SENATE FI NANCE COWM TTEE
March 17, 2015
9:04 a. m

9:04:32 AM

CALL TO ORDER

Co-Chair MacKinnon called the Senate Finance Committee
nmeeting to order at 9:04 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

Patrick Ganble, President, University of Alaska; Mchelle
Ri zk, Associate Vice President, Statewide Planning and
Budget, University of Alaska; Mrc Luiken, Comm ssioner,
Departnent of Transportation and Public Facilities; Roger
Maggar d, Avi ation | nprovenent Pr ogr am Depart ment of
Transportation and Public Facilities; Jeff O tesen,
Director, Dvision of Program Devel opnent, Departnent of
Transportation and Public Facilities

SUMVARY
SB 26 BUDCGET: CAPI TAL

SB 26 was HEARD and HELD in commttee for further
consi derati on.

OVERVI EW FY 16 BUDGET UNI VERSI TY

OVERVIEW FY 16 BUDGET DEPARTMENT OF TRANSPORTATI ON and
PUBLI C FACI LI TI ES



#sb26
SENATE BI LL NO. 26

“"An Act nmking appropriations, including capital
appropriations and ot her appropri ations; maki ng
appropriations to capitalize funds; and providing for
an effective date."

9:04: 41 AM

AOVERVI EW FY 16 BUDGET UNI VERSI TY

PATRI CK GAMBLE, PRESI DENT, UNI VERSITY OF ALASKA, revealed
that Mchelle Rizk, Associate Vice President, Statew de
Pl anni ng and Budget, University of Al aska, would be heading
the newly created Strategy Pl anning and Budget O fice.

9:06: 05 AM

President Ganble presented Slide 2 of the University of
Al aska's FY16 Capital Operating Budget Overview, which
listed two capital requests:

» Deferred Miintenance Fundi ng
 UAF Engi neering Building

Pr esi dent Ganble relayed that the requests totaled
approximately $8 mllion each. He recalled that the system
had received $37.5 mllion out of $100 mllion over the
last five-years, which had nade it easier for the
University to put the funds to work on the deferred
mai nt enance backl og. He hoped that the work could continue
toward further reducing the deferred maintenance |ist.

9:06:48 AM

Pr esi dent Ganbl e explained that each of the three
Universities had a list of deferred nmintenance projects
that the noney would be applied to, and that data could be
provided to assure the committee that the funds had been
used in an efficient and tinmely manner. He spoke to the
second request for funds to finish the University of Al aska
Fai r banks (UAF) Engineering Building. He shared that the
funding currently available would run out on August 15,
2015. He said that the $8 mllion wuld allow the
University to fund the current contractor through January
2016, resulting in the opening of two classroons and a test
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| aboratory. He said that the project that the University
had been involved in with the Al aska Center for Energy and
Power (ACEP) no longer required a site, but would nove into
the fourth floor of the Engineering Building, saving the
state approximately $25 mllion.

9:09: 59 AM

Co-Chair Kelly understood that ACEP was specifically
oriented toward private industry sol utions.

President Ganble replied that that was the hope. He said
that the spin-off from ACEP would be applied research,
which could result in the generation of significant future
revenue.

Co-Chair Kelly thought that nmoving ACEP into the building
had been a good nove.

President Ganble agreed. He added that ACEP was popul ar
enough to generate its own funding.

9:11:19 AM

Co- Chair MacKi nnon requested an explanation for the concept
concerning the conpletion of the UAF Engineering Building
and how it was incorporated into the Operating Budget.

Presi dent Ganbl e explained that the concept was still under
devel opment. He offered that it was an increnmental concept
that was working toward the conpletion of the building. He
war ned that | ack  of funding could result in the
denobili zation of the contractor. He said that nobilizing
and denobilizing contractors from year to year would be
counterproductive. He relayed that the state would see
operating costs of $100 nmillion once the building was fully
occupi ed and operational .

9:12: 51 AM

Co- Chair MacKi nnon asked how many full-tinme students, or
full-time equivalent (FTE), were enrolled at UAF

President Ganble stated there were approximately 30,000
students to equate 20,000 FTE. He added that there were a
| ot of non-traditional students registered that were taking
| oner credit hours.
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Co- Chair MacKi nnon asked if the ratio of students to square
f oot age was on average for other universities.

President Ganble replied no. He thought that the ratio was
a burden that was carried as a result of the decision to
build out the access for the system across the state.

