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CALL TO ORDER
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CSHB 273 (FIN) was REPORTED out of Conmittee with
a "do pass" recomendation and the previously
publ i shed fiscal note: FN# 1(DNR)

HB 280 NATURAL GAS

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

9:26: 04 AM

#hb273
HOUSE BILL NO. 273

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

9:27:16 AM

REPRESENTATI VE PEGGY W LSON, SPONSOR, spoke briefly to the
| egi sl ation.

9:27:55 AM AT EASE

9:29: 08 AM RECONVENED

REI D HARRI S, STAFF, REPRESENTATIVE WLSON, explained that
the bill related to land entitlenents for the Cty and
Borough of Wangell. Wangell had originally received a

smaller land entitlenment of 1,952 acres fromthe state when
t he borough was set up. The formula used by the Departnent
of Natural Resources (DNR) for giving land to boroughs
deeds 10 percent of vacant, unappropriated, and unreserved

(VW) state land; Wangell is conprised of 97 percent
federal |and. Wangell negotiated wth DNR to get 6,506
acres total. Later, the borough realized that the 2,500

acre Sunny Bay parcel shown on the nmap (copy on file) was
slated for the University of Al aska.

M. Harris referred to various parties who used the Sunny
Bay parcel: Al aska Crossings, a statewide w lderness youth
program another individual with a guide business; and the
i nhabi tants of Meyers Chuck. He explained that an amendnent
would allow the Gty and Borough of Wangell to exercise
control over the area to provide for the economc and
recreational needs of its citizens. He pointed to a
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conflict with HB 295, the university land grant bill, and
noted that Representative WIson had passed an anendnent in
the House Resources Commttee giving Wangell precedence
over the university related to the requested | and.

9:32: 28 AM

Representative Fairclough asked whether Wangell still has
first choice over the university. M. Harris responded that
the university bill was anmended and would give Wangell
first choice over the university.

Representative Fairclough +thought there was already a
statute stating the fact and wanted to know why an
anendnent was al so needed. M. Harris responded that HB 273
had been anended in the Community and Regional Affairs
Committee (CRA) to provide 6,506 acres; the anendnent
before the House Finance Conmmittee seeks to add an
additional 2,500 acres (the exact size of the Sunny Bay
parcel). He detailed that the sponsor wanted to anmend both
bills: HB 295 to give Wangell priority choice over the
university, and HB 273 to increase Wangell’'s land grant to
allow themto sel ect the parcel

Representative WIlson stated that the normal process allows
a borough to select 10 percent; if the amendnent passes the
anount would only be one half of one percent. She added
that the Sunny Bay parcel was not in the original bill
because the boundari es of the borough were not known.

Representati ve Faircl ough understood that the preference of
the borough’s selection over the university was already in
current statute (AS 14.40.365). She asked whether sonething
had changed to necessitate changing statute. M. Harris
responded that the statute does not Ilist the particular
par cel

Representative Fairclough wondered whether the intent was
then further clarity. She asked if the statute allow ng the
borough first <choice was still in place. M. Harris
responded in the affirmative.

9:35:52 AM

Vi ce-Chair Thomas MOVED Anmendnent 1, 26-LS1292\R 4 (Cook,
3/ 16/ 10):
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Page 2, line 6:
Del ete “6, 505"
| nsert “9, 006"

Co-Chair Stoltze OBIJECTED for discussion

Vice-Chair Thomas spoke in favor of encouraging the
formati on of boroughs, and opined that the state should
give state land when a borough does not have enough. He
hoped DNR woul d support the addition of the parcel.

9:37:27 AM

DI CK MYLIUS, DI RECTOR, DIVISION OF M N NG LAND and WATER,
DEPARTMENT OF NATURAL RESOURCES (via teleconference),
addressed Representative Fairclough’s question, explaining
that the university statute needed to be anended because it
was ruled unconstitutional, which is why the wuniversity
land bill is before the legislature again. He underlined
the fact that there is no current statute giving the
bor ough preference over the university.

M. Mlius turned to the position of DNR on HB 273. He
explained that the departnment agrees that the entitlenent
for the Cty and Borough of Wangell was not sufficient. He
detailed that the forrmula regarding how rmuch land is
allotted to nmunicipalities is driven by AS 29.65 allowance
of 10 percent of vacant, unappropriated, and unreserved
state land. He noted that the Gty and Borough of Wangel
and Hai nes Borough entitlements are small because both are
surrounded by national forest Iand. The departnment had
agreed to work with both Wangell and Haines to consider
appropriate parcels of land in order to increase the
entitlenents. He reported that the nunber DNR proposed for
the Gty and Borough of Wangell was 6,506 acres.

M. Mlius stated that the departnent did not support the
amendnent to increase the entitlement because it felt
transfer of the [Sunny Bay] parcel to the university was
nore appropriate. In addition, commtnments had been nmade to
the university. He noted that the House version of the bill
had been anended in the House Resources Conmttee to renove
the parcel, although the parcel is still slated for the
university in the Senate version of the bill

M. Mlius added that DNR supports the efforts of Wangel
and Haines to increase their entitlenents.
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9:40: 15 AM

Representative Gara pointed out that the bill does not
identify the parcels; he wanted to know whether the acreage
di scussed corresponded to the parcels. M. MIlius responded
that the departnent had a “gentleman's agreenment” with the
Cty and Borough of Wangell as to what |ands would be
selected. He noted there were limts to the land that could
be selected, as the statutory definition of what |[|ands
muni ci palities can get is still “vacant, unappropriated,
unreserved (VUU) state lands.” He stressed that all the
| ands that have been discussed with the Gty and Borough of
Wangell qualify as VUU | ands; a subsequent deci sion-nmaking
process will have to take place to determ ne whether it is
in the state’'s best interests to transfer the specific
parcels of |and. He added that one of the big issues was
inpact on the state’'s tinber program in Southeast; the
departnment wanted to mnimze the valuable tinber |ands
that woul d be transferred.

