SENATE FI NANCE COWM TTEE
April 1, 2013
9:07 a.m

9: 07:58 AM

CALL TO ORDER

Co-Chair Meyer called the Senate Finance Commttee neeting
to order at 9:07 a.m

VEMBERS PRESENT

Senat or Kevin Meyer, Co-Chair
Senator Pete Kelly, Co-Chair
Senator dick Bishop

Senat or M ke Dunl eavy

Senat or Lyman Hof f man

Senat or Donny d son

VEMBERS ABSENT

Senat or Anna Faircl ough, Vice-Chair

ALSO PRESENT

Senator John Coghill; Rynnieva Mdss, Staff, Senator John
Coghill; M chael Hanl ey, Conmi ssioner, Departnent of
Educati on and Early Devel opnent ; El i zabeth Sweeney
Nudel man, Director, School Finances and Facilities,

Department of Education and Early Devel opnent; Joe Bal ash,
Deputy Conmi ssioner, Departnent of Natural Resources; Jeff
Cook, Regional Director, External Affairs, Koch Industries
Public Sector, Flint Hlls Resources

PRESENT VI A TELECONFERENCE

Steve Noonkesser, Director of Instruction, Southwest Region
School District, Dillingham David Piazza, Southwest Region
School District, D |'1'i ngham Jerry  Covey, Educati on
Consul tant, Cook Inlet Tribal Council, GCtizens for the
Educati onal Advancenent of Alaska's Children, Barrow, Chris
Ri tan, Superintendent, Galena Cty School D strict, alena;
Eric Gebhart, Superi nt endent , Nenana School District,
Nenana; Dr. Norman Eck, Superintendent, North Wst Arctic



Borough School District, Kotzebue; Lisa Rieger, GCeneral
Council, Cook Inlet Tribal Council, Anchorage;

SUMVARY

SB 47 STI PEND FOR STATEW DE BQARDI NG SCHOCL
SB 47 was HEARD and HELD in committee for further
consi derati on.

SB 49 VEDI CAl D PAYMENT FOR ABORTI ONS: TERMS
SB 49 was REPORTED out of commttee with a "do
pass" recomendation and with a previously
publ i shed indeterm nate fiscal note: FNL1(DHS)

SB 59 O L & GAS EXPLORATI OV DEVELOPMENT AREAS
SB 59 was SCHEDULED but not HEARD.

SB 86 APPROVE FLINT H LLS ROYALTY O L SALE
SB 86 was HEARD and HELD in commttee for further
consi derati on.

#sb49

SENATE BILL NO. 49

"An Act defining 'nmedically necessary abortion' for
pur poses of meking paynents under the state Medicaid
program "

9:10: 30 AM

SENATOR JOHN COGHILL, regretted that he had been unable to
sit in on the previous public testinony. He offered that he
had instructed his staff to wite up the six main points
generated from public testinony in the Senate Judiciary
Comm ttee. He said that SB 49 would attenpt to define the
term "medically necessary" for the purpose of Medicaid
paynents for abortions. He cited his six main points:

Rebuttal to Planned Parenthood and Testinony from
Sat urday, March 30, 2013
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1. The testinony was broad and, at tines, enotional.
That is generally a common trait when debating issues
i nvol vi ng abortion.

2. Sen. Coghi I'| want s to correct sone
m sunder st andi ngs  about the Dbill including sone
m sunder st andi ngs that conme fromits opponents.

PO NT 1 - PLANNED PARENTHOOD STILL COULD NOT CEARLY
DEFI NE WHAT AN ELECTI VE ABORTI ON WAS OR THAT ELECTI VE
ABORTI ONS EVEN EXI ST.

a. O course, a reasonable person could argue
that Planned Parenthood cannot openly clearly
admt that elective abortions exist because that
woul d nake them el ective procedures.
i As we are al | awar e el ective
procedures are not covered under Medi cai d.
ii. Paying for elective procedures would
therefore be an open abuse of Medi caid.

PO NT 2 - SB 49 DOES SATI SFY EQUAL PROTECTI ON.

1. The 2001 Suprene Court Opinion stated that
the State has to prOV|de medi cal |y necessary care
for wonen seeking to give birth to a child.
2. The court also stated that the State has to
provide nedically necessary <care for wonen
seeki ng an aborti on.
a. VWhat sone opponents, even to this day,
fail to recognize is the Supreme Court
directed that a definition for a nedically
necessary abortion can be crafted as |long as
we base it on neutral criteria directly
related to the health care program See tab
4c, Page 16 highlighted portion. That is
what SB 49 does. It was based on the very
| anguage of the 2001 Planned Parenthood
decision and includes direct |anguage found
in the federal Hyde  Anendnent. The
condi ti ons are neut r al and t aken
specifically fromdoctors in the field.
i One doctor disagreed wth the
conditions on Saturday. VWhat she may
or may not know is that the conditions
were overwhel mingly directly taken from
t he 2001 Pl anned Parent hood deci si on.
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PO NT 3 — SB 49 UNFAI RLY TARGETS POOR WOVEN?

