SENATE FI NANCE COW TTEE
February 11, 2015
9:01 a.m

9:01: 51 AM

CALL TO ORDER

Co-Chair MacKinnon called the Senate Finance Committee
nmeeting to order at 9:01 a.m

VEMBERS PRESENT

Senat or Anna MacKi nnon, Co- Chair
Senat or Pete Kelly, Co-Chair
Senator Peter M cciche, Vice-Chair
Senator dick Bishop

Senat or M ke Dunl eavy

Senat or Lyman Hof f man

Senat or Donny d son

VEMBERS ABSENT

None

ALSO PRESENT

Craig Canmpbell, President and Chief Executive Oficer,
Al aska Aerospace Corporation, Departnment of Mlitary and
Veterans Affairs; Patrick Ganble, President, University of
Al aska, and Chair, Board of the Alaska Aerospace
Cor por ati on.

SUMVARY
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NPRESENTATI ON: ALASKA  AEROCSPACE  CORPORATI ON  OVERVI EW
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9:03:43 AM

CRAI G CAWMPBELL, PRESIDENT AND CH EF EXECUTIVE OFFI CER
ALASKA AERCSPACE CORPORATI ON (AAC), DEPARTMENT OF M LI TARY



AND VETERANS AFFAIRS, discussed the presentation "Al aska
Legi sl ative 2015 Overview Presentation,” (copy on file). He
stated that the |ast year had been very dynamc for the
corporation. He hoped the conmittee would recognize that it
had sone innovative ways to change the corporation, given
the challenging fiscal climte. He wanted to answer
guestions regarding the accident that had happened the
previ ous August, the subsequent re-build, and future plans.

M. Canpbell |ooked at slide 2, "FY 2015 Budget Changes":

*New Launch Contract secured

*New @ obal Imaging Distribution Contract secured
*$2.0 MIlion Reduction (25 percent) in General Funds
*Del eted 3 vacant PCN s

eHuntsville Virtual Ofice established

*Received $2.4 MIlion in deferred maintenance funds

M. Canpbell detailed that AAC was under contract wth
Mltec Corporation for a second launch of the failed
m ssion. There had been no date chosen, and AAC was
aggressively working on a rebuild of the launch site.
During the year, AAC had also conpleted a contract wth
Bl ackBridge for global imging distribution. BlackBridge
had a constellation of five rapid-eye satellites in polar
orbit that imged the world, and was the only conpany t hat
could provide full coverage of the state wthout cloud
cover. He added that AAC was the distributer of the inmaging
dat a wor | dwi de.

M. Canpbell specified that there was an individual hired
on contract for AAC s virtual office in Huntsville, who had
extensi ve experience and had good connections with NASA and
the U S. Departnent of Defense, and was developing a new
busi ness narket with the Huntsville market.

M. Canpbell spoke to the deferred maintenance funds
received the previous year, which were used for basic
renovation and nuch-needed repairs. He relayed that until
two years previously, AAC had not received any deferred
mai nt enance funds, so sone facilities had been in need of
repair.

9:06:16 AM

M. Campbel | highlighted slide 3, "FY 2016 Budget
Hi ghlights":
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sElimnate $4.2 MIlion General Funds for operations
and sust ai nnent

*Return $22.0 MIlion in capital fund appropriation
for mediumlift

*Conpl ete Launch Facility Rebuild with I nsurance Funds

* Conpl ete Launch Pad 3 Environnental Assessnent

* Pendi ng Executive Branch Approval, conplete nedium
l[ift project with remaining $3.0 MIlion in previously
appropri ated capital funds

*Proceed in collaboration with Lockheed Martin, ASRC,
and the University of Alaska in developing an
Aerospace Integration Conplex to support a diversified
aerospace industry in Al aska

* Reduce 10 PCN s

* Expand Bl ackBri dge satellite imaging services

* Expand commerci al | auncher capabilities

*Provide contract Range Services at non- Feder al
spaceports in the U S.

eInitiate transition process of AAC to a privatized
non- st at e conpany

M. Canpbell conveyed his excitenment for the com ng year,
and asked the commttee's support for the governor's budget
request. He stated that AAC was in concurrence with the
governor in reducing its GF by $4.2 mllion. He had asked
for AAC to retain budget authorization for $11 mllion,
with the $4.2 mllion in GF to be shifted to receipts. He
clarified that the switch would allow AAC to earn the
funds. He pointed that the total budget would reflect an
increase but the $4.2 million in G- would renmain zero.

M. Canpbell discussed the environnental assessnment pending
for Launch Pad 3, and specified that the Federal Aviation
Adm nistration (FAA) was about to release its final
determ nation on the assessnment. He discussed the various
activities t hat woul d be consol i dat ed under t he
col | aborati ve Aerospace Integration Conplex. He noted that
he did not plan on any position reductions beyond the ten
that were listed on the slide. He discussed the potential
revenue generation from providing contract range services
to other airports.

M. Canpbell asked the committee to focus on the |ast
bullet of the slide, which pertained to initiating a
transition of AAC to a privatized non-state conpany. He
rel ayed that he had conversations with the governor's chief

Senat e Fi nance Comm ttee 3 02/11/15 9:01 A M



of staff Jim Whitaker, and had been working to identify how
to keep AAC as a value to the state. He did not support
shutting down AAC, and referred to investnent that had been
made in the corporation, as well as the job opportunities
it offered. He did not think an outright sale would
generate significant revenues, or even recover the cost of
state investnent to date. For t hese reasons, t he
corporation was starting a process to privatize AAC and
create value that would provide a return on investnment in
the future. He clarified that privatization of AAC was a
new concept that had only been developed in the previous
week. He reiterated that he had been working wth the
executive branch to determ ne the boundaries, and thought
there was concurrence that a privatization plan was the
right answer for AAC in the future.

Co- Chair MacKinnon asked M. Canpbell to use specific
| anguage rat her than acronyns. M. Canpbell|l agreed.

M. Canpbell continued that when he had nentioned PCNs he
had been referring to personnel control nunbers or
personnel in the conpany. He reiterated that AAC would be
reducing by 10 positions through retirenent, vacancy and
attrition rather than |ayoffs. He was unsure what changes
woul d result from an ongoi ng conversation on privatization,
and thought the discussion mght change how AAC was
or gani zed.

Vice-Chair Mcciche asked if anyone from the private sector
had expressed interest in a partnership with AAC or a
purchase of its facility.

M. Canpbell stated that there had been no interest in the
purchase of AAC or any of its facilities.

9:13: 25 AM

Vice-Chair Mcciche asked if M. Canpbell had w tnessed any
excitenment from other entities regarding the possibilities
engendered through privatization. He wondered if a
partnershi p woul d be advant ageous.

