HOUSE FI NANCE COW TTEE
April 14, 2017
1:38 p. m

1: 38: 25 PM

CALL TO ORDER

Co-Chair Foster called the House Finance Commttee neeting
to order at 1:38 p.m

VEMBERS PRESENT

Representati ve Neal Foster, Co-Chair
Representati ve Paul Seaton, Co-Chair
Representative Les Gara, Vice-Chair
Representative Jason G enn
Representative David Guttenberg
Representative Scott Kawasaki
Representative Dan Otiz
Representative Lance Pruitt
Representative Steve Thonpson
Representative Cathy Tilton
Representative Tanme W/ son

VEMBERS ABSENT

None

ALSO PRESENT

Randal | Hof f beck, Conm ssioner, Departnment of Revenue; Ken
Al per, Drector, Tax D vision, Departnent of Revenue;
Chantal Walsh, Division Director, Gl and Gas, Departnent
of Nat ur al Resour ces; Ed King, Speci al Assi st ant,
Departnment of Natural Resources; Jerry Burnett, Deputy
Comm ssioner, Treasury Division, Departnent of Revenue;
Representative |Ivy Spohnhol z, Sponsor; Dr. Barney, Board of
Optonetry; Elizabeth Bolling, Staff Representative Dan
Otiz; Britteny G oni-Haywood, Di rector, Division of
Econom ¢ Devel opnent and Commerce, Departnent of Conmmerce;
Tamsen Peeples, Lead Al aska Operations, Blue Evolution,

Juneau; Julie Decker, Al aska  Fisheries Devel opnent
Foundati on, Juneau; Mary Hakala, Staff, Representative Dan
Otiz; Forr est Bower s, Deputy Director, Division of

Commercial Fisheries, Departnment of Fish and Game; G nny
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Eckert, Alaska King Crab Research, Rehabilitation and
Bi ol ogy Program Juneau; Angel Dvobnica, Aleutian Pribil of
| sland Community Devel opnent Association; Senator Bert
St edman, Sponsor; M chael A Neussl, Deputy Conm ssioner,
Department of Transportation and Public Facilities; Dave
Scot t, Staff, Senat or Bert St edman; Representati ve
Gabrielle LeDoux, Sponsor ; Kris Curtis, Legi sl ative
Audi tor, Al aska Division of Legislative Audit;

PRESENT VI A TELECONFERENCE

Tom Marsh, Board Menber, GCceans Al aska, Ketchikan; Erik
O Brien, Southwest Alaska Municipal Conference, Anchorage;
Doug Giffin, Sout hwest Al aska  Muni ci pal Conf er ence,
Anchorage; Tom Marsh, GCceans Al aska, Ketchikan; Janey
Cagl e, Al askan Dream Cruises, Sitka; Peter Butz, Al askan
Dream Crui ses, Sitka;

SUMVARY
HB 76 MARI CULTURE REVOLVI NG LOAN FUND

HB 76 was HEARD and HELD in commttee for further
consi derati on.

HB 103 OPTOVETRY & OPTOVETRI STS
CSHB 103(FIN) was REPORTED out of commttee wth
a "do pass" recomendation and with a previously
publ i shed fiscal inpact note: FN2 (CED).

HB 128 SHELLFI SH ENHANCE. PRQJECTS; HATCHERI ES

HB 128 was HEARD and HELD in commttee for
further consideration. 1

HB 167 STATE AGENCY PERFCRVANCE AUDI TS

HB 167 was HEARD and HELD in commttee for
further consideration.

SB 3 SMALL VESSEL WASTEWATER EXEMPTI ON; 1 Percent ART
HCSSB 3 (TRA) was REPORTED out of conmittee with

a "do pass" recommendation and with a new zero
fiscal note by the Department of Transportation
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and Public Facilities and wth a previously
publ i shed zero fiscal note: FN1 (DEC

SPRI NG REVENUE FORECAST: POWAERPO NT

Co-Chair Foster conveyed the agenda for the day. The
commttee would be hearing six bills and one presentation.

ASPRI NG REVENUE FORECAST: POAERPO NT

1: 40: 13 PM

RANDALL HOFFBECK, COWM SSI ONER, DEPARTMENT OF REVENUE
introduced the PowerPoint Presentation: "Revenue Sources
Book Spring 2017." He reported comrents having been nmade in
the House finance Commttee speculating that the Revenue
Sources Book information had been withheld for political
purposes. He reassured the conmttee that nothing was
further from the truth. The departnment was commtted to
providing accurate information in a tinely fashion. He
reported that the departnent had a draft of the final
report done about a nonth prior to its release. There was a
concern about releasing the infornmation prior to conpleting
March tax returns. However, the departnent had released it
in the prior year in advance and intended to do so in the
current year. However, the departnment recognized it would
have to release Advisory Bulletin 2017-1, which would have
a dramatic inpact on revenues. He did not feel it was
appropriate to release a docunent that was going to have
| arge changes of about $100 million in revenues. The staff
of the Departnent of Revenue (DOR) was instructed to get
2017 out the door before tax returns were due so that
taxpayers would have the advisory bulletin to use for
filling out tax returns. Afterwards, the departnment was
told to focus on the Revenue Sources Book so that it could
be released as quickly as possible. The departnent had not
held onto the report, as the nunbers were being finalized
the previous afternoon. He clarified that the departnent
rel eased the Revenue Sources Book as quickly as it could.

Comm ssi oner Hof fbeck began with slide 4: "FORECAST CHANGE
Production Tax Revenue Hi ghlights":

e Ol price forecasts up by 7% for FY17. Post FY 2018
unchanged fromfall forecast
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e Long-term prices (FY 2025+) expected to settle
around $70-75 real

e« QI production forecasts up by 7% for FY17. FY18
forecast increased by 1%

e Long-term forecast decreased slightly (~ 2% per
year)

e Unrestricted revenue forecast increased due to higher
oil price and production forecasts

Conmi ssioner Hoffbeck relayed that due to the higher oil
price and producti on f orecast, t he state showed
substantially nore revenue in FY 18. This was driven
largely by the advisory bulletin, and the treatnent of
credits noving forward.

Conmi ssioner Hoffbeck advanced to slide 5: "FORECAST
CHANGE: Conparison from Fall 2016 Forecast for FY 2017." He
expl ained that the slide showed a breakout of the forecast
data and the difference between the Fall 2016 and the
Spring 2017 forecasts. In the Fall 2016 forecast, the
departnent projected the annual average price of oil to be
$46.81 per barrel (/bbl). The Spring 2017 forecast showed
t he annual average price of oil to be $50.05 per barrel, an
i ncrease of $3.24 and a 7 percent change.

Comm ssi oner Hof fbeck highlighted that Alaska North Sl ope
(ANS) oil production would nove from 490.3 thousand barrels
per day (bbls/day) to 523.7 thousand bbls/day, an increase
of 33.4 thousand bbls/day (7 percent). He continued that,
based on data that the state had received, the ANS
deductible |ease expenditures and transportations costs
decreased. The net effect was that from the tinme of the
fall forecast with revenue estimated at $966.9 million in
UGF petroleum revenue it had increased to $1,158.5 nillion

an increase of $191.6 nmillion (20 percent).

Vi ce-Chair Gara comented that in looking at t he
unrestricted petroleum revenue it wuld reach $1.279
billion by FY 18 according to the Revenue Sources Book.
There had been discussion about a revenue cap, which he
understood woul d take effect until the price of oil reached
$85 /bbl. He wondered if revenue would reach $1.279 billion
by the com ng fiscal year.

1:45: 46 PM
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KEN ALPER, DI RECTOR, TAX DIVISION, DEPARTMENT OF REVENUE,
responded in the negative. He elaborated that the $1.2
billion included the other two wunrestricted petroleum
revenues: the property tax and the corporate incone tax. If
t hose nunbers were backed out, the nunmber would be bel ow
the $1.2 billion threshold.

Vice-Chair Gara asked when the state would hit the revenue
cap. Conmm ssioner Hoffbeck responded that he would have to
refer to his chart, which he did not have with him M.
Al per believed it Kkicked in around $75 /bbl. He would
confirmthe nunber and get back to the commttee.

Representative Quttenberg had a question about t he
transportation costs noted on slide 5. He nentioned how
many construction projects happened in the summer nonths.
He wondered if it was typical for the transportation costs
to go down outside of the sumer nonths as reflected in the
Spring 2017 forecast. Conm ssioner Hoffbeck responded that
the chart reflected the departnent's estinmate of the annual
average cost for transportation. The departnent had
additional data showing the transportation costs being
| ower .

Comm ssi oner Hoffbeck pointed to slide 6: "FORECAST CHANGE

Conmparison from Fall 2016 Forecast for FY 2018." He
indicated the information on the slide reflected the sane
itenms for FY 18. Slide 5 showed additional revenue for FY
17 and the current slide showed additional revenues for FY
18. The departnent had forecasted $54 /bbl for Fall FY 16
and $54 /bbl for Spring FY 17. Therefore, there was no
change estimated for the forecast going forward in FY 18.

He expounded that the forecast was consistent wth what

could be seen in the present market. It was difficult to
get beyond the price point between $55 to $60 /bbl because
of the volume of oil and supply and demand. Likew se,

production was not adjusted dramatically going into the
spring forecast. There was a slight increase of 1 percent.
The deductible |ease expenditures and transportation costs
were expected to be higher in the followng year. Overall,

state revenue was estimated to go from $1.099 billion UG-
in the fall to $1.279 billion UG in the spring, a $179.2
mllion increase in revenues for the following year. The

| argest conponent driving the change was the way the
departnment was |ooking at oil and gas tax credits under the
advisory bulletin that was released. He noted that M.
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Al per would discuss the bulletin later in the presentation.
He indicated that if the nunber had been released prior to
calculating the inpacts with the advisory bulletin, the
$179.9 mllion would have been about $62 mllion, hence,
why the departnent held off releasing the figures.

Comm ssi oner Hof f beck  highlighted slide 8: " REVENUE
FORECAST: 2016 to 2018 Unrestricted GCeneral Fund (UGF)
Revenue." He pointed out the total UG for FY 17 was $1.64
billion. He noted that the revenue was up from about $1.4
billion in the fall forecast. The forecast for FY 18 was
$1.831 up fromabout $1.6 billion in the fall forecast.

1: 50: 34 PM

Representative WIson asked if the nunbers included the
nmotor fuel tax that had not passed yet, or if they
reflected only what was currently in |aw Conm ssioner
Hof f beck responded that it only included taxes already in
statute.

Comm ssi oner Hoffbeck detailed slide 9: "REVENUE FORECAST:
Revenue Avail able for Appropriation":

o Useful for outside analysts not famliar with Al aska' s
budget conventi ons
e Better reflects ability of state to neet its
obl i gati ons
e Alaska has a budget franework that restricts certain
revenue based on constitution, statute, or customary
practice
* The ability of the state to neet its obligations is
not fully reflected by the UG revenue category
Al revenue subject to appropriation for any purpose
can be used by the legislature to fund governnent
services or obligations, including:
e Constitutional Budget Reserve Fund
 Earnings Reserve of the Permanent Fund

Conmi ssi oner Hof f beck indicated that slide 9 was an
expl anat ory sli de.

Conmi ssi oner Hof f beck turned to slide 10: " REVENUE
FORECAST: 2016 to 2018 Totals to Appropriate.” He reported
that the slide was included to provide a broader

explanation to entities unfamliar with the Permanent Fund
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and Alaska's budget. Typically, the departnent had to
explain that there was nore noney than just UG- revenues
avail able for appropriation. In particular, the information
was i nmportant when dealing with bond rating agencies.

Representative Thonpson did not see the constitutional
budget reserve (CBR) or Permanent Fund (PF) Earnings
Reserve account (ERA) totals listed. Comm ssioner Hoffbeck
responded that the departnent had to decide about what
information to include. It chose to include the earnings in
a given year rather than the value of the pool of noney
avai l abl e for appropriation. He argued that the departnent
could have included $5 billion for the CBR and $10 billion
for the PF ERA but they would be a one-tinme appropriation
rather than a repeatable nunber. The information was
footnoted in the Revenue Sources Book.

Representative Thonpson requested the balances of those
accounts. Comm ssioner Hoffbeck would provide the nunbers
to the commttee.

Vice-Chair Gara wondered if there was any talk of getting
rid of the distinction between designated general funds
(DGF) and UGF. He thought using one designation of UG with
a subcategory would be nore favorable. Comm ssi oner
Hof f beck could not speak for the Legislative Finance
Di vi si on (LFD) but t hought it agreed with t he
adm ni stration about speaking in terns of total nunbers. It
would sinplify things to use UG. Oherwi se, noving funds
bet ween accounts had to be tracked between DG and UGF. He
t hought it would provide a nuch cleaner picture about what
the state was spending in a given year. It would require a
shift in thought process. He believe the admnistration
woul d be supportive.

1:55: 01 PM

Representative WIson disagreed with Conmm ssioner Hoffbeck.
She thought DGF provided a neans of | ooking at prograns and
their wutilization. She wanted to see nore enphasis on
evaluating the different departnments and their ability to
be self-sufficient. A portion of governnent could pay for
itself and other portions would require UG-. Conmm ssioner
Hof f beck responded that it would be a process to make the
change with a goal in mnd of nore clarity.
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Conmi ssi oner Hof fbeck advanced to slide 12: "12 PRODUCTI ON
FORECAST: ANS Details.”" He detailed that the slide
addressed the production forecast. He highlighted the
official forecast figure under P90 of 523,686 bbls/day, an
average daily rate for the entire year of 2017. Next, he
hi ghlighted the significant drop of 12 percent going into
2018. The process that the departnent had always had in
pl ace regarding the spring forecast update was to take the
new data since the prior fall forecast and update the
current year's nunbers. However, the departnent did not do
a whole new forecast. The departnent only did a new ful
forecast each fall. He noted production was robust in 2017.
He complinmented BP for its field nanagenent. He summarized
that the state had a better than expected production for FY
17 going to a |legacy nunber fromthe fall forecast in 2018
creating a big delta. He anticipated a dramatic increase in
the fall forecast. He explained that no one was forecasting
a 12 percent decline; rather it was conparing a new nunber
to a | egacy nunber.

