HOUSE FI NANCE COW TTEE
March 18, 2010
1:37 p.m

1: 37:14 PM

CALL TO ORDER

Co-Chair Stoltze called the House Finance Conmmittee neeting
to order at 1:37 p.m

VEMBERS PRESENT

Representative M ke Hawker, Co-Chair
Representative Bill Stoltze, Co-Chair
Representative Bill Thomas Jr., Vice-Chair
Representative Allan Austerman
Representative M ke Doogan

Representati ve Anna Faircl ough
Representati ve Neal Foster

Representative Les Gara

Represent ati ve Reggi e Joul e

Representative M ke Kelly

VEMBERS ABSENT

Represent ati ve Wodi e Sal non

ALSO PRESENT

Mar ci a Davi s, Deput y Comm ssi oner, Ofice of t he
Comm ssi oner, Departnent of Revenue; Derek MIller, Staff,
Representative M ke Kel ly.

PRESENT VI A TELECONFERENCE

Kevin Banks, Director, Division of Ol & Gas, Departnent of
Nat ural Resources; Cody Rice, Petroleum Econom st, Tax
Di vi si on, Departnment of Revenue.

SUMVARY

HB 280 NATURAL GAS

CSHB 280 (FIN) was REPORTED out of Conmittee with
a "do pass" recommendation and with a new zero
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note by the House Finance Conmittee for the
Department of Revenue and previously published
fiscal notes: FN1 (ADM, FN2(CED), FN3 (DNR).

HIR 8 CONST. AM  APPRCP. LIM T/ M NERAL REVENUE

HIR 8 was HEARD and HELD in Committee for further
consi derati on.

#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: 38: 01 PM

Co- Chair Hawker di scussed previous commttee actions
related to HB 280 anmendnents. He noted that conversations
had led to the conclusion that Amendnment 2, previously
adopted by the <commttee, <could be nore effectively
pr esent ed.

Co- Chair Hawker MOVED to RESCIND Anendnent 2. There being
NO OBJECTION, it was so ordered. Anendnent 2 was RESCI NDED

Co- Chair Hawker MOVED to ADOPT Anendment 5:
Page 15, followng line 9:

| nsert a new subsection to read:
"(o) For the purposes of (m) and (n) of this

section, a Cook Inlet well |ease expenditure that
is incurred in the Cook Inlet sedinentary basin
that is

House Fi nance Conmmittee 2 03/18/10 1:37 P. M



(1) directly related to a well. A |ease
expenditure is directly related to a well if

(A) during exploration and devel opnent,
the | ease expenditure is a qualified capita
expenditure as that term is defined in (1)
of this section;

(B) during producti on, t he | ease
expenditure is an expenditure that i's
intended to increase, enhance or mnmtigate
the decline of well production and directly
related to the processes of operating a well
and noving fluids to the assenbly of valves,
pi pes, and fittings used to control the flow
of oil and gas from the casi nghead, but does
not include the processes of gathering,
separati ng, and processing well fluids
downstream from t hat assenbl y;

(2) an overhead expenditure authorized under
AS 43.55.165(a)(2) and calculated on the
Cook Inlet well |ease expenditures allowed
under (1) of this section; or

(3) an expense for seismc wrk conducted
within the boundaries of a production or
exploration unit.”

Co-Chair Stoltze OBJECTED for discussion

Co- Chai r Hawker explained that Amendnent 5 acconplishes the
same intent as Anmendnent 2 wth better |anguage and
specifically utilizes existing statute wth existing
regul ati ons.

MARCI A DAVI S, DEPUTY COW SSI ONER, OFFI CE OF THE
COW SSI ONER, DEPARTMENT OF REVENUE, added that Anendnent 5
addressed Departnent of Revenue (REV) concerns regarding
use of the term “lease expenditures” wth a only a
reference to Internal Revenue Code (I RC) 263 for describing
the types of costs that would be allowed as a credit in the
exploration and devel opnment phase. She reported that the
sponsor had become nore confortable with using the current
clause in AS 43.55.023 [Alaska’s Cear and Equitable Share
(ACES), Alaska oil and gas production tax credits, here
call ed “023"], whi ch ref erences qgual ified capi tal
expenditures and has a definition that enconpasses the IRC
263 intangi ble cost concept. Instead of creating a new term
that nmeans roughly the sanme thing, subsection (0)(1)(A) was
nodified to reference the qualified capital expenditure.
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Ms. Davis continued that subsection (0)(1)(B) addresses
adm ni stration concerns that the tax credit given during
the production phase could potentially cover wel |
operations such as well abandonnment and suspensi on.

