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ACTI ON NARRATI VE

CHAI R BRUCE WEYHRAUCH cal | ed the House Special Conmittee on VWys

and Means neeting to order at 8:39:46 AM Represent ati ves
Weyhrauch, Rokeberg, WIson, and Guenberg were present at the
call to order. Representative Samuels arrived as the neeting

was in progress.

HIR 1-CONST AM BALANCED BUDGET AMENDVENT

8:40:31 AM

CHAI R VEYHRAUCH announced that the first order of business would
be HOUSE JO NT RESOLUTION NO 1, Proposing a balanced budget
anmendnent to the Constitution of the State of Alaska relating to
an appropriation limt.

REPRESENTATI VE W LSON noved that the committee adopt CSHIR 1,
Version 24-1LS0156\Y, Cook, 3/7/05, as its working docunent.
There being no objection, Version Y was before the commttee.

8:41:12 AM

REPRESENTATI VE ROKEBERG, speaking one of the sponsors of HIR 1,
expl ained that Alaska has no constitutional requirenment for a
bal anced budget, instead Alaska has a statutory requirenment for
the succeeding years after a current year of a bal anced budget.
He related his belief that Al aska should have a bal anced budget
policy, particularly for the current fiscal year. The
constitution and the statutes seemto allow a situation in which
there is a current deficit that is financed by tax anticipation
notes and [the legislature can] nerely budget for the succeeding
year's budget, which would result in continual deficits to be
corrected after the fact. This resolution is the first step in
devel oping a |l ong-range fiscal plan, he added.
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8:42: 53 AM

REPRESENTATI VE ETHAN BERKOW TZ, Al aska State Legislature,
speaking as one of the prime sponsors, said this resolution
proposes two things: to transition to a balanced budget
requirenent and to require the legislature to pass a bal anced
budget . He related that the constitutional anendnent should be
sinple and easy to understand with statenents of principle. Any
further explanation of what constitutes "balanced" can be
addressed statutorily, he said. He added that this resolution
will aid in finding consensus between both parties' caucuses.

CHAIR WEYHRAUCH inquired as to the cite for the statutory
requi renent to have a bal anced budget for succeedi ng years.

REPRESENTATI VE ROKEBERG specified that the statute is AS
37.07.020(c) .

8:47: 09 AM

REPRESENTATI VE W LSON asked how HJR 1 would change the [process
that the |legislature currently wundergoes when balancing a
budget] .

REPRESENTATI VE = ROKEBERG  answer ed t hat t here m ght not
necessarily be many differences in ternms of the "end product,”

instead the change will be the process the legislature uses to
get to that end product. This process wll provide assurance to
the public that the |egislature has adequate funds. He rel ated

that the constitutional budget reserve (CBR) fund has been
utilized often in order to balance the budget, which is evident

to the public. However, this year supplenental budgets, new
funds, and other devices have been utilized, all of which seens
to confuse the public, he opined. Representati ve Rokeberg

reiterated that [under the current process] it would be possible
for the legislature to actually pass an inbal anced budget and
then realign in the next legislature, which he opined is bad
public policy.

8:48: 58 AM
CHAI R VEYHRAUCH rel ated his understanding that in the context of
HIR 1, the term "bal anced" refers to revenues equaling expenses

rather than "fair."

REPRESENTATI VE BERKOW TZ answer ed, "Yes."
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8:49:12 AM

CHAI R WEYHRAUCH proposed a hypothetical situation in which the
| egi sl ature passes a budget in which revenues equal expenses,
and related his wunderstanding that the |Ilegislature could
appropriate the funds to the CBR and the corpus of the permanent
fund while not having enough noney for state governnent. He
surm sed that the aforenentioned could be considered "bal anced. "
Furthernore, the governor could veto, through his line item
authority, provisions of any budget legislation and thus the
governor could throw the budget out of balance. He asked
whet her the aforenentioned actions of the governor could be
considered an unconstitutional act because this resolution only
provi des for the |egislature.

REPRESENTATI VE ROKEBERG responded that the resolution's | anguage
speaks to the subm ssion of the budget by the governor, wth
followup action by the |egislature. He opined that the
aforenentioned is an "excellent point" that wll have to be
addressed in subsequent |egislation.

8: 50: 55 AM

CHAI R WEYHRAUCH asked how this resolution would prevent fisca
gaps from occurring during low oil prices. He then questioned
whether this resolution would be bad public policy because it
woul d force the spending of noney [the |egislature] doesn't want
to spend because oil prices are so high and revenues are greater
t han anti ci pated expenses.