1. The US Suprenme Court, long ago ruled that
the Federal Constitution does not require a State
to pay for the costs of elective abortions just
because it pays for +the <costs of <childbirth
rel ated nedical care. See Maher v. Roe, 432 US
464, 474 (1977)

2. Addi tionally, the United States Suprene
Court, in 1980, ruled that the Hyde Amendnent
(which is the foundation for SB 49) does not
violate wonen with |lower incones right to obtain
a nedically necessary abortion. The case was
Harris v. MRae, 448 US 297 (1980). The State
has no obligation to renove obstacles that it did
not create (nanely the woman’s status of being of
little neans).

PO NT 4 — OTHER ATTEMPTS TO LIM T ABORTI ONS SI NCE 2001
MAY OR MAY NOT HAVE BEEN SUCCESSFUL.

1. SB-49 has nothing to do with those attenpts.
W cannot comment on the reasons they may or may

not have been successful. This is a total
di fferent focus. SB-49 is a “lean nuscle” bill
W have high confidence in how thorough and
specific the bill is drafted.

PO NT 5 — SURVIVAL OF FETUS IS NOT CONSI DERED?

1. That is sinmply incorrect. W’ ve heard
testinmony as to the “floating tonb” and the child
being “brainless.” W considered that option and
i ncorporated Paragraph 4, B, 22 (See Tab 1).
“ Anot her physi cal di sorder.arising from the
pregnancy... t hat woul d be a naj or bodi |y
i mpai rnent . ”

PONT 6 — AN OPPONENT OF THE BILL STATED THAT YQU
CANNOT SEPARATE “ PHYSI CAL HEALTH' AND “ MENTAL HEALTH.”

1. Wth all due respect, President Gbama via
Executive Order 13535, case law, and the very
exi stence of the Hyde Amendnent prove otherw se.
Sen. Coghill invites you to look at tab 7 in your
bi nders. The language is clear to enphasize
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“physi cal di sorder”, “physi cal injury”, or
“physical illness.” It specifically does not
i ncl ude nental or psychol ogi cal disorders.

2. In addition, SB 49 supporters, including 3
nat i onal doctors and 7 Al askan doctors
fundanmentally disagree wth that presunption

There is a genuine disagreenent in the nedical
conmuni ty t hat nment al and psychol ogi cal
condi tions shoul d be i ncl uded under t he
definition of “nmedically necessary abortion.”

9:15:28 AM

Co-Chair Meyer recalled that there had been testinony
suggesting that the legislation could result in a savings
for the state.

Senator Coghill replied that possible savings to the state
wer e i ndeterm nate.

9:15:50 AM

Co- Chair Meyer wondered about possible cost to the state
for litigating the |egislation.

Senator Coghill replied that possible litigation was out of
his control.

9:16: 14 AM

Co-Chair Kelly MOVED to REPORT SB 49 out of conmttee with
i ndi vidual recommendations and the acconpanying fiscal
note. There being NO OBJECTION, it was so ordered.

9:16: 29 AM

SB 49 was REPORTED out of conmmittee with a "do pass”
recommendat i on and W th a previ ously publ i shed
indeterm nate fiscal note: FN1(DHS).

#sb47
SENATE BI LL NO. 47

"An Act increasing the nonthly stipend available for
students attending a statewide boarding school
operated by a school district; and providing for an
effective date.”
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9:16: 58 AM

Senator Coghill testified that the bill would renove the
sunset provision for providing stipends to boarding
schools. He said that there were nmany burgeoning snal

boarding and trade schools that had been hel ping young
people in rural Alaska to receive an education that they
m ght not otherwi se experience. He asserted that boarding
schools not only raised the bar for educational standards
but al so created work and col | ege ready nenbers of society.

9:19:31 AM

RYNNI EVA MOSS, STAFF, SENATOR JOHN COGHI LL, discussed the
sectional anal ysis:

*Sec. 1. This section renoves narrow applicability to

schools operating before June 1, 2005. Currently
three school districts are receiving the stipend:
Nenana, Bet hel and @al ena. The Departnent of

Education is «currently soliciting applications for
three additional boarding schools statew de.

Sec. 1 also adds nmagnet schools that have
vari able-length terns but have a 180-day school year.

*Sec. 2. Section 2 increases the nonthly stipend rate
based on the region of the state the boarding school
i s |ocated.

