HOUSE FI NANCE COWM TTEE
May 2, 2006
8: 46 A M

CALL TO ORDER

Co- Chair Meyer called the House Finance Conmittee neeting to
order at 8:46:47 AM

MVEMBERS PRESENT

Representative M ke Chenault, Co-Chair
Representative Kevin Meyer, Co-Chair
Representative Bill Stoltze, Vice-Chair
Representati ve M ke Hawker
Representative Ji m Hol m

Representati ve Reggi e Joul e
Representative Mke Kelly
Representative Beth Kerttul a
Representative Carl Moses
Representative Bruce Weyhrauch

MEMBERS ABSENT

Representative Richard Foster

ALSO PRESENT

Senator Gary WIken; Senator Danny O son; Pete Ecklund,
Staff, Representative Kevi n Meyer ; Bryan But cher
Legi sl ative Liaison, Alaska Housing Finance Corporation;
Annette Skibinski, Staff, Senator John Cowdery; Terry Lutz,
Chi ef Financial Institution Exam ner, Division of |Insurance,
Depart ment of Comrerce, Conmunity and Econom ¢ Devel opnent

PRESENT VI A TELECONFERENCE

Joe Dubler, Director of Finance, Al aska Housing Finance
Cor poration, Anchorage; Mke Black, D rector, Division of
Community Advocacy, Departnment of Comerce, Comunity &
Econom ¢ Devel opnent, Anchorage; Cyde (Ed) Sniffen Jr.,
Assi stant Attorney General, Departnment of Law, Anchorage

SUMVARY

HB 381 An Act relating to the financing of construction,
maj or mai ntenance, and renovation of facilities
for the University of Al aska; relating to the
financing of construction of a correctional
facility; authorizing the comm ssioner of revenue
to sell the right to receive a portion of the
anticipated revenue from a tobacco litigation
settlement to the Northern Tobacco Securitization
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Corporation, with the proceeds of that sale to
finance construction, maj or  mai nt enance, and
renovation of facilities for the University of
Alaska and to finance the construction of a
correctional facility; provi di ng for t he
establishment of funds for deposit of those
proceeds; authorizing the issuance of bonds by the
Nort hern Tobacco Securitization Corporation for
the purpose of acquiring the right to receive a
portion of anticipated revenue from a tobacco
[itigation settlenent; and providing for an
effective date.

CS HB 381 (FIN was reported out of Conmttee with
a “do pass” recommendation and with zero note #1
by the Departnment of Adm nistration.

CS SB 171(FIN) (efd fld)
An Act anending the National Petroleum Reserve -
Al aska special revenue fund; and establishing the
Special Legislative Ol and Gas NPR- A Devel opnent
| npact Review Conmittee and defining its powers
and duti es.

HCS CS SB 171(CRA) was reported out of Committee
with a “no recomendation” and wth a new
indeterminate note by the Al aska Permanent Fund
Corporation and new zero notes by the Legislative
Affairs Agency and the Departnment of Conmerce,
Community & Econom ¢ Devel opnent.

CS SB 315(L&0)
An Act relating to the disposition of unredeened
property; and providing for an effective date.

CS SB 305 (L&C) was reported out of Conmttee with
a “no recomendation” and wth zero note #1 by the
Departnment of Commerce, Conmunity & Economc
Devel opnent .

#HB381
8:47:31 AM

HOUSE BILL NO 381

An Act relating to the financing of construction, ngjor
mai nt enance, and renovation of facilities for the
University of Alaska; relating to the financing of
construction of a correctional facility; authorizing
the comm ssioner of revenue to sell the right to
receive a portion of the anticipated revenue from a
tobacco litigation settlement to the Northern Tobacco
Securitization Corporation, wth the proceeds of that
sale to finance construction, najor nmaintenance, and
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renovation of facilities for the University of Al aska
and to finance the construction of a correctional
facility; providing for the establishnent of funds for
deposit of those proceeds; authorizing the issuance of
bonds by t he Nor t hern Tobacco Securitization
Corporation for the purpose of acquiring the right to
receive a portion of anticipated revenue froma tobacco
l[itigation settlenent; and providing for an effective
dat e.