8:52: 30 AM
REPRESENTATI VE BERKOWTZ related his belief that a bal anced

budget requirenment forces fiscal discipline because there is no
requi renent for any legislature, in a year of surplus, to spend

all its revenues. He recalled that previous discussions
concerning long-range fiscal plans have been "too fast and too
controversial™ and as a consequence no progress is made.

Representative Berkowtz opined that in order to nake progress,
the legislature needs to slowy renove sone of the options for
tangenti al anendments and debat es.

8:54:01 AM
REPRESENTATI VE ROKEBERG reiterated that there is no requirenent

[in HHR 1] to spend nore than the state has, which is nerely
sound fiscal prudence. He then focused on Representative

HOUSE WM COW TTEE - 5- April 25, 2005



Wl son's question regarding potential changes with the passage
of HIJIR 1, and suggested that this resolution would prohibit the
tactic of a bifurcated budget. He explained that a bifurcated
budget could result from a situation in which the nmajority is
not able to obtain a three-quarter vote and thus decides to
adjourn the session wthout passing a budget. The
af orenenti oned would result in a partially funded cash flow that
doesn't go into the CBR, and upon returning in January the
[ budget] would be revisited. Al t hough he opined that the
aforenentioned tactic isn't particularly prudent, it has been
di scussed out of frustration.

8:55:37 AM

REPRESENTATI VE GRUENBERG related his belief that HIR 1 is very
clear and nost voters could wunderstand it. Al t hough he
acknowl edged Representative Berkowitz's concern that there are
too many undefined terns in HIR 1, he pointed out that the
courts and the legislature define the terns rather than the
constitution, which is what differentiates the constitution from
a statute. He reiterated that the resolution should be sinple
so that people can understand it.

CHAI R VEYHRAUCH conmented that one of the issues that he reviews
with these types of anendnents is regarding the bal ance of power
bet ween the executive and the |egislative branch. In review ng
HIR 1 it seens that the follow ng |anguage: "[ Section 16.]
General fund appropriations by the legislature shall not exceed
anticipated revenue." cedes authority to the executive branch.
However, the resolution doesn't specify the governor's authority
once that happens. Also all of [the appropriation |egislation]
woul d have sone inpact on the budget and necessitate review of
the mx as a whole in order to determne the effect on revenues
and expenditures. He questioned how one would nanage that in
the legislature and the executive branch. He al so questioned
whether [the legislature] would sinply cede the authority for
t he bal anced budget anendnent to the governor because if [the
| egi sl ature] passes bills that don't have a balance, then it may
be engaging in [an] unconstitutional act.

8:59:34 AM

REPRESENTATI VE ROKEBERG, speaking to Representative G uenberg's
coorments regarding the woriginal HIR 1, related that the
statenment, "The budget for each fiscal year shall be balanced
with the appropriations do not exceed the anmounts avail able for
expenditures wunder the appropriations,”™ is different than
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stating, "Appropriations shall not exceed anticipated revenues."
He related his belief that there is a significant problem with
the [definition of] "anticipated revenues," particularly because
Al aska has various sources of funds available for appropriation,
including the CBR and various dedicated funds. The debate is
whet her or not those are considered "revenues," which is why
Version Y takes a nore "neutral” standpoint on the issue.

REPRESENTATI VE ROKEBERG then turned his attention to Chair
Weyhrauch's conmments, and stated that the budget building
process should ultimately be determned by the |egislature and

bal anced before adjournnent. The duty of the Finance Comm ttees
is to explain to the legislature the expenditures in the budget
[and how they] wll be covered by available revenues. The

| egislature can't restrict the ability of the governor to
exercise his veto power because that’s a conflict of law within
the constitution. However, by exercising his/her veto power,
t he governor can only decrease spending as opposed to increasing
it.

9:02: 24 AM

REPRESENTATI VE GRUENBERG related his understanding that 44
states have bal anced budget anendnents. He opined that perhaps
an analysis of the aforenmentioned amendnents could help
determne the appropriate |anguage for Alaska' s proposal. He

related that he strongly supports a balanced budget anendnent.
He offered that the amendnent could sinply state, "GCeneral fund
appropriations shall not exceed anticipated revenue" in order to
clarify the purpose of the resolution. He asked if the
resolution should state that each house in the legislature has
to pass a bal anced budget to the other house or should it state
that the final budget bill given to the governor has to be
bal anced. He noted that Representative Berkowtz intended [the
later to be the intent of HIR 1]. Representative G uenberg then
surm sed that the final budget signed by the governor nust be
bal anced as well, to which he noted both sponsors nodded in
agreenent. He asked if this resolution refers to [budget] bills
i ndividually or the "whole ball of wax."