Representative Gar a voi ced concerns regar di ng t he
Crittenden Creek watershed and asked whether the watershed
was part of the proposed land transfer. M. Mlius
responded that the borough had indicated an interest in a
portion of the parcel, not the entire parcel.

Representative Gara pointed to statute that requires the
state to maintain a public access easenent to water bodies
(including streams) when it transfers land. He asked
whet her the “to and along easenent” would be automatically
reserved if the parcel was transferred to the borough. M.
Mylius responded that providing for the easenent is a
requirenent of any land transfer. Public and navigable
waters are identified and then easenents along and to the
wat er bodi es are reserved.

Representative Gara asked whether the easenent |anguage was
required in the bill or if current statute was sufficient.
M. Mlius replied that all Jland transfers routinely
require the easenent and that there is no need to reference
it specifically.

9:43: 37 AM

Vi ce-Chair Thomas asked whether the university parcel was
part of the allowable tinber cut in Southeast. M. Mlius
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responded that the wuniversity parcels were not, but the
parcels Wangell is interested in were. Mst of the parcels
t he borough wanted prior to the Sunny Cove parcel were not
targeted by the university.

Representative Fairclough asked the estimated value of the
6,506 acres of land. M. Mlius replied that he did not
know, nunicipal entitlenments are strictly acreage driven
and DNR does not cal cul ate the val ue.

Representative Fairclough wondered whether the 9,006 acres
requested by the sponsor should be incorporated. M. Mlius
responded in the affirmative. He explained that although
muni ci pal entitlenments are fornmula driven, there have been
times when the |legislature has chosen to change the
purvi ew. He gave the exanples of Yakutat and the Lake and
Peni nsul a Bor oughs.

Representative Fairclough asked whether the constitutiona
challenge to the university land grant was the only reason
the parcels were available. M. Mlius responded that the
Sunny Bay parcel would have remmined deeded to the
university if the wuniversity land bill had not been
chal l enged or if the state had prevail ed. He added that the
university would have to deed the parcel back to the state
by May 1 if the university land bill did not pass.

9:47: 00 AM

Representative Kelly queried the history of the changing
acreage requested. Representative WIson explained that
Wangell had originally asked for 19,000 acres; the anount
has gone progressively down to 6,500. The amendnent would
add a parcel already used by residents and bring the tota
up to half of the original request.

M. Mlius added that the original entitlement for the Gty
and Borough of Wangell was about 1,900 acres, the formul a-
driven 10 percent of the VUU state |land. The original HB
273 asked for 19,000 acres; DNR felt that anmount was
unacceptable as it would significantly affect wuniversity
| ands and allowable tinber cut calculations for Southeast.
Di scussions with the city and borough resulted in agreenent
regarding the 6,500 acre figure. The Sunny Bay parcel was
added still later; DNR still felt it was nore appropriate
for the parcel to go to the university.

House Fi nance Conmmittee 6 03/18/10 9:25 A M



Representative Kelly asked whet her the parcel the anmendnent
woul d add would violate the original wuniversity bill. M.
Myl ius responded in the affirmative.

9:51:43 AM

Representative Fairclough asked whether the wuniversity
woul d be adversely affected by the 6,506 acre request. M.
M/l ius answered that the university would not be adversely
affected. In 2005, Wangell was not a borough and had no
muni ci pal entitlenent. Wangell formed a borough between
the tinme the university land legislation originally passed
and the present. The assunption was that the borough could
trunp the university on three of the parcels if Wangel
formed a borough. The Sunny Cove parcel was never discussed
in 2005.

Representative Fairclough summarized that the university as
wel |l as Wangell had expectations of receiving the parcel

She thought the neasure before the conmttee represented
additional growth inside Wangell's new boundaries. She was
| ooking for value in dollars. She thought the question was
what the university would do with the property and wanted

to balance that against benefit to Wangell. She believed
the university would probably sell the parcel for a profit.
She wondered whether Wangell was concerned that the

community would be harnmed if the land was clearcut or
devel oped in a way that adversely affected enploynent. She
noted that the state had other options available for the
uni versity that were outside Wangell’s boundari es.

9:56: 02 AM

Representative Austerman questioned DNR s stance on the
additional 2,500 acre request. M. Mlius responded that
DNR did not agree with the additional increase.

Representative Austernman asked whether the departnent’s
position was related to making sure the university got its
| and selections. M. Mlius replied that DNR supported the
governor's bills in both bodies to give the land to the
university. He noted that the pool of land in the current
university bill was the same as that approved in 2005.

Representative Austerman asked whether any part of the

6, 500 acres was included in the original university |and
M. Mlius replied that the land was included but an
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earlier provision (the 2005 legislation and the current
version of the bill mnoving through the legislature) allows
t he borough to trunp the university on certain parcels.

9:58: 11 AM

Vi ce-Chair Thonmas asked how many parcels in Southeast and
how many in northern Alaska had been taken out of the
university land grant. M. Mlius explained that of the
original list submtted in 2005, anendnments took out nine
parcels, eight in Southeast and one in Kodiak. The current
bill started with the nine parcels already out and he
believed five Southeast parcels have been renoved in the
commttee process on the House bill; the Senate bill has
not noved yet. One additional parcel has restrictions and
part of the Pelican parcel was taken out.

Vi ce- Chair Thomas enphasized that Southeast nmunicipalities
are trying to keep land. He did not believe giving the |and
to the university and the Mental Health Trust would provide
incentive to struggling Southeast conmunities to grow and
form boroughs. He thought the parcel being considered by
W angel | was necessary for the conmmunity to grow. He stated
the communities shoul d have preference over the university.

Representative Kelly thought the entitlenent percentage
woul d have resulted in 1,900 acres. He supported the fact
that Wangell’'s entitlenment was net and now tripled.
However, he pointed to the “tough fight” related to the
university. M. Mlius agreed that the present |egislation
would triple Wangell’s entitlenent.