Co-Chair Chenault MOVED to ADOPT work draft #24-GH2071\I1, as
the version of the bill before the Commttee. There being
NO OBEJCTION, it was adopted.

PETE ECKLUND, STAFF, REPRESENTATIVE KEVIN MEYER, expl ained

the bill relates to financing of construction, mjor
mai nt enance and renovation of facilities for the University
of Alaska and a correctional facility. It would authorize

the Departnment of Revenue Conmi ssioner for the Al aska
Housi ng Finance Corporation (AHFC) to sell the right to
acquire rights to receive 80% of the proceeds of the Mster
Settlenment Agreenent (MSA) to sell bonds. The | egislation
is expected to generated $140 nillion bond proceed dollars
to be used for capital projects across the State.

8:49:31 AM

BRYAN BUTCHER, LEG SLATI VE LI Al SON, GOVERNVENTAL RELATI ONS &
PUBLI C AFFAI RS DI RECTOR, ALASKA HOUSI NG FI NANCE CORPORATI ON,
noted that AHFC' s Director of Finance, Joe Dubler was on
line to answer questions of the Commttee.

Co-Chair Meyer asked the anmpbunt of tinme restricted by the
bonds.

8:50:24 AM

JOE DUBLER, (TESTIFIED VIA TELECONFERENCE), DI RECTOR OF
FI NANCE, ALASKA HOUSI NG FINANCE CORPORATI ON, ANCHORACGE
stated that the restructured bonds expected to be sold in
2006 would mature in 2039, with a final maturity in 2048.
The bonds include a “turbo feature”, which would set
required debt service at a low level. Al received surplus
woul d be used to redeem bonds at an accel erated rate.

8:51:10 AM

Co-Chair Meyer inquired the range of interest rates. M.
Dubl er noted that the capital market noves quickly, but if
sold today, it would be between 4.75% to 5% with the 2001
ref undi ng.

Co-Chair Meyer inquired the inpact of stretching the
maturity date. M. Dubler explained the further out the
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date noves, the nore risk for the investor and the higher
the rate. AHFC does not recommend the |onger-term bonds,
noving up to 8% The |onger ones are “non-rated” bonds and
demand a higher rate, as they are nore risky.

Co- Chair Meyer asked if AHFC was confortable with the 2040
expiration date. M. Dubler said they were confortable with
it; the associated revenues for debt service would be about
$355 million future value dollars, including the principa
and interest.

Co- Chair Meyer pointed out that the bulk would be used for
University capital projects.

8:54:53 AM

Co-Chair Chenault MOVED to REPORT out CS HB 381 (FIN) out of
Commttee wth individual recommendations and wth the
acconpanyi ng zero note. There being NO OBJECTIQN, it was so
or der ed.

CS HB 381 (FIN was reported out of Conmittee with a “do
pass” recommendation and with zero note #1 by the Departnent
of Adm ni strati on.

AT EASE: 8: 55: 33 AM
RECONVENE: 8:56: 59 AM
#SB171

CS FOR SENATE BILL NO 171(FIN) (efd fld)

An Act anendi ng the National Petrol eum Reserve - Al aska
special revenue fund; and establishing the Special
Legislative G| and Gas NPR-A Devel opnent | npact Review
Comm ttee and defining its powers and duties.

SENATOR GARY W LKEN, SPONSCR, explained that HCS CS SB 171
(CRA) centers on the National Petroleum Reserve — Al aska
(NPR-A), a well-known federal reserve, rich in gas and oil.
The State of Alaska is poised to receive a significant
anount of noney from| ease sal es, exploration and production
of oil and gas, which is the focus of the bill.

Senator W1 ken continued, the bounty of NPR-A is thought to
mat ch or exceed the oil and gas deposits found at Prudhoe
Bay or Kuparuk. All Al askans |ook forward to the time, they
can enjoy the benefits of reasonable and responsible
devel opment of these natural resources.