Representative Thonpson purported that the production
nunber had not been adjusted. In years past, t he
| egislature had paid a consultant to generate a production
forecast twice per year. He thought that the 459,000
bbl s/day did not |ook realistic, as new fields, such as
Arnstrong G| and Gas Inc.'s, had cone online. He wondered
what woul d trigger forecasts that would include Arnmstrong's
nunbers. Conmm ssioner Hoffbeck responded that there was a
slide further in the presentation that laid out which
fields were not included and some of the triggers that
would bring certain fields into the forecast. He agreed
that the FY 18 nunber was not <correct. In general, 50
t housand bbls/day was worth $100 million in revenue. He
relayed that the Departnment of Natural Resources (DNR
coul d provide a reasonable estimate of how to adjust.

2: 00: 07 PM

Representative WIlson was |ooking at the Revenue Sources
Book for the fall. She relayed that the official forecast
was 490, 289. She asked if 523,686 was the correct nunber
for an estimate. Conm ssioner Hoffbeck responded that it
was the estimate to the end of the fiscal year. The nunber
reflected the current date up to two weeks prior with an
estimate to the end of the year.
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Representative W/lson referred to the fall revenue book and
asked for further clarification about the 12 percent
decrease. Conm ssioner Hoffbeck replied that the 12 percent
decrease was a conparison between the current nunber and a
| egacy nunber from the fall forecast for FY 18 with a
slight adjustnment. He would have to consult with his staff
regarding the 1 percent adjustnent. The departnent was
forecasting a 4 percent to 5 percent decline, a nore
reasonabl e decline going into FY 18. He indicated that DNR
could further address the production forecasting.

Representative WIlson stated that at the beginning of the
presentation he had a 7 percent increase and a 1 percent
i ncrease. She wondered why the nunbers did not nmatch.
Comm ssi oner Hoffbeck encouraged Representative WIson to
ook at the FY 17 nunber, which reflected the 7 percent
increase. He referred to slide 5 where it read 523.7
t housand bbl s/day ANS oil production [Column titled: Spring
2017 Forecast). He drew attention back to slide 12 where
t he sanme nunber could be found under the forecast for 2017.
Again, the comm ssioner referred to slide 5. In the fal

[ 2016] forecast 490.3 bbls/day thousand was projected. The
di fference between 490.3 thousand and 523.7 was a 7 percent
increase. The 7 percent increase was inbedded into the
nunber on slide 12. The 2018 nunber included 1 percent.

Representative WIson asked if the 1 percent went wth
523, 686. Comm ssioner Hoffbeck responded that it went wth
the 490,000 in the fall forecast. The one percent went
agai nst the 455,000 fromthe fall forecast.

Representative WIson asked about the current oi
production rate per day. Conm ssioner Hoffbeck responded
550 [t housand].

Representative WIson asked about the accuracy of the
nunbers based on the gains the state had seen. Conmm ssi oner
Hof f beck indicated the answers could be found on the
followng slide, slide 13.

2:04:17 PM

Comm ssi oner Hof fbeck continued to the chart on slide 13:
"PRODUCTI ON HI STORY: FY15 -FY17 Production Conparison." He
hi ghlighted the green dashed line that showed the FY 15
actual production. The black dashed |ine showed FY 16 and
the solid red line reflected FY 17 to-date. The state had
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heard since early in the year that production was up from
the previous year. However, he pointed out that in the
first 2 nonths there was not a major turnaround of the
facilities during 2016. There was a head start on
production for the beginning of the fiscal year. It fell
behind the prior year's production in Septenber and Cctober
and remai ned behind FY 16 until Decenber. In the fall, when
the revenue forecast was being done, the state was well
below the prior year's forecast. The state had nore
production than in the prior year, but on a daily basis,
the state was below. There had been a bunp by not having
t he turn-a-round. In Decenber, the production becane nore
consistent - greater than the prior 2 years. There was a
greater upswing in February and March. He believed the
nunbers would change in the sunmer because turbines were
not nearly as efficient in warm weather. He expected
production to drop dramatically. On the North Sl ope,
mai nt enance took place wth warnmer tenperatures. He
antici pated the nunber being |low for FY 2018 and woul d need
to be adjusted. He reported that DNR estimated an increase
i n production of about 20 thousand to 30 thousand.

Representative WIson asked what 550,000 bbls/day would
equate to in additional revenue for 2018. Comm ssioner
Hof f beck responded that an additional 100,000 thousand
barrel s woul d be about $200 mlli on.

Vice-Chair Gara referred to the dips in the prior 2 years.
He explained that the state normally had a partial field
mai nt enance shutdown. He wondered if there was not a dip
because there was not a shutdown. Conmm ssioner Hoffbeck
replied that in the two prior vyears they had done
substantial maintenance turn-arounds. However, a decision
was made that a significant turn-around was not necessary
in 2016. He suggested being several nonths away from the
start of the naintenance process in Prudhoe Bay. The state
was several nonths away from the steep downturn that
acconpani ed the turn-around. However, it would roll over
and start to decline as tenperatures warned up

Vice-Chair CGara asked that if there had been a stem on the
decline and an increase and whether particular fields were
responsi bl e. Comnm ssioner Hoffbeck answered that CD5 was
driving the increase because it had stemmed the decline in
Prudhoe Bay over the previous couple of years. It was an
anomaly and a renarkabl e achievenment by BP. O herw se, CD5
would have shown wup as a flattening of the decline.
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However, because BP was able to keep Prudhoe Bay at a
relatively stable level, CD5 showed up as an increase in
pr oducti on.

Vice-Chair Gara noted that several years prior in the
Revenue Sources Books it indicated that by FY 17 the
production decline was projected at 2 percent per year. He
wonder ed how t he actual decline conpar ed.

Comm ssioner Hoffbeck reported that the decline was
relatively flat. He suggested obtaining an exact decline
rate from DNR

Representative Guttenberg asked if the chart would | ook any
different if the conparison was nmade for a 6-year period
rather than a 3-year period. Comm ssi oner  Hof f beck
answered affirmatively. He indicated that everything would
nove up slightly because production was higher in previous
years. The turn-around in the sumrer, the roll over in the
springtinme as production declined, and the wobbliness
t hrough the winter could be seen.

2:10:24 PM

Representative Pruitt wanted to clarify that he should
di rect his questions regarding nethodology to DNR
Comm ssi oner Hoffbeck replied, "That's correct.”

Representative Pruitt asked if the conm ssioner felt that
in 2026 the state would have 326,000 barrels com ng out of
the line. He wondered if the state had considered all
factors. Comm ssioner Hoffbeck would be able to answer his
guestion by going to slide 14. He could address what was
not i ncl uded.

Conmi ssioner Hoffbeck turned to slide 14: "PRODUCTI ON
FORECAST: ANS." He reported that the slide showed the bulk
of production comng fromthe | egacy fields rather than the
new fi el ds.

Conmi ssi oner Hof f beck revi ewed slide 15: " PRODUCTI ON
FORECAST: Excl uded from Forecast":

Char acteri stics:

Unknown first-oil date/estinated greater than 5 years
Di scovery (contingent resource) or just prospects
(prospective resource)
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Uncertain finances (e.g., sourcing for private equity)
Facilities inconplete or nonexistent

Proj ects in Appraisal

Technol ogi cal Uncertainty

Environnmental /Permtting Uncertainty

Econom c Uncertainty

Exanpl es: Pi kka, Ugnu, Placer, Tofkat, Pt Thonmson (MSS
or full-cycling), Liberty, Fiord West, Smth Bay

Conmi ssi oner Hof fbeck elaborated that if an oil date were
nore than 5 years out it would not be factored into the
forecast. The decision to exclude the information was based
on fields typically comng online |late. He used the exanple
of the Liberty field, which was incorporated into the
forecast 15 years prior and was still not online. He added
that sone fields could be online within 6 or 7 years.
However, they were outside of the forecast w ndow. He
indicated that the departnent could provide an estimte
that assunmed certain fields comng online 5 to 7 years from
the present. He reiterated that those figures would not be
a part of the official forecast.

2:13:39 PM

Representati ve Pruitt coment ed on t he di scussi ons
regarding the restructuring of +the Permanent Fund and
hi ghlighted that DOR had done nodeling out to 2041. He
appreciated the departnment being conservative wth the
forecast. However, he thought that not having enough nobney
was driving the conversation. He suggested that the
departnment wuse simlar long-term projections for oil and
gas. Comm ssioner Hoffbeck responded that speculative
nunbers could be provided with the caveat that they were
strictly esti mat es. He coment ed t hat forecasting
investnment returns was fraught with peril and forecasting
production was even nore so. There were S0 rmany noving
parts to production including price, a producer’'s financing
i ssues, and the quality of a field. He noted that, although
he was willing to do sonme estimating, he would be hesitant
to do any robust budgeting based on those nunbers.

M. Al per added that DOR had nmade a presentation 2 years
prior to the House Resources Conmittee that | ooked
specul atively at what revenues from Alaska Nationa
Wldlife Refuge (ANWR)  would be out to 2070. The
information included a 60-year full field devel opnent with
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certain assunptions based on different studies, the nunber
of fields, and the position of the fields. He agreed the
informati on woul d need to be heavily caveat ed.

2:17:41 PM

Representative Otiz wondered how nuch the graph would
change on slide 14 if 7 of the 9 fields came online in 5
years. He thought his exanple m ght be optimstic.

Comm ssioner Hoffbeck agreed that it wuld be very
optimstic.

Representative Otiz restated his question.

Comm ssi oner Hof f beck  t hought production would stop
declining and the graph would begin to curve up. He
provided a hypothetical scenario as to how nuch new
production would be needed to solve the state's fiscal
problem He suggested that at $60 /bbl oil the state would
need 1.6 mllion barrels produced per day. Currently,
550,000 barrels were produced per day. The fields ranged
from 20,000 to 200,000 bbls/day. The graph would reflect an
increase in production if all of the fields canme on
toget her. However, they would not get the state close to
solving its fiscal problem

Representative Otiz asked if it was safe to deduct that
the state would not return to above 500,000 bbls/day.
Conmi ssi oner Hoffbeck thought it was possible if several
fields canme online. However , | ooking at the present
decline, if PICA (100,000 - 150,000 bbls/day field) cane
online in 5 years in 2022 and production was currently at
440,000 bbls/day production would bunp to about 600,000
bbl s/ day.

Representati ve Thonpson understood the inportance of being
conservative because the state had not nade accurate
projections in the past. He thought that sonme of the new
fields, such as PICA |looked nore pronising at conm ng
online than the Liberty field. He did not think the two
fields were a fair conparison. Conm ssioner Hoffbeck stated
that there were different issues associated with bringing
the fields online. He thought PICA could be challenged with
the issue of obtaining capital with a prolonged oil price
environment of $50 to $55 /bbl. The industry was currently
capital constrained. It mght take a while before finances
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woul d be available to bring on a field that appeared to be
robust. It would require some production facilities in
order to get to production. Sone fields were technically
chal l enged. He noted that Liberty was going to be offshore;
the producers planned to build an island. However, the plan
changed due to other chall enges.

2:21: 51 PM

Representative Thonpson asked if HB 111 [Legislation passed
in 2017 - Short Title: OL & GAS PRODUCTI ON TAX; PAYMENTS;
CREDI TS] had been factored into the forecasts. Conm ssioner
Hof f beck responded in the negati ve.

Representati ve Thonpson asked if the adm nistration thought
HB 111 would increase or decrease the anount of oil getting
through the line. Comm ssioner Hoffbeck responded that a
stable oil and gas tax system was needed. |f there were a
full fiscal plan in place, the governor would support
paying off the old oil and gas tax credits. A trenmendous
anount of capital would be injected into the fields, which
could help with production. He posed the question whether
hi gher taxes would increase production and indicated they
would not. The larger question to ask about HB 111 was
whet her it nade Al aska non-conpetitive el sewhere.

Representative Thonpson thought the current tax system was
successful in that the state had increased production and
i ncreased revenues. He wondered if changing the system
woul d reduce investnent. He was concerned wth hearing
f eedback about a poor atnosphere.

2:24: 03 PM

Representative Genn referred to slide 14. He asked if
there were specific fields that fell under the categories
of under devel opnent (orange) or under evaluation (grey).
Conmi ssi oner Hoffbeck confirnmed that there were and that in
the presentation of the fall forecast there had been a nore
detailed discussion on the topic. He would be happy to
provi de Representative G enn the information

Representative Pruitt relayed that the admnistration was
predicting that the petroleum corporate income tax would
double. He wondered if it had to do with the effects of HB
247 limting the ability of corporations to use their
credits for corporate incone tax. M. Alper referred to the
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sane table. He was unclear where Representative Pruitt was
getting his nunbers. He relayed that the issue with the
corporate inconme tax was that there was a |lot inherent |ag
and delay in it. For instance, the 2016 nunber was
negative, in part, because of large estimted tax paynents
that were paid in 2014. The price of oil went down so nuch
that the oil conpanies |ost noney or owed nuch |ess taxes
than they thought when they were paying their quarterly
estimated taxes. They ended up paying large refunds in the
fall of 2015, which was part of the FY 16 cash flow even
though it was part of a 2014 tax. There was an inherent
lag. The tax for 2017 was l|argely based on 2015 conpany
performance. He thought a mld creeping up of oil had been
seen from the $30 range from the previous session to the
$50 range presently.

