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FISCAL NOTE

STATE OF ALASKA BILL NO.
2003 LEGISLATIVE SESSION

A N A LY SIS  CONTINUATION

Line Item D e scrip tio n FY 2004 FY 2005 FY 2006 FY 2007 FY 2008

Contractual L ine  300

* (Operating E x p e n se s)

U tilit ie s (estim ated)
D EC  will incur c o s t s  for utilities at the new 
facility starting mid - 2005. Utility co st s  
at the existing leased facility are included 
in the lea se  paid by DOA and DEC. T h e se  
co r -  are offset by the lease sav ings shown 
below and shown on DOA's fiscal note.

552,965 5105,930 5105,930 5105,930

B u ild ing  M aintenance (estimated)
DEC will incur c o st s  for building maintenance 
at the new facility starting mid - 2005. 
Maintenance c o st s  at the existing leased 
facility are a lso  included in the lea se  
paid by DOA and D EC . T h e se  c o s t s  are 
offset by the lea se  sav ings shown below 
and shown on DO A's fiscal note.

S54.800 5109,600 5109,600 5109,600

* (Lease Savings - Palmer Lab)
D EC portion of current lease paid to 
DOA/GS through a R SA , will no longer be 
required after completion of the new facility.

(59 ,177 ) (5 18 ,3 53 ) (5 18 ,353 ) ($ 18 ,353)

Total Contractual: $0 59 8 ,588 5 1 9 7 ,1 7 7 $ 19 7 , 1 7 7 $ 19 7 ,17 7
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FISCAL NOTE

Revision D ate/Time (Note if correction):_______________ 13-M ay-03 Dept. Affected:__________ R evenue
Title S eafood  and  Food Safety Lab____________________ BRU R evenue O perations
__________________________________________________________________C om ponent T reasury  Division
S p o n so r R ules C om m ittee________________________________  ______________________
R eq u este r H ouse S ta te  Affairs______________________________ C om ponent No, 121

E x p a n d itu re a /R e v e n u e s ____________________________________ (Thousands of Dollars)__________

STATE OF ALASKA Fiscal Note Number: _________

2003 LEGISLATIVE SESSION Bill Version: HB312
() Publish Date: _________

Note: A m ounts do not include inflation u n less  otherw ise noted below.
OPERATING EXPENDITURES FY 2004 FY 2005 FY 2006 FY 2007 FY 2008 FY 2009
P ersonal S erv ices 
Travel 
C ontractual 
Supplies 
E quipm ent 
Land 4  S tructures 
G rants i  C laim s 
Debt Serv ice

10.0
6 0 5.0 5.0 5.0 5.0 5.0

1,362.8 1,362.8 1,362.8 1,362.8 1,362.8
TO TAL OPERATING 16.0 1,367.8 1,367.8 1,367.8 1,367,8 1,367.8

CAPITAL EXPENDITURES | |

CHANGE IN REVENUES ( ) I I

FUND SOURCE_______________________    (T housands of Dollars)
1002 F edera l R oceipts
1003 GF M atch
1004 GF
1005 G F/Program  R eceip ts 
1037 G F/M ental Health 
CO P p ro ceed s

1,367.8 1,367.8 1,367.8 1,367.8 1,367.8

16.0
TOTAL 16.0 1,367.8 1,367.8 1,367.8 1,367.8 1,367.8

Estimate o f any current year (FY2003) cost: 0.0
Check th ia box (X) If funding fo r thle bill Is Included In the G overnor's FY 2004 budget propoeal: I ~~l

POSITIONS
Full-time
Part-tim e
Tem porary

ANALYSIS: (Attach a separate page if necossary)
S B 2 15  authorizes the sa le of $ 14 ,14 5  million in certificates of participation (COPs) for a lease-financing to 
finance construction of a new seafood and food safety lab for the Department of Environmental 
Conservation. The CO P s would be issued  by the State Bond Committee. Construction co sts and 
issuance co st s  are expected to total $ 14 ,2 8 5  million, which is  the amount of the COP sale proceeds plus 
$140,00-,) in estimated construction fund earnings.

Financing assumptions are 15-year level debt service beginning in FY05 and a 5%  interest rate/true 
interest co st. The actual interest rate is  very likely to be lower.

P repared  by: 
Division

Approved by: 
A gency

Tom Boutin, Deputy C om m issioner P h o n e  465-3669
D epartm ent of R evenue D ate/Tim e 5/13/03 1:50 PM

Landa Bally, Special A ssistan t to ..ie C om m issioner 
D epartm ent of R evenue

D ate 5/13/2003

(RavMd *2002 0M8) Page 1 of_1___



FISCAL NOTE

Revision Date/Time (Note if correction):________________________Dept. Affected]__________Administration
Title An Act...for a lease-purchase agreement for a________ BRU Leases__________________
_______________ seafood and food safety laboratory facility....__________ C om ponent L eases____________________
Sponsor Rules by Request of the Governor______________  ________________________
Requester (H) State Affairs______________________________ Component No. 81

E x p e n d itu re s /R e v e n u e s ____________________________________(T h o u s a n d s  o f D o lla rs )______________

STATE OF ALASKA Fiscal Note Number: _____________

2003 LEGISLATIVE SESSION Bill Version: HB312
() Publish Date: _____________

Note: Amounts do not include inflation unless otherwise noted belov/.
OPERATING EXPENDITURES FY 2004 FY 2005 FY 2006 FY 2007 FY 2008 FY 2009
Personal Services
Travel
Contractual (60.0) (120.0) (123.0) (123.0) (123.0)
Supplies
Equipment
Land & Structures
Grants & Claims
Miscellaneous

TOTAL OPERATING 0.0 (60.0) (120.0) (123.0) (123.0) (123.0)

|CAPITAL EXPENDITURES I I

CHANGE IN REVENUES ( ) !

FUND SOURCE (Thousands of Dollars)
1002 Federal Receipts
1003 GF Match
1004 GF (50.8) (101.7) (104.2) (104.2) (104.2)
1005 GF/Program Receipts
1037 GF/Mental Health
1007 I/A Reciepts (9.2) (18.3) (18.8) (18.8) (18.8)

TOTAL 0.0 (60.0) (120.0) (123.0) (123.0) (123.0)

Estim ate of any current year (FY2003) cost: 0.0
Check this box (X) if funding for this bill Is Included in the Governor's FY 2004 budget proposal: I

POSITIONS
Full-time
Part-time
Temporary
ANALYSIS: (Attach a separata page if necessary)
The bill would authorize financing and construction of a new laboratory facility that would replace the current leased location in Palmer. The Division will 
execute a lease purchase agreement for the lease purchase of a new seafood and food safety laboratory in Anchorage.

Lease savings would begin mid way through (January) FY2005 when we anticipate occupying the new facility. Annual costs for the Palmer lease in FY2004 are 
budgeted in the Department of Administration's (DOA) Leases component as J99,1 ol General Funds and in the Department ol Environmental Conservation's 
(DEC) operating budget and paid lo DOA via a $17.9 RAS. Future years estimated lease savings have been adjusted lo reflect the January 2005 occupancy 
date.

Costs for the design, construction, acquisition and construction contract com*'' e are not included in this fiscal note as those costs and associated work will 
be borne by other slate departments.

Prepared by: Vern Jones, Chief Procurement Officer______________________ Phone 465-5684_______
Division General Services_________________________________________ Date/Time 5/12/03 10:52 AM
Approved by: Mike Miller, Commissioner________________________________________Date 5/12/2003_______
Agency Administration____________________________________________

(RsvkmJ 9/2002 OMB) Page 1 of 2



FISCAL NOTE

ANALYSIS CONTINUATION
Current Palmer Laboratory Lease
Lease #: 2359
Location/Property: Palmer/Palmer Lab 
Sq Ft: 9,252
Term- Firm Term thru 1/31/03, W/ 3 One Year Renewal Options (extended expiration -  12/31/06)

FY2004:
Total Cost per Year (annual): S117.0
RAS (amount paid by DEC) Amount (annual): $17.9
DOA Budget Amount (annual): $99.1

FY2005:
Total Cost per Year (annual): S120.0
DOA Reduction (1/2 year): $50.8
RAS (amount paid by DEC) Amount (1/2 Year): $9.2

FY2000:
Total Cost per Year (annual): $120.0
DOA Reduction (annual): $101.7
RAS (amount paid by DEC) Amount (annual): $18.3

FY2007 (increased bv 5% replacement factor):
Total Cost per Year (annual): $123.0
DOA Reduction (annual): $104.2
RAS (amount paid by DEC) Amount (annual): $18.8

FY200B & 2009:
Lease costs estimated to be the same as the FY2007 rate.

STATE OF ALASKA BILL NO. HB312a
2003 LEGISLATIVE SESSION

Page 2 of 2



Depa rtm en t  of Enviro n m ental  C onservation  
Co m m issioner  Ballard  HB 312 T estim ony  

H ouse  F inance

Thank you for the opportunity to testify today. HB 312 provides tne funding mechanism for a new 
Seafood and Food Safety Laboratory. This expense has been included in the capital budget.

As Commissioner of the department responsible for protecting the environment and human health, I 
can testify to the importance of this lab. In our seafood and food safety lab we analyze raw, 
finished and value-added food products for bacteria, chemicals, and toxic contaminants. We 
maintain capabilities and FDA certifications that private labs cannot. We operate on schedules that 
are not available from piivate labs and can assume the greater liability needed to perform analysis 
for paralytic shellfish poisoning. We cooperate with emerging industry, such as the growing dive 
fisheries to be sure time-critical water and raw product analysis is available and market 
commitments are met. We are qualified to train and certify private labs so that they can operate in 
established and high-demand testing markets.

DEC has leased a facility in Palmer for 34 years. This facility will not be available after 2006. It is 
overcrowded and not fully compliant with safety codes and laboratory design standards. It was 
originally placed in Palmer when the principal lab business was agriculture and dairy. The 
emerging value added seafood industries in coastal Alaska have added significant and time- 
sensitive testing demands for our service. Our proposed new lab will be in Anchorage wnere 
valuable hours can be saved between sample collection and testing for raw and live seafood 
products.

Our laboratory functions are essential to protect the health of all Alaskans. The Governor, past 
legislatures, and the Commissioners of Revenue, DOT and DEC have reviewed the design 
specifications, equipment requirements and expense of this lab. We considered alternative locations 
and financing mechanisms for a modem facility sized anc. equipped for long term service to the 
state. Specifically, we carefully considered the possibility of locating in remodeled space at the ASI 
facility in Anchorage. Our requirements would occupy approximately 5% of that space.

The process of acquiring a new seafood and food safety lab began seven years ago with a feasibility 
study We received an appropriation of $150,000, to obtain an independent evaluation of both build 
and lease options. This analysis showed that the most economical choice is a state owned 
laboratory financed with lease/puichase bonds known as Certificates of Participation. The 
legislature agreed and in 2001 appropriated $1,300,000 to design this facility. This is a 
conservative and cost conscious proposal. The building design, specifications, space allocations, 
and the financing plan are all conservative. The building contains only laboratory and lab support 
space: meeting and classroom facilities will be available in the adjacent public health lab. The 
building materials were selected for low and simple maintenance. The design and materials are 
similar to the public health lab that was built several years ago on schedule and within budget.

We are reviewing the fees the laboratory charges for services and are comparing them to other 
states' fees, ll is clear we can, and should charge more. We will begin drafting the necessary 
regulations this summer.

Representatives from DOT and Revenue are here today and can join me in answering your 
questions.

\\jmi-file\gioups\COMMVLegijlalive lsjbes\2003VJlouse I'mince 312.doc



DEPT. O F ENVIRONMENTAL CONSERVATION

OFFICE OF THE COMMISSIONER

F R A N K  H. M U RKO W SK I, G O V E RN O R  
4 1 0  W illo u g h b y  A v e .,  See 303
Juneau , A K  9 9 S 0 1 -1795  
P H O N E : (9 0 7 )  4 6 5 -5 0 6 5  
F A X : (9 0 7 )  4 6 5 -5 0 7 0

h ttp ://w w w .sta te .a k .u s/d ec /

May 12, 2003

The Honorable Bill Williams
Co-Chair, House Finance Committee 
Alaska House of Representatives 
State Capitol, Room 515 
Juneau, AK 99801

The Honorable John Harris 
Co-Chair, House Finance Committee 
Alaska Flouse of Representatives 
State Capitol, Room 507 
Juneau, AK 99801

Dear Representatives Harris and Williams:

The Department of Environmental Conservation requests a hearing on HB 312 an “Act giving 
notice of and approving the entry into and the issuance of certificates of participation for a lease- 
purchase agreement for a seafood and food safety laboratory facility.” The State Seafood and Food 
Safety Laboratory plays a vital role in protecting the health of Alaskans and supporting the growth 
and development of a vibrant seafood industry.

The state’s bivalve and growing geoduck industry cannot exist without the ability to guarantee the 
safety of these products. The lab is the only facility certified to test for paralytic shellfish 
poisoning a deadly toxin. The state must be prepared with laboratory services capable of providing 
essential tests that will allow these industries to prepare to respond to an unanticipated outbreak of 
disease or the presence of contamination in food, water and animals.

The Department has planned for construction of a Seafood and Food Safety Laboratory for over 
six years. The funding mechanism is certificates of participation. I look forward to coming before 
the House Finance Committee to further explain the importance of this laboratory to Alaska.

Kristin Ryan, Director of the Division of Environmental Health, and Mike Maher, the Director of 
Administrative Services can provide you with any additional information you might require 
regarding this bill. You can contact Ms. Ryan at 269-7645, Mike Maher at 465-5256, or Melanie 
Lesh, the department’s legislative liaison, at 465-5290. Thank you for your consideration.

Sincerely,

Emesta Ballard 
Commissioner

cc: Mike Tibbies, Legislative Director, Office of the Governor
Kristin Ryan, Environmental Health, DEC

Prnlad on .'icycltd papal

http://www.state.ak.us/dec/


Using Certificates of Participation, the Department will build a new Seafood 
and Food Safety Laboratory in Anchorage that is prepared to respond to 
unanticipated outbreaks of disease or presence of a contaminant in food, 
water or animals; and

Protects Alaskans by

• Preventing disease through sanitation and sanitary practices.
• Providing essential risk screening services.
• Monitoring animals for zoonotic diseases—transferred from animals to 

humans—such as Brucellosis.
• Testing food products for Salmonella, Listeria and fecal coliforms to 

ascertain they are safe to eat.
• Testing public drinking water for Giardia and Cryptosporidum..

Supports industry by
• Working with industry to pre-certify areas for safe harvesting of 

geoducks so that a more valuable product can be sold live.
• Testing geoducks, oysters and mussels for PSP contamination prior to 

sale.
• Analyzing seafood samples for contaminants such as mercury and 

pesticides through its seafood-monitoring program.
• Testing dairy products so they can be sold to the military and schools.

Supports Alaska’s private laboratories by
• Conducting on-site evaluations of, and certifying drinking water 

laboratories and water system operators for bacteriological monitoring as 
required by Safe Drinking Water Act.

• Training 190 private lab staff a yea’- in EPA approved procedures for 
testing drinking water.

• Making available its expertise, knowledge, and resources.

Based on lab functions, proximity to a major airport, sample movement, cost 
of utilities, and access to Alaska’s Public Health Laboratory, Anchorage was 
chosen as the best site for the new facility.

D E C  S ea food  a n d  F o o d  S a fe ty  L a b o r a to r y

Allshare/Lcgislat/Housc 03/HB 312 Lab Fact Sheet May 12,2003



S e a f o o d  a n d  F o o d  S a f e t y  L a b o r a t o r y

D iv isio n  of Environm ental Health. Departm ent of Environm enta l C o n se rv a tio n

T h e  la b  w i l l  d o s e  w i t h o u t  a n  a p p r o p r ia t io n  to  b u i ld  a n e w  o n e . H e re 's  h o w  w e  g o t  to  th is  p o in t :

1 9 9 7
•  D e p a r t m e n t  o f  A d m i n i s t r a t i o n  d e t e r m i n e s  i t  c a n  n o  l o n g e r  a l l o w  l o n g - t e r m  l e a s e s  a t  t h e  f a c i l i t y  b e c a u s e  

s t a t u t o r y  r e n t  r e d u c t i o n  r e q u i r e m e n t s .

1 9 9 8
•  D e p a r t m e n t  o f  T r a n s p o r t a t i o n  a n d  P u b l i c  F a c i l i t i e s  h i r e s  L i v i n g s t o n  S l o n e  t o  p r o d u c e  f e a s i b i l i t y  s t u d y  t h a t  

c o n s i d e r s  l e a s i n g  v e r s u s  o w n i n g ,  b e s t  l o c a i . o n ,  a n d  c o n s o l i d a t i o n  o f  t h e  t w o  l a b s  t h e  D e p a r t m e n t  o f  

E n v i r o n m e n t a l  C o n s e r v a t i o n  o p e r a t e s .

•  L e g i s l a t u r e  a p p r o p r i a t e d  $ 1 4 5 . 7  t o  e v a l u a t e  r e p l a c e m e n t  o p t i o n s .

1 9 9 9
•  P r i v a t e  c o n t r a c t o r  a s s e s s m e n t  c o n c l u d e s  S e a f o o d  a n d  F o o d  S a f e t y  L a b  c a n n o t  b e  c o - l o c a t e d  w i t h  P u b l i c  H e a l t h  

L a b  p r i m a r i l y  b e c a u s e  c o n s t r u c t i o n  o f  t h e  P u b l i c  H e a l t h  L a b  i s  a l r e a d y  u n d e r  w a y  a n d  i t s  l a b  a c t i v i t i e s  a r e  v e r y  

d i f f e r e n t ,  r e q u i r i n g  d e t a c h e d ,  s e p a r a t e  l a b s .

2 0 0 0

•  D e p a r t m e n t  o f  E n v i r o n m e n t a l  C o n s e r v a t i o n  e x p l o r e s  t h e  p o s s i b i l i t y  o f  h o u s i n g  i t s  l a b  a t  A l a s k a  S e a f o o d  

I n t e r n a t i o n a l .  H o w e v e r ,  a c c o r d i n g  t o  A l a s k a  S e a f o o d  I n t e r n a t i o n a l ,  i t s  m i c r o b i o l o g i c a l  l a b o r a t o r y  c a n n o t  f u l l y  

m e e t  t h e  d e p a r t m e n t ' s  r e q u i r e m e n t s .  A l a s k a  S e a f o o d  I n t e r n a t i o n a l  l a b  s p a c e  i s  5 4 0  s q u a r e  f e e t  a n d  w a s  n e v e r  

i n t e n d e d  t o  b e  a  b r o a d - s p e c t r u m  t e s t  f a c i l i t y .  ( T h e  n e w  S e a f o o d  a n d  F o o d  S a f e l y  l a b  i s  d e s i g n e d  t o  b e  1 9 , 3 1 2  

s q u a r e  f e e t . )

•  D e p a r t m e n t  o f  E n v i r o n m e n t a l  C o n s e r v a t i o n  s e l e c t s  s i t e  n e a r  B o n i f a c e  a n d  T u d o r  w i t h  D e p t ,  o f  T r a n s p o r t a t i o n  

&  P u b l i c  F a c i l i t i e s  o v e r s i g h t  b a s e d  o n  l a b  f u n c t i o n s  ( p r o x i m i t y  t o  m a j o r  a i r p o r t ) ,  c o s t  o f  u t i l i t i e s ,  a n d  a c c e s s  t o  

P u b l i c  H e a l t h  l a b .  T h e  A n c h o r a g e  P l a n n i n g  a n d  Z o n i n g  C o m m i s s i o n  a p p r o v e s  t h e  s i t e  s e l e c t i o n  r e p o r t .

•  L i v i n g s t o n  S l o n e ,  h i r e d  b y  D e p t ,  o f  T r a n s p o r t a t i o n  &  P u b l i c  F a c i l i t i e s ,  d e t e r m i n e s  t h a t  a n y  e x i s t i n g  m a r k e t

r e n t a l  s p a c e  w o u l d  r e q u i r e  a  m a j o r  r e n o v a t i o n ;  a n d  t h a t  b u i l d i n g  a  n e w  f a c i l i t y  o n  s t a t e  o w n e d  l a n d  i s  m o r e  c o s t

e f f e c t i v e  t h a n  r e n o v a t i n g  a n  e x i s t i n g  s p a c e  o r  c o n t r a c t i n g  f o r  t h e  c o n s t r u c t i o n  o f  a  l e a s e d  f a c i l i t y .

•  L e g i s l a t u r e  a p p r o p r i a t e s  $ 2 4 0 . 0  u p d a t i n g  L i v i n g s t o n  S l o n e ’ s  1 9 9 8  F e a s i b i l i t y  S t u d y  t o  r e f l e c t  t h e  f a c i l i t y ’ s  

b e i n g  l o c a t e d  o n  s t a t e  l a n d .

2 0 0 1

•  D e p t ,  o f  N a t u r a l  R e s o u r c e s  i n i t i a t e s  l a n d  e x c h a n g e  w i t h  M u n i c i p a l i t y  o f  A n c h o r a g e  t o  a c q u i r e  p a r c e l .

•  D e p t ,  o f  T r a n s p o r t a t i o n  &  P u b l i c  F a c i l i t i e s  d e v e l o p s  a  c o n s t r u c t i o n  t i m e l i n e  a n d  b u d g e t .

•  D e p t ,  o f  T r a n s p o r t a t i o n  &  P u b l i c  F a c i l i t i e s  s e l e c t s  L i v i n g s t o n  S l o n e  f o r  t h e  d e s i g n  a n d  e n g i n e e r i n g  w o r k  w i t h

a n  e x p e c t e d  c o m p l e t i o n  d a t e  o f  J u n e  2 0 0 3 .

•  L e g i s l a t u r e  a p p r o p r i a t e s  $ 1 , 3 0 0 . 0  t o  d e s i g n  t h e  f a c i l i t y .

2 0 0 2
•  T h e  d e s i g n  c o n t r a c t o r ,  L i v i n g s t o n  S l o n e ,  u p d a t e s  t h e  c o n s t r u c t i o n  c o s t  e s t i m a t e  a f t e r  c o m p l e t i n g  t h e  s c h e m a t i c  

d e s i g n :  $ 1 4 , 0 8 5 , 2 . 0 .

•  D e p t ,  o f  A d m i n i s t r a t i o n  e a s i n g  a p p r o v e s  e x t e n d i n g  t h e  l e a s e  u n t i l  D e c e m b e r  2 0 0 6  u n d e r  t h e  p r o v i s i o n  D E C  

a c t i v e l y  p u r s u e  a n o t h e r  o p t i o n .