*Sec. 3. Section 4 al | ows school districts to
contract room and board.

*Sec. 4. This section repeals AS 14.17.200(c) which
limted DCE to approving three additional boarding
school applications.

Sec. 4 also repeals AS 14.16.200(d)(2), the definition
for “district-operated statew de residential progrant
as Section 1 now included both statew de and district-
w de residential schools.

*Sec. 5. This Act has an imedi ate effective date.
Co- Chair Meyer observed that part of the fiscal note for

the bill needed to be included in the 2013 Suppl enental
Budget .
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Ms. Moss replied that the adm nistration could speak to the
fiscal note.

9:22: 55 AM

Co-Chair Meyer asked about the Jesse Lee Honme in Seward. He
wondered about the qualifications needed to be |abeled a
boar di ng school .

Ms. Moss replied that boarding school qualifications were
determ ned by the public school system She thought that a
public school could contract with the Jesse Lee Honme for
room and board.

9:23: 25 AM

Co-Chair Meyer noted that it sounded |li ke a charter school.

Ms. Mdss informed the commttee that charter schools are
public school s.

9:23: 36 AM

Senator Bishop pointed to Section 3. He requested an
exanpl e of the kind of school intended in the section.

Ms. Mobss replied that the exanple would be a non-profit
organi zation that was providing room and board for students
attendi ng a public school.

9:24:17 AM

Senator Dunleavy stated that all charter schools in the
state were public schools wunder the district of their
| ocati on.

9:24: 48 AM

Co- Chair Meyer i nqui red whet her t he adm ni stration
supported the bill.

M CHAEL HANLEY, COWM SSI ONER, DEPARTMENT OF EDUCATI ON AND
EARLY DEVELOPMENT, stated that the departnent appreciated
the cost of housing and nonitoring students 24 hours a day,
7 days per week. He believed that the increase in the
funding represented true costs. He supported shifting from
a statewide to a district-w de conponent, which would allow
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progranms to bring in students from outlying schools and
provide them the intensives for qualification in the Al aska
Native Science and Engineering Program (ANSEP). He
explained that the variable term conmponent neant that
al t hough the school would run for the full school year,
students participating in the ANSEP intensive could cycle
through and return to their home schools within the schoo

year .

9:27:33 AM

Co-Chair Meyer understood that boarding schools boasted
hi gh test scores and academ c achi evenent.

Comm ssioner Hanley replied that conparisons in graduation
and achi evenent rates between the boarding schools and the
student's home schools in the state had revealed positive
results on the boardi ng school side.

9:28: 00 AM

Co- Chair Meyer asked how many boarding schools in the state
woul d apply and receive the stipend.

Conmi ssioner Hanley responded four. He noted that Munt
Edgecunbe was unique as it was a state-run private school

9:28: 31 AM

Co- Chair Meyer pointed out to the conmttee that passage of
the legislation would result in an additional $1.6 million
in the suppl emental budget.

9:28: 46 AM

ELI ZABETH SWEENEY NUDELMAN, DI RECTOR, SCHOOL FI NANCES AND
FACI LI TI ES, DEPARTMENT OF EDUCATI ON AND EARLY DEVELOPMENT,
agreed that additional funding would need to be added to
t he suppl enental budget to support the |egislation.

9:29: 08 AM

Comm ssioner Hanley interjected that the stipend increase
that was awarded two years ago would sunset this year. He
said that the lack of the additional funds would make
future funding of the state's private schools, except for
Mount Edgecunbe, chall engi ng.
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9:29:35 AM

Co-Chair Meyer relayed that the state paid for students to
fly several tines per year to Munt Edgecunbe in Sitka. He
wondered i f boarding schools saved the state noney.

Comm ssioner Hanley replied that boarding school students

still received the BSA, but that the added boarding
conponent allowed each student one, round-trip ticket to
and from school. He believed that boarding schools were

nore expensive than traditional neighborhood schools, but
that tickets would be based on the nunber of beds the
school housed, rather that the nunber of students who came
and went.

9:31: 56 AM

Co-Chair Kelly queried whether a boarding school had been
pl anned for Kot zebue.

Comm ssioner Hanley replied that the departnment had
recently begun an open application period to allow
districts to apply for schools. He stated that the Star of
t he Northwest boardi ng school was considering allow ng high
school students to register.

9:32: 58 AM

Co-Chair Kelly inquired what conmmunities the departnent
woul d target for boarding school s.

Comm ssioner Hanley replied that he would do regional
research. He said he would consider Barrow, Kotzebue,
Bet hel and Sout heast Al aska.

Co-Chair Kelly asked about Dillingham and MG at h.

Comm ssioner Hanley said that the Bristol Bay area,
DI lingham King Sal non and Naknek had all been consi dered.
He stressed the inportance of building schools in the
region of need so that students still felt connected to
hone.

