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SUMVARY
HB 273 MUNI CI PAL GENERAL GRANT LAND

HB 273 was HEARD and HELD in Conmmttee for
further consideration.

HB 280 NATURAL GAS

HB 280 was HEARD and HELD in Committee for
further consideration.

#hb280
HOUSE BI LL NO. 280

"An Act relating to natural gas; relating to a gas

st or age facility; relating to t he Regul at ory
Comm ssion of Alaska; relating to the participation by
the attorney general in a mtter involving the

approval of a rate or a gas supply contract; relating
to an incone tax credit for a gas storage facility;
relating to oil and gas production tax credits;
relating to the powers and duties of the Alaska Ol
and Gas Conservati on Comm ssi on; relating to
production tax credits for certain |osses and
expendi t ur es, i ncl udi ng expl oration expendi t ur es;
relating to the powers and duties of the director of
the division of Jlands and to |lease fees for the
storage of gas on state land; and providing for an
effective date.”

1:35:47 PM

REPRESENTATI VE M KE HAWKER, SPONSOR, explained that the
purpose of the bill was to address the shortage of fuel in
Sout hcentral Al askan comruniti es. He introduced staff who

had worked on the | egislation.

1: 38: 55 PM

Co-Chair Hawker directed attention to the sectional
analysis (copy on file). He enphasized the increasing
difficulty of neeting the demand for fuel in Southcentra
due to growi ng population in the area and the depletion of
natural gas in the Cook Inlet basin. He reported that
studies conducted by wutilities, government, and industry
have universally concluded that gas storage capacity is a
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critical elenment in achieving energy security. He argued
that the enpty or nearly enpty reservoirs left after
extracting the original natural gas could be wused as
storage vessels for gas produced from new wells. The
war ehoused gas could then allow for flexibility in meeting
demands during tinmes of peak use.

Co- Chair Hawker anticipated that adding storage capacity to
the supply chain would result in increased costs. He stated
that HB 280 would enable the legislature to effectively
provide consunmer cost relief wthout cost to the state
through an investnment tax credit for the devel opnent of gas
storage busi nesses when the stored gas is used for consumner
utilities. He stressed that the tax «credits in the
provi sion would not apply to existing warehouses.

Co-Chair Stoltze noted that market forces do not supply the
necessary incentive.

1:43: 26 PM

Co-Chair Hawker <called the legislation a market-driven
solution, not a governnment-driven one; governnent woul d not
provide a subsidy for the service but would facilitate
lowering the cost to consuners through third-party
devel oped st orage.

Co- Chair Hawker continued that the bill resolves current
regul atory uncertainty that has been inpeding gas storage
facility developnent. He remnded the conmttee that the
Regul atory Comm ssion of Alaska (RCA) had recently asked
the legislature for clarification of its regulatory
responsibilities rel ated to gas st or age facilities
providing gas to Southcentral consuners; HB 280 establishes
that the activity is regul ated.

Co- Chair Hawker added that regulatory clarification related
to the managenent of inventory was needed for potential
owners of gas storage facilities. He defined “inventory” as
the gas in the facility that would be cycled back to the
mar ket when needed. The |egislation adopts a “last in and
first out” inventory managenent structure. Production taxes
were not paid on any original gas renaining in the reserve,
but those nol ecul es are indistinguishable from gas that has
been put in for storage. To address this classic accounting
challenge related to any kind of inventory, the bill does
not tax gas pulled out until it exceeds the anmount put in.
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1: 47: 14 PM

Co- Chair Hawker pointed out that HB 280 explicitly mandates
that investnment tax credit utilized for the construction of
a qualified gas facility be passed on to the consuner. In
addi ti on, the bill provi des for gas deliverability
requi renents in Southcentral by making it as attractive as
possi ble for the exploration and devel opnent industry to go
after undi scovered gas in Cook Inlet.

Co- Chair Hawker described challenges getting conpanies to
explore and develop potential reserves in the Cook Inlet
basin. Wien Cook Inlet was first devel oped around 50 years
ago, there were several |arge dones of natural gas that
were relatively easy to locate and to exploit, allowng
Sout hcentral access to inexpensive energy. Although there
may still be a great deal of gas, it is located in smaller
stratigraphic traps. In addition, nost of the basin is
under water, and large portions are under land that is not
avai |l abl e for exploration and devel opnent.

Co-Chair Hawker maintained that the small traps are
unattractive to large oil and gas exploration and
devel opment conpani es such as ExxonMbile, ConocoPhillips,
and Chevron. He noted that the state nust attract a new
kind of explorers who are very reluctant to work in Al aska
because of oil and gas taxes currently in place; HB 280
nodi fies some provisions to make existing credits or tax
advantages nore accessible wth mnimal enhancenent to
other credits.