•  A  b o n d  b i l l  ( H B 5 1 ) ,  d e s i g n a t i n g  l a b  c o n s t r u c t i o n  f u n d s ,  i s  i n t r o d u c e d  i n  t h e  f i r s t  s e s s i o n ,  b u t  d i e s  b e f o r e  F in a l  

a d j o u r n m e n t .

February 6,2003



•  A n c h o ra g e  A s s e m b ly  a p p ro v e s  the  la n d  e x c h a n g e  and  D e p t,  o f  N a tu ra l R e s o u rc e s  c o m p le te s  an In te ra g e n c y  

L a n d  M a n a g e m e n t A g re e m e n t g iv in g  D E C  th e  a u th o r i ty  to  m a n a g e  th e  s e le c te d  s ite  a d ja c e n t to  th e  P u b lic  

H e a lth  L a b .

W h a t  t h e  S e a f o o d  a n d  F o o d  S a f e t y  L a b  d o e s

•  C o n d u c ts  p ro d u c t an d  w a te r  s a m p lin g  re q u ire d  b y  the  N a t io n a l S h e ll f is h  S a n ita t io n  P ro g ra m  s o  th a t b iv a lv e  

s h e llf is h  can be c o m m e rc ia l ly  m a rk e te d .

•  R o u t in e ly  tests c o m m e rc ia l b iv a lv e  s h e llf is h  fo r  m a r in e  to x in s  re s p o n s ib le  fo r  p a ra ly t ic  s h e llf is h  p o is o n in g  and 

d o m o ic  a c id  p o is o n in g .

•  Is a n a ly z in g  o v e r  6 0 0  sam p le s  o f  s a lm o n  (a l l f iv e  s p e c ie s ), h a lib u t ,  p a c if ic  c o d , s a b le fis h ,  b la c k  ro c k f is h ,  

l in g c o d  and p o l lo c k  f o r  h e a vy  m e ta ls  (m e th y l m e rc u ry , le a d , a n d  c a d m iu m ) .

•  C o n d u c ts  o n -s ite  e v a lu a t io n s  o f, and  c e r t if ie s  d r in k in g  w a te r  la b o ra to r ie s  a n d  w a te r  s y s te m  o p e ra to rs  fo r  

b a c te r io lo g ic a l m o n ito r in g  as re q u ire d  b y  S a fe  D r in k in g  W a te r  A c t .

•  W o rk s  w ith  c o m m e rc ia l in d u s tr ie s  to  d e v e lo p  sa fe , re a d y - to -e a t fo o d  p ro d u c ts  to  m a k e  su re  th e  w a te r  a c t iv i ty ,

w a te r  phase s a lt, a n d  s a lt m o is tu re  o f  th e ir  p ro d u c ts  are w i th in  a c c e p ta b le  le v e ls .

•  E v a lu a te s  ra w  an d  f in is h e d  d a iry  p ro d u c ts  fo r  b a c te r ia l c o n ta m in a t io n ,  a n t ib io t ic s ,  b u t te r  fa t c o n te n t, and

e ffe c tiv e n e s s  o f  p a s te u r iz a tio n .

•  P e r fo rm s  a n im a l te s t in g  to  m a in ta in  U S D A  b ru c e llo s is -  an d  T B - f r e e  c e r t i f ic a t io n ,  w h ic h  is  re q u ire d  fo r  

in te rs ta te  and  in te rn a t io n a l s h ip m e n t o f  c a tt le .

•  T e s ts  fo r  e q u in e  in fe c t io u s  a n e m ia  in  ho rses  in te n d e d  fo r  in te rs ta te  s h ip m e n t o r  th a t w i l l  b e  e n te re d  in  s tate fa irs  

o r  o th e r  s p e c ia l eve n ts .

• No other lab in Alaska tests for PSP (paralytic shellfish poisoning).

• A lab does not currently exist w ithin the State of Alaska w ith the authority to test food or 
water that’s been potentially poisoned w ith highly dangerous contam inants.

• To be sold in international markets, Alaska's food products must be tested for compliance 
with federal food standards.

• The shellfish industry depends on the Food Safety Lab to quickly test for marine toxins so 
they can sell their products in interstate commerce.

• The Food lab is the only lab in the state that is permitted by the Food and Drug Administration 
to evaluate dairy pioducts.

For m ore inform ation, p le a se  contact K rist in  R yan at 9 0 7-2 6 9 -76 4 4

February 6,2003



T h e  Seafood and  F o o d  Safety L ab  fu n d in g  m ec h an ism  is C ertificates o f 
P a rd c ip a tio n  (C O P) L e a s e /P u rc h a s e  B onds

The departm ent plans to construct a laboratory facility to replace the badly outmoded 
facility using Certificates o f Participation as the funding mechanism.

C ertificates o f P artic ip a tio n :

■ D o not require general fund appropriation.
■ Is a funding mechanism that gives a trustee bank a title interest in the entire 

structure, similar in concept to a hom e mortgage
■ Allow a lease/purchase contract.
" Take advantage o f  currently low bond interest rates.
■ D o  not require a vote as would G O  bonds.
u Allow the state to conserve its G O  debt capacity for future situations where ' 

other revenues are no t available.

Using C O P’s means the project can be started and finished faster.

Authority to expend the C O P’s is in the D epartm ent’s approved Capitol budget



MEMORANDUM S T A T E  O F  A L A S K A
Department of Revenue

TO: Mike Maher __ DATE: March 28,2003
Administrative Services Director 
Department of Environmental Conservation

FROM: Deven Mitchell * TELEPHONE: 465-3750
Debt Manager

SUBJECT: Food and Safety Laboratory Financing

The Department of Revenue has been asked to explain what impacts there might be from 
issuing Certificates of Participation to fund construction of a new Food and Safety 
Laboratory in the Alaska Seafood International (ASI) building. This is not a new matter for 
the Department as the Department of Environmentai Conservation has been attempting to 
replace the lab over the past several years using different financing options. The type of 
financing that has been proposed in each of the last three legislative sessions is called 
Certificates of Participation. How this type of financing works is a lease is created and 
investors are asked to participate (Certificates of Participation 'COPs)) in the lease. This 
means that the state can offer an investment that pays interest semi-annually until it 
matures at some point during the lease life, and use the investors’ money to build the 
proposed facility. The lease payments are subject to annual- appropriation by the 
legislature and as a result the COPs have achieved credit ratings one level below the 
state's general obligation ratings.

The lease in the COP structure is created by giving a trustee bank (that is obligated to act 
on behalf of COP purchasers) a title position on the facility being financed and the state 
entering a lease for the facility (in the amount of the annual interest and principal payments' 
to investors). A failure to pay would result in the trustee bank claiming the facility on behalf 
of COP holders and either obtaining an alternate use or liquidating the facility to pay COP 
holders.

Folks have proposed using roughly 5 percent of the ASI facility to house the proposed 
Food and Safety Laboratory. If the cost of building the lab are funded with COPs it will 
require the Alaska Industrial Development and Export Authority (AIDEA) give a title interest 
to a trustee on the ASI building and the ground upon which it resides. From a credit 
perspective this is a significant credit enhancement as a failure to appropriate on the lab 
not only causes a loss of use of the proposed laboratory for the state, but also a loss of 
use of the entire ASI building. From AIDEA's perspective this financing would impact the 
ability to sell the ASI building (due to the title interest), and possibly also impact the rental 
value of the remaining 95% of the building due to the inability of AIDEA to provide a 
guarantee on space availability (in the event of a payment default by the state).



Sam ples processed at the Seafood and Food Safety 
Laboratory
D epartm ent of Environm enta l C o n se rv a tio n , D iv ision  of Environm enta l Health

S a m p le s  r e c e i v e d :

FYOO FY01 FY02
Samples received 9,148 7,282 6,256
Tests ran on 
those samples

21,337 25,346 26,926

The amount of samples received varies greatly each year. We are expecting a big jump 
in 2003. The number of tests ran has not increased over the past years but our tracking 
has. In FYOO, we did not track every test ran such as quality control tests when we 
make sure the result gotten is correct. In FY01 and FY02, we implemented a tracking 
system so that we could capture every analysis done.

S a m p le s  b r o k e n  d o w n  b y  c a t e g o r y

FYOO FY01 FY02 Areas
Animal Health & 
Dairy

5 9 9 3 4 0 6 7 3 5 19 Sou th  C entra l

Drinking Water 5 4 1 56 9 5 4 5 State w ide

Food 0 2 6 54 A n ch ora g e

Seafood 2 3 5 1 2 3 9 3 19 0 8 Sou th  C entra l (30% ) 
S o u th e a st  (70% )

Miscellaneous 89 1 1 4 39 State  w ide

Training sessions 1 7 4 1 1 3 1 9 1 At laboratory

V ib r a t io n  s e n s i t i v e  e q u ip m e n t :

M ic ro sc o p e s : W h en  looking at a liqu'd at a m agnification of 10 0 + , sig n ifica n t vibration su c h  a s  a 
m a ch ine  sh o p  would make it im p o ss ib le  to identify the o rg a n ism .

T o r s io n  B a la n ce : U se d  to w eigh c h e m ica ls  a s  light a s  1 m illionth of a gram . S in c e  the sc a le  i s  

on a fu lcrum , it i s  extrem ely  se n s it iv e  to m ovem ent. W h en  in u se , no o n e  i s  a llow ed to enter the 
room  b e c a u se  of vibration.

C o n ce rn  a lso  e x is t s  with the Liquid C hrom atograph and A tom ic A b sorption  p r o c e s s e s .  Both 
se n d  a beam  of light through a m inute am ount of su b sta n c e  and m ea su re  the refraction.

K rist in  R ya n , D irector, 26 9 -76 4 4
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Mission Statement: To develop. expand, and enhance 
new and existing dive fisheries in Southeast Alaska
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Julie Decker, Executive Director
Box 2138, Wrangell, AK 99929
Ph: 907-874-3110; Fax: 907-874-4270.
info@sardfa.org
www.sardfa.on

Governor Frank Murkowski
P.O. Box 110001
Juneau, Alaska 99801
Ph: 907-465-3500; FAX: 907-465-3489
Email: Governor@Qov.state.ak.us

May 9, 2003

R E : S u p p o r t  f o r  N e w  S e a fo o d  &  F o o d  S a f e t y  L a b

Dear Governor Murkowski,

On behalf of the Southeast Alaska Regional Dive Fisheries Association, SARDFA, I would 
like to express support of your bills, SB 215 and HB 312, regarding the construction of a 
new Seafood & Food Safety Lab in Anchorage.

For two years, SARDFA has been supportive of buiLing a new lab in Anchorage for two 
reasons. First, the lab is a necessary infrastructure component in order to conduct the 
commercial geoduck fishery (as well as for other shellfish fisheries and all aquatic 
farming activities). The lab runs tests for water quality and paralytic shellfish poison 
(PSP), along with many other tests for the seafood industry.

Second, the new location in Anchorage will be an overall better site for the statewide 
users of the facility. Relocating the lab in Anchorage may, unfortunately, be a hit to 
Palmer residents, however, it will be better for the statewide users of the lab who will no 
longer need to have samples make the extra journey from Anchorage to Palmer. This 
can be a critical factor in getting samples to the lab in time. For example, the water 
samples, which are taken in remote areas of Southeast Alaska, must make it to the lab 
within 30 hours in order to perform testing. If the samples are even one hour late, they 
must be taken again by sending planes out to the remote areas again, which is very 
costly.

The cost of building a new lab is significant, however, this facility will be able to serve 
the seafood industry, and its projected growth, for decades into the future.

mailto:info@sardfa.org
http://www.sardfa.on
mailto:Governor@Qov.state.ak.us


Thank you for your time and consideration.

Sincerely,

Julie Decker, Executive Director

Cc: Commissioner Ballard, DEC
Senator Lyda Green, Co-Chair, Senate Finance
Senator Gary Wilken, Co-Chair, Senate Finance
Senator Gary Stevens, Chair, Senate State Affairs
Representative Bill Williams, Co-chair, House Finance
Representative John Harris, Co-Chair, House Finance
Representative Bruce Weyrauch, Chair, House State Affairs
Bobbie Thorstenson, President, UFA
Tom Gemmel, Executive Director, UFA
Steve LaCroix, President, SARDFA
Kristin Ryan, DEC

Members of:
Southeast Conference,

United Fishermen of Alaska, & 
Alaska Fisheries Development Foundation



Hicks, Molly

From :
S en t:
T o :
S u b je c t :

Ballard, Ernesta
Friday, May 09, 2003 1 1 :05 AM
Fredriksson, Kurt; Ryan, Kristin J . ;  Lesh , Melanie; Siroky, Mary; H icks, Molly 
FW : New Seafood and Food Safety Lab Bill.

f y i

 Original Message----
From: John Scoblic [mailto:Jscoblic@norquest.com]
Sent: Friday, May 09, 2003 9:01 AM
To: Governor@gov.state.ak.us
Cc: Ernesta_Ballard@dec.state.ak.us
Subject: New Seafood and Food Safety Lab Bill.

Dear Governor Murkowski,

Yesterday late in the afternoon it was brought to my attention that you may be looking for 
testimony for a new Seafood and Food Safety lab. I whole heartedly support any new development of 
a Seafood and Food Safety lab. In particular the people of Southeast in the Seafood Industry and 
Foodservice Industry would benefit greatly with the addition of a lab somewhere in Southeast.

In the current situation it is very cumbersome process to get seafood products needing testing 
to the Palmer D.E.C lab from Southeast. In the best of situations it takes the better part of a day in 
transportation time to get products to the Palmer lab for testing. Once the specimens are to the lab it 
take half a day to do the test.In the blossoming Geoduck fishery I have many first hand experiences 
with the pitfalls one must endure to get a geoduck sample to the Palmer lab for Paralytic Shellfish 
Testing in a timely manner. Having a new Seafood and Food Safety lab here, in Southeast, a region 
were we harvest products needing testing would save time and money foi all of those involved. 
Having a lab in the region would speed up the testing process. If the transportation time to the lab 
took less time to transpire, we could offer an even fresher product to our customers. Once again 
using Geoduck as an example, live product is the product of choice in the market. If the Geoducks 
test clean of PSP we can ship them live as soon as we get lab results. So you can see if we have to wait 
a day to a day and a half for test results, the freshness and liveliness of the products diminishes 
greatly. Time is money, and in this case a lot a revenue has slipped away due to the time an logistics 
involved in getting Geoducks tested for PSP in Palmer.

Mr. Governor, thank you for your time. I appreciate the opportunity to have given you this 
brief report. Please take into serious consideration what I have stated here in this e-mail. I support 
development of a Seafood and Food Safety Lab. I also think that a lab would be best positioned in 
Ketchikan.

John M. Scoblic 
Fleet Manager

l

mailto:Jscoblic@norquest.com
mailto:Governor@gov.state.ak.us
mailto:Ernesta_Ballard@dec.state.ak.us
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SafVWater, Safe Food, Healthy Gommunities

,\co :> /u /v  A s ju ic c a o :  

S tate  C ap ito l 

Juneau, A la sk a  9 9 8 0 1 -1 1 8 2  
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S o ld o tn a , A la s '.a  9 9 6 6 9  

P h o n e  9 0 7 -2 6 0 -5 2 3 6  

F a x  9 0 7 -2 6 0 -3 0 4 4

' R e p r e s e n t a t i v e  / L a n c a s t e r
‘District 6T

April 12 ,  2001 

M EMORANDUM 

T o : Representative Eldon Mtflder, Co-chairmam.Lw 
Representative Bill W illiam s, Co-chairm antPv^- 
H ouse Finance Committee

From:

S u b je c t:

• M rjve<KerRepresentative/Ken Lancaster

Department of Environmental Conservation, Division of Environmental Health, 
Seafood and Food Safety Laboratory, C o st  and Location,

Per your request, I have conducted a fact finding m ission  to help determine the reasonable co st 
for the proposed D EC  Seafood and Food Safety Laboratory. •

T h e  co st  per square foot for a laboratory i s  high, when compared to an office building,’ or 
w arehouse. T h is  is  do im p’ d to the fact that laboratories require a more powerful heating, 
ventilating, air conditioning, (HVAC) sy ste m . T h is  sy stem  must not only m ove more air (minimum 
10  to 12  air exchanges per hour) but a lso  p re ssu r ize s parts of the building. T h is  pressurization is  
very important a s it keeps that area of the building not used for testing com pletely separated 
environmentally from pathogens u sed  in the test area. In addition, higher requirement for lights, 
power distribution sy stem  and specia l construction to facilitate cleaning i s  required in th is type of 
com plex.

I have made informal inquires with severa l architectural eng ineer's firm s and based on that have 
concluded that $400.00 per square foot, le s s  equipment, i s  a fair and reasonable co st.

T h e  location a lso  makes good, logical s e n se . With the building built in Anchorage, at the Tudor 
Road location, it would help develop a State cam pus setting. T h is  concept could r- .ke for co st 
saving In the future, by allowing for the combining of se rv ice s, building m aintenance, snow  
remc al, etc.

T he  proximity to a major airpod, and the availability of ground transpodation, should better serve 
the people of the State of Alaska in conducting b u sin e ss  with the lab.

I have enclo sed  three repods prepared by Livingston S lone, Inc for your information; Laboratory 
C o st Factors, Laboratory Plan Efficiency, and a Tim eline for Seafood and Food Safety Laboratory 

• R ep lacem ent T h is  information help s explain the p ro ce ss  that tha Department went through, in 
addition to co st  factors.

Should you require more information or have any question, p lease fell free  to contact me.
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Date o f  Com m ittee A c t io n :______________________________J *

The F IN A N C E  Com m ittee considered : H B  313

H O U S E  B I L L  N O . 3 13  S T A T E  P R O C U R E M E N T  P IL O T  P R O G R A M

"An A ct authorizing a pilot p rog ram  relating to state procurem ent and the use o f electron ic com m erce tools; and  
provid ing fo r an effective date ."

Recom m ends it be replaced with [ ] H C S  or [ ] CS  fo r_________________________________________________ (____________ )
For Senate Bills with new title: [ ] Technical Title [ ] New Title: HCR___________  [ ] Sam e T it le  [ ] N e w  T it le

[ ] attach amendments
[ ] add new referral to___________ Committee
[ ] Letter of Intent__________ Committee

H O U S E  C O M M IT T E E  R E P O ^

Date Referred to Committee: May 8, 2003 FURTHER REFERRALS:

IJst o f 
Abbrev 
for
Dept s.:
ADM
CED
COR
CRT
EED
DEC
DFG
GOV
HSS
LEG
LAW
LWF
MVA
DNR
DPS
REV
DOT
UA

NEW  F I S C A L  N O T E S
♦Assigned by Chief Clerk’s Office

List bv Dept(s): *FN# Fiscal Indet. Z ero
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FISCAL NOTE

Revision Date/Time (Note i f  correction):______________________ Dept. Affected;____________Administration________
Title An Act authorizing a pilot program relating to slate______BRU C entralized Adm inistrative Services

__________procurement ...and providing an effective dale._________C om ponent P urchasing__________  ______________
S ponso r R ep resen ta tiv e  McGuire__________________________  ___________________________________
R eq u este r (H )Finance_______________________________________ C om ponent No. 60

E x p e n d itu re s /R e v e n u e s _____________________________________ (Thousands o f Dollars)_______________________

STATE OF ALASKA Fiscal Note Number: _____________________

2003 LEGISLATIVE SESSION Bill Version: H3313______________
() Publish Date: _____________________

Note: Amounts do not include inflation unless otherwise noted below.
OPERATING EXPENDITURES FY 2004 FY 2005 FY 2006 FY 2007 FY 2008 FY 2009

Personal Services
Travel
Contractual
Supplies
Equipment
Land & Structures
Grants & Claims
Miscellaneous

TOTAL OPERATING 0.0 0.0 0.0 0.0 0.0 0.0

CAPITAL EXPENDITURES___________ [

CHANGE IN REVENUES ( ) |

FUND SOURCE_____________________    (Thousands of Dollars)
1002 Federal Receipts
1003 GF Match
1004 GF
1005 GF/Program Receipts 
1037 GF/Mental Health
Other (Specify Type-Do not abbreviate)

TOTAL 0.0 0.0 0.0 0.0 0.0 0.0

Estimate o f any cu rren t year (FY2003) cost: 0.0
Mark th is box (X) If fund ing  fo r  th is  b ill is  included in the G overnor's FY 2004 budget proposal: 

POSITIONS
Full-time
Part-time
Temporary

ANALYSIS: (Attach a separate page if necessary)
T h e  b ill w o u ld  a u th o r iz e  a p ilo t p ro g ra m  re la te d  to  s ta te  p ro c u re m e n t a n d  use  o f e le c tro n ic  c o m m e rc e  
too ls .

T h e  co s t o f the  p ilo t p ro g ra m  is  u n d e te rm in e d . T h e  b ill w ill n o t re q u ire  a n  a d d itio n a l a p p ro p ria tio n .

Prepared by: Vern Jones, Chief Procurement Officer____________________________ Phone (907)465-5684
Division General Services Date/Time 5/10/03 2:30 PM

Approved by: Mike Miller. Commissioner__________________________________  Date 5/10/2003
Agency Administration_____________________________________________

0/2002 OMB) Page 1 of 1
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H O U S E  B I L L  N O . 3 1 3

IN THE LEGISLATURE OF THE STATE OF ALASKA

TWENTY-THIRD LEGISLATURE - FIRST SESSION

BY R E P R E SE N T A T IV E  M C G U IR E

In troduced : 5/8/03 
R eferred : F inance

A  B I L L  

F O R  A N  A C T  E N T IT L E D  

"An A c t au th o r iz in g  a pilot p rog ram  relating to s ta te  p ro cu rem en t and the use o f  

e lectron ic com m erce  too ls ; and p rov id ing  fo r  an effective da te ."