1:41: 48 PM

Ms. Davis reported that to clarify intent the sponsor had
agreed to insert |anguage specifying that the |ease
expenditure is intended to “increase, enhance or mtigate
the decline of well production.” She detailed that the

| anguage woul d tighten the scope of the costs that would be
allowed in the production phase.

Representative Gara asked whether the overhead expenditure
| anguage in (0)(2) incorporates the existing rule with the
formula determning what can be witten off as overhead
expenditures. M. Davis responded that the current rule
woul d not allow overhead expense as a credit. She believed
the issue would be a policy call for the committee. She
pointed out that the sponsor was open to adding |anguage
directing the departnment how to calculate the overhead
expenditure portion of the credit. The anendnent subsection
includes the |anguage. The overhead credit (4.5 percent of
costs wunder current regulation) will be calculated wth
reference to the costs listed in (0)(1)(A and (B). The
calculation would apply 4.5 percent to the costs to derive
the overhead elenent of the credit. She added that the
underlying overhead |ease expense that is deductible wll
not change; there is nore clarity to the extent that there
is now credit that incorporates an additional financial
incentive related to overhead.

Ms. Davis clarified that the 4.5 percent was of the costs
listed in either (1)(A) or (1)(B).

Representative Gara asked whether overhead expenditures
woul d be allowed to be deducted on top of the 4.5 percent.
Ms. Davis replied yes. She explained that costs that
gqualify as |ease expenditures are first deducted from the
gross proceeds to arrive at a net production tax val ue.

Representative Gara queried whether overhead expenditures
are allowed wunder ACES (referring to deduction, not
credit). M. Davis responded yes. She added that wunder
ACES, overhead is only allowed as a |ease expenditure
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deduction; the cost elenent is not picked up in any other
credit under current law. The credit being discussed woul d
be the only credit existing wth an overhead el enent.

1: 45: 38 PM

Representative Gara queried the relationship between ACES
and the proposed legislation regarding the 4.5 percent. M.
Davis responded that they were the sane; in order to
understand how nuch overhead is associated wth the
incursions of any category of cost (related to |ease
expenditures), the departnent derives an allowed anount of
overhead which is deenmed to be 4.5 percent of the costs

The rule is used to derive the amount of overhead. Al the
| ease expenditures are a deduction; in addition, 4.5
percent of the |ease expenditures are considered the
overhead expense. The two added together equal t he
deduction at the basic level of ~calculating the net
production tax value. Credits are applied when the tax rate
has been calculated and a tax amount is established. Wen
REV cane to interpreting the credit being discussed, the
departnment would |ook at the costs that are either in
category (1)(A) or (1)(B) and determne if they qualify

Forty  percent of the qualifying anount woul d  be
characterized as a (0)(11)(m credit. In addition, a credit
would be created that is 4.5 percent tinmes whatever was
deened to be the base wunderlying |ease expenditures,
creating an overhead element that would then becone an
expense to which the 40 percent credit is applied.

Representative Gara sunmarized that a credit would be
received on top of the deduction and the credit would be
based on overhead, defined as roughly 4 percent of the
| ease expenditures. Ms. Davis agreed.

Co-Chair Hawker concurred conpletely. He pointed to
concerns that previous |anguage could apply to statew de
activities of an organization. He believed the |anguage in
Amendnment 5 clearly |imted the subject to qualified
capital expenditures specifically related to activity in
t he Cook I nlet basin.