Co- Chai r MacKi nnon queried a bond package or t he
possibility of funding the building through UA revenue
rat her than general funds.

President Ganble replied that UAF had taken on a bonding
and debt service in 2015, and were at the limt of their
capacity to guarantee the paynent of the debt service. He
believed that it would be too risky to encunber the system
with additional debt service without knowing their ability
to pay into the future.

9:14: 56 AM

Senat or Hof fman asked about the increase in the Engineering
Program by 100 percent enrollnment. He queried the tinmefrane
of the increase and the status of the engineering facility
at the University of Al aska Anchorage (UAA)

President Ganble related that the statistics referred to
the period of tine between 2010 and now. He stated that the
Anchorage engineering building was not yet conplete, but
was fully funded and woul d open w thout incident.

Senator Hoffrman asked whether there were operationa
dollars budgeted for the UAA building when it was
conpl et ed.

M CHELLE RI ZK, ASSCCI ATE VI CE PRESI DENT, STATEW DE PLANNI NG
AND BUDGET, UNI VERSITY OF ALASKA, stated that there had
been a request for operating funds in the Board of Regents
Budget that had not been included in the Governor's Budget.
She said that the $1.6 nmllion that UAA would need would
need to be funded sonehow t hrough reall ocati on.

9:16: 21 AM

Senator Bishop asked whether the construction of the UAA
bui | di ng had i nvol ved any i ndustry support.
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President Ganble stated he was not aware of any donations
havi ng been made.

9:16:40 AM

Co- Chair MacKi nnon requested a status update on the power
plant, and a tineline for when savings would be realized.

President Ganble responded that the design for the plant
had been conpleted, but that the estimate for the project
had increased. The project had been put on hold until value
engi neering was conpleted. He said that a delay in bringing
the power plant online would necessitate reassessing the
recent efforts to bring gas to Fairbanks. He hoped a cross-
over point where the gas option becane nore viable than the
current plan could be identified. He rem nded the conmttee
that the gas option would |ower construction cost, but
rai se the cost of operating over the long run of the plant.
He noted that the market was changing and suggested that
the value engineering effort to reduce cost would save the
University further funding requests to the |egislature.

9:18:39 AM

Co- Chair MacKi nnon understood that the project was on hold
for eval uation.

President Ganble said that there was an eval uation that was
ongoing, the results of which would be brought before the
Board of Regents.

9:18: 54 AM

Vice-Chair Mcciche asked whether President Ganble had
engaged wth Alaska Industrial Developnent and Export
Authority (AIDEA) on the issue of lowering the cost of
bri ngi ng natural gas to Fairbanks.

President Ganble replied that the University had been
observing the situation, and was interested, but had not
taken an active role.

Vice-Chair Mcciche thought that the "earmark"™ for the
power plant was worth the University engaging in the issue.

President Ganble stated that the University was not vyet
engaged in any partnerships on the matter.
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9:20: 13 AM

Senat or Dunl eavy asked whether the power plant was a tine
sensitive issue. He asked how the reeval uation of the cost
factored into the tineline.

President Ganble stated that the risk was elevated. He said
that a major failure had occurred over the wnter and
bui |l di ngs had to be evacuated. He added that there had been
two incidents where there had been cracks in the piping
around boilers, which were repairable but were indicative
of an old boiler system He said that the repairs to the
old boilers were conplicated, risky, and inconvenient.

9:22:35 AM

Senator Dunl eavy noted that a cost for the power plant had
been set and wondered what had occurred to derail the
proj ect .

President Ganble replied that the initial estimates for the
program had been done very early on; the cost of the
engi neering and design work had contributed to the increase
cost. He offered to provide a breakdown of the costs at a
| ater date.

9:23:31 AM

Co-Chair MacKinnon asked for a tineline detailing the
financial activity of the project. She queried how nmuch the
state had contributed, and how much remai ned unal | ocat ed.

President Ganble outlined the past and future funding of
the project as foll ows:

FY11l Capital Appropriation - $4 mllion
FY13 Capital Appropriation - $46.3 million
FY14 Capital Appropriation - $15 nillion
FY15 Capital Appropriation - $5 mllion

Future FY16 Capital Appropriation - TBT ($28.3
mllion)

UA Revenue Bonds - $10 nmillion

UA Non-CGeneral ACEP Funding (4th floor only) - $1
mllion

($5 nmillion still needed)
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President Ganble related that the total in capita
appropriations through FY15 was approximately $70 mllion.