M. Canpbell had not received any expressions of interest,
and thought the aerospace market was very small in the
United States, and posited that no aerospace conpani es that
he knew of were interested in owning a |aunch conplex. He
added that there were only four |aunch conplexes (that
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| aunched rockets into orbit) including three federa
facilities and the Kodiak Launch Conplex (KLC). He had no
indication that any of the facilities wanted to convert
into a private operation at the current tinme. He suggested
that the privatization of AAC would be a hybrid nodel under
which the operations side wuld develop business and
utilize KLC, and selling for a value return for the state
woul d be evaluated at a later date. He thought selling AAC
was a longer term proposition, and the corporation's
assessnment was that putting AAC on the narket would lead to
a di sappoi nting response.

M. Canmpbell |ooked at slide 4, "SMDC August Launch”

* Advanced Hypersoni c Wapon Test Fli ght
* Aborted Launch August 25, 2014
*Rocket Destroyed shortly after Lift-off —Safety
nmeasur es wor ked properly
*SMDC Investigation Cears KLC  of any issues
pertaining to the failure!
Danmage was fully contai ned on AAC property
*Damaged Facilities

e Launch Support Structure

Integrated Processing Facility

*Spacecraft and Assenbly Transfer Facility

*M nor damage to Payl oad Processing Facility

*M nor damage to Rocket Mdtor Storage Facility
*Esti mat ed Danage Repair Costs

*$29.7 mllion
sFacilities Fully Insured
*Cl ean-up of rocket and payl oad debris nostly conplete
eDenolition and cl ean-up of severely damaged
facilities underway
*Rebuild design conpleted and rebuild contracts are
bei ng i ssued
*Rebuild to be conpleted by Cctober 1, 2015

M. Canpbell pointed out the fourth bullet point and
hi ghlighted that the conmmand that had owned the rocket and
payl oad had conpleted an investigation and found no fault
with the KLC. He continued that AAC had been paying in to
the state insurance pool since it started, and had put in a
claim to rebuild the facility for conpletion in October
2015.

9:16: 32 AM
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M. Canpbell highlighted slide 5, "Medium Lift Request For
Proposal s":

Iln the FY2013 budget, the Legislature approved, $25.0
MIlion capital funds to support developing nedium
[ift in Al aska
sLegislation specifically stated that the $25.0
MIllion in state funding was for infrastructure
devel opnent specifically for medi um payl oad

| aunches

* Medi um payl oads wei ght in excess of 4,000 pounds

*The $25.0 mllion was “gated” into three phases:
ePhase One = $3.0 Mllion for design,
engi neeri ng, infrastructure prep, and
envi ronment al wor k
* Phase Two = $10.0 MI1lion for
infrastructure devel opnent, which could not
be spent until a firm contract was signed
with a launch provider for nedium class
| aunches
e Phase Thr ee = $12.0 MIlion for

construction which can not be spent wuntil
any additional funding is raised to conplete
construction of a mediumlift facility
sEstimated cost for a new nmediumlift conplex at
Kodiak was estimted to be no less than $125.0
MI1Ilion.
*All funds above the state $25.0 MIlion would
require private/conmercial funding

M. Canpbell described nedium lift as a controversia
topic. He discussed interest from the Obital Sciences
Corporation and Lockheed Martin to do nedium |lift. At the
time, the rockets being considered (Lockheed Martin's
Athena 111 rocket and Obital Sciences' Antares rocket)
were fairly large. He relayed that neither conpany found
the financing that would allow them to profitably sell the
rockets. He had seen other novenents in the industry,
including international rockets of smaller size but wth
ability to launch a nmedi um si zed satellite.

M. Canpbell turned to slide 6, "Medium Lift Request For
Proposal s - Continued":

*In Septenber 2014 staff developed a Request For

Proposal offering $21.0 MIlion of the $25.0 MIlion
in a conpetitive source selection to provide
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comercial launch services for delivering medium cl ass
payl oads into orbit fromthe Kodi ak Launch Conpl ex
* Proposers nust:
*Describe how the $21.0 MIllion state funding
woul d be used
eldentify the Oferor Infrastructure Requirenents
eldentify the Oferor Infrastructure |Investnent
eCuarantee three nedium class |aunches from KLC
by 2020
*Proposal s were delivered on Novenber 25, 2014
* Four proposals were submtted
eEvaluation of proposals was conpleted by AAC staff
and oral interviews were held on Decenber 9, 2014
*On Decenber 12, 2015, Lockheed Martin was selected
for their Athena IS nediumlift rocket proposal
*An “Intent to Award a Contract” notice has been
i ssued to Lockheed Martin.
eContract negotiations have started, wth initial
estimates for nmediumlift between $3.0 and $6.0
MI1lion
*AAC plans to use only the Phase | $3.0 MIlion of the
$25.0 Mllion appropriation, plus other existing
Federal funding for nmediumlift construction

M. Canpbell elaborated that the Lockheed Martin Athena IS
nodel rocket (that was selected in the conpetitive source
selection) was larger than the Athena |, and had increased
payl oad capability from additional engines to give it the
medium lift capability and ability to be |launched from the
exi sting launch pad.

M. Canpbell spoke to slide 7, "Administrative Order 271"

* Gover nor Wal ker issued AO 271 on Decenber 26, 2014
*Specified to halt to the maxinmum extent possible
di scretionary expenditure on six “Projects”
*Kodi ak Launch Conplex was |isted as one of the
proj ects
* Al aska Aerospace Corporation |egal counsel reviewed
and determned the only “project” currently being
pursued by AAC was the nmediumlift RFP process
* AAC has suspended further actions on nedium Ilift
pendi ng approval to proceed by the Executive branch
* AAC has advised the admnistration that the remaining
$22.0 million is available to be returned to the state
*AAC has requested the governor approve AAC to
conplete the ~contract negotiations wth Lockheed
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Martin, not to exceed $3.0 mllion of the $25.0
mllion appropriation

M. Canpbell turned to slide 8, "Medium Lift RFP,"™ which
showed an artist's rendition of what the Athena I11S would
ook like on the existing AAC launch site. He confirnmed
that AAC was on hold, pending approval of the executive
branch to proceed. He pointed out that the rocket being
considered was thin but with a fairly large payload. He
di scussed features of the launch structure and boost
capability.

M. Canpbell spoke to slide 9, "Launch Pad 3 —Environnenta
Assessnent " :

*An Environnmental Assessnent (EA) is being conducted
for medium lift operations from the Kodiak Launch
Conpl ex
*The Federal Aviation Admnistration (FAA) is the
sponsor of the EA
*A draft EA was released for public review Septenber
15, 2014
*A public hearing was conducted in Kodiak on Cctober
7, 2014
*The FAA is reviewi ng public comments

*54 witten comments were received

*20 people testified
*FAA determ nation expected in early 2015
*AAC has a potential customer interested in conducting
west coast |aunches from Alaska and building LP-3 in
the future

M. Canpbell stated that an environmental assessnment was
bei ng conducted for a new | aunch pad, and he was expecting
a determnation within the next two nonths.