B E  IT  E N A C T E D  B Y  T H E  L E G I S L A T U R E  O F  T H E  S T A T E  O F  A L A S K A :

* Section  1. The uncodified law of the State of Alaska is amended by adding a new section 
to read:

LEGISLATIVE FINDINGS. The Alaska State Legislature finds that
(1) the fiscal condition of the state requires that any opportunity to reduce 

state costs in a way that does not directly reduce program delivery must be actively and 
thoroughly explored;

(2) the costs associated with procurement and supply management arc 
significant areas of the state's administrative costs and represent an area of potentially 
substantial cost savings;

(3) as a basic administrative function, procurement and supply management 
represent appropriate opportunities for achieving cost savings through the use of process

III)0313a -I- IIU 313
New T ex t U n d e r l in e d  [DELETED TEXT BRACKETED]

m
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1 management specialists in the private sector;
2 (4) electronic commerce tools offer opportunities to reduce the amount of
3 labor resources required to requisition, procure, and otherwise administer the acquisition of
4 goods and services, as well as to reduce the actual costs of goods and services.
5 * Sec. 2. The uncodified law of the State of Alaska is amended by adding a new section to
6 read:
7 PILOT PROGRAM, (a) The Department of Administration may enter into a pilot
8 program under which the department contracts (with a person from the private sectoyto
9 provide for the delivery of procurement services and electronic commerce tools.

10 (b) The pilot program authorized by (a) of this section may not apply to more than
11 two state departments and two other instrumentalities of the state and may not exceed three
12 years in length.
13 (c) A procurement conducted by the person selected under (a) of this section is not

14 subject to AS 36.30.
15 (d) In this section, "instrumentality of the state" means a state public corporation, a
16 state enterprise, or another administrative unit of state government that handles its
17 procurement and supply management in a manner that is separate from a department of the
18 state.
19 * Sec. 3. Section 2 of this Act is repealed July 1, 2006.
20 * See. 4 . This Act takes effect July 1,2003.

HB 313 -2 -
Now T e x t  U n d e r l in e d  (DELETED TEXT BRACKETED]

HB0313a



FISCAL NOTE

2003 L E G IS L A T IV E  S E S S IO N  Bill Version: HB313
() Publish Date: _______

STATE OF ALASKA Fiscal Note Number: _______

R evis ion D ate/T im e (N ote if correction):____________________ Dapt. Affected;__________ Administration_______
Title An Act authorizing a pilot program relating to state______BRU Centralized Administrative Services
______________ procurement ...and providing an effective dale.________ Component Purchasing______________________
Sponsor Representative McGuire_______________________  ________________________________
Requester (H)Finance___________________________________ Component No. 60

E x p e n d itu re s /R e v e n u e s _____________________________________ (Thousands of Dollars)
Note: Amounts do not include inflation unless otherwise noted below._____________________
OPERATING EXPENDITURES FY 2004 FY 2005 FY 2006 FY 2007 FY 2008 FY 2009
Personal Services 
Travel 
Contractual 
Supplies 
Equipment 
Land & Structures 
Grants & Claims 
Miscellaneous

TOTAL OPERATING 0.0 0.0 0.0 0.0 0.0 0.0

CAPITAL EXPENDITURES__________________________________ ____________

CHANGE IN REVENUES ( ) I I I I

FUND SOURCE_____________________    (Thousands of Dollars)
1002 Federal Receipts
1003 GF Match
1004 GF
1005 GF/Program Receipts 
1037 GF/Mental Health
Other (Specify Type--Do not abbreviate)

TOTAL 0.0 0.0 0.0 0.0 0.0 0.0

Estimate o f any cu rren t year (FY2003) cost: 0.0
Mark th is  box (X) If fund ing  fo r th is  b ill Is included in the G overnor's FY 2004 budget proposa l: 

POSITIONS
Full-time
Part-time
Temporary

ANALYSIS: (Attach a separate page if necessary)
The bill would authorize a pilot program related to state procurement and u se of electronic commerce 
tools.

The cost of the pilot program is  undetermined. The bill will not require an additional appropriation.

Prepared by: Vern Jones. Chief Procurement Officer_______________________ Phono (907)465-5684
Division General Servicos Date/Time 5/10/03 2:30 PM

Approved by: Mike Miller. Commissioner__________________________________ Date 5/10/2003
Agency Administration____________________________________________
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A l a s k a  S t a t e  L e g i s l a t u r e

Session :
State Capitol 
Juneau. AK 99801 
Phono: (907) 465-2995 
Fax: (907) 465-6592

Interim:
716 W 4lh Avenue. Suite 300 
Anchorage, AK 99501-2133 

Phone: (907) 269-0250 
Fax: (907) 269-0249

R e p r e s e n t a t i v e  L e s i l  M c G u i r e
Chair, Jud ic ia ry  C om m ittee

S p o n s o r  S t a t e m e n t  f o r  H B  3 1 3

“An Act authorizing a pilot program relating to state procurement and the use o f electronic 
commerce tools; and providing for an effective date”

A  P ilo t E -com m erce Procurem ent and S upp ly  C ha in  M anagem ent P rog ram

In our current fiscal situation, the Alaska Legislature has a duty to seek out cost savings and 
efficiencies in government. Especially important are savings in the overhead costs of 
government — i.e., “back office” functions. These functions can and should be streamlined, 
leaving more funds available for core government services such as education, public safety, and 
transportation.

The costs of procurement and supply chain management represent a substantial portion of the 
state’s back office overhead. With only a few exceptions, the state performs these functions 
using outdated business processes and systems that do not take full advantage of electronic 
commerce opportunities and other strategies like the use of third party specialists.

Many Alaskans share a desire to become world leaders in modem logistics and supply chain 
management. Here in Alaska we have companies that are quickly becoming leaders in Internet 
e-commerce, procurement and related fields. Utilizing this specialized expertise will not only 
reduce the cost of government, but also strengthen Alaska’s competitive position.

A controlled pilot program is a responsible approach to this opportunity. It wiil let the Alaska 
Legislature monitor progress, validate the cost savings and review other benefits (and 
drawbacks) before making a full commitment. It is a gradual approach that minimizes the risk of 
failure and provides tremendous potential for reducing the size and cost of government.

It is important that the pilot program be sufficient to justify technological and operational 
transition costs. The Commissioner of Administration will select a maximum of two 
departments plus two state enterprises for the pilot.

To be effective, a private sector specialist will need delegated authority to represent the state in 
performing electronic commerce, procurement and vendor performance management, hence the 
need for enabling legislation and temporary exemption from AS 36.30 (State Procurement 
Code). The Commissioner of Administration will be responsible for establishing controls and 
procurement procedures for the pilot program. This pilot will provide the Alaska Legislature 
with valuable information with which to evaluate the future modernization of AS 36.30.



A l a s k a  S t a t e  L e g i s l a t u r e

Session: Interim:
State Capitol 716 W 4,h Avenue, Suite 300
Juneau, AK 99801 p i  Anchorage, AK 99501-2133
Phone:(907)465-2995 Phone:(907)269-0250
Fax: (907) 465-6592 Fax: (907) 269-0249

R e p r e s e n t a t i v e  L e s i l  M c G u i r e
C hair, Jud ic ia ry  C om m ittee

S e c t io n a l  A n a ly s i s  

HB 313
“An Act authorizing a pilot program relating to state procurement and the use of electronic 

commerce tools; and providing for an effective date”
A  P ilo t E -com m erce P rocurem ent and S upp ly  C ha in  M anagem ent P rogram

S e c tio n  1 -  Amends the uncodified law of Alaska by adding a new section of Legislative 
Findings which include arr ong oth -r ‘hings that:

■ The fiscal condition of the state requires any opportunity to reduced state costs in a way 
that does not directly reduce program delivery must be actively explored;

■ The costs associated with procurement and supply management are sip * areas of 
the state’s administrative cost and represent potentially substantial c and

■ Procurement and supply management represent appropriate opportu .hieving 
cost savings through the use of process management specialists in th .wvate sector.

S e c tio n  2  -  Amends the uncodified law of Alaska by adding a new section that authorizes the 
Department of Administration to enter into a pilot program under which the department contracts 
with a person from the private sector to provide for the delivery of procurement services and 
electronic commerce tools. Further, Section 2 stipulates that this pilot program may not apply to 
more than two state departments and two other agencies or political subdivisions of the state, and 
that the program may not exceed three (3) years in length. Lastly, this section provides that 
procurement conducted under the pilot program is not subject to AS 36.30, the State 
Procurement Code.

S e c tio n  3 -  Provides a sunset date for the pilot program of July 1, 2006.

S e c tio n  4 -Provides an effective date for the Act of July 1, 2003.
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PRESS RELEASES

U.S. DEPARTMENT OF DEFENSE SELECTS WEBMETHODS 
INTEGRATION PLATFORM TO STRENGTHEN ELECTRONIC 

PROCUREMENT SYSTEM

Department of Defense EMALL Will Increase Connection to Suppliers and Marketplaces fora More Robust Procurement Process Using webMethodsIntegration Platform
FA IRFA X , Va. -  Ja n u a ry  03,2002 -• webMethods, Inc. (Nasdaq: WEBM), a 
leading provider of integration software, today announced that the U .S . 
Department of D efense (DoD) se lected  the webMethods integration platform at 
the end of the Government’s  recent fisca l year. webMethods will integrate the 
Department’s  internal marketplace and procurement sy stem , called EMALL, to 
other applications required for managing a robust electronic procurement system .

DoD EMALL u se s  the Internet to give sing le  a c ce ss  to enter and to procure off- 
the-shelf, finished goods from commercial marketplaces and the government's 
supp liers, to all of its cu stom ers throughout the DoD. By leveraging the sim ple 
and universal nature of the Internet, DoD EM U L  automates purchasing 
p ro ce sse s  that were paper-based and seria l-processing  intensive. T h is strategy 
enab les the DoD to leverage the Department’s  buying power through volume 
d iscounts and stream lines the procurement p ro ce ss for commercial items.

webMethods wiN further deepen the functionality of the DoD EMALL by providing 
a common integration platform to connect approximately 30,000 new vendors 
directly to the u se r 's  back-end procurement sy ste m s, which will enable a 
paperless purchasing environment. The DoD will a lso  u se  the webMethods 
integration platform to integrate DoD EMALL to major marketplaces, exchanges 
and suppliers, su ch  a s the Ariba® Com m erce Se rv ice s N etw o ik™ , Exostar and 
Aeroxchange.

"The webMethods integration platform enriches the functionality of DoD EMALL 
in a way that was not previously p o ssib le ,” sa id  Don O'Brien, DoD EMALL 
program manager, D efense Log istics Agency, U.S. Department of D efense. “The 
goal of the DoD EMALL is  to improve material availability and reduce co st for the 
entire Department. webMethods will be an integral partner, helping the DoD 
EMALL fulfill that v ision ."

webMethods ha s a thriving Public Sector Operations organization with custom ers 
throughout the Federal Government and a c ro ss the country it , State and Local 
Governm ents. DoD custom ers incluoe the Army, Navy, Air For ;e , and other DoD 
A gencies including: D efense Finance and Accounting Serv ice , and Defense 
Log istics Agency. Civilian Agency cu stom ers include the Department of 
Transportation, Environmental Protection Agency and General Se rv ice s

httD.'//wvvvv.webmethnds.com/nrftss rftlensp. derail/I ID75 1QId. 00 himl s /i  m oo-3
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Administration.

"webMethods provides the most com orehensive integration solution for today's 
government. webMethods offers government agencie s the opportunity to 
automate paper-based b u sin e ss p ro ce sse s  without sacrificing security, while 
increasing flexibility and reliability," sa id Al Fox, director, Public Sector 
Operations, webMethods, Inc. "webMethods applauds the innovative vision of the 
Department of D efense , which leverages the best of today's technology to better 
serve  the members of the Department."

About webMethods, Inc.
webMethods, Inc. (Nasdaq: WEBM - news) is  a leading provider of integration 
software. The webMethods integration platform allows custom ers to achieve 
quantifiable R .O .I. by linking b u sin e ss p ro ce sse s, enterprise and legacy 
applications, databases and workflows both within and a cro ss enterprises. By 
deploying the webMethods integration platform, cu stom ers reduce co st s , create 
new revenue opportunities, strengthen relationships with custom ers, substantially 
increa se  supply chain efficiencies and streamline internal b u sin e ss p ro ce sse s.

Founded in 1996 , webMethods is  headquartered in Fairfax, Va., with offices 
throughout the U .S ., Europe and A sia  Pacific. webMethods has more than 750 
custom ers worldwide including Global 2000 leaders su ch  a s Citibank, Dell, 
Eastman Chemical, The Ford Motor Company, Grainger, and Motorola. 
webMethods' strategic partners include Accenture, AM S, BMC, BroadVision, Cap 
Gemini Ernst & Young, Deloitte Consulting, E D S , Hewlett-Packard, i2 
T echno log ie s, J .D . Edwards, KPMG Consulting, M icrosoft, Oracle Corp., SAP 
AG and Siebel Sy stem s. More Information about the company can be found at 
http://www.webMethods.com.

# # #

webMethods Is a registered trademark of webMothods. Inc. in Ihe USA and certain other countries. All other 
company and product names are tho property of their respective owners.

This press release contains various remarks about tho future expectations, plans and prospects ol 
webMethods that constitute forward-looking statements for purposes ol the safe harbor provisions under 
The Private Securities Litigation Reform Act of 1995. The actual results of webMethods may differ materially 
from those Indicated by these forward-looking statements as a result of various important factors, Including 
those discussed under Ihe heading "Factors That May Affect Future Operating Results" In the Business 
section of webMethods' Form 10-K for the year ended March 31,2001 and In the Management’s Discussion 
and Analysis section of webMethods' Form 10-Q for Iho quarter ended September 30, 2001, both of which 
are on file with the U.S. Securities and Exchange Commission. webMethods disclaims any obligation lo 
update or correct any forward-looking statements made herein due to the occurrence of evonts alter Ihe 
issuance of this pross release.

I HOME | COMPANY | NEWS & EVENTS | SOLUTIONS | SERVICES | CUSTOMERS | 
I EASINESS | INVESTORS | OLQBAL.OFFICES | JOBS | CONTACT US | SITE MAP |

Please contact our wejjrnastgr with questions or comments.
Copyright © 2003, webMothods, Inc. All Rights Reserved, Legal

http://www.webmethods.com/press release detail/1.1075.19 1 4.00 htmi q/t i n n m

http://www.webMethods.com
http://www.webmethods.com/press
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D e p a r t m e n t  o f  I n f o r m a t i o n  R e s o u r c e s

Assessment of the General Services Commission’s 
Electronic Procurement Project
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Executive Summary

In 19 9 7 , the 75 lh Legislature p a ssed  Senate Bill 820 charging tho General Se rv ice s Com m ission (GSC) to 
implement an electronic procurement (EP) system  for u se  by all state agencie s. In February 2000, G SC  awarded 
a contract to Syscom , Inc ., to develop and operate a pilot EP system  that would be funded through user 
subscription and transaction fee s. After su cce ssfu l testing in April 2000, G S C  encouraged state agencies and 
political subdivisions to participate in the pilot. Several hundred transactions have been made through the pilot 
system  to date.

During 2000, the Su nset C om m ission ’s  report on G S C  and the Com ptroller's e-Texas Report1- addressed the EP 
project. While both reports supported electronic procurement and acknowledged p ro gress made by G S C , they 
identified a number of i s su e s  and made recommendations.

In May 2001, the 7 7 lh Legislature p a sse d  Senate Bill 3 1 1 ,  which included several d irectives concerning electronic 

procurement.2 T h e se  d irectives were based largely on input from the Su n set Com m ission and the Comptroller. 
Most significantly, the legislation a ssign ed  responsibility to the Department of Information R e so u rce s (DIR) to 
establish and manage the electronic infrastructure of the EP  system . Upon passage of Senate Bill 3 1 1 ,  DIR 
immediately began an a sse ssm e n t of the current electronic procurement project and the EP pilot system . Th is 
report i s  the product of that a sse ssm e n t.

DIR finds that, while much p ro gress ha s been made in the EP project to date and the pilot EP system  m eets most 
of the basic procurement requirements, a number of i s su e s  must be addressed  and resolved before a fully 
functional Texa s EP sy stem  can be achieved. In order to advance, it is  critical to bring sound project management 
principles and active stakeholder involvement into the project. The most critical i s su e s  are:

• There is  no formal definition of project requirements.

• The pilot system  d o e s not interface to agency accounting sy ste m s.

• The data warehouse component has not been designed.

• The cost recovery model may not generate sufficient revenue.

I l l t n : / /w w v v . ( l i r . s la t f i . f x  l i s / n n h s / r n / n c ^ c c m i 'n t  h tm c / i  i n n rv o
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• Performance and change management standards have not been se t.

• The Web site  does not comply with state standards.

DIR ha s identified two major step s needed to su cce ssfu lly  complete the EP project: (1) conduct a formal 
requirements ana lysis with full input from all project stakeholders, and (2) based on the requ inm ents analysis and 
addressing the i s su e s  identified in this a sse ssm e n t, is su e  a Request for Offer for development and 
implementation of a fully functional T exa s EP system .

DIR looks forward to working in c lo se  partnership with G S C  and its su c c e s so r  agency, the T e x a s Building and 
Procurement Com m ission, to develop, implement, and manage a highly su c ce ssfu l electronic procurement 
sy stem  for T exa s.

Back to Contents

Purpose
The purpose of this report is  to summarize the re su lts of a high-level a sse ssm e n t of the T e x a s Electronic 
Procurement project. T h is  project has been managed by the General S e rv ice s Com m ission s in ce  its inception in 

19 9 7 . in passing  Senate Bill 3 1 1 ,  the 7 7 lh Legislature transferred responsibility for development and management 
of the technical infrastructure for the state electronic procurement system  to the Department of Information 
R e so u rce s, effective October 1 ,2 0 0 1 .  DIR began its a sse ssm e n t of the EP project in May 2001 a s the first step in 
assum ing this responsibility and in order to ensu re  that no time will be lost in meeting the mandates of the 
legislation.

DIR recogn ize s that development of an electronic procurement system  shared by hundreds of state agencies and 
other public secto r entities is  a very com plex undertaking (as D IR ’s  research with other sta tes and industry 
experts ha s indicated), involving a wide range of stakeholders and impacting the procurement of goods and 
se rv ice s in the state. T h is initial a sse ssm e n t is  a crucial first step in that undertaking.

Although this report a d d re sse s som e requirements for a T exa s EP system , it is  important to note that it does not 
constitute a formal requirements definition. Similarly, although th is report identifies som e is su e s  with the current 
EP project, it is  not a project audit.

DIR looks forward to working in c lo se  partnership with G S C  and its su c c e s so r  agency, the T e x a s Building and 
Procurement Com m ission, to develop, implement, and manage a highly su cce ssfu l EP sy stem  for T exa s.

Organ nation. T h is report begins with a background of the electronic procurement project followed by the current 
project status. Next is  a description of a model T exa s electronic procurement environment that would meet the 
Legislature’s  requirements. The next section d escr ib e s strengths and is su e s  of G S C ’s  EP project identified by 
based on its limited research . After drawing co n clu sio n s on these strengths and is su e s , this report su g g e sts the 
next ste p s for DIR and G S C  to advance the project to a su cce ssfu l conclu sion .

Bac.y to Contents

Background
In 19 9 7 , the 7 5 th Legislature passed  Senate Bill 820, charging G S C  to implement an electronic procurement 
system  for u se  by all state agencies. In order to get input, G S C  formed the T exa s Government to B u sin e ss 
(TxG2B) Coordinating Council to oversee the state’s  efforts to develop this sy stem . A s a result of TxG 2B 
recommendations, G S C  contracted with Phoenix Planning & Evaluation, Ltd. to conduct a feasibility study of 
statewide implementation of electronic procurement. The resulting feasibility report, issu ed  in May 19 9 8 , included

http://w\vw.dir.state.tx.us/nubs/cn/.'issR<;<;mf*nt him c/i i /onno
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the following recommendations:

• Estab lish  an Electronic Com m erce Project Management Office to coordinate the EP initiative.

• Migrate the sta te 's procuremr t system  to tho Internet.

• Reduce procurement approval p ro ce sse s and automate when p ossib le .

• Survey vendors to determine the most effective means of communication between agencies and vendors.

In October 1999 , based on input from TxG 2B , G S C  issu ed  a Request for Offer (RFO) to establish  an efficient, 

cost-effective, Internet-based electronic commerce pilot program for T e x a s.3 In February 2000, G S C  awarded the 
contract to Sy sco m , Inc. The initial contract period was through August 2000, with options to extend the contract 
for up to four one-year periods. The  only income to be collected by Sy sco m  under th is contract would be EP 
system  subscrip lion and transaction fee s charged to agencies and vendors.

S y sco m 's  approach w as to expand its existing electronic procurement system  under development for the State of 
Maine. In April 2000, Sy scom  demonstrated the ability of its system , called PublicBuy, to conduct T exa s 
procurement transactions (term contract orders and bid solicitations). G S C  worked with severa l agencies who 
began using the system  on a pilot b a sis , in the fall of 2000, G S C  began conducting s e s s io n s  to familiarize 
vendors with the EP system .

Review s initiated during 2000 by both the Su nset Com m ission and the Comptroller referred to the EP project. 
Contents of the resultinq reports that relate to electronic procurement are summarized below.

S u n se t  Report. The Su nset Com m ission issu ed  a report on G S C  in October 2000. The report addressed the EP 
implementation effort and found that G S C  was meeting the Legislature’s  requirements. However, the report 
identified several i s su e s  which, if not resolved, would prevent statewide EP implementation. T h e se  included:

• The  EP system  cannot fully interface with many agencie s’ financial sy ste m s.

• C o st s  of the transaction fe e s have not been calculated and could result in increased c o st s  for agencies and 

vendors.

• The requirement for all agencie s to participate is  not clearly defined in the statute.

e-Texa s Report. The e-Texas Report released by the Comptroller in December 2000 devoted an entire section to 
Intern*, t-based electronic procurement. T l,^  report strongly encouraged T e xa s EP implementation a s a means to 
save money by improving the state’s  procurement p ro ce sse s  and by ensuring that the state gets the best prices 
for the goods and se rv ice s it procures. However, the report warned that the design and implementation of su ch  a 
system  could be an expensive and complex endeavor costing up to $ 10  million. The report st re sse d  that a high 
degree of interagency coordination would be needed, given the decentralized nature of T e xa s government, the 
widely divergent needs of its agencies, and the many legacy sy ste m s involved. The  rapid pace of technology 
requires that any electronic procurement system  must be scalable; that is , able to evolve and grow.

The Comptroller hired a consultant, Booz Allen & Hamilton, to evaluate the TxG 2B  pilot system  in Ju n e  2000. 
Based on the consultant's report, the e-Texas Report characterized the EP project a s a well-intentioned, but 
unfunded, effort without the mandate or executive sp onsorsh ip  needed to drive p ro ce ss  improvements to 
maximize benefits available from the technologies. N evertheless, the report stated that considerable 
accom plishm ents have been made, and suggested  that much of this work will have value beyond the pilot test 
phase.

