ALASKA STATE LEG SLATURE
HOUSE SPECI AL COW TTEE ON WAYS AND MEANS
January 11, 2006
9:00 a.m

VEMBERS PRESENT

Representative Bruce Weyhrauch, Chair
Represent ati ve Nor man Rokeberg
Represent ati ve Ral ph Sanuel s
Representative Paul Seaton

Represent ati ve Peggy W1 son
Representati ve Max G uenberg
Representative Carl Mses

VEMBERS ABSENT
Al'l nenbers present
OTHER LEQ SLATORS PRESENT

Representative Harry Crawf ord
Representative Eric Croft
Representative Berta Gardner
Representative Mke Kelly

COWM TTEE CALENDAR
OVERVI EWS): PERS/ TRS FUNDI NG
- HEARD

HOUSE BI LL 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 against anounts due under the
oi | and gas properties production (severance) t ax i f
requirenents relating to the sale and delivery of the natural
gas are net; and providing for an effective date."

- HEARD AND HELD
PREVI QUS COW TTEE ACTI ON
BILL: HB 223

SHORT TITLE: NATURAL GAS Pl PELI NE | NCENTI VE/ GAS TAX
SPONSOR( S): REPRESENTATI VE(S) CROFT
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03/ 17/ 05 (H) READ THE FIRST TIME - REFERRALS
03/ 17/ 05 (H) WM &G RES

04/ 25/ 05 (H) WM AT 8:30 AM CAPI TOL 106

04/ 25/ 05 (H) Heard & Hel d

04/ 25/ 05 (H) M NUTE( &M

01/ 11/ 06 (H) WeM AT 9: 00 AM CAPI TOL 106

W TNESS REG STER

LI NDSAY SOVDE, Vice President

Seattl e-Nort hwest Securities

Seattl e, Washington

POSI TI ON STATEMENT: Testified in favor of pension obligation
bonds to address the PERS/ TRS fundi ng i ssue.

KEVIN RI TCH E, Executive Director

Al aska Muni ci pal League (AM.)

Juneau, Al aska

POSI TI ON STATEMENT: Testified in support of pension obligation
bonds as a neans for |ocal governnents to reduce their PERS/ TRS
liability, and offered to provide clarification on the different
ways municipalities responded to the prior year's appropriated
PERS f unds.

WALTER J. HI CKEL

Anchor age, Al aska

PCOSI TI ON STATEMENT:  Speaking as a fornmer governor of Al aska and
former United States Secretary of the Interior, testified in
favor of HB 223.

MARK MYERS

Anchor age, Al aska

POSI TI ON STATEMENT: On behal f of Representative Croft, provided
i nformation on the econom c issues pertaining to HB 223.

ACTI ON NARRATI VE

CHAI R BRUCE WEYHRAUCH cal | ed the House Special Conmittee on VWays
and Means neeting to order at 9:00:57 AM Represent ati ves
Weyhrauch, Sanuels, Seaton, and Mses were present at the cal
to order. Representatives WIson, Guenberg, and Rokeberg
arrived as the neeting was in progress. Represent ati ves
Crawford, Croft, Gardner, and Kelly were also in attendance.

OVERVIEWS): PERS/ TRS FUNDI NG
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9:01: 24 AM

CHAI R VEYHRAUCH announced that the first order of business would
be t he overview on t he Publ i c Enpl oyees’ Ret i r ement
Systeni Teachers' Retirenent System (PERS/ TRS). Chair Weyhrauch
noted that bills pertaining to PERS/TRS are currently being
drafted by Legislative Legal and Research Services, and should
be available within a few weeks.

9:06: 31 AM

LI NDSAY SOVDE, Vice President, Seattle-Northwest Securities,
presented her conpany as the |eading underwiter of nmunicipal
bonds in the Northwest, and one that <crafted the pension
obligation financing solution which has been widely used in the
state of Oregon. She pointed out that there are many parallels
between the situation Alaska faces and Oegon faced several
years ago, and opined that the "pension obligation financing
should be one tool in the toolbox of the |ocal governments in
Al aska." There are significant risks involved wth pension
obl i gati on bonds; however, she related her belief it is possible
to manage that risk and provide this opportunity to | ocal
gover nnent s.

9:07:48 AM

CHAI R WVEYHRAUCH inquired as to the benefit and cost of having a
pension obligation bond liability when in a climte of a
billion-dollar surplus.