9:20: 15 AM

M. Canpbell highlighted slide 10, "Geospatial |maging Data
Di stribution Contract":

*To diversify AAC, in My 2014 senior staff initiated
di scussion with BlackBridge for potential distribution
rights for imaging data from the RapidEye inmaging
constel l ation
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*RapidEye is a constellation of five polar orbiting
satellites that collect five neter imging data for
commerci al sal es

*The AAC Board of Directors approved Resolution #14-03
at the August board neeting authorizing negotiation
for a new business venture in Ceospatial Data and
Satellite Imagi ng Sal es and Distribution

A contract was signed on Cctober 2, 2014 for
distribution rights of BlackBridge Al aska i magi ng data
* AAC has conpl et ed initial orientation W th
Bl ackBridge and has a staff nenber dedicated to
Bl ackBri dge sal es of Al aska i nmagi ng

* This contract was a significant step in diversifying
AAC with an enphasis on conmercial markets

 AAC has initiated discussions with BlackBridge to
expand the <contract to include data downlink
services

*AAC is also working to secure |launch services for the

next generation of Rapi dEye satellites, expected to be

| aunched in the 2018/ 2020 tinmefrane

M. Canpbell pointed out that the geospatial inaging data
di stribution contract referenced on slide 10 was the first
step for AAC in diversifying the conpany away from solely
rocket launch activities. He thought one problem the
corporation had created for itself was focusing only on
| aunching small rockets from Kodiak. He referred to the
original intent of AAC as witten in statute; and clarified
that the corporation was not designed to be a |aunch
conplex, but rather focused aerospace developnent and
wor king closely with the University.

M. Canpbell directed attention to the bottom of slide 10,
and noted that the next step in diversification was
possibly expanding the data distribution contract to
i nclude data downlink services. Further, AAC was working to
secure |aunch services for the next generation of RapidEye
satellites.

Senator Dunleavy referred to the bottom of slide 9, and
asked if the potential custoner was interested in
underwiting the entire cost of building [aunch pad 3 (LP-
3).

M. Canpbell clarified that AAC had a potential custoner

that wanted to launch from Kodiak sonmetime in the future
and AAC had not yet discussed the financing arrangenent. He
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could not say if the customer expected AAC to pay for LP-3,
expected to pay for it thenselves, or collaboratively
finance the project.

Senator Dunl eavy asked if it was the goal of AAC that the
custonmer underwite the entire cost of LP-3.

M. Canpbell stated that his goal was to privatize AAC and
no longer return to the state to request funding to expand
t he busi ness.

Senator Bishop commented that the potential contract
expansion with BlackBridge was intriguing. He referred to
state mapping with the Al aska D vision of Geological and
CGeophysical Surveys (DGGS) and thought there could be
synergy between it and the potential expansion project.

M. Canpbell stated that AAC was hoping for such synergy,
and furthered that Rapi dEye and Bl ackBri dge had a very good
product. He thought the state would be purchasing sone of
the product. He discussed how the inmaging product would
work in Alaska for private industry as well as governnent.

9:22:59 AM

M . Canpbell discussed slide 11, "Dragon Tracking"

*AAC has a contract to track the Dragon capsul e during
m ssions to the International Space Station (ISS)

*AAC has tracked the Dragon on all five of its
m ssions to the ISS

eLast tracking mssion was |ast nonth, January 2015

M. Canmpbell added that AAC would continue tracking the
Dragon capsule, and that the corporation was wusing its
facilities for activities other than rocket |aunches from
Kodi ak.

\V/ g Canpbel | addressed slide 12, "Range Safety and
Tel enetry System (RSTS)";

*The RSTS is a sophisticated telenetry tracking system
that provides range safety during the launch and
telenetry downlink capability to collect data fromthe
| aunch vehicle
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*There are at |least three conpanies in the United
States that offer range safety and/or telenetry
services worl dw de

*AAC has determned that separating the RSTS out from
the KLC range and creating a separate business unit
for RSTS operations is a viable option

*Di scussions are currently underway with other service
providers to develop a plan for nmarketing RSTS
services and providing nore cost-effective range and
telenetry services at KLC for future | aunches

M. Canpbell explained that the Range Safety and Telenetry
System (RSTS) was wused by AAC to track [|aunches from
Kodi ak. He rem nded the conmttee that AAC had gone three
years without a launch, and the system was unused for that
period of tinme. He reported no |aunches for 2015, which
woul d be another year of the system not being used. He
expl ained that the RSTS was made of equi pnent that could be
used anywhere in the world, and AAC had started to talk
wi th other providers of range services as to how the system
could be used elsewhere to create additional revenue. He
reported discussions with two conpanies as to how the
system could be utilized, and enphasized the deterioration
t hat was possi bl e when systens |ie dormant.

9:24: 21 AM

M. Canpbell highlighted slide 13, "International Business
Devel opnent Initiatives":

*The international |aunch market has expanded in the
past decade

* Nunerous foreign conpanies now offer both rocket and
satellite services

sEighty percent of the US. comercial satellite
mar ket i s | aunched overseas

*The only U S. conpetitor for KLC polar |aunches is
Vandenberg AFB, a Federal mlitary installation

*Wom ng Aerospace conducted a study for AAC which

identified significant opportunity for international
busi ness
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*AAC has initiated <coordination wth the State
Depart nment for | nt er nati onal Traffic I n Ar s
Regul ation (I TAR) approval to conduct foreign | aunches

eThree nmarkets are being pursued for comrercial
| aunches:

«Japan —Epsilon rocket
ltaly —Vega rocket
*lsrael —Shavit rocket

M. Canpbell discussed the new initiative that AAC was
taking in the international |aunch market. He relayed that
the corporation had hired a consultant who had identified
that the three rockets listed on the bottom of the slide
(tn Japan, Italy, and Israel) were all solid-fuel small
| aunches which were |ooking for conmmercial opportunities.
Al three rockets were launching from their native
countries, but as they expanded in the commercial market,
may need additional range capability. He furthered that AAC
was entering discussions with the three entities about the
potential of using KLC as an overflow facility should the
comercial nmarket expand to a level that the capacity could
not be nmet in their own country. He thought AAC woul d get
very few foreign |aunches, but consi dered that an
established relationship as an overflow facility would
Create sone incone.

Senator Dunleavy wondered why such a large portion (80
percent) of the US. comercial satellite market was
| aunched over seas.

M. Canpbell replied that the U S had raised the cost of
| aunch to an unacceptable |evel for the comrercial narket.
He noted that Cape Canaveral and Vandenberg Air Force Base
(both federal facilities) were utilized as prinmary |aunch
sites, predom nantly using very large rockets. He furthered
that the comrercial satellite industry had changed; and had
much smaller satellites for i magi ng, comuni cati ons,
navi gation, and weather. The U S. did not have the type of
facilities for the satellites to neet the cost for making a
profit. He added that AAC was |ooking at the Vega rocket
(from ltaly) and Epsilon rocket (from Japan), because they
were | ower cost rockets. If the rockets could be attracted
to Kodiak for launch, the comrercial satellite conpany
could get a |l owcost rocket at a |l owcost |aunch facility.
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Senator Dunleavy asked if the nmajority of overseas | aunch
sites were private or governnment owned.

