinmate of available funds that
would allow itens to continue into the next fiscal year.
She woul d follow up with nore detail.

Vi ce-chair Fairclough commended DOL for resolving nultiple
| egal cases that had been ongoi ng.

#
ADJ OURNVENT

3:31:46 PM

The neeting was adjourned at 3:31 PM
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