Co-Chair Kelly queried the lack of roads as a barrier to
t he success of a boarding school in Kotzebue.
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Comm ssioner Hanley responded that road access was a
barrier. He said that currently there were no roads to any
of Alaska's boarding schools. He believed that greater
access woul d be beneficial.

9: 35: 48 AM

Senator O son stated that Nenana had a road.

Comm ssioner Hanley said that the road was relatively far
renmoved from other communities; npbst of the student stil
had to fly to the school.

9:36:17 AM

Senator O son asked whether there had been requests from
certain school districts for a boardi ng school

Comm ssioner Hanley replied that requests had been made. He
said that | ocal comunities should nake their need known to
the departnent. He stated that four areas had applied:
Kot zebueu, Nome, Chugach, and Anchor age.

9:37:27 AM

Senator (O son referred to earlier testinony that sone
students becanme honesick during Christmastinme visits which
resulted in students dropping out of boarding school. He
wondered if it would be best to not allow them to return
home at Chri stmasti ne.

Comm ssioner Hanley said that experience had shown that
when students were away from honme for too long it becane a
probl em He recognized that being away from hone could be a
chal I enge for teenagers.

9:38: 25 AM

Senator O son commented that he canme from a long line of
peopl e that had attended boarding school. He wondered what
the options would be for these students if the boarding
school s did not exist.

Comm ssi oner Hanley responded that the option would be the
nei ghbor hood school; a school with 10-20 students and two
teachers. He noted that it was difficult to offer a broad
ranged curriculumat a very small school .
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9:39:22 AM

Co-Chair Kelly queried what the cost would be to nake the
boar di ng school nodel work for the state across the board.

Comm ssioner Hanley responded that the answer was to
provide nore opportunities for students throughout the
state.

Co-Chair Kelly asserted that he was seeking a dollar
nunber .

Comm ssioner Hanley replied that if you |ooked at the four
schools that had applied and several that had not applied,
t he departnment would have to add the cost of access to the
schools. He stressed that an exact nunber was difficult to
pencil in. He hypothesized that if you added 1000 rural
Al askan student to full or part-tine variable term
programs, the total <cost wuld be approximately $10
mllion.

Co-Chair Kelly queried what the capital costs would be,
once there was an additional $10 mllion added to the
oper ati ng budget.

Comm ssi oner Hanky relayed that the state did not currently
build residential facilities; if the state were to do so,
the capital cost could be as high as $50 nmillion per
school

9:42: 53 AM

Senator Bishop noted that there were assets that could be
utilized for room and board conponents. He cited the work
in Galena where the Air Force facility was being used for
culinary classes. He stressed that there were existing hard
assets that could be utilized to stretch state funding.

9:44: 04 AM

Senator Dunleavy asked what kind of school the if the
conmm ssioner would send his children to given the choice of
a small, two teacher, school or a conprehensive, boarding
home, hi gh school .
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Comm ssioner Hanley replied that he would be tenpted by the
greater options of a boarding school but would ultimtely
choose the school that was best for the individual child.

9:44: 52 AM

Senat or Dunl eavy restated the question.
Conmi ssioner Hanley asserted that his fist inclination as a
parent would be to keep his children close to hone.

9:45: 09 AM

Senator Dunl eavy asked what if the schools were both two
bl ocks away from the comm ssi oner hone.

Conmi ssioner Hanley replied that he would send them to the
school with the greater opportunity.

9:45: 34 AM

Senat or Hof f man noted that Akiak, Akiachak and Tul uksak had
been contenplating a sub-regional high school for over a
decade. He said that sub-regional schools should be
consi dered before taking half of the student popul ation of
a small town and relocating them to boarding schools. He
expressed concern that the children left behind could
suf fer reduced educati onal opportunities.

Comm ssioner Hanley agreed that the problem should be
considered. He stressed that with the variable term program
the funding would stay with the hone school s.

9:48: 07 AM

Co-Chair Kelly believed that information should be gathered
concerning the cost of building boarding schools and that
the Conm ssioner of Transportations and Public Facilities
shoul d be probed for the costs of road they nay need to be
built to ensure access. He thought that information about
the inpact of nore boarding schools on hone schools shoul d
be exam ned.

Comm ssioner Handley responded that he would gather the
i nformation.

9:50: 24 AM
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Senat or Dunl eavy asked if there was a current waiting |ist
for Mount Edgecunbe.

Comm ssi oner Handl ey said yes.