9:25:10 AM

Co- Chair MacKinnon clarified that she wanted to know how
much was left, in cash, which the state had appropriated
for the project.

President Ganble responded $31.3 million had not yet been
appropriated. The $8 million that was being requested woul d
be $8 million toward the $31.3 mllion.

Ms. Rizk clarified that President Ganble was speaking to
the engineering building. She said that she could get back
to the conmttee with the nunbers for the power plant. She
shared that the nunicipal bonds had not been issued, nor
the UA bonds. She agreed to provide the commttee wth
further information regarding financing of both projects.

Co- Chair MacKi nnon understood that the University had spent
state dollars rather than bonding, which she categorized as
a good use of the noney fromthe University's perspective.

Ms. Rizk interjected that the University was counting on
fuel savings in order to pay back the debt service; the
funding package was conplex and the fuel savings were
necessary before the debt service could be paid.

Co- Chair MacKi nnon retorted that the committee was
interested in what was left of the state appropriated
dollars in the bank for both projects.

9: 26: 49 AM

Senator A son referred to renoval of funding for the W\M
program [WMM is a collaborative nedical school anong
universities in Wshington, Wom ng, Al aska, Mntana, and
| daho.] He offered a personal story about his acceptance to
nmedi cal school. He expressed concern that intent |anguage
witten by the other body would termnate the program He
noted that he had been instrunental in funding the program
during its infancy. He lamented that the cuts fromthe FY16
budget would take effect July 1, 2015, after nedical school
applicants had received acceptance letters. He feared that
those students would not have tinme to apply to other
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schools or reconcile all of the disruptions that the change
woul d cause.

President Ganble shared that the action on the house side
had been surprising because the program was one of the
ol dest and nost successful prograns that the University had
to offer. He said that a |arge percentage of the graduating
doctors returned to the state to reside and practice. He
asserted that the programis return on investnent should be
considered a classic exanple. He added that normally in a
budget cutting process, projects that did not yield a
return should be considered for cuts, and the WMM program
did not fall into that category. He stated that the area of
study was one of high need. He related that 20 students had
recei ved acceptance letters who would not be entered into
the program because of the cuts on the house side. He
warned that the unintended consequence of the cut to W\WAM
woul d be that there would not be doctors available in the
state to answer the needs of Alaskans in the future. He
reiterated that the program made significant returns to the
state.

9: 30: 58 AM

Vice-Chair Mcciche requested an overview of the WWM
programin the state.

Pr esi dent Ganbl e explained that the program was a
cooperative partnership with the University of Wshington
(UWN, whereupon nedical students spend one year in Al aska
and three at UW He explained that, |lacking a nedical
school, Al aska established a relationship with UWin 1971

students study in Washington State for three years and then
finish the fourth year in Alaska. He relayed that the
length of tine distributed would be changing to two and
two, in an attenpt to have nore of the education take place
in Alaska. He related that the program had expanded to 20
students and had a 97 percent graduation rate, with a 70
percent rate of returning students back to Al aska.

9:32:43 AM

Senat or Dunl eavy comented that there would be a |ot of
good prograns that would be cut due to the state's fisca
crisis.

9: 33: 23 AM
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Senator O son clarified that he was never a part of the
WMM program but felt very strongly that the need was
worth the expense.

9: 34: 08 AM

Co-Chair MacKinnon revealed that her office had been
receiving a large anount of enails concerning the possible
termnation of the WMM program She believed that the
commttee would be forced to scrutinize all state prograns
in order to balance the budget. She felt that nedical care
in the state was already expensive due to Ilimted
conpetition in the field and that cutting the program coul d
drive prices higher.

9:35:24 AM

Co-Chair MacKinnon spoke to the deferred naintenance
request. She thought that strategic noves needed to be made
to protect the state's investnents. She wondered about a
previous plan to bond in order to create revenue to keep up
with long-term deferred mai ntenance.