9:06:10 AM

REPRESENTATI VE BERKOWN TZ replied, "It's the whole ball of wax."
For instance, there could be a situation in which budget bills
were running at a deficit, but a revenue bill provided enough
revenue so that the entire package cane into balance, he
expl ai ned.
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REPRESENTATI VE ROKEBERG acknow edged that there are provisions
in the constitution that nake distinctions between the operating
and capital budgets. Therefore, it's inportant to clearly state
on the record that the intention is for the resolution to be al
enconpassi ng.

REPRESENTATI VE CGRUENBERG asked if there are other states that
have constitutional provisions that acconplished enconpassing
al | the budgets [including the capital, oper ating, and
suppl emrent al budget s] .

REPRESENTATI VE BERKOW TZ noted that the commttee packet should
include information from the National Conference of State
Legi sl atures (NCSL).

REPRESENTATI VE GRUENBERG clarified that his interest is in
regard to [specific] text [from those states that have
constitutional provisions that acconplished enconpassing all the
budget s] .

9:08: 07 AM

REPRESENTATI VE WLSON rel ated that she agreed with the intention
of this resolution, however, the public doesn't have the "tine
or sonetinmes the inclination® to beconme as educated as the
| egi sl ature. She opined that she has a hard tine transferring
the final decision to the public because they aren't as inforned
as is an individual who is elected and whose job she believes it

is to becone informed on the issues. Representative W]Ison
said, "There's going to be a cost involved and bottom line, |
don't think ... nmuch will change ... in the long run."

9:10:19 AM

REPRESENTATI VE BERKOW TZ hi ghlighted that during his service in
the legislature he has voted agai nst every single constitutional

anendnent, except for subsistence. He opined that there
shoul dn't be a constitutional change unless it's a statenent of
purpose that's absolutely necessary. The requirement of a

bal anced budget is an issue that the public can quickly
understand, he opined. Furthernore, providing an opportunity to
debate and vote on such a requirement will give the public nore
confidence as to what happens in Juneau and would ensure the
public that the legislature isn't engaging in deficit spending.
Currently, the legislature does, to a certain extent, engage in
deficit spendi ng, by using the principal of the CBR
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Representative Berkowitz further opi ned that the public
under st ands bal anci ng the budget, it's sinple.

9:12: 30 AM

CHAI R VEYHRAUCH commented that he appreciates these discussions
taking place because it's inportant to have a record fleshing
out constitutional amendnents.

9:12:41 AM

REPRESENTATI VE ROKEBERG related that many Al askans, including
hi msel f, assuned there was a bal anced budget nandate. However,
no such constitutional mandate exists. He offered that this
resolution responds to the lack of a balanced budget
requirenent.

CHAIR WEYHRAUCH again directed attention to the followng

| anguage in the original [HIR 1]: "[ Section 16.] GCeneral fund
appropriations by the legislature shall not exceed anticipated
revenue." He related his understanding that wunder the

af orenenti oned | anguage the | egislature could pass all the bills
it wants and rely on the spring revenue forecast and what the

oil prices are going to be in the future. Under such a
scenario, the legislature could say that it anticipates high
revenues and thus pass a high budget. However, when the revenue

forecast falls short of its predictions because the price of oil
was overestimated, then the legislature <can Dblane [the
forecasters] for not anticipating the revenue shortfall.

9:14: 59 AM

REPRESENTATI VE BERKOW TZ offered that the term "general fund" is
very restrictive because it ignores the various other funds |ike
the CBR and other dedicated funds, which are issues that fal
outside the GF. Therefore, the exceptions would swallowup the
i ntent. Furt hernore, |anguage such as "Expenditures shall not
exceed revenues" raises the issue of what constitutes revenue.

CHAI R WEYHRAUCH highlighted that the key word in Version Y is
"bal anced". He recalled that when the U S. Congress passed the
G anm Rudman- Hol | i ngs Act they began to do things such as val ue
Yel | owstone as an asset of the U S Therefore, he requested
clarification on the neaning of the term "balanced" in the
context of this anendnent because accountants wll see | edger
i ssues. He then posed a situation in which the legislature is
providing for a bal anced budget and a citizens' initiative wants
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to institute a tax for «cruise ships that would provide
addi ti onal revenues. In such a situation would the citizens'
initiative not work on tax policy because the legislature is
goi ng to pass through a bal anced budget.

REPRESENTATI VE ROKEBERG said, in reference to the |ast instance,
no because it's not the intent to further restrict the
| egislature's hands and the initiative process is really an
extension of the legislature's ability to enact legislation. He
reviewed the |anguage that he had considered and related that
ultimately the discussion between he and Representative
Berkowitz centered on the sinplicity of constitutionalizing
"bal ance" rather than getting caught up in the mnutia.