9: 50: 37 AM

STEVE NOONKESSER, DI RECTOR OF | NSTRUCTI QN, SOUTHWEST REG ON
SCHOCOL DI STRICT, DI LLINGHAM (via tel econference), spoke in
support of SB 47. He stated that declining enrollnment had
caused the district to close two schools in seven years.
He added that the econonmy of the region did not afford
parents the ability to nove their famly for schooling,
which had resulted in elementary school student noving in
with other famlies of other schools in the district. He
di scussed a proposed anendnent that renoved the word
"secondary" from statute which would provide an avenue to
financially assist the house-parents that took in boarding
students for comunities that no |longer had a school. He
did not believe that the anmendnment would increase the
fiscal note to an unreasonable | evel

9:53:17 AM

DAVI D PI AZZA, SOUTHWEST REAQ ON SCHOOL DI STRI CT, DI LLI NGHAM
(via teleconference), testified in support of SB 47 and
echoed the comments of the previous testifier.

9:53: 37 AM

JERRY COVEY, EDUCATI ON  CONSULTANT, COOK I NLET TRI BAL
COUNCIL, CITIZENS FOR THE EDUCATI ONAL ADVANCEMENT OF
ALASKA' S CHI LDREN, BARROW (via teleconference), expressed
support for SB 47. He testified that short-term variable
and district residential prograns worked and were cost
effective. He stated that they had mninml negative inpact
on the student's home schools because they were gone for a
short period of tine. He believed that the increase of the
sti pend anount was warranted based on the cost of delivery.
He believed that the benefit of the proposed prograns woul d
greatly outweigh the costs. He urged support of the bill.

9:57:15 AM

Senator O son asked about the ultimate cost of students
droppi ng out of school in underserved areas.
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M. Covey responded with a history of Bureau of |ndian
Affairs (BIA) Schools in the state. He pointed out that the
capital costs would need to be addressed in terns of the
construction of a residential facility, and that the state
woul d al so need to determne that existing facilities were
being used to their maxi mum extent. He said that there was
space in Kotzebue H gh School that could accombdate an
additional 150 students. He believed existing facilities
should be maximzed in the effort to keep costs at a
mnimum He estimated that a new, 50 student dorm in
Kot zebue woul d be approxinmately $12 nillion. He stated that
as the population shifted, the rural schools were getting
smaller and smaller and were anong the |owest achieving
schools in the state. He stressed that one of the best
things for students in small schools was to provide them
with access to a conprehensive high school located in a
rural comunity.

10: 02: 01 AM

CHRI S RI TAN, SUPERI NTENDENT, GALENA CITY SCHOCOL D STRI CT,
GALENA (via teleconference), spoke in favor of SB 47 and
di scussed sonme of the history of Galena school district. He
stated that the district started a boarding in 1997 after
gaining access to old Air Force buildings. He explained
that the district had grown each year thereafter. He shared
that there were 213 students currently enrolled. He said
that the main focus of the school was vocational prograns.
He shared that a 2005 bill had provided funding to offset
room and board costs, which up until that time had been
paid for through the BSA and federal funding. He said that
the extra noney saved through the room and board stipend
would give the school the ability to expand its already
high quality progranms for students in the state.

10: 05: 04 AM

ERIC GEBHART,  SUPERI NTENDENT, NENANA SCHOCOL DI STRI CT,
NENANA (via teleconference), testified in support of SB 47.

10: 05: 48 AM

DR. NORMVAN ECK, SUPERI NTENDENT, NORTH WEST ARCTI C BOROUGH
SCHOOL DI STRICT, KOTZEBUE (via teleconference), spoke in
support of SB 47. He stressed the inportance of finishing
high school wth specific job skills and the ability to
enter into post-secondary schooling. He said that smaller
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regi onal schools were necessary as a part of school choice
in rural Alaska. He stated 9th and 10th graders in the 9
hi gh schools in his district had a 27 percent proficiency
rate on state standardized tests. He said that the
percentage was higher in Kotzebue, 51 percent, because it
had a conprehensive high school in a regional hub. He said
Nort hwest Arctic had a 53 percent graduation rate for
native students; however, each student that took 2 classes
in career technical education had an 83 percent graduation
rate. He stressed that i nnovative and instructiona
progranms of practical application to students brought
success. He said that the dormtory should be considered an
integral part of the school in terns of nmajor naintenance
and school construction.

10: 09: 05 AM

Senator dson inquired the testifier thoughts regarding
homesi ckness anong students.

M. Eck responded that the hope was to have wreless
internet in the dorm He shared that in the ten outlying
villages in Northwest Arctic over 65 percent of the hones
had internet access and could use SKYPE. He stressed the
i nportance that students have a strong cul tural base.

10:11:21 AM

Senat or O son acknow edged that the state was dealing with
a budget shortfall. He asked whether Dr. Eck believed that
the limted funds should be dedicated to boarding schools
or early chil dhood educati on.