The e-Texas Report warned that there are significant r isk s inherent in such  a project and advised that best 
practices and le s so n s  learned from previous projects be rigorously applied. Finally, the report st re sse d  the need 
for strong leadership and executive commitment to electronic procurement, including b u sin e ss p ro ce ss 
reengineering and the elimination of regulatory impediments.

The Comptroller made the following recommendations concerning electronic procurement in the e-Texas Report:

• DIR should work with G SC  and other agencies to establish a flexible EP sy stem , linked to TexasO nline, 

that could be a cce sse d  by state and local agencies, including schoo l d istricts.

h t tD :/A v w w .d i r .S la tC .tX .M R /n n lW < 'n / ;K < :r >c « m p ru  h im
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• The DIR Program Management Office should  consult regularly with TxG 2B , the Comptroller, the State 
Auditor, G S C ’s  Vendor Advisory Committee, and representatives from sm all, medium, and large state 
agencies, local governm ents, and sch oo l d istricts.

Senate  B ill 3 1 1 .  In May 2001, the 7 7 lh Legislature p assed  Senate Bill 3 1 1 ,  the G S C  Su n se t Bill. T h is bill, which 
a b o lishe s G S C  and creates the T e x a s Building and Procurement Com m ission (TBPC), includes several directives 
concerning electronic procurement. T h e se  d irectives, which largely reflect recommendations made in the Sunset 
and e-Texa s Reports, partially includo:

• All functions and activities related to the establishm ent and management of the electronic infrastructure of 

the electronic procurement marketplace and the electronic com m erce network4 are transferred tc DIR, 
effective October 1 ,  2001.

• Small and historically underutilized b u s in e sse s  shall have maximum a c c e ss  to electronic commerce 
opportunities.

• DIR shall a s s e s s  whether all or part of the EP system  should interface with TexasO nline.

• DIR and TB P C  shall adopt standards and ru les for u se  of the EP sy stem . DIR i s  responsib le for the 
technical infrastructure, while TB P C  is  responsib le for the intended u se  of the EP system .

• TB P C  sha ll integrate the T e x a s Department of Econom ic Development’s  T e x a s Marketplace, a lso  called 
the Electronic State B u sin e ss  Daily, into the EP system .

• All state agencie s, with certain exceptions, shall u se  the EP sy stem .

• DIR shall charge a cost-recovery fee to agencie s, political su bd iv ision s, and private b u sin e sse s  for 
electronic procurement network se rv ice s provided by DIR or a contractor.

Senate  B ill 14 5 8 . In May 20 01, the 77th Legislature passed  Senate Bill 14 5 8 ,5 which included a provision 
exempting T exa s higher education institutions from the requirement to participate in the EP system .

EP P ro ject C h ro n o lo g y . Appendix A provides a more detailed chronology of events related to the EP project.

DIR A s se s sm e n t . Upon passage of Senate Bill 3 1 1 ,  DIR immediately began an a sse ssm e n t of the EP project 
and the pilot EP sy stem . T h is report is  the product of that a sse ssm e n t effort.

DIR u sed  a number of so u rce s in conducting the a sse ssm e n t, including legislation, procurement statutes, and EP 
project documentation. DIR a lso  studied numerous reports written by electronic com m erce market analysts 
(Gartner Group, Giga Information Group, M ETA Group). The Comptroller’s  e-Texa s Report and the Sunset 
Com m ission ’s  G S C  report were valuable re so u rce s. DIR a lso  reviewed the two most recent State Auditor’s  Office 
(SAO) management control audits on G S C .

DIR interviewed many people in parson or by telephone during the a sse ssm e n t . State agencies included the 
General Se rv ice s Com m ission , Comptroller of Public Accounts, State Auditor’s  Office, and the Legislative Budget 
Board. Pilot contractors included Sy sco m  and its partners, SiCommNet and iNetPurchasing. Electronic 
Com m erce market analysts included Gartner, Giga and META. Pilot system  u se r s  included DIR, G S C , the Texa s 
Department of Transportation, and Killeen Independent School District. EP contacts from other states included 
Michigan, Maine, M assachu setts, Florida, and Ja ck so n  County, M issouri. The Department of Information 
R e so u rce s thanks all these  organizations and individuals for their valuable input.

Back lQ.Cflolenls
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Project Status

T h is section d e scr ib e s the electronic procurement project re sou rce s and S y sco m , Inc., the company that holds 
the pilot contract. Next is  a summary of pilot system  usage and feedback from som e of tho u se rs . Finally, this 
section a d d re sse s current EP project development activities and plans.

P R O JE C T  R E S O U R C E S

One person in G S C ’s  Central Procurement Division se rv e s a s the project manager and pilot contract manager. 
There i s  no dedicated budget for the EP project. The pilot has been operating s in ce  April 2000. Several agencies 
have piloted the EP system , a s identified in Pilot System  Usage.

Included in the pilot contract between G S C  and Sy scom  is  a statement by Sy sco m  that the project would need 
certain minimum re sou rce s from the state to a s s is t  in the design and implementation of an electronic procurement 
system . T h e se  minimum re sou rce s included a total of four full-time equivalent staff in the areas of procurement, 
vendor relations, and project management. In addition, Syscom  estimated that each agency implementing 
electronic procurement would need to expend approximately 320 hours of system  administration for training and 
setup in the first two months.

P ILOT CO N TRA CTO R

Founded in 19 8 2 , Sy sco m  is  a privately-held information technology corporation that ha s supplied sy ste m s 
development, sy ste m s management se rv ice s , and software solutions for international corporations and 
governmental entities. Sy scom  se rv e s a s the sy ste m s integrator for the T e xa s EP pilot project.

Sy sco m  partners with two com panies in the development of the EP sy stem : GiCommNet and iNetPurchasing. 
Together these com panies provide an Internet-based, interactive competitive bidding sy stem  and electronic term 
catalog system  known a s PublicBuy.net (or PublicBuy). SiCommNet developed B A SE C  (Buying and Selling by 
Electronic Commerce), the electronic bidding component of the EP system . The electronic term contract (e- 
catalog) component w as developed by iNetPurchasing.

SiCommNet is  the nation’s  first multiple-agency-capable Internet com merce site  with an automated requisition 
and procurement system  for u se  in a competitive procurement p ro ce ss. SiCom mNet markets the system  to both 
public and private entities. The B A SEC  system  is  intended to eliminate government’s  burden of having to acquire 
and maintain its own hardware and software, while a lso eliminating 40% to 60% of the direct labor involved in the 
procurement p ro ce ss .3

iNetPurchasing a s s is t s  state and local governments in reengineering and reforming their procurement sy ste m s by 
providing automated electronic com m erce purchasing se rv ice s. iNetPurchasing began in 19 9 5  a s Electronic 
Commerce and Catalog S e rv ice s. A Baltimore-based firm restructured the corporation and merged it into the 
present iNetPurchasing, Inc.

The sta tes currently using or piloting the PublicBuy system  are T exa s, Maine, and Idaho. Syscom  is  a lso  
Implementing the e-procurement solution in Ja ck so n  County, M issouri.

PILOT S Y S T E M  U SA G E

To D IR ’s  knowledge, no T exa s agency or local cooperative is  currently using both the e-catalog and the bidding 
components of PublicBuy. Usage information follows for each of these com ponents.

E-catalog. Syscom  reports that 12 9  organizations, primarily cooperatives, have been trained on the e-catalog 
component. (Cooperatives are political subd iv isions, often school d istricts, that are allowed to procure goods and 
se rv ice s under state term contracts.) From April 3 ,2000 to August 2 ,2 0 0 1, two state agencies (CPA and G SC ) 
and 19  cooperatives have made orders using the e-catalog component. T h e se  2 1 organizations have Initiated 283  

purchase orders through PublicBuy. The dollar amount of these purchase orders totals $6 3 2 ,000.7 Most or all of 
these purchases are for items under state term contracts.

http://www.dir.state.tx.us/Dubs/eD/assessment.htm </i i n n m
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B id /re sp o n se . The only T e xa s entities that have piloted the bid/response component are the T exa s Department 
of Transportation (TxDOT), G S C , and DIR, although only DIR is  currently using it. According to Syscom , these 
three agencie s have generated 35 transactions with a total dollar value of $ 14 3 ,6 70 .

P ILO T U S E R  FE E D B A C K

DIR interviewed pilot u se r s  from Killeen ISD , TxD O T, G S C , and D IR . In general, these  four organizations support 
the concept of electronic procurement and the PublicBuy sy stem . However, problem s in implementation have 
hindered effective u se  of the sy stem . Appendix B provides more details on u ser feedback.

D EVELO PM EN T A C T IV IT IE S

G S C  and Sy sco m  are continuing development toward the goal of implementing an operational EP system  for 
T e x a s using PublicBuy.

C ha nge  m anagem ent. S y sco m ’s  b u sin e ss  approach is  to develop a sing le  government EP application that can 
be shared a c ro ss  governm ents. Sy sco m  rece ives requests from its u se rs for software fixe s and enhancements 
and prioritizes them by severity and number of u ser requests. Both G S C  and Sy scom  maintain a list of nece ssa ry  
and desired changes for PublicBuy. However, there are no criteria in place for change management, which 
G S C  ha s no control ov n  the priority of changes and may not even be notified when changes are made.

A cco u n tin g  interface . Input from the Comptroller’s  e-Texa s Report and from agency feedback at a briefing 
presented by G S C  in January 2001 strongly indicated the need for the EP project to take into account how 
a gencie s would interface the EP sy stem  to their accounting sy ste m s. T h is is  n e ce ssa ry  for fund encumbrance and 
vendor payment. G S C  and Sy scom  have responded by devoting more attention to this critical area.

T exa s agencies employ a wide variety of software packages to support their accounting functions, and even 
agencie s that u se  the sam e package often have unique, custom ized ve rsion s. A gencie s a lso  differ in how their 
procurement and accounting functions interact— from manual data entry to batch p ro ce sse s  to sophisticated real­
time integration. Implementing a sing le  EP system  that will interface to all these  environments is  a daunting task.

To better understand what is  needed, G S C  is  developing an interface from PublicBuy to its own accounting 
sy stem , G FA S. First, G S C  contracted with Syscom  to add the capability within PublicBuy to generate a digital 
dataset for each agency daily. T h is  dataset contains all the Information recorded by PublicBuy for each 
transaction made by the agency on that day. G S C  then contracted with the company that runs GFAS to develop, 
at a co st of approximately $40,000, a procurement module within G FA S to input PublicBuy data, a s well a s 
information entered manually for non-EP procurements, into accounting. G S C  is  currently testing the interface.

The daily transaction file that PublicBuy can now produce is  a key to how each agency will interface to its own 
sy ste m s. But the co st and time to develop, test, and Implement these Interfaces must be taken into account. Over 
100 agencies u se  the Com ptroller's Uniform Statewide Accounting System  (U SA S) internally, so  a USA S 
interface is  a high priority. G S C  reports that it is  working on a pilot relationship with the T exa s Natural Resource 
Conservation Com m ission (TN RCC), which u se s  U SA S , to develop this interface. How portable the interface will 
be to the other U S A S  agencie s is  uncertain. Similarly, it is  desired that one interface can be developed to the 
Integrated Statewide Administrative System  (ISA S) that will be usable by all IS A S  agencies.

TxD O T, which is  moving forward aggressive ly to implement the bid/response component of PublicBuy, has 
ch o sen  to contract with Sy sco m  to develop a custom data structure that will load directly into its accounting 
system .

Im plem entation Plan. G S C  does not have a formal plan or timeline lo complete the pilot phase or to implement 
an operational T e xa s EP system . In addition to further technical development, rulemaking will be noodod to clarify 
and codify the requirement that state agencies must participate in the system .

BockJo.Cont*nti
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Model Texas Electronic Procurement Environment
Electronic procurement sy ste m s vary widely in sco p e  and target b u sin e ss environments. T h is section d escrib es, 
at a high level, the sco p e  required of a T exa s EP  system , based on legislation and the existing state b u sin e ss 
environment. A short market analysis is  a lso  included to provide relevant information about the general EP market 
and the experience of other sta tes implementing electronic procurement. Information provided in this section is  a 
b a sis for the identification of current EP project strengths and is su e s  presented in the next section .

Except in som e sp ec ific  vertical markets, EP sy ste m s today are Internet-based and utilize Web browser and e- 
mail technolog ies. EP sy ste m s typically contain tools that in som e way support these basic procurement ta sks:

B u yer T a sk s V endor T a sk s

• shopping

• ordering

• receiving

• paying

• posting online catalog

• receiving order

• invoicing

• receiving payment

In 20 0 1, the 7 7 th Legislature mandated that G SC /TB P C  and DIR implement an electronic procurement system  for 
u se  by all state agencie s that is  W eb-based, and that provides tools that support basic agency and vendor 
procurement ta sk s. Reviewing the legislation, and taking into account the need to fit in the state’s  existing 
b u sin e ss  environment, DiR ha s compiled this basic , but non-exhaustive, list ot features that must be supported by 
a T e xa s EP sy stem :

• Compliance with state procurement statutes and policies

• Full participation by a wide variety of state agencies and other public secto r entities

• Vendor registration/qualification

• Full a c c e ss  by any qualified vendor who wants to do b u sin e ss  with the state

• Support for vendors who do not u se  the Internet and/or e-mail

• Fair, competitive bidding

• Statewide term contracts to leverage the buying power of each buying entity

• Approval p ro ce sse s  for requisition, purchase order, and payment

• Audit trails

• Daily public posting of state bidding opportunities (even if the solicitation is  not being conducted through 

the EP system )

• Compliance with state Web site standards

• Interface to agency accounting sy ste m s

• Central purchasing data repository to support statewide queries and reports

• High performance, reliability, security, and scalability

For the purpose of this a sse ssm e n t, the conceptual model show n in Figure 1 su g g e sts the basic components and 
interfaces that an operational T exa s EP system  must support. Each component i s  described in the text following 
the diagram.

F !g y re JL le xa sE P _Sy siq iiL C _Q n cep tu a lJy lo d st l

Manage p ro file . Each participating buying entity and vendor must have the ability to register them selves and 
establish and maintain a detailed profile in the sy stem . On the vendor side , this i s  roughly equivalent to the 
Centralized Master Bidder List (CMBL).

Shop  ca ta lo g s & term co n tra cts. Catalog shopping theoretically allows an agency to electronically search  for a 
particular good or se rv ice  a c ro ss many vendors and then make the best purchase decision . T h is  wide-open

http://www.dir.state.tx.us/nubs/Rn/nssffKsmp.nf him c/i i
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method of shopping on the Internet is  not yet a reality, due partly to the lack of electronic catalog standards and 
the perceived complexity of vendors maintaining their catalogs online. However, the catalog shopping model i s  an 
ideal way to support purchasing of items that are on state term contracts. The term contracts constitute a 
"catalog" that agencies can easily  search  by item code or keyword to locate the goods or se rv ice s they need and 
to determine the co st.

P ro c e s s  req u isitio n . An agency employee can quickly locate a needed item under contract and generate an 
electronic requisition form with description, price, vendor, and agency information filled out. A link to the form is 
automatically routed via e-mail to appropriate staff for approval and then to purchasing staff for further processing .

P ro c e s s  bid so lic ita tio n , p ro c e s s  bid re sp o n se . If the purchaser determines that the item being requested is  
appropriate for competitive bidding, the purchaser u se s  the bid solicitation tool to generate an electronic bid 
solicitation document with appropriate attachments. The EP system  automatically notifies, via e-mail or fax, all 
registered vendors with a class/item  code that corresp onds to the good or serv ice  needed. Vendors have a 
sp ec ific  amount of time to submit a bid; they are encouraged to bid electronically via the EP system . The 
solicitation is  also posted on a public Web page s c  that non-registered vendors have the opportunity to bid (see 
Review B u sin e ss Opportunities). At the specified date and time, the EP system  re lea se s bids to the purchaser for 
po ssib le  award.

P ro c e s s  p u rch a se  order, p ro c e s s  In v o ice . Given an approved requisition for items under term contract (or 
other non-competitive bid items), or an acceptable best bid following a bid solicitation, the purchaser u se s  the 
system  to generate an electronic purchase order. O nce submitted, the sy stem  immediately notifies the vendor. 
The vendor can u se  the system  to invoice the buying agency.

P ro c e s s  rece ipt. The system  generates a receipt document that is  routed to the appropriate parties to verify that 
the item w as received and that it is  acceptable. O nce receipt is  complete, the system  performs a three-way match 
of the requisition, purchase order, and receipt. T h is match is  legally required before the agency can p ro ce ss 
payment to the vendor.

Dow nload transaction  data, p ro c e s s  encum brance/paym ent. Before issu ing  the purchase order, the agency 
must encumber the dollar amount from the appropriate fund. T h is involves p rocessing  in the agency 's accounting 
system , which in turn triggers a p ro ce ss in the state 's central ledger sy stem , U SA S . Similarly, payment is  
p ro cessed  in the agency accounting system , which triggers a payment request in U SA S , resulting in the 
Comptroller issu ing  a payment to the vendor. While som e agencies have their current procurement p ro ce ss 
electronically interfaced to their accounting system , most do not. In either ca se , procurement must flow into the 
accounting system . It is  critical that the EP system  provide each agency, on at least a daily b a sis, an electronic 
containing all Ihe information about that day’s  transactions required to go into the agency accounting system  in 
order to encumber funds and is su e  payment requests.

Generate rep o rts. Each agency needs Ihe ability to generate transaction activity reports from the EP system . In 
addition, G S C  must be able to u se  the system  to generate specialized statewide reports required by the 
Legislature. T h is will require a central repository or "data warehouse" of all procurement data, probably housed at 
G SC .

Manage term co n tra cts. The system  must allow G S C  to add, modify, and remove term contracts. In addition, 
G S C  should  be able to analyze EP system  data to identify opportunities to decrease expenditures by pursuing 
now term contracts.

Manage catalog. Initially, the catalog shopping component of the EP system  v/ill primarily support state term 
contract ordering. Eventually, som e vendors should be able to post and update their complete catalogs on the 
system .

Review  b u s in e s s  o p p o rtu n itie s. Currently, the T exa s Department of Econom ic Deve'coment maintains the 
T exa s Marketplace, a public Web site that state agencies must u se  to post notices ol any bid solicitations. Any 
vendor can u se  this Web site  to review opportunities to bid. Senate Bill 3 1 1  transfers this responsibility to G SC  
and requires that it be integrated into tho EP system .

M A R K ET A N A LY SIS

lUtp://www.dir.statc.tx.us/nuhs/(*.n/assr.Rsmr;nt htm c /i i nnn-j
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Electronic procurement is still relatively new in both the private and the public sectors. Some view EP narrow!/ as 
a collection ol software tools used by purchasers and vendors. Others view EP more broadly as an end-to-end 
solution that integrates and streamlines many business functions throughout the organization. Although the term 
"end-to-end EP" is common, industry analysts report that this ideal model is rarely achieved.

EP P ro je c ts  in Other S ta tes. Typically, the business environment of a state is less centralized or homogeneous 
than that of a private business. This makes EP deployment even more of a challenge for states, so it is not 
surprising that they are lagging the private sector in this area. However, according to the Gartner Group, the past 
18 months have seen the rapid deployment of EP solutions, as well as the establishment of new EP initiatives. 
Gartner estimates that 12 to 15 states have EP projects underway. These include Maryland, Washington, 
Massachusetts, and Texas. Another 12 to 15 states have just begun EP projects. These include Florida, New 
York, and Ohio. Other states, including Wyoming, have indicated that online procurement initiatives will likely be 
pursued with in-house resources.-3

Several states have reported disappointing results with pilot programs. One problem is the level of buy-in by 
agencies and vendors. Only one state, Virginia, reports significant participation of both agencies and vendors. 
Virginia Legislature has mandated rapid agency EP implementation, and Virginia has an advantage over Texas in 
that its government is more centralized. Another problem is that companies selling EP solutions have over-hyped 
the cost-saving benefits.

No state fully integrates its EP processes with its financial processes. Industry analysts report that commercial 
enterprises are also in the early stages of integrating EP with other accounting, control, and strategic planning 
functions.

Thus it appears that Texas is probabiy in the middle of the pack regarding electronic procurement. It also seems 
that a quick return on investment, or rapid cost savings are not likely to materialize.

EP V e n d o rs. Giga Information Group recently produced the following list of general purpose EP vendors and 
system integrators.9 Not all vendors with electronic procurement systems are included In the list. Giga does not 
track Syscom due to its small size. This is also the case with other companies that track the EP market.

Large EP V en d ors • Ariba • I2/Righiworks

• A S P • O racle
•  C om m erce •  P eop leSo ft

O ne

Medium EP V endors • M RO Software • Baan

•  J .D . Edw ards •  C larus
•  Law son • iPlanet

Sm all EP  V en d ors • eicom • PurchasePro

.  IC G • W ork s .com
C om m erce • M arke tM ilc

•  Su pp lyC o re

EP S y s t e m s  Integrators • KPMG • AM S

-  S A IC •  A ccenture

Even though the EP market is quite young, it is already undergoing consolidation. Ariba is now viewed as one 
casualty that may be procured by a larger vendor or partner such as IBM. Metiom, a partnor with SAIC in 
Maryland’s EP system, has declared Chapter 11 bankruptcy, although Maryland’s site is still functioning.

One prominent partnership that specializes in the government soctor is BuySense.com, a joint venture between 
American Management Systems and procurement software providor, Ariba. Tho partnership provides a hosted,

http://www.dir.statc.tx.us/Dubs/CD/asscssincnt.htm r/ u  nnm
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"application serv ice  provider" approach sim ilar to S y sco m 's , but focusing primarily on the top 250 state and local 
governments and higher education institutions.

Funding an EP P ro ject. Industry analysts indicate that payback for EP sy ste m s is  turning out to be much slow er 
than proponents advertised; payback should not be expected until the fifth year. The long lead time before a 
positive ca sh  flow o ccu rs is  the main reason analysts are predicting the dem ise of the fee-based, cost-recovery 
structure. However, a report by the National Electronic Commerce Coordinating Council (N ECCC) on funding EP 
acquisition indicates that states are not abandoning the self-funding approach at this time, but may be 
it with various other funding options.1®

Most industry analysts consulted for this report were of the opinion that exclu sively  fee-based co st recovery would 

not work a s a long-range funding model.1 1  Feedback from interviews with Michigan, Maine, and T e xa s suppliers 
indicate d issatisfaction with paying an additional co st for a serv ice  that is  perceived primarily to benefit the state. 
However, Michigan’s  director of purchasing pointed out that electronic com munications eliminate many so u rce s of 
error on the supp liers’ end, and this very likely o ffsets any fee s a state may im pose.