Conmi ssi oner Hof f beck advanced to slide 17: "PRI CE
FORECAST: Nominal ANS Price Distribution.” He reported that
the new data was projected in the slide. The slide
reflected the 50 percent |line across the board for the fal
forecast. GO Producing and Exporting Countries (OPEC
reached an agreenment to |imt production. Prices junped
about $5 /bbl shortly after the fall forecast was rel eased.
In putting the spring forecast together, the departnent
noved to the 60 percent line for the current year but had
not adjusted the other years going forward. They stil
seened to be in line with other forecasting agenci es.

Conmi ssioner Hoffbeck continued to slide 18: "PRI CE
FORECAST: Inpact of other prices in FY 2017." He relayed
that the slide showed the price by nonth and the effect of
various price points until the end of the fiscal year. The
price forecast was $50.05, which would result in $50 to $55
/[bbl for the remainder of the year. He continued that if
prices averaged $55 /bbl the average would be $50.56. |If
they only averaged $50 /bbl, the state would average at
$49.31. The department was forecasting an average of about
$53 /bbl until the end of the year.

2:28: 06 PM

Comm ssi oner Hof f beck continued to slide 19: PRI CE
FORECAST: Historical ANS Wst Coast Price 2015+." He
hi ghlighted that the slide showed the inpact of the OPEC
production cuts, which had flattened the price dramatically
in the previous few nonths nore than in the last two years.
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Representative Quttenberg assuned that the spikes on slide
19 were associated with certain events. He wondered if
there was a correlation between spikes or if the
assunptions created the spikes. He wondered what caused the
spike to go down on August 15th when Saudi continued to
produce record oil. Conm ssioner Hoffbeck responded that,
in hindsight, it was the best estimate about what was
driving the volatility. Qoviously, it would have been nice
to be able to forecast them It was inportant to | ook back
at the point in which the price turned to evaluate what
changed.

Comm ssi oner Hoffbeck reported on slide 21: "COST FORECAST:
North Slope Capital Lease Expenditures." He indicated that
the slide showed the forecast for capi tal | ease
expenditures declining for the remai nder of 2017 and at the
begi nning of 2018. The expenditures would increase in 2019
and 2020. They would drop again in 2021 to stabilize with
the long-term forecast. The slide was based on additiona
information the departnent received from the producers and
devel opers since the fall forecast.

Conmi ssi oner Hof f beck continued to slide 22: " COST
FORECAST: North Slope Operating Lease Expenditures." He
relayed that the slide showed the operating |ease
expenditures based on updated information provided by the
producers.

2:30:39 PM

Representative Pruitt referred to slide 21. He asked about
the difference in the spring forecast versus the fal
forecast. He wondered how it translated into additional
barrels. Conm ssioner Hoffbeck responded that DNR could
di scuss the issue with nore authority. He noted concern
about the limted anobunt of capital nonies being spent in
the fields currently. He suggested that it would eventually
mani fest itself in reduced production.

M. Al per suggested that there was also an inverse
relationship because the tax was a net profit based
production tax. He suggested that a decrease in spending
could result in an increase in revenue for the short term
because the conpanies were slightly nore profitable.

Representative Pruitt commented that subsequently the
state's expectation regarding revenue was that if they

House Fi nance Conmmittee 16 04/ 14/ 17 1:38 P. M



decided to nmake up for it later, an inverse would take
pl ace unl ess noney cane into the general fund. He asked if
he was understanding correctly. M. Alper responded in the
affirmative. He elaborated that if a conpany were to spend
and increnent of noney it would reduce their profitability
and their tax collections.

Conmi ssi oner Hof f beck addr essed slide 24 "CREDI TS
FORECAST: Conpared wth Production Tax" and slide 25:
"CREDI TS FORECAST: Conpared wth Unrestricted Petroleum
Revenue." He specified that slide 24 showed the inpact of
tax credits against a severance tax. Slide 25 showed the
impact of credits against total oil and gas revenues. He
reported that in FY 16 after deducting credits against
liability and repurchased credits the state was in the
negative. In FY 17 and FY 18, the state was positive after
applying the deduction of «credits. He noted that the
figures were based on the statutory paynment levels for the
credits. He estimated an underlying credit liability that
woul d reach an estimate of $1.04 billion by the end of FY
18 in the formof unredeened credit certificates.

2:33:32 PM

Representative WIson asked how nuch pertained to Cook
Inlet versus the North Slope. M. Al per replied that on the
revenue side it was nearly all the North Slope. Very little
revenue cane in from Cook Inlet oil and gas production. He
pointed to the credit against liability (the gap between
the blue and the orange lines) which was alnpbst entirely
North Slope. There was very little Cook Inlet liability to
of f set. The credits paid were |limted because of the
l[imted appropriation. About 60 percent was going to Cook
Inlet because of the nature of the backlog. The data
applied primarily to the North Slope, give or take a
roundi ng error. The credits that were owed in the anount
of approximately $1 billion was a 50/50 split - 50 percent
North Sl ope and 50 percent Cook Inlet.

Representative WIson asked if the state's liability was
reflected in the charts. M. Alper replied that the blue
bar represented revenue and the orange bar represented the
actual revenues collected after the credits were applied to
offset the liability. The grey bar represented the cash
that was appropriated to buy credits. However, the grey bar
did not reflect the credits that had not been paid which
total ed about $1.04 billion.
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Representative WIlson asked if the outstanding credits were
equally split between the North Slope and Cook Inlet. M.
Al per replied the nunbers were approximate. The departnment
woul d follow up with precise anounts.

Vice-Chair Gara asked for clarification regarding what the
bl ue bar enconpassed. M. Al per replied that the per-barre
credit was the largest of the <credits wused against
liability. The orange represented the actual revenue - the
amount of noney in the door. The blue bar represented what
t he anobunt woul d have been before the per-barrel credit was
accounted for. He added that of the $1.04 billion in
outstanding credits $592 nillion applied to North Slope
l[iability and $451 mllion to non-North Slope liability.

Vice-Chair Gara did not count the per-barrel credit as a
real credit and would focus on the orange bar. He referred
to a report that had been generated by Dan Stickel earlier
in the year wondering if the information renmai ned accurate.
He asked if conpanies would generate nore credits than were
owed placing the state in a negative position. M. Stickle
had replied in the affirmative. He asked if that was stil
the case. M. Alper replied that the departnment would have
to revisit the analysis. He added that the anticipated
nunber of credits earned in FY 18 would not change mnuch.
However, the revenue in FY 18 was expected to be slightly
hi gher .

2: 37:45 PM

M. Al per addressed slide 27: " REVENUE FORECAST: Advisory
Bul letin I npacts":

DOR Advisory Bulletin (2017-1)

e Carification of existing regulation regarding the
application of per-taxable-barrel credits for non-GVR
oi I (024(j))

e |If a conpany applies 024(j) credits, they cannot use
other credits to reduce bel ow m ni num t ax

« A conpany can forego their use of the 024(j) credits
and use other credits to reduce below mninmm tax (if
al | oned)

e Estimted | npacts:

e 2014 to 2016 Tax Years: ~ $50 - $100M tax due to
the State
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e 2017 and 2018 small UGF increases

e Credit transfers decrease in FY 2018, thus |ess
are used against tax liability. This increases
bot h t ax revenue and bal ance of credits
out st andi ng.

M. Al per nentioned having briefly spoken with the chairman
when discussing HB 111 about the advisory bulletin
publi shed by DOR about two weeks previously. The bulletin
rel ated back to the passage of SB 21 [Legislation passed in
2013 - Short title: OL AND GAS PRODUCTI ON TAX]. The bil

had a late anmendnment that hardened the floor specifically
to the per-barrel credit for legacy oil (Q24J Credit). The
way the amendnent was worded was that the credit could not
be used to reduce tax paynents below the mnimm tax. He
continued that regulations were drafted to inplenent the
provision and to interpret the testinony by the sponsor of
t he anmendnent and the House Resources Conmttee. Over the
past vyear, contradictory information had been given in
different fornms. There were certain taxpayers that had
treated the circunstances differently. The departnment had
seen cases where the per-barrel credit had been used to go
to the mninum tax (4 percent) level and then sone other
credit mght be used to reduce taxes further to zero. He
noted that the other credit could be a carry-forward | oss
credit or a small producer credit, or a per-barrel credit
for a gross value reduction (GYR) eligible oil. It turned
out that the state's regulations, drafted in 2013 as part
of SB 21, were clear that an entity could not reduce taxes
bel ow the mnimum tax |evel by conbining per-barrel credits
with other credits for North Slope production. He Ilisted
the specific regulation: 15 AAC 55.335(g). He explained
that when faced with the reality that the state had
rel eased inconsistent information to the public it had to
act quickly to publish the advisory bulletin (2017-1). The
departnment's goal was to release the bulletin by |ate March
prior to the due date of the 2016 tax paynents. The
bulletin included the story he just relayed and the fact
that the per-barrel credit could not be conbined with other
credits. The alternative, at low prices, was that a conpany
could choose not to use any per-barrel credits but to use
other credits potentially down to zero. The other credits
were not hardened to the floor. He argued that it was not

necessarily a hardship at $40 oil because, typically, a
conpany would not earn any per-barrel credits in that
circunstance. As the price of oil |lowered, the ability of

conpanies to use the per-barrel credit becanme nore limted
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as the 4 percent mninmum tax becane a |arger part of the
tax calculation. Therefore, sonme conpanies would be able to
forego their mninmum tax still paying zero and sonme woul d
have to re-file their taxes not using all of their small
producer credits. He indicated that 2014, 2015, and 2016
taxes would be affected. He relayed that the main inpact in
the Revenue Sources Book was in 2018. As of the fal

f orecast, the departnent was forecasting wth the
assunption that there were a lot of credits for which noney
had not been appropriated to re-purchase them The thought
was that there would be nore of a secondary nmarket
devel opi ng where conpani es woul d purchase those credits and
use themto offset their taxes.

2:41:22 PM

M. A per pointed to the chart on slide 28 " REVENUE
FORECAST: Advisory Bulletin Inpacts.” He continued to
explain that what the departnent |earned in researching the
advisory bulletin was that a purchased credit could not be
used in conjunction with Q4J credits to go below the
m nimum floor. The nost promnent revision the departnent
needed to make between the fall and spring forecast was to

take $100 million out of the system The result was that it
reduced the nunber of credits being used against liability
and therefore increased by $100 mllion the nunber of

avai lable credits that were awaiting state appropriation.
It also increased the production tax revenue by $100
mllion. The production tax revenue line in the Revenue
Sources Book was about $240 million, but the fall forecast
was only about $90 nillion. He furthered that of the $150
mllion difference, $100 mllion was fromthe single item

Representative WIlson surmsed the state was going to nake
the conmpanies go back to 2014 +taxes to nmake the
corrections. She wondered how much it would cost conpanies
to correct an error the state made. M. Al per replied that
if the departnment made a mstake it was in communication.
The regulations wunderwent a public review process and
conpani es were given the opportunity to read and conment on
them He indicated that no one ever comented on that
particular provision during the public review process of
regul ations for SB 21. Sonme conpanies would have to refile
their 2014 and 2015 taxes. The nunbers were not huge: the
sum total of the older tax returns were about $50 nmillion
in aggregate anong multiple conpanies and nultiple tax
returns.
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Representative WIson commented that conpanies would have
to pay to nake the changes. M. Al per responded that any
conpany that used other credits to pay below the mninmm
tax while also claimng a per-barrel credit would have to
re-file their taxes. Several conpanies mnmisinterpreted the
| aw and woul d have to refile their returns.

Representative WIson commented that many of the conpanies
had highly paid experts that did taxes all of the tinme. She
thought that if the state's regulations had been clear the
specific m stake would not have been nmade. She wondered if

conpanies had interpreted the Jlaw one-way and the
departnment went back and interpreted it another way, the
result of which would provide the state $100 mllion in

addi tional revenues and |lost credits for conpanies.

2:45: 09 PM

M. Al per replied that when he first had the issue brought
to his attention he was in denial. Once he reread the
regul ation, he thought it was very clear that the intent of
the regulation was to harden the floor. The regul ati on was
witten with the expectation that it was interpreting the
intent of the legislature based on the provision debate. He
reiterated it came in the form of an anmendnment introduced
in the House Resources Committee. He could not speak to why
the corporations msinterpreted the law. He pointed out
that the $100 million seen on slide 28 was not being taken
from any particular conpany. It sinply stayed in the pool
of credits that the state owed and would have to pay back
at sonme point. The credits would not be sold from one of
the small explorers to one of the major producers. The
maj or producers did not have the capacity to purchase the
credits and use them against their taxes to go below the
fl oor.

Representative WIson responded that it explained why the
state should not be witing oil tax |aw

Vice-Chair Gara clarified that M. Al per had reviewed the
regul ations and found them to be clear although he m ssed
it originally. M. Alper responded that the regulations
were clear and had been witten 4 years ago. He had not
been working at DOR at the tinme. It was done in a previous
adm nistration to inplement a bill passed in 2013. It was
possi bl e t hat conpani es woul d di sagree W th t he
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department's interpretation, which could end up in an
appeal process.

Comm ssi oner Hoffbeck added that in the audit process it
was common t hat parties interpreted statutes and
regulations differently than the state. The advisory
bulletin would provide direction to head off such
ci rcunst ances.

Representative Pruitt asked if the interest provisions
applied to conmpanies that would have to re-file. M. Al per
responded affirmatively.