M. Canpbell stated that the sites were all governnent
owned.

9: 26: 46 AM

M. Canpbell discussed slide 14, "Unmanned Aircraft Systens
(UAS) Initiatives":

sFor the past six years AAC has pursued acquisition of
the d obal Hawk Unmanned Aircraft System (UAS) from
the U S. Air Force for commercial use in Al aska

eInitial concept was to acquire three d obal Hawks and
operate from Ei el son AFB

ePrimary projected customers were state and Federal
agenci es

*Peak 3, an Alaskan firm was hired in 2014 to do a
conprehensive analysis of the financial feasibility of
AAC acquiring and operating the G obal Hawk

*Conclusion of the study found that the acquisition
and operating costs probably could not be recovered by
t he projected custoner revenue base

eDecision was nade in June 2014 to cease further
pursuit of the G obal Hawk

*AAC is a partner with the University of Alaska in the
FAA UAS Pan-Pacific Test Site.

*AAC has identified KLC as a test |ocation for UAS
oper ati ons

*AAC is discussing with the University staff nmeans for
AAC to becone the conmmercial entity for UAS operations
beyond the research, test, and devel opnent stages.

M. Canmpbell noted that AAC had been working on unmanned

aircraft systenms for a nunber of vyears. He directed
attention to the picture in the upper right corner of slide
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14, depicting the large unmanned aircraft d obal Hawk. The
system was very expensive to operate.

M. Canpbell spoke to slide 15, "AAC Conposite Revenue
H story":

*Federal Grants=$150, 646, 770 (43 percent)
e Launch Revenues=$146, 325, 065 (41 percent)
*State | nvest ment =$58, 627, 566 (16 percent)
*Total =$%$355, 599, 401

Figures reflect all revenues from 1993 through June
30, 2014

M. Canpbell referred to comments in the nmedia which had
alleged that AAC had never made any noney. He did not
understand the allegation and stated that if depreciation
was not considered, there was a nunber of years in which
AAC had made noney. He nentioned a problem in 2012, and
stated that AAC had operated for a dozen years with its own
cash flow and had never before cone to the state with a
funding request. He stated that the slide reflected a
conposite picture of revenue as of June 2014.

M. Canpbell enphasized that he considered the $58 nillion
in state investnment to be a lot of noney, but did not think
it was fair to say that because of the investnent the AAC
had not generated any noney. He revealed that the
corporation had generated alnpbst $300 million in funding.

He referred to a launch in Kodiak in August of 2014, and
poi nted out that about $250 thousand was spent on renta

cars in the area. Cose to $1 nillion had been spent on
hotel and restaurant sales in a 90-day period. He thought
AAC was capabl e of being a revenue generator for the state.

He qualified that the last few days had not denonstrated
the capability, but wanted to recogni ze AACs successes.

9:29: 28 AM

Senat or Dunl eavy asked about AACs correspondi ng operations
and mai nt enance costs.

M. Canpbell stated that payroll, utilities, and rent was
approximately $6 mllion per year.
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Vice-Chair Mcciche referred to the aborted |aunch that
took place in August 2015. He thought it was unusual that
KLC was not found to be at fault, yet the entity | aunching
the rocket was not responsible for any damge to the
facility. He wondered if both parties in a |aunch agreenent
were contractually held harml ess.

M. Canpbell stated that AAC was receiving the rebuild
funding from the insurance conpany, and was unsure as to
whet her there would be a claim against any other party. He
t hought the information could be clarified by the risk
managenent department.

Co-Chair MacKinnon «clarified that AAC would continue
forward, and the state's internal risk managenent woul d be
making a claim with the federal governnment and trying to
resol ve i ssues froman insurance perspective.

M.  Canpbel | understood the process was as Co-Chair
MacKi nnon descri bed.

Vice-Chair Mcciche wondered about the inpact and future
cost of $29 nillion [estinmated danmage repair cost] com ng
out of the state insurance pool. He thought it m ght change
the state's risk profile.

M. Canpbell was not sure of the inpact, and thought the
guestion of future costs and risk managenent was best
answered by the Departnent of Administration and risk
managenent .

9:31: 52 AM

Co- Chair MacKi nnon thought that Vice-Chair M cciche had
raised a great question, and stated that the conmttee
woul d author a letter on the subject.

Vice-Chair Mcciche thought perhaps the commttee and AAC
m ght have different definitions of the phrase "generating
revenues."” He wondered if launch fees were sufficient to
cover the state, considering the risk of a launch failure.

M. Canpbell stated that AAC made a profit from the fees
charged for a launch, and the profit covered the ability to
pay for insurance and fees for each year. He qualified that
a launch was a profitable operation, but nore were needed.
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Senator Dunleavy asked for clarification about the $6
mllion in annual nai ntenance and operations.

M. Canpbell affirned that the $6 million included the cost
of payroll (for approximtely 40 enpl oyees), electricity to
run the sites, the |ease cost for of fices, and
adm nistrative fees paid to the state.

M. Canpbell discussed slide 16, "State of Al aska Funding
Snapshot ":

*SFY 2013 -$8.0M State Funding (Includes 100%
Sust ai nment Fundi ng)

*SFY 2014 -$8.0M State Funding *Provided a [|aunch
services contract is signed by 31 March 2013

* SFY 2015 -$6. OM —Approved State funding

* SFY 2016 -$0.0M —Governor’s budget request

M. Canpbell highlighted slide 17, "FY 14 Through FY 16
Qperating Budget," pointing out the mddle colum of
governor's budget and request for GF and the total of GF
and other funds. He clarified that the difference of $4.2

mllion between the two years would be noved into AAC
receipts.
9:34: 29 AM

M. Canpbell |ooked at slide 18, "Federal Funding Pursuit":

*The Federal governnent provides nearly $1.0 Billion
in operations and sustainment funding for the Federa
ranges at Vandenberg AFB and Cape Canaver al

*The Federal governnent does not provide this type of
fundi ng to non-Federal spaceports

*This year, Senators Mirkowski and Begich, along wth
co-sponsorship from the Virginia delegation, included
in the Defense Appropriations Bill $10.0 MIlion for
non- Federal spaceports that support the National Space
Policy with capability to place satellites into orbit.
KLC and MARS are the only tw facilities that
currently have that capability

* Fi nal action on t he Feder al FY2015 Omi bus
Appropriations Bill included $6.0 MIllion for non-
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Federal Spaceports that |aunch government mission into
orbit supporting the National Security program

* AAC expects to receive up to $3.0 MIlion from the
Federal (Air Force) governnent in 2015, specifically
for operational support of potential national security
| aunches into polar orbit from the Kodiak Launch
Conpl ex

M. Canpbell relayed that AAC had been working hard with
the congressional delegation for the three previous years
to get federal funding to support the aerospace operations
of non-federal space ports. He highlighted the first bullet
on slide 18 to enphasize that non-federal space ports
launch for the federal governnent. He continued that AAC
had made the argunent that for equity purposes, if the
federal governnment expected a Jlaunch facility to be
avai lable for its use, it needed to provide sone funding

The corporation anticipated approximately $3 nmllion in
federal funds to cone to the state later in the year.

