HOUSE FI NANCE COW TTEE
January 31, 2014

1:31 p.m
1:31:59 PM
CALL TO ORDER
Co-Chair Austerman called the House Finance Conmittee
nmeeting to order at 1:31 p. m
VEMBERS PRESENT
Representati ve Al an Austernan, Co-Chair
Representative Bill Stoltze, Co-Chair
Represent ati ve Mark Neuman, Vice-Chair
Representative Ma Costello
Representati ve Bryce Edgnon
Representative Les Gara
Representative David Guttenberg
Representati ve Lindsey Hol nes
Representati ve Cat hy Minoz
Representative Steve Thonpson
Representative Tanme W/ son
VEVMBERS ABSENT
None
ALSO PRESENT
Angel a Rodell, Comm ssioner, Departnment of Revenue; Jerry
Burnett, Director, Dyvision of Admnistrative Services,
Depart ment of Revenue; Joe Bal ash, Commi ssioner, Departnent
of Natural Resources; Jeanmarie Davis, Director, Division
of Support Services, Departnent of Natural Resources.
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HB 266 was HEARD and HELD in committee for
further consideration.

HB 267 APPROP: MENTAL HEALTH BUDGET

HB 267 was HEARD and HELD in commttee for
further consideration.

#hb266
#hb267
HOUSE BI LL NO. 266

"An Act meking appropriations for the operating and
| oan program expenses of state governnment and for
certain prograns, capitalizing funds, and naki ng
reappropriations; meking appropriations under art. |X
sec. 17(c), Constitution of the State of Al aska, from
the constitutional budget reserve fund."

HOUSE BI LL NO. 267

"An Act making appropriations for the operating and
capi tal expenses of t he state's i nt egrated
conprehensi ve nental health program”

1:32: 24 PM

AFY 15 GOVERNOR S BUDGET OVERVI EW DEPARTMENT OF REVENUE

1: 32: 24 PM

ANGELA  RODELL, COW SSI ONER, DEPARTMENT OF REVENUE
presented the PowerPoint presentation: "State of Al aska
Depart ment of Revenue Budget Overview' (copy on file) She
began with slide 2: "Al aska Departnment of Revenue":

The mssion of the Departnment of Revenue is to
collect, distribute and invest funds for public
pur poses.

The Departnent has four major prograns:

e Tax Division
Enforces the tax laws of the state; collects
and accounts for tax revenues

e Treasury Division
Manages and invests state funds
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» Permanent Fund Dividend Division
Adm nisters the PFD program and distributes
the annual dividend paynent to eligible
Al askans

e Child Support Services Division
Collects and distributes child support to
custodi al parents

Comm ssi oner Rodell presented slide 3: "Results in 2013":

Depart ment of Revenue as a Wol e
e The Departnent's website was updated to provide

easy links to current fund balances and fund
per f or mance
e Al Depar t ment of Revenue regulations were

revi ewed and updated as necessary

Treasury Division

* Alaska received its third AAA bond rating from
Fitch in FY 13 nmaking it one of the few states
with top rating fromall three rating agencies

* The FY 13 returns for 37 out of 39 funds managed
by Treasury exceeded the benchmark returns.

 PERS and TRS funds returned 12.50 percent and
12. 59 percent.

1: 36: 46 PM

Conmmi ssi oner Rodell reviewed slide 4: "Results in 2013":

Per manent Fund Di vidend Division (PFD)

e The cost of reviewing a PFD application and
payi ng the dividend declined each year from 2011
TO 2013.

e O the 139,254 eligibility cases that were
created, 97 percent of them were contacted by the
time dividend anmpunt was announced in Septenber.
That is 7 percent better than the 90 percent
contact rate in 2012, and 12 percent above our
per f ormance nmeasure goal of 85 percent.

e The division had the |owest nunber of unreviewed
cases ever recorded by the division at the point
of the dividend announcenent. Only 3,937 cases
remai ned under reviewed at that point in tine.
Down from 16,410 in 2012. The net effect was that
of the 670,000 applicants in 2013, only one half
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of one percent has not been reached regarding
their application.

The division also overhauled our technician
training program in 2013, hiring a new trainer
and | ead, who subsequently shaved an entire nonth
off of our previously 3-nonth 1long training
program This means technicians are working cases
and fielding questions from the public faster
t han ever.

1: 38: 06 PM

Commi ssioner Rodell directed attention to slide 5: "Results
in 2013, Child Support Services Division"

The federally required self-assessnment review
showed t hat CSSD exceeded al | f eder al
requirenents for the child support program

CSSD increased its teenage outreach program
maki ng 70 presentations in 48 schools throughout
t he state.

1:39:10 PM

Commi ssi oner Rodell explained slide 6: "Results in 2013":

Tax Divi sion

Began i npl enent ati on of our Tax Revenue
Managenent System (TRMS), for whi ch t he
| egislature appropriated $34.7 mllion in the
2011 session.

o Phase 1 of the project is in its final
stages, and wll be rolled out for al
corporate incone tax filers, and nmany excise
tax filers;

o Phase 2 will be starting within the next few
weeks (includes oil and gas production tax,
property tax, and econom c research).

Successfully drafted and finalized a |arge
regul ations package wthin 6-7 nonths of the
passage of SB 21 (MAP), so they were in effect
when nost of the bill’s provisions went into
ef f ect (January 1, 2014) . | nt er est rate
cal cul ation regulations have been filed with the
Lt. CGov. as of |ast week.
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* 98.5 percent of known taxpayers filed tax returns
and made their paynments tinely

1:40: 57 PM

Conmmi ssioner Rodell referenced slide 7: "Authorities and
Cor por ati ons":

* Al aska Housi ng Fi nance Cor poration
To provide Alaskans access to safe, quality
and af fordabl e housi ng.