Representative Gara asked whether the intent of |anguage in
subsection (0)(1)(B) was to limt the credit to work that
expands or prevents mtigation of production. M. Davis
replied that the |anguage intends to target the credit at
any activity that wll cause production to increase, such
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as well reworking. The goal is to encourage expenditures
that would maintain and keep up production. The natural
course of a well is decline; anything done to forestall the
decl i ne adds producti on.

1: 50: 14 PM

Representative Gara summari zed that a producer could choose
either 40 percent of the credit for work that pronotes
production or the existing 20 percent for the flat credit.
Ms. Davi s agreed.

Co-Chair Stoltze WTHDREW his OBJECTION. There being NO
OBJECTIQN, it was so ordered. Anmendnent 5 was adopt ed.

Co- Chair Hawker MOVED to ADOPT Anendnent 3:

Page 5, following line 22:

Insert a new bill section to read:
"*Sec.4. AS 38.15.035 is anended by adding a new
subsection to read:

(n) The director may not deny an application
for a lease or assignment of a |ease of state
land for the devel opnment and operation of a gas
storage facility solely because the gas storage
facility would be used exclusively or primrily
to store gas owned by the owner or operator of

the gas storage facility. In this subsection,
"gas storage facility" has the neaning given in
AS 31.05.032."

Renunber the followi ng bill sections accordingly.

Co-Chair Stoltze OBIJECTED for discussion

Co- Chair Hawker sunmarized that there were three types of
storage that could exist in Cook Inlet:

e Gas storage owned by a public utility for its own
benefit and the benefits of its custoners.

* Third-party open-access storage that could be owned by
sonmeone in the business of providing storage for a
fee. This category would be available to a utility.

e Proprietary storage owned by a producer in the inlet
to warehouse their own gas.

Co-Chair Hawker stressed that HB 280 is structured to
provide incentives for the first two types of storage.
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Rates for both are regulated by the Regulatory Commi ssion
of Al aska (RCA) and both qualify for the incentives offered
in HB 280. He noted that the third type of storage
(war ehouse storage used by a producer for their own gas) is
specifically not regulated in the bill and specifically not
rewarded by the bill, in order to incentivize storage to
pronote energy security for individual Al askan consuners.

Co- Chair Hawker pointed out that there are people involved
in regulation that do not wish to allow any further gas
storage permts in Cook Inlet for proprietary storage.
Amendrment 3 would direct the regulators at the Departnent
of Natural Resources (DNR) to not deny application for a
storage |lease “solely” because the gas storage facility
would be used exclusively or primarily for proprietary
st or age.

1: 54: 51 PM

Co-Chair Hawker inforned the conmttee that the issue had
been brought to his attention by producers in Cook Inlet
who want to establish storage facilities to nmanage their
own gas. The producers were told by DNR that proprietary
storage is not going to be allowed, only open-access
st or age.

Co- Chair Hawker believed the regulators should not prohibit
producers from the devel opnent of needed storage capacity.
He expected disagreenment from DNR He argued that
restricting producers would conpromse the state's |ong-
term objective of having anple in-state storage, especially
not offering tax and inventory incentives that would be
al l oned to open-access third-party storage.

Co- Chair Hawker concluded that the anmendnent woul d preserve
an option for an independent producer to create storage for
their own inventory managenent.

1: 58: 04 PM

KEVI N BANKS, DI RECTOR, DIVISION OF OL & GAS, DEPARTMENT OF
NATURAL RESOURCES (via teleconference), noted that there
are currently three storage facilities in Cook Inlet. Two
of the facilities have been | eased by DNR and would fall in
the category of proprietary storage. He stated that DNR has
had di scussions with producers and has tried to acconmobdate
an expansion in the marketplace for storage requirenents.
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M. Banks informed the commttee that there are no
opportunities for wunderground storage of any sort in Cook
Inlet in anything but an existing oil and gas |ease; the
current oil and gas |eases do not allow for the injection
of outside substances into the reservoirs. In order to use
a depleted resource reservoir as storage, a storage |ease
has to be promul gat ed.

M. Banks believed that issuing a storage |ease would
create a private right to a public land resource that had
not existed before. The departnent judged that the storage
| eases could last forever and believed that a public
pur pose should be served when allowi ng private rights over
public | and.