According to the N E C C C  report, few sta tes u se  an exclusively fee-based approach. M ost employ a hybrid funding 
model in which the state may contribute seed  capital, or agencies may pay subscription fee s, or participate in 
sim ilar ways.

The most effective way to reduce funding requirements is  to limit the sco p e  of the project or phase in the project 
over a period of time. For instance, real-time integration with accounting sy ste m s represents a huge co st. If this 
feature is  phased in over time, agencies integrating later in the p ro ce ss can build on exp eriences and d e sig n s of 
early adopters.

Back lo Contents

Project Strengths and Issues

T h is section presents strengths and is su e s  identified by DIR based on limited research  performed during the EP 
project a sse ssm e n t period. T h is research included interviews with pilot EP system  u se r s  from TxDO T, G S C , DIR 
and Killeen ISD .

P R O JE C T  STR E N G TH S

The primary strengths of the pilot project are that it sa tisfie s the needs of its primary constituency, agency 
purchasers. It a lso requires very few IT re sou rce s to implement.

• The con tra cto r u n d ersta n d s pub lic se c to r  procurem ent. The partnership behind PublicBuy includes 
three members with extensive background in public sector procurement. T h is  is  an important element of 
their strategy because nearly all states share the sam e basic procurement code sponsored  by the National 
Institute of Government Purchasers (NIGP). T h is code can be procured from NIGP at:

http://www.niap.orQ/press/020101 RevCode.htm

• B a sle  procurem ent fu nction a lit ie s are met. The marketing strategy of the partnership has been to 
pursue government markets exclusively. Hence they ensured that the government procurement rules were 
met. Industry analysts note that e-procurement products in general "...are maturing, but still in the early 

stages of functionality development for government.”12 Interviews with vendors of current products, a s well 
a s states that have implemented electronic procurement, indicate that current commercial offerings must 
be heavily tailored to meet the demands of government procurement.

A s described in the Project Status section, several agencies and political jurisd ictions are su cce ssfu lly  using 
PublicBuy to p ro ce ss real transactions (requisitions and purchase orders).

http://www.dir.stntc.tx.us/pubs/cp/asscssmcnt.him r / i i n n m
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• S y s c o m ’s  EP to o ls  can be Im plem ented e a sily  by a g e n c ie s. Part of the marketing focu s w as to create 
a system  in which purchasing u se rs  can be quickly trained. For the most part, this objective se e m s to have 
been met. The vendor has well-designed, paper-based training materials for u se rs , a s  well a s hands-on 
training c la s se s  for both u se rs and administrators.

Typical training for a purchaser take^ ehout four hours for the catalog system  and 2 .5  days for creating a bid 
solicitation. System  administrator training takes about two days. T h is  does not appear to be e xce ssiv e  in the 
industiy. Sim ilar sy ste m s that require workflow administration often require a s much a s a week of training for 
administrators.

A key aspect of the system  is  that agencies do not host their own se rv ers. Thu s u se rs  need only an Internet 
browser. A side from supporting a browser and som e slight increa se in network traffic, agency IT 
departments are not affected.

• A g ency  p ilot u s e r s  have e n d o rse d  the sy ste m . No agency is  using both parts of the product. However, 
current u se rs  and procurement officers who have reviewed the entire product voice support for it. T h is 
includes som e u se rs  who have been through several demonstrations of competing products. The primary 
reason that purchasers give for liking the product is  the way it handles the id io syncra sie s of government 
procurement.

P R O JE C T  IS S U E S

The a sse ssm e n t team identified a number of i s su e s  relating to the EP project management, design, and pilot 
implementation. I s su e s  will arise in any effort a s large and complex a s implementing electronic procurement for 
the State of T exa s. Identification and resolution of these is su e s  are critical to su cce ssfu l project completion.

• P ro ject req u irem ents have not been c learly  defined. One of the earliest products of a project su ch  a s 
this should be a requirements document that clearly defines the scop e  of the project and of the final 
product. T h is  document, approved by the project sp o n so r and communicated to all stakeholders, provides 
the bedrock for subsequent project activities and en su re s that the project does not deviate from its original 
requirements without a formal change p ro cess.

• Stakeholder involvem ent h a s been in su ffic ien t. After a good start, the role of the TxG 2B Coordinating 
Council has dim inished. Active involvement by all c la s se s  of stakeholders is  e ssentia l for project su c c e s s .  
Stakeholders need to be able to monitor project progress and have input at all sta g es of system  design and 
implementation. T h is en su re s that the resulting EP system  will meet their need s, and it improves u ser buy- 
in.

W ho are the project stakeholders? S in ce  all state agencies (except higher education) will be required to use 
the EP system , all are stakeholders. Specifically, agency executive directors, purchasing directors, financial 
o fficers, and information re sou rce s managers need to be informed about the project, have input to the 
project, and plan in advance for changes that will be needed to accommodate the EP usage requirement. 
Every vendor that se l ls  goods and se rv ice s to the state is  a stakeholder. EP will have a significant impact on 
how vendors do b u sin e ss with the state. The system  has been mandated to allow maximum participation by 
small and historically underutilized b u sin e sse s , so  it is  essentia l to receive their input during EP system  
design. Because of their particular duties, the Comptroller and the State Auditor are a specia l c la ss  of 
stakeholders; it Is  imperative that EP system  design and implementation have their approval. Finally, the 
Legislature, which mandated the establishment of a T exa s EP system , is  certainly a stakeholder in this 
project, a s are the tax-paying citizens of Texa s.

• Standard p ro ject m anagement p r in c ip le s have not been fo llow ed. It is  critical that a large, complex 
information technology (IT) project su ch  a s an EP system  follow proven principles of project management. 
Adherence to these principles en su re s that the product will satisfy requirements and that optimum ch o ice s 
are made between trade-off factors su ch  a s scop e , time, co st, risk, and quality. One of the first step s for an 
organization starting su ch  a project should be to adopt a specific  IT project management methodology and 
to acquaint all project participants with it.

http://www.dir.state.tx.us/DUbs/cn/asscssme.nt htni s /i  i m v n
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G S C  has not applied a clear se t of project management principles to the EP project. One m issing 
component, a requirements definition, ha s already been identified. Other critical com ponents that have not 
been formally addressed  include Identification of a project sponsor, documented project plan, identification 
of deliverables, risk ana lysis, implementation strategy, b u sin e ss continuity/disaster recovery planning, 
change control p ro ce ss , and task scheduling.

• In su ff ic ie n t sta ff and fund ing  have been com m itted to the p ro ject. The 75th Legislature called on G S C  
to implement an EP system  for T exa s, but no funds were appropriated specifica lly for this purpose. The 
theory w as that the system  could be self-funded through small transaction fe e s. T h e se  fe e s may provide 
sufficient revenue to cover the EP sy ste m 's ongoing operating e xp e n se s. However, a project of this 

magnitude requires significant up-front re so u rce s for development and implementation.13  G S C  has been 
able to direct only a small amount of staff and funds to the EP project. G S C  requested, but did not receive, 
additional funding for EP in its 2000-2001 Legislative Appropriations R equest; no additional funding w as 
sought for 2002-2003.

• The sy ste m  may not be viab le o u tsid e  the h a n d s o f the pilot con tra cto r. PublicBuy co n s is t s  of three 
separate databases, designed, managed, and hosted by three separate com panies. P o lic ies and 
procedures exist for version control, and for data and program backups. However, if any of these 
com panies were to go out of b u sin e ss or abandon the project for any reason, it is  not clear that Texa s 
would be able to u se  the escrow ed code and data backups to reconstitute and operate PublicBuy’s  
complex hardware and software environment. No d isa ster recovery and b u sin e ss  continuity plans exist at 
G SC  for this project.

• The sy ste m  d o e s  not in terface  to agency  accou nting  sy s t e m s . The lack of an interface to agency 
accounting sy ste m s is  the largest barrier to statewide u se  of the EP sy stem . The Comptroller’s  e-Texas 
Report sta tes that interfaces must be developed to integrate existing state computer sy ste m s and that the 

EP system  need s to be compatible with TexasO nline.14 In an interview, SA O  stated that an EP system  that 
does not provide an electronic accounting interface would be a step backward for som e agencies that 

already have their purchasing functions electronically linked to their accounting sy ste m s.15

• The p ro ject h a s not been m onitored by the Quality A ssu ra n ce  Team . Due to the sign ificance of this 
project and the impact it will eventually have on all state agencies, DIR fee ls that this project should be 
monitored by the Quality A ssu rance  Team. External quality a ssurance review can help minimize risk s and 
ensure a su c ce ssfu l project outcome.

• The data w a reho u se  com ponent h a s not been fu lly  d e sig n e d . The data w arehouse, a central 
repository of all procurement transactions p rocessed  by the EP system , w as not part of the original project. 
The concept evolved a s a way to help interface the procurement system  with existing accounting 
applications, and to support statewide queries, ana lysis, and reports.

Without statewide data and reporting, the state lacks basic information needed to evaluate vendor 
performance and negotiate better term contracts to take full advantage of volume buying to obtain lower 
prices. The State Auditor's Office emphasized these needs in G S C  management control audits released in 

19 9 7 13 and 19 9 9 .1 *

• The p ro p o sed  c o s t  re co v e ry  m odel may not generate su ff ic ie n t revenue to su sta in  the sy ste m .
Industry analysts believe that the self-funding model may collapse during 2001. Som e even a sse rt that the 
volume of transactions alone will never be able to fund EP sy ste m s. However, analysts offer no alternative 
funding sch e m e s. A survey by N E C C C  found that states tend to favor self-funding.

Part of the difficulty in determining fee s for such  an approach is  developing co st estim ates that indicate 
where sav ing s result from efficiencies of electronic procurement. Washington developed a b u sin e ss  model

http://www.dir.statc.tx.us/nubs/en/nsscssmr.nt.htm c /i  i n n m
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based on extensive analysis of procurement workflow, and reported that the model accurately predicted the 
system  co sts .

The N ECCC report also noted many areas in which requirements must be carefully specified because of 
their impacts on the co st model. At this point, so  few requirements have been finalized for the T exa s project 
that any co st recovery m odels are tentative at best.

• P rocurem ent t o o ls  are not fu lly  integrated. The pilot EP system  is  com posed of two essentia lly 
unconnected su b sy stem s, one handling term contract purchases and the other handling solicitation 
(bid/response) purcha ses. Each of these su b sy stem s has its own u ser interface and database. Common 
components of these  two purchase options, including requisitions, purchase orders, buyer information, 
vendor information, and approval workflows, are separately implemented in the two su b sy stem s. Data from 
these two sy ste m s is  merged through a third "integration database" on a daily b a sis.

Sy sco m 's re sp o n se  to G S C ’s  Request for Offer for a pilot program proposed a solution "that can integrate 
the components of an electronic catalog system  with those of the electronic competitive bidding model." The 
current pilot sy stem  does not fit this description. A gencie s have to load and maintain detailed buyer profile 
information in two different formats. A lso , the person creating a requisition ha s to know which i s  the 
appropriate buy type (catalog or bid/response) and a c c e ss  the corresponding requisition tool. The purchaser 
may have to cancel the requisition and regenerate it from scratch using the other buy type.

• Perform ance and change management sta n d a rd s have not been se t . When fully implemented, a 
T exa s EP sy stem  will be required to support a huge volume of data traffic, and agencie s will depend on the 
system  to support m ission-critical functions. It is  e ssentia l that the EP system  be designed, implemented, 
and managed according to a defined sot of performance and change management standards to ensure 
acceptable levels of reliability, re sp onse  time, security, and scalability.

The importance of scalable design must be em phasized. The current pilot system  often requires negotiation 
by telephone between the pilot contractor and vendors to complete a transaction. While frequent human 
intervention may be acceptable in a pilot test, it would be unworkable in a fully operational EP system  
processing thousands of transactions daily.

• The Web s ite  d o e s  not com ply with state Web sta nd a rd s. The administrative rule on state Web s ite s  

outlines the standards that all state Web site s  must follow.l® The EP system  home page address:

http://www.st.tx.Dublicbuv.net/home/

does not follow the state protocol. Other exam ples of non-compliance are the u se  of framos, the lack of "alt 
tags" providing text descriptions of graphic im ages, the lack of a privacy policy, and the lack of links to the 
State of Texa s home page and statewide sea rch . The  site should comply with the standards because it 
se rv e s a primary point of b u sin e ss with the State of T exa s and state employees will be using the site for 
procurement purposes.

A related is su e  i s  that the Web site lacks a con sistent "look and feel." The pages should be designed so  that 
buyers and se lle r s  can quickly become familiar with the site, can easily navigate through the various pages, 
and can a cce ss  general information about T exa s procurement rules and procedures. The ability to go "back” 
to the previous step is  an important u ser feature that is  not always available.

• The EP sy ste m  I s  not cu sto m ized  to u s e r s ’ operational n e ed s. An example of a real-world operational 
need is  editing a purchase order. Often a purchaser needs to add or drop an item; change a description, 
quantity, or price; or change the shipping address on a purchase order (PO). The current EP system  does 
not allow a PO to be edited; the purchaser must cancel the purchase order and start a new one.

http://www.dir.statc.tx.us/nubs/cn/nsscssmcnt him R/t i n n m
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• P rocedura l e r ro r s  and e xce p t io n s are not handled w ell. If not detected, a fault or inaction in the e- 
procurement p ro ce ss can lead to a significant delay. For instance, som e vendors don’t receive notification 
of a purchase order because their e-mail address on the CM BL is  incorrect. The sy stem  lacks a 
m echanism  to detect and respond to this situation (such a s looking for an "undeliverable e-mail" reply 
m essa ge  and forwarding it to the originating agency). Additionally, som e vendors may not read the e-mail 
m essage  informing them of a purchase order. The system  lacks a mechanism to inform the originating 
agency that the vendor ha s not a cce sse d  the electronic purchase order within a certain amount of time. 
Finally, som e u se rs have reported delays due to poor technical support re sp onse  from G S C  and Syscom  
staff.

• The  sy ste m  i s  not a c c e s s ib le  to the p u b lic . Legislation requires that the T e xa s Marketplace be 
integrated within the EP sy stem . However, the pilot system  can only be a cce sse d  by registered buyers and 
se lle rs . The T e x a s Marketplace is  intended to inform the public about all opportunities to bid for state 
b u sin e ss . In addition, it may be the Legislature’s  intent that agency spending information be more 
a cce ssib le  to the public.

C O N CLU SIO N S

While much p ro gress ha s been made in the EP project to date and the pilot EP system  m eets most of the basic 
procurement requirements, a number of is su e s  must be addressed  and resolved before a fully functional Texas 
EP system  can be achieved. In order to advance, it is  critical to bring sound project management principles and 
active stakeholder involvement into the project. The most critical i s su e s  identified in D IR ’s  initial a sse ssm e n t are:

• There i s  no formal definition of project requirements.

• The pilot system  does not interface to agency accounting sy ste m s.

• The data warehouse component has not been designed.

• The co st recovery model may not generate sufficient revenue.

• Performance and change management standards have not been set.

• The Web site d oes not comply with state standards.

In addition to these is su e s , recent technology advances and volatility in the electronic procurement market are 
significant factors that must be taken into account. Selection of the best contractor to develop and implement a 
fully functional T exa s EP system  will only be p o ssib le  after the state clearly defines its requirements and 
implementation strategy.

Back to Content*

Next Steps

The a sse ssm e n t team found both strengths and is su e s  with the current management of the EP project and the 
pilot EP system  itself. T h is  final section  outlines the next step s needed to su cce ssfu lly  complete the project and to 
achieve the practical and widespread u se  of electronic procurement by both state governmental entities and 
vendors.

Develop a p artnersh ip  between DIR and G SC /TB P C . DIR and G SC /TB P C  must work in c lo se  partnership to 
ensure a su cce ssfu l pilot outcome. Th6 technical expertise of DIR combined with G SC /TB P C ’s  knowledge of the 
functional need s of a procurement system  will be an excellent match to making T e xa s EP a su c c e s s .

S ig n  an Interagency contract w ith G S C  fo r EP . Senate Bill 3 1 1  requires DIR to establish and manage the 
electronic infrastructure of the EP system  a s of October 1 ,2 0 0 1 .  The bill requires that an interagency contract be 
signed before October 1 ,2 0 0 1 .  Term s of this contract should include all re sou rce s that will be shared by both DIR 
and G S C  during the development and implementation of the EP system .

Extend the pilot con tract. Tho contract with Sy scom  should be extended for one year in order to finish tho pilot

http://wvvw.dir.statc.tx.us/Dubs/eD/assessment.him s / i  i m n
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with TxD O T, G SC , DIR, and the local cooperatives. An extension of the contract will a lso  give vendors, including 
Sy sco m , ame to mature in providing the nece ssa ry  com ponents that T e x a s need s in an EP system . The contract 
extension should address (1) resolution of the is su e s  identified in this a sse ssm e n t , and (2) the ability to conclude 
the pilot prior to the end of the one-year extension.

R econvene  and expand T xG 2 B  C oord inating  C o u n c il. TxG 2B  is  currently inactive. In a project like electronic 
procurement that will affect every state agency, a group of stakeholders need s to meet regularly to provide 
guidance and to monitor p ro gre ss. A strategy meeting should be scheduled in Septem ber 2001 to d iscu ss  the 
direction of electronic procurement and the ro les and responsib ilities of the Council, G SC /TB P C , and DIR. TxG 2B 
needs the involvement of agency executive directors, information re so u rce s managers, chief purchasers, and 
chief financial officers. In addition, agencie s of all s iz e s— small, medium, and large— need to be represented. 
Likewise, vendors of all s iz e s  are needed, especia lly small b u s in e sse s  and historically underutilized b u sin e sse s 
(HUBs).

E n su re  that Leg isla tive  intent fo r EP I s  met. DIR and G SC /TB P C  must fully con sider i s su e s  and concerns of 
the legislative leadership to en su re  that legislative intent is  met.

C ond u ct a detailed req u irem ents a n a ly s is . A study should be conducted to determine the detailed functional 
requirements for the T e xa s EP system , including the sco p e , timeline, and potential c o s t s  of the project. The 
requirements should outline the sp ec ific  functionality expected of the EP system  within a specified  amount of time. 
A phased implementation approach should be carefully outlined. In addition, the study should  explore what 
technical requirements are needed to interface the EP system  with TexasO nline, either in whole or in part. T h is 
study should be started in the Fall 2001 and completed by Spring 2002.

Develop a c o s t  m odel. B ased on the resu lts of the requirements analysis and input from T xG 2B , a cost recovery 
model should be developed to ensure that c o st s  of maintenance, operation, and ongoing development of the EP 
system  will be recovered through fee s charged to system  u se rs in a fair and reasonable manner.

I s su e  a R eq uest fo r O ffer fo r a fu lly  functiona l EP sy ste m . After completion of the above step s, and with full 
input from TxG2B and G SC /TB P C , DIR should issu e  an RFO for a fully functional T e xa s EP system . The RFO 
may describe a phased implementation approach; if so , the first phase should ad d ress agency accounting 
interfaces, customer support, marketing, public a c ce ss  (providing, at a minimum, public a c c e ss  to state agency 
bid solicitations), and a Web-based u ser interface that is  sim ple, consistent, and Texas-branded.

Back lo contents

Appendix A: Texas EP Project Chronology

May 19 9 7

The 75 lh Legislature p a ssed  SB820, which charged G S C  with establish ing and operating an EP system  so  
that purchasing could be accom plished electronically. T h is 19 9 7  legislation a lso  committed ell state 
agencies capable of participating in EP to do so . G S C  w as given authority to charge these  agencies a fee 
for using the EP system .

Ju ly  19 9 7

G S C  formed the Electronic Comm erce Task  Force (ECTF). The following agencies were involved: G SC , 
Office of the Governor, Legislative Budget Board, Comptroller of Public Accounts, T e xa s A&M, Texa s 
Department of Econom ic Development, Department of Health, DIR, Department of Mental Health and 
Mental Retardation, Department of Transportation, Railroad C om m ission , University of T e xa s Health 
Scien ce  Center, and the University of T exa s System . The task force later renamed itself the Texa s 
Government to B u sin e ss (TxG2B) Coordinating Council.

Decem ber 19 9 7
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E C T F  contracted with Phoenix Planning & Evaluation, Ltd. to conduct a feasibility study of statewide EP 
implementation.

FY 19 9 7

State Auditor’s  Office (SAO) issu ed  a management control audit report on G S C .19 The report addressed 
deficiencies in the procurement p ro ce ss. The SAO  found that G S C  continued to conduct b u sin e ss with 
poorly performing vendors and there were no a ssu ra n ce s that the state w as taking full advantage of volume 
buying to obtain lower prices. Both of these  shortcom ings in the procurement sy stem  stemmed from the fact 
that G SC  had no formal or regular evaluation of procurement trends. Without this evaluation, G S C  was not 
able to analyze vendor performance, nor could they calculate the advantages of volume buying.

May 19 9 8

Phoenix issu e d  the feasibility report.

Ja n u a ry  1999

E C T F  issu ed  a report and recommendations to the Legislature.

Ja n u a ry  1999

G S C  requested approximately $860,000 in its 2000-2001 Legislative Appropriations Request for an 

Electronic Com m erce Project Office. The funds were intended for five F T E s and operating e xp e n se s.2® The 
funds were not appropriated.

FY 19 9 9

State Auditor’s  Office issu ed  a follow-up management control audit report to its 19 9 7  report on G S C .21 The 
SA O  found the sam e problems in the procurement p ro ce ss and recommended that G S C , in order to ensure 
maximization of the state 's purchasing power, do the following:

• Establish spec ific  criteria for evaluating procurement trends;

• Identify the information needed to perform periodic evaluations and develop a system  to track it; and

• Formally evaluate procurement data on a regular b a sh  (quarterly, semi-annually).

O ctober 1999

On behalf of EC TF , G S C  issu ed  a Request for Offer (RFO) to establish  multiple electronic commerce pilot 
programs for the State of T exa s. The objective of the RFO w as to develop a cost-effective and efficient 
method to conduct EP via the Internet.

February 2, 2000

G S C  contracted with Syscom  Inc. to develop a pilot EP system .

April 2000

The first term contract orders and bid solicitations were made through S y sco m ’s  PublicBuy system  by CPA 
and TxDO T.