M. Canpbell discussed slide 19, "Conclusion”

Al aska Aerospace Corporation is rapidly changing from
a state-owned corporation, whol Iy  dependent on
gover nment | aunches and state f undi ng, to a
di versified aerospace corporation which has a mx of
commercial and governnment operations in a variety of
aerospace related businesses and no |onger dependent
on state funding.

The new AAC |eadership team can not change what
happened in the past. However, we have already nade
significant changes which are showing a positive
i mpact on the corporation, future business potenti al
and the ability to continue operating.

W are working with the Adm nistration on a transition
plan which retains the market viability of AAC, while
mnimzing requirenents for state operations and
sust ai nment fundi ng.

For FY2016, AAC requests no state general funds.
Wth Executive and Legislative support, we are

commtted to making AAC a viable industry in Al aska,
i ndependent of state funding. W request your support!
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M. Canpbell relayed that he had nmade a commitnent to
change AAC - the corporation would not operate as it had in
the past, it would not be dependent upon state dollars, and
it would create a diversified aerospace business. He
pointed out that AAC had acconplished nuch of the
commitrment; and highlighted diversification, reduced need
for state dollars, and steps towards privatization. He was
pl eased to l|lead the conpany and nentioned his support of
the board and board chairnman Pat Ganble. He asked for the
commttee's support of AAC s budget request.

Senat or Dunl eavy asked who owned the Md-Atlantic Regi ona
Space port (MARS) facility.

M . Campbel | responded that MARS was owned by the
comonwealth of Virginia, and was co-located wth the
federal NASA Wallops flight facility.

9:36: 42 AM

Co- Chair MacKi nnon comuni cated that she had been tasked
with authoring a letter requesting additional information
pertaining to the AAC insurance claim She let the
commttee know that she would distribute the letter and
wondered if there was any other information that nenbers
wi shed to be conveyed.

Senat or Dunl eavy asked about the failed rocket |aunch, and
wondered if it was comonpl ace that facilities were damaged
during an aborted rocket | unch.

M. Canpbell reflected that historical rocket failures had
generally happened farther from the facility than the KLC
rocket failure. He qualified that 75 days after the KLC
rocket launch failure, the Antares rocket (launching to go
to the I1SS) suffered fromnnearly identical circunstances at
the MARS site. The rocket had travel ed under 500 feet after
having engine nmalfunction and falling straight back upon
the launch facility. He was unable to provide statistics,
but enphasized that within 75 days the sanme circunstance
[rocket failures close to launch facilities] had occurred
tw ce.

Senator Dunl eavy asked if the incident at KLC was a | aunch

failure in conbination with a decision to destroy the
rocket.
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M. Canpbell explained that KLC had a range safety and
tel emetry system which had tracked the rocket fromliftoff.
He specified that there were safety boundaries observed by
a federal official known as a Mssion Flight Control
Oficer (MFCO, which if exceeded or approached, would
result in destruction of the rocket. The investigation had
revealed the rocket had not had a payload or rocket
problem but rather the external blanket that peeled off
the body of the rocket had caused something to happen wth
one of the thrusters, which in turn caused the rocket to
swerve of f course and ultimately be destroyed by the M-CO

9: 39: 24 AM

Co-Chair MacKinnon asked if M. Ganble had any comments
about the AAC.

PATRI CK GAMBLE, PRESI DENT, UNI VERSITY OF ALASKA, AND CHAI R,
BOARD OF THE ALASKA AERCSPACE CORPORATI ON, commented that
the AAC board had two roles: the hiring and firing of
personnel, and determning the vision of the future of the
corporation. Wthout resolving the vision of the state, AAC
was not sure of its vision. He queried whether AAC was j ust
a business deal, or was Al aska "an aerospace state" which
was investing and committing and growing across a Wwde
spectrum of aerospace investnents. He thought it was
inportant for the vision to becone clearer; so that the
issues of risk, investnment, and organizational construct
woul d resolve. He discussed nodels that the state could
consider, with privatization being the newest nodel gaining
the nost attention. He enphasized that privatization was
not the only nodel that could be in the future, especially
depending upon what the legislature would like to see
considered. He expressed that the attitude of the board was
that there was nore happening at KLC currently (with regard
toits future) than in the entire history of the site.

M. Ganble thought the uniqueness of Al aska's geographical
position had nmuch to do with the increased activity. He
di scussed the surge of commercial space for the industry
and the positive attributes of AAC that corresponded to the
mar ket needs. He enphasized the corporation's ability for a
| ow-cost rapid turnaround launch <capability that was
attractive to a nunber of potential custoners. He suggested
that AAC, in the current market, could be viewed al nbost as
a start-up conpany; one that had a great product and had

Senat e Fi nance Comm ttee 19 02/11/15 9:01 A M



denonstrated its ability to custoners to be cheap
reliable, and safe.

M. Ganble stressed that AAC had a geophysical position
that was unlike the other launch sites that were previously
menti oned, and thought AAC and KLC were very inportant for
polar orbits. He nentioned other sites that operated at
greater cost. He thought that if AAC signed a contract with
Lockheed Martin, it would be a huge commtnent in terns of
polar |aunches, and would bring nore business to the
corporation. He thought it was probable that clusters of
custoners would form after AAC secured a major customer who
woul d "break trail™ for smaller conpanies that could settle
in Alaska or partner wth |arger conpanies. He thought the
priority for AAC was to get through the next two years, at
which tinme there would be increased comercial success. The
board was conprised of individuals who had extensive
experience in the industry. He was confident, yet concerned
about the budget realities being considered by the
| egi sl ature.

M . Ganbl e  thought the board would be discussing
privatization with M. Canpbell. He reiterated that the
activities of the followwng two years would be significant
in determning the future success of the corporation. He
shared that M. Canpbell intended to propose to the board
that AAC zero its budget inmmediately rather than after two
years as planned. He suggested that the idea was considered
a "preenptive surrender” by some AAC board nenbers. He
thought it was possible, from a business perspective, to
invest while sinultaneously cutting back and reducing. He
expressed confidence about having Lockheed Martin as a
cust oner.

Co-Chair MacKinnon clarified that the budget issue being
faced by the legislature concerned FY 15 as well as FY 16.
She clarified that AAC had been cutting $2 mllion fromits
budget, rather than $2 thousand.

9:46: 47 AM

Vice-Chair Mcciche referred to the AAC budget request and
asked if there was an over-supply of |aunch capacity. He
wondered at what point a determ nation could be nade that
KLC was unable to generate interest from custonmers in the
near future. He asked wondered what sort of information
m ght precipitate the decision to cease operations.
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M. Canpbell clarified that the $3 mllion request was
nmoney that was previously appropriated, and AAC was nerely
asking for the funds to be released. There was no new
appropriation being requested for nmediumlift. He furthered
that the $4.2 nillion requested was not state funds, but
rat her an authorization request so that AAC could have the
ability to receive the noney through aerospace receipts. He
summari zed that AAC was asking for zero state funds for the
FY 16 budget.