Dr. Eck replied that both were needed, and that his
district believed so strongly in early childhood education
that it had a program for 4 year-olds. He asserted that the
program was so inportant that it was conducted w thout any
dedi cated funding. He stressed the inportance that al
children learn to read at grade |level by the 3rd grade. He
t hought early childhood was the key to future academ c
success. He added that students who graduated from school
had to be career and job ready. He opined that too many
students that graduated from the district could be found
unenpl oyed six nonths later. He concluded that it was the
districts obligation to provide the prograns necessary in
order for students to be successful.

Senat e Fi nance Comm tt ee 15 04/01/13 9:07 A M



10: 14: 19 AM

Senator Bishop wondered if elder nentors in the nmagnet
schools could help ease honesickness anong displaced
students.

Dr. Eck replied in the affirmative. He noted that the
district planned to use elders as part of its advisory
group in the dormtory.

10:15:49 AM

LI SA RIEGER, GENERAL COUNCIL, COOK INLET TRI BAL COUNCIL,
ANCHORAGE (via tel econference), spoke in support SB 47 and
echoed earlier testinony.

10: 19: 10 AM

Co- Chair Meyer CLOSED public testinony.

10: 19: 28 AM

SB 47 was HEARD and HELD in commttee for further
consi derati on.

#sbh86
SENATE BI LL NO. 86

"An Act approving and ratifying the sale of royalty
oil by the State of Alaska to Flint HIls Resources
Al aska, LLC; and providing for an effective date."

10: 20: 20 AM

JCE BALASH, DEPUTY COW SSI ONER, DEPARTMENT OF NATURAL
RESOURCES, stated that the bill would grant |egislative
approval for the sale of royalty oil to Flint Hlls

Resources by the Departnment of Natural Resources (DNR). He
began with Slide 2 of the presentation, "Royalty In-Kind
Sale to Flint Hlls Resources" (copy on file):

The state has a choice to take its royalty in-value
(RIV) or in-kind (R K).

*VWen the State takes its royalty as RV, the
| essees who produce the oil also market the
State’s share along with their own production and
pay the State the value of its royalty share.
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*VWWhen the State takes its royalty share as R K
the State assunes ownership of the oil, and the
commi ssioner disposes of it through the sale
procedures prescribed by AS 38.05.183.

10: 22: 13 AM

M.

Bal ash spoke to Slide 3, "Non-Conpetitive R K Sale

Process":

eStatute presunes State’s Best Interest is net by
—Taki ng royal ty in-kind-AS 38. 05. 182(a)
—-Wth sale to in-state buyer—AS 38. 05. 183(d)
—Acconplished through a conpetitive process—AS
30. 05. 183( a)

e August 13, 2012 Informal Solicitation of Interest
sent to:

—Nort h Sl ope Producers

—In-state Refiners

—Industry specific & general nedia

10: 24: 04 AM

M.

Bal ash addressed Slide 4, "RIK Contract Terns":

*Proposed 2013 contract is simlar to 2004 contract
* Proposed 2013 contract, |ike 2004 contract, does not
directly reference RV valuation in RK price
cal cul ati ons
*Key Contract provisions

—Price

—Quantity

—Term

—Speci al Comm tnents

-l n-State Processing and Local Hire

10: 24: 59 AM

M.

Bal ash di scussed Slide 5, "RIK Contract Price":

ANS Spot Price — $2.15 - Tariff Allowance = Quality
Bank Adj ustnment - Line Loss

*ANS Spot Price = Average US Wst Coast Price for
Al aska North Sl ope oil.
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—Reported by industry trade publications: Platts,
Tel erate, Reuters

*$2.15 = RIK Differenti al
—Destination Value - Marine Costs so RRK =2 RIV.
—Subject to a one-tinme adjustnment of no nore than
+ $0. 15 per barrel.
—-This anpbunt = $1.65 per barrel in the current
2004 contract.

sTariff Allowance = TAPS and Pipelines Upstream of PS-
1

eQuality Bank Adjustnment = as reported by the TAPS
Qual ity Bank Admi nistrator

eLine Loss = 0.0009 tines the netback price

10: 25: 53 AM

M. Bal ash pointed to Slide 6, "RIK Contract Quality":

eInitial Quantity Range
-18, 000 — 30,000 barrels per day
—May be adj ust ed after 12 nont hs, W th
Comm ssi oner approval

e Term nati on of Contract
—No or zero nomination for 3 nonths tern nates
contract
—Contract terns conparable to the private market

*Refinery Turnaround
—Contract allows FHR the flexibility to cease
royalty oil purchases during nmaintenance

e Guarant ees, reserves and proration clauses included
—-24,000 barrels per day with 15 percent reserves
for other RIV or RIK interests