Co- Chair Hawker detailed that HB 280 would elimnate the
prohi bition against utilization of credits. Current statute
requires that the credits be anortized over two years; HB
280 allows anortization over one year. The bill also
elimnates the penalty against existing Cook Inlet tax
credits from earlier PPT/ ACES [Petroleum Production
Tax/ Al aska Clear and Equitable Share] |egislation. He noted
that the Cook Inlet tax structure is based on the ELF
[ Economic Limt Factor] formula, which was neant to provide
consuner cost relief. A conpany exploring in Cook Inlet is
required to discount tax credits it owns, elimnating the
benefit based on the differential between the ELF rate and
the ACES rate. The result has been investnment outside the
Cook Inlet.
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1:53:12 PM

Co- Chair Hawker concluded that HB 280 is about making gas
avai lable to consuners and relieving future cost increases
related to gas storage. The bill would also inpose
regulation on the energing gas storage industry for the
benefit of consunmers and provide potential operators wth
t he assurances needed to nove forward.

Co-Chair Stoltze noted energy challenges in Southcentral
and concerns about a comng shortage. Co-Chair Hawker
opined that the state has been fortunate so far to have
sufficient production and the ability to divert excess
production in tinmes of |ess demand, but he anticipated the
demand woul d exceed supply. He expected that the March 31,
2011 expiration of the federal export permt could
elimnate the ©production buffer in Southcentral. He
underlined that w thout the proposed storage, the average
daily flow woul d not neet peak denands.

Vice-Chair Thomas queried the transferability of tax
credits. Co-Chair Hawker replied that under current
statute, the credits are not transferable; however, an
i ndi vi dual entity has the ability to apply to the
Department of Revenue for reinbursenent if it cannot
utilize all the credit.

1: 56: 49 PM

Representati ve Austerman questioned whether stored gas that
is tapped when needed would fluctuate in price or be
anortized across the year. Co-Chair Hawker replied that the
RCA would regulate gas flowing to consunmers through a
storage facility. The comm ssion m ght | evel prices
t hroughout the year; alternatively, it could allow |ower
prices in the summer when demand is |ow and gas storage is
“off-line” and require higher prices during peak w nter
demand.

Representative Fairclough referred to refunds collected
through the GOl and Gas Tax Credit Fund and queried the
bal ance of the fund. Co-Chair Hawker replied that the
credit fund was originally established with $400 mllion
and is recharged annually based on expected demands. The
determ nati on was nmade the previous year that the fund was
overfunded and the |egislature reappropriated $200 nillion
out of the fund through the supplenental budget. The
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governor requested $140 mllion be added to the fund in the
current year’s budget. He anticipated that $20 mllion to
$25 mllion would be needed considering the $15 nillion
credit limt per facility (for the one or two 10 billion
cubic feet storage facilities needed for Cook Inlet).

2:00: 53 PM

Representative Fairclough referenced ownership in Section 4
and asked what would happen if a conpany sold a facility.
Co- Chair Hawker responded that there are two conponents to
storage facility enhancenents: Section 10 addresses an
investment tax credit and Section 4 directs DNR to waive
| and | ease fees for the first ten years for a qualified gas
storage facility. In addition, an anti-churning provision
stipulates that a facility in operation prior to the bil
cannot receive credits, and if the storage facility 1is
sold, credits cannot be obtained on the purchase.

JAN LEVY, STAFF, REPRESENTATIVE M KE HAVWKER, specified that
the provision was in Section 10(g) on page 10 of HB 280.

Co- Chair Hawker pointed to Section 10(h) on page 10 and
enphasi zed the inportance of providing recapture provisions
when providing investnent tax credits in case a storage
facility ceases comercial operations. He did not intend a
business to get a credit in year one, go out of business in
year two, and then pocket the <credit. The recapture
provision requires a ten-year step-down in order to fully
vest in the tax credit.

Representative Fairclough turned to a Section 4 requirenent
that the credits be reflected in the fuel base rate. She
asked how to ensure protection for rate payers once the
credits are passed on to the owner of the gas.

2:04:36 PM

Co- Chair Hawker responded that the RCA would regulate the
operations of gas storage facilities operated for consumner
pur poses.

Representative Fairclough asked about royalties and the
rel ati onship between the market price a utility would pay
for gas and the price a consuner woul d pay. Co-Chair Hawker
pointed out that a utility does not pay royalties; only the
producer of the gas pays royalties when the gas is taken
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from the ground during original production. He stressed
t hat t he st orage facilities are only war ehousi ng
facilities.

Representative Fairclough remarked that the rate paid by a
utility includes the tax. She was concerned that utilities
woul d buy I ow, store the gas, and charge consuners nore.

LARRY PERSI LY, STAFF, REPRESENTATIVE M KE HAWKER, expl ai ned
that for third-party gas storage, the utility would buy gas
during the year and pay the contract price to the
producers. He enphasized that the price for the gas would
not change when it cones back out of storage because
utilities are not allowed to make a profit on the gas. The
RCA would allow the utility to only recover what it paid
for the gas plus the cost of storage.

Co- Chair Hawker added that the contracts are typically
| ong-term upst ream procurenment contracts.