M. Canpbel|l addressed Vice-Chair M cciche's question about
the point to consider ceasing operations. He thought the
topic was for discussion between hinself and the board, and
would result in the board concluding that he had not been
able to generate sufficient business to indicate success.
He shared that he currently had non-disclosure agreenents

with a dozen different conpanies, including the federal
governnment, to discuss services through Kodiak (and Al aska)
including and beyond rocket [|aunch services. He was

optimstic about the future of AAC as described by M.
Ganble, and nentioned the recent contract signed wth
Bl ackBri dge as an exanple. He thought it was inportant to
communicate that Alaska was an aerospace state; while
recogni zi ng t hat t he state could not contribute
financially, but wi t hout di scour agi ng busi ness. He
di scussed the repercussions of ongoing proposals and talks
about shutting down KLC.

9:50: 15 AM

Vice-Chair Mcciche thought that M. Canpbell had nade an
inportant statenent, and expressed appreciation for the
answer to his question. He wanted to clarify that the board
was focused upon noving forward, with the realization that
if AAC was not able to follow through with diversification
and other plans, it would be recognized and action would be
t aken.

Senator O son asked what the AAC vision was ten years
previously. He wondered if producing profit for the state,
providing a societal service, or advancing intellectual
knowl edge were part of the original plan.

M. Canpbell thought that the vision of AAC had changed

over tinme. The legislation that initially established AAC
was designed with close ties to the university, to engage
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in business devel opnent mar ket i ng, and perhaps the
operation of the Poker Flat Research Range [the | argest
| and- based rocket research range in the world and the only
hi gh-l atitude rocket range in the United States, located in
the Interior]. He thought the vision had changed rapidly in
the late 1980s and early 1990s, as the country changed.

M. Canmpbell recounted that former U S. Senator Ted Stevens
saw the need for mssile defense and the capability of a
|arger launch facility that would need to have polar
capability, and had identified Al aska as the |ocation. The
vision had changed into an aerospace conpany that would
provide the lift (from KLC) for the federal governnent and
comercial business, as well as providing other aerospace
opportunities. Consequently, AAC had ended up focusing
primarily on KLC. In the md-1990s, the conmercial market
for satellites had collapsed in the U S because of the
high cost of |aunch, and nmuch of the business had gone
overseas. At that tine the commercialization of AAC had
suffered a setback, and it had ended up being very
dependent upon just federal government | aunches. He
referred to former Senator Ted Stevens' vision to provide
| aunch capability from Al aska for polar orbit, as well as
providing a diversified econony in aerospace in additiona
| ocations than Kodi ak. He nentioned the integration
facility that AAC was discussing with Lockheed Martin, and
thought it would provide sonme nore business in Anchorage
and support work in Fairbanks. He discussed additional
diversification opportunities in the state, and thought
that was the intent of Senator Stevens.

9:53:48 AM

Senator O son nentioned other launch sites, and noted that
many or nost were federal facilities. He commented on the
financial prowess of the federal governnment, and thought
the state was di sadvantaged by not having the sanme benefit.
He thought Al aska was present as an aerospace state, but
did not envision success in the long run due to financial
constraints.

M. Canpbell thought that Senator O son's prem se was not
incorrect, and observed that AAC could survive on the
earnings of KLC and expect to have enough |aunches for
Alaska to be a profitable aerospace state. He considered
that |aunches were but part of the portfolio that AAC
shoul d provide. He continued that if the federal government
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was identifying KLC as a launch facility for federal space
m ssions, it should be partnering with the state to make
sure KLC was available and provide sone funding for
operations and sustai nnment.

M . Canpbell discussed diversification of AAC and suggested
that if KLC had one |aunch per year, federal funding,
diversified work wth wunmanned aircraft systens, data
downl i nking, and other services, Al aska could be a very
profitable aerospace state. He remarked on the conpetitive
advantages of KLC, stating that the only conpetitive U 'S
facility was Vandenberg Air Force Base. He illustrated an
exanple of the Vandenberg site, in which a comercial
| aunch was postponed for a national security mssion,
resulting in deferred revenue. Conversely, the federa
governnment could not usurp launches at KLC, and custoners
woul d benefit. He reiterated that |aunches would not be the
mai nstay of business for AAC but were a valuable
commerci al service niche for the country.

9:56: 56 AM

Senat or Dunl eavy commented on the drastically |ow price of
oil and the resultant econom c inpact. He suggested that
the state needed to separate its hobbies from its noney-
maki ng vent ures.

M. Canpbell agreed with Senator Dunleavy, and reiterated
that AAC was requesting no state funding and asking for
flexibility for the board to make decisions in order to
nove towards diversification and profitability.

Co-Chair Kelly discussed economic diversification and
suggested that opportunities for such were frequently not
well timed. He used an analogy to suggest that AAC was
important for future devel opnent.

Senat or Bi shop concurred with Co-Chair Kelly.

Co- Chair MacKi nnon thanked M. Canpbell and M. Ganble for
their presentation.

9:59: 30 AM
AT EASE

10: 01: 47 AM
RECONVENED

Senat e Fi nance Comm ttee 23 02/11/15 9:01 A M



AOVERVI EW  UNI VERSI TY OF ALASKA FY 16 BUDGET

PATRI CK GAMBLE, PRESIDENT, UNI VERSITY OF ALASKA (UA), AND
CHAI R, BOARD OF THE ALASKA AERCSPACE CORPORATI ON di scussed
t he Power Poi nt, "FY16 Budget Overview' (copy on file).

M. Ganble discussed slide 4, "Top Level O ganizational
Chart,"” and noted that the University was in a period of
turnover. He directed attention to position titles |isted
in red; hi ghlighting new board nenbers and vacant
| eadership positions including the University of Al aska
Sout heast (UAS) chancellor, the UA vice president for
Academ c Affairs and Research, the University of Al aska
Anchorage (UAA) provost, and his own position as UA
presi dent. He discussed the inportance of continuity
despite the inpendi ng change in | eadership.

10: 04: 18 AM

M. Ganbl e | ooked at slide 5, "Shaping Al aska's Future":

A strong university system is essential to a healthy
and grow ng econony and way of Ilife.

That strength is neasured by:

e The nunber and quality of our graduates at
every | evel

e Qur results in neeting the workforce and
research needs of Al aska

e Qur partnership with others in tackling the
state’s chal |l enges and opportunities

M. Ganble referred to a set of guiding principles which
would allow for continuity, contained a docunent entitled
"Shaping Al aska's Future" (copy not on file) as well as
listed on slide 5. He clarified that the slide was an
overview of ongoing thenmes, and it was expected that the
themes would be used as a guide through the transition
peri od.