10: 27: 31 AM

M. Bal ash addressed Slide 7, "2013 RIK Contract Ternt
*FHR initially sought a ten-year contract

—Creates supply and price risk
—l ncreases counterparty risk
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—Limts the State’'s ability to supply other R K
buyers
*DNR negotiated a five year term

—April 1, 2014 to March 31, 2019

—Possi bl e extension condition for:
eLarge capital inprovenent at the North Pol e
Ref i nery
*Binding support for a North Slope natural
gas transportation system

10: 29: 47 AM

M. Bal ash discussed Slide 8, "2013 RIK Contract Quantity",
which was a bar graph that illustrated the total expected
royalty oil and liquid natural gas volune and the expected
share conmtted to Flint HIls Resources.

10: 30: 54 AM

M. Balash spoke to Slide 9, "Conmm ssioner's Decision
Criteria":

AS 38.05.183(e) states that the conm ssioner nust sell
the State’'s royalty oil to the buyer who offers

“maxi mum benefits to the citizens of the state.” In
making this determnation the comm ssioner nmust
consi der:

1) The cash val ue offered

2) The projected effects of the sale on the
econony of the state

3) The proj ect ed benefits of refining or
processing the oil in state

4) The ability of the prospective buyer to provide
refined products for distribution and sale in the
state wth price or supply benefits to the
citizens of the state

5)The eight criteria listed in AS38.06.070(a), as
reviewed by the Royalty Board

M. Balash addressed Slide 10, "Royalty Board's Decision
Criteria":

AS 38.06.070(a) states that the Al aska Royalty Gl and
Gas Devel opnent Advi sory Board must consi der:
1) The revenue needs and proj ect ed fiscal
condition of the state
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2) The existence and extent of present and

projected |ocal and regional needs for oil and
gas products

3) The desirability of | ocal i zed capi tal
i nvest nent i ncreased payrol I, secondary

devel opnent and ot her possible effect of the sale
4) The projected social inpacts of the transaction
5) The proj ect ed addi ti onal costs and
responsibilities which could be inposed upon the
state and affected political subdivisions by
devel opnent related to the transactions

10: 32: 09 AM

M. Balash continued wth Slide 11, "Royalty Board's
Decision Criteria":

AS 38.06.070(a) states that the Al aska Royalty Gl and
Gas Devel opnment Advi sory Board must consi der:
6) The existence of specific local or regional
| abor or consunption markets or both which should
be net by the transaction
7) The proj ect ed positive or negati ve
environmental effects related to the transactions
8) The proj ect ed effects of t he pr oposed
transaction upon existing private comerci al
enterprise and patterns of investnent

10: 32: 32 AM

M. Balash addressed Slide 12, "Royalty In-Kind Sales." He
noted that it was difficult to read. He relayed that over
the course of the last 30 years the state had been engaged
in the continuous sale of royalty oil. He noted that there
were a variety of sales in the early 1980s and that there
had been a lot nore oil during that tinme. He said that the
price crash of 1986 had caused the departnment to reconsider
how royalty oil was sold and to |imt the nunber and
vari ety of sales.

10: 33: 58 AM

M. Balash spoke to Slide 13, "Best Interest of the State
Served by the RIK Contract with Flint Hills Resources (FHR)

e Cash Value O fered with Contract

Senat e Fi nance Comm tt ee 20 04/01/13 9:07 A M



—Cash value of $3.5-5.9 Billion over 5 years
*Anal yzed for Consistent value between RIK
and RV
Vol une wei ghted average of current reported
net back price (11 AAC 03.026(b))
—Anticipated increases in marine transportation
al l owance will favor RIK contract

*Positive effect on the State
—Maintain stability in in-state refining and
di stribution of refined products.
—Support jobs and econony of Fairbanks North Star
Bor ough

10: 35: 00 AM

M. Bal ash addressed Slide 14, "FHR s North Pol e Refinery":
eStrategically |located on TAPS

*Current throughput of 82,000-84,000 barrels per day
of ANS crude

*Producing approximately 22,000-25,000 barrels of
refined product

«All crude and constituents that are not transforned
into refined product are injected back into TAPS (with
a penalty paid)

10: 35: 44 AM

M. Bal ash continued to Slide 15, "FHR s North Pole
Ref i nery":

* FHR produces approxi mately
—-672,000 gal l ons of jet fuel per day
—143, 000 gal | ons of gasoline per day
—41, 000 gall ons of hone heating fuel per day
—-68,000 to 194,000 gallons per day of product
consisting of HAGO LAGO, napht ha, asphal t,
refining fuel, and a small volunme of high-sulfur
di esel