When nenbers of the U S. Congress authorized conpetitive
| eases in NPR-A in 1980, they recognized that devel opnent in
the petroleum reserve mght severely inpact conmunities in
or near that area. The federal legislation directed that
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the revenue generated through NPR-A devel opnent be used
first to mtigate direct inpacts, if any, to nmunicipalities,
and then by the rest of the State of Al aska. Senator WI ken
mai ntai ned that federal dictate is in direct conflict to the
Al aska State Constitution. The State of Al aska receives 50%
royalties and |ease paynents from the oil and gas
development in NPR-A from the federal governnent. As
required by federal law, those funds are avail able before
consideration of any other public purpose, to comunities
t hat denonstrate inpact from resource development in NPR-A
Unfortunately, the directive is at odds with Article IX
Section 15 of the Al aska State constitution.

Senator W/l ken pointed out that since 1983, the State has
received $167.6 nmillion dollars from devel opnent w thin NPR-
A & $122 million dollars since 2000. But only 6% of NPR-A
recei pts have been deposited into the Al aska Pernmanent Fund
since the turn of the century.

HCS CS SB 171 (CRA) recognizes the conflict and puts in
pl ace a mechanism to help ensure that the Al aska Permanent
Fund receives, to the extent allowed under federal |aw, 25%
of all oil and gas |ease rentals and royalties as directed
by the Al aska State Constitution. In addition, the bill
requires that appropriations made as NPR-A funded grants, be
identified and the anmounts of each grant be specified in an
appropriation bill as other capital appropriations.

Senator WIken maintained that it is inportant to address
the conflict between the State Constitution and federal |aw

and to determne how the federal NPR-A paynents wll| be
distributed to Alaskan conmunities that may be inpacted by
oil and gas developnent wthin the National Petroleum

Reserve. He commented that in the “spirit of conprom se”,
the i ssue was set-aside for another tine.

9:01:39 AM

Senator WIlken provided a slide presentation from the
handout : SB 171 — HCS CS SB 171 (CRA). (Copy on File).
Every Al askan citizen obtained a newsletter fromthe Al aska
Permanent Fund Corporation, providing an “inpact fund”
st at enent . The fund was created in 1980 through federal
| egi sl ation. The Alaska State Constitution requires that
25% be deposited into the Permanent Fund. Si nce 1980,
Al aska has received $167.6 mllion dollars fromoil and gas
devel opment in National Petroleum Reserve-Al aska (NPR-A);
however, to date, only 15% of that noney has been deposited
into the fund.

9:03:16 AM

Senator WIken continued, Page 2 highlights the total
programdi stribution of $167.6 mllion dollars:
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* NPR-A Conmunity Gants receiving 59% @ $100 nmillion

dol |l ars;

e The Permanent Fund received 15% @ $25.7 nillion
dol |l ars;

» Power Cost Equalization (PCE) was funded at 13% @ $21. 4
mllion dollars;

e Ceneral Fund received 12% @ $202 mllion dollars.

A follow ng graph highlights distribution of funds from 2000
to 2006 of the $112.4 million dollars:

. NPR-A conmunity grants of $83 nmillion dollars @
75%

. Per manent Fund amount of $7.2 mllion dollars @
6%

. Power Cost Equalization (PCE) anount of $12.4
mllion dollars @19%

Senator W1 ken pointed out that through Alaska’s NPR-A
receipts received since 1983, a total of $104.2 mllion
dol l ars was awarded to four communities statew de.

9:06:15 AM

Senator W1 ken continued, Page 3 identifies the NPR-A,
consisting of 23.5 mllion acres of petroleumreserves. It
is located in the Northwest third of Alaska s arctic between
the Brooks Range and the Arctic Ccean and contains the new
oil |ease sal e proposed for Fall 2006.

He observed the NPR-A oil and gas activity areas:

Wi nwri ght 220 mles

 Barrow 160 miles

* Nui gsut 8 mles

 Atqasuk 160 mles
9:07:50 AM

Senator Wl ken provided a brief history of NPR-A:

e 1923 - President Warren Harding established the Naval
Petrol eum Reserve, which was renaned the Nationa
Petrol eum Reserve- Al aska in 1976

e 1980 - Congress authorized conpetitive | eases in NPR-A

» 1980 - The State of Al aska to receive 50% of the tota
revenue from NPR A |eases; i npacted communities
were given a priority to the revenue.