M. Banks continued that DNR views proprietary storage as
an issue of supply managenent for a particular producer who
has certain obligations under various conmtnents that have
al ready been nade. The producer nmakes a choice to use the
storage to provide for their custoners because it is |ess

expensive than other alternatives, such as drilling nore
wel l's or adding nore conpression in existing fields. There
may al so be reasons that a producer cannot drill nore wells

or add conpression, such as conmercial msalignnments wth
busi ness partners. He described an exanple: one producer in
a field has a custonmer with steady gas supply requirenents
and a second producer in the sane field has a custoner with
dramatic fluctuation in gas requirenents from nonth to
nmonth. The second producer nust conme up with a storage
solution, but is wunable to drill nore wells wthout the
agreenent of the first producer. The two producers go to
DNR to try and solve the problem

M . Banks stressed t hat t here are i ssues with
deliverability and supply and demand, but there are also
institutional econom c challenges to each of the producers.
The chal | enges are not necessarily physical problens.

2:03:28 PM

M. Banks believed that sonme principle of third-party
access should be realized in offering a storage |ease. He
pointed to a category that had not been considered in
di scussions so far: new producers in Cook Inlet who want to
drill for gas and could potentially help by adding nore
supply. Wthout access to storage, the producers would only
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be able to produce gas during winter nonths. He wanted DNR
to be able to anticipate the challenge by insisting on sone
kind of third-party access.

M. Banks disagreed that DNR was creating difficulties
related to how third-party access wuld work. During
di scussions regarding third-party access, the departnent
had wanted to consider the particular situation of a
conpany comng to them needing proprietary storage to neet
exi sting contracts. The departnent wanted to allow for the
supply requirenment to be net and provide for sone kind of
third-party access as the contracts fall off and storage
space becones available. He thought the AS 42 (utility
regul ations) would apply in the situation. Under AS 42, a
regul ated storage facility may have only one custoner using
it, but as space becones avail able and people want access
to the storage, appeal could be nmade to the RCA for
perm ssion to have the utility provide the storage on a
non-di scri m natory basis.

M. Banks offered that another option would be allow ng
third-party access when a | ease was assigned or transferred
to soneone el se. He noted that new producers coming to Cook
I nl et woul d be di scouraged wi thout access to storage.

M. Banks stressed that DNR wanted to “unbundle” the
service of storage so that there was a clear price signa
in the marketplace and utilities, consuners, and producers
woul d know that gas would cost nore in the wintertine than
in the summer. He suggested limted gas consunption during
the higher use tine to inprove deliverability.

2:08: 25 PM

M. Banks conmmended the evolution of the legislation. He
t hought the departnment had worked well with the sponsor.

M. Banks agreed with the goal of achieving third-party
storage. He comented on the credits built into Section 10
that would be awarded only to a storage facility. He
pointed to line 26, page 9: “where the storage facility
must be available for the storage of gas that is owned by a
utility regulated under AS 42.05" and opined that
“avail able” was a “quirky” word to use, but he interpreted
it to nmean that if a utility needs the storage and the
storage is available, the credit would be awarded.
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M. Banks remarked that there may not be a proprietary
storage problemif the credits are val uable and working and
effectively creating third-party storage. He was concerned
that all the applications could be for third-party access
storage if conpanies choose to take a credit and build
utility storage.

Co-Chair Stoltze queried DNR s position on Anendnment 2. M.
Banks urged caution regarding the anendnent. He noted that
the storage | eases would last a very long tinme and that the
mar ket is changing. He wanted the state to evolve with the
market so it has something like the gas markets in the
Lower-48, where alnost all storage is third-party storage.
He opined that third-party access type storage is a step
towards deregulating the market rather than inposing nore
regul ati on.

2:13:11 PM

Co- Chair Hawker believed his position on Amendnent 2 was in
alignnent with DNR s position. He maintained that the
anmendnent delineates an outer perineter and does not
establish the standard or norm for storage in Cook Inlet.
The legislation wuld create reasonable benefits to
encourage producers to nmanage their own inventory and
perhaps go beyond that. The central focus is pronoting
third-party regulated facilities. He underlined the word
"solely" in the anmendment: application will not be denied
“sol ely” because it will be proprietary storage.