Ju n e  2000

http://wwvv.dir.state.tx.us/Dubs/eD/assessmcnt.htm s/i in n m
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G S C  held a Statewide Electronic Procurement Project Conference in Austin. Over 300 state agency and 
cooperative purchasing members gathered to hear about the EP initiative and se e  a live demonstration of 
the EP system .

A u g u st 3 1 ,  2000

G S C  signed first 12-month extension of the S y sco m  contract.

O ctober 2000

The Su nset Com m ission issu ed  a report on G S C . One of the top ics addressed  w as the implementation of 
EP.

O ctober/N ovem ber 2000

G S C  conducted term contract vendor outreach in s ix  locations a c ro s s  T e xa s. Term  contract vendors were 
invited, but only ten percent of those invited attended.22

D ecem ber 2000

The Comptroller’s  e-Texas Report recommended that T exa s move toward a statewide electronic purchasing 
sy stem , a s maintaining the current paper p ro ce ss will co st more in the long run.

Ja n u a ry  8 , 2001

G S C  briefed agency Executive Directors and Information R e so u rce s Managers on the EP project. 

February/M arch 2001

G S C  conducted additional vendor outreach se s s io n s  in 12  locations a c ro ss  T exa s. The se s s io n s  focused on 
how Centralized M aster Bidder List (CMBL) vendors u se  the EP sy stem , PublicBuy. A total of 800 vendors, 
about 5%  of the total CM BL vendors, attended these  s e s s io n s .

May 2001

The 7 7 lh Legislature passed  S B 3 1 1 ,  transferring responsibility for implementation and management of tha 
electronic infrastructure or the EP system  to DIR. DIR began an a sse ssm e n t of the G S C  electronic 
procurement project.

A u g u st 30, 2001

DIR issu ed  this report, A sse ssm e n t of the General S e rv ice s C o m m ission 's E lectronic Procurement Project. 

A u gu st 3 1 ,  2001

Last day of the contract between G S C  and Sy sco m  for current contract extension period.

Back to.Conten!?

Appendix B: Pilot User Feedback Details
K illeen  Independent S c h o o l D istrict . Killeen ISD  is  the largest u ser of the e-catalog component, accounting for
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almost 75%  of total T e x a s e-catalog usage to date. Killeen u se s  the e-catalog to procure goods on state term 
contracts. Previously, Killeen faxed orders for these goods to G S C , who in turn generated the purchase orders 
and sen t them to the vendors.

Killeen ISD  reports that, when the system  works correctly, u se rs  save time compared to the earlier fax p ro ce ss . 
However, the system  frequently d oes not work perfectly, resulting in the p ro ce ss being more time consuming. 
K illeen 's purchasing director recogn izes the potential benefits of EP and understands that "early adopters" should 
expect a number of problem s. He is  confident that the pilot system  will meet their need s once the bugs are 
worked out.

Killeen has experienced a variety of problems with the system . U se rs  find the keyword sea rch  function that 
locates contract items to be non-intuitive and time-consuming. Som etim es, when an expected order has not 
arrived, Killeen ca lls the vendor and is  told that the vendor never received a notification. Som etim es this problem 
can be tracked to an incorrect e-mail address in the vendor profile (apparently there is  no exception p ro ce ss in the 
system  triggered by receipt of an undeliverable e-mail m essage). U se r s  som etim es have difficulty getting support 
when they encounter a problem. U se r s  a lso have been frustrated that they do not receive advance notice of 
software upgrades that change the way the system  works.

T e x a s Department o f T ra n sp orta tion . TxDO T piloted the bid/response system  with approximately 12  
transactions in 2000. The agency 's purchasing director w as happy with the pilot re su lts and is  preparing to 
operationally use the PublicBuy bid/response component agency-wide in the near future, after completion of an 
electronic interface to TxD O T ’s  online purchasing system , APS. TxD O T has contracted for training from Syscom ; 
this training is  complete for the General Serv ice s Division, Fort Worth District, and Brownwood District.

G enera l S e rv ic e s  C o m m iss io n . Ten procurements have been attempted in the b id /response system , although 
DIR h a s not been able to determine the status of these procurements. One group within the agency has received 
training. G SC /TB P C  is  developing a procurement module within its G F A S accounting sy stem . T h is module will 
streamline the p rocessing  of all procurement transactions, and it will input flat files generated by PublicBuy on a 
daily b a sis . G S C  projects that the entire agency will be using the b id/response system  operationally by December 
1 ,2 0 0 1 .

Department o f Inform ation R e so u rc e s . DIR is  the only state agency actively piloting the bid/response system , 
although it has conducted only two bids to date. T h e se  bids are currently in the bid evaluation p ro ce ss and a third 
bid is  in preparation. Overall, DIR staff has had a positive experience with this sy stem . Making a requisition w as 
a s ea sy  to do electronically a s it is  manually. Staff responsib le for approving requisitions found the system  ea sy to 
u se  after minimal training. The purchaser reaps the most benefits from the bid/response system  because he does 
not have to spend time making paper cop ie s and preparing packets for mailing, spend funds on postage, and mail 
the requests. He estim ates that the turnaround time from requisition to bid re lea se ha s decreased from three 
weeks to three days.23

D IR 's purchaser noted a shortcom ing in the electronic bidding p ro ce ss. The  system  does not inform the purchaser 
how many or which vendors are sent the e-mail request for bid.

DIR found vendor re sp o n se  through the bid/response system  to be lower than expected. Despite G S C  efforts to 
market the EP system  to vendors, many do not seem  motivated to u se  it. And, of the bids received, the majority 
were submitted via paper, rather than electronically through PublicBuy. The first bid request (for computer 
projectors) produced one electronic bid and s ix  paper bids. The second  bid request (for servers) generated three 

electronic bids and seven  paper b id s.24 The experience that DIR ha s had with the bid/response system  indicates 
that vendor education and acceptance is  key to implementing EP.

Back lo.Contcnts

Notes

[1] State of T exa s, Comptroller of Public Accounts, Report of the e-Texas Commission, Austin, Texa s (2000).
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The FINANCE Committee considered: HB 319

HOUSE BILL NO. 319 REMOTE REC.CABIN SITE SALES/LOTTERY SALE

"An Act relating to the disposal of state land by lottery; and relating to the disposal, including sale or lease, of 
remote recreational cabin sites."
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FISCAL NOTE

Revision Date/Time (Note if correction):__________________ Dept. Affected;_________ Natural Resources
Title R em ote Rec. Cabin Site Sales/Lottery Sale_______ RDU R esource Development_____________
________________________________________________________________ Com ponent Oil and G as Development____________
Sponsor Rep. Fate. Wolf_________________________________ _________________________________________________
R equeste r H ouse Finance__________________________________ Com ponent No. 439

STATE O F ALASKA Fiscal Note Number: ______________________
2004 LEG ISLA TIV E SESSION Bill Version: HB319HCSRES-DNR-Q&G-

() Publish Dale: ____________________

Expenditures/Revenues________________________________(Thousands of Dollars)
Note: Amounts do not include inflation unless otherwise noted below.
OPERATING EXPENDITURES FY 2005 FY 2006 FY 2007 FY 2008 FY 2009 FY 2010
Personal Services 22.5 22.5 22.5 22.5 22.5 22.5
Travel
Contractual
Supplies
Equipment
Land & Structures
G rants & Claims
M iscellaneous

TOTAL OPERATING 22.5 22.5 22.5 22.5 22.5 22.5

CAPITAL EXPENDITURES

CHANGE IN REVENUES ( )

FUND SOURCE (T housands of Dollars)
1002 Federal R eceipts
1003 GF Match
1004 GF 22.5 22.5 22.5 22.5 22.5 22.5
1005 G F/Prcgram  R eceipts
1037 GF/Mental Health
O ther (Specify Type-Do not abbreviate)

TOTAL 22.5 22.5 22.5 22.5 22.5 22.5

Estimate of any current year (FY2004) cost: 0.0
Mark this box (X) if funding for this bill is included in the Governor's FY 2005 budget proposal: 

POSITIONS
Full-time
Part-time
Temporary

ANALYSIS: (Attach a separate page if necessary)

HB 319 establishes a new land disposal program under AS 38.05.600. Section 5 of the bill specifies that 
land offerings may not include mineral land selected by the state or lands identified by DNR as having high 
mineral potential. A petroleum geologist in the Division of Oil & Gas wou.d need to review the proposed 
land disposals to ensure that high potential oil and gas were excluded from land offerings.

Prepared  by: Mark D. Myers
Division Oil and G as

Approved by.
A iency

T hom as Irwin, Com m issioner
Natural R esources

(HeviMiJ 0/2003 OMQ)

Phone 269-8800
Date/Time 3/15/04

Date 3/15/0-,
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FISCAL NOTE
STATE OF ALASKA Fiscal Note Number: ____________________
2004 LEGISLATIVE SESSION Bill Version: HB319CS(FIN)verWam-DNf

() Publish Date: ____________________

Revision Date/Time (Note if correction):______________ 4/19/2004 Dept. Affected; Natural Resources
Title Remote Rec Cabin Site Sales/_________________ RDU Resource Development_________
______________Lottery Sale_________________________________ Component Land Sales/Municipal Entitlements
Sponsor Rep. Fate___________________________________  ______________________________
Requester (H) FIN_____________________________________ Component No. 2456
E x p e n d itu re s /R e v e n u e s ____________________________________(T hou san ds  o f D o lla rs )
Note: Amounts do not include inflation unless otherwise noted below.
OPERATING EXPENDITURES FY 2005 FY 2006 FY 2007 FY 2C08 FY 2009 FY 2010
Personal Services 277.5 433.0 433.0 433.0 433.0 433.0
Travel 10.0 20.0 20.0 20.0 20.0 20.0
Contractual 88.0 95.0 79.0 79.0 79.0 79.0
Supplies 5.0 10.0 10.0 10.0 10.0 10.0
Equipment 10.0 10.0 5.0 5.0
Land & Structures
Grants & Claims
Miscellaneous

TOTAL OPERATING 390.5 568.0 542.0 547.0 547.0 542.0
CAPITAL EXPENDITURES
CHANGE IN REVENUES ( 1153 ) 467.5 708.2 948.7 1,189.3 1,432.9
FUND SOURCE (Thousands of Dollars)
1002 Federal Receipts
1003 GF Match
1004 GF 390.5 100.5 0.0 0.0 0.0 0.0
1005 GF/Program Receipts
1037 GF/Mental Health
Other (1153 Land Disp Income Fund) 467.5 542.0 547.0 547.0 542.0

TOTAL 390.5 568.0 542.0 547.0 547.0 542.0

Estimate of any current year (FY2004) cost: 0.0
Check this box (X) if funding fo r this b ill Is included in the Governor's FY 2005 budget proposal: 

POSITIONS
Full-time 5 7 7 7 7 7
Part-time 1 1 1 1 1 1
Temporary
ANALYSIS: (Attach a separate page if necessary)
T h is  bill e s tab lishes  a ne w  land d ispo sa l p rog ram  w ith in  A S  38 .05 .600 . It le ave s  the  ex is ting  R em ote 
R ecrea tiona l C ab in  P rog ram  un de r tha t s ta tu te  in p lace , a lthough  it m od ifie s  som e o f the  req u ire m en ts  c f 
the ex is ting  p rogram  (such a s  pa rce l s ize , r ive r fron ta ge , e tc.). T h is  fisca l no te  a n a lyze s  the  im pacts  o f the 
proposed  program . T he  n e w  p ro g ra m  adds a m ax im um  size res tric tio n  o f 10 acres and  es ta b lishes  o ther 
gu id e line s  regard ing  pa rce l loca tions.

T he  schedu le  fo r the  n u m b e r o f pa rce ls  tha t D N R  can p rocess  and re .-u ltan t reve n u e s  in th is  fisca l no te 
are very  op tim is tic  in tha t they assum e tha t su rvey, app ra isa l, p la tting  boa rd  rev iew , an d  ap prova l occurs 
w ith in  one year. T ha t p rocess  cu rre n tly  takes  3 yea rs . D N R be lieves  tha t it w ill be d iff ic u lt to fu lfil' »!ie 
revenue  pro jections, pa rticu la rly  in  FY  06 and 07._______________________________________________________

Prepared by: Nancy Welch. Special Assistant to Ihe Commissioner  Phone 907-269-6431
Division Commissioner's Office Date/Time 4/19/04
Approved by: Tom Irwin. Commissioner________________________________________Date_4/19/04__________
Agency Natural Resources_______________________________________
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FISCAL NOTE

A N A LY SIS CON TIN U A TIO N

Assumptions. The fiscal note assumes that DNR would be able to process 250 applications per year under the 
new program which is established in Section 4(e) and 4(f) of the bill whereby DNR would accept and process parcels 
nominated by individuals. This assumption is on the high side, particularly for FY 06. It assumes none of DNR's best 
interest findings are appealed and there are no delays, including appeals, in surveying, borough approval of 
surveys, or appraisals. If more than 250 individuals apply, a backlog would be established or more staff would be 
needed.
The bill does not eliminate the existing program. Thus, the fiscal note also assumes that the existing program 
continues at its current level, although that program will require revision to comply with changes to this statute.
The New Program. Section 4(e) of the bill would result in individual processing for 10-acre parcels in locations 
throughout the state chosen by the applicants. This bill proposes that a member of the public can nominate a 
specific site and, if DNR determines through the best interest finding and public notice process that the land should 
be sold, it will be offered for sale. DNR would complete the processing: title search, survey review, appraisal review, 
best intr rest finding, public notice, easement decisions, etc. for that individual parcel.
In this fiscal note, DNR assumes that we could process some of the applications in batches. Exactly how many 
parcels or areas nominated that could be processed together would depend on two factors; 1) how many nominated 
parcels are in the same geographic area so that we could combine the parcels into one best interest finding and 
public notice; and 2) how many additional parcels DNR could identify for sale within the areas nominated by the 
individual. For this analysis, DNR assumes that we could batch process 100 applications, that is, 100 applications 
would be processed in batches of 10-20 parcels. We will assume that 150 parcels are processed separately, where 
each has a separate BIF and the applicants pay for individual survey and appraisal.
Cost for Section 4(e). Section 4(e) would result in a combination of individual and batch processing of nominations. 
Under the existing program, DNR identifies geographic areas open to staking, hence parcels are always processed 
in groups. For example, under the existing program, 250 parcels can be reviewed in six batches, combining survey 
reviews, appraisal reviews, best interest findings, and title searches. This fiscal note is based on an additional 250 
parcels being processed, 100 in groups and 150 separately, with separate survey reviews, appraisal reviews, best 
interest findings, etc.
Personal Services. DNR estimates that this portion of the program will require the following staff:
FY 05 - Program start-up. The first year will entail drafting new regulation.., preparing maps of areas open to 
staking, developing program guidelines and application forms, and accepting and initial processing of the first round 
of applications. Personal Services Cost will ba S277.5, for the following positions:

1 NRM I (6 months) = @532.5
1 NRS II -  @559.0 = 559.0
2 NRS I -  @S52.0/each = S104.0
1 NRS I (part-time) - @526.0 = 526.0 
1 Cartographer II - @556.0 = $56.0

FY 06 and following years - Subsequent years will entail processing of individual and batched applications, 
including land title research for each site, drafting best interest findings and public notice for each parcel, issuing 
survey and appraisal instructions; review and approval of individual surveys and appraisals; preparing additional 
maps for the public depicting staking areas; updating maps and plats lo show sites applied for and approved; issuing 
sale contracts and deeds; answering public questions about Ihe program; and other tasks. Personal services cost 
increase to $433,0, as a surveyor and appraiser will be added to the staffing levels identified for FY 05, and the NRM 
I becomes a full time position (additional 6 months @ $32.5). These positions are needed to issue instructions for 
and review surveys and appraisals.

1 Appraiser II -  @565.0 = $65.0 
1 Land Survey Assistant II - @$58 0 = $58.0

STATE OF \LA SK A  BILL NO. HB3l9CS(FIN)verWam-DNF
2004 LEGISLA TIVE SESSION
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FISCAL NOTE

STATE O F ALASKA
2004 LEGISLATIVE SESSION

BILL NO. HB319CS(FIN)verWam-DNF

A N A LY SIS CON TINU ATIO N

C o n tra c tu a l C o s ts :

ITEM FY 05 FY 06 FY 07 and following
Public Notices -150 notices x 5250 SO 537.5 537.5
Printing - brochures and maps 510.0 510.0 $10.0
Phones, computer hook-ups, etc. @5800 ea $ 5.0 S 6.5 5 6.5
Office space rental 525.0 525.0 525.0
New office construction/furniture @58.0 ea 548.0 S16.0 $ 0.0
TOTAL 588.0 595.0 579.0
Revenues. Revenue generated under this bill would be a function of parcel size, per-acre price, number of parcels 
sold, and scheduling assumptions as outlined below.
Parcel Size. This bill proposes to decrease the maximum size to 10 acres. Under the current program, applicants 
choose the size of their parcel, up to the 20 acre maximum currently in statute. The average size chosen under the 
current program is approximately 13.6 acres. The minimum size is 5 to 10 acres depending on the area. Minimum 
size is established to comply with local platting board or waste disposal requirements.
Parcel Price. Remote land in Alaska is inexpensive. The selling price for remote recreation cabin parcels staked in 
FY 01 and FY 02 is estimated to average 5620/acre. Small parcels sell for less than larger parcels, though the per- 
acre price is higher. Currently, the average size Alaskans chose to stake is 13.6 acres. Department appraisers 
estimate that all else being equal the per-acre price ratio between a 13-acre parcel and a 10 acre parcel is 1.2. 
Therefore, this fiscal note assumes that a 10-acre parcel will bring in S750 per acre (= S620/acre x 1.2). That is, 
each parcel brings in 57,500 to the department (= 5750/acre x 10 acres).
Purchase Rale. In the current program, only 43% of the people issued staking authorizations go on to purchase 
their parcels. The remainder decide not to continue somewhere during the process. The Department is working to 
bring up the purchase rate. However, this rate is actually greater than similar historical programs. The Department's 
homestead/homesite programs allowed people to gain ownership through either purchase or prove-up. Only 33% of 
the people who initially sought parcels followed through to ownership: two-thirds dropped out. It is possible that 
those who apply in the program proposed by this bill will have a higher purchase rate than past programs. However, 
individuals do not understand the major cost in time and money until they try to hire a surveyor and appraiser, and so 
the purchase rate may actually be lower. This fiscal note assumes an optimistic 75% purchase rate or 188 parcels 
per year.
Financing, The bill assumes current practice for financing: approximately 20% of applicants purchase outright and 
80% finance their purchase over 5 years. The current interest rate is 7%.
Schedule. Section 3 of the bill does not change DNR's existing survey and appraisal practice but requires that both 
be completed within two years. Currently, the Department contracts with private surveyors on behalf of the individuals 
and is able to complete the survey and appraisal process within two years after the lease is issued. Our experience 
is that individuals who are unfamiliar with surveyors and appraisers take far longer. Thus, the Department believes 
that the minimum time for the process is two years. During the first year, the parcels are staked, applications 
received. DNR issues the best interest finding and public review, and the parcel is surveyed in the summer (survey 
instructions from DNR, survey by a private contractor). During the second year, the survey is reviewed and 
approved by DNR and local platting authority (borough or city), the parcel is appraised (instructions from DNR, 
appraisal by a private contractor, then review by DNR), and then the applicant can purchase the parcel. Therefore, 
the minimum schedule is as follows: FY 05 to prepare the regulations for this new program, information for the public, 
and receive initial applications in the second half 
(Continued)
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BILL NO. HB319CS(FIN)verWum-DNF

o f  FY  05. D N R p ro cess ing  o f ap p lica tions  (title  search, best in te re s t find in g , pu b lic  no tice , e tc .) w ou ld  
o c c u r in FY  05-06, the  firs t land surveys  w o u ld  o ccu r p rim arily  in FY 06. D N R  an d  B orough  approva l o f 
su rveys  w o u ld  o ccu r in  FY  06, and ap p ra isa ls  w o u ld  be co m p le te d  in la te  FY  06 . S om e pa rce ls  m ay be 
pu rcha sed  o r w ill en te r in to  sa le  con trac ts  by la te FY 06, bu t fo r  m ost pa rce ls , sa le  w ill not o ccu r un til FY 
07 . Based on e xp e rience  w ith  pa s t p rogram s w h ere  ap p lican ts  w e re  req u ire d  to  ge t the ir ow n  pa rce l 
su rve yed  and ap pra ised , th is  is a very  op tim is tic  schedu le .

R e v e n u e  F ro m  F ees . T he  fisca l no te assum es D N R  w ill c o lle c t the  fo llo w in g  ad d itiona l fees  a t the  tim e 
o f ap p lica tio ns  o r p ro cess ing  o f ap p lica tio ns  o r con tracts :
A pp lica tion  fee : 31 00 /a pp lica tion  - assum e 500 a p p lica tio ns /yea r =  $5 0 ,00 0  
S tak in g  au tho riza tion  fee : $25  a t tim e ap p lican t subm its  s tak in g  d iag ram : $25  x 188 pa rce ls  = $4 ,700 
D o cum e n t p rocess ing  fee : $100  a t tim e  ap p lican t reques ts  c o n tra c t o r pa ten t - assum e 188 pa rce ls  go  to 
pu rcha se  = $ iS.OOO

T o ta l Fee R e v e n ie  - assu m in g  500 app lica tions  and 188 pa rce ls  p u rch a se d  =  $73 ,500  
A d d itio na l Fee R evenue  - $100  do cum e n t p rocess ing  fee  pa id  a t tim e  w h e n  con tra c ts  are pa id  o ff and 
re q u e s t pa ten t, assum e s ta rting  in FY  07, 20%  o f a ll ex is ting  p u rcha se rs  p a y o ff con tra c ts  and  request 
p a te n t (3 0 x $ 1 0 0 in  FY  07 .)

S u m m a ry . In sum m a ry , to ta l va lue  so ld pe r y e a r w ill be S1,410 ,000  (188  pa rce ls  x $7 ,500  pe r parce l).

FY  06: A t best, som e pa rce ls  m ay be ready to  pu rchase  la te  in F Y  06. T h is  fisca l no te  a ssu m es  tha t all 
pa rce ls  w o u ld  be ready  fo r  pu rchase  (cash sa le  o r sa le  con tra c t) in  FY  06. If a ll 188 pa rce ls  w e re  
pu rcha sed  by the  end o f F Y  06, the revenues rece ived  in FY  06 w ill be $ 3 9 4 ,8 0 0  ($3 94 ,8 00  = $282 ,000  
th rou gh  fu ll pu rcha se  p lus $1 12 ,8 00  dow n paym e n t on the  rem a ind er). F ees  co llec te d  in F Y  06 to ta l 
$73 ,500 . T o ta l R evenue  fo r FY 06 = $467 ,500 .