9:08: 20 AM
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Senator W1 ken continued, Page 5 outlines conflicting |aws.
Under the federal law, the priority use for NPR- A funds by
communities nost directly or severely inpacted by the
devel opment of oil and gas within their area.

Wthout a State |law on the books, the Legislature deposited
half of the State’'s share into the Permanent Fund and .5%to
the School Trust. The Legislature deposited the remai nder
of the funds into the General Fund.

A Court suit followed and in 1985, the North Sl ope Borough
and NPR-A communities sued the State. In 1986, Superior
Court Judge Carpeneti ruled that:

* Automatic deposits into the Permanent Fund violate
federal |aw

 The State of Alaska has a mandatory duty to address
NPR- A devel opnent rel ated i npact needs; and

* The duty inposed by the federal governnment ultimtely
falls upon the Al aska Legi sl ature.

9:09:45 AM

Senator W/ ken pointed out the three levels of |law that the
State works under — federal |aw (42 USC 6508), Al aska State
| aw (AS 37.05.530) and Al aska regul ations (3 AAC 150. 050).

9:11: 04 AM

Senator W/ ken explained how the bill process works. Last
year, there was $30 million dollars conmng fromthe NPR- A
In that process, the $30 million dollars renpves the grants,
which last year totaled $24 nillion dollars leaving $6
mllion and takes 25% of that anpbunt & places it into the
Per manent Fund. The 25% cal cul ati on conmes from the bottom
nunber, but SB 171 would nove that calculation to the top
anmount .

9:12: 30 AM

Senator W ken enphasi zed that “now is the tinme” to consider
SB 171 and recogni ze the obligation that the Legi sl ature has
to Alaska s constitution by insuring that at |east 25% of
the bounty received from devel opnment in NPR- A be deposited
into the Permanent Fund as directed by Article 9, Section
15.

9:13:12 AM

Co-Chair Chenault inquired if there would be a grant
mechani sm change. Senator W/ ken noted in hopes of seeking
“mddle ground”, that portion of the bill had been renoved
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in the House Community & Regional Affairs Committee. He
added that the allocation information will be avail able and
addressed next year. He pointed out that the proposed bill
“is not just another grant prograni.

9:15:19 AM

Representative Kelly inquired about possible constitutional
chal | enges. Senator W/l ken stated he was confortable with
the proposed program and that the federal and state |aw
regul ations would remain in place. The basic structure has
not changed, only the obligated anount.

Representative Kelly was surprised with the anmount of
grants; he asked the definition of “inpact”. Senator WI ken
acknow edged that the definition had been a point of
contention. There is nore to the legislation than that and
urged consideration of such itenms as free gas from the gas
pi peline, a positive bed tax, and econom c devel opnent .

Senator WIlken indicated that the North Slope Borough
receives a trenendous anount of inpact nonies. |In 2005, the
State of Alaska agreed that rather than each municipality
taxing the oil conpanies, instead, they would pay 20 mls
into all investnents in Al aska. Last year, that anount
yielded $260 million dollars into the General Fund. The
communities can also “grab” some of those dollars dependi ng
on how they tax thenselves. Fai rbanks received about $4
mllion dollars of that noney; the North Sl ope Borough | ast
year received $189 nmillion dollars; Valdez got $13 nmillion
dol l ars; Kenai received $7 mllion dollars |eaving about $45

mllion dollars placed into the General Fund. There are
many itenms that are the direct result of oil and gas
devel opnent . He submitted that each person in the North

Sl ope Borough received approximately $32,500 dollars
indirectly fromthese funds.

Senator W1 ken enphasi zed that there is an area of the State
receiving an unfair anmount of noney from the General Fund.
He thought that was paynent for “inpact” deserved honest
di scussi on regardi ng those inpacts.