10: 04: 37 AM
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M. Ganble discussed slide 6, "FY 16 - FY 18 Budget
Strategy":

Focused on a core, continuing to deliver best ever
results, building a reputation for excellence.

 Student experience, retention, and success

. Dat a-driven decision naking, program and
training prioritization, neet i ng Al aska’ s
busi ness requirenents

* Research and partnerships to enhance Al aska's
comunities and econom c grow h

M. Ganble stated that normally the University briefed the
finance commttees on increnental budgets, but currently
there were no budget increments to discuss. He stated that
the capital budget was greatly reduced from the governor's
proposed budget.

M. Ganble wanted to discuss how the University would be
getting through the following three years. He strongly
enphasized that the University was in the workforce
devel opment business, and it was an inportant conponent of
t he overal |l budget strategy.

M. Ganble highlighted the inportance of research to the
university system and the state. He pointed out that
research funding not only canme from the federal governnent,
but also canme fromthe state.

M. Ganble addressed slide 7, "'The Core' and the FY16
Budget ":

Qur core prograns, those where demand is high and the
university denonstrates strength, are essential to
continue nmeeting state and student needs.

Wor kf orce Devel opnent

Research and Devel opnent

Cul tural Schol arship and Preservation
Communi ty and I ndustry Partnerships

M. Ganbl e pondered that the University was the keeper of a
|arge portion of the cultural preservation of the state,
and did not foresee a change in that arena due to budget
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cuts. He nentioned diversification, and conpanies that
m ght want to hire Alaskans. He used an exanple from the
previous presentation by the Alaska Aerospace Corporation
as to how a partnership with the University coul d work.

10: 08: 49 AM

M. Ganble |ooked at slide 8, "Recognize and Miintain
Resul t s":

G aduation rate nearly 12 percent higher than FY10

Degrees and certificates awarded in FY14 at an all-
time high — up 31 percent from FY10

* Engi neering degrees up 25 percent from FY10

* Degrees in high-demand job areas up 22 percent

e Teacher education degrees up 27 percent since
FY10

Received nore than $650 mllion in conpetitive
research grants since FY10 - $118 Min FY14 al one

M. Ganble thought that budget |anguage did not always
reflect the relationships between line itens that m ght
have wunintended consequences if cut. He discussed the
connections between prograns that grew as a budget
decr eased. He nentioned increased graduation rates,
academ ¢ advising, and other nethods that would connect
output to priorities. He added that the University had a
list of priorities that went beyond what was shown on the
sli de.

M. Ganbl e discussed slide 9, "Preserve and Enhance
Reput ati on":

« UA percentage of total degrees that are STEM 6th in
the U. S for public institutions.

e« UAA 2015 list of the best online progranms for
master’ s degrees in education.

* UAA ranked by US News and World Report in the top 5

percent out of 1421 institutions in the Wstern
Regi on.
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e UAA Experinental Economics ranked 10th in the
nati on.
e UAS 2015 list Best Online Teachi ng Degrees.

e UAF Honeland Security and Enmergency Mnagenent
(HSEM program ranked as 2nd in the US for
affordability of program and 5th in the US for quality
of program

» UAF research publications and citations on Arctic
research top not only the nation, but are also nunber
one in the world

M. Ganble discussed the reputation of the University and
its role in success. He thought reputation was an inportant
factor in hiring good faculty and garnering funding for
research. He di scussed t he University's positive
reput ati on.

10: 11: 43 AM

Vi ce-Chair Mcciche noticed a growi ng proportion of Al aska-
educat ed engi neers and technicians. He thought the product
was inpressive. He asked if the state had investigated the
university system as a profit center and an internationa
service provider, and as a neans to off-set in-state costs.

M. Ganble thought there was great potential, as yet
unl ocked, for the University to be an international service
provider. He thought that UAA and UAF had set up a
commercialization and intellectual property organization
that would allow the University to take a share of profits
that would cone from the research and devel opnent. He used
the exanple of an algorithm devel oped by a faculty nenber
that could be sold for profit. He thought the nunber of
subm ssions for patents that had been submtted by the two
schools was inpressive, and recounted that each had
recei ved noney for a share in the product.

M. Ganble recounted that the University had started
prograns in the past wthout know edge of the potential
return on i nvest nment . He el abor at ed t hat future
considerations for new prograns would always include an
eval uati on of whether a program would add val ue and whet her
it would break even, since it was no |longer possible to
subsi di ze prograns with G~
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10: 15: 17 AM

M. Ganble addressed slide 10, "How to Strengthen the
Cor e?"

Addr ess the hi gher education paradigmshift:
* keep building value and show ng accountability
* bal ance tuition and fees

e conpete, stay relevant, enbrace institutional
academ c excel |l ence, and student service

Est abl i sh part nershi ps:
« State of Al aska, federal governnent, commercia
busi nesses
* K-12 school s; other universities
e private industry
Build an institutional reputation for excellence:
» college and workforce ready students, excellent
faculty, and robust research dollars
» earn a well-deserved seat at the academ c table
w th peers
M. Ganble qualified that the slide addressed the
University's "niche." He thought that Al aska's geography
contributed greatly to the University's strength. He wanted
the University to nmaintain its excellence wthout
di sassenbling during the fiscal crisis.

President Ganble displayed slide 11, "'Niches' = Am
Poi nt s":

* Research for Al aska' s needs

* Fisheries, Seafood and Maritime Initiative (FSM)
« Alaska' s | argest workforce

e Arctic Policy

* An Aerospace State

« Health Sciences
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* Geo Sciences

e Land grant initiative
M. Ganble pointed out that the University was formally
introducing the land grant initiative to the legislature in

the current |egislative session.

10:17: 07 AM

Senator Hoffrman referred to slide 10, and felt that the
tuition and fees had attracted attention over the recent
years. He asked about strengthening the <core of the
University, and asked M. Ganble to expand on the bullet
point "balance tuition and fees." He wondered what the
concept nmeant to the average student that was attending the
Uni versity.

M. Ganble commented that the University could not solve
its financial problens by raising tuition. He discussed the
tuition increase from the previous year, which was the
small est increase in over 10 years. He reported that the
University was looking at a small increase in the current
year, but it was not expected that increasing budget
shortfalls would be solved on the backs of the students. He
t hought that students needed to have a stake in the period
of financial hardship as well. He thought a 5 percent
tuition increase was not as |low as sone other states, and
conpared it to other tuition change scenarios, both higher
and | ower.

Co- Chair MacKinnon queried where Alaska's tuition ranked
agai nst the other states.

President Ganbl e discussed the group of states included in
the Western Interstate Comm ssion for Hi gher Education
(WCHE) and the regional differences in other states. He
estimated that the University was 75 percent |ower than the
average of its peer wuniversities in the WCHE group. He
estimated that the University was perhaps slightly bel ow
average in terns of total fees.

Co- Chair WMacKi nnon considered that M. Ganble had used two

different sets of criteria in his answer. She wondered how
University tuition conpared to all other states.
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M. Ganble estimated that the University's tuition was
perhaps fourth from the lowest in the U S He stated that
Al aska had gone up sonmewhat in the ranking, but now certain
states such as North Dakota were subsidi zing nore.