F Y  07 and fo llow ing : A n  ad d itiona l $2 40 ,5 88  w ill be pa id  each  y e a r th ro u g h  the  fo llow ing  5 yea rs  as 
in d iv id u a ls  pay o ff the  pa rce ls  assum ing  7%  in te rest. In FY  07, reve nu e  is e s tim a te d  to be  $768 ,188  
(= $ 46 7 ,50 0+ $2 40 ,5 88 ). R evenue  w o u ld  leve l o ff in FY 10.

T echn ica l Issues. T h is  b ill does no t repea l the cu rre n t p rogram : S ec tio n  4 (e ) ap pe a rs  to p rov ide  tha t it 
con tinues . T he re fo re , th is  fisca l ana lys is  assu m es  the  ex is ting  p ro g ra m  co n tin u e s  at its p re sen t level. 
H ow eve r, the  b ill w o u ld  pu t the  cu rre n t p rogram  ou t o f com p lia n ce  w ith  the  law . T o  m a in ta in  the curren t 
p ro g ra m , S ection  4 (g ) shou ld  app ly  on ly  to the  new  program : tha t ou tlin ed  in S ec tion  4(e).

If the  new  p ro g ra m  does rep lace  the  ex is ting  program , the req u ire d  ad d itiona l cos t w ou ld  be som ew ha t 
less  than ou tlined  in th is  fisca l no te as cu rre n t s ta ff cou ld  im p le m e n t the n e w  p ro g ra m  (w ith  som e 
ad d itions ). H ow ever, to ta l revenue to the s ta te  w o u ld  be m uch  less than in d ica ted  in the  fisca l no te, as 
the  ex is ting  p ro g ra m  is a m uch m ore  cos t-e ffic ie n t and re ve n u e -e ffic ie n t m e tho d  to o ffe r lands to A laska.

Analysis Continued:
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A M E N D M E N T

O F F E R E D  I N  T H E  H O U S E

TO : C SH B  3 1 9 ( ), Draft Version "W"

1 Page I, line 2, following "deeds;":

2 Delete "and"

3

4 Page 1, line 3, following "sites":

5 Insert and providing for an effective date"

6

7 Page 3, lines 6 - 7:

8 Delete "Sales under this section niav be at public or private sale unri;r fg) of this
9 section."

10

11 Page 3, lines 25 -28:

12 Delete all material and insert:

13 "(I) A  resident may nominate a parcel for disposal under this section and, if

14 the resident has not leased or purchased land under this section during the three-year

15 period preceding the date of nomination, may apply for a lease for the nominated

16 parcel under (b) of this section."

17

18 Page 3, line 29:

19 Delete "five"

20 Insert "10"

21

22 Page 4, line 2:

23 Delete "400"

23-LS0477\W .5
B u llock
4/19/04

V o J v

L -1-



23-LS0477\W,5

1 Insen ”700"
2

3 Page 4, line 6, following

4 Insert "and"

5

6 Page 4, lines 7 - 9:

7 Delete all material,

8

9 Page 4, line 10:

10 Delete "(4)"

11 Insert ”(3)"

12

13 Page 4, following line 11:

14 Insert a new bill section to read:

15 "* Sec. 5. AS 38.05.600(f) as enacted in sec. 4 of this Act, takes effect January 1,

16 2005.”
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A M E N D M E N T

OFFERED IN THE HOUSE

TO: CSHB 319( ), Draft Version "W"

1 Page 3 , line 2 0 :
2 D e le te  "public"
3 Insert "residents o f  the state"
4
5 Page 3 , line 2 2 :
6 D e le te  "the public"
7 Insert "a resident"
8

9 Page 3 , line 2 5 :
10 D ele te  "person"
11 Insert "resident"
12

13 Page 3 , line 2 6 , fo llow ing "refusal":
14 Insert " if the resident has not leased or purchased land under this section during the
15 three-year period  preceding the date o f  nom ination"
16
17 Page 4 , fo llow in g  line 11 :
18 Insert a new subsection  to  read:
19 "(h) In this section , "resident" means a person  w ho

• • • • • ^2 0  (1 )  is physica lly  present in the state w ith the intent to remain in the
21 state indefinitely and to  m ake a h om e in the stale; v ‘
2 2  (2 )  has m ain tained the person's d om ic ile  in the state for the 12

A3 o tvMv \a rH  ova
23  consecutive months im m ed iate ly  preceding the i
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1 (3) is not claiming residency in another state, territory', or country; and

2 (4) is not obtaining benefits under a claim of residency in another state, '

3 territory, or country."

23-LS0477\W.2
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O ffered :
R eferred :

S p o n so r(s): R E P R E S E N T A T IV E S  F A T E , W olf, F oster
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A BILL 

FOR AN ACT ENTITLED 

"An Act relating to the disposal of state land by lottery; relating to the reservation of 

rights by the state in land contracts and deeds; and relating to the disposal, including 

sale or lease, of remote recreational cabin sites."

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* Section  1. A S  3 8 .0 5 .0 5 7 (a )  is amended to read:
(a ) The com m iss ion er m ay dispose o f  land, in clud ing land lim ited to  use for 

agricultural purposes, by lottery. T he  purchase price o f  land so ld  by lottery shall be 
the fair market va lue o f  the land as determ ined by  the com m issioner. The  
com : lissioner m ay sell land by lottery for less than the fa ir m arket va lue o f  the land on 
a determ ination that scarcity  o f  land for private use in the area o f  the land to be sold  
has resulted in un realistic land values. The lottery shall be conducted  in pub lic  by the 
com m issioner. A  pu rchaser selected by lot shall deposit an am ount equal to 10 [F IV E ] 
percent o f  the purchase price within 30  days after receiv ing notification  o f  the 
selection .

-1- CSHB 319( )
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* See. 2 . A S  3 8 .0 5 .1 2 5 (a )  is amended to read:
(a ) E a ch  con tract for the sale, lease, o r  grant o f  state land, and e a ch  deed to  

state land, properties , or interest in state land, m ade under A S  3 8 .0 5 .0 4 5  -  3 8 .0 5 .1 2 0 ,
3 8 .0 5 .3 2 1 , 3 8 .0 5 .6 0 0 , 3 8 .0 5 .8 1 0  -  3 8 .0 5 .8 2 5 , A S  3 8 .0 8 , or A S  3 S .5 0 a excep t as 
prov ided in A S  3 8 .5 0 .0 5 0 i  is sub ject to the fo llow ing  reservations: "The party o f  the 
first part, A laska , hereby expressly saves, exceptsa and reserves out o f  the grant hereby  
m ade, unto itself, its lessees, successors, and assigns forever, all o ils , gases , co a l, ores, 
minerals, fiss ionab le materials, geothermal resources , and fossils o f  every name, kinda 
or description , and w h ich  may be in or upon said land above described, or any part 
thereof, and the right to explore the sam e fo r such  o ils , gases, coa l, o res , m inerals, 
fissionab le m ateria ls, geothermal resources, and fossils , and it also hereby expressly 
saves and reserves ou t o f  the grant hereby m ade, unto itself, its lessees, successors, 
and assigns forever, the right to enter by itself, its o r their agents, attorneys, and 
servants upon  said land, or any part o r parts thereof, at any and all tim es fo r the 
purpose o f  open ing , developing, drilling, and w ork ing m ines or wells on these o r other 
land and taking ou t and rem oving therefrom  all such  o ils , gases, coa l, o res, m inerals, 
fissionab le m aterials, geothermal resources, and fossils , and to that end it further 
expressly reserves ou t o f  the grant hereby m ade , unto itself, its lessees, successors , and 
assigns forever, the right by its or their agents, servantsa and attorneys at any and all 
times to erect, construct, maintain, and use all such buildings, machinery', roads, 
pipelines, pow erlines , and railroads, sink such shafts, drill such w ells , rem ove  such 
so il, and to rem ain on  said land or any part th e re o f fo r  the foregoing pu rposes and to 
occupy  as m uch  o f  said land as m ay be necessary o r  convenient for such purposes 
hereby expressly reserving to itself, its lessees, successors , and assigns, as aforesa id , 
generally all rights and pow er in, to, and over said land, whether herein expressed or 
not, reasonably necessary or convenient to render beneficia l and efficien t the com plete  
en joym ent o f  the property and rights hereby expressly reserved."

* See. 3 . A S  3 8 .0 5 .6 0 0 (a )  is amended to read:
(a) The com m issioner m ay prov ide fo r the sale or lease o f  state land for 

rem ote recreational cabin sites. Sales under this section shall be at fair m arket value 
determ ined as o f  the time o f  entry bv the departm c. t or hv  an appraiser from the

CSHB 3J9( ) -2-
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list of appraisers approved bv the department. Land to be sold under this section 

shall be surveyed before sale bv the department or bv a surveyor registered

under AS 08.48. The appraisal and survey shall be completed within 24 months 

of entry. The [, A N D  T H E ] purchaser shall pay for the appraisal and survey or 

reim burse the state fo r the appraisal, survey , and platting costs fo r the recreational 
cab in  site. Sales under this section mav be at public or private sale under (g) of 

this section.

* Sec . 4. A S  3 8 .0 5 .6 0 0  is am ended by adding n ew  subsections to read:
(d ) E a ch  year, sub ject to  appropriation  from  the state land d isposa l incom e  

fund under A S  3 8 .0 4 .0 2 2 , to im plem ent th is section , the com m iss ioner sha ll
(1 )  prepare a schedule o f  land offerings under this section  and identify 

the parce ls  fo r  d isposal each year; the land offerings may not in clude m ineral land 
selected by  the state o r lands identified by  the department as having a  h igh  m ineral 
poten tia l; the department's identification o f  land having a  h igh m ineral poten tia l shall 
be based on  standards adopted by the departm ent in regulations and shall include 
consideration  o f  a geophysical survey or geo log ica l evaluation , i f  any , that was 
condu cted  w ith in 15 calendar years be fo re  the year fo r w hich the schedu le is  prepared;

(2 )  prov ide pub lic  notice o f  the proposed land offerings; and
(3 ) d isclose all land offerings w ith m ineral potential.

(e ) T h e  com m issioner m ay so lic it nom inations each year from  the pub lic  for 
areas to be offered fo r d isposal under this program . The com m iss ioner m ay  add areas 
nom inated by the pub lic  to the schedule prepared under (d ) o f  this section  i f  the land is 
c la ss ified  fo r d isposal or the d isposal is consistent w ith other requirem ents o f  
A S  3 8 .0 4  and this chapter.

( f )  A  person m ay nom inate a parcel fo r disposal under this section  and request 
a right o f  first refusal. I f  the com m iss ioner accepts the nom ination o f  a  parcel for 
d isposa l, the com m issioner m ay also p rov ide  fo r d isposal o f  additional parce ls in die 
surrounding area, sub ject to (d ) (1 )  and (e ) o f  this section.

(g ) A  parcel so ld  under this section m ay not exceed five acres. A  parcel sold  
under th is section  m ay include lake, river, o r  other navigable water fron tage , sub ject to 
the fo llow in g  lim itations:

-3 -
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(1 ) the lake , river, or other navigable w ater fron tage must be at least

3 0 0  feet and may not exceed 4 0 0  feet;
(2 ) on ly  one parce l w ith frontage on a lake m ay  be so ld  under this 

section  for each five acres o f  w ater o f  that lake unless, in the pub lic  interest, the 
com m iss ioner adopts a regu lation  indicating a different ratio o f  water to each parcel 

w ith  frontage;
(3 )  a parce l so ld  under this section w ith fron tage on a  river m ust be 

loca ted  at least one-quarter o f  a meander m ile from  any o the r parcel w ith river
fron tage sold under this section ; and

3> ( 4 f  a pa rce l so ld  under this section is sub ject to  16  U .S .C . 3 1 0 1 (d )  and 
16 U .S .C . 3213 (A lask a  N ation a l Interest Lands Conservation  A c t ) .

WORK DRAFT WORK DRAFT 23-LS0477\W
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A M E N D M E N T

OFFERED IN THE HOUSE

TO: CSHB 319( ), Draft Version "W"

1 Page I, line 2, following "deeds;":

2 Delete "and"
3

4 Page 1, line 3, following "sites":

5 I n s e r t and providing for an effective date"

6

7 Page 3, lines 6 - 7:
8 Delete "Sales under this section m ay be at public or private sale under (g ) of this

9 section ,"
10

11 Page 3, lines 25 - 28:

12 Delete all material and insert:

13 "(f) A resident may nominate a parcel for disposal under this section and, if

14 the resident has not leased or purchased land under this section during the three-year

15 period preceding the date of nomination, may apply for a lease for the nominated

16 parcel under (b) of this section."

17

18 Page 3, line 29:

19 Delete "five"

20 Insert "10"

21

22 Page 4, line 2:

23 Delete "400"

-I-
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1 Insert "700”

2

3 Page 4, line 6, following

4 Insert "and"

5

6 Page 4, lines 7 - 9:

7 Delete all material.

8

9 Page 4, line 10:

10 Delete "(4)"

11 Insert "(3)"

12

13 Page 4, following line U :

14 Insert a new bill section to read:

15 "* Sec. 5. AS 38.05.600(f) as enacted in sec. 4 of this Act, takes effect January 1,

16 2005."
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FISCAL NOTE

Revision Date/Time (Note if correction):________________________Dept. Affected;__________Natural Resources
Title Remote Rec Cabin Site Sales/__________________RDU Resource Development____________
______________ Lottery Sale_________________________________ Component Land Sales/Municipal Entitlements
Sponsor Rep. Fate___________________________________ ____________________________________________
Requester (H) FIN_____________________________________ ComoonentNo. 2456

Expenditures/Revenues____________________________ (Thousands of Dollars)__________________

STATE O F ALASKA Fiscal Note Number: _____________________
2004 LEG ISLA TIVE SESSION Bill Version: HB3i9CSRES-DNR-LSME->

() Publish Dale: _____________________

Note: Amounts do not include inflation unless otherwise noted below.
OPERATING EXPENDITURES FY 2005 FY 2006 FY 2007 FY 2008 FY 2009 FY 2010
Personal Services 245.0 368.0 368.0 368.0 368.0 368.0
Travel 10.0 20.0 20.0 20.0 20.0 20.0
Contractual 30.0 30.0 30.0 30.0 30.0 30.0
Supplies 15.0 15.0 15.0 15.0 15.0 15.0
Equipment
Land & Structures
Grants 8 Claims
Miscellaneous

TOTAL OPERATING 300.0 433.0 433.0 433.0 433.0 433.0

CAPITAL EXPENDITURES

CHANGE IN REVENUES ( 1153 ) 126.0 164.5 203.0 241.6 280.1

FUND SOURCE (Thousands of Dollars)
1002 Federal Receipts
1003 G Match
10L , GF 300.0 307.0 268.5 230.0 191 4 152.9
1005 GF/Program Receipts
1037 GF/Mental Health
Other (1153 Land Disp Income Fund) 126.0 164.5 203.0 241.6 280.1

TOTAL 300.0 433.0 433.0 433.0 433.0 433.0

Estimate of any current year (FY2004) cost: 0 0
Check this box (X) if funding fo r this bill is included In the Governor's FY 2005 budget proposal:

POSITIONS
Full-time 4 6 6 6 6 6
Part-time 1 1 1 1 1 1
Temporary

ANALYSIS: (Attach a separate page if necessary)
This bill establishes a new land disposal program within AS 38.05.600. It leaves the existing Remote 
Recreational Cabin Program under that statute in place, although it modifies some of the requirements of 
the existing program (such as parcel size, river frontage, etc.). This fiscal note analyzes the impacts of the 
proposed program.

The new program would have DNR negotiate private, non-competitive sales. (This is a significant change 
from the existing policy of only public, competitive land sales.) It also adds a maximum size restriction of 5 
acres and establishes other guidelines regarding parcel locations.

Prepared by. Nancy Welch, Special Assistant lo the Commissioner__________  Phone 507-265-8431
Division Commissioner's Office Dale/Time 3/15/04_____

Approved by: Thomas Irwin, Commissioner______________________________  Date 3/15/04
Agency Natural Resources_______________________________________



FISCAL NOTE

A N A LY SIS CONTINUATION

Assum ptions. The fiscal note assumes that DNR would be able to process 150 applications per year under Ihe 
new program which is established in Section 4(g) of the bill whereby DNR must process parcels nominated by 
individuals. (If more than 150 individuals apply, a backlog would be established or more staff would be needed.)

The bill does not eliminate the existing program. Thus, the fiscal note also assumes that the existing program 
continues at its current level, although that program will require revision to comply with changes to this statute.

The New Program. Section 4(g) of the bill would require individual processing for 5-acre parcels in locations 
throughout the state chosen by the applicant. This bill proposes that a member of the public can nominate a specific 
site and, if DNR determines through the best interest finding and public notice process that the land should be sold, 
that individual can purchase that site without competition. DNR would complete the processing: title search, survey 
review, appraisal review, best interest finding, public notice, easement decisions, etc. for that individual. This 
process would be repeated for each individual parcel.

Cost fo r Section 4(g). Section 4(g) requires individual processing. Under the existing program, DNR identifies 
geographic areas open to staking, hence parcels are processed in groups. For example, under the existing program, 
150 parcels can be reviewed in six batches, combining survey reviews, appraisal reviews, best interest findings, and 
title searches. This fiscal note is based on 150 separate survey reviews, appraisal reviews, best interest findings, 
etc.

DNR estimates that this portion of the program will require the following staff:
FY 05 - Program start-up. The first year will entail drafting new regulations, preparing maps of areas open lo staking, 
developing program guidelines and application forms, and accepting and initial processing of the first round of 
applications. Personal Services Cost will be 5245., for the following positions:

1 NRS I I -@ $59.0  = 559.0
2 NRS I -  @552.0/each = $104.0
1 NRS I (part-time) - @$26.0 = $26.0 
1 Cartographer II - @S56.0 = S56.0 

FY 06 and following years - Subsequent years will entail processing of individual applications, including: land title 
research for each site; drafting best interest findings and public notice for each parcel; issuing survey and appraisal 
instructions; review and approval of individual surveys and appraisals; preparing additional maps for the public 
depicting staking areas; updating maps and plats to show sites applied for and approved; issuing sale contracts and 
deeds; answering public questions about the program: and other tasks. Personal services cost increase to 5366.0, 
as a surveyor and appraiser will be added to the staffing levels identified for FY 05. These positions are needed to 
issue instructions for and review surveys and appraisals.

1 Appraiser II -  @$65.0 = 565.0 
1 Land Survey Assistant II - @S58.0 = $58.0

Revenues. Revenue generated under this bill would be a function of parcel size, per-acre price, number of parcels 
sold, and scheduling assumptions as outlined below.

Parcel Size. This bill proposes to decrease the maximum size to 5 acres Under the current program, applicants 
choose the size of their parcel. The average size chosen under the current program is approximately 13.6 acres 
(The minimum size is 5 to 10 acres depending on the area. Minimum size is established to comply with local platting 
board or waste disposal requirements Maximum parcel size under the existing program is 20 acres).

Parcel Price. Remote land in Alaska is inexpensive. The selling price for remote recreation cabin parcels staked in 
FY 01 and FY 02 is estimated to average 5620/acre. Small parcels sell for less than larger parcels, though the per- 
acre price is higher. Currently, the average size Alaskans chose to stake is 13.6 acres Department appraisers 
estimate that all else being equal the per-acre price ratio between a 13-acre parcel and a 5 acre parcel is 1 45. 
Therefore, this fiscal note assumes that a 5-acre parcel will bring in 5900 per acre (= 5620/acre x 1.45) That is, 
each parcel brings in 54,500 to the Department (= 5900/acre x 5 acres).

STATE O F ALASKA BILL NO. HB3i9CSRES-DNR-LSME-t
2004 LEGISLATIVE SESSION

Page_2_of 3_



FISCA L NOTE

STATE O F ALASKA BILL NO. HB319CSRES-DNR-LSME-I
2 0 0 4  L E G I S L A T I V E  S E S S I O N  

ANALYSIS CONTINUATION

Purchase Rale. In the current program, only 43% of the people issued staking authorizations go on to purchase

bring up the purchase rate. However, this rate is actually greater than similar historical programs. The Department's 
homestead/homesite programs allowed people to gain ownership through either purchase or prove-up. Only 33% of 
the people who initially sought parcels followed through to ownership: two-thirds dropped out. It is possible that 
those who apply in the program proposed by this bill will have a higher purchase rate than past programs. However, 
ii-ividuals do not understand the major cost in time and money until they try to hire a surveyor and appraiser, and so 
the purchase rate may actually be lower. This fiscal note assumes a 66% purchase rate or 100 parcels per year.

Financi, The bill assumes current practice for financing: approximately 20% of applicants purchase outright and 
80% fir .ce their purchase over 10 years. The current interest rate is 7%.

Schedule. Section 3 of the bill does not change DNR's existing survey and appraisal practice but requires that both 
be completed within two years. Currently, the Department contracts with private surveyors on behalf of the individuals 
and is able to complete the survey and appraisal process within two years. Our experience is that individuals who 
are unfamiliar with surveyors and appraisers take far longer. Thus, the Department believes that the minimum time 
for the process is two years. During the first year, the parcels are staked, applications received, DNR issues the best 
interest finding and public review, and the parcel is surveyed in the summer (survey instruction from DNR, survey by 
a private contractor). During the second year, the survey is reviewed and approved by DNR and local platting 
authority (borough or city), the parcel is appraised (instructions from DNR, appraisal by a private contractor, then 
review by DNR), and then the applicant can purchase the parcel. Therefore, tho minimum schedule is as follows: FY 
05 to prepare the regulations for this new program, information for the public, and receive initial applications in the 
second half of FY 05. DNR processing of applications (title search, best interest finding, public notice, etc ) would 
occur in FY 05-06, land surveys would occur primarily in FY 06. DNR and Borough approval of surveys would occur 
in FY 06, and appraisals would be completed in late FY 06. Some parcels may be purchased or will enter into sale 
contracts by late FY 06, but for most parcels, sale will not occur until FY 07. Based on experience with past 
programs where applicants were required to get their own parcel surveyed and appraised, this is a very optimistic 
schedule.

Sum m ary. In summary, total value sold per year will be 5450,000 (100 parcels x 54,500 per parcel).