10: 03: 50 AM

Representative WIson noted that the 15 boroughs that had
gone through the process had each received an average of
1.13 percent, the amount that Wangell was asking for. She
acknowl edged that 97 percent of the borough is Tongass
Nati onal Forest, along with sone state |and. The Departnent
of Natural Resources did not want to give that state |and
to Wangell, which left only the wuniversity land. She
underlined that Wangell would have received 19,000 acres
if it had received the 1.13 percent average. She felt that
the extra 2,500 acres requested in the anendnent was fair
since Wangell had received only one third of 19,000 acres.

House Fi nance Conmmittee 8 03/18/10 9:25 A M



Representative W/l son asserted that the parcel is inportant
to one of Wangell’s |argest enployers, Al aska Crossings,
and that the community had already |ost 50 jobs since |ast
Cctober due to mlIl closure. She did not want to |ose
anot her 85 jobs by giving the parcel to the university.

10: 06: 42 AM

Representative Gara needed nore information about the
university land bill. He asked whether Wangell would have
jurisdiction over the parcel if it were given to the

university. M. Mlius responded that the land is already
within the borough boundaries and would be subject to
borough reqgulations; if the university received the |and
and developed it, the wuniversity would be subject to
taxation. M. Harris noted that Alaska Crossings had
al ready developed the parcel and intended to continue to
use it as they have.

Representative Gara asked what would be different if the
university had the land. M. Harris answered that the

university land grant bill contains a privacy clause; the
university does not have to tell the comrunities about its
negotiations with sellers or land use plans. Wangell is

concerned that the land would be sold or developed. The
borough intends to keep the parcel as it is for the use of
Al aska Crossings and hunting gui des.

10: 09: 53 AM

Representative Kelly asked whether there is other |[|and
avai lable to the borough that is not university |land. M.
Myl ius responded generally no; any non-university land is
tinber Iand that DNR wants retained by the state.

Representative WIson highlighted the fact that state |and
is available, but DNR wants to use it as tinber |and.

Representative Fairclough queried the availability of other
lands in the state that could be used by the university.
M. Mlius responded that DNR had spent considerable tine
in 2005 putting the list together for the university. He
stated that there is a limted anmnount of state l|and that
can be wused for revenue wthout major problens. For
exanple, oil and gas land is specifically off limts to the
university. There are other lands, but those could be
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equal ly contentious. The university land bill does not have
provi sion for substitute |ands.

10: 12: 35 AM

Representative Fairclough queried the reasons for the
original 10 percent calculation. M. Mlius replied that
the nunber is from AS 29.65, the nunicipal |and grant
statute. The statute specifies 10 percent of VUU state
| and, determined by a conbination of land classification
and whether the |egislature has set aside any |and. For
exanple, in Haines, the VUU calculation conmes out |ow
because a large percentage of the state land in Hai nes has
been set aside by the legislature in the Haines State
Forest and the Chil kat Bald Eagle Preserve. In Wangell the
10 percent was |ow because there is so little state |and

He did not think any of the state land in Wangell was set
aside by the legislature, and only a limted anmount was
VUU. The Departnment of Natural Resources determ nes VUU
through land use plans; for exanple, settlenent or public
recreation lands by statute beconme part of the 10 percent
and are available for the boroughs. Lands that are
classified as forestry, oil and gas, or wldlife habitat
are off limts by statute.

10: 14: 12 AM

Representative Fairclough listed the reasons she supported
Amendrent  1:

e There are other lands available to the university.

e The land was not available to Wangell, but Wangel
needs land to start a borough.
* Not all lands are equal; DNR and state |aw does not

put a value on the property, and does not distinguish
bet ween swanp | and and beach front.

e There is |limted access to land to the region, which
is why the calculation for the borough of Wangell is
so | ow.

e The reason the parcels are available to the university
is to turn them into revenue, which neans the | ocal
community will not have control over the use of the
| and.
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Representative Kelly asked whether the wuniversity was
available to comment. Co-Chair Stoltze replied that they
wer e not .

A roll call vote was taken on the notion.

I N FAVOR. Thomas, Austerman, Doogan, Fairclough, Foster,
Gara, Joule, Hawker, Stoltze

OPPCSED: Kel Iy

The MOTI ON PASSED (9-1). Anendnent 1 was adopted

10:17:21 AM

Vi ce-Chair Thomas MOVED Anendnent 2, 26-LS1292\R 5, Cook,
3/ 17/ 10:

Page 1, line 2, follow ng “Wangel |l ”:
I nsert “and for the Haines Borough”

Page 2, line 6:
Del ete “.”

| nsert “;
(15) Hai nes Borough — 3,167 acres.”

Page 2, line 18, followi ng “AS 29.65.010(a)(14)":
| nsert “or (15)”

Page 2, line 31:
Delete “or (14)”
Insert “, (14), or (15)”

Co-Chair Stoltze OBIJECTED for discussion

Vi ce-Chair Thonmas explained that the Haines Borough had
only 2,800 acres left after the eagle preserve and the
state forest were taken.

CASEY  SCHRCEDER, STAFF, REPRESENTATI VE Bl LL THOVAS,
detailed that the amendnment would nmake sone technical
changes and specifies the acreage anount as 3,167. The
anendnent would also put Haines on the sane selection
schedul e as Wangel | .

M. Mlius commented that DNR worked with Haines on the

issue and agreed that the original entitlement was |ow as
so nmuch of the land was in the forest and eagle preserve.
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He t hought Hai nes woul d propose a | arger nunber of acres as
a |l arger nunber had been agreed to.