« Al aska Permanent Fund Corporation
To maxim ze the value of the Permanent Fund
within return objectives.

e Alaska Mental Health Trust Authority
To adm nister the Al aska Mental Health Trust
as a perpetual trust and to ensure a
conprehensive and integrated nental health
program to i mprove t he lives of
benefi ci ari es.

» Al aska Municipal Bond Bank Authority
To provide nunicipalities wth financing
options for capital projects.

Conmi ssioner Rodell presented slide 8: "Look Back at
Departnent Activities." She reported a 58 percent increase
in revenues collected by the Tax D vision, and a 147
percent increase in returns collected by the Treasury
Di vision over the |last eight years. She also acknow edged a
7 percent clinmb in the nunber of Permanent Fund D vidends
paid to Alaskans from FY 05 to FY 14. She cited an
escalation in the nunber of child support cases of 4
percent as well as a 15 percent rise in the dollar anount
distributed to custodial parents fromFY 05 to FY 13.

1: 42: 43 PM
Conmmi ssioner Rodell reviewed slide 9: "Gowh in State
Funds 2005 - 2014 CBRF and GeFonsi." She stated that the

chart reflected trenendous growh in reserve funds in the
state savi ngs account over the |last eight years.

1:43:19 PM

Conmi ssioner Rodell explained slide 10: "Departnment of
Revenue Share of Total Agency Operations.” She noted that
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agency operations costs stayed within a range of .80 to 1.0
percent of the total state budget for unrestricted general
funds only. The departnent's budget had renmained relatively
stabl e over the | ast few years.

Comm ssioner Rodell discussed slide 11: "Departnent of
Revenue Percent of Total Departnent's Budget by Fund
Group.” She indicated that the main change in the percent

of the departnent's budget by fund group was due to an
increase in federal receipts designated for the Child
Support Services Division. She also noted increases in the
"other state funds" category as well as increased revenues
in the Permanent Fund and pension funds.

Comm ssioner Rodell referenced slide 12: "Departnment of
Revenue FY 2015 Covernor's Budget by Fund Source." She
outlined the departnent's budget by fund source using the
pie chart as a visual reference.

1:44: 41 PM

Conmi ssioner Rodell presented slide 13: "Departnment of
Revenue FY 15 CGovernor's Budget by Program"™ She defined
the budget allocations by program as shown in the pie
chart. The Alaska Permanent Fund program was easily
identified as the nmajor contributor to state revenues.

1: 45: 39 PM

JERRY  BURNETT, DI RECTOR, DVISION OF ADM NI STRATI VE
SERVI CES, DEPARTMENT OF REVENUE, continued with slide 14:
"Key FY 15 Budget Changes."” He commented that he worked
with the comm ssioner to determ ne potential reductions for
external services going forward, strategically evaluating
each divi sion. The largest reduction within the Treasury
Division was non-pension, trust-related admnistrative
costs for the state's retirement board. He explained that
the associated services were no longer in demand relative
to previous years. Aside from small decreases within each
division, four full-time positions, one part-time position,
and one tenporary position were elimnated either wthin
the Tax Division or the Permanent Fund D vidend Division.
Rat es charged for health benefits were slightly | owered and
wor ki ng reserve was sonmewhat dimnished. He cited a total
of approximately $1 mllion in cutbacks. The departnent had
one increment of $23.8 mllion in managenent fees because
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of the balance of the growing Permanent Fund and the
conpl exity of nmanagi ng Per manent Fund assets.

1:48: 29 PM

M. Burnett discussed slide 15: "FY 15 Capital ":

* PFD Division Conputer Replacenent 130.0 PFD Fund

e Child Support Conputer Replacenent 158.5 Fed/81.6
G-

» Al aska Housing Finance Corp Multiple Projects
76,800.0 G-/ 850.0 Ot her/12,200.0 Fed

o $29 mllion Watherization

o $17.5 mllion Home Energy Rebate

o $8 million Honel ess Assistance Program

o $7 nmillion Supplenmental Housing Devel opnent
Program

o $6 nmllion Teacher, Health, Public Safety

and VPSO Housi ng Loans
o $4.5 mllion Seni or Citizen Housi ng
Devel opnent

M. Burnett elaborated that the Child Support Services and
Per manent Fund Dividend Divisions had submtted an appeal
for conputer replacenent funds. The departnment has each
di vision on a conputer replacenent cycle. Historically, the
departnment has submtted a capital request every year since
2004 to satisfy its replacenent efforts. The balance of
capital requests for the departnment canme from the Al aska
Housi ng Fi nance Corporation for nultiple projects.

1:49: 48 PM

M. Burnett discussed slides 16 and 17: "Departnent of
Revenue Ten Year Expenditure Projection":

e The mssion of the Departnent of Revenue is to
collect, distribute and invest funds for public
pur poses. The departnment achieves its mssion through
the efforts of four <core agencies, two corporate
agenci es, and four boards and authorities.

* The followi ng document provides an estimate of the
department’s budget changes over the next ten years.
Projecting budgets ten years into the future for the
various prograns and funding sources of the Departnent
of Revenue is a challenge. Changes to the departnent’s
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prograns are not anticipated but are sonetines
affected by legislative action. As a result, the
assunptions and nunbers that make up the plan wll
continue to change as new information becones
avai | abl e.