President Ganble stated that the University had requested
approval for bonding, which was a best practice for
universities wth regard to deferred nmintenance. He
| anmented that the nature of deferred maintenance was that
it was a large nunber that represented old buildings that
were getting older. He stated that all of the University's
buil dings had been evaluated for their mssion value, as
well as their functional value, as a building and had
created a priority |list. He reiterated that bonding
approval for $100 mllion had been granted by the
| egislature in the past and then was reduced by half by the
governor at the tinme. He stated that the University had
bonded for the $50 mllion, which added on to the $37.5
mllion and took a large chunk out of the deferred
mai nt enance. He opined that five years had passed, the
noney had stopped, and the $8 mllion request was an
attenpt to keep funds flowing into the deferred naintenance
effort. He felt that |ooking ahead, the University would
not have the capability to provide the debt service in
regul ar paynents. He revealed that the University needed to
put a noratoriumon bondi ng because the risk was too high.

9:40: 48 AM

Senat e Fi nance Comm tt ee 9 03/17/15 9:04 A M



Presi dent Ganble shared Slide 3, "Land G ant Equival ency":

e UA's Land- Grant Equi val ency
« Based on Future Resource Devel opnent
* Future State Earnings in G|/ Gs/ M ning
0 Legislative-controlled account
0 Appropriated annually
* University Building Fund (UBF)
e Systemw de capital: capital naintenance
and equi prent
* Reasonable Annual Limts
o Hi gher education deferred naintenance/renewal
and repurposing receives first
$XXM
0 Legislature determ nes appropriation
* Long Term Goal
o Enploy alternative source of revenue
0 Reduce the annual UA budget request
0o Moderni ze university technol ogy, equi prment
o Mterially reduce facilities falling into DM
st at us

He testified that in 2000 the University lost a Suprene
Court case that determined that it was anticonstitutiona
to give the University |land that was dedicated for revenues
for the University. He opined that the system did not have
the dowy that nost other |and-grant universities received.
He shared that the first l|legislature after statehood had
tried to give 500,000 acres to the University, but the bill
was vetoed because it had been found anticonstitutional. He
shared that the legislature tried to override the veto in
2000, but lost the case. He assured the commttee that the
University was still looking into ways to generate revenue.
He hoped that in the future it could be witten into future
resource devel opnent contracts that would allow a
fractional share of future state royalties to be identified
into an account that would be used to fund the capital
needs of the University. He said that the state of Texas
had a program simlar to this proposal. He clarified that
the noney would not be dedicated to the University, but to
an account that the legislature could use for capital
needs. He asserted that it would not take long for the
account to nmke a significant difference in the deferred
mai nt enance funding request that the University brought to
the body on a yearly basis. He said that a lot of I|ega
research had been done on the mtter, should the
| egislature wish to draft a bill that spoke to the issue.
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9:45:18 AM

Co- Chair MacKi nnon expressed interest in nmeeting during the
interimto discuss the idea. She wondered whether the issue
could be put to the people of Al aska for a vote.

President Ganble opined that it was not likely to see |and
legally deeded to the University. He said that the state
had been divided in so many different ways that the |and
that was available was inaccessible and could not be
devel oped by the University for |egal and nonetary reasons.

9:48:12 AM

Co- Chair MacKinnon clarified that it was her suggestion to
allow the people of Alaska to nodify the constitution in
order to assist the University in acquiring land to
devel op.

9:49: 17 AM
AT EASE

9:57:29 AM
RECONVENED

9:57:41 AM

"OVERVI EW FY 16 BUDGET  TRANSPORTATION and PUBLI C
FACI LI TI ES

MARC LUl KEN, COWM SSI ONER, DEPARTMENT OF TRANSPORTATI ON AND
PUBLIC FACILITIES, referred to the presentation outline on
Page 2 of his presentation, "Al aska Departnent of
Transportation & Public Facilities -FY16 Capital Budget
Overvi ew':

el ntroduction
* Budget Conparison FY13-16
* Federal Aviation Adm nistration Program
[OFAA Moder ni zati on and Reform Act
* Federal H ghway Adm ni stration Program
[IMovi ng Ahead for Progress in the 21stCentury
[0St at ewi de Transportati on | nprovenent Program
*FY16 Budget Hi ghlights
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Co-Chair MacKinnon noted that M chael Coffee, Assistant
Comm ssi oner, Departnment of Transportation and Public
Facilities was avail able online for questions.

9: 59: 33 AM

Comm ssi oner Lui ken presented Page 3, "Budget Conparison FY
13-16." He relayed that the slide illustrated the genesis
of the departnents funding sources, nothing that there had
been an increase in the federal authority request to neet
program requirenents. He pointed out to the conmttee that
the departnents general and other fund requests continued
to decrease.