Co- Chair Hawker did not believe DNR woul d be conprom sed on
determining lease terns. He noted that even the original
production |eases create a private property right; the
storage |lease would create a private property right in a
public asset, but the storage would only exist to serve a
publ i c asset.

2:16: 03 PM

Representative Gara voiced concerns about creating enough
storage. He asked whether there were enough wells in Cook
Inlet to use for storage if one-party storage were all owed.
M. Banks replied that all the available storage already
belongs to current producers. He <could not inmagine a
situation in which a third party would drill a well in
order to create new storage. He thought it nore likely that
some kind of commercial arrangenment would be nmade with the

House Fi nance Conmmittee 10 03/18/10 1:37 P. M



oil and gas |essee, and that the gas storage | ease would be
awar ded eventual ly because of the deal between the oil and
gas | essee and the storage sponsor.

Representative Gara asked what would happen if one conpany
dom nated available storage and would not Ilease to a
utility. He wondered whether there were other storage
opportunities. M. Banks answered that there were enough
opportunities and that conpanies were planning for the
storage they would need, though sonme opportunities were
nore efficient than others. He stated that every conpany
currently in business could develop their own proprietary
storage in order to get through the cold nonths.

Representative Gara queried the possible harm of allow ng
exclusive storage. M. Banks believed that HB 280 would
provide the incentives needed for new gas devel opnent, but
that the state would also need to rely on other |essees who
do not currently have access and may not have it when the
time cones. He provided the exanple of Arnstrong: the
conpany could develop the North Fork Unit and deliver gas
to ENSTAR, but if ENSTART cannot find storage, Arnstrong
would have to find it or be limted to the expensive
prospect of running wells in the wintertine.

2:22:04 PM

Representative Gara asked whether a conpany would want
regulated ability to use soneone else’'s existing storage
facility because the cost to build its own storage facility
was too high. M. Banks returned to his Arnstrong exanple:
t he conpany does not have access to subsurface horizon that
can be used for storage. They are producing, but do not yet
have depleted reservoirs, and would have to find a conpany
that has an enpty one.

Representative Gara was concerned about the inability to
find affordable storage if there is not regulated access to
anot her conpany’s storage. M. Banks replied that the
conpany mght be forced to produce only in the wnter
nmont hs when the demand is high enough to take the gas; this
m ght di scourage new producers.

Co-Chair Hawker agreed wth the hypothetical, but he
pointed out that in reality there will be l|arge, open-
access storage facilities <created in Cook Inlet. He
enphasi zed that the purpose of HB 280 was specifically to
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resolve inpedinments to establishing Ilarge, open-access
facilities, especially the need for regulatory and
inventory managenent certainty. He cautioned against a
hypot hetical reflecting what would happen w thout HB 280.
He stressed that a working market is evolving in the Cook
I nl et area that will i nclude adequate storage. He
underlined the inportance of the outer perinmeter that HB
280 was attenpting to create.

2:25:55 PM

Representative Gara asked whether the neasure could be
witten so that other conpanies could use the storage. M.
Banks suggested a sunset provision for Anmendnent 3; for
exanple, that leases could require third-party access for
applications that came after 2014.

Co- Chair Hawker believed the departnent already had the
latitude to make public-interest determ nati ons. He
enphasized the I|imtation "solely" on the open-access
criteria. He was hesitant to mcromanage the regulatory
process. He argued that the bill would protect the ability
of an individual producer to manage their own inventory.

2:28: 58 PM

Co- Chair Hawker pointed out that ConocoPhillips and other
producers have already diverted gas to the comunity in
recent winters, to their own detrinment. He did not want to
cast big oil as bad.

Co-Chair Stoltze W THDREW his OBJECTION t o Amendnent 3.
Representative Gara OBJECTED.

Aroll call vote was taken on the notion.