Basel i ne Scenari o Assunptions for DOR

e The departnent’s operations costs were increased by
using a 2.5 percent annual inflation factor. The
inflation calculation does not i nclude personal
services or investnent nanagenent fees.

» External custody and investnment managenent fees were
cal cul at ed usi ng anti ci pat ed rates appl i ed to
estimated future market val ues.

Basel i ne Scenari o Assunptions for AHFC

e Al aska Housing Finance Corporation's (AHFC) operations
costs were increased by wusing 2.5 percent annual
inflation factor. The inflation calculation does not
i nclude personal services or investnment nmanagenent

f ees.
 The Capital budget assunes that the Corporation’s
earnings will resume to pre-recession |evels.

e The Watherization program assunes the State wll
contribute $100 nmillion annually to maintain the
current program

Basel i ne Scenari o Assunptions for APFC

e The Al aska Permanent Fund (APF) value was grown using
medi an mar ket expectati ons.

« External investnent nanager fees were cal cul ated using
anticipated rates applied to the projected value of
t he assets under nanagenent.

» Al aska Permanent Fund Corporation's (APFC) operations
costs were grown by 2.5 percent (inflation). The
inflation calculation does not i nclude personal
services or investnment managenent fees.

M. Burnett stated that the remaining slides addressed the
Department of Revenue's ten-year expenditure plan. The
plan used a 2.5 percent annual inflation rate and
cal cul ated external custody and managenent fees based on
anticipated rates applied to estimated future nmarket
val ues. The ten-year plan was not based on an antici pated
nunber of PFD applications and did not include future
contractual salary increases in any of the departnents.
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M. Burnett also indicated that the plan incorporated
mar ket expectations for APFC, resumed calculating the
corporation's earnings at pre-recession |evels, and
continued to contribute annually to the weatherization
program

1: 51: 11 PM

M. Burnett discussed slide 18 "Ten Year Projection
G aphs."” He reported a shallow rise in future projections.
He turned to slide 19: "Ten Year Projection Gaphs." He
expl ained that over the last ten years the annual budget
growh in general funds only reflected a 3.2 percent
i ncline.

M. Burnet |ooked at slide 20: "Ten Year Projection
G aphs. ™ He speci fied t hat t he ref erenced gr aph
denonstrated a 7.4 percent escalation in the annual budget
for all funds in the sane ten year period.

Conmi ssi oner Rodell concluded with slide 21: "Wap-up":

 The Tax Division is actively engaged in inproving its
i nformation system to i nsure ef ficient t ax
adm nistration, to nore effectively serve taxpayer and
provide tinely access to information necessary for
assisting with tax policy decisions contenplated by
the | egislature.

e The Departnent of Revenue is the state’'s |argest
investnment manager. We pride ourselves in prudent
i nvestnment practices for a variety of prograns and
needs while achieving and nmaintaining the highest
credit rating and thus the | owest cost of borrow ng.

* Custoner service sections in the PFD and Child Support
Services Divisions have continuously inproved their
business practices in order to provide increased
service |levels without increasing staff.

e Qur corporations receive national recognition for
their exenpl ary program managenent and fiscal
sol vency.

Co-Chair Austerman asked about slide 4, regarding the

Per manent Fund Dividend Division's performance neasures of
85 percent and the need to adjust it.
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Comm ssioner Rodell affirmed that the benchmark neasurenent
shoul d be reeval uated and adj usted dependi ng on fi ndi ngs.

1:54: 42 PM

Co-Chair Austerman asked about slide 6. He wanted nore
i nformation regardi ng known and unknown tax payers.

Comm ssioner Rodell responded that the division did not
have a way to evaluate conpliance unless a business had
previously filed with the state. The state only has an
opportunity to investigate for fraud when violators are
caught or reported. The division works in conjunction wth
the Depart nent of Conmer ce, Community and Econom c
Devel opnent on conpliance issues.

1: 56: 52 PM

Representative Thonpson asked about the potential for
future savings in personnel costs.

Comm ssi oner Rodell responded that it was too soon to nake
a determnation on staffing levels. She indicated that the
state would be able to evaluate whether or not it uses its
auditors to maximze tax revenues and to ensure tax payer
conpliance. The nmjority of the state's tax division
resources were appropriated for nmanaging oil and gas
production tax, the lion's share of the state's revenue.

1: 58: 38 PM

Representative Thonpson asked about oil taxes and the
audi ting process. He inquired what the costs would be if SB
21 was repealed and the state rolled back to Al aska's O ear
and Equitabl e Share (ACES).

Comm ssioner Rodell replied that FY 07 enconpassed two
different tax structures, the Petroleum Profits Tax (PPT)
and ACES. She inforned the conmttee that the tax year
woul d be finalized on March 31, 2014. She also reported the
audits for FY 08 and FY 09 were currently being conducted.
If the referendum to repeal SB 21 passed, the state would
again encounter a split tax year. She confirnmed that the
tax revenue managenent system was programed for the tax
structure associated with SB 21-Mre Al aska Production Act
(MAPA). She did not have a cost estimate reflecting the
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effects of a repeal of SB 21 but offered to conduct further
research to provide the information

Co-Chair Austerman asked if the FY 06 audit was the nost
recently conpleted tax audit. Conm ssioner Rodell responded
inthe affirmative.

Co- Chair Austerman asked if the delays in conpleting audits
wer e nor mal .