10: 00: 30 AM

Commi ssioner Luiken discussed Page 4, "FAA Modernization
and Reform Act of 2012":

eCurrent FAA Authorization Bill --Effective FFY12
t hrough FFY 15.

*Decreased Annual Aut hori zed Airport | npr ovenent
Program (AIP) Funding from $3.5 B to $3.35 B
Nat i onal | y.

*Alaska DOT&PF Airports FFY 12 —FFY 14AIP Annual
Average = $175M FFY 15 is expected to be simlar.
sIncreased Al aska’s Non-Federal WMatch Ratio from 5%
Back to 6.25% for Mst Projects.

Comm ssioner Luiken stated that the changes to the
| egislation had inpacted what projects were eligible for
Airport Inprovenent Funding (A P) and expired at the end of
FY15; the departnment did not have an idea of what the
funding would be after federal FY15. He said that the
departnment had been focusing work on runway safety areas,
particularly for airport with comercial jet traffic. He
added that new cost effectiveness criteria had been
introduced that made it difficult for projects to qualify
for federal funds. He stated that acquiring funding for
smaller comunity rural airports had been particularly
chal | engi ng.

ROGER MAGGARD, AVI ATI ON | MPROVEMENT PROGRAM DEPARTMENT OF
TRANSPORTATI ON AND PUBLIC FACILITIES, added that over the
last three years, DOl had received approximately $175
mllion, per year, for the AIP. He anticipated the sane
anount in FY15.
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10: 03: 17 AM

Senator O son asked whether there was an existing waiver
available to <certain airports to bypass sonme of the
requi renents of the reformact of 2012.

M. Mggard stated that it was possible to receive a waiver
fromthe FAA for a technical specification.

Senator O son noted that Ketchikan airport had been the
site of a major Alaska Airlines accident. He asked how many
airports in the state had waivers or were in the process of
acquiring waivers for Part 139.

M. Maggard replied that he did not know how many airports
had waivers. He asserted that the state had conplied wth
the runway safety area requirenents for all of the Part 139
airports with the exception of Adak, which the departnent
had planned to fund with non-AlP funding.

10: 05: 22 AM

JEFF OITESEN, DI RECTOR, DI VISION OF PROGRAM DEVELOPMENT,
DEPARTMENT OF TRANSPORTATION AND PUBLIC FAC LI TIES,
presented Page 6, "FHWA Program " and explained that the
flow of federal funding over the past 10 years had been
steady. He noted that the red bars on the graph represented
funds that had been earmarked by congressional nenbers. He
stated that earmarking ended in 2012 and now the state
could decide where to spend the formula funds. He noted
that the spike in 2009 was from the Anmerican Recovery and
Rei nvest ment Act (ARRA), the state was now running on $500
mllion in federal funding and anticipated the sane funding
in 2015. He relayed that the state had received two-thirds
of the annual allotnment of funding as Congress had yet to
act on the final one-third.

10: 07: 25 AM

M. Otesen discussed Page 7, "MAP-21," which was the nane
of the federal act that was currently providing surface
transportation funding:

eDown from $520 M in 2011 to $484 M in 2013 and 2014
(~7% decr ease)
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eIncreased enphasis on NHS = less available for
Community  Transportation Program (CIP); no new
proj ects being considered

eLess flexibility in use of funds.

*Significant streamining of funding categories

*H ghway Safety |nprovenent Program (HSIP) doubles for

Al aska

*No earmarks (which reduce fornula funds)

*Now operating under continuing resolution until My
2015

M. Otesen explained that as a result of the act, the
Nati onal Hi ghway System (NHS) had been enphasized as the
pri mary purpose of the program He noted that the NHS was a
collection of highways initially approved by congress; the
Federal Hi ghway Adm nistration now approved additions to
the list. He stated that these were the biggest roads in
the state that carried the nost traffic and noved the nost
freight. He added that approximately 58 percent of
departnment funding was directed to NHS roads, which only
conprised 25 percent of the road mles in the state. He
opined that as a result the state was responsible for the
fundi ng needed for other road needs in the state. He stated
that MAP-21 had effectively tripled the amount of noney
used for safety, which had resulted in very large safety
proj ects on Al aska hi ghways.