REPRESENTATI VE BERKOW TZ pointed out that the |anguage of
Section 12 of the constitution is clarified by the term

"bal anced. " He highlighted that the aforenentioned section
nmakes reference to "proposed expenditures and anticipated
i ncone. " Al though the definitions of those terns mght be

unsettled, the totality of the understanding of what a bal anced
budget is wth proposed expenditures and anticipated incone
would all be contained within the current |anguage of the
constitution, he said. Because the aforementioned terns are
contained in the current |anguage of the constitution, there is
no need to address the issue of injecting new terns.

9:18:36 AM

CHAI R WEYHRAUCH related his belief that if this |anguage goes
before the public, [the resolution] will pass because everyone
shares the notion of living within his or her neans. Despite

that popular support, Chair Wyhrauch expressed concern about
t he nuance of the anmendnent and what it neans for the function
of governnent, the appropriation process, and the balance of
power between the executive and the | egislative branches.

9:19:11 AM

REPRESENTATI VE GRUENBERG hi ghlighted that Colorado, Louisiana,
and Montana all have bal anced budget anmendnents that are sinple,
general, and simlar to the original HIR 1. He opined that the
public could wunderstand the aforenentioned constitutional
anendnents, particularly Louisiana' s because it deals with oil
and gas revenues. He reiterated that any constitutiona
amendnent brought before the voters needs to be sinple in order
to prevent confusion and mstrust of the |egislature.
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9:20: 39 AM

REPRESENTATI VE ROKEBERG said that Representative G uenberg just
made the sponsor's case for a one-word change.

REPRESENTATI VE GRUENBERG said he agreed, but opined that the
resolution seened to state that only the governor would have to
submt [a bal anced budget].

REPRESENTATI VE BERKOWN TZ offered that Section 2 [should clarify
t hat].

REPRESENTATI VE GRUENBERG suggested that it should not just be
limted to the legislature and should be put in the passive in
order to avoid the veto issues.

9:21: 20 AM

REPRESENTATI VE BERKOW TZ agreed that Section 2 doesn't address
the governor's requirenents and that is sonething that needs to
be addressed. By the sanme token, as with any constitutiona
amendnent, there are going to be interpretive statutes that go
with it. He related his understanding that a bal anced budget
occurs when expenditures match incone because those are the
ternms that are in the constitution. As a mtter of
constitutional policy, it's not wise to put the definition [of
bal anced budget] in the constitution rather it should occur

statutorily. Representative Berkowtz suggested that every
| egi sl ator should read the publication entitled, "GQGuidelines for
Constitutional Amendnents”. He then reviewed the eight

gui del i nes suggested by the aforenenti oned publication.
9:24:14 AM

REPRESENTATI VE W LSON comented that she has not seen this
| egi sl ature pass a budget when there aren't mat chi ng
expendi t ur es. Therefore, she asked how this resolution wll
change t he process.

9: 25: 03 AM

REPRESENTATI VE ROKEBERG replied that this resolution anticipates
the tinme when the legislature will be short of anticipated
revenues, which will force the legislature to finally develop a

| ong-range fiscal plan. He noted that over the |ast decade, the
| egi slature, during tines of substantially reduced revenues, has
been forced to review what sources of revenue are avail able and
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what expenditures should be reduced. However, the state has
been fortunate in that noney has cone forth or price volatility
has swng in the state's favor. Representative Rokeberg
stressed that one of the purposes of HIR 1 is to force sone
di scipline on the legislature and the public.

9:26: 25 AM

REPRESENTATI VE GRUENBERG recalled that during the Cowper
Adm nistration, the legislature didn't pass a budget and so
there was a special session. He further recalled that recently
the legislature passed a budget that wasn't bal anced and thus
the governor had to veto many things. However, this resolution
seens to require the legislature to pass a balanced budget
before it adjourns.

[HIR 1 was hel d over.]

HIR 2-CONST. AM GAS REVENUE ENDOWENT FUND

9:27:32 AM

CHAI R VEYHRAUCH announced that the next order of business would
be SPONSOR SUBSTI TUTE FOR HOUSE JO NT RESOLUTI ON NO. 2 Proposing
amendnents to the Constitution of the State of Al aska creating
and relating to the gas revenue endownent fund, relating to
deposits to the fund, l|imting appropriations from the fund
based on an averaged percent of the fund market value, relating
to deposits to the permanent fund, and relating to deposits to
t he budget reserve fund.

CHAI R WEYHRAUCH t hanked Representative Hawker for all his past
work with the House Special Conmttee on Ways and Means.