Comm ssioner Rodell answered that filings were made by
March of the subsequent year. Al so, participating oil and
gas conpanies submitted nonthly tax filings and nmade
monthly tax paynents. The associated filings were then
reviewed by state auditors to confirmthat the right anount
of taxes was being paid. Wile the audits were in progress,
the division kept the conm ssioner abreast of their status.
She expressed her confidence in the accuracy of revenues
being collected and that federal filings were being used as
benchmarks to neasure their correctness.

Co-Chair Austerman asked whether the delays were normal or
if the state is behind in its audits because of a staffing
deficiency within the departnent.

Comm ssi oner Rodell responded that a request for an updated
revenue managemnent system and correspondi ng staff
requi renents began with the passage of ACES. In the case of
the revenue nmanagenent system the funding did not becone
avai l able until FY 11. Since acquiring funds, the division
was working in an effort to get the system up and running
and to conplete the backl og of audits.

2: 05: 08 PM

Co-Chair Austerman asked the conm ssioner to anticipate the
lead tinme for the conpletion of an audit. Conm ssioner
Rodel |l replied that the departnent hoped to cover two years
in one audit.

Vice-Chair Neuman asked if the 12.5 percent Public
Enpl oyees Retirenent System (PERS) and Teachers' Retirenent
System (TRS) fund returns on slide 3, were based on an
average. Comm ssioner Rodell indicated the figures were
actual percentages for FY 13.

House Fi nance Committee 11 01/31/14 1:31 P. M



Vi ce-Chair Neunan asked the conmi ssioner for a ten-year
average on the amunt of fund returns from |ong-term
i nvestnents.

Comm ssi oner Rodell responded that the departnent did sone
hi storical evaluations and found that the average return
was 7.78 percent over the life of the funds or 28 years;
t he average excluded FY 13 nunbers.

2:08: 12 PM

Vi ce-Chair Neunman expressed concern that the retirenent
systens relied on an 8 percent return.

Comm ssioner Rodell replied that the state actuary assuned
8 percent, a 6 percent return with a 2 percent inflation
factor built in. The departnment set an asset allocation
based on targeting an 8 percent return. Assunptions were
adjusted going forward and in FY 13 the state beat its
target. She reported that in FY 09 there was a 20 percent
| oss. The state invested in such a way to allow assets to
make the benefit paynents. She stated that she took all of
the different funds seriously. She wanted to stay wthin
statutory nmandates and increase revenues to the state.

Vice-Chair Neunan conmented on greater risk producing
greater returns.

2:11:14 PM

Representative Gara expressed his concerns about the ACES
audits. He indicated that the first audit had not occurred
yet. He stated that ConocoPhillips earned approxi mtely $2
billion in profits in Al aska. He suggested that $40 billion
to $50 billion dollars of profits under ACES were not yet
audited. He wondered if the departnent had the staff to
fully audit all of the tax returns related to ACES.

2:13: 37 PM

Comm ssi oner  Rodel | replied that the legislature was
hel pful in providing the necessary positions to get the job
done. In 2013, two positions were added: a master auditor
in oil and gas, and an oil and gas production auditor. I n
reference to the final audit for FY 08 the auditors were
presently collecting data on the oil and gas conpanies.
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Al t hough the conpani es were making paynents and conpleting
their federal tax filings, they had to submt anended
returns because of changes in regulations related to ACES.
She stated that the departnent was confident in the
accuracy of the amunt of taxes paid and tax credits
applied. She expressed confidence that revenue staff were
diligently working to finish the audits and to get the tax
revenue nmanagenent system in place. She assured the
commttee that she and her staff were commtted to ensuring
the state gets every dollar it is entitled to.

2:17:31 PM

Representative Gara requested reassurance that the proper
accounting activities were in place in order to acquire all
taxes owed to the state. He enphasized the inportance of
audi ts.

Comm ssi oner Rodell discussed how the work of 18 oil and
gas production tax auditors was distributed. The group was
divided in half wth half of one group focused on
deductions and credits while the other half concentrated on
tax collection. She reported that the regulations
associated with SB 21 were conpleted on tinme for the start
of the tax year begi nning on January 1, 2014.

2:19: 22 PM

Representative Quttenberg asked the difference between
nonthly and year-end audits and whether or not it helped to
conduct nonthly audits.

Conmi ssioner Rodell replied that there were no significant
di fferences between nonthly and year-end audits and that by
conducting nonthly audits the year-end audits were nuch
easi er.

Representative CQuttenberg asked for verification that the
master auditors were on task doing what they were hired to
do.

Comm ssioner Rodell confirnmed that the auditors were
conpleting their assigned duties. They were al so assisting
programmers with the inplenentation of the tax revenue
managenent system by making sure the system accurately
reflects both regulation and stat ute.
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2:20:27 PM

Representative Quttenberg asked about slide 14. He wondered
if cuts to non-personnel external expenditures would show
up in small increnents in other places in the departnent's
budget where the departnent assunmed the responsibilities.

M. Burnett replied in the negative.

Representati ve Qut t enberg asked about conput er
repl acenents. M. Burnett responded that the two divisions
were on a four-year equipnent cycle. He enphasized the
i nportance of having up-to-date tools to provide the public
wi th optimal feedback

2:22: 19 PM

AFY 15 GOVERNOR' S BUDGET OVERVI EW  DEPARTMENT OF NATURAL
RESOURCES

JOE BALASH, COWMM SSI ONER DESI GNEE, DEPARTMENT OF NATURAL
RESOURCES (DNR), delivered the PowerPoint presentation:
"State of Al aska Departnent of Natural Resources" (copy on
file).