10: 10: 00 AM

M. Qtesen turned Page 8, which was continuation of MAP-21
f undi ng:

Per f ormance Mandat e
*FHWA to set National Hi ghway System (NHS) Performance
Measures for:
[0Saf ety
(Pavenent s and Bri dges
(OFrei ght Mbility
(0Congest i on
[(OSyst em Per f or mance
If National H ghway System (NHS) system conditions
fall behind:
OFi rst, di vert nore funding to performance
concerns
[(Later, penalized wth higher match requirenent

Senat e Fi nance Comm tt ee 14 03/17/15 9:04 A M



M. Otesen said that there would be report cards issued to
every state in regard to the performance neasures; if the
state received a bad report it would be expected to direct
a greater anount of noney to performance inprovenent. He
furthered that if performance did not inprove, the states
match contribution would be enlarged to 35 percent. He
shared that Alaska currently had a |lower than 20 percent
mat ch rate because of the high | and base of federal | ands.

10:12:13 AM

M. Otesen referred to slide 9, "Sum Up FHWA Progrant

*NHS Program
[(IMore funding overall, but nuch directed to
per formance, not capacity or new routes
(0Saf ety programincreases target the NHS too.

* Non- NHS Program ( STP)
[Decline in funding is hurtful. Fewer projects,
sl ower pace of conpletion.
[58% of public bridges and 77% of road m | es!

10: 12: 59 AM

Vice-Chair Mcciche requested exanples of perfornmance
concerns in Al aska.

M. Otesen referred to structural deficiency in bridges;
when a bridge rating fell below 50, on a scale of 1 to 100,
it would be considered structurally deficient. He said this
did not nean that the bridge could not carry traffic or was
in immnent danger of collapse, but could be |oad
restricted to heavier truck |oads and signaled the tinme for
rehabilitation or conplete replacenent. He said that
pavenment was tested with a tool that measured bounce, which
was difficult for Alaska because underlying permafrost and
tracked gravel contributed to roughness and caused the tool
to bounce. He added that the rule nmaking that would
ultimately determ ne how neasurenents were taken was still
in progress which could provide sone | eeway.

10: 15: 38 AM

Vi ce-Chair M cci che under st ood t hat t he structura
deficiencies were caused primarily by corrosion on carbon
steel support nenbers.
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M. Otesen relayed that the structural deficiency had
historically been based upon three sub-grades: a grade for
the deck and railing, the horizontal support nenbers, and
the foundation elenments. He said that the grading criteria
had been dramatically increased, which added greatly to the
conplexity and tinetable of bridge inspections. He
concluded that all of the various pieces of the bridges
were being rigorously inspected.

10: 16: 53 AM

Co- Chai r MacKi nnon wel comred f or mer Al aska State
Representative Ralph Samuels, who was present in the
gal lery.

10: 17: 06 AM

Senat or Bishop asked whether high float gravel had been
consi dered by NHS.

M. Qtesen explained that the fact that the Dalton H ghway
was part of the NHS and did not have traditional asphalt
pavenent created an issue for pavenent per f or mance
standards. He said that the issue had been noted. He stated
that a majority of the highway was a gravel surface that
was being held down wth calcium chloride, which was
effective for the environment, but added roughness to the
sur f ace.

10: 18: 10 AM

M. Otesen shared that the non-NHS program (STP), which
was primarily the surface transportation program funding,
had decreased because the NHS prograns had increased. He
opi ned that fewer non-NHS progranms were being acconplished
than in prior years. He stated that projects that had been
scored and nomi nated for funding four years ago were being
acconplished at a half-pace. He opined that new projects
had been forced to be placed on hold, creating hardship
across the state. He relayed that 77 percent of the state's
road mles and 58 percent of the state's bridges were
dependent on the smaller |evel of STP funding.

10: 19: 21 AM

M. Otesen turned to Page 10, "FY 16 Budget Hi ghlights":
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«Contract Award Sunmmary
*FY16 Capital Budget
*GF Projects
Ot her Funds
* Federal Projects
(Al P- Avi ati on
[OSTI P- Surf ace (H ghways, ANHS)

10:19: 47 AM

M. Otesen pointed to the pie chart on Page 11, which
illustrated the nmagnitude of the federal funding when
conpared to the General Funds and O her Funds.

10: 20: 00 AM

Vice-Chair Mcciche requested further detail of the Oher
Funds.