* 680, 000 gallons per day shipped to Anchorage via the
Al aska Rail road
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230,000 gallons of ultra-low sulfur diesel and
gasol i ne on the backhaul to Fairbanks

*FHR owns 50 million gallons of storage facilities
-30.7 mllion in Anchorage and 19.3 mllion in
Fai r banks
10: 36: 42 AM
M. Bal ash addressed Slide 16, "Proposed Contract
Benefits":

* Proposed contract is expected to:
—Maintain status quo of in-state refining
behavi or
—Produce 330 mllion gallons of refined product
or 18% of gasoline and 26% of jet fuel consuned
in Al aska
—Provide approximately $140 mllion per year in
gross regional product sales for the Fairbanks
North Star Borough (FNSB)
—Support 1,300 direct and indirect jobs in the

FNSB
—Sustain $100 mllion in annual earnings in FNSB
—Provi de socio-econonmic stability against energy
costs

10: 37: 53 AM

M. Balash discussed Slide 17, "Projected Inpacts if not
Approved":

*If FHR stops refining, anticipated effects include:
—Loss of approximately 1,300 direct and indirect
jobs in the Fairbanks North Star Borough
—State could experience increased utilization of
t he social safety net
—Possibility of population redistribution
—l ncreased and decr eased infrastructure
utilization and mai ntenance with popul ation shift
—lnpact to the fuel supply for the Fairbanks and
Anchorage airports, affecting trade and tourism
and the Al aska Railroad
—Loss of heat source for warmng |low flow in TAPS

10: 39: 14 AM
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Senator Hof fman pointed to Slide 9. He requested further
expl anation of bullet four:

4) The ability of the prospective buyer to provide
refined products for distribution and sale in the
state with price or supply benefits to the citizens of
the state

M. Balash responded that the criteria had been exam ned
during the evaluation. He said that FHR distribution
patterns had been exam ned. He said that FHR had been able
to sell locally, in the interior at the refinery, as well
as the Port of Anchorage area. He stated that there was a
special contract commtnent provision relative to the
pricing of gasoline in the Fairbanks market that help to
provide price discipline for the transportation segnent of
the business line in the interior.

10: 41: 23 AM

Senat or Hof f man wondered how that equated to "the citizens
of the state" versus "the citizens of Fairbanks."

M. Balash responded that that question enconpassed the
tension that was enbedded throughout the body of the statue
and regulations. He said it would be one thing if DNR were
to sell royalty oil at a steep discount to any refinery in
that region of the state that resulted in a |ower price for
consuners of the region. He said that DNR worked to ensure
that one community was not benefitting at the expense of
others by getting at |least royalty and val ue equival ent for
the price offered in the sale of the royalty oil itself. He
said that the price available in Fairbanks was a whol esal e
price that was being offered to the retail outlets in the
ar ea.

10: 43: 12 AM

Senator O son asked what were the possibly penalties to the
state for not honoring the guarantees provided to FHR

M. Balash turned to Slide 6. He said that the steepest
penalty could be grounds for termination of the contract
itself. He said that the refinery was required to maintain
a letter of credit in good standing. He said that the
credit quality of the parent conpany would be scrutinized
as wel | .
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10: 44: 34 AM

Senator O son restated the question.

M. Bal ash responded that he did not think there were any
specific penalties to the state. He said that the contract
itself would obligate the state to no nore than 85 percent
of the total royalty volune. He assured the commttee that
the state was protected to a certain degree.

10: 45: 24 AM

Senator O son queried the future of the refinery in the
North Pol e area that had been in decline.

M. Bal ash responded that both the refineries in North Pole
served distinct nmarkets. He said that FHR was in the
business of nmaking jet fuel for sale at Ted Stevens
I nternational Airport; however, sone products were sold in
the interior. He shared that the other refinery largely
supplied fuel to mlitary installations and hone heating
fuel in the residential market. He thought that if the
refineries could fire their plants with a cheaper fuel
product than was currently being used, overall business
woul d i nprove.

10:47:57 AM

JEFF COOK, REG ONAL DI RECTOR, EXTERNAL AFFAIRS, KOCH
| NDUSTRI ES PUBLI C SECTOR, FLINT HI LLS RESOURCES, spoke in
support of SB 86.

10: 53: 46 AM

Senator Bishop inquired whether the bill could bring about
growt h opportunities in jet fuel

M. Cook responded in the affirmative.

10: 54: 52 AM

Senator Dunleavy requested a hard copy of the public
t esti nony.

10: 55: 07 AM

Co- Chair Meyer CLOSED public testinony.
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SB 86 was HEARD and HELD in conmmittee for further
consi derati on.

SB 59 was SCHEDULED but not HEARD
10: 55: 27 AM

#
ADJ OURNVENT

The neeting was adjourned at 10:55 a. m
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