Comm ssi oner Balash discussed slide 4: "State of Al aska
Department of Natural Resources.” He stated that there had
been sonme changes to the agency's organi zational charts,

nostly name changes, including M. Balash, listed as
conm ssi oner, and Bob Swenson, listed as deputy
conm ssi oner. He indicated that the chart also included

the different divisions that nake up the agency and the
maj or conponents  of the operating budget for t he
departnent. He reported that what was not included on the
chart were various boards that function within or alongside
some of the divisions.

Conmmi ssioner Balash turned to slide 5: "State of Al aska
Departnent of Natural Resources.” He reviewed the DNR core
servi ces:

1. Foster responsible comercial devel opnment and use
of state land and natural resources, consistent
with the public interest, for long-termwealth and
enpl oynment

2. Provide access to state lands for public and
private use, settlenent, and recreation
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3. Ensure sufficient data acquisition and assessnent
of land and resources to foster responsible
resource devel opnent

4. Mtigate threat to the public from natural

hazar ds by provi di ng conpr ehensi ve fire
protection services on state, private, and
muni ci pal | ands, and t hr ough i dentifying

significant geol ogi cal hazards

2:26:26 PM

Conmi ssioner Balash directed attention to slide 6: "State
of Al aska Departnment of Natural Resources."” He asserted
that DNR managed the State of Alaska’s |ands including 100
mllion acres of wuplands, 60 mllion acres of tidelands,

shore | ands, and subnerged |ands, and 40 thousand mles of
coastline. He enphasized the astounding responsibility DNR
had.

Comm ssioner Balash referred to slide 7: "State of Al aska
DNR has 7 Divisions.” He noted the D vision of Agriculture
and the Division Forestry.

2:28: 06 PM

Comm ssi oner Bal ash revealed slide 8: "State of Al aska DNR
has 7 Divisions.” He focused on two divisions wthin DNR
First, he referenced the Dvision of Geol ogical and
CGeophysi cal Surveys acknow edging Steve Masterman, the
acting director of the division. He reported there was
currently a search for the next state geologist to replace
M. Swenson. The departnment was going to be |ooking for
someone with a mneral background rather than an enphasis
on energy. He then directed his attention to the Division
of Mning, Land, and Water specifying Brent Goodrum the
di vision director. He noted the division was focused on
addressing backlog as well as staying current with its
revi ew of new aut horization applications.

Conmi ssi oner Bal ash advanced to slide 9: "State of Al aska
DNR has 7 Divisions.”" He highlighted the Division of Gl
and Gas and the Division of Parks and CQutdoor Recreation.
He shared that the state had one of the |argest state parks
in the country and one of the smallest state budgets. He
stressed the excellent performance of the director. He al so
explained the role that the Ofice of Hstory and
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Archaeol ogy played in the permtting system specifically
eval uating Section 106 conpliance.

2:30:57 PM

Comm ssi oner Bal ash noved on to slide 10: "State of Al aska
DNR has 7 Divisions." He briefly discussed the D vision of
Support Services, the seventh division within DNR  He then
drew attention to slide 11: "State of Al aska DNR Ofices."
He noted the Ofice of the Comm ssioner and the State
Pipeline Coordinator's Ofice (SPCO. He highlighted the
functions of the SPCO including landlord, rent collector,
and regul ator.

2:32:33 PM

Comm ssi oner Bal ash advanced to slide 12: "State of Al aska
DNR O fices." He reported that the Ofice of Project
Managenment and Permtting operated on a Menorandum of
Under st andi ng (MOU) basis where applicants financed sone of
the services provided. He also outlined the work of the
Al aska Mental Health Trust Land Ofice. He infornmed the
conmmittee that the Alaska Mental Health Trust Authority
funded its prograns through the developnent of its |and
assets within the state. The comm ssioner relayed that DNR
had an agreenent with the trust to establish and run the
| and of fi ce.

Comm ssioner Balash reviewed slide 13: "Key Performance
Measures." The slide included a graph showi ng the dollar
value of MM agreenents for [|arge developnent projects
permtting coordination. He stated that DNR needed
addi tional personnel in order to stay ahead of the incom ng
wor k| oad.

Comm ssioner Balash referred to Slide 14: "Key Performance
Measures." The slide included a graph of key perfornmance
nmeasures for the Division of Mning, Land and Water. He
di scussed that the division was fully staffed and had been
able to decrease the permt backlog. He credited the
director for the progress that has been made wthin the
division to reduce the bottl eneck.

2:36: 31 PM

Comm ssi oner Bal ash pointed to slide 15 that included a key
per formance neasurenent chart for the percent of oil, gas,
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and geothermal |eases awarded within nine nonths of sale
The departnment undertook an evaluation of the |ease
process. He was happy to report that in recent nonths al

| eases were issued within seven weeks of sale. He detailed
that the division would apply the seven-week target to the
Cook Inlet sale before making a permanent change to the
standard. Slide 16 included a chart that showed a tracking
of the square mles of published mneral s-related airborne
geophysi cal data. The data reflected an increase in mneral
claims and exploration. Comm ssioner Balash comented on
the <contribution that he felt mning nade to snal
comunities.

Comm ssi oner Bal ash noved on to slide 17 that contained a
graph showi ng park fee revenues. He discussed service fees
paid by users. The chart indicated an uptick in park-fee
revenue in FY 13. He noted that a bal ance existed between
increasing fees and providing Al askans wth access to
sonet hi ng they owned.