9:28: 24 AM

REPRESENTATI VE M KE HAWKER, Al aska State Legislature, sponsor,
opined that this resolution is one of three critical structura
framework el enments needed to craft |long-term sustainable fisca
policy. He said:

This bill would propose a constitutional anmendnent to
address one of those critical issues and that's the
long-term sustainability of having ... the Iliquid

capital cash available to neet our ongoing state
needs, not only for this generation but for future
generati ons. | draw your attention to the sponsor
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statenent ... | think all Al askans, at one tine or
anot her, have heard what is referred to as the "G eat

Al aska Prayer" and that is: "Lord please grant ne
anot her Prudhoe Bay, | promise not to fritter this one
away." | don't think anything could be nore accurate
in its conception. This state has had an incredible
anount of wealth. Qur wealth is natural resource
based; these are extractive resources, that once we
have severed the resource and sold it, it is gone
forever. These are not renewabl e resour ces
particularly our oil and gas, which nmakes the
foundation of the state's revenue base .... W' ve

certainly got fisheries, tinber, [and] other resources
that are clearly in the renewable category, but the
physi cal financial nagnitude of those resources pales
in conparison to our oil and gas resources. \Wat this
specific constitutional anendnent proposes to do is it
nmakes the statement that when we start devel oping our
natural gas, that great resource on the North Slope
that this tinme instead of spending the noney we take
from that gas as we sever disposable non-renewable
resource we take all the proceeds from that severance,
that sale, and place it into its own pernmanent fund

if you allow ne the latitude to call it a gas
permanent fund, [the] idea [is] to nodel it exactly on
our existing permanent fund but the difference being
that this tine instead of just taking constitutionally
25 percent of the revenues generated, we take all of
it. And we nmake the commtnent that says we wil
convert this noney that we receive into an endownrent
that will neet the state's needs for generations. [A]
critical elenent of this bill is that the endownrent |
propose to have managed in the format of the [percent
of market value] POW nechanism .... The one
differential in this anmendnent is that it makes it
very clear that in this gas permanent fund ... that
the noney available in the future under the POW may
be used for any public purpose, taking care of our
state, except paying dividends to individual Al askans;
| think it's a critical distinction we need to mnake
her e. This is the fund that will take care of our
public needs in the future.

REPRESENTATI VE HAWKER turned attention to the chart entitled
"Gas Revenue Endownent Fund (CGREF)", which details the projected
benchmark of production and tax estimates provided by the
Department of Revenue. He highlighted that in year 2030
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operating under the POW nechani sm the noney conming froma POW
is the sane anmobunt as is being received from the severance of
r esour ces. Every year beyond 2030, there is actually nore
revenue available to the state under the POW nechanism when
the earnings on reinvestnent of the principal are included than
is being taken fromthe extractive process itself. The point of
this resolution is to [inplenent mechanisns] to provide a
sustai nable, stable, and predictable economc base for the

state, he reiterated. He offered that it is appropriate and
correct for the legislature to put before Alaska a
constitutional framework for a fiscal plan. He noted that HIR

1, HIR 2, and passing a POW nethodology for the existing
permanent fund are material sources of bridging the gap between
today and the 10 to 15 years before gas cones online. The
af orenenti oned conponents are essential to the constitutional
framework that is being demanded by the citizens of Al aska, he
surm sed.

9: 36: 36 AM

CHAI R WEYHRAUCH asked if the GREF was for gas from the Al aska
North Sl ope (ANS) gas.

REPRESENTATI VE HAWKER replied vyes, it specifically excludes
exi sting produci ng reserves el sewhere in the state.

9: 36: 56 AM

CHAI R WEYHRAUCH asked if today the state obtains any revenue
from ANS gas.

REPRESENTATI VE HAWKER responded that there is a very snal
anount of gas produced on the North Slope from a small 4-inch
line that is feeding sone of the punp stations and providing

basic utility fuel. He explained that natural gas is nethane,
but ane, ethane, propane, and the difference lies in the nunber
of carbon atons in the nolecule. Currently, the industry is

nmoving natural gas liquids (NGs) through the Trans-Al aska
Pi peline System (TAPS) as part of the oil flow As a result of
a processing activity, the nolecules can be liquefied, run
t hrough the pipeline, and separated for use later. He clarified
that references to a gasline refer to noving only nethanes and
i quefied propane gas (LPGs). He specified his intent to only
grab the nethane and LPGs not the heavier NG.s in order to have
a separate accounting, which is weasier for the industries
i nvol ved.
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9:39: 36 AM

REPRESENTATI VE HAWKER, in response to Representative W]Ison,
clarified that C, which is butane, is in both NGs and LPGs. He
recalled that the oil industry attenpted to put butanes down the
TAPS pipeline, but as production volunme slowed it is no |onger
safe or technically feasible to do so. This constitutional
mechani sm provides no incentive for an industry to choose [what
natural gas to obtain], the industry will sinply opt for what is
best technically. Furthernore, this resolution is not a tax or
revenue nechanism that has any effect on the industry, but
rather is a mechanism for the state to do sonething with the
royalties it receives, he said.