10: 20: 09 AM

M. Otesen drew attention to page 12, which denoted the
conposition of "Qther Funds":

«State Equi pnent Fl eet Repl acenent $24. 6M
eI nternational Airports $11.1M
e Cooper ati ve Rei nbursabl e Agreenents $12M

10: 21: 46 AM

M. Otesen referred to page 13, "GF Projects":

*Federal Prograns Match: $63. 9M

*Muni Harbor Grant Program $10.4M

e Def erred Mai ntenance: $8M

* AVHS Overhaul : $12M (vi a Repeal / Reapprop section)

M. Otesen related that the state match for highways had
been underfunded for the past four years. He said that, on
average, $53 mllion per year in state matching funds had
been used for federal highway funding while receiving only
$40 mllion, this had effectively used up surplus and the
department was now funding 2014's federal program from
2015's state match funding. He believed that if the trend
continued the departnment would run out of matching funds
early and prograns would stall until the start of the next
fiscal year effectively slowng projects and the state's
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ability to use federal funds. He explained that the Muini
Har bor Grant Program was a cross-agency program where the
state provided noney to nunicipalities for harbor work and
in exchange the nunicipalities were required to provide an
equal anobunt. He shared that the $8 nmillion request for
deferred maintenance was approximte one-third the anopunt
the departnment had received in the past. He concluded wth
the final bullet point explaining that inspections had to
be done on every vessel, and a certificate of inspection
had to be issued, in order for the vessel to go into
passenger service for the year. The funding for the project
had been reappropriated fromthe Kodi ak Launch Facility and
was not an addition to the FY16 budget.

10: 25: 00 AM

Vice-Chair Mcciche wondered if it mnade sense skip a
construction season to avoid utilizing the funds from the
foll ow ng year.

M. OQtesen noted that skipping a construction season would
ent ai | returning federal f unds, which would stal
construction projects statewide; additionally, doing so
could jeopardize the ratio $6 federal dollars to every $1
state dollar, wth the state receiving | ess match finding.

10: 26: 27 AM

Vice-Chair Mcciche clarified that he was speaking to the
first bullet on Slide 13. He asked how the state could
avoid getting to the point where a construction season had
to be ski pped.

M. Otesen clainmed that the match request in the FY16
budget would stop the cycle of borrowing fromthe next year
to fund the current year.

10: 27: 09 AM

Senat or Bi shop understood that the state could not afford
for the departnent to mss a year wrk because the
multiplier effect could have a $3 billion to $5 billion
ripple throughout the statew de econony.

M. Otesen replied in the affirmative.

10: 27: 38 AM
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Co- Chair MacKi nnon asked whether the state had ever turned
back the ability to access federal dollars. She wondered
whet her the intent had been to position the state to have
enough mat chi ng noney available it other funds | apsed.

M. Otesen explained that every year in the nonth of
August, the federal government polled states to determ ne
which ones were going to be able to use all of their
federal funding, and if yes, which states could use extra
funding. He related that the state had always been in the
position to reply affirmatively to both questions. He
shared that the noney left over from states that did not

use all their funding was redistributed to states that
could use extra. He revealed that in Septenber FY15, Al aska
received $8 m I lion additional federal dollars.

Co- Chair MacKi nnon comrended the departnment nmaking the
issue a priority.

10: 29: 51 AM

Vi ce-Chair M cciche asked whether the $63.9 million put the
state in the position for additional federal natch funds,
or sinmply neet the requirenent for 100 percent of the
expected federal match

M. Otesen replied that the $63.9 mllion was essentially
100 percent, with a "little cushion.” He noted that Slide
14 would cover the issue. He said that there were two
possi ble upside events, in addition to the August

redi stribution, that could provide extra funds, the state
had $154 mllion of earmarked funding that had yet to be
put under contract with the federal governnent and Congress
had a pattern of repurposing older earmarks. |f Congress
repurposed the current unused earmarks the state would have
30 days to identify the projects that the extra noney woul d
be spent on, and an additional 90 days to obligate the
funds. He said that this would give the state 120 days to
find the match and the legislative authority, and have
projects that had been designed, had the right-of-way done,
and had bid packages prepared. He said that those three
steps took two years for a sinple project, and 5 to 10
years for a big project; it was inpossible to start a
project, and be ready to begin the project, in 120 days. He
asserted that the only way the state could be ready to use
the funds would be to be working on extra projects now, and
have them already in the design pipeline. He added that the
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ot her upside event was reauthorization by Congress, which
had historically increased the program by approximately 20
percent; a 20 percent increase for the state would equate
to an extra $100 mllion. He lanmented that the state did
not have the match for either of the upside events.