2:40: 50 PM

JEANMARI E DAVIS, DIRECTOR, DIVISION OF SUPPORT SERVI CES,
DEPARTMENT OF NATURAL RESOURCES, noved to slide 19. She
stated that DNR enpl oyed approximately 1,100 Al askans. She
continued with slide 20: "DNR FY 2015 Budget." She noted
that in FY 06 DNR s general funds (GF) budget growth rate
was 2.63 percent. In FY 15 DNR s GF budget growh rate was
estimated at 2 percent, a slight decrease fromthe overall.
The statew de annual growh rate in the l|ast eight years
for all agencies was 7.2 percent in conparison to DNRs 2.6
percent. She pointed out a few changes in DNR s budget
including an uptick between the FY 08 and FY 09 nmanagenent
plan attributed to increnments given in recognition for the
wor kl oad undertaken in the Ol and Gas Division and to
i ncreased avi ation contracts for firefighting. She
acknowl edged a budget incline between FY 11 through FY 14
attributed primarily to the Division of Mning, Land and

Water. Money was budgeted to fill vacant positions as well
as to create and fill new positions to help with the
permtting backl og. Addi tional funding was added to
support navi gability wor K, ongoi ng [itigation, t he

Department of Law, stewardship, and the state horticulture
program

2:43:35 PM
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Ms. Davis directed attention to slide 21: "DNR FY 15
Budget." She reviewed the chart which showed the percentage
of the departnent's budget by fund group. The percent ages
across the years renmained fairly consistent. Feder a
receipts made up about 13 percent of the budget and
remai ned the sanme from FY 06 to FY 15. An increase was
seen in other state funds, the statutory designated program
receipts, and in funds that support the Pipeline
Coordinator's Ofice and the Mental Health Trust Authority
Land O fi ce.

Ms. Davis reviewed slide 22: "DNR FY 15 Budget." She
explained that the chart depicted a conparison of the
continued budget growh of 2.6 percent annually to the
department's ten-year fiscal plan G- only. Al of the
divisions contributed to the ten-year plan by evaluating
wor kl oads and trends.

Ms. Davis noted that slide 23 was the sanme conparison
represented on slide 22 based on all funds.

2:45:11 PM

Ms. Davis referenced slide 24: "DNR FY2013/FY2015 Budget."
She asserted that because natural hazard threats are
unpr edi ct abl e from vyear-to-year budget s can differ
dramatically. She drew attention to the different
percentages of costs for mtigating natural hazard threats
in FY 13 versus those in FY 15. The state had a much
heavier fire season in FY 13 than in FY 15 throwing off the
conpari son

Ms. Davis presented slide 25: "DNR FY2013/FY2015 Budgets."
She pointed out that the fire activity conmponent was
removed in the conparison by fund type to get a nore
accurate contrast between the two years for the remaining
fund categori es.

Ms. Davis summarized slide 26: "DNR FY2015 Budget." She
detailed a snapshot of the departnent's FY 15 budget
request broken out by division or office. The | argest
portion of funds was allocated to the Division of Forestry
at 27.6 percent of which 23.7 percent was designated for
fire suppression.

2:47:22 PM
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Ms. Davis turned to slide 27: "DNR FY2015 Budget." She
expl ai ned that the governor used the FY 14 managenent plan
as a starting place in calculating the FY 15 adjusted base.
Legi slative Finance then identified one time appropriations
made in FY 14 and renoved those from the FY 15 adjusted
base in order to nake appropriate conparisons. The net
reduction to the FY 15 budget was approximtely $3 mllion.
Key changes were statew de contractual salary increases,
health insurance and working reserve rate reductions,
multiple one-tine item reversals, and the transfer of one
position from the Departnent of Transportation and Public
Facilities into DNR s budget. The bottom line was a net
zero to the state.

2:49: 09 PM

Ms. Davis advanced to slide 28: "DNR FY2015 Budget." She
reported that changes fromFY 14 to FY 15 were noted in the
slide and totaled approximately $1.6 million in reductions.
She referenced two key reductions, the Gas Pipeline Project
Ofice and the deletion of long-term vacant positions.
Addi tional key changes included the restoration of itens
that were appropriated as one-tine itens in FY 14,
subsequent |y backed out of the budget, and then appeared as
new requests for FY 15. O her key GF increases requested
in FY 15 included funding for existing and vacant positions
for field operations, park staff, and staff for the South
Denal i inpl enent ati on. The second request was for funds
for the geological materials center, scheduled to be
occupied in Septenber 2014. The third item was for another
position to support the oil and gas workl oad. The remai nder
of the changes was related to other funding sources and
techni cal reductions.

2:51: 05 PM

Ms. Davis directed attention to slide 29: "DNR FY 2015
Budget." She enphasized that DNR generated an average of
$2.6 billion in revenue annually (e.g. unrestricted general
fund, permanent fund, constitutional budget reserve fund,
and a mx of other revenue funds) in conparison to DNR s
average annual wunrestricted general fund budget of $71.6
mllion. The annual average was based on averages taken
fromFY 06 through FY 13.
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Co-Chair Austerman asked what the turnaround tinme was for
processing a permt and what the processing tinme would be
for the 1,237 permts referred to on slide 14. He recalled
that at one point the departnment had estimated a five-year
del ay.

2:53:18 PM

Comm ssioner Balash replied that there were a nunber of
factors which affect processing time including the nunber
of incom ng applications. He indicated that the departnment
was working on the backlog while sinultaneously addressing
new applications. The type of application drives the cycle
time. The data graph reflected all of the different types
of authorizations that get reviewed. He reported that the
previ ous year the departnent received over 750 applications
for permts to mne in Alaska. He stated that in order to
determ ne a specific processing time a particular category
of authorization wuld need to be identified (e.g

easenents, | eases, t enporary wat er | eases, wat er
reservations, and water rights applications).