9:41: 07 AM

REPRESENTATI VE WLSON alluded to her belief that what HIR 2
proposes is what the original franers of the permanent fund
dividend had in mnd, although it was changed. She indicated
that originally the intent [with the permanent fund] was to use
it to run the state when the revenues from the pipeline slowed
down. Therefore, she noted her agreenent with the provision in
HIR 2 that [specifies any appropriation from the proposed fund
can't be used to provide dividends or other paynents to all
resi dents]. Representative WIson concluded by lauding the
concept of HIR 2 and the hope that this resolution is passed and
no future legislature changes it.

REPRESENTATI VE HAWKER said that HIR 2 is about the current
| egi sl ature having the vision to ensure fiscal discipline and a
sust ai nabl e econom ¢ base for Al aska.

9:44:21 AM
REPRESENTATI VE HAWKER, in response to Chair Wyhrauch, related

that the POW nechani sm specifically states that the "l ook-back"
period would be five fiscal years and it would be the first five

of six years pre-dating. The purpose of the six years is to
allow the legislature to "know exactly how nuch noney is on the
deck, available to spend that vyear,"™ at the beginning of
sessi on. Therefore, the legislature won't be guessing the oil

prices, which is one of the great fallacies of the current
system he stated. He highlighted that the | ook-back period
shall be inplenented by law. The provision addressing the | ook-
back period read as foll ows:
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Appropriations from the gas revenue endownent fund for
a fiscal year may not exceed five percent of the
average of the market values of the fund on June 30
for a nunmber of previous fiscal years as provided by
I aw. However, for purposes of calculating the anount
that may be appropriated from the fund for a fiscal
year, the market value of the fund for the fiscal year
i medi ately preceding that fiscal year shall not be
i ncl uded.

REPRESENTATI VE HAWKER expl ained that under the aforenentioned
provision future |egislatures can decide how w de a | ook-back
wi ndow should be, which he said provides him greater confort in
proposing the fixed 5 percent POW.

9:47: 02 AM

REPRESENTATI VE GRUENBERG asked if the conmittee wanted to adopt
the anmendnent in the bill packet in order to have a conmttee
substitute (CS) for the next neeting on HIR 2.

CHAI R VEYHRAUCH r esponded that he wanted to postpone adoption of
t he amendnent because there may be nore to cone.

REPRESENTATI VE HAWKER concurred, and said he would be happy to
accomodat e any further concerns. He noted that the anendnent
in the bill packet nmakes it <clear that any incidental gas
products goi ng down TAPS don't get included in this cal cul ation.

9:48: 23 AM

REPRESENTATI VE HAWKER, in response to Representative W]Ison,
related his belief that the only massive gas deliveries that

will nmake a significant econom c inpact on |ong-range planning
will come from the North Slope, which is why the resolution is
restricted to that. He relayed that other areas of the state

with existing gas production have small potential and thus he
said he didn't want to <create conflicts wth existing
activities. Moreover, he said that he didn't want to create a
fund that doesn't have enough to nanage the state in the |ong
run, he not ed.

CHAI R WEYHRAUCH announced that HIR 2 woul d be set asi de.

HB 223- NATURAL GAS PI PELI NE | NCENTI VE/ GAS TAX

9:49:36 AM
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CHAI R VEYHRAUCH announced that the final order of business would
be HOUSE BILL NO 223 "An Act levying a tax on certain known
resources of natural gas, conditionally repealing the levy of
that tax, and authorizing a credit for paynents of that tax
agai nst anounts due under the oil and gas properties production
(severance) tax if requirements relating to the sale and
delivery of the natural gas are net; and providing for an
effective date."

9: 50: 09 AM

REPRESENTATI VE ERIC CROFT, Alaska State Legislature, sponsor,
testifying via teleconference, stated that HIR 2 details the
expectation of gas to be online in 2012, and therefore many
residents and those in state governnent are gearing up in
anticipation of those revenues. State governnment is hoping to
address how to save and spend the anticipated revenues from a
gasl i ne. He opined that there's a significant probability that
the major gas producers, the |ease holders on the North Slope

are interested in producing other gas fields before ANS gas;
per haps because the internal rate of return is higher in other
gas fields such as Qatar, Russia, and |ndonesi a. Furt her nore

the aforementioned countries mght be "less subtle" regarding
t he decision of whether to devel op. He related his belief that
if the major oil conpanies told the Indonesian government they
plan to delay developnent for 10 to 15 years, the Indonesian
government would cut the project and allow another producer to
devel op. Countries unconstrained by constitutions can be nore
direct about preserving their interests and assuring their
sovereign interests are protected. He explained that through a
conbination of internal rates of returns and other pressures,
ot her sovereign nations are putting their gas reserves ahead of
Al aska's. He highlighted that although Australia and New
Zeal and have constitutions, they require the oil conpanies to
develop the resource leased wthin 10 years, or else it becones
the property of the state and is |eased out to another conpany.
He expressed concern that Al aska has let itself be placed on the
"back burner" for too |ong. He recalled that after the oil

pipeline was built the citizens of Alaska expected a gas line

and since then the state has been in a frustrating cycle for
nearly 25 years.