Vi ce-Chair Thonas stated that the borough was asking for an
additional 1,367 acres to the original entitlenent. M.
Myl ius thought 1,809 acres had been agreed to. He referred
to di sagreenent over one parcel

Vice-Chair Thomas explained that the Lynn Canal/Lynn
Sisters acreage was around 1,300 and the parcel had been
removed from the university land bill. He noted that DNR
did not want to give the parcel to the Haines Borough but
wanted to use it for a marine park. He stated that he was
not a fan of additional parks and had nade a policy call
if the coommttee accepts the anendnent, Haines will accept
the anmount; if not, he would go back to the original
anount. He viewed Lynn Sisters as one of the best parcels
and thought it could be used as an exchange.

Vice-Chair Thomas argued that the eagle preserve and the
state forest |ands have automatic expansion rights to any
lands that the state selects, while the borough cannot
expand its boundaries unless it takes |and el sewhere and
forces DNR to exchange |and. He spoke to land that will not
be available to the borough because it wll automatically
go to the eagle preserve and state forest when it has been
relinquished by the federal governnment. H's tactic was to
get the requested parcel and exchange it later for |and
near er Hai nes.

10: 23: 05 AM

Representative Kelly asked whether the 1,809 acres could be
transferred wthout taking from the original university
allocation. M. MWlius replied that the parcel would take
from the wuniversity land; wth the exception of a few
hundred acres in Excursion Inlet, the parcel was in the
2005 agreenent.

Representative Kelly queried DNR s position, which appeared
to be positive [related to Haines’ request]; he wondered
why the departnent responded negatively to what seened a
simlar situation in Wangell. M. Mlius acknow edged
DNR s positions wer e di fferent regar di ng t he t wo
municipalities. He stated that there was no other land in
Hai nes and the departnent felt Haines had mde a good
argunent for the specific parcels. He explained that one of
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the issues DNR had with the Sunny Bay parcel was that
Wangell did not want to develop it, while Haines had
identified parcels for potential developnent. The issues
were the intended use of the land and the inpact to the
uni versity.

Representative Kelly summarized that the governor's bil
and therefore the admnistration would not support the
addi tional acreage request in Wangell but would support
the additional request in Haines. M. M/lius agreed.

Representative Kelly asked why DNR did not want to go to
the original 3,167 amount. M. Mlius responded that the
departnment originally wanted the parcel to go to the
university. He stressed that when |ooking at nunicipal
entitlements, DNR has to make a determ nation whether the
entitlement is in the state’'s best interests. Part of the
best interest determination is |ooking at |and use plans

The northern Southeast area plan specifically calls for
retaining the parcel in state ownership, possibly for
future park use or because of its recreation value. The
departnment cannot be sure the state’'s best interests would
be protected if the parcel is transferred to the borough.
The legislature is deciding to give nore acreage, not
gi ving specific parcels.

M. Mlius added that the reason the state could give the
land to the university despite the land use plan is that
the wuniversity legislation actually transfers specific
parcels of land; in that case the legislature is the one
making the best interest determnation. Wth wuniversity
transfers, DNR only needs to issue the deeds; there is no
additional best interest finding or public process.

Representative Kelly commented that the devel opnment option
proposed by Vice-Chair Thomas was nore attractive to him
than sone “lock up” for a few people in Wangell. He w shed
the university was present to speak, and nmaintained his
concern.

10: 28: 43 AM

Representative Gara asked whether there was road access to
the Lynn Sisters parcel. He al so wondered how the conmunity
of Haines felt about the addition of the 1,300 acres.
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MARK EARNEST, HAINES BCOROUGH MANAGER (via tel econference),
replied that much of |and conprising the current Haines
borough was placed into various reserve classifications by
the state, primarily for resource developnment and other
managenent designations. He added that when the third-class
borough formed, it received 2,800 acres, the smallest
entitlement; this resulted in Haines not receiving its
entitlement under state |law Haines had worked with DNR to
identify VUU | ands that would be available. Oiginally, the
Lynn Sisters parcel was identified. The borough and the
community are very interested in acquiring the parcel
Subsequently, the property was dropped fromthe request.

M. Ernest enphasized that the comrunity supported the
anmendnent .

10: 32: 16 AM

Vice-Chair Thomas sunmarized that the parcels had been
taken out of the university lands and he did not support
giving them back to DNR to be put into park status. He
wanted the |land for the borough of Haines.

Co-Chair Stoltze clarified that the anendnent was version
R 5, 3/17/10.

Representative Kelly MAI NTAI NED hi s OBJECTI O\

A roll call vote was taken on the notion.

I N FAVOR: Thomas, Austerman, Doogan, Fairclough, Foster,
Gara, Joule, Hawker, Stoltze

OPPCSED: Kel ly

The MOTI ON PASSED (9-1). Anendnent 2 was ADOPTED

Co-Chair Stoltze referred to the zero fiscal note by DNR

10: 34: 31 AM

Vice-Chair Thonmas MOVED to report CSHB 273 (FIN) out of
Comm ttee W th i ndi vi dual recommendat i ons and t he
acconpanyi ng fiscal note. There being NO OBJECTION, it was
so ordered.
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CsHB 273 (FIN) was REPORTED out of Commttee with a "do
pass"” reconmmendation and the previously published fiscal
note: FN 1 (DNR).

10: 35: 02 AM AT EASE
10: 48: 06 AM RECONVENED
#hb280

HOUSE BI LL NO. 280

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

st orage 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 losses 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.”

10:48:19 AM

Co- Chair Hawker introduced Conceptual Anendnent 4, which
clarifies that the benefit of the use of last-in, first-out
(LIFO inventory managenent would apply only to open-access
storage facilities that qualify for the financial
incentives in HB 280. He enphasized that the LIFO
preferenti al accounting treatnent would not apply to
privately-owned or proprietary storage, defined as the
war ehouses in which a producer stores their own gas before
del i very.

Co- Chai r Hawker MOVED to ADOPT Conceptual Amendnent 4:

Page 6, line 17, following “facility”
| NSERT “regul at ed under AS 42.05.990(4)”

Page 12, line 12, following “facility”
| NSERT “regul at ed under AS 42.05.990(4)”

Co-Chair Stoltze OBIJECTED for discussion
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MARCI A DAVIS, DEPUTY COW SSI ONER, DEPARTMENT OF REVENUE
testified that the departnment supported the anendnent.