Co-Chair Austerman stated that in 2011, DNR quoted five
years to process a tideland permt application to install
and connect a dock to |and. He asked what DNR s current
guote would be for the sane type of permt.

Comm ssioner Balash replied that he would provide the
information to the co-chair

2:55:55 PM

Representative Wl son asked about the anpunt of nobney spent
on fire suppression referred to on slide 25.

Ms. Davis responded that in FY 13 the cost of fire activity
was $46 million of which $22 nillion was from general
f unds.

Representative WIson spoke to the preval ence of poor air
quality in her region and the need for firewood for hone
heati ng. She wondered about a forest nanagenent plan that
woul d reduce forest fires and at the sanme tine provide
i ncreased tinber as a fuel source.

2:57: 13 PM
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Comm ssioner Balash replied that safety progranms could be
used to thin forested areas. However, the authorizations to
cut wood were limted by road access and many of the fires
that eat up considerable resources occurred far away from
infrastructure. He suggested that fire suppression expenses
directly correlated wth the proximty of fires to
popul at ed ar eas.

Representative WIson surmsed that fires were not
suppressed until a conmmunity's safety was threatened. She
suggested that the state consider selling any wood that
gets cleared for fire safety as a neans for generating
addi ti onal revenues.

3: 00: 08 PM

Comm ssi oner Bal ash explained that the ownership of |and
played a part in the nmanagenent process. The state has a
say in what happens to its own |ands but does not in the
case of federally-owned or privately-owned |and. Moreover
fire is unpredictable in nature, nmaking nmanaging a tree-
t hi nni ng safety program even nore chall engi ng.

Representative WIson remarked about opening up an area to
bring dry wood into conmunities.

Representati ve Gar a asked about t he prior year's
presentations and whether or not they reflected the costs
associated with canceling the state's contract with the
Al aska Gas | nducenent Act (AG A). He asked if there was an
anount allocated to pay TransCanada for trebl e danages.

3:02: 38 PM

Comm ssioner Balash stated that the AG A license renained
in effect. The parties have pre-agreed to withdraw nmutually

from the |icense depending on certain outconmes of the
session and whether or not the project is determned
economcally viable. Since inception of the Ilicense in

Decenber 2008 the licensee and its partners have spent $430
mllion of which the state has reinbursed approximtely
$300 mllion. The treble danmages clause was potentially
payable to the licensee if the state were to breach the
contract. Since the state has honored the agreenent thus
far, there is no need for an appropriation.
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Representative Gara asked Conmm ssioner Balash to clarify
the meaning of "certain things happening this session.” He
also asked if any provisions existed in the proposed
agreenents or the related bill regarding potenti al
[itigation.

3:04:51 PM

Comm ssi oner Bal ash replied that the departnent had a MU
to nmutually agree to withdraw from the |icense if enabling
| egislation passed. The transition out of AGA into the
heads of agreenment franework would be activated if the
| egislation passed, leaving the |license behind wthout
further obligation.

Co-Chair Austerman expressed his concerns regarding
potential litigation if the enabling legislation did not
pass.

Representative Gara asked if there was an agreenment wth
TransCanada to use |anguage that allows them to wal k away
fromthe AG A |icense.

Comm ssioner Balash offered to explain the MOU in detail
off-line and to explain the details of the agreenent. He
stated he was uncl ear about Representative Gara’'s question.

Representative Gara asked iif the state wuld be in
violation if it did not accept certain provisions of the
MOU wi t h TransCanada.

3:07:51 PM

Comm ssi oner Bal ash nentioned one provision in the MM that
woul d be hel pful in addressing Representative Gara's
question but deferred to Co-Chair Austerman before reading
it.

Co-Chair Austerman allowed for a single provision to be
read fromthe MU

Comm ssi oner Bal ash read article 2.1 part D He expl ai ned
in layman's terns that the parties would agree on a set of
ternms later in the current year if the enabling |egislation
passed. The parties mght or mght not have an agreenent if
the |l egislature changed the |egislation.
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Representative Gara wanted to know specifically what
provi sions would have to stay intact in order to maintain
an agreenent wth TransCanada iif enabling |[|egislation
passed.

Co-Chair Austerman surmsed that the state would not know
if it had an agreenent until it knew whether or not the
correlating |egislation passed. If not, the state would
have to start over wth | egislation.

3:09:41 PM

Representati ve Thonpson reported t hat t he f eder al
government was in the process of publishing new federal
maps of Alaska and that RS2477 trails wuld not be
i ncluded. He asked the comm ssioner if the State of Al aska
was planning on publishing new maps and, if so, would they
contain the RS2477 trails.

Comm ssioner Balash replied that the state was in the
process of publishing some of the revised maps wth
overlays that reflect the RS2477 trails as well as 17B
easenment s. The easenents provided for crossing through
Al aska Native Clains Settlenment Act lands in order to reach
public | ands.

Representative Thonpson asked if there was an inplied
message from the federal governnent that it was resisting
public use of the RS2477 trails by not including them on
its maps.

Comm ssioner Balash replied that he would get back to
Representati ve Thonpson with an answer as soon as possi bl e.

3:11: 41 PM

Representati ve Edgnon asked if there were any plans to add
tribes, persons, or non-government organizations to the
list of applicants eligible to apply for water rights
reservations outlined in HB 77.