M5. SOVDE opined that this wwuld be a question for the
| egislators to address as they determ ne where surplus funds are

al | ocat ed. Pension obligation bonds are an opportunity to
finance the liability at a lower rate than is currently being
charged; therefore, it 1is possible to reduce the costs

associated with those bonds and wuse that noney for other
proj ects.

9:09: 07 AM

M5. SOVDE, in response to Chair Wyhrauch, explained that the
savi ngs depend upon the security associated with the bonds or
obl i gations issued. For exanple, the savings for a "highly
rated l|ocal governnment” such as the Minicipality of Anchorage
and the Cty & Borough of Juneau, the State [of Alaska] is
currently charging 8.5 percent for their liability whereas the
current market for a "highly rated credit” would be closer to 6
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percent or better. Based on the analysis Seattle-Northwest
Securities did for the Cty & Borough of Juneau, its savings
woul d be approximately $16 nmillion to $17 nmillion on its $70-
million liability. In further response to Chair Wyhrauch, M.
Sovde related her belief that there is an opportunity to fund
liabilities at both the state and |ocal |evels.

CHAI R WVEYHRAUCH rel ayed that the issue of |egal inpedinents for
| ocal comunities to invest in pension obligation bonds is
beyond the jurisdiction of this commttee.

M5. SOVDE confirmed that some changes woul d need to be nade.
9:10:42 AM

REPRESENTATI VE SEATON remarked that since the 8.25 percent rate
is "assuned" and not "fixed," he requested Ms. Sovde bring to
the House State Affairs Standing Conmittee neeting an analysis
of the potential liability a nunicipality would incur should the
state not achieve an 8.25 percent rate of return. He further
requested that Ms. Sovde let the conmittee know how firmy she
believes an institution can guarantee an 8.25 percent annual
return on investnents over the next 25-year period.

9:16: 44 AM

CHAIR WEYHRAUCH noted that sone states have unsuccessfully
fl oated pension obligation bonds to satisfy their liability.
Significant risk is involved and should not be ignored, he said.

REPRESENTATI VE CGRUENBERG expressed interest in the assurances
that Seattle-Northwest Securities will be able to honor its
obl i gati on.

9:18: 02 AM

KEVIN RITCH E, Executive Director, Alaska Minicipal League
(AML), announced AM.'s support of pension obligation bonds as a
potential tool for municipalities. He then offered to answer
any questions regarding the different ways nmunicipalities
responded to the prior year's appropriated PERS funds with which
21 communities decided to continue paying an increased rate and
used the state noney to offset their total liability. Not all
comunities could afford this route, he nentioned.

9:21: 01 AM

HOUSE WM COW TTEE -4- January 11, 2006



CHAI R WEYHRAUCH responded that there should be nore discussion
on this topic because earlier testinony has related that sone of
the communities receiving retirement debt relief did not use the
noney for that purpose.

MR RITCHHE pointed out that the appropriation |anguage
specified that communities would pay 5 percent |ess because the
state [through debt relief] would take care of the remainder.
Therefore, he surmsed that all the communities did what the
| egi sl ature asked, although 21 communities reduced their overall
liability with the [debt relief].

REPRESENTATI VE ROKEBERG di sagreed, and opined that there was a
m scommuni cation as to the intent of the [debt relief].

REPRESENTATI VE SEATON voi ced his hope that future |egislation on
PERS/ TRS will give nunicipalities and school districts credit
for reducing their long-term liability and for following the
intent of the |egislation.

CHAI R WEYHRAUCH, referring to M. Ritchie's earlier nention of
AM.'s support of pension obligation bonds for nunicipalities,
stated he agreed that these bonds are a good idea, but asked
what's to say that a [community] isn't going to return to the
| egi sl ature for help. He further asked if [pension obligation
bonds] are really the solution.

MR R TCHIE said he couldn't say, but if nunicipalities can
borrow nmoney at a |lower rate the taxpayers would save noney.
This is all dependent on whether the estimtes are accurate, and
therefore, communities face a risk assessnent.

REPRESENTATI VE SEATON asked if AM. has discussed the long-term
[tability of municipalities per individual allowed in PERS.

MR R TCHE related that AM.'s advice is for every nmunicipal
body to review the i ssue and deci de.

CHAI R VEYHRAUCH announced that additional testinony on PERS/ TRS
woul d continue at future meetings.