Co-Chair Stoltze WTHDREW his objection to the anendnent.
There being NO further OBJECTION, Conceptual Anmendnment 4
was ADOPTED

10: 52: 07 AM

Representative Gara queried the admnistration’s position
on HB 280. Ms. Davis noted that the departnment supported
improving and encouraging a broader scope of well
expenditures, a concept applied statewide by the governor’s
bill as well as to Cook Inlet. She pointed out that the
governor’s bill differed in that it had a core concept of
exploration credits, whereas HB 280 had capital credits at
its core. She acknowl edged that the issue could be
approached from both sides; each has different structura
changes that nust be nade.

Ms. Davis pointed out that the only other difference was
that the governor’s bill has a 30 percent credit, while HB
280 has a 40 percent credit. She thought the change m ght
be justified as the 40 percent credit is targeted solely
for Cook Inlet.

Ms. Davis reported that the admnistration’s first question
relates to HB 280's definition of the class of allowable

costs as Cook Inlet well I|ease expenditures for the
exploration and devel opnent phase. She t hought t he
definition was sinplified as essentially a | ease
expenditure that neets the Internal Revenue Code (IRC) 263
(intangible drilling cost rul es). The depart nent IS

concerned because of two pending U S. Congress bills that
woul d repeal the IRC provision, SB 1087 and SB 888. The
intangible drilling cost definition is <close to the
departnment’s qualified |ease expenditure definition under
AS 43.55.023 [Alaska’s Cear and Equitable Share (ACES),
Alaska oil and gas production tax credits, here called
“023"]. Since the definition of capital |ease expenditures
is in place after a long regul atory process, she encouraged
the commttee to consider using the sane definition, which
includes the IRC 263 definition; this would enable Cook
Inlet explorers and developers to understand the rule
wi thout waiting for further regul ations.
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Co-Chair Stoltze asked whether Congress would deal with the
| RC issue within the next 30 days. Ms. Davis replied that
regulations already in place that incorporate the sane
concept and scope of cost m ght nake the process easier.

Ms. Davis turned to the admnistration’s second question;
on the production phase of the credit, HB 280 has done a
good job of restricting the costs allowed to those that are
wel | head and below. She cautioned that theoretically, the
costs associated with abandoni ng, plugging, or suspending a
well could directly relate to processes of operating a
wel | . She questioned whether the conmttee wanted a credit
for stopping production, when the intent is to add or
i ncrease producti on.

10: 57: 40 AM

Representative Gara questioned whether the credit as
witten in HB 280 would go to existing work that is not an
enhancenment. M. David replied that the credit is broader
(although limted to Cook Inlet) and designed to cover
costs that are related to the operation of a well. The
credit is restricted to |ease expenditure costs from the
wel | head down, i ncluding day-to-day operations. She pointed
out that |ease expenditure is a broader concept than an
intangible drilling cost and not designed to encourage the
continued status quo operation of Cook Inlet wells as in
addition to the life-cycle of the production phase.

Representative Gara asked whether the credit as currently
witten differentiates between capital costs that are
expended for enhancenents and capital costs that are
expended for continuing operations. M. David replied that
he was correct.

10: 59: 52 AM

Co- Chai r Hawker di sagr eed. He clarified t hat t he
admnistration’s concern related to Amendnent 2 (previously
adopted by the conmittee). He stressed that the anendnent
was intended to address intangible drilling costs related
to exploration and devel opnment and not the denobilization
period. He thought the department could clarify the intent
through regulation or the issue could be dealt with in the
| egi sl ative process. M. Davis agreed with Representative
Hawker’s remarks about the exploration and devel opnent
phase. She was focusing on the on-going production phase.
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She was referencing processes related to operating a well,
one of the categories. Another category is noving fluids to
assenbly. She thought HB 280’s definition of the cut-off at
t he wel | house was good.

Co-Chair Hawker noted that the well nmaintenance processes
facilitate and enhance recovery and | engt hen t he
productivity of an individual well site. He agreed that the
intent is to grant the benefit of the costs in calculating
| ease operating expenses.

Representative Gara asked whether Co-Chair Hawker would be
open to language targeting the credit to enhanced
production, whether for a new well or a substantial
expansion of an existing production effort. Co-Chair Hawker
bel i eved such |anguage would be overly restrictive as the
bill is attenpting to give the greatest possible latitude
to encourage production. He pointed out that the biggest
issue is wells at the end of production. He stressed that
mai ntai ning production is a challenge; he did not want to
create anything that would require extensive regulation,
but wanted to pronote production in Cook Inlet.

11: 03: 36 AM

Representative Gara also wanted to expand and continue
production and questioned how to make the distinction. M.
Davis responded that the governor’s goal has clearly been
to provide tax relief or tax credits only where the state
receives sone benefit in return. The question would be
whet her the costs could be considered for wells at the end
of production. She clained that |anguage in the governor’s
bill stipulated that well cost should increase or enhance
production from a known pool. She thought the definition
could establish that the well could be upgraded through the
expendi t ures.

Co-Chair Stoltze noted that the governor was historically
sensitive to Southcentral issues.

Co-Chair Hawker wanted to err on the side of pronoting
investnment in the Cook Inlet rather than erring on the side
of having the loss of <credit conpronmse an investnent
deci sion by an investor.

11: 06: 36 AM
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Representative Gara hoped to work on |anguage that would
not deprive soneone of a credit if the credit would keep
themfromclosing a well; he also did not want to grant the
credit where it was not appropriate.