2:08: 09 PM

Representative Gara queried the current tax structure in
Cook Inlet. He wanted to know nore about the additional tax
incentives as well as the current production tax in Cook
Inlet. He agreed that gas storage is needed and supported
passage of sone form of gas storage incentive in the
current year. Regarding incentives to pronote exploration
in Cook Inlet, he believed that the tax rate was not too
hi gh, but that no one would spend the noney to get the gas
unl ess they knew they could sell it. He relayed concerns
that the remaining gas resource is hard to explore for
wi thout a long-term buyer. He wondered why nore tax credits
on Cook Inlet gas was the answer.

M. Persily responded that the tax structure for gas
produced in Cook Inlet and used in Alaska is hardwred
under ELF at about $0.17 per thousand cubic feet.

Representative Gara asked for nore information. M. Persily
explained that the tax essentially conmes in at $0.17 and
cannot go above that nunber; he did not know whether it
could go under. He noted that the tax rate would not be
changed; the legislation deals with exploration credits.

2:12:14 PM
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ROGER MARKS, CONSULTANT, HOUSE FI NANCE COWMM TTEE, detailed
that Cook Inlet taxes were originally crafted under PPT and
carried over into ACES and used the ELF structure that was
in place when PPT cane into effect April 1, 2006. For both
oil and gas, the average ELF structure that was in place
the prior twelve nonths is hardwmred in through 2022; for
any field that went into production after the PPT effective
date, the average ELF rate for all other fields becane the
actual ELF structure for new fields.

M. Marks explained that the ELF structure was a product of
two things: the nominal rate of 10 percent for gas and the
ELF, which was a nunber that gave every gas well 10,000 ntf
per well per day tax free. The ELF nunber (a fraction)
times the 10 percent tax rate cones to $0.17/ncf for Cook
I nl et.

M. Mrks continued that oil works in a simlar way; the
ELF structure for oil was 300 barrels per well per day tax
free coupled with a 15 percent gross rate. For oil, the ELF
rate happened to be zero, so Cook Inlet oil pays no
severance tax under the current production tax |aw.

Representative Gara queried the percentage tax rate charged
on the gross on Cook Inlet gas currently. M. Persily
responded that the nunmber would depend on the price; if the
price is $8 per thousand cubic feet, the tax rate would be
2 percent using the $0.17. The rate would fluctuate wth
the price the producers get under a particular contract.

M. Mrks pointed out that the $0.17 is independent of the
price; ELF reflected 10,000 ncf per well per day tax free
regardl ess of the price.

Representative Gara asked the range of current gas prices
to understand the relative value of the $0.17.

2:16:16 PM

M. Marks replied that a w de spectrum of contracts exist
in Cook Inlet, including old contracts with |ow prices and
others that reflect the current Henry Hub [natural gas
spot] price based on a three-year rolling average. He added
that the $0.17 tax rate applies whether the contract is
currently receiving $1 or $8 for the gas.
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Representative Gara queried the current Henry Hub price.
Co-Chair Hawker replied that the price was currently $4.20
and has been shifting between $4.25 and $5 for the past
several nonths.

Representative Gara surmsed the benchmark would be a 3
percent gross tax. M. Persily replied that the nunber
woul d be 4 percent.

Co- Chair Hawker comented that one of the things driving
the market was that people who had gas to produce and sel
were unable to get a long-term contract approved by the
RCA. He reported that the commission had rejected a couple
of viable long-term contracts with m nimal explanation and
that there had been conflict over the issue. He referred to
a shift within the conm ssion towards understanding that it
has been part of the problem

Co-Chair Hawker infornmed the conmttee that he had wanted
to renove the RCA from regul ating procurenent contracts. He
recogni zed that allowing the market to operate freely would
not be consuner-friendly. He noted that |anguage had been
put into HB 280 providing specific guidance to the RCA, RCA
had helped with the |anguage and felt it would aid the
agency in evaluating future long-term contracts. In Section
5, the commssion is directed to consider the inpact of
| ong-term gas supply contracts on consuners. He stressed
that the criteria was very different than in the past; the
consequence of rejecting two mmjor contracts has severely
exacer bat ed pr obl ens with securing deliverability.
Conmpanies are no longer willing to enter into long-term
contracts under the sanme terns.

2:20: 00 PM

BOB PI CKETT, CHAI RVAN, REGULATORY COWMM SSI ON OF ALASKA (via
t el econf erence), acknowl edged that the conmi ssion had
declined to approve a series of contracts in the past. He
noted that HB 280 asks RCA to consider and articulate the

reasons for declining <contracts and the i npact on
consuners. The bill requires wap-up and that other parties
to t he proceedi ngs t ake into account t he same

consi derati ons.
Representative Gara asked whether HB 280 woul d change RCA' s

analysis of rulings such as the denial of the ENSTAR
contract the previous vyear. M. Pickett believed the

House Fi nance Conmmittee 9 03/17/10 1:35 P. M



commi ssion had considered the inpact of declining the
contracts and pointed out that the proceedings involved
other parties. He enphasized that the conm ssion nmakes
decisions on the basis of developnments in proceedings. He
felt the world was significantly different than when the
contracts were being considered. He underlined the
seriousness of issues such as the lack of gas supply under
contract for Southcentral utilities and deliverability
issues. He believed HB 280 was a nove in the appropriate
direction, although he did not think it would correct all
probl ems in Cook Inlet.