10: 21: 24 AM

Co- Chair MacKi nnon wondered if the presentation reflected
President Obama's proposal to provide free conmunity
col | ege education. She wondered if the proposal would drive
up costs for students, and if the federal governnent would
be carrying student |oans for the program

M. Ganble replied that there were no current details
pertaining to that inpact. He furthered that the UA tuition
was charged at the sane rate for the two-year and four-year
coll eges. He thought it would be a wonderful goal to cut
the cost of Al aska's two-year prograns in half, and thought
it would attract a | ot nore students.

Co- Chair MacKi nnon expressed concern that if there was
federal funding for higher education and a correspondi ng
belief that the education would be free, would it end up
causing a raise in the cost.

President Ganble agreed that there would a be price tag
associated with that proposal. He hoped that the proposa
woul d | ead to a higher graduation rate.

10: 24: 26 AM

M. Ganbl e addressed slide 12, "The Mddel: Elimnate Cost +
Gener at e Revenue":

e Prioritize and reall ocate resources
e Space utilization: reduce |eased space, consolidate

* Long-term facility managenent plan... Sightlines,
university building fund, land grant initiative

e Control energy use
» System |l evel collaborations ...IT

e« Commercialization
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e Investnment opportunities..unmanned aerial systens,
alternative energy, arctic research, climate research
fisheries, oceans, space physics, and public-private

e Enroll and retain nore students

M. Ganble comented that there was currently a sense of
urgency with regard to driving down costs and generating
revenue, and thought that it tended to drive things nore so
than advanced thinking. He highlighted collaboration
between the three wuniversities in the UA system and
enphasi zed the | eadership group nade of the chancellors and
provosts of each unit. He recounted that the University had
been able to nove forward on a nunber of initiatives that
had never gained traction in the years past. He discussed
the necessity of the University paying for its own
utilities, which would be a significant additional cost.

M. Ganble nentioned that a nunber of conpanies that had
wanted to partner with the University and comercialize. He
hi ghlighted that the University was internationally
renowned for the nunber of published and cited articles
pertaining to the Arctic. He reiterated his point about
dismantling positive achievenents of the University as an
uni nt ended consequence of budget savings. He added that it
was inportant to preserve the goal of enrolling and
retaining nore students.

Senat or Bishop thought the University was doing a great
j ob, and di scussed progr ans t hat wer e full and
col | aborating on the use of resources.
M. Ganble highlighted slide 13, "Challenges":
* “Readi ness”
* “The Core”
 Communicating a positive nmessage of quality and
excell ence while rightsizing staff, faculty, prograns
and departnents

e Aging infrastructure

e Meeting the terns, expectations of public and
private partners
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e Preserving an essential ability to invest

M. Ganble asserted that Al aska did not have a standard for
readi ness for higher education. He thought nobst other
states had a definition of readiness, and reported that the
University was working with the state to identify the
meani ng of coll ege or workforce readi ness.

10: 28: 13 AM

M. Ganble thought that some Al askan high school graduates
were not ready at a level to enter a union apprenticeship

program after high school. He considered the issue was
inportant in order to reach goals of the University in
fisheries, mning, and skill sets for the North Slope. He

t hought alignnment with K-12 education would be an advant age
for students of all Kkinds.

M. Ganble thought that the University needed to nmaintain a
positive nmessage. He discussed downsizing facilities and

the inportance of receiving comunity feedback. He
commented that although there was aging infrastructure,
deferred maintenance was still a top priority. He pointed

out that the University utilized deferred naintenance funds
as soon as they were received.

M. Ganble continued to discuss slide 13, and alleged that
from a business point of view, the nost difficult task was
to identify future opportunities for investnent.

Senator Hoffrman | ooked at the last three points of slide
13. He referred to prograns in health and science which
provi ded essenti al services for public and private
partnerships. He asked about the future of the Al aska
Native Science and Engineering Program (ANSEP), WCHE, and
the WAMM program [a cooperative program of the University
O Washington School of Medicine and the states of
Washi ngton, Wom ng, Alaska, Mntana, and Ildaho] in the
context of the last three points on the slide.

M. Ganble opined that ANSEP, WCHE, and WMM were core
progranms, and were essential to the reputation of the
uni versity system

Co- Chair MacKi nnon asked if M. Ganble was anticipating an

increase or decrease in the operating budget for the
Uni versity.
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10: 33: 21 AM

President Ganble addressed slide 14, "UA view of the FY16
Operating Budget; Short-term Challenges and Long-term
Implications.” He qualified that the information on the
slide was assenbled by the University rather than by the
Legi sl ative Finance D vision (LFD). He continued that LFD
docunents |ooked at appropriations through a particular
| ens, and the University viewed it differently. He
identified a decrenment of $43 nillion from the governor's
proposed budget, and stated that the amount was the target
for cuts throughout the three wuniversities in the UA
system He identified the shortfall as the near-term
problem and specified that the |ong-term problem was the
declining G- baseline. He estimated that the University
woul d continue to get reductions.

Co- Chair MacKi nnon thought that the slide was confusing to
the general public since every other departnent presented a
basel i ne budget from the appropriation nunber provided by
the departnent. She wanted to see what the University had
received the previous year; and how the current budget
request woul d be an increase, decrease, or flat-funded. She
acknow edged Chancellor John Pugh and Chancellor Brian
Rogers were in attendance.

10: 36: 11 AM

Co- Chair MacKi nnon remarked on the position vacancies that
had been discussed wearlier in the presentation. The
committee was interested in whether recurring costs were
being renoved from the budget, or if they were positions
being held in the budget from past appropriations.

Co-Chair MacKi nnon asked if M. Ganmble wanted to conmment on
the recent closure of the child care facility at UAA She
had heard about the recent closure in the nedia.

M. Ganble directed attention to the 4.6 percent reduction
in G- in FY 15, and recounted that the University had to
cover a $28.4 mllion budget shortfall, which had increased
to $42.9 mllion the following fiscal year. He explained
that the cuts were necessary to account for the budget
shortfall. He reiterated that the University focused on the
anount of decrenment to work with rather than the funding
amount in any given budget cycle.
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M. Ganble discussed the enployee authorizations at the
University, stating that of 4,900 authorizations, there
were approximately 4,500 total enployees. He continued that
the nunmber of staff was decreasing, the nunber of faculty
was bei ng reduced, and sone prograns had begun to cl ose.

M. Ganble addressed the <child care <center closure,
indicating that he wanted the matter to be dealt wth
entirely as a canpus issue. He thought the issues were
clear, and discussed the lack of accreditation of the
acadenmi c program associated with the center. He thought
there was nore to the issue than was i mmedi ately apparent.

Co- Chair MacKi nnon expressed appreciation for M. Ganble's
presence at the neeting.

#
ADJ QURNVENT
10: 40: 30 AM

The neeting was adjourned at 10:40 a. m
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