REPRESENTATI VE CROFT recalled that the legislature has heard
much testinony on the duty to produce under the | eases. The oi

conpanies do not, as a matter of |aw, have the ability to deny a
"reasonably profitable" gasline project in order to develop a
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nore profitable project in a Third Wrld country. | f Al aska
doesn' t do sonmething to assert its sovereignty, t hen
Representati ve Hawker's aforenentioned chart is going to be off
by at least 10 and probably nore like 15 to 20 years, he
suggest ed. The | egislature holds these resources in trust for
the people of the State of Al aska, he noted. Al t hough every
state legislature holds sonething in trust, Alaska is somewhat
uni que because it holds the major income producing property of
the state, the subsurface resources, in trust to manage in the
best interest of the people. This | egislature has done a good
job of that managenent, but a rather poor job with regard to
seeing that the gas is devel oped. If this project is delayed
for a substantial period of tine, Alaskan's |ose another
increnent in the notion that it's the state's resource, choice,
and deci sion. He said he doesn't want Alaska to defer to
out si de powers when it cones to resource decisions.

REPRESENTATI VE CROFT informed the commttee that HB 223 was
nodel ed after the Kentucky Stranded Coal Act, which resulted
after the West Virginia coal conpani es bought-up Kentucky | eases
in order to prevent conpetition wth other coal ventures.
Kentucky decided that if the coal conpanies weren't going to
develop the coal, the state would tax the conpanies for the
resource in the ground. This legislation specifies that
starting in 2007 there would be a tax on gas reserves. However,
that tax would stop once the line is built and oil conpanies
agree to sell or commt the gas to a bona fide project and from
that point forward the oil conpanies would receive credit for
future severance taxes paid.

9: 58: 58 AM

REPRESENTATI VE CGRUENBERG recalled that nost md-continent oil
| eases have a clause requiring production or the |lease is |ost.

REPRESENTATI VE CROFT recalled that according to Spencer Hosie,
an oil and gas attorney on contract with the Legislative Budget
and Audit Committee, and representatives froma firmin Houston

Texas, it's a clear principle of law that there is an inplied
duty to produce and market in every |ease. A | easehol der does
not have the right to take an otherw se viable project, which is
one with a reasonable rate of return, and not develop it because
it would make nore noney el sewhere; there is a legal obligation
to devel op. The only defense is inpossibility or comercial
inpractibility in that the project doesn't nmmke a reasonable
rate of return. For instance, if Exxon wants all of its project
to have an internal rate of return of 25 to 30 percent and
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Al aska's project only makes 18 percent, Alaska's project is
reasonably profitable and they have to develop it despite other
attractive prospects worl dw de, he concl uded.

10: 01: 08 AM

REPRESENTATI VE WLSON inquired as to why the fee only applies to
gas in units |eased before 2002 that have nore than nore then 1
trillion cubic feet (tcf) of known gas.

REPRESENTATI VE CROFT responded this legislation didn't want to
di scourage any exploration on the North Slope, and therefore [HB
223] concentrates on the reserves that have renai ned undevel oped
for decades. This legislation doesn't penalize a conpany for
di scovering a new field. The point, he clarified, is to
identify the known fields that have not been sufficiently acted
upon by the | easehol ders.

10: 02: 33 AM

REPRESENTATI VE SAMUELS turned attention to page 2, lines 6-7,
whi ch read: "gas to be consunmed as fuel in its state-approved
oil and gas unit of origin within five years of January 1 of the
tax year". He asked if "gas to be consunmed as fuel"” refers to
gas burned as fuel on the North Sl ope and not being reinjected.