Comm ssi oner Bal ash replied that HB 77 was presently in the
Senate Rules Commttee. The Departnent of Natural Resources
held hearings during the interim to gather public input

The topic of in-stream flow reservations was one of
community concern. The departnment was attenpting to match

House Fi nance Conmmittee 23 01/31/14 1:31 P. M



up its objectives wth feedback it received at the
heari ngs.

Comm ssioner Balash conmunicated that the departnment's
chief concern was that while persons have been able to
apply for in-stream flow reservations for nore than 30
years, it has only been in the previous two years that
i ndi viduals have applied. The first application the
departnent received was associated with the Chuitna coal

project on the west side of Cook Inlet. A conpany wth
valid mning clains obtained tenporary water use permts in
order to engage in exploration activities to conplete the
Nati onal Environmental Policy Act (NEPA) process. Ar ea
residents filed an application for an in-stream flow
reservation for 100 percent of the water in the related
area. Followng their submssion, residents attenpted to
bl ock tenporary water use by petitioning DNR in court. The
department was concerned that a private entity or an
i ndi vidual could stop tenporary water use for a period of
five years sinply by nmaking an application for an in-stream
flow reservation. In the exanple the conmm ssioner gave

the judge ruled in DNR s favor contending that filling a
request for a water reservation did not constitute bl ocking
ot her uses of water on a tenporary basis.

3:16: 43 PM

Comm ssi oner Balash indicated the Superior Court decision
was not binding. He concluded that clarity was needed when
conpeting filings existed which lead to conversations wth
t he Departnent of Law.

Representative Edgnon stated that he would pursue further
i nformati on outside of the conmttee di scussion.

Co-Chair Austerman referenced the Chuitna water use
application for 100 percent use of the water and asked what
the departnent's response would be if the application for
100 percent water use was not warranted.

Comm ssi oner Bal ash explained that DNR can grant a parti al
request rather than a total request depending on its
fi ndi ngs.

3:19: 51 PM
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Co-Chair Austerman asked iif the Chuitna Coal Conpany
applied for and used its first water right.

Comm ssi oner Bal ash reported that the conpany had applied
for tenporary water usage. Oher longer-term water usage
woul d be necessary, but not before getting through the
permtting process. A tenporary water use permt would
satisfy the conpany's need to gather necessary data for
further processing.

Co-Chair Austerman invited Representative Edgnon and DNR
representatives to have a nore detail ed discussion outside
of the conmttee.

3:21:45 PM

Representati ve Munoz asked for an update on DNR s revi ew of
dredge and fill permtting that the |egislature authorized
t he previous year.

Comm ssi oner Bal ash explained that through |egislation DNR
and the Departnment of Environnmental Conservation were
authorized to jointly consider whether or not applying for
and obtaining primacy on 404 permtting activities was a
benefit to the state. He knew that along with costs there
woul d be associated benefits. The legislation allowed for
two new positions in the Ofice of Project Managenent and
Perm tting. DNR executed an MOU with the Arny Corps of
Engi neers and the Environnmental Protection Agency to assist
the state in gathering information to evaluate the effects
of primacy.

Representative Mnoz asked the conm ssioner when the
departnent's reconmendat i ons woul d be subm tted.
Commi ssi oner Bal ash answered that recomendations would be
avai l abl e in 2016.

3:23:36 PM

Representative Gara asked the departnment to provide him
with the nunber of fishing streans in Alaska that are
protected through state water reservations.

Comm ssioner Balash replied that the departnent has
adj udi cated a vast nunber of fishing streans in the state,
particularly streans targeting King Salnon. The ability to
allow for fish in every stream in Alaska would require a
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great anount of state resources. He offered to provide
Representative Gara the nost current nunbers. In 2013 the
departnent adjudicated and conpleted reservations on nore
streans than in the past 20 years.

3:25: 36 PM

Representative Gara reiterated his request for the nunber
of Al aska streans that have been adjudicated through state-
initiated water reservations.

Comm ssioner Balash replied that typically public agencies
such as US. Fish and WIldlife Service and the Al aska
Departnment of Fish and Gane apply for water reservations
He enphasized that it has only been in the last five years
t hat individuals submitted their appl i cati ons. He
specified that the departnent conpleted approximtely 20
requests the prior year.

Representative Gara asked the comm ssioner to confirm the
total nunber of water reservations in state history.
Conmi ssi oner Bal ash responded that he would provide the
figures in witing the foll ow ng week.

3:27:10 PM

Representative Minoz asked if the nanes of in-stream flow
reservation applicants were available to the public. She
al so asked for the names of the organizations that have
applied for reservations relating to the Chuitna project.

Comm ssioner Balash replied in the affirmative and agreed
to provide a list of nanes.

Representative Edgnon put on record that his region had
concerns with the related |egislation because so many very
sensitive bodies of water in the highly productive Bristol
Bay water sheds have been catal oged or neasured. He opined
t hat percentages the conmm ssioner offered were greater than
what the actual percentage rates would be if the state was
reviewed region by region. He pointed out that Bristol Bay
had many active salnon bearing streans that had not yet
been nmeasured or reserved which could becone a conflict
down the road with | arger devel opnent projects.

Comm ssioner Balash appreciated the distinction between
salmon and thought he had referenced the King Salnon
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fishery. He acknow edged that Bristol Bay's sustainable
sockeye salnon fishery extended beyond the region's Kking
sal non fishery.

Co-Chair Austerman di scussed the schedule for the follow ng
day.

#
ADJ QURNVENT

3:29:19 PM

The neeting was adjourned at 3:29 p.m
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