Ms. Davis turned to the admnistration’s third question,
which related to Anendnent 2. The departnment is concerned
about including an indirect cost elenent in a credit that
is supposed to be about direct costs. She stated that
subsection (0)(3) in t he anmendnent repr esent ed a
substantial departure from other credits; a credit is
described in the subsection as being allowed based on a
cost associated with overhead expenditure. Under current
regul ations describing |ease expenditures (Section 165),
credits are supposed to be direct costs. A direct cost used
to include overhead, but 165(b) was anended to renove a
reference to overhead. Overhead is considered an indirect
cost. Current regulation tries to bypass the “nitpicking”
approach of trying to detail how overhead is calculated
under all the various agreenents. Instead, calculation is
made by taking a flat percentage of direct costs; 4.5
percent of the taxpayer’s total direct cost is allowed as
an indirect cost.

11: 09: 17 AM

CODY RICE, PETROLEUM ECONOM ST, TAX DI VI SI ON, DEPARTMENT OF
REVENUE (via teleconference), reported that prelimnary
information had been prepared and shared with the co-
chai rs.

Ms. Davis added that the data regarding Cook Inlet credits
has been nade available to the commttee in witten form

11:11: 01 AM

Co-Chair Hawker responded regarding subsection (0)(3),
stating that the degree to which the legislature wants to
allow credits for the |ease operating expenses in Cook
Inlet is a policy call. He added that the intent of HB 280
was to maximze the attractiveness of investnents in the
inlet for new drilling, expanded drilling, and maintenance
activities.

Representative Gara questioned whether the overhead

al l onance would default to existing regulation if (0)(3)
were not in Anendnent 2. Ms. Davis replied that there would
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be the basic underlying |ease expenditure allowance for
overhead, or 4.5 percent of the taxpayer’s total direct
cost. The taxpayer would then take the dollar anount
identified and be able to deduct that overhead from the
gross profits. In this manner, the anmount would be used as
a |ease expenditure deduction against the sales price to
arrive at a production tax value and would not be
incorporated into any of the other credit provisions to
obt ain an addi ti onal benefit associ at ed W th t he
expenditure. She agreed that it was a policy call whether
to apply the 4.5 percent charge against the expenditures
identified as the Cook Inlet well |ease expenditure
application and then add it to the credit amount. The
departnment would have to make a regulation describing the
pr ocess.

Representative Gara asked whether the nunber would default
to 4.5 percent wthout subsection (0)(3) in Anendnment 2.
Ms. Davis noted that the 4.5 percent operating expense
deduction would be there regardl ess of what happens with HB
280.

Representative Gara asked whether HB 280 would add a credit
on top of the 4.5 percent. M. Davis responded that the
amount would be in addition; l|like other credits, the |ease
expenditures are the base amount of all the costs that get
deducted from the proceeds to arrive at a production tax
val ue. In addition, different subsets of —costs are
considered to calculate a credit; a specific expense m ght
get used as a deduction to create the net tax and also be
part of a credit.

11:15:51 AM

Representative Doogan queried the sponsor, related to
Amendnent 2, subsection (0)(1), about possible problens
with “intangible drilling and devel opment costs” under the
I nternal Revenue Code. Co-Chair Hawker responded that he
did not know. He noted other concerns about Al aska codes
t hat are changi ng.

ROGER MARKS, CONSULTANT, HOUSE FI NANCE COW TTEE, expl ai ned
that there is precedent in statute for citing other tax
codes as they exist on certain dates. He suggested that it
woul d be very straightforward to say: “Cite the tax code as
it existed on the effective date of the bill.”
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Representative Doogan asked for clarification. M. Davis
responded that the challenge when a particular federal |aw
is repealed is finding out what it wused to say. The
reference would be to the code not as an applicable |aw but
as a law that enbodi es acceptably descriptive |anguage. The
departnment mght have to enbody the new |anguage through
regulation if the code was repealed and becane difficult
for taxpayers to find.

Representative Doogan wanted to nmake sure that the
| egi sl ature was not nmaking a law that would “blow up.” Co-
Chai r Hawker di scussed differences in the approaches.

Representative Doogan asked whether the |anguage was
flexible enough to take into account the possibility that
the statute cited m ght go away.

11:19: 56 AM

Ms. Davis offered to check with the Departnent of Law. She
assured the conmttee that |anguage would be checked wth
Legi sl ative Legal Services to make sure the state statute
is viable.

Representative Gara asked how the provision could be
witten to include the governor’s proposal to apply the
credit to enhanced production or operations. M. Davis
explained that currently the bill has the wunderlying AS
43.55.023 (ACES) 20 percent capital credit, which would be
unaffected. The wunderlying AS 43.55.023(a) could not be
used to the extent that a taxpayer would prefer to utilize
subsection (m [Section 11] as a credit. Instead of the 20
percent credit, the taxpayer would be electing a 40 percent
credit for a narrower subset of allowable expenses called
Cooked Inlet well |ease expenditures. The option for the
t axpayer woul d be an AS 43.55.023 20 percent credit; to the
extent that the credit is related to exploration and
devel opnent, there is the AS 43.55.025 25 percent credit
Cook Inlet would be a 40 percent credit. One of the options
has to be chosen.

Co- Chair Hawker noted that the enhanced investnent credits
were originally applied to the North Slope. The difference
acknow edged higher risk with entitlement to higher credit.
He added that the perineters did not apply to Cook Inlet.
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M. Marks informed the committee how Amendment 2 was
intended to be structured and operate: in the universe of
| ease expenditures, there are capital costs and operating
or non-capital costs. Under the statute, the capital costs
get a 20 percent credit under AS 43.55.023(a). Amendnent 2
describes non-capital costs, which currently do not get
credits under the tax. The costs are a sub-set of operating
costs and do not include all operating costs. For exanple,
(0)(s) says “does not include the processes of gathering,
separating, and processing well fluids downstream from t hat
assenbly.” He pointed out that those would still be
considered |ease expenditures under the statute, but the
costs being addressed in subsections (0)(1), (0)(2), and
(0)(3) are subsets of the costs that are not capital costs;
they do not include all operating costs but are a subset
that are involved with operating a well as described in

(2).
11: 24: 58 AM

Representative Gara summarized that HB 280 was witten to
t ake advantage of the “nf credit, which has been anended by
Amendrment 2. He asked whether the “nf credit is in place of
the existing credits, whether 20 or 25 percent. M. Davis
answered that the credit was an additional, alternative
credit.