FY 06: At best, some parcels may be ready to purchase late in FY 07. This fiscal note assume- that all parcels 
would be ready for purchase in FY 06. The revenues received in FY 07 will be 5126,000 (5126,000 = 590,000 
through full purchase plus 536,000 downpayment on the remainder).

FY 07 and following: An additional 538,520 will be paid each year through the following 10 years as individuals pay 
off the parcels assuming 7% interest In FY 07, revenue is estimated to be S164.520 (=S126,000 + 558,520).

Technical Issues. This bill does not repeal the current program: Section 4(f) appears to provide that it continues. 
Therefore, this fiscal analysis assumes the existing program continues at its present level. However, the bill would 
put the current program out of compliance with the law. To maintain the current program, Sections 4(e) and (h) 
should apply only to Ihe new program: that outlined in Section 4(g).

If the new program ooes replace the existing program, the required additional cost would be somewhat less than 
outlineo in this fiscal note as current staff could implement the new program (with some additions). However, total 
revenue to the state wot. . much less than indicated in the fiscal note, as the existing program is a much more 
cost-efficient and revenue-efficient method to offer lands to Alaska.

their parcels. The remainder decide not to continue somewhere during Ihe process. The Department is working to

S p T A f  0 \  i I V i o !• _
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T O : C S H B  3 1 9 ( ) , D raft V ers ion  "W"
A

1 Page 3 , lines 6 - 7 :
2  Delete "Sales under this section mav be at public or private sale under (g ) of this

3 section."

4

5 Page 3 , lines 25 - 2 8 :
6 Delete all material and insert:
7  "(f) A  resident may nom inate a parcel for d isposa l under this section  and, i f
8 the resident has not leased or purchased land under this section during the three-year
9 period preceding the date o f  nom ination, may apply fo r a lease fo r the nom inated

10 parcel under (b ) o f  this section ."
11

12 Page 3 , line 2 9 :
13 Delete "five"
14 Insert "10"
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FISCAL NOTE

Dept. A ffected: N atura l Resources
RDU R esources D evelopm ent__________
C om ponent Land S a les/M un ic ipa l E ntitlem ents

C om ponent No. 2456

Fiscal Note Number: ___________________
Bill Version: 23-LS0477\U_______
() Publish Date: CSHB 319 (RES)

Expenditures/Revenues___________________________ (Thousands of Dollars)
Note: Am ounts do not inc lude in fla tion  un less otherw ise noted below.
OPERATING EXPENDITURES FY 2005 FY2006 FY2007 FY2008 FY 2009 FY 2010
P ersona l Services 300.0 421.0 421.0 421.0 421.0 421 .0
Travel 10.0 10.0 10.0 10.0 10.0 10.0
Contractua l 30.0 30.0 30.0 30.0 30.0 30 .0
Supplies 5.0 10.0 10.0 10.0 10.0 10.0
Equipm ent 10.0 10.0 5.0 5.0
Land & S tructures
G rants & C la im s
M isce llaneous

TOTAL OPERATING 355.0 481.0 471.0 476.0 476.0 471.0

CAPITAL EXPENDITURES

CHANGE IN REVENUES ( ) 0.0 542.1 881.7 1.000.0 800.0 800.0

FUND SOURCE (Thousands o f Dollars)
1002 Federal R eceip ts
1003 GF Match
1004 GF
1005 G F/P rogram  R eceipts 0.0 481.0 471.0 476.0 476.0 471 .0
1037 G F/M enta l H ealth
O the r (Specify Type-D o not abbreviate)

TOTAL 0.0 481.0 471.0 476.0 476.0 471.0

Estimate of any current year (FY2003) cost: 0.0
Mark th is box (X) if funding fo r th is  b ill is included in the Governor's FY 2005 budget proposal:

POSITIONS
Full-tim e 4 7 7 7 7 7
Part-tim e 1 1 1 1 1 1
Tem porary

ANALYSIS: (Attach a separate page it necessary)

CSHB 319 will generate a conservative minimum of $500,000 annually in land sales revenues that the 
state currently does not receive. The annual costs of less than $481.0 will be more than a benefit to the 
State of Alaska and its people and with any multipier effect, stimulate local end state economies. Funds 
will be deposited into the Land Disposal Fund Account, until the balance reaches $5,000,000 Excess 
earnings will be deposited into the General Fund to pay for state services (See Attached Narrative)

Prepared by: Jam es F. D ieringer III__________     P hono 465-6824_______
D ivis ion F inance C om m ittee  A ide J  /  p  /  / \  D a te /T im e 3/30/04 5:18 PM

Approved by: Representative Fate   Dale 3/30/2004
Agency ___________________^___________________________________

K . XpOl'-SoY
Revision Date/Time (Note if <
T itle  R em ote Rec. C
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H B  3 1 9  R e v e n u e  A s s u m p t i o n s

I. FINANCIAL ASSUMPTIONS

1) Ready Applicants/year YR1 YR2 YR3 YR4 YR5
1000 800 600 500 500

2) Ready Willing Buyers 666 528 396 330 330
(66% Purchase Rate)

A) Two (2) Categories of Buyers:

o 20 % 100% Cash Purchase/ 0 Financed

o 80 % 10% Down/90 % Financed

3) Average Minimum Price/Acre: $ 900/acre

4) Investments:
A) 5%  Annual Yield

5) Financing
A) 7% Annual Percentage Rale (Prime +3% on loans)
B) 10% Down Paymenl/90% Financed
C) 60 Month Term (10 years, loans 10,000 +)



I I .  P A R C E L  A S S U M P T IO N S

1) Desirable Remote Parcels:

a. River Frontage
b. Ocean Frontage
c. Lakeshore Frontage
d. Highway Frontage
e. View Properties

2) Land Characteristics

a. Fee Simple Ownership
b. 5.0 acres Parcels/Subdividable into (4) 1.25 acre lots
c. Some Ground Trans Access (snowmobile, 4-wheeler, boat, vehicle)
d. Contracts for Sale/Lease option to purchase
e. No State of Alaska Fire Protection
f. No State of Alaska “Trail construction or maintenance.

3) Purchasers bears ALL cost of acquiring Fee Simple Title

o Appraisals 
Surveys 
Title Insurance 
Recording Costs 
Legal Expenses (documentation)

4) Purchaser will pay for all Site Improvements:

a. Roads and trail access construction/maintenance
b. Structures/Buildings
c. Materials/Supplies
d. Real Estate Improvements (wells, septic, power, etc.)

5) The land purchase has Value Added Benefits:

a. Labor/Construction
b. Materials purchase
c. Fuel/energy consumption
d. Future Real estate transactions( Resale/subdivision)



I I I .  N A R R A T IV E  D E S C R IP T IO N

The program is a first come, first serve basis with a right lo request first refusal. 
Applicants apply lo DNR for selection of a 5.0 acre parcel. After a best interest finding 
and public notice, the applicant pays for staking, surveying, and appraisal of the parcel. 
This data is then submitted to DNR for review. Because HB 319 opens such large areas, 
there will be considerable public interest regarding what land is available.

Access concerns will be borne by the purchaser. DNR, or local governance authorities 
will not be expected to develop or maintain access routes or utilities. This new program 
will place considerable demands on DNR to provide information, particularly through the 
DNR public information offices in Anchorage, Fairbanks, and Juneau. At least one 
Natural Resource Tech II will be placed at each location to handle applications.

DNR will need to provide the public with accurate land s ta f s  information for millions of 
acres of state land so the public knows what land is avaiL j , including the location of 
existing third-party interests, mining locations, Mental Health Trust Land, Native 
allotment locations, and trail and access information.

Specific tasks include:

1) DNR develops regulations to implement this disposal of land, establish 
qualifications, methods for resolving conflicting claims, etc.

2) DNR identifies land available for entry under this program-from state and federal 
status plats based upon stale ownership, land classifications, municipal 
entitlements, existing private lands, Native allotments, etc. They would need to 
make available existing maps of several million acres available for selection.

a. Produce additional maps from existing supply.
b. Print and distribute maps

3) After the Notice period and once accepted by DNR, the purchaser orders and pays 
for: survey, appraisal, recordation and documentation.

4) DNR approves a list of qualified appraisers and surveyois acceptable to the Slate 
of Alaska. That list will be provided to the purchasers lo choose these services. 
These individuals are already approved by DNR, therefore, a comprehensive 
review of their work will not be necessary. Appraisals anJ surveys will not b ; 
accepted by the State of Alaska from any individual who has not been qualified 
and accepted by the Stale of Alaska. The higher the designation of the contractor, 
the lower the amount of review time will be required by the State of Alaska to 
verify validity and accuracy.
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FY04 and following years- The filing period starts in October of 2004 and continues 
indefinitely. In the first (12) months, funding for (4) Natural Resource Tech II’s and (1) 
Natural Resource Officer II will be required to begin implementation of the new land 
disposal program. Beginning January 1, 2005 a Cartographer III will be hired and on 
April 1, 2005, an Appraiser II and a Land Survey Assistant II will be added to staffing. 
When applications begin 10/1/04, DNR will be fully staffed with (5) Full-time 
employees. By the end of FY05, (3) more Full-time employees will be added to 
implement the program. DNR will perform the following functions:

1) DNR Public Information Office staff to field program inquires.
2) DNR accepts applications, certifies they qualify.
3) DNR reviews and approves applications and land available for selection.
4) DNR performs a Best Interest finding and provide Public Notice.
5) DNR reviews appraisal and survey
6) DNR issues title documents and closes the land sales transaction.

The purchaser performs the remaining functions and pays for the cost of implementation 
and acquisition of fee simple title.

DNR Analysis Continuation
I. Assumptions

A. Applications

The fiscal note assumes that DNR would process 1000 applications in the first year under 
the new program. DNR must approve parcels nominated by individuals. (If more than 
1000 individuals apply, a backlog could be established and more staff might be needed.) 
Application volume is anticipated to diminish in the ensuing years.

❖ In 2001-2002 Lottery Sales recorded 587 - 776 Applications (“Inferior parcels”)

❖ In 2002-2003, Subdivision and OTC Sales recorded 894 -  1928 Applications 
(“Comparable parcels”)

This New Land Dispo. al Program will undoubtedly be more popular than either the 
lottery or subdivision offerings. Regardless, it seems that DNR estimates 150 applications 
is extremely low and 1000 applications, is more realistic, based on historical participation 
regarding land disposal sales.

We anticipated the following application volume:

Reeion FY06 FY07 FY08 FY09 FY10
South-Central Applications 500 400 300 250 250
Interior Applications 250 200 150 150 150
Southeast Applications 100 100 50 50 50
Other Applications 150 100 100 50 50

Total Applications 1000 800 600 500 500



This program does not replace the existing program and costs. Especially in platting and 
mapping, these costs have already been experienced in previous years.

B Staffing
Based on current staffing levels, it is felt volume can be handled as follows-

A. Anchorage (South-Central)
250 work days x 2 Tech Staff = 500 work days
500 Applications/500 work days = 1.0 Application/day

ii. Fairbanks (Interior)
* 125 work days x 1 Officer = 125 work days * (Management Functions) 
250 work days x 1 Tech Staff = 250 work days
250 Applications/250 work days = 1.0 Application/day

C. Southeast and Other * (Management Functions)
* 125 work days x (1) Officer = 125 work days 
125 work days x 1 Tech Staff = 125 work days
250 Applications/250 work days = 1.0 Applications/day

Our assumptions provide (4) Tech Staff positions and (1) Officer II positions. Under 
these proposed staffing levels, DNR would be expected to process and approve (1.0) 
Applications/day. That seems feasible and realistic.

The bill does not eliminate the existing program. Thus, the fiscal note also assumes that 
the existing program continues at its current level.

II. The New Program

The bill would require individual processing for 5.0 acres parcels in locations throughout 
the state chosen by the applicant. This bill proposes that a member of the public can 
nominate a specific site. DNR would process the title, conduct a best interest finding, and 
easement decisions, etc. for that individual. The process would be repeated for each 
individual parcel, with the exception of the best interest findings, which could be used for 
large areas containing many remote parcels.

III. Cost for HB 319

The new aspect of the program, the bill requires individual processing. For example, 
under the existing program, parcels can be reviewed in batches, combining survey 
reviews, appraisal reviews, best interest findings, and title searches. The bill would 
require prior separate survey reviews and appraisal reviews as state approved private 
individuals will be utilized.
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D N R  estim ates  th a t th is  po rtio n  o f  the  p ro g ram  w ill req u ire  the fo llo w in g  staff:

1 Appraiser II - @ $66.0 FY06
1 NRS II - @ $58.0
2 NRS I - @ $52.0/each
1 NRS I (part time) - @ $26.0 
1 Land Survey Assistant - @ $58.0 FY06 
1 Cartographer II - @ $56.0 FY06

Total Personal Services 369.0

DNR anticipates needing 4-5 positions in FY05 to begin implementation of this program. 
The Cartographer II, Appraiser II, and Land Survey Assistant II will be added in FY06 to 
consummate closings of applications in process for FY05.

We anticipate staff levels to be as follows:

P R O J E C T E D  D N R  E X P E N D I T U R E S

A. STAFFING (7.5)

IV. Anchorage

V.

VI.

Salary Benefits Totals
1) Appraiser II 16c 48,000 18,000 66,000
2) Land Survey Asst II 15a 40,000 18,000 58,000
3) Nat. Resources Tech II 12a 36,000 16,000 52,000
4) Nat. Resources Tech II 12a 36,000 16,000 52,000
5) Cartographer III 15a 40,000 16,000 56,000

Fairbanks

1) Nat. Resource Off II 16c 42,000 17,000 59,000
2) Nat. Resource Tech II 12a 36,000 16,000 52,000

Juneau

1) Nat. Resource Tech 11 12a 18,000 S.000 26,000
(part- time)

TOTAL $296,000 $125,000 $421,000

B. EQUIPMENT
Computers, Printers, Copiers, Fax 
Office Furniture
TOTAL 10,000
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C. CONTRACTUAL
Map Services
Documentation Preparation/Recording 
Printing Expenses

TOTAL 30 ,0 0 0

D. TRAVEL 10,000

E. SUPPLIES 5,000

TOTAL EXPENDITURES ($476,000)

DNR assumes survey and appraisal reviews must be conducted “in-house.” This is not 
necessary, but the private parties chosen are subject to review by the State of Alaska. 
Those on the approved list with high designations will require less “review” scrutiny.

This is the bottleneck now in Land Disposal Sales. Private industry is quick and more 
efficient, thus allowing closings and revenue to be realized within 12-18 months as 
opposed to 24-36 months as currently is the case with the department.

A Natural Resource Officer II position is needed to make decisions in Anchorage and 
Fairbanks on pending applications. A review surveyor and appraiser are needed and 
would allow me timing of the sales process to improve, as these people would oe 
specifically assigned to this program, and would work only on those applications.

VII. Revenues

Revenue generated under this bill would be a function of parcel size, per-acre price, 
number of parcels sold and scheduling assumptions as outlined below. (See Revenue 
Projections)
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F Y 0 6  R E V E N U E  P R O J E C T IO N S
(July 1, 2005 -  June 30, 2006)

I. SALES REVENUE

A. CASH SALES (10/31/05 -  12/31/05) 250 Applications 
@ 66% Purchase Rate = 165 Closings
@ 20% [ 33 Parcels x 5.0 acres/ parcel x $900/acre] = $ 148,500

10% DOWN SALES ( $450/parcel)
@ 80% [ 132 Parcels x $450/parcel] = $ 59,400

B. CASH SALES (12/1/05 -  2/28/06) 100 Applications 
@ 66# Purchase Rate = 6 6  Closings
@ 20% [13 Parcels x 5.0 acres/parcel x $900/acre] = $ 58,500

10% DOWN SALES ($450/parcel)
@ 80% [53 Parcels x $450/parcel] = $ 23,850

C. CASH SALES (3/1/06 -  6/30/06) 200 Applications 
@ 66% Purchase Rate = 132 Closings
@ 20% [ 26 Parcels x 5.0 acres/parcel x $900/acre] = $ 117,000

10% DOWN SALES ($450/parcel)
@ 80% [ 106 parcels x $450/parcel] = $ 47,700

TOTAL FY06 CASH SALES REVENUE $ 454,950

II. INTEREST INCOME (5% return)
CASH DEPOSITS
(10/1/05 -  12/31/05) [$207,900; 6mo. @ 5% monthly] = $ 5,222
(12/1 /05-2/28/06) [$ 82,350; 4mo. @ 5% monthly] = $ 1,369

TOTAL FY06 INTEREST INCOME = $ 6,591

III. FINANCE REVENUES (1/01/06 -  6/30/06)

A. 10% DOWN SALES/90% FINANCED (1/1/06 -  6'30/06)
[ 132 Parcels; $4,050 @ 7% , 60 mo.]

($80.21/mo. x 6 months) = $ 63,526

B. 10% DOWN SALES/90% FINANCED (3/1/06 -  6/30/06)
[ 53 Parcels; $4,050 @ 7% ,60m o. |

($80.21/mo. x 4 months) = $ 17,004
TOTAL OF PAYMENTS = $ 80,530

TO TAL F Y06 PROJECTED REVENUES = $542,071
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F Y 0 7  R E V E N U E  P R O J E C T IO N S
(July 1, 2 0 0 6 -June 30, 2007)

IV . SALES REVENUE

D. CASH SALES (7 /1 /06-9/30/06) 150 Applications 
@ 66% Purchase Rate = 100 Closings
@ 20% [ 20 Parcels x 5.0 acres/ parcel x $900/acrc] = $ 90,000

10% DOWN SALES ( $450/parcel)
@ 80% [ 80 Parcels x $450/parcel] = $ 36,000

E. CASH SALES (10 /1 /06- 12/31/06) 150 Applications 
@ 66% Purchase Rate = 100 Closings
@ 20% [20 Paicels x 5.0 acres/parcci x $900/acre] = $ 90,000

10% DOWN SALES ($450/parcel)
@ 80% [80 Parcels x $450/parcel] = $ 36,000

E. CASH SALES (1 /1/07-4/30/07) 150 Applications 
@ 66% Purchase Rate = 100 Closings
@ 20% [ 20 Parcels x 5.0 acres/parcel x $900/acre] = $ 90,000

10% DOWN SALES ($450/parcel)
@ 80% [ 80 parcels x $450/parcel] = $ 36,000

F. CASH SALES (5/1 /07-6/30/07) 100 Applications 
@ 66% Purchase Rate = 66 Closings
@ 20% [13 Parcels x 5.0 acres/parcel x $900/parcell = $ 58,500

10% DOWN SALES ($450/Parcel)
@ 80% [ 53 Parcels x $450/parcel] = $ 23.850

T O T A L  F Y 0 7  S A L E S  R E V E N U E  =  $ 4 6 0 .3 5 0

1 0



I. INTEREST INCOME (5% return)
CASH DEPOSITS

A & B. (7/1/05 -  6/30/06) $290,250, 12 mo. @ 5%
C. (3/1/06 -6/30/06)
D. (7 /1 /06-9 /30 /06)
E. (1 0 /1 /06 - 12/31/06)
F .  (1 /1 /07-4 /30 /07)
G. (5/1/07 -  6/30/07)

$126,000, 1 2  mo. @5% 
$126,000, 9 mo. @5% 
$126,000, 6 mo. @5% 
$126,000, 2 mo @5% 

$ -0-

monthly] = $14,807 
monthly] = $ 8,402 
monthly] = $ 4,786 
monthly] = $ 3,165 
monthly] = $ 1,035 

= $ -0-

TOTAL INTEREST INCOME FY07 $32,195

II. FY06 FINANCE REVENUES (7/01/06 -  6/30/07)

a. 10% DOWN SALES/90% FINANCED (10/31/05 -  12/31/05)
[ 132 Parcels; $4,050 @ 7%, 60 mo.]

($80.21/mo. x 12 months) = $ 127,052

b. 10% DOWN SALES/90% FINANCED (J2/1/05 -  2/28/06)
[ 53 Parcels; $4,050 @ 7 % ,  60mo. ]

($80.21/mo. x 12 months) = $ 5 1 ,0 1 3

c. J 0% DOWN SALES/or*% FINANCED (3/1/06 -  6/30/06)
[106  Parcels; $*\050 @ 7 % ,6 0 m o .]

($80.21/mo. x 12 months) = $102,027

IV. FY07 FINANCE REVENUES (7/01/06 -  6/30/07)

d. 10% DOWN SALES/90% FINANCED (7/1/06 -  9/30/06)
[ 80 Parcels; $4,050 @ 7 % , 60 mo.]

($80.21/mo. x 9 months) = $ 57,751

e. 10% DOWN SALES/90% FINANCED (10/1/06 -  12/31/06)
[ 80 Parcels; $4,050 @7%,  60mo. ]

($80.21/mo. x 6 months) = $ 38,500

f. 10% DOWN SALES/90% FINANCED (1/1/07 -  4/30/07)
[ 80 Parcels; $4,050 @ 7 % , 60mo. ]

($80.21/mo. x 2 months) = $12,833

G. SALES (5/1/07 -  6/30/07) = No Closings proceeds $ -0-

TOTAL OF PAYMENTS $389,176

T O T A L  F Y 0 7  P R O J E C T E D  R E V E N U E  =  $881 ,721
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F Y 0 6  R E V E N U E  P R O J E C T I O N  S U M M A R Y

A. CASH SALES DEPOSIT = $ 148,500
DEPOSIT = $ 58,500
DEPOSIT = $ 117,000

B. 10% DOWN SALES DEPOSIT — $ 59,400
DEPOSIT — $ 23,850
DEPOSIT = $ 47,700

TOTAL DEPOSITS to PRINCIPAL = $ 454,950

C. INTEREST INCOME OF INVESTMENT (5%) 12 mo. = $ 6,591

E. FINANCE INCOME ON LOANS (7%)
[132 parcels x 6  mos, $(4,050 loans) = $ 63,526
[ 53 x 4 mos, $(4,050 loans) = $ 17,004

TOTAL FINANCE INCOME = $ 80,530

TOTAL PROJECTED REVENUE FOR FY06 $ 542,071

FY07 REVENUE PROJECTION SUMMARY

A. CASH SALES DEPOSITS = $ 328,500

B. 10% DOWN SALES DEPOSITS ~~ $ 131.850
TOTAL DEPOSIT to PRINCIPAL $ 460,350

C. INTEREST INCOME ON DEPOSITS = $ 32,195

D. FINANCE INCOME ON LOANS
FY06 = $127,052

$ 51,013 
$102,027

FY07 = $ 57,751
$ 38,500 
$ 12,833

TOTAL FINANCE INCOME = $389,171

TOTAL FY07 PROJECTED REVENUE ~ $881,721
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