Representative Gara enphasized that he did not intend to
criticize the RCA He asked whet her the proposed
| egislation would affect how the commission would rule on
simlar issues in the future. M. Pickett did not think
future RCA rulings could be pre-judged. He enphasized that
RCA does not regulate producers in Cook Inlet and cannot
conpel producers to enter into any kind of contract wth
any utility. The comm ssion has to respond to the filings
that the utilities nake and the contracts that they present
for review He viewed the Cook Inlet market as small and
di sconnect ed.

2:24: 13 PM

Representative Gara clarified that he wanted to know
whet her there was a provision in HB 280 that would affect
how t he comm ssion would rule on future cases.

Co-Chair Hawker noted that Section 5 was the relevant
secti on.

STUART GOERI NG ASSI STANT ATTORNEY GENERAL, COVMERCI AL/ FAIR
BUSI NESS SECTION, CIVIL DI VISION (ANCHORAGE), DEPARTMENT OF
LAW (via teleconference), informed the conmttee that he
was assigned to RCA. He explained that Section 5 would add
a new provision to the basic authority of the conm ssion,
requiring it to look at specifically naned factors when
determ ning whether or not a contract should be considered
just and reasonable and therefore approved. In particular

the provision points RCA and parties presenting evidence to
the comm ssion to considerations of whether or not a
utility has alternatives to the contract presented, and if
not, the inpact the rejection of a contract would have on
the reliability of the wutility's service. The provision
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woul d change the commi ssion’s behavior as well as require
parties to bring relevant evidence to the conm ssion.

Representative Gara queried the role of the Attorney
CGeneral’s Ofice related to consuner protection on RCA
matters. M. Goering replied that there are tw statutory
roles for the departnment regarding utilities and pipeline
regul ation. He described his role as advisor to the RCA
directly. The other role relates to the Regulatory Affairs
& Public Advocacy (RAPA) section of the Departnment of Law,
that function is filled by Daniel Patrick O Tierney.

M. Persily directed attention to Section 20 of HB 280,
whi ch uses the sanme |anguage as Section 5 and directs RAPA
to consider the sane issues when weighing in on the side of
t he public.

2:28:26 PM

Representative Gara asked the departnent’s opinion on the
section. M. Goering opined that |anguage in both sections
will be beneficial to the RCA in that it wll cause the
parties to bring additional rel evant evidence into
proceedi ngs when the conmi ssion is considering whether or
not to approve gas sales agreenents and rates related to
natural gas transactions. He enphasized that nore evidence
is always good and encouraged guidance from the |egislature
regarding the kinds of evidence that should be considered
when maki ng such an i nport ant public i nt erest
det erm nati on.

M. Persily informed the commttee that he had worked with
M. O Tierney on the section.

Representative Gara requested i nput from M. O Tierney.

Co- Chai r Hawker suggested nore explanation of the increased
access to existing credits offered by the bill. M. Persily
explained that the hope is that third-party gas storage
would foster nmre of a market and therefore nore
production. He anticipated that the credits in the bill
would renove the limtation so that sonmeone investing in
Cook Inlet exploration receives credit, can use the full
credit for their state-wide tax return, and allows Cook
Inlet explorers to recover their full tax credit in the
first year rather than over two years.
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M. Persily noted that currently in Cook Inlet a conpany
can get a 30 or 40 percent credit on exploration dependi ng

on how far it is from the existing well; Section 16 puts
the credit at 40 percent and applies it to all well-related
| ease  expenditures in Cook I nl et, whi ch i ncl udes

delineation wells, service wells, and anything related to
produci ng oil and gas.

Co- Chair Hawker added that after HB 280 had been introduced
and identified inpedinments in the Cook Inlet, t he
adm nistration brought forward a state-wide bill to adjust
some of the oil and gas credits. He assured the conmttee
that HB 280 does not apply beyond the Cook Inlet.

2:32:56 PM

Representative Gara requested analysis of esti mat ed
subsi di es under HB 280. He wondered whether the $0.17 tax
rate and 40 percent credit could result in paying people to
produce Cook Inlet gas. M. Persily responded that the
anount was unknown; to calculate how nuch tax credit a
conpany could get he needed to know how nuch it would
invest in the inlet during the next ten years. The fisca
effect would be a percentage of eligible expenses in future
years; if no one spends, the state pays no credits. If a
conpany finds gas, the state would conme out ahead through
its royalty and production tax. In addition, there would be
the indirect benefit of nore gas in Cook Inlet.