Representative Gara asked for nore information about the
“Cook Inlet penalty.” Co-Chair Hawker replied that the
i ssue was addressed in Section 11. He explained that when
the Petroleum Production Tax (PPT)/ACES tax structure was
adopted, the Cook Inlet basin was set aside as an
exception; the Economc Limt Factor (ELF) tax nechanism
was grandfathered for the basin. The rest of state had
significant increases in production taxes that did not
apply to Cook Inlet.

Co- Chai r Hawker continued that the PPT/ACES system
introduced the concept of <credits that could be applied
against tax liability for certain expenditures. He noted
that it had been pointed out that spending a dollar in Cook
Inlet would result in less tax liability to apply it to by
special rule than if the dollar were invested el sewhere. He
explained that a credit derived from an investnent in Cook
Inlet could be applied against a dollar of tax liability
anywhere in the state.
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Co- Chair Hawker asserted that the biggest problem in the
state currently was production decline and that the only
way to address the problem was increasing investnent in
expl oration and devel opnent . He t hought it was
i nappropriate to disadvantage Cook Inlet in the conpetition
for the capital

Representative Gara sunmmarized his wunderstanding of the
situation and asked for nore clarification. M. Davis
explained that in Cook Inlet, a producer nust first sell
production then go through the ACES process of deducting
Cook Inlet costs against that production to come up wth
the production tax value. The production tax value is then
conpared to a cap or ceiling on the tax (the ELF tax: zero
for oil, and $0.17 per Mf). If the ACES tax is higher, the
producer only pays taxes to the cap. Al of the |ease
expenditures applied to get to the cap conparison stay in
Cook Inlet. Any other |ease expenditures not needed to get
to the cap are now free to be exported by the taxpayer to
ot her regions (usually the North Sl ope).

Ms. Davis added that the reason for the de-coupling
| egislation noving through the Senate was the discovery
that several Cook Inlet producers have Cook Inlet expenses
that they are able to utilize under the current system and
apply to reduce tax liability caused by North Slope oil.
She enphasized that credits resulting from an expense can
be used anywhere regardless of where the expense was. The
credit gets applied at the bottom line of the final tax
bill.

11: 31: 53 AM

M. Mrks provided an exanple of how Section 11 was
intended to operate: If under ACES, the Cook Inlet tax was
$100 and under ELF the tax was $50, and a taxpayer had $200
in credits, the credits are reduced by the $50 difference.
The resulting $150 credits could then be used to offset
North Sl ope tax.

Representative Gara requested further clarification. His
understanding was that a producer who pays a |ower Cook
Inlet tax does not have that much to wite off from he
believed the anmendnment would help a producer who al so has
North Sl ope operations to wite off the expenses.

11:33: 17 AM
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Co- Chair Hawker pointed out that the provision was not new,
but the producer had to discount the anount of «credit
available to wite off Cook Inlet tax liabilities.

Ms. Davis added that Section 11, subsection (m related to
| ease expenditures. She asserted that |ease expenditures
are the larger expenses, and are the ones being enphasized:
specifically, Cook Inlet |ease expenditures up to the

anount of the tax ceiling. The ones above the |ine can
currently get applied elsewhere; the ones below the Iline
cannot. She believed the provision would change the
situation and allow the ones below the line to also be

moved el sewhere

Co-Chair Hawker interjected that the tax credit generated
in Cook Inlet is allowed to be used at full face value
anywhere in the state.

Representative Gara questioned whether the anendnent would
change the current ability of a producer to wite off nore
| ease expenditures than they are paying in taxes. M. Davis
replied that under current law, a producer cannot utilize
| ease expenditures that were used to get to the cap. The
new provision would change that and let the producer add
the additional batch of |ease expenditures to those that
can be used el sewhere.

Representative Gara queried the adm nistration s opinion on
the provision. Ms. Davis replied that the admnistration
has not proposed a change in the current “ring-fencing”
laws as part the governor’s bill. She noted that the
governor wanted to know what the trade-off would be for the
state for reducing the tax burden or providing a credit
when credits are given, there should be a return. She
thought it was a policy question whether additional Cook
Inlet incentives would provide return for the state.

11: 37: 06 AM

Co- Chair Hawker asserted that there would be “full value”
and not doubling for investnent. He stated that the
provision was intended to level the playing field in order
to encourage a developer/investor operating in both the
North Slope region and in Cook Inlet to put noney into the
Cook Inlet. He enphasized the need for fuel in
Sout hcentral .
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Co-Chair Stoltze noted that representatives from Chugi ak
El ectric Association were present and that they had about a
guarter of a mllion people with concerns about the issue.

Ms. Davis stated that the admnistration agreed that trying
to level the playing field is inportant; however, the
starting point is a bill that does not have a |evel playing
field with respect to tax rates because of substantial
incentives for the inlet. She stressed that the policy cal
related to how nuch additional incentive the |egislature
feel s Cook Inlet producers need.

Co- Chair Hawker acknow edged that there is an inequitable
tax base. He argued that investor risk needed to be
recogni zed; attracting investnent is currently very
difficult. The gas in Cook Inlet is expensive to access and
has disadvantages that offset nuch of the tax value

differentials. He agreed that a policy call is needed. He
asked whether the state wanted to make an effort to make
exploration and drilling in Cook Inlet nore attractive to

ei ther new, independent, well-capitalized producers, or to
exi sting explorer/producers. He argued that there was no
cost to the state to attenpt the enhanced access to
existing tax credits offered in the bill.