Representative Pruitt wondered if sonme of the conpanies,
not necessarily the ones that received the credits, who
pur chased them from another conpany would have to re-file.
M. Alper stated that there mght be a couple of
ci rcunstances in 2016 regardi ng purchased credits. However,
there had not been a robust market for second-hand tax
credits in Al aska because the state used to buy them all.
He reported that when the issues were happening in 2014 and
2015 conpanies were not buying and selling credits. The
circunstances were limted to producer created credits.

M. A per turned to slide 29: REVENUE FORECAST: Advisory
Bulletin Inpacts: Spring 2017 Forecast Credits Available
for Purchase.” He pointed out that the slide showed the
relative inpact of the advisory bulletin versus the credit
obligation. The credit obligation was heavy in 2018 because
the value that was vetoed was rolled forward and a new
value was accunulating at the higher rate prior to the
impact of HB 247. He highlighted that what was a little
over $1 mllion was a little under $1 billion w thout the
gui dance neno of the advisory bulletin. The nunbers were
relatively smaller and closer to neutral in 2019 and
beyond.

Co-Chair Foster reviewed a list of people available for
addi ti onal questions.

2:50: 35 PM

Representative WIson wanted a better understanding of the
nunbers per barrel and the difference between the spring
and fall forecast.
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CHANTAL WALSH, DIVISION D RECTOR, OL AND GAS, DEPARTMENT
OF NATURAL RESOURCES, i ntroduced herself.

Representative WIson brought wup that the state was
produci ng about 550,000 bbls/day. She did not see the
nunber reflected in the forecast for 2018.

Ms. Walsh indicated that the 2018 nunbers were not
adj usted. The spring forecast involved inserting the actual
avai l able data. The departnment entered real production
nunbers and adjusted the annualized average nunmber in 2017.
The nunbers for 2018 were untouched.

Representative WIson asked why the departnent would not
make the adjustnment for 2018.

ED KI NG SPECI AL ASSI STANT, DEPARTIMENT OF NATURAL
RESOURCES, agreed that the state should adjust the nunbers.
Unfortunately, the state did not have the resources to
conduct an entire new forecast twice per year. The
Department of Natural Resources absorbed the responsibility
of producing a fall forecast from the DOR consultant. The
nunber reflected in FY 18 presently was the forecast nunber
fromthe previous Decenber.

Representative WIlson asked if the consultant conpleted the
fall and spring forecast or just the fall forecast. M.
King responded that when the consultants were doing the
forecasts, they did not do an entirely new forecast in the
spring. They made sone adjustnments incorporating the actual
data since the fall forecast. If there were room left in
the consultants' contract, they would update the particul ar
fields that needed adjusting. He confirnmed that the state
had never had two full forecasts per year: the state had
one in the fall and an update in the spring.

Representative WIson argued that the current vyear was
different. In the current year, the state was l|ooking to
take noney out of the pockets of Al askans because of a gap
the state might or mght not have. She also noted that the
difference was that the state did not see the decrease that
it had seen, but rather, an increase. She thought it was
inmportant to show whether there was nore oil in the
pi peline. Ms. Wal sh concurred. She indicated the departnent
woul d provide a range but would not be able to provide a
full reassessnment of the fall approach to the forecast.
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M. King added that the departnment knew that the nunber did
not reflect the data from the Kuparuk and Al pine fields and
Prudhoe Bay. He expected the nunber to change substantially
in the fall. He encouraged Representative WIson to ask DOR
to plug in a nunber she thought was nore realistic to see
the resulting nunber. Unfortunately, it was the best nunber
DOR had at the time to insert into their nodel. However,
the departnent could easily determ ne what an additional
30, 000 or 40,000 bbls/day of oil would potentially generate
in revenue.

2:55: 00 PM

Representative WIson appreciated the information. However,
it was her understanding that it was up to DNR rather than
DOR. She asked if he could look at the totals for January
through April conparing the previous year to the current
year to deternmne a better range. She understood the nunber
woul d be an estimate. M. King thought 480,000 barrels was
a reasonable nunber. The nunber was a rough estimte of
what m ght happen and how the forecast m ght be adjusted.
He thought she should run sonme scenarios to see what
500,000 or 520,000 |ooked like. He thought that if the
nunbers were plugged in and everything else was held
constant the state could see another $50 to $00 mllion in
potential revenue. He also encouraged her as she was going
t hrough the process and | ooking at what m ght happen in the
future that she acknowl edge the other wuncertainties that
were in the forecast looking at the entire range. He
thought it was inportant that the legislature did not
overcommt itself to budgeting to sonmething that m ght not
conme to fruition

Representative WIson commented that it was not her job to
make those cal cul ati ons. However, it was her job to be able
to provide those nunbers to her constituents.

2:57:22 PM

Representative Pruitt thought the nunbers had actually
changed nore than reported. The nunbers appeared to
decrease in the out years beginning in 2019. He observed
that the nunber was reduced by 1 percent in 2019, 2 percent
in 2020, 1.8 percent in 2021, 2.3 percent in 2022, and 2.3
percent in 2023. He continued to provide the percentage
adj ust nent s. He wondered why the departnment would publish
| ower nunbers if the nunbers were not changing nuch and
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there was recognition that there was something wong wth
the data. He did not believe the nunbers correlated. M

King reported that the departnment had not nade any changes
to the base forecast, which enconpassed all of the
producing fields and a field-by-field analysis. However,
one adjustnment was made to one of the fields expected to
come online in the follow ng couple of years. The start-up
date of that field was changed in the nodel. He realized
the small change created sone confusion but advised that it
shoul d not be interpreted as a new forecast.

Representative Pruitt asked why there was a spring forecast
if the legislature was going to rehash the fall nunbers
wi th changes that were known for the current year

Ms. Wal sh reported that the spring forecast was adjusted to
show reality. In the past, adjustnents had been made in the
opposite direction. Therefore, rather than having nore
revenue, it was |less revenue. The information was pertinent
because of closing up the year. It was inportant to have
real data. The spring forecast had never been a total re-
run of the forecast in the out years. The current year was
a particularly sensitive year. Revenues in 2018 were also
very critical. It lent itself to needing a better
guesti mate of what was going on in the 2018 ti nmefrane.

M. King added that there should have been a change to the

forecast. However, the departnent did not have the
resources to do a full forecast. As the departnent | ooked
into t he fall f orecast, revi ewed t he f or ecast

nmet hodol ogi es, |ooked at where the errors were made, and
made necessary adjustnments, it would figure out a way to be
nore acconmodating in the follow ng year.

Representative Pruitt comented that the state was faced
with the sane challenges from the previous year. In the
previous year, there was an effort to ensure that the
| egislature received sonething earlier, March 21st. He
wondered if in the previous year the early push resulted in
an adjusted fall forecast that included reality nunbers. He
t hought the concern of the departnent to produce a forecast
earlier had evaporated. M. King responded that DNR had not
been involved with the spring forecast in the previous
year. The departnent took over in the spring. He suggested
the representative redirect his questions to DOR

Representative Pruitt nentioned that the state had decided
to use DNR to produce the forecast rather than using an
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out si de consul tant. He asked if the decision would result
in a cost savings to the state. He asked about what the
consultant was paid. He noted that DNR individuals were
currently doing the work, which also cost the state noney.
He wondered if it was a better investnent to use an outside
consultant. M. King responded that he did not know what
the contract anmount was with the consultant. He pointed out
that DNR had absorbed all of the costs and the workload
related to doing the forecast. The departnent was trying to
give the legislature the best answers possible and the best
pul se on what was going on. He indicated it was up to the
| egi sl ature whether it wanted to pay for a consultant.

Ms. Walsh noted the oil conpanies underestimated their
field productions in the current year. Production was flat
or up in fields that had not been so before.

Representative Pruitt asked her to elaborate. M. Wilsh
reported the fields on the North Slope, on average, had
declined 4 percent to 6 percent per year with high activity
|l evel s. She thought it was reasonable to expect the sane
pattern to continue into the future. She thought it spoke
to innovative and creative ways that the conpanies had
managed the fields. Even their own experts in their
conpani es underesti mated the production of the fields.

3:05: 30 PM

Representative Pruitt asked if DNR would continue doing the
forecasts. If so, he wondered what the |egislature should
expect going forward. M. King answered that it was the
first year DNR had done the forecast. There would be
| essons |learned from the process over the previous year.
The departnment would take the data for the year, review the
previous forecast, and look at how it could inprove. He
woul d expect DNR would continue doing the forecast if an
appropriation for a consultant was not included in the
budget .

Representative Thonpson thought it seened that the hired
contractor that had done the production forecasting was
paid about $50,000 per vyear. Their forecasts had been
accur at e. He valued the accuracy of the production
forecast.

Co- Chair Seaton suggested having soneone from DOR respond.
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3:07:43 PM

JERRY BURNETT, DEPUTY COWM SSI ONER, TREASURY DI VI SI ON,
DEPARTMENT OF REVENUE, reported having been involved in the
revenue forecasting process for the previous 13 years. In
that time, the state had used two different consulting
firms. The previous year was the last in which the state
used a consultant. The contract amunt was for $100, 000.
The state had never had the consultant do 2 conplete
forecasts in a year. The departnent had had systematic
overproduction analysis for a nunber of years because
certain fields had been included. For exanple, for 10 years
in a row the departnment had included Point Thonpson 5 years
out and eventually stopped. The departnment switched to a
ri sk-based analysis. There had been a nunber of changes
over tinme. The Departnent of Natural Resources did the
forecasting for the first tinme in the current year due to
budget reductions. The departnment had access to the
information and a professional staff that could do an
excellent job of generating the production forecast. The
forecast was not updated in the spring and DOR did not know
what it should have been. He confirnmed that DOR and DNR
wor ked cl osely together and would take all of the coments
provi ded seriously. He added that the forecasts that were
provi ded were 93 percent accurate.

Vice-Chair Gara did not think any of the people at DNR or
DOR should be put on the defensive for the work they were
doing. He reviewed that M. King had made it clear that the
state was doing once-a-year forecasts in the fall. He gave
kudos to the departnents for dealing with the budgets they
were given. He wunderstood that there would be a ful
forecast in the fall and that the interim spring forecast
was i naccurate. M. King responded that he was correct.

Vice-Chair Gara thought the state could spend additional
noni es on forecasting but they had never been accurate. He
did not want to spend nore noney on a forecast. He asked if
reality would kick in and production would be declining in
the summer nonths and increasing in the winter nonths. M.
King responded in the affirmative.

Vice-Chair Gara referred to the statenent that the state
m ght or mght not have a budget gap. |f production went up
t he anbunt would not equal the budget gap of $2.9 billion
M. King indicated the representative was correct.

House Fi nance Committee 27 04/ 14/ 17 1:38 P. M



3:12: 00 PM

Co-Chair Seaton thought the state had to take into
consideration the reductions that had been nmade wthin
departnments. He added that anticipating a greater nunber of
forecasts was illogical. He appreciated the estimte of an
i ncrease of 30,000 bbl s/ day. He indicated that an
addi tional 50,000 bbls/day would equate to $100 mllion, a
figure helpful to the legislature in making its estinmates.
He remenbered being frustrated with forecasts that were
hi gh because all of the fields that mght come online were
factored in. The nunbers were never accurate and the
| egi slature had to consider a |esser nunber. He appreciated
changes to avoid over-forecasting. The legislature would
know in the fall whether the new change would result in a
nore accurate forecast. He was pleased that oil conpanies
had enbraced new technologies, which resulted in greater
production. He was glad to know that even if oil production
i ncreased by 50,000 bbls/day, it did not fill the gap. He
appreci ated the departnent's work and particularly the P50,
P90, and P10 ranges. It provided probability and was
hel pful to policy nmakers. He thanked both departnents for
comng up with the best forecast with the resources all owed
by the | egislature.

Co-Chair Foster indicated the commttee had 6 nore bills to
address and woul d be powering through them

3:15:45 PM

Representative Quttenberg recalled consultants comng into
the room over the years admtting that nost of them were
wong nost of the tinme. Oherwise, they would be taking
care of their own business rather than being consultants to
ot her people. He thought there was a certain anount of
uncertainty built into forecasting. He had been troubled
that the state did not have the expertise from within, as
Al aska was primarily an oil state. He was glad the state
was doing the work in-house presently. If the state rehired
the consultant, it could <challenge their answers. He
highlighted the observation that was nmade about the
i ndustry being wong about sone of their estimates. It was
not only about what was being punped out of the ground. He
provi ded several exanples of unpredictable circunstances
that could arise that could potentially affect a production
forecast. He thought the accuracy of 93 percent was very
good but could be better. He encouraged the departnent to
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keep working on it. He was the chair of DNR s finance
subconm ttee and indicated there would be nore discussion
on the topic in the follow ng year.

3:19: 44 PM

Representative Pruitt asked how much the state paid the
consultant to wite the tax structure being proposed. M.
Burnett relayed that the consultant was hired and paid
through the Departnent of Law but thought it was about
$80, 000 to $100, 000.

Representative Pruitt wondered what was used as the basis
for revenue for any of the nodels other than the PF
information. He specifically asked what M. Teal used. M.
Bur net t was uncertain whi ch part of t he nodel
Representative Pruitt was referring.

Representative Pruitt responded, "The revenue aspect of the
nodel ." He asked if it was the fall forecast. M. Burnett
answered in the affirmative.

Representative Pruitt concluded that the |egislature was
maki ng deci sions about how the state would nove forward
based on a very key piece, the fall forecast. M. Burnett
replied, "Correct."

Representative Pruitt continued that $85,000 was spent on a
gentleman to wite a tax system instead of spending that
noney on neking sure the state had the appropriate
information to nake the right decisions regardi ng revenue.
He asked about the decision naking process of hiring
sonmeone to wite the tax system M. Burnett responded that
it had not been his decision.