9: 20: 44 AM

Representative Holm understood that in the House Regional
Affairs (CRA) Commttee, there was an attenpted conprom se
di scussi on. Senator W/ ken acknow edged the concerns and
explained that the Commttee attenpted to reach mddle
ground and that there was discussion regarding the
definition of “inpact”.

9:22: 20 AM
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Co-Chair Meyer inquired if the North Slope Borough did not
receive the funds, would they be requesting greater Ceneral

Funds to cover area costs. Senator W /I ken disagreed that
funds should “just slide through” pointing out that every
community is included in the capital budget . He
acknowl edged that their general fund capital pr oj ect
requests had been in the |ower percentages; however, |ast
year, $183 million dollars of GCeneral Fund nonies

automatically went to them

9:24: 09 AM

Representati ve Hol m questioned other alternatives, which had
been offered during the Conmmttee process. Senat or W/ ken
noted he had been working on the bill for two years and that
his office had made requests from both the communities and
the various departnents affected for recommendati on. That
effort produced no results.

9: 25: 22 AM

Representative Kelly thought it would be good to pass the
| egi slation before the pipeline goes in. Senator W I ken
surm sed that noney is now starting to flow and the concern
shoul d be addressed. Doing it right means changi ng federa
I aw.

9:26: 34 AM

Co- Chair Meyer understood that a tenporary conprom se had
been reached.

9:27: 07 AM

M KE BLACK, (TESTIFIED VIA TELECONFERENCE), DI RECTOR
DVISION O COVWUN TY ADVOCACY, DEPARTMENT OF COMVERCE
COVWUNI TY & ECONOM C DEVELOPMENT, ANCHORAGE, offered to
answer questions of the Commttee.

PUBLI C TESTI MONY WAS CLOSED
9: 28: 06 _AM

Co- Chair Meyer pointed out the zero notes.

Representative Joule acknow edged the “journey” of the
| egi sl ati on. He addressed the huge inpacts of devel opnent
to the people living on the North Slope. Such inpacts are
not always apparent; however, being a part of a hunting
soci ety, there are many concerns wth encroaching
devel opnent . The legislation does not take into
consideration the core beliefs and spiritual issues of the
peopl e nost affected. That popul ati on experiences a strong
tie to the land and the resources. The | egislation would
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detrinmentally inpact those people. He enphasized that the
concept is spiritual and a highly enotional issue for these
people. The North Slope has the ability to do the tax, as
t hey should, which was the initial agreenent with the State
of Al aska. He noted he represents the entire North Slope
ar ea.

9:32: 34 AM

Representative Joule pointed out that over the years, the
people of the North Slope have been vocal partners in the
devel opment of the oil and gas resources. He said he was
concerned about passage of the |egislation.

9: 33: 55 AM

Co- Chair Meyer understood that and knew it was inportant to
keep good relations with the North Sl ope as the area inpacts
90% of State revenues. He enphasized the many concerns that
will fall upon the State to provide, if the noney is taken

One such area would be search and rescue provisions.

Representative Joule agreed there have been accidents in
whi ch the North Sl ope Borough provided the first response -
a direct result of the use of the NPR A nonies. He added
that there are many good things that have cone as a result
of using these funds. The new Mayor and his Adm nistration
are paying close attention to requests to nmake the program
better and stronger. He urged reconsideration of the bill.

Co-Chair Meyer stated that the bill brings further attention
to the Petrol eum Producti on Tax (PPT) concerns.

9:37:53 AM

Representati ve Weyhrauch understood that the intention of
the bill was a priority change, noving 25% off the top to
the Permanent Fund. Senator WIlken replied that the

obligation of the Permanent Fund under current law is 25% of
the net; SB 171 makes the obligation 25% of the gross and
before grants.

Representative Weyhrauch noted that it would inpact federa
law, “trunping” the State |aw and would still be available
for litigation. He understood that the bill attenpts to
craft the State’s obligation wth what the federa
governnment has dictated. Senator W I ken agreed, suggesting
that it is another “subsistence” issue.

Representati ve Wyhrauch pointed out the distinction of
addressing NPR-A inpacts to communities closest to the NPR-A
resource

9:41: 00 AM
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Vice Chair Stoltze MOVED to REPORT HCS CS SB 171 (CRA) out
of Conmmttee with individual recomendations and with the
acconpanyi ng fiscal notes. There being NO OBJECTION, it was
so ordered.