10: 32: 49 AM

M. Otesen turned to Slide 14:

*Several years of under-funding have dried all surplus
($40M provi ded; $53M used)

If this continues could see projects del ayed; federal
aid | apsed

*No match capacity to cover extraordinary needs such
as “repurposed ear nmarks”

*Request herein covers expected funding, but no
surplus for extra funding.

10: 33: 13 AM

M. Otesen spoke to slide 15, which listed notable rura
avi ation construction projects expected in federal FY15 and
16:

Runway Safety Areas
*Adak (No AIP Funding will be Used)

Pavenent Rehab
* Bet hel

* Gul kana

* Hai nes

* Shi shmar ef

e Tal keet na

* W angel |

* Yakut at

Rural Access

* Ambl er

*Col d Bay

» Col df oot

e Cordova

* Hooper Bay

» Kot zebue

*Kw gi | I'i ngok
*Pilot Station
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Bui | di ngs

e Barr ow

* Bet hel
*Col d Bay

* Deadhor se

» Ket chi kan
*Ki ng Sal non
* Togi ak

e Unal aska

10: 33: 52 AM

M. Otesen spoke to slide 16, which listed notable
St at ewi de Transportation | mpr ovenent Program  (STIP)
proj ects:

*H ghway Safety $60M (Passing | anes, RR grade
separati on)

*NHS & Non- NHS Pavenent and Bri dge $155M

* Par ks Hi ghway Corridor $115M

e Seward Hi ghway Corridor $90M

*d enn Hi ghway Corridor $45M

e Ket chi kan: Tongass H ghway Rehabilitation $33M
*Bridges: Seward Hwy, GQustavus, Ketchikan, TokR
Chi ckal oonR., Parks Hwy, Richardson Hwy., Sl anaR

10: 36: 20 AM

Senat or Dunl eavy referred to erosion on the denn H ghway.
He asked whether preventative maintenance could preserve
the road and keep costs | ow.

M. Otesen relayed that the departnent had been catal ogi ng
geotechnical risks starting three years previous. He stated
that sonetinmes events unfol ded faster than could be pl anned
for. He agreed that the den H ghway needed to be rel ocated
away from the river. He offered to follow up with a nore
detail ed response at a | ater date.

10: 39: 00 AM

M. Otesen spoke to Slide 17, which listed additional STIP
proj ects:

MV Mat anuska Repower $34M

*AMHS Terminals |Inprovenments: (Gustavus, Ketchikan
Tenakee and Auke Bay.
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sWastewater Treatnent System Upgrades: Auke Bay,
Si tka, Hai nes, and Skagway.

Co- Chair MacKinnon solicited further questions from the
conmi ttee.

10:40: 11 AM

Senat or Bi shop requested an update on the University Avenue
Proj ect.

M. Otesen said he would provide further information at a
| at er date.

10: 40: 25 AM

Co- Chair MacKi nnon asked for a high-level overview on the
Ki val i na Road Project.

M. Otesen agreed to provide information at a |ater date.
Co-Chair MacKinnon asked about the Alaska-class ferry
currently wunder construction and whether it was being

r edesi gned.

Comm ssi oner Luiken stated that the ferries were not being
r edesi gned.

10: 41: 58 AM

Co- Chair MacKi nnon understood that general accounti ng
practices were going to start requiring states and
muni ci palities to place deferred nmaintenance issues on
their financial docunents.

M. Otesen responded that the accounting standards put
requi renents on how the state and | ocal governments had to
value assets. He said that the federal governnment was
| eaning on locals to provide financial support and was not
hel ping with the assets.

10: 43: 38 AM

Senator Hof fman nentioned intent |anguage that he had added
to the FY15 budget requiring the departnent to exam ne the
road between Metl akatla and Ket chi kan.
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M. Otesen offered that a road had been built to the north
end of the island where a ferry terminal had also been
built.

Senator Hoffman clarified that the intent |anguage was to
exam ne how the road could be used to inprove the services
to the community of Metlakatla. He shared that the people
on the island were interested in a shorter route to
Ket chi kan for nedical and other services.

10: 44: 59 AM

Co- Chai r MacKi nnon di scussed housekeepi ng.

SB 26 was HEARD and HELD in conmmittee for further
consi derati on.

#
ADJ OURNVENT
10: 45: 56 AM

The neeting was adjourned at 10:45 a. m
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