Representative Pruitt highlighted that there was noney that
could have been appropriated to hire sonmeone to do the
forecasting but the noney was spent elsewhere. He opined
that when the legislature started talking about $100
mllion as if it were "chunp change" and pushing it aside,
it had lost touch with reality. He thought it was inportant
to be as accurate as possible, especially when naking
deci si ons about going into people's pocketbooks.

Representative Otiz understood that the state was

producing nore than 500,000 bbls/day at present. He
asserted that it was unlikely in the year 2025 that the
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state would be about 500,000 bbls/day. He asked if he was
correct.

M. Burnett relayed that based on what was known and the
forecast of prices he thought it would be very unlikely.

Co-Chair Foster stated that the commttee would be taking a
10-m nute break. He reviewed the order in which the bills
woul d be heard.

3:23:22 PM
AT EASE

3:37:42 PM
RECONVENED

#hb103
HOUSE BI LL NO. 103

"An Act relating to the practice of optonmetry."

3:37:42 PM

Co-Chair Foster MOVED to ADOPT Anendment 1:

Page 2, line 27, following "practice."
Insert "(a)" 3

Page 2, following line 30:
| nsert new subsections to read:

"(b) A licensee my not perform ophthalmc
surgery unl ess the procedure is
(1) wthin the scope of the |Ilicensee's

education and training from an accredited

school of optonetry; and

(2) authorized by regul ations adopted by the

boar d.
(c) In this section, "ophthal mc surgery" neans
an invasive procedure in which human tissue is
cut, abl at ed, or ot herw se penetrat ed by
incision, laser, or other neans to treat diseases
of the human eye, alter or correct refractive
error, or alter or enhance cosnetic appearance;
"opht hal m c surgery” does not include the
procedure described under AS 08.72.273."

Representati ve Wl son OBJECTED.
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REPRESENTATI VE 1 VY  SPOHNHOLZ, SPONSCR, expl ained the
anmendnent. She decided to advance an anendnent in response
to sone of the concerns expressed about the potential that
optonetrists mght work outside of their scope of practice.
The amendnment would do two things to clarify and further
codify the restrictions the original bill stated. She read
directly from the anendnent (See above). She conveyed t hat
the definition of surgery provided in the anendnent was
borrowed from Washington state law and preferred by the
opht hal nol ogi sts. They would not practice any of the itens
unl ess they were clearly trained in them by an accredited
school of optonmetry. It would ensure that there would not
be fly-by-night optonetry trainings offered in hote
conference roonms that could result in unsafe care.

Vice-Chair Gara wanted it on record that iif either
anmendnent passed there was an opht hal m ¢ surgery
definition. The amendnent s wer e different. Hi s
understanding was that, regardless of her definition, it
woul d all ow optonetrists to continue doing things they were
doing presently. He did not want to limt their ability to
perform procedures they were currently allowed to do. He
asked her to comrent. Representative Spohnholz responded
that there were two anendnents. Anmendnent 1 would continue
to allow optonetrists to practice as they did currently. It
was her wunderstanding Amendnent 2 would not. The second
amendnent would roll back sone of the authorization that
optonetrists had to practice. She thought a nenber of the
Board of Optonetry was avail able online.

Vice-Chair Gara did not want the anmendnent to stop
optonetrists from doing the procedures they had already
been authorized to perform He asked if the anendnent was
aimed at future things that optonetrists were thinking
about doing. Representative Spohnholz responded that the
| anguage in Amendnent 1 stipulated clearly that a |icensee
could not perform ophthalmc surgery unless the procedure
was within their scope of education and training. Anything
that they were currently practicing were itens they had
already received training in at an optonetry school. The
amendnent allowed themto continue with their practices.

Vice-Chair Gara wanted to get on record that the amendnent
should not be interpreted in a way that would sonmehow erase
their ability to practice what they were already
practi ci ng.
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Co-Chair Foster relayed the list of testifiers avail able.

3:43: 05 PM

Representative Kawasaki asked about removing foreign
bodies. He wanted to make sure they would be able to
continue to perform the surgery. Representative Spohnhol z
responded in the affirmative because it was wthin the
scope of their training and |icensure.

Representative Kawasaki nmentioned the 40 schools of
optonetry and asked if any of them taught Lasik surgery.
Representative Spohnholz thought Lasik surgery was not
within the scope of practice for optonetrists. She deferred
to the doctor online for clarification.

DR. BARNEY, BOARD OF OPTOVETRY, responded that Lasik was
not taught at any optonetry school in the US.

Representative WIson comented that the definitions were
the sanme. She was concerned that optonetrists wanted to do
surgery. She was unclear of the purpose of the anendnent.
She wondered what the anmendnent would do to change what
optonetrists could do wi thout the anmendment. Representative
Spohnhol z responded that the amendnent codified sone things
that had been verbally expressed on the record but not
explicitly stated in statute and the original bill. She
felt the amendnment mnmight give people nore confort and
clarity that there would not be a dramatic scope of
practice change. She enphasized the inportance of
speci fying that education and training needed to cone from
an accredited school of optonetry. The anmendnent clarified
that drive-by-night trainings in Lasik surgery offered at
hotel s by non-accredited institutions and ramed through a
board of optonmetry was not possible.

Representative WIson asked what procedure optonetrists
could currently perform that fit wthin the definition
provided in the anendnent. Representative  Spohnhol z
deferred to Dr. Barney. Dr. Barney provided a Ilist of
procedures optonetrists could currently perform that met
the definition of surgery as witten in the anendnent. The
list included <corneal foreign body renoval, rust ring
removal , epi t heli al debri dement, removal of cor neal
filanment, and draining a hidrocystom.
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Representative WIson wondered if all of the procedures he
menti oned had been taught at an accredited school. Dr.
Bar ney responded affirmatively.

3:48: 41 PM

Representative WIlson was trying to address concerns that
were brought to her attention via email. She understood
there was a difference between the two groups concerning
surgery. She wanted to make sure people renai ned safe. She
had heard in testinmony that they [optonetrists] did not
want to do surgery. However, they were already doing what
was considered surgery based on the definition in the
anendnent. She did not wunderstand the purpose of the
anmendnent . Representati ve Spohnhol z clarified t hat
accreditation was done by a separate nationally recognized
body which was true for all accredited universities. The
Al aska board was not in charge of accrediting universities
that offered optonetric education.

Representative W/Ison thought that the board could require
all training to be from an accredited university. Under
regulation, they [optonetrists] could already perform
defined services. She believed the Ilegislation allowed
providers to go beyond the scope of their training. She
would be voting based on the testinony she heard and
recei ved.

Co- Chair Seaton thought that regulations required training
to be obtained by an accredited institution. He added that
the board could inplenent the sanme requirenent. However, he
believed the amendnent clarified that the training would
have to be obtained by an accredited school of optonmetry.
He thought the definition of surgery was too broad, based
on feedback from the entire nedical field. He provided an
exanple of an optonetrist renoving a fishhook from a
person's eyes and it being considered a surgical procedure.
He indicated he was confortable with the anendnent.

Representative Wl son W THDREW her OBJECTI ON
There bei ng NO OBJECTI ON, Anmendnent 1 was ADOPTED.

3:52:35 PM

Representative Wl son W THDREW Anendnent 2.
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Vice-Chair Gara commented that he thought the bill should
be decided with a floor vote. Therefore, he would not
object to noving the bill fromcommttee.

Vice-Chair Gara reviewed that there was one fiscal note:
O fice of Managenent and Budget (OVB) conponent nunber 2360
in the anpunt of $5,100 for the drafting and inplenentation
of regul ati ons.

Representative WIlson clarified that the anmount would be
paid for with program receipts rather than general fund
dol | ars.

Co-Chair Seaton MOVED to report CSHB 103 (FIN) out of
Committee Wi th i ndi vi dual recommendat i ons and t he
acconpanyi ng fiscal note.

There being NO OBJECTION, it was so ordered.

CSHB 103 (FIN) was REPORTED out of commttee with a "do
pass” recomendati on and with a previously published fiscal
i npact note: FN2 (CED).

3:54:48 PM
At EASE

3:55:31 PM
RECONVENED

#hb76
HOUSE BILL NO. 76

"An Act relating to the mariculture revolving [|oan
fund and loans from the fund; and providing for an
effective date.”

3:55:40 PM

REPRESENTATI VE DAN ORTI Z, SPONSOR, nentioned that about 6
weeks prior US Senator Dan Sullivan addressed the Al aska
State Legislature. In his address, he spoke of the robust
fishing industry ($6 billion/year) existing in Al aska. He
spoke about how the State of Alaska provided about 60
percent of the seafood sold within the US He had also
spoken about the need to do everything possible to protect
and enhance the fishing industry. He relayed that HB 76
| ooked to provide a small junp-start to a potential part of
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the fishing industry growing it by another $1 billion/year.
In the previous year, the governor appointed a mariculture
task force with the intent of exploring ways in which to
develop mariculture along the coastal conmunities of
Al aska.

Representative Otiz read the sponsor statenent:

This bill anmends the existing Alaska Mariculture
Revolving Loan Fund to allow up to forty percent of
the fund to be used for loans to permtted shellfish
hat cheries for planning, construction and operation.

Al aska shellfish farms currently do not have a stable
supply of seed for the propagation of oysters, and no
regular, in-state source of seed for resident aquatic
pl ants and other shellfish. A stable supply of seed is
one of many hurdles the industry nust overconme to grow
and becone a viable Al askan industry.

This bill will anmend the program to shift its focus
and eligibility fromindividual mariculture farners to
include shellfish hatcheries that would narket stock
to | ocal Al askan nmariculture farners.

The mariculture industry in Alaska is not yet fully
devel oped, and is extrenely high risk, from a
financial standpoint. These obstacles nmake private
financing difficult to obtain, but this bill wll
enabl e Al askans to maintain their businesses and grow
Al aska’s maricul ture industry.

Co-Chair Foster relayed a list of available testifiers.

3:59: 37 PM

Vice-Chair Gara was hesitant about expanding the use of
hat cheri es in the state because of the possible
contam nation of wld fish. However, in the |I|egislation

bei ng di scussed he only saw changes to the eligibility and
the use of the loan fund, not changes to the ability to
engage in mariculture. He wondered if his assessnent
accur at e. Representative Otiz responded that he was
correct.

Representative W/Ison asked if the bill offered up to $1
mllion per year for an applicant.
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ELI ZABETH  BOLLI NG STAFF  REPRESENTATIVE DAN ORTIZ
explained that the $1 mllion per year limt only applied
to the 40 percent (non-profit associations and enhancenent
projects). She expounded that the cap for one |oan would be
$1 million. However, she did not believe it was likely for
people to ask for $1 mllion loans due to the collatera
requirenments.

Representative WIson wanted to know the nunber of |oans
that were $1 million. She pointed to page 5, lines 27-31 of

the bill. It stated that the departnment could defer the
principle of and interest on a |oan nade under the terns of
the bill for a period of up to 11 years after the |oan was

made. She argued that it was a long tinme. It also appeared
that the state could deter the interest between 6 years and
11 years. She wondered if the terns were based on an
out si de nodel. She thought nany people would like the terns
of such a loan. M. Bolling replied that the deferred
interest was accrued on individual farnmers in the 40
percent category. The 6 years to 11 years was consistent
with the finfish fund, a fund that had been very
successful. She noted that additional deferments applied to
the non-profit associations.

Representative WIlson did not wunderstand the difference
bet ween an individual receiving the |loan and a non-profit.
She wondered what type of non-profit would apply for the
loan. Ms. Bolling responded that it was very expensive to
operate a seed supply organization. The payoff was snal
and only cane over a long period. She suggested it would be
unreasonabl e to expect a short-term payback. The reason the
bill was needed and why there was a bottleneck in the
grow ng industry was because there was no substantial gain
from participating in just the seed supply. She opined that
it was necessary for the state to get involved due to the
ri skiness of the developing industry. She noted that it was
unlikely to be able to find financing in the private
sector.

Representative WIson asked M. Bolling if she was
concerned that an entity could get into the process and not
be able to pay the noney back to the state. Representative
Otiz deferred to the Departnment of Commerce, Community and
Econom ¢ Devel opnent.

House Fi nance Conmmittee 36 04/ 14/ 17 1:38 P. M



BRI TTENY CIONl-HAYWOOD, DIRECTOR, DIVISION OF ECONOM C
DEVEL OPNVENT AND  COMVERCE, DEPARTMENT OF COVMERCE

introduced herself and asked Representative WIlson to
repeat her question.

Representative WIson suggested that the bill would allow
her to borrow $1 million with a plan. She could obtain $100
thousand in grant funding to develop her plan. The
commttee had just heard that the industry was difficult to
get started and to see returns. She asked if the departnent
had concerns that the paynents would not begin for 11
years. M. Cioni-Haywood indicated that the departnent was
diligent about properly collateralizing the Jloans to
protect the state's assets. She was nore concerned about
the loan fund and its ability to be revolving in the first
decade. Once the paynents started returning a revolving
| oan fund woul d be available for the industry.

Representative WIson asked M. G oni-Haywod about the
nunmber of loans. M. C oni-Haywod responded there were
currently 5 Jloans all of which were Jloans nmde to
i ndi vidual farnmers rather than hatcheries.

Representative WIson asked about the balances. She had a
figure of approximately $4.5 million in the fund. M.
C oni - Hoywood answered that Representative WIson was
correct.

4:05:53 PM

Representative Pruitt reported that it had been 3 years or
4 years since he had visited one of the farnms in Ketchikan.
He recalled that nost of the seed was com ng from the Puget
Sound area. He wondered if he was correct. Representative
Otiz responded that there was an organization called
Oceans Al aska in the Ketchikan area that provided seed that
was not in business 4 years previously.