M. Persily responded to the second question regarding
whet her the state could end up paying soneone to produce
gas. He explained that the state would not end up paying a
producer. However, a conpany could possibly invest so nuch
in a single year that available tax credit for the year
woul d exceed production tax liability; in that case the
credit could be carried forward to a future year or
essentially refunded by the state. He added that regardl ess
of where a producer nade the investnent that earned the tax
credit, the credit would be applied to the conpany’s tax
return for its total statewide production tax liability.
[ Under state |aw, production taxes are assessed on the
value of a conpany’s total statew de production, not
i ndi vidual wells or fields.]

Co-Chair Stoltze regarded the neasure as a tax credit for

constituents who are using natural gas. He believed the
ultimate subsidy was for the consuners in Southcentral. Co-
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Chair Hawker agreed that corporate entities do not pay
taxes; consuners pay the taxes. The Cook Inlet is unique in
that the mgjority of the gas produced there is for Al askan
consunption. The state needs a reasonable tax structure;
considerations are different than for |arger projects ained
at export.

Co-Chair Stoltze believed some would view the issue as a
Sout hcentral subsidy. Co-Chair Hawker agreed the politica
argunent could be raised. He asked nenbers to be
"statesmanl i ke" and enphasized the nunber of <citizens
affected. He stressed that nothing was being asked of the
state treasury in the bill; the neasure intends to
incentivize third-party investnent in Cook Inlet in order
to provide greater devel opnent of resources.

Co-Chair Stoltze viewed the neasure as a consuner credit.

2:37: 53 PM

Representati ve Doogan questioned who would take advantage
of the gas storage in the |legislation. Co-Chair Hawker
responded that the issue was inventory managenent; part of
i nventory nmanagenent is who owns the inventory. He listed
possi bl e alternatives:

* A public wutility constructs its own gas storage
facility, acquires a |ease, and devel ops the storage
facility that is operated as part of the utility;

e A public utility acquires gas under |ong-term purchase
contracts from a producer and further contracts with a
third-party storage owner/operator; or

* A producer needs a warehouse for their own produced
gas prior to nmeeting contractual delivery demands.

Co- Chair Hawker pointed out that the gas storage facility
investnment tax credits in HB 280 are not available to a
producer devel oping storage capacity for their own gas. The
credits are available to a public utility that will benefit
t he consuner.

M. Persily comented that Chevron and Marathon already
have their own gas storage facilities; they put the gas in
year-round and draw to neet contractual deliverability
requirenents for utilities. He noted that such proprietary
storage would not get the incentives and would not be
regulated by the RCA under HB 280. The incentives and
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regul ation apply to open-access storage for utilities that
buy gas through contracts; the wutilities pay for the
storage fee as an unbundl ed price.

Representative Doogan questioned whether pricing and
regul atory structure would be sufficient to assure that
consuners would not be paying a premum for the gas when it
conmes out of the warehouse.

2:42:35 PM

M. Persily replied that a utility has to get the gas
contracts approved by the RCA. He stressed that a conpany
would only be able to charge the price they paid for the
gas plus the cost of storage; HB 280 would regulate the
cost of storage, while the wutilities and gas supply
contracts are already regqulated. The RCA would determ ne
whether the price was appropriate to pass on to the
consuner. The utility could determine how to deal with the
cost of storage service; for exanple, it could use a winter
surcharge, or spread the cost over the whole year. He
underlined that the wutility cannot nake a profit on the
gas.

Representati ve Doogan asked whether he neant to say a
utility cannot nake “any additional profit on the gas.” M.
Persily replied that utilities are not allowed to nake any
profit on the gas. Co-Chair Hawker added that a |ong-term
supply contract by the regulated utility would be done
t hrough the RCA

Representati ve Doogan want ed further clarification
regardi ng consuners paying too nuch for the storage after
costs have been decided. Co-Chair Hawker replied that the
regul ations and pricing structure work to assure that a
utility does not meke a profit on gas. The utility makes
its earnings on invested capital in the transportation
system He referred to an Institute of Social and Economc
Research (ISER) study showing that from 1996 to 2007,
consuner prices declined as wutilities developed nore
efficient transportation systens, but commodity prices
drove consuner prices up substantially.

Represent ati ve Doogan wanted people to have a clear idea of
what is being asked and what is being offered.

2:46: 30 PM
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Co-Chair Hawker assured him that the receipt of any
financi al advantage is under RCA regul ation.

Representative Gara queried the change in the tax credit
from 30 percent to 40 percent. He questioned whether a
larger tax credit would result in nore production; he
believed the lack of Jlong-term contracts has deterred
exploration in Cook Inlet, not tax rates. Co-Chair Hawker
replied that they would have to agree to disagree on the
poi nt; sone people believe industry can be notivated to
produce through taxes, and others do not. He felt that the
consuner benefited the nobst and new explorers/producers
would be attracted when governnent takes less from the
val ue of the resource.

M. Persily added that exploration in Cook Inlet is
increasingly costly as well as risky; he argued that the
state paying nore in tax credits was cheaper than
subsidizing fuel or paying towards a gas pipeline if there
is not enough gas in Cook Inlet.