HCS CS SB 171(CRA) was reported out of Conmittee with a “no
recommendation” and with a new indetermnate note by the
Al aska Permanent Fund Corporation and new zero notes by the
Legi slative Affairs Agency and the Departnment of Commerce
Community & Econom ¢ Devel opnent.

#SB315
9:41: 30 AM

CS FOR SENATE BILL NO. 315(L&C)

An Act relating to the disposition of wunredeened
property; and providing for an effective date.

ANNETTE SKI BI NSKI, STAFF, SENATOR JOHN COWDERY, expl ai ned
that pawns are collateralized |oans, whereby an individua
borrows noney against an item and |leaves the itemwth the
pawnshop. The pawner (individual bringing the itemin), has
60-days to make an interest paynment or pay off the | oan.
Failure to do so results in an unredeenmed pawn item which
beconmes the property of the pawnshop and can be sol d.

Ms. Ski bi nski expl ai ned how unredeened property currently is
handl ed, which would be changed with passage of SB 315.
Pawn | oan Iimts have been regulated by statute since 1949.
Since that tinme, the issue has been revised twi ce, the |ast
time 13 years ago. The sale of unredeened property has been
regul ated by statute since 1981. Two different issues were
raised in those statutes.

e The first is a pawn |linmt, the maxi mum anount that can
be | oaned on any single item

» The second is the handling of unredeened property.

She pointed out that the pawn loan |limt has been raised
over the years. Qoviously, the value of a dollar and the
consuner price index has made the change necessary. In
1993, when the pawn loan limt was raised, the unredeened
property provision renmai ned the sane, causing a disparity in
the pawn loan Iimt to the unredeened property anount.

Ms. Ski bi nski concluded that SB 315 restores the ratio that
was originally established between pawn loan limts and
unredeened property. It does not change the $500 pawn | oan
limt, but changes the |language regarding the sale of
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unredeened property from $400 to $1000, or twi ce the pawn
loan limt, as was previously the standard set in 1981

9:46: 57 AM

Representati ve Weyhrauch asked clarification about t he
i npact of the legislation on the public.

CLYDE (ED) SNIFFEN JR, (TESTIFIED VIA TELECONFERENCE),
ASSI STANT ATTORNEY GENERAL, DEPARTMENT OF LAW ANCHORAGE
noted that consuner protection was addressed by | anguage

inserted at the end of the bill and requires the pawnbroker
to provide the consumer with notice that if they do not
redeem their property, it becones subject to sale. Those

types of transactions usually pertain to consuners that are
in dire need. The Departnent of Law requested that | anguage
to provide protection for the consuner.

9:48: 54 AM

Representati ve Weyhrauch i nquired how pawnshops are
regul at ed.

TERRY LUTZ, CH EF FI NANCI AL | NSTI TUTI ON EXAM NER, Dl VI SI ON
OF BANKI NG SECURI TI ES, DEPARTMENT OF COMVERCE, COVMMUNI TY AND
ECONOM C DEVELOPMENT, stated that they did not regulate
small loan shops or pawn shops, which are exenpt and
confirmed that the municipalities individually regulate such
activities.

Representati ve Weyhrauch asked what interest rate could be

legally charged under the Small Loan’s Act. M. Lutz
responded that for loans up to $850 dollars, 36% per year
could be charged. Those businesses are conpletely exenpt

fromthe Small Loan’s Act, so there is no limtation on what
t hey can char ge.

9:51:15 AM

Co- Chair Chenault MOVED to REPORT out CS SB 315 (L&C) out of
Committee wth individual recommendations and wth the
acconpanying fiscal note. There being NO OBJECTION, it was
so ordered.

CS SB 315 (L&’ was reported out of Commttee with a “no
recommendation” and with zero note #1 by the Departnent of
Commerce, Community & Econom c Devel opnent.

#

ADJ QURNVENT

The neeting was adjourned at 9:53 A M
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