Ms. Bolling added that per a regulation fromthe Departnent
of Fish and Gane (DFG all native plants and mari ne aquatic
shellfish that were produced in the State of Alaska were
required to conme fromseed created in Al aska.

Representative Pruitt noted that 3 years or 4 years ago
South or Southeast was a great place for this energing
i ndustry. He asked if some of the seed could be utilized
outside of Alaska. He wondered if the intent was to grow
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the industry in Alaska or to possibly to provide seed to
pl aces outside of Alaska to make a profit. Representative
Otiz responded that the intent of the bill was to pronote
| ocal mariculture farnms. He understood that the demand for
seed was strong enough that it would like be used up in
Alaska. In the case of GOceans Al aska, he understood they
could not produce seed fast enough for the demand w thin
t he state.

Representative Pruitt asked if there was a market. He
wondered if there would be a challenge to pay the funds in
t he future. Representati ve Otiz t hought it was
appropriate, as it was a developing industry. However,
there was an elenent of risk. He did not see a way to
develop the industry to get to the point where there was a
viable industry wthout getting through a period of
relatively high risk.

4:10: 05 PM

Representative Pruitt asked if the expansion of the |oan
fund - by adding another group - would create a problem
with pressure on the fund at a future tine. M. Coni-
Haywood responded that it explained the reason for the
construction of a 40/60 split. She noted that 60 percent of
the fund would remain available for individual farnmers. The
remai ning 40 percent (set at a particular time so it would
not be in flux) wuld be available for hatchery and
enhancenent projects.

Representati ve Kawasaki asked about the 40/60 split. He
wondered if the 60 percent portion would be enough for the
remaining mariculture businesses that were originally
listed. Representative Otiz replied that to-date the fund
had been underutilized. There were currently 5 loans with a
bal ance of just under $5 mllion in the fund. The initial
fundi ng anobunt was $5 million. The industry recognized that
the supply of seed was a problem If the state were to see
an increase in the manufacturing of seed resulting fromthe
40/ 60 split, then it was possible there would also be an
increase in the nunber of farmers interested in getting
into the business. There would likely be an increase on the
demand of the renmamining 60 percent. He noted M. G oni-
Haywood talking about the fund initially not having a
revol ving nature because of the funds being expended. He
thought it was better to have a fund that was being used
rat her than underutilized.
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Co-Chair Seaton noted that there was a shellfish hatchery
in Seward focused on a King Crab project. He reported that
the oyster farms in the area were having difficulty getting
seed. He clarified that seeds other than oyster seeds could
not be brought into Al aska. Oyster seeds were grandfathered
in. Currently, because of warm waters, the State of
Washi ngton's seed production was down significantly.
Farmers in Alaska had to have new seed each year if they
were harvesting annually. He concluded that w thout a good
seed supply, the business nodel would not work. He wanted

to nake sure to report that the bill was not only related
to Southeast Al aska. He nentioned another bill that had
passed regarding Geoducks. It was 9 years to 11 years

bef ore Geoducks were harvestable. He suggested that putting
of f the paynment of principle and interest was necessary. He
pointed out that a farnmer mght have a valuable product
with a lengthy cycle. He nmentioned that previously Geoducks
could not be planted or farnmed anywhere outside of
Sout heast Alaska. It did not make sense because they did
not reproduce naturally further North. However, North could
provide a great growing area. He cited a village
corporation project in the Port G aham area.

4:15:42 PM

Co- Chair Foster OPENED Public Testinony.

4:16: 05 PM

TAMSEN PEEPLES, LEAD ALASKA OPERATIONS, BLUE EVOLUTI QN,
JUNEAU, spoke in favor of HB 76. Blue Evolution was a
conpany devel oping conmmerci al seaweed nmaricultures in
Al aska. The previous August she constructed and operated
the first commercial kelp hatchery in the state located in
Juneau, Al aska, at the University of Al aska Southeast in
the Anderson Building. She produced over thirty thousand
feet of seeded line and distributed it to three independent
Al askan growers: two out of Kodiak and one out of
Ket chi kan. The first harvest of material would occur the
foll owi ng week. The conpany ainmed to collect over thirteen
t housand pounds of kelp that grew from its independent
farmer from seed material produced in Juneau. Her conpany
woul d be purchasing the product fromthe farner, drying it,
and nmaki ng added value products such as a seaweed pasta.
Her conpany was already producing the pasta and selling it
online. As Representative Otiz nentioned, seed was a huge
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choke point in production even within her own conpany. Al
three independent farners applied to increase their farm
space substantially. The conpany would be going over 500
percent production from the past year. She relayed that
having access through the mariculture revolving loan fund
to the hatcheries would greatly increase Blue Evolution's
production but all other shellfish and seaweed hatcheries
t hroughout the state. As an Al askan and nmarine biol ogi st
she whol e-heartedly supported the industry in its entirety.

4:18: 00 PM

JULIE DECKER, ALASKA FISHERIES DEVELOPMENT FOUNDATI ON,
JUNEAU, spoke in support of HB 76. She explained that her
organi zation broadly represented the seafood industry from
harvesters, processors, and support sector businesses. The
foundation had a vision to grow a $1 billion industry in 30
years. The foundation believed that there was a nmgjor
opportunity in developing mariculture in the State of
Al aska including wild fishery enhancenent, aquatic farm ng,
and restoration of shellfish and aquatic plants. She
mentioned that finfish farming was off the table and not
allowed in the state. The organization believed there was
serious opportunity available. She nentioned exanples in
the State of Washington and provided sone statistics. She
al so noted an announcenent in a publication that China was
making a $200 million investnment in Eastern Russia to grow
sea cucunbers, nussels, and scallops - three species
present in Al aska. The foundation firmy believed there was
an opportunity. In addition to supporting HB 76, she
offered that the followng bill, HB 128, was also a part of
the building blocks needed to develop +the industry
efficiently. The governor's mariculture task force agreed
that the two bills were necessary and supported both bills.
There was also a list of 16 other organizations from across
the state that supported the bills. She also nentioned the
support of the farmers because they needed a consistent
source of seed. She thanked the commttee.

4:20: 20 PM

TOM NMARSH, BOARD MEMBER, OCEANS ALASKA, KETCH KAN (via
tel econference), spoke in support of HB 76 and HB 128.
Oceans Alaska was a non-profit shellfish hatchery. The
conpany started producing oyster seed prior to 2015 and
wanted to expand into seaweed and geoduck seed. It went
from producing 5.0 thousand oyster seeds to about 10.0
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mllion oyster seeds. The non-profit's ability to produce
seeds would allow nore expansion by existing and new
Al askan businesses and farnmers and would help wth
rehabilitation and enhancenment. She reported that the
Ket chi kan Gateway Borough had invested over $600 thousand
of economc developnent funds to Oceans Alaska. Mny
i ndi vidual board nenbers had also contributed. There was a
significant anmpunt of |ocal support for the hatchery. She
indicated that if the bill passed GCceans Al aska would
pursue a loan from the Mariculture revolving |oan fund,
which would help stabilize its existing operations and
al | ow for expansion.

4:22:06 PM

ERI K O BRI EN, SOUTHWEST  ALASKA  MUNI Cl PAL CONFERENCE
(SWAMC), ANCHORAGE (via teleconference), spoke in favor of
HB 76. He was an independent farmer and intended to apply
for a mariculture loan. He thought kelp mariculture was a
stepping-stone into other mariculture activities. He also
pl anned on participating in hatchery operations.

4:23:33 PM

DOUG &R FFIN, SOQUTHWEST ALASKA MUNI Cl PAL  CONFERENCE,
ANCHORAGE (via tel econference), spoke in support of HB 76.
He explained that about 4 years prior SWAMC had becone
interested in mariculture as a developnent initiative to
i ncrease economc activity. It was seen as a perfect fit in
communities that were experiencing a loss of fisheries
access. Coastal communities were well placed to succeed in
the mariculture industry. The bottleneck for devel opnent
was access to capital to get into what was considered by
regul ar banks as a speculative industry. The initiative
SWAMC started 4 years ago had not gained nmonmentum for the
reasons he nentioned. He opined that Mariculture was
conplimentary to other fisheries and would be a great
initiative of job creation. He relayed that high value
products in demand worldw de would conme from the industry.
He asserted that along with the initiative the state would
need to nove to marketing and other itens. He noted that
Kodi ak was actively looking at permtting and access to
capital within the mariculture industry.

Co- Chair Foster CLOSED Public Testinony.
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Co-Chair Foster relayed that anendnents were due in his
of fice by Tuesday, April 17th.

HB 76 was HEARD and HELD in comrittee for further
consi derati on.

#hb128
HOUSE BILL NO. 128

"An Act relating to nanagenment of enhanced stocks of
shel | fish; authorizing certain nonprofit organizations
to engage in shellfish enhancenment projects; relating
to application fees for salnon hatchery permts; and
providing for an effective date."

4:27:17 PM

REPRESENTATI VE ORTI Z, SPONSCR, thanked the committee for
hearing HB 128. He noted Ms. Decker had nentioned pieces of
a puzzle being put together to help spur the devel opnent of
Al aska's mariculture industry. He opined that HB 128 was
one of the pieces of the puzzle. He read the sponsor
statement :

Enhancenent of Alaska’s shellfish industry holds the
pot enti al of expanded economic opportunities in
Al aska’s coastal comunities and increased resilience
of the State’s fisheries portfolio.

To tap this potential HB 128 allows qualified non-
profits to pursue enhancenment and/or restoration
projects involving shellfish species including red and
blue king crab, sea cucunber, abalone, and razor
cl ans.

The bill creates a regulatory framework wth which
Al aska Departnment of Fish and Gane can rmanage
shel | fish enhancenent projects and outlines criteria
for issuance of permts. It sets out stringent safety
standards to ensure sustainability and health of
exi sting natural stocks. The Conm ssioner of ADFG nust
also mke a determnation of substantial public
benefit before a project can proceed.

In addition, the bill sets the application fee for a
shel | fish enhancenent project at $1,000 and anends the
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application fee for a salnon hatchery permt,
increasing the fee from $100 to $1, 000.

HB 128 plays an inportant role in the devel opnent of
mariculture in Alaska by providing a nethod to
i ncrease the avail able harvest of shellfish for public
use in an environnentally safe nmanner.

Co-Chair Foster reviewed the available testifiers in the
room and onl i ne.

Vi ce- Chair Gara  asked about Representati ve Otiz's
reference to a provision in the legislation about
protecting against contam nation or danger to wild species.
He asked if the representative was referring to wld
shellfish or wild fish also. Representative Otiz asked if
Vice-Chair Gara was tal king about sal non.

Vice-Chair Gara responded affirmatively. He wanted to nake
sure there were provisions in place to ensure that there
was no danger of contamnation that would spread to wld
fish or shellfish. Representative Otiz deferred to DFG
Hi s understanding was that a totally different enhancenent
process was being discussed. He thought the shellfish were
staying in one area without interm xing. He asked DFG to
add to his comrents.

4:31: 34 PM

FORREST BOWERS, DEPUTY DI RECTOR, DI VISION O COMVERCI AL
FI SHERI ES, DEPARTMENT OF FISH AND GAME, explained that the
enhancenment or rehabilitation projects that wuld be
pronoted under the bill would target existing stocks. For
exanple, there was a King Crab stock around Kodiak. The
abundance level was too low to harvest. The efforts that
woul d be undertaken with the bill would attenpt to restore
the stock to a |evel where fisheries could occur. The bil
would allow for a restoration of native existing stocks
rather than introducing a new species into an area where
they were not native.

4. 32:42 PM

MARY HAKALA, STAFF, REPRESENTATIVE DAN ORTI Z, added that a
definition was provided on page 9, line 3 of the bill. The
bill specifically spoke to shellfish. The definition

detailed that shellfish was exclusively indigenous to state
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waters. She highlighted a provision on page 5, Iline 11
regarding collecting brood stock. The permt holder would
be directed to (where feasible) first take shellfish native
to the area in which the shellfish would be rel eased. She
continued that in some case where an entity was restocking
depleted stock it could take from anot her area. She thought
there were strong directives in the bill.

Vice-Chair Gara was mainly concerned wth protecting native
stock. He asked if the bill authorized hatcheries beyond
the relocation of shellfish from one area to another or if
it had nmore to do with enhancenent that did not involve
hat cheries. M. Bowers responded that hatcheries could be
used as tools for enhancenents. However, there were other
nmet hods avai | abl e.

Vice-Chair Gara asked if there were rules in place to avoid
contanm nating native fish with hatchery species. M. Bowers
replied that all of the shellfish that would potentially be
involved in one of the projects would undergo pathol ogica
testing for disease. The department had a genetics policy
that ensured that genetic diversity of native stocks was
mai nt ai ned. In addition, the departnent had fishery
managenent policies dealing with harvest rates to avoid
over expl oi ti ng stocks.

Vice-Chair Gara remarked that he was not a scientist. He
asked for assurance that there were rules in place to do no
harm to native stocks. M. Bowers responded that the
departnment's directive was to do no harm The departnent's
interest was in conserving the wild resources of the state,
enhancing them if they becanme depleted, or rehabilitating
them The departnment would not permit a project if it
t hought it would do harm

4:36:17 PM

Representative WIson asked how the issue was different
frommxing wild salnmon with farned sal non. She wondered if
the state would be raising shellfish in a separate way and
then mxing them with wild shellfish. M. Bowers answered
that there were a nunber of ways in which enhancenent could
occur. One approach to shellfish enhancenent was to take
for exanple, female King Crab bred and fertilized naturally
in the wild, brought into a hatchery where they would span.
The juvenile crab would be raised up to a certain size and
released into the wld. Essentially, they would be
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naturally produced organisns that had been helped to
survive a vulnerable Ilife stage. They would not be a
hat chery- produced fish. They would be native and placed
back into their native habitat. He suggested that other
approaches m ght include noving organisns such as abal one
cl oser together. Speculations had been nmde that their

reproduction was I|imted because the individuals were
geographically too far apart to breed successfully. There
were other approaches as well including back planning

hat chery- produced organi sns to speed up natural recruitnment
to allow fisheries to happen nore quickly. In the case of
the fish Representative WIson nentioned, sone interior
hat cheries were non-native species |ike Rainbow Trout. He
noted that triploid organisnms could not r epr oduce
naturally. They were introduced into areas such as | and-
| ocked |akes where they could not interact with wld
sal noni ds.