Co- Chair Hawker noted that the 40 percent credit is not new
but nmakes the existing tiered 30/40 percent credit (crafted
for the North Sl ope) nore appropriate to Cook Inlet.

2:50:39 PM

Representative Gara wanted evidence that nore tax credit
woul d nmean nore gas. He did not think it was fair to say
the people in Southcentral would suffer if nore tax credits
are not offered. He pointed out that there has not been
enough exploration in Cook Inlet in spite of extensive tax
relief granted in the last ten years through exenption from
ACES and PPT, as well additional tax credits for Cook Inlet
exploration. He questioned adding another form of tax
relief before analyzing how the past ten years of tax
credits have worked. Co-Chair Hawker replied that Cook
Inl et has not been granted tax relief; exenpting the basin
by allowing retention of the existing tax structure had
been determined to be in the best interest of the region’s
consuners.

Co-Chair Stoltze added that people in Chugiak and Wasilla
believed the state did not require as nuch.
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Co- Chair Hawker stated that attracting capital is about
being conpetitive. He believed the basin would be nore
attractive to investors through elimnation of the Cook
Inl et penalty and the 30/40 percent tier.

Representative Gara requested a history of Cook Inlet tax
credits adopted in the past decade. M. Persily replied
that he would get the information.

Representative Gara did not think the bill reflected
di scussion that production and exploration tax credits
woul d benefit consuners. Co-Chair Hawker explained that the
cost of the product to the utility is the basis of the rate
maki ng; the less governnent takes, the |ess the consuner
will pay.

Representative Gara recalled a past argunent made connected
to an RCA application about charging narket or Henry Hub
rates wthout an adjustnent for tax credits. He asked
whet her there would be an adjustnent for tax credits. M.
Persily replied that there is not a statutory, direct
dol | ar-for-doll ar requi r enent t hat tax dollars flow
through; the tax rate is reflected in that the utilities
pay the production tax under Cook Inlet supply contracts.

2:55:59 PM

Representati ve Doogan noted that one part of the bill is
about gas storage and another is about incentivizing nore
exploration in Cook Inlet. He asked whether there was a
reliable estinmate of when the stored gas would not be
enough to neet the demand. M. Persily believed that the
utilities would need nore gas around 2013 in order to neet
t he need.

Co-Chair Stoltze pointed out that there have already been
sone close calls. Co-Chair Hawker added that the situation
could be exacerbated if the production buffer provided by
the export facility is lost in March 2011. Co-Chair Stoltze
enphasi zed the seriousness of the issue.

Co- Chair Hawker MOVED to ADOPT Anendnent 1 (26-LS1185\C. 1,
Bul | ock, 3/10/10):

Page 7, following line 14:
Insert a new bill section to read:
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"*Sec.7.AS 42.05.711 is anmended by adding a new
subsection to read:

(q) The service of natural gas storage
furnished by operating a natural gas storage
facility that is (1) part of a pipeline facility
operated by a pipeline carrier, (2) part of a
natural gas pipeline facility operated by a
natural gas pipeline carrier, or (3) part of a
North  Slope natural gas pipeline facility
operated by a North Slope natural gas pipeline

carrier is exenpt from this chapter. In this
subsecti on, "nat ur al gas pipeline carrier,"
"natural gas pipeline facility,” "North Slope
nat ur al gas pipeline carrier,”™ "North Slope
nat ur al gas pi peline facility," "pi pel i ne
carrier," and "pipeline facility" have the
meani ngs given in AS 42.06.630."

Renunber the followi ng bill sections accordingly.

Page 9, line 9:
Del ete "for"

Co-Chair Stoltze OBIJECTED for discussion

Co- Chair Hawker explained that there is not law related to
gas storage facilities and that a regulatory distinction
needed to be nade between storage facilities and gas
storage in sonething such as a pipeline (called "packing”).
He infornmed the commttee that Anendnent 1 clarifies that a
gas storage facility that is part of a natural gas pipeline
and already regulated under the RCA is not subject to
regul ation under HB 280, which intends to create storage
facilities in order to nmeet consunmer demands.

3: 00: 38 PM

M. Persily expanded that the |anguage in the anmendnent was
drafted by M. Goering, the Assistant Attorney GCeneral
assigned to the RCA. M. CGoering had felt clarification was
needed for tw sections of RCA regulation: AS 40.205
(utilities, under which gas storage would be regul ated),
and AS 40.206 (which regulates pipelines). M. Goering felt
the bill referred to a storage facility that is part of a
regul ated natural gas pipeline under 40.206 and does not
need to be regul ated a second tinme under 40. 205.
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Co-Chair Stoltze queried the renoval of the word “for” on
page 9, line 9. Co-Chair Hawker replied that the |anguage
was preferred by the Departnent of Revenue.