11:41: 32 AM

Representative Gara stated that he was nore confortable
with the governor's nmethod of spending noney for new work.
He thought that w thout enhancenents, the bill could reduce
the tax paynents the state would receive and increase the
credits it pays out. He opined that with the governor's
credit, the noney wuld conme only if production was
enhanced or extra action was taken to prevent the |oss of
producti on.

Representative Fairclough queried the current tax rate on
gas outside the Cook Inlet. Ms. Davis replied that there is
not nuch gas. She conjectured that for a taxpayer on the
North Sl ope producing gas only, the tax would be 25 percent
of the production tax value (profit at the point of
production mnus |ease expenditures). She cautioned that
every taxpayer is different because of varied m xtures of
oil and gas. She calculated that given gas at $4.50 wth
cost of $2.50, the rough estinmate would be $0.50 to $0.70
per Mf.
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Co- Chair Hawker added that the cost depends on the narket.
In addition, due to other |egislation, gas produced and
consuned in-state pays ELF rates just like the Cook Inlet.
Ms. Davi s agreed.

11:45: 03 AM

Representative Gara was concerned that he had no way to
assess the tax credit being granted in HB 280 for gas
storage. He queried the admnistration’s position on the
issue. Ms. Davis replied that there have been many other
bills relating to corporate incone tax credits. She stated
that the adm nistration regarded the issue as a policy call
with respect to what extent particular conduct should be
incentivized. She noted that in HB 280, the state would be
getting gas storage in exchange for granting a corporate
incone tax credit, which would be consistent with the
adm nistration’s policy of providing credits in exchange
for an agreed-upon action.

Representative Gara requested nore information about the
gas storage credit. He thought there would be a naxi mum
credit of $15 mllion based on an allowable cost of $1.50
per thousand cubic feet of storage capacity. He did not
know how to anal yze whether the allowable cost was the fair
anmount .

ROBYNN W LSON, | NCOVE AUDIT  MANAGER, TAX DI VI SI ON,
DEPARTMENT OF REVENUE (via teleconference), thought the
issue was a policy call. She believed the issue had been
addressed in the fiscal note.

11:48: 35 AM

M. Rice pointed to page two of fiscal note 4 (attached to
CSHB 280(RES), a prior version of the bill) and quot ed:

In 2004, the Federal Energy Regulatory Conmm ssion
(FERC) estimated the median cost-of-service rate for
[gas] storage at $0.64/Decatherm One Decatherm is
equal to one Mf of natural gas if the natural gas
contains 1,000 Btu/cubic foot. Escalating this cost
for inflation produces a 2009 cost-of-service rate of
approxi mately $0. 72/ Mcf of [gas] storage service.
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M. Rice clarified that the calculation is not adjusted for
potentially higher costs in Al aska. However, he thought the
estimate was cl ose.

Representative Gara asked whether the state would pay $1.50
when the cost of creating the storage would be $0.72. M.
Rice replied that he could not definitively say what the
cost of gas storage would be in Al aska. He could say that
escalating the nedian cost of service for providing gas
storage, according to FERC results in a price of
approximately $0.72 per Mf; the credit is $1.50 per Mf,
or roughly doubl e the median cost of service.

Representative Gara asked whether HB 280 would grant $1.50
per Mcf or up to $1.50 of the actual costs. Co-Chair Hawker
responded that the credit is calculated at $1.50 per Mf of
new gas storage capacity opened within a certain tinmefrane
(before 2015).

Representative Gara asked whether an entity could be paid
nore to create gas storage than it costs them Co-Chair
Hawker responded absolutely not; the credit was benchmarked
based on available information (which is inprecise) to
approxi mate at 10 percent on cost.

Representative Gara questioned how the state could know
what the storage would cost. He pointed to differing
nunbers.

11:52: 51 AM

Co-Chair Hawker reported that proprietary conversations
were held with entities interested in investing and putting
together a major open-access gas storage facility in the
Cook Inlet.

Representative Gara stated that he had no way of analyzing
how much of the cost the state should be paying. Co-Chair
Hawker called attention to other information in fiscal note
4: an expectation that the amount of the credit would
approximate the corporate incone tax from operating such a
facility for about 16 years. He stated that the goal was to
allow the investor to recover their costs. The costs would
ultimately be passed to the consuner, but the intent was to
not have the additional costs be burdened by additional
state taxes. He stressed that the bill was intended to be a
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private sector bill and not a major government subsidy of
gas storage.

M. Mrks pointed out that |looking at the credit as being a
hi gh percentage of the corporate incone tax liability says
nmore about the liability than about the «credit. He
mai ntained that in a gas storage facility, the only incone
the facility would have is its return on equity; in the big
picture, that would be fairly snmall, depending on debt
equity and the length of the life of the asset. He stated
that for regulated facilities, the income piece would be
small, and the credit could dwarf the inconme tax liability.

Representative Gara did not care how the credit related to
how nuch sonmeone woul d pay in taxes. He wanted to make sure
that the state would not pay nore in the credit than an
entity paid to build the facility. Co-Chair Hawker stressed
that the credit was calculated to approximate 10 percent of
the cost of building the storage facility.

Representative Gara suggested adding that the credit could
not exceed ten percent of the costs. Co-Chair Hawker stated
that [exceeding ten percent of the costs] would be “highly
unlikely.” He maintained that the point of the volune
nmetric approach to determining the ©credit was to
specifically avoid having to go through a huge regul atory
process in determning eligible and non-eligible costs. The
question was the cost of the facility and what would be
i ncluded. He enphasized that the intent was to determ ne
and easily calculate the credit available using a credible
third party as the benchmark, using the Alaska G| and Gas
Conservation Conmmi ssion (AOGCC) to certify the working
vol une capacity of a facility.

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

11:57: 54 AM

Co- Chair Hawker referred to potential amendnents.

#
ADJ OURNVENT

The neeting was adjourned at 11:59 AM

House Fi nance Conmmittee 28 03/18/10 9:25 A M