REPRESENTATI VE CROFT related his understanding that sone of the
gas is being used for the producers' fuel needs in order to heat
and power the facilities, so the aforenentioned |anguage
addresses that. In further response to Representative Sanuels,
Representative Croft replied that reinjecting gas can produce
nore oil but that determination is nade on each individual field
by the Alaska O and Gas Conservation Comm ssion (AOGCC), the
state, and | easeholders. However, at sone point if there aren't
gas handling facilities or places to store it, a field can't be
mar keted. He highlighted that Prudhoe Bay is reaching it's gas-
handl i ng capacity because as a field natures there tends to be
nore gas than oil. Therefore, this legislation is intended to
nmotivate gas production and develop a place to store it,
preferably a gas pipeline that brings gas to market, he noted

After the pipeline [is in use], the tax goes away and the AOGCC
can balance field-by-field decisions regarding [reinjection,
etcetera]. He then nentioned the need to clarify whether, under
t he | anguage on page 2, lines 6-7, that fuel could be consuned
for reinjection and power [for the mmintenance of oil and gas
facilities] because the intent was to provide an exenption for
bot h.
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10: 07: 46 AM

MARK GNADT, Staff to Representative Eric Croft, Al aska State
Legi slature, explained that the |ist of [hydrocarbon] exenptions
for taxation is based on a 1997 letter from ExxonMobi
Corporation to the AOGCC, which related their nethodology for
determ ning what gas is available to market.

10: 08: 47 AM

REPRESENTATI VE SAMUELS requested a copy of that letter. He then
requested clarification as to what other "nonconventional gas
resources" woul d be.

MR. GNADT said he woul d research that and provide an answer.

10: 09: 46 AM

M CHAEL  HURLEY, Director of State Gover nnment Rel at i ons,
ConocoPhillips Alaska, Inc., related that ConocoPhillips Al aska,
Inc. strongly opposes the gas reserves tax. The producers have
been diligently working with the adm nistration to "hamrer out a
fiscal contract which would provide the certainty to nove the

project forward,” and that effort would be severely disrupted
by enactnent of this kind of punitive tax, he said. He opi ned
that a project can't be taxed into existence. A tax of this
sort doesn't act as any kind of incentive, but rather increases
the uncertainty surrounding gas devel opnent in Al aska.
Furthernore, it renoves resources and efforts from the critica
negoti ations producers are trying to pursue, he opined. He

rel ayed that progress is being made in the discussions with the
adm nistration and he urged not to add to the distractions which
have already "plagued these efforts.™

10:11: 10 AM

CHAIR WEYHRAUCH inquired as to M. Hurley's thoughts regarding
land that 1is |leased for resource developnent that isn't
devel oped and whether that |and should revert back to the state
or should the conpany pay taxes on the resources in the ground.

10: 11: 46 AM

MR. HURLEY stated that all of Alaska's oil and gas |eases have a
set term [for devel opnent]. He recalled that nost of the North
Slope leases are set at 7 to 10 years depending on the
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particular vintage of the |eases. The primary term details that
if an explorer does not find conmrercial guantities of
hydr ocarbons, the | eases revert back to the state, he added. In
response to Representative Samuels, M. Hurley clarified that
the language wused [in the l|eases] was "wells capable of
produci ng payi ng quantities of oil and gas".

10: 13: 01 AM

REPRESENTATI VE SAMJELS inquired as to when Point Thonpson's term
expires.

MR. HURLEY said that he doesn't know, but recalled that the
Point Thonson wells are relatively old vintage |eases and had
wel | s capabl e of paying quantities. He related that discussions
with the Departnent of Natural Resources, the adm nistrator of
t hose | eases, have occurred for nmany years.

REPRESENTATI VE SAMUELS then posed a scenario in which there are

payi ng quantities of oil and gas, although only the oil is being
devel oped. He asked if M. Hurley would interpret there to be
devel opment because the oil is being devel oped.

MR. HURLEY replied yes.

10: 14: 34 AM

REPRESENTATI VE CROFT conmmented that Representative Sanuels has
identified the problem in that the |eases have provisions, but
t hose [provisions] can be extended if oil and gas has been found
but not yet devel oped. In fact, Point Thonmson is on its 21st
pl an of devel opnment extension, which has resulted in penalties
for failing to nmeet benchmarks on devel opnent of that project.
If both oil and gas are in paying quantities and both are
reasonably profitable, he questioned whether it would be
sufficient to produce the oil and warehouse the gas under the
terms of the |lease. Although he didn't know, he opined that he
woul d hope not because he believes there is an independent
obligation to produce each if it's reasonably profitable.
However, if the oil can be produced and the gas warehoused, then
the gas could be put on hold for decades with no consequence to

t he producers. Allowing the aforenentioned, he opined, places
Al aska's interests second and neans the legislature isn't doing
its job. This legislation offers another way to address the

concern by saying that although [the producers] may be violating
their legal obligations, there would be consequences, other than
going to court, for not devel opi ng Al aska' s gas.

HOUSE WM COW TTEE -21- April 25, 2005



[ HB 223 was hel d over. ]
ADJ OURNMENT

10:17: 13 AM

There being no further business before the conmttee, the House

Special Conmmttee on WAays and Means neeting was adjourned at
10:17 a.m
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