Representative WIson discussed the general concern about
rel easing them [ enhancenent fish] into the wild potentially
causing issues with the population. She wondered how to
address the concern. She asked for clarification.

4:40:12 PM

M. Bowers responded that the native organisnms would be
placed back into the area where they would have been
produced in the wild. He cited the exanple of Kodiak Red
King Crab. The departnment was not noving organisms into
pl aces where they were not native. He noted that the
exi sting hatchery prograns were situated in areas where the
departnment believed straying and interbreeding between
hat chery and naturally produced fish would be mnimzed.
There were protections in place. He reenphasized he was
speaki ng about native organi sns.

Representative Wl son asked if any other states had sinilar
prograns. M. Bowers was not aware of any.

Representative Quttenberg reiterated the information M.
Bowers had provided. He asked if there had been |essons
| earned regarding overharvesting issues that would help in
avoi di ng recreating problenms fromthe past.

M. Bowers replied that in the case of Red King Crab, sone

of the declines were due to over fishing. There had also
been changes in the North Pacific eco system that made the
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environment |ess favorable for shellfish than it was 30
years to 40 years ago. The departnent had |earned a
significant anount about conservative managenent of
shel | fish stocks because of their volatile history. 1In
general, the departnent's harvest policies were mnuch nore
conservative at present then they were 30 years or 40 years
ago. The departnment has spent a significant anount of tine
working on the issue with the Al aska Board of Fisheries

The departnent's stock assessnent was better than it used
to be. Wth regard to other research, the departnent
believed sone of the stocks had not rebuilt because they
were recruitnment limted. In other words, there were not
enough juvenile crab being produced to overcone predation
and natural nortality to rebuild the stock to |evels where
harvests could be sustained. The intent of the bill was to
overcome the recruitnment limtation in order to get the
stocks back to a sustainable |evel. Enhancenent would help
to provide additional harvest opportunity.

4:44:52 PM

Representative Quttenberg asked if the departnent would be
able to nonitor the habitat changes to deternmine the
success of the harvest. M. Bowers indicated that the major
benchmark of success would be abundance or stock size,
whi ch was neasured through annual surveys. Even fisheries
that had been closed for several years, such as Kodi ak Red
King Crab stocks, were still surveyed annually.

Representative Otiz furthered that in addition to
overharvesting being a contributing factor to decreasing
stocks in shellfish in Southeast Alaska, sea otters and
ot her predators have influenced stock |evels.

Representative GQuttenberg referred to page 9, Section 6 of
the bill. He asked about the definition of a shellfish
facility. He thought the definition was placed within the
definition of farnmed fish. He asked for clarity. M. Bowers
answered that the section sinply adds shellfish to the
exenption provided in the farmed fish definition. The
exi sting |anguage exenpted salnon hatcheries from the
farmed fish definition and added shellfish operations to
t he exenption under the bill, as they were wild fish.

4:48: 58 PM
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Representative GQuttenberg asked if shellfish hatcheries
were being added. M. Bowers responded that a hatchery
could be wused. It was one tool for enhancenent or
rehabilitation. Shellfish produced in a hatchery or any
ot her enhancenment operation that would be permtted under
the bill would not be considered farnmed fish.

Co- Chair Seaton spoke of segnments of shoreline in his area
that did not have <clam populations return after an
eart hquake. He wondered if the state had been successful in
reestabl i shing subsistence and sport harvest areas that had
reduced stocks such that they were not available for
harvest. He also wondered about an overly |large population
of pink salnmon interfering with other stocks. He wondered
if the bill would apply to his exanples. He wondered if
there were concerns about filter feeders. M. Bowers
appreci ated Co-Chair Seaton bringing up his question about
clans in South Central Alaska. They were stocks that had
declined significantly over the previous several decades.
They woul d be candi date stocks for rehabilitation under the
bill.

Co-Chair Seaton clarified that he was talking about the
harvest of stocks from beaches and repopul ati ng the beaches
- not bringing in stocks from another area. M. Bowers
answered in the affirmative. He relayed that the departnent
woul d | ook for the nearest available stock that had surplus
bi omass avail able which would be used as brood stock. He
was unaware of concerns that had been raised by increasing
any shellfish populations to their native or historical
bi omass levels. It would be a reasonable part of sustaining
eco systemdiversity.

Representative Pruitt made a joking remark. Representative
Otiz responded in kind.

Co- Chair Foster OPENED Public Testinony for HB 128.

4:53:34 PM

G NNY ECKERT, ALASKA KI NG CRAB RESEARCH, REHABI LI TATI ON AND
Bl OLOGY PROGRAM JUNEAU, spoke in support of HB 128. She
was a fisheries professor at the University of Al aska
Fai r banks. She provided additional background information
indicating her shellfish expertise in Al aska. She had been
doing research on King Crab since 2007 to investigate the
feasibility of rehabilitation. She had | ear ned a
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significant anmobunt about King Crabs in their early years of
life. She was convinced that one bottleneck was their early
life history. For exanple, in Kodiak when she went | ooking
for small baby King Crab she did not find them in the
places they had been historically. She had worked on
methods to rear King Crab in a hatchery. She had also
conducted experinmental out-plantings to determne which
habi tat woul d best pronote survival for juveniles. She also
| ooked at predation. She reported that she had not done any
experinments in areas where there were wld stocks. She
i ndi cated that sone of the concerns that had been discussed
such as genetic issues were real and viable. However, crabs
were very different from sal non and other fish. King Crabs
were reproducing in the wld. She reported that the goal
was to increase the survival of offspring that had been
produced in the wld. She noted that in sone cases the
rehabilitation could increase genetic diversity through the
process. She reported exanples of hatchery production in
the wild to restore wild stocks including a huge effort on
the east coast to restore wild oysters and an effort on the
west coast to restore Abal one.

4:57:16 PM

TOM MARSH, OCEANS ALASKA, KETCH KAN (via tel econference),
spoke in support of HB 76 and HB 128. She believed HB 128
was very inportant because it allowed an infrastructure in
order to enhance sone of the wld stocks that needed
rehabilitation due to predators or environmental changes.
She enphasi zed that Oceans Al aska supported both pieces of
| egi sl ati on.

4:58: 34 PM

ANCEL DVOBNI CA, ALEUTIAN PRIBILOF |ISLAND COVMINITY
DEVELOPMENT ASSOCI ATI ON (API CDA), reported she was also a
menber of the Mariculture Task Force. The association had
submtted letters of support on both of the mariculture
bills. The Aleutian Pribilof Island Conmmunity Devel opnent

Association was one of six groups in the Community
Devel opnent Quota Program and represented six comrunities
in the Aleutian Pribilof Region. She provided additional

information regarding the association. She opined that HB
128 was necessary to bring a certain program out of its
research phase into inplenentation. The association saw
tremendous opportunity in mariculture in Wstern Al aska for

i ncreasing access to comercial and subsistence fisheries
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and to better wunderstand in inpacts of climte related
ocean changes on inportant fisheries species and building
resiliency to those changes. The communities of APICDA were
heavily invested in fisheries and were very interested in
mari cul ture devel opnment. Such developnent could play an
inportant role in diversifying the existing seafood
operations. She indicated that both mariculture bills had
wi de support throughout Western Alaska and thought both
were necessary. She added that on a personal note as a
Dungeness crab fishernman in the Sout heast she would support
Representative Pruitt's anmendnent.

5:01: 08 PM

Co- Chair Foster CLOSED Public Testinony on HB 128.

Co-Chair Foster indicated amendnents for HB 128 were due on
Tuesday, April 18, 2017 by 5:00 p. m

HB 128 was HEARD and HELD in commttee for further
consi derati on.

Co-Chair Foster relayed that there were two additional
bills to be heard before the end of the neeting.

#sb3
SENATE BI LL NO 3

"An Act relating to the regulation of wastewater
di scharge from small comercial passenger vessels in
state waters; relating to art requirenments for certain
public facilities; and providing for an effective
date."

5:02: 01 PM

Co-Chair Foster invited Senator Stedman and his staff to
the tabl e.

SENATOR BERT STEDVAN, SPONSCR, thanked the committee for
the opportunity to present his bill. He read the sponsor
statement :

HCS SB 3(TRA) addresses marine vessels operating in
Al aska waters. Thi s legislation reinstates the
statutory exenption from large cruise ship discharge
requi renents for small commrercial passenger vessels.
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Smal | commerci al passenger vessels and ferries wth
capacity to accommopdate between 50 and 249 overnight
passengers have been covered by a statutory exenption
from the treatnent system and discharge requirenents
for large cruise ships in Alaska. Instead they have
operated under Best Managenent Practices (BWMP) plans
that are submtted to and approved by DEC. Operation
under these plans has dramatically inproved the
quality of wastewater discharged from these vessels
since the program was established.

The exenption becane |aw in 2004 and had a sunset date
of January 1, 2016. Support for the exenption was
provided by a 2004 DEC report on snall cruise ships
and Al askan ferries that found neeting the terns for
| arge cruise ships would be financially and feasibly
prohi bitive.

SB 3 is necessary to reinstate the exenption, which
was automatically repealed on January 1, 2016. Wt hout
the exenption, small cruise ships and ferries would be
required to install and operate Advanced Wastewater
Treatment Systenms, which would be cost and space
prohi bitive. Departnent of Transportation and Public
Facilities estimates the cost to retrofit ferries is
over $5 mllion.

Senator Stedman remarked that the bill was an extension of
policy put in place by the legislature. He noted that it
would be very difficult for the smaller ship if they did
not get the proposed exenption. He wanted to see the
i ndustry encouraged to grow, as it was good for commerce in
coastal Al aska. He opined that forcing smaller ships out of
the market place was not good for anyone. In terns of the
Al aska Marine H ghway system there was a budget struggle.
The state was trying to operate a transportation system in
the rail belt and on the coast. The state had an old fleet
it was attenpting to nodernize. There were a couple of new
vessel s under construction presently. He believed that
trying to make the older smaller vessels to conply rather
t han obtain extensions would not work. He was avail able for
guesti ons.

Co-Chair Foster reviewed the available testifiers.
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Representati ve Kawasaki asked how many boat s t he
| egislation would apply to in the state.

5:07:27 PM
AT EASE

5:07:52 PM
RECONVENED

Senator Stedman responded that there were about ten of the
small er ships. There was a list in the packets provided to
menbers.

Represent ati ve Kawasaki asked about any sunset provisions.
Senator Stednman thought it was the first sunset. He
recalled that there had been considerable debate regarding
cruise ship discharge. In the process, a sunset date was
i ncluded. He thought it should be dealt with right away.

Represent ati ve Kawasaki asked if there was a current sunset

inthe bill. Senator Stednman responded in the negative.

Representative Kawasaki asked if a new boat would
automatically conmply with requirenents and, therefore, not
need an exenption. Senat or Stedman deferred to a

representative from the Division of the Al aska Marine
H ghway System respond.

5:10: 28 PM

M CHAEL A. NEUSSL, DEPUTY COW SSI ONER, DEPARTMENT OF
TRANSPORTATI ON AND PUBLI C FACILITIES, responded that it did
not apply to the two Alaska class ferries for the marine
hi ghway. The vessels had a Type 3 marine sanitation devise
that held all discharge waters onboard discharging ashore.
The legislation would apply to the proposed MW Tustunena
repl acenent vessel, which nmet the standards for a small
passenger vessel. The vessel was designed under the
provi sions of the best nmanagenent practices statute. It had
a MsD type 2 systemto put an advanced wastewater treatnent
system onboard to conply with large cruise ship discharge
standards. It would not fit in the marine sanitation devise
room It was three tines the size and three times the
wei ght of the system The ship would need a redesign to
accomodate it, which would be costly.
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Represent ati ve Kawasaki asked about the original exenption
in 2004 and why there was a sunset in 2016. M. Neussl
suggested the question be directed to Mchelle Hale,
D vision of Water, Departnent of Environnmental Conservation
(DEC) .

Vi ce-Chair Gara suggested having the Senator's staff review
the changes in the bill. Senator Stedman indicated he would
be returning to the Senate Resources Committee. His staff
coul d answer nenber's questi ons.

Vice-Chair Gara asked about the differences of the current
version of the bill and the version of the bill the
commttee previously heard.

DAVE SCOTT, STAFF, SENATOR BERT STEDMVAN, responded that the
changes were mnor. House Bill 151 had a retroactivity
effective date, whereas, the Senate version did not. He
reported that when he spoke with DEC, the departnent did

not have a problemwth the bill not having a retroactivity
cl ause.
Representative Pruitt nentioned that the bill previously

had a different title and contained an additional piece
He inquired as to why the piece was renoved. He noted there
had been a discussion about 1 percent of nonies for art on
the ferries and another discussion relating to the cost of
the new ferries.

M. Scott spoke to the 1 percent for art. He indicated the
anount was renoved by the House Transportation Commttee.
There were three sections renoved that all dealt with the 1
percent for art. He reported that the MW Taku was for sale
and the FVF Chenega was tied up. The art in both vessels
would be renobved and placed on the new Al aska class
ferries.