Co-Chair Stoltze WTHDREW his OBJECTION. There being NO
further OBJECTION, Amendnent 1 was ADOPTED

Co- Chair Hawker MOVED to ADOPT Anendnent 2 (26-LS1185\C. 3,
Bul | ock, 3/16/10):

Page 15, following line 9:
I nsert a new subsection to read:

“(o) For the purposes of (m and (n) of this
section, a Cook Inlet well |lease expenditure is a
| ease expenditure that is incurred in the Cook Inlet
sedinentary basin that is directly related to a well.
A | ease expenditure is directly related to a well if

(1) during exploration and devel opnent, the |ease
expenditure is characterized as an intangible
drilling and devel opnent cost under 26 U S C
263(c) (Internal Revenue Code) or 26 CF.R
1.612-4 regardless of any election nmade under
t hose provi si ons;

(2) during production, the |ease expenditure is an
expenditure that is directly related to the
processes of operating a well and noving fluids
to the assenbly of valves, pipes, and fittings
used to control the flow of oil and gas from

the casinghead, but does not include the
processes of gat heri ng, separati ng, and
processing well fluids downstream from that
assenbl y;

(3) it is an overhead expenditure authorized under
AS 43. 55. 165(a) (2) for expl oring for,
devel opi ng, or producing, as applicable, the
oil or gas deposits, or an expense for seismc
work conducted wthin the boundaries of a
production or exploration unit.”

Co-Chair Stoltze OBJECTED for discussion

Co-Chair Hawker explained that the anendnent provides a

clear definition of Cook Inlet well |ease expenses. He
pointed to vagueness in current law that needs to be
addr essed. The anendnent focuses on |IRS rules for

determning eligible well expenses.
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Co-Chair Stoltze WTHDREW his OBJECTION. There being NO
further OBJECTI ON, Anmendnment 2 was adopt ed.

3:03:47 PM

Co- Chair Hawker wanted to discuss an anmendnment that had not
yet been drafted. He believed DNR would object to the
amendnent, and that he did not view the departnent as
anmenable to furthering the production of Cook Inlet gas. He
expl ai ned that the undrafted anendnent related to
proprietary st or age | ease oper at i ons, particularly
connected with gas storage.

Co- Chair Hawker |isted three storage scenari os:

 Areqgulated public utility owns and operates storage;

e (Open-access third-party storage is offered for a
price; or

* An investor in Cook Inlet builds a warehouse for their
own benefit, not available to the public on a third-
party basis.

Co-Chair Hawker renmnded the conmttee that HB 280 is
crafted so that either open-access third-party storage or
utility-owned storage gets the benefits of the incentives,
but woul d be subject to regulation.

Co-Chair Hawker referred to a DNR decision to not permt
proprietary storage; the departnment wanted open-access
storage. He felt the decision was unfair and an over-
application of regulatory authority. He also believed the
position violates an inportant free-market principle: the
state grants exploration/production |eases to an entity and
then tells the entity it cannot build the assets it
believes are commercially reasonable, appropriate, and
necessary to operate the business of developing the state’s
natural resources.

Co-Chair Hawker inforned the commttee that his proposed
anmendnent would specifically allow third-party proprietary
storage and say that DNR may not deny an application for a
| ease solely on the grounds that it wuld be used
exclusively for the entity’s own product. He believed the
amendnment woul d protect investors in Cook Inlet and at the
same tinme not conpronmise what the bill is attenpting to
acconplish by creating incentives for open-access storage.
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Co-Chair Stoltze wanted DNR to testify before the full
committee. He thought the proposed anmendnent would raise
policy questions.

3:08:11 PM

Representative Gara requested an analysis of HB 280 by both
DNR and REV.

Co-Chair Stoltze reported that he had issued invitations.
He wanted conmttee nmenbers to have the testinony needed.

HB 280 was HEARD and HELD in Commttee for further
consi derati on.

3:10: 47 PM AT EASE
3:14: 40 PM RECONVENED
#hb273

HOUSE BI LL NO. 273

"An Act relating to general grant l|land entitlenents
for the Gty and Borough of Wangell; and providing
for an effective date.”

3:14: 48 PM

REPRESENTATI VE PEGGY W LSON, SPONSOR, explained that HB 273
woul d increase the land entitlenment to the City and Borough
of Wangell, correcting a deficit in the borough formation
process. She noted that the state grants state land to
support the devel opnment of a new borough.

Representative WIson detailed that Wangell’'s original
entitlement in 2008 was only 1,952 acres. Negotiations with
the Department of Natural Resources (DNR) resulted in an
agreenent regarding acreage; however a new anendnent was
required to bring the total entitlenent to 9,006 acres. The
additional acreage would allow the Cty and Borough of
Wangell to select the Sunny Bay section of the C evel and
Peni nsul a. She enphasized that the land is inportant to
provide for the needs of the borough and to address the
econoni c, cul tural, and resource-based goals of the
residents. The parcel was not included originally because
boundari es had not been set.
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Representati ve Austerman asked whether the requested parcel
was connected to the rest of the borough s | and.