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

9: 33: 08 AM

CHAlI R VEYHRAUCH announced that the final order of business would
be HOUSE BILL NO 223, "An Act levying a tax on certain known
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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: 33:32 AM

WALTER J. HI CKEL, former governor of Al aska, commended
Representatives Eric Croft and Harry Crawford for authorizing
the initiative [HB 223] that is forcing Alaska to look at a
reserve tax on Alaska's natural resources of the North Slope

He related his belief that this legislation is absolutely
necessary and not a new concept. He recalled his tine as forner
United States Secretary of Interior in the late 1960's when he
was responsible for Arerica's energy policy. He related that in
nost cases, if an exploration conpany could not prove wthin
five years that it had adequately searched for resources, or
failed to produce those resources, its |ease would expire. Wen
oil was discovered in Al aska's North Slope, this requirenent was
not included in early |eases; however, it was inplied and
expected that if resources were found, they would be market ed.

MR. H CKEL then referred to E.L. "Bob" Bartlett's 1955 speech to
the Al aska Constitutional Convention in which he addressed the
danger of Al aska's natural resources being exploited as well as
the danger of postponing the developnent of those resources
until such time as outside interests see fit. [A copy of M.
Bartlett's speech is included in the commttee packet.]
However, the state owns the North Slope and nerely |eases the
oil and gas resources with the expectation of developnment for
the maxi mum benefit of Al askans. Wth regard to last week's
Anchorage Daily News article that characterized the reserves tax
as punishing the producers, M. Hickel related his belief that
such is the consequence for keeping what nmay be over $1 trillion
worth of [the state's] resources off the market for the benefit
of stockhol ders.

MR H CKEL opined that the North Slope's natural gas is the
state's | egacy resource. He further opined that if natural gas
was transported and processed in Al aska, it has the potential to

provide well-paid jobs in the state for generations. "The
proposed $1 billion a year penalty should be a mnimm" he
sai d. He added that the only reason there is controversy

surrounding this is the undue influence of oil and gas producers
in the state's governnental process.
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VR. HCKEL then turned to HB 223 and highlighted his
understanding that the producers nerely have to build a pipeline
to avoid the penalty. The fastest way to start a pipeline is to
build the AlIl-Al aska |ine. M. Hickel concluded by urging the
commttee's support of HB 223 in a ballot initiative or to craft
stronger legislation, either of which would denonstrate the
| egi sl ature's pledge to uphold the Al aska State Constitution.

9:39:23 AM

MR. HI CKEL, in response to Representative Rokeberg, recalled his
part in getting the pipeline built. He then enphasized the need
for Alaska to act as an owner state. In fact, he opined that
the state should build the [natural] gas pipeline and own it.

9:45: 10 AM

REPRESENTATI VE VEYHRAUCH proceeded to announce the next w tness
to testify on HB 223.

9:45:17 AM

MARK MYERS, drawing on his experience as fornmer director,
Division of Ol & Gas, Departnment of Natural Resources (DNR),
expl ained that he was testifying at the request of the sponsor
of HB 223 to address the econonmics of a gas pipeline project.
He said his preference would be for the conpanies and the state
to honor the ternms of the |eases and the plans of devel opnent
for the fields. However, if the admnistration fails to enforce
the | ease requirenents after conpanies fail to act on them then
it's worthy to discuss what other nechanisns are available. As
indicated earlier, one of the key questions is: what are the
econom cs of the gas pipeline. He opined that the gas pipeline
is economc. In fact, a report done by Econ One Research, Inc.
for the Alaska State Legislative Budget & Audit Conmittee on
August 31, 2005, [a copy of the report is included in the
commttee packet] illustrates that the gas pipeline is econonc
in a nunber of ways.

MR. MYERS, in summarizing sone of the key points in the report,
noted the project is very economcal at gas prices north of
$4.00/mllion British thermal units (mrbtu), and the market and
conpanies are predicting $7.00 to $8.00/mbtu gas prices in
general . Typical project risks, such as low gas prices and
i nadequate reserves, are not an issue, he noted. M. Mers
reviewed the various scenarios given by Econ One Research, Inc,
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all of which illustrate that the project is economic. He then
referenced Figure 8-3, which illustrates that earlier production
of the gas pipeline versus |ater production is nore econon ca
for the state.

9:57.:34 AM

CHAI R WEYHRAUCH announced that further questions for M. Mers
regarding his testinony may be addressed at the January 18,
2006, neeting.

[ HB 223 was hel d over.]

ADJ QURNVENT

There being no further business before the conmttee, the House

Special Conmmttee on WAays and Means neeting was adjourned at
9:58 a.m
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