Co- Chair Foster OPENED Public Testinony.

5:15:18 PM

JAMEY CAGLE, ALASKAN DREAM CRUI SES, SI TKA (via
t el econference), spoke in support of the bill as amended.
He thought it was an integral part to the operation of his
vessel s.

5:15: 58 PM
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PETER BUTZ, ALASKAN DREAM CRUI SES, SI TKA (via
tel econference), spoke in support of the bill wth the
anmendnent being passed. The |egislation was necessary for
the continuation of his conpany's small fleet to operate
out of Sitka.

5:16:38 PM

Co- Chair Foster CLOSED Public Testinony.

Representative WIson asked if the bill was going to be
noved.
Co-Chair Foster was open to noving the bill if the

commttee nenbers did not have anendnents.
Vice-Chair Gara agreed with Representative WI son.

Representative WIlson relayed that there were two zero
impact fiscal notes [OVB Conponent Nunber 2062 from the
Departnent of Environnental Conservation and OVB Conponent
Nunber 2604 from the Departnent of Transportation and
Public Facilities].

5:18:10 PM
AT EASE

5:18: 36 PM
RECONVENED

Co-Chair Foster invited M. Neussl to review the new fiscal
note for OVB Conponent Nunber 2604.

M. Neussel explained that the new fiscal note was an
update of the previous fiscal note. The previous fiscal
note covered the bill when it had both the 1 percent for
art and the wastewater discharge provisions in it. The
departnment striped out the 1 percent for art |anguage from
the fiscal note. The note renmmined a zero fiscal inpact
note and contained the same |anguage regarding the
wast ewat er di scharge bill.

Representative Pruitt asked if there was enough artwork for
the vessels. M. Neussel responded that the artwork
salvaged from the W Taku and the FVF Chenega would be
sufficient for the new Al aska class ferry.
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Representative Pruitt relayed that the original fiscal note
stated that there was approximately $2.37 million for the
future M Tustunena replacenent vessel. He asked if the
nmoney was still necessary. M. Neussl responded that
regarding the 1 percent for art portion, the MW Tustunena
repl acenent vehicle was not currently wunder contract,
therefore, did not apply. He detailed that $2.37 nmllion
was the estimated cost of 1 percent for art. He did not
think the department could spend that nuch on art for the
vessel. It was a large anount for artwork on a vessel. The
department planned to salvage the art off of the existing
MV Tustunena to reuse on its replacenent and suppl enented
as necessary with a small increase.

Representative Pruitt thought that using the art from the
MV Tustumena was the right thing to do. He wondered if
there was a statutory requirenent concerning the anount
spent on art. M. Neussel relayed that there were sone
concerns about the 1 percent for art account being a
dedi cated fund and wunconstitutional. Therefore, it was
removed fromthe bill.

Representative Pruitt asked if there was an expectation
that the state spent an additional anmount on art. He
wondered if additional |anguage was necessary. M. Neusse
did not believe additional |anguage to deal with the issue
of the 1 percent for art. The new vessel would have reused
art. Any additional nonies for art would cone from funding
fromw thin the construction project. He did not believe it
woul d be 1 percent.

Representative WIlson MOVED to report HCSSB 3 (TRA) out of
Comm ttee W th i ndi vi dual recommendat i ons and t he
acconpanyi ng fiscal notes.

HCSSB 3 (TRA) was REPORTED out of conmittee with a "do
pass"” recommendation and with a new zero fiscal note by the
Departnent of Transportation and Public Facilities and with
a previously published zero fiscal note: FN1 (DEC).

5:23: 05 PM
AT EASE

5:27:01 PM
RECONVENED
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#hb167
HOUSE BI LL NO. 167

"An Act relating to performance reviews, audits, and
termnation of executive and legislative branch
agencies, the University of Al aska, and the Al aska
Court System”

5:27:23 PM

REPRESENTATI VE GABRI ELLE LEDOUX, SPONSOR, explained that
the bill would repeal the requirement for performance
audits. She reported that performance audits had not been
funded for the previous couple of years. She thought their

costs ran over $1 million. The audits were typically 800 to
1000 pages in length. She doubted anyone had ever read any.
Soneone had requested that she introduce the bill to

elimnate the requirenent.

Representative WIlson did not agree with the reason for the
proposed elimnation. She wondered if the |egislature was
taking the wong approach to finding efficiencies and
measuring prograns. She wondered if there was a better
approach to take rather than requiring performance audits.

KRIS CURTIS, LEGQ SLATIVE AUDI TOR, ALASKA DIVISION OF
LEG SLATIVE AUDIT, replied that she believed there was an
expectation gap in terns of the definition of a performance
audit. Performance audits were not in place to cut the
budget. She continued that a very small piece of the audits
had to do with the budget. Departnments were asked to submt
10 percent reductions in their general funds and the
consultant was asked to evaluate whether the reductions
were in line wth their findings of the reviews. She
expl ai ned that a performance review included |ooking at the
agency's mssion and evaluating how it conducted its
busi ness. The performance reviews were not intended to help
solve the state's budget crisis. The inherent problem wth
the audit reviews was that they had not been read. If the
expectation was the performance reviews were going to help
solve the budget, it was not valid. If the |legislature
chose to fund audits in the future, many changes shoul d be
made to nake them effective. She had been asked to provide
a summary of suggested changes. However, she did not have
the resources to do so at present. She suggested it m ght
be possible in the off-season. She added that if
performance audits were to continue at the request of the
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| egi sl ature, sonme tweaks would need to be mde to the
process.

5:31: 53 PM

Vice-Chair Gara commented that the |argest departnent had
al ready been reviewed - the Departnment of Health and Socia
Services. He wondered if was correct. M. Curtis confirned
t hat DHSS had been audit ed.

Vice-Chair Gara inmagined that the DHSS audit would have
been the nobst expensive audit process. He recalled that the
departnment made the changes that seenmed rational on the
audit report. He could not say there was no value to the
reports. However, the goal of the original bill was to
review internal practices in the hopes of achieving 10
percent reductions wherever possible. He did not see the
need for future audit reports.

Representative WIson thought only a portion of the
Department of Health and Social Services had been audited.
She asked if she was accurate. MVs.
Curtis replied that the process called for Legislative
Audit to help draft a scope of work. The scope was then

provided to the conmmttee, they approved it, and
contractors were hired. The audit had been focused on the
overal |l organization of the departnment, |ong-term care, and
anot her piece that she did not recall in the nonent.

Representative WIson thought that the entire departnent
was going to be audited and noted her disappointnent. She
stated that if there was a possibility to tweak the program
to achieve the original intent of the legislation at a
| ower price.

5:35: 07 PM

Ms. Curtis responded that she would have to receive
gui dance from policy makers on what they wanted to see from
the bill. She clarified they were not audits, but reviews.
The budget request was so high because the University was
included in the list of departnents to be reviewed. The
cost was contingent on the size of the departnent.

Representative Pruitt asked when the legislature's review

had been scheduled. M. Curtis answered that it was
scheduled the year it was defunded. The legislature, the
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Ofice of the Governor, and the Al aska Court System were
schedul ed in the sane cycle.

Representative Pruitt asked if there was harm to revising
the program He referred to a nenorandum in nenbers

packets. He wondered if there was a problem with | eaving
the law on the books. M. Curtis responded that the only
problem had to do with the uncertainty of staffing. She
detailed it was difficult to determ ne whether staff would
be available. It had taken a lot to get the program
running. If it was the wll of policy nakers, she could
provi de feedback on sone of the obstacles in getting the
reports to |lawrekers to nmake a difference. She had feedback
if individuals were interested in continuing the program

If it were left on the books, she would have to cone before
the |l egislature each year to request the funding.

5:38:34 PM

Representati ve Pruitt t hought t he revi ews wer e
m sunderstood. He believed there was an understanding by
| egislators and the public that the audits were to assist
in finding efficiencies. He referenced suggestions nade by
M. Al exander and asked if the items he highlighted would
assist in addressing inefficiencies in governnent. M.
Curtis responded that she did not believe the problem with
the program was how it had been structured. She offered
that the current statutes provided direction for |ooking
for efficiencies wthin departnents and essentially
providing a grade to an agency for acconplishing its
m ssion. She believed it [the review process] had been well
set up; however, wusing it as a tool to cut the budget
appeared to be the expectation. She indicated that she was
not in agreenment with sone of M. Al exander's suggestions

She reported that if the expectation were to use the review
process to help an agency cut its budget, sone tweaks
shoul d be nmade. She suggested that the Ofice of Managenent
and Budget, because they have oversight of the agencies,
m ght be a better source for suggested reductions. It was
left to the departnents to recommend cuts; however, sone
did not provide any feedback. She nentioned sone other
problenms with the structure of the reports that |imted
their effectiveness. For instance, the reports cane out in
Decenber, a tinme of the year when the Legislative Finance
Division was busy with reviewing the budget. There was not
much tinme to get the information to legislators, and the
| egi sl ature | acked a working group to vet the report. There
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was also a lack of feedback as to what to include in the
reports or any kind of foll ow up nmechani sm

Ms. Curtis indicated that she struggled with how to get the
| egislature's attention. She posed the question as to who
was responsible for inplenmenting itens. In the Legislative
Budget and Audit Annual Report, the Legislative Finance
Division was required to report on the savings. She shared
that DHSS had reported over $1 million in savings from one
of the recomrendations in the report. She opined that there
had been gens in the report. She noted that there was
information in the Departnment of Corrections report about
booking fees, parole fees that were on the books but not
being collect. However, there was no one to gather the
information. She clained there were real problems with the
way things were set up. She speculated that it was not a
good use of funds to generate a report if the information
was not used. She had a neutral position, but it was
di sappoi nti ng, based on the effort that went into
generating the reports, not to see the material utilized.

5:43: 00 PM

Representative GQGuttenberg discussed that in the past the
| egislature had spent significant tinme defining mssions
and neasures for the departnents that he believed had been
forgotten. The admnistration was required to produce a
tool that would help the legislature in determ ning where
to nmake reductions. He reported people did not like that
the tool revealed certain places where additional nonies
should be spent. He cited an exanple of a mssion and
measure in the Recorder's Ofice. He thought t he
| egi sl ature had not had a vested interest in the report. He
expressed concerns about elimnating the report in its
entirety. He was glad Ms. Curtis pointed out sone of the
recomendati ons. He asked how often the recommendati ons had
been taken up by the departnents.

5:46: 01 PM

Ms. Curtis did not know of a nmechanism in place to track
i npl enentation. She urged nenbers to | ook at the Departnent
of Education and Early Developnent's performance review
She characterized the report as a phenonenal report and
encouraged all nenbers to review it. She highlighted that
the reports depended on a contractor, an expert in the
field, being hired. In managing the reports, contractors
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had a vested interest in having additional studies done
She suggested contractors would al ways recommend conducti ng
additional studies. She thought it was one obstacle. She
added that it was inportant that the relationship between
the departnent and the contractor remmined professional.
She shared that her staff had attended every neeting wth
the contractor. There were mnmany |essons that had been
| earned that she believed could be applied in the future.

Co- Chai r Seat on reported t hat t he House Fi nance
Subconmi ttee for the Legislature' s budget nmet on February
23rd and decided to ask the House Rules Comrittee to

introduce a bill that would elimnate the provision of
reviewing all of the departnents in a 10-year cycle. The
cost included $1 mllion and 3 full-time positions. The

legislature did not fund the anount. He thought that
routine performance reviews were not being used enough to
justify the expense. He would rather that the |egislature
request a specific audit for a departnent when needed. He
believed the conmttee should nove the bill and get
sonething off the books that required full-tine positions
to be hired.

5:49: 53 PM

Representati ve W | son di sagr eed. She bel i eved t he
| egislature was partially at fault. She thought finance
shoul d have had a subcommttee review the reports. She al so
recommended reviewing a |esser nunber of departnments each
year. She had read the reviews and believed they contained
good i nformation. She found that some of the departnents
had done better than other ones. If the legislature were
nore involved, agencies would be nore cooperative know ng
they would be held accountable. She believed that
accountability was a mssing |ink. She thought that based
on the tinmes, the legislature should be taking a deeper
| ook beyond a 90-day or 120-day session. She spoke to the
i nportance of finding efficiencies. She thought follow
through was inportant to put into place wthout any
additional costs. Menbers of +the |legislature could be
appointed to review the reports. She believed the situation
was a disservice to Legislative Budget and Audit. She did
not support rushing the bill through when she thought the
revi ew process coul d be saved.

Co-Chair Seaton surm sed that Representative WIson wanted
to fund the reviews and to fund the three positions.
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Representative WIson believed the legislature could not
afford three positions. She thought that spending noney on
the University to conduct the review did not make sense
She suggested that naybe the issue could be addressed over
the interimand that the state could pay for one review

5:53: 00 PM

Representative Quttenberg was concerned that if the
required audits were elimnated in statute, institutional
menory could potentially be lost. In reference to the

university, he thought one of its problens was in |ooking
at its self.

Co-Chair Foster asked comrmttee nenbers if they wanted to

take action on the bill. He would provide nore tine for
menbers to think about the bill. He indicated that the
deadl ine for anmendnments was on Tuesday, April 17, 2017 at
5:00 p.m

Co- Chair Foster OPENED Public Testinony on HB 167.
Co- Chair Foster CLOSED Public Testinony on HB 167.

HB 167 was HEARD and HELD in commttee for further
consi derati on.

Co-Chair Foster reviewed the agenda for the follow ng day
and recessed the neeting to a call of the chair [Note: the
meeti ng never reconvened].

#
ADJ QURNVENT

5:57:15 PM

The neeting was adjourned at 5:57 p.m
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