REID HARRI' S, STAFF, REPRESENTATIVE PEGGY WLSON, replied
that Wangell is on an island, but the borough enconpasses
ot her pi eces.

Representative Austerman queried the proximty of the
proposed land to the existing borough. M. Harris replied
that a boat was needed to access the parcel.

3:19:15 PM

STEVE PRYSUNKA, DI RECTOR, ALASKA CROSSI NGS, WRANGELL, spoke
to concerns regarding the legislation. He testified as
representative of a |large comunity-service organization in
W angel | that provides nedical, dental, pharmaceutical, and
therapeutic services to the surrounding areas. Al aska
Crossings also runs the largest wlderness therapy program
in Alaska. About 250 Alaskan young people travel to a
floating facility off Deer Island, a renovated |ogging canp
noored near the island.

M. Prysunka told the commttee that the area under
consideration on Cleveland Peninsula is inportant to Al aska
Crossing’s operation. The waters are protected and can be
used by the kids. He was concerned about the potential for
devel opment in the area. He stressed that Al aska Crossings
with 85 enployees is the largest enployer in the community
and has been a significant financial contributor to the
| ocal econony. He noted that there are not other nporing
options in the borough for the floating facility.

MARK GALLA, OWMER/ OPERATOR, ALASKA PEAK & SEAS, WRANGELL,
spoke in opposition to the legislation. He explained that

he runs a guide/charter operation out of Wangell. He was
concerned about developnment in the |land selection, such as
| ogging or construction, which would severely limt his

operations, especially brown bear hunting.

M. Galla enphasized that developnent of the area would
di splace him from the area; the parcel covers over 30
percent of the area he operates in and would result in a 30
percent negative inpact to his business. He stated his
support of Wangell acquiring the piece of land to better
serve the conmunity.
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3:25:19 PM

Vice-Chair Thomas noted that the borough would have
jurisdiction over the area and could neke |[|and-use
decisions, including to log. M. @Glla wunderstood, but
hoped the borough would consider the interests of small
busi nesses such as his.

CAROL RUSHVORE, ECONOM C DEVELOPMENT DI RECTOR, CTY &
BOROUGH OF WRANGELL (via teleconference), testified in
support of the Ilegislation. She strongly stressed the
importance of the entitlenent for long-term economc
sustainability in the borough. She pointed out that the
borough has been negotiating with DNR regarding the
additional entitlenment; agreenment had been secured rel ated
to the 6,506 acreage anmount. However, the Sunny Bay parce
on the develand Peni nsula  never came up during
negoti ati ons because of inadequate information from DNR
regarding the possibility of selecting the area.

Ms. Rushnore informed the committee that in 2005, when the
University of Alaska land bill had conme forward, W angel

had | obbied successfully to have three other areas within
the proposed borough set aside for possible selection.

However, after the 2005 land bill passed, Myers Chuck
approached Wangell about becomng part of the formng
borough instead of the Ketchi kan borough (which was going
through an annexation process at the sane tine). In

response, the borough boundary line was nodified to include
part of the Ceveland Peninsula. She enphasized the
i nportance of Meyers Chuck to the borough and requested the
addi ti onal acreage.

Vice-Chair Thomas noted that Amendnent 1 would address the
i ssue.

3:28:13 PM

TI MOTHY ROONEY, MANAGER, CITY & BOROUGH OF WRANGELL (via
tel econference), stated that the borough is interested in
the area for its economc potential and benefits. He
reported that the borough is working closely with Al aska
Crossings and local businesses on current and future
potential use of the area, and noted that Meyers Chuck
residents use it for recreation and subsistence.
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Representative WIson read a paragraph from the third page
of a handout, "Section 14.40.365. University land grant”
(copy on file):

(o) Notwithstanding (a) of this section, the state
land identified in this subsection and described in
t he docunent entitled “University of Al aska Land G ant
List 2005,” dated January 12, 2005, wmy not be
conveyed by the University of Alaska wunder this
section if the land is included in a borough forned
before July 1, 2009, that includes Wangell or
Petersburg. If a borough is not forned before July 1,
2009, land described in this subsection shall be
conveyed to the University of Alaska on July 1, 2009
If a borough is formed before July 1, 2009, and the

borough does not select |and described in this
subsection before January 1, 2013, the I|and not
selected by the borough shall be conveyed to the

Uni versity of Al aska on June 30, 2013.

Representative WIson rem nded the conmttee that W angel
becane a borough in 2008 and that the proposed portion of
Cl evel and Peninsula was not on the list only because the
boundaries were unknown at the tinme. She noted that when
the university land grant becane law, it was decided that
Wangel | would get first pick of the |and.

Vice-Chair Thomas noted that the anendnents would be
further discussed at a future hearing.

Representative Fairclough asked whether DNR would be
present to speak to the anendnents.

3:32: 33 PM

Vi ce- Chair Thomas CLOSED public testinony.

HB 273 was HEARD and HELD in Commttee for further
consi derati on.

#
ADJ QURNVENT

The neeting was adjourned at 3:34 PM
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