IN FAVOR Thomas, Austerman, Doogan, Fairclough, Foster,
Joule, Kelly, Hawker, Stoltze

OPPOSED: Gar a

The MOTI ON PASSED (9-1). Anendnent 3 was ADOPTED.

2:31: 34 PM

Representative Kelly stated that Amendnent 5 had solved
problems he had had with HB 280, especially the "solely"

House Fi nance Conmmittee 12 03/18/10 1:37 P. M



| anguage. He queried the possibility of a negative tax
situation. Co-Chair Hawker replied that the drafters had
taken care to prevent the situation.

Co-Chair Hawker noted that fiscal note 4 was outdated and
requested an updated note by REV. He spoke to funding for a
continuing auditor position. He did not expect gas storage
to happen quickly or for there to be a lot of applications
in the near future. He advised zeroing out the increnenta
expense, leaving the change in revenues as indetermn nate,
and submtting the question of additional positions to the
conti nui ng budget process.

Co- Chair Hawker highlighted m stakes in the outdated fiscal
note, including that the nmaximum credit anount had been
reduced by hal f.

2:36:37 PM

Representative Kelly read from fiscal note 4 (REV)
anal ysi s:

The language relating to credits has the potential to
be interpreted quite broadly with the potential for
| arge reductions in state revenues when conpared to
future devel opnents that might occur under the current
I aw.

Representative Kelly commented that the obvious number was
the reduction [of allowed credits] from $30 mllion to $15
mllion. He asked if there were other concerns that he was
not seeing.

Co-Chair Stoltze stated his intent to have REV submt
fiscal notes and any comentary or analysis to the
commttee on departnent |etterhead.

Co- Chair Hawker pointed out concerns brought by REV rel ated
to opportunity to “game the system” He asserted that the
issues were already specifically addressed, i ncl udi ng
delineating that pipe packing would not used as a storage
facility under the bill.

Representative Gara questioned whether the credit of $1.50
per Mf mght in some years be greater than the anount
expended by an entity; the first year they would get $1.50
per Mcf to develop the storage facility but the fiscal note
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says the cost is not expected to be higher than $0.72 per
Mcf. He wanted assurance that during the first year the
state would not pay a credit |arger than expenditures.

Co-Chair Hawker believed the fiscal note analysis was
msleading. He stated that the investnent tax credit
related to the construction of a storage facility is a one-
time credit offered only at construction; it is not a cost-
of -service cal cul ation. He gave the exanple of a person who
decides to go into the taxi business and buys a taxi cab
for $15,000 and then charges a customer $0.50 per nmile for
a ride.

Co- Chair Hawker asserted that the credit in the bill
functioned differently. The credit is one time. He reported
that information gathered shows that capital cost estimates
between $7 million and $15 million per Bcf are expected for
Cook Inlet gas storage facilities. Approximting roughly at
10 percent on cost credit provides the $1.50 front-end
credit. The credit has nothing to do wth the annual cost
of servi ce.

2:41:48 PM

Representati ve Gara questioned where in Section 10 the bill
limts soneone to the cost of developnent of the storage
facility and not the cost-of-service. Co-Chair Hawker noted
that he would entertain an anendnment to allow the credit on
an annual basis. He explained that Section 10 describes a
tax credit being available in an amount equal to $1.50 per
Mcf of working storage capacity (certified wunder the
provisions of the bill). He detailed that the Alaska Q|
and Gas Conservation Comm ssion (AOGCC) would certify the
wor ki ng storage capability; the credit would be cal cul ated
on that basis. He added that there was nothing in the
section about a benefit occurring nore than once; the bil

is an investnment tax credit bill. He pointed to line 11
saying the credit would be available against a tax inposed
for the "taxable year" in which the gas storage facility

commences commercial operations. He felt the |anguage was
cl ear about the fact that the itemwas one tine.

Representative Gara was conforted that the expense was a
one-tinme expense for the developnent of storage, and
conforted by Amendnent 5. However, he wanted assurance that
the $1.50 per Mf granted would never be greater than the
cost of constructing the storage facility. He wanted
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correct nunbers. Co-Chair Hawker stated that the $1.50
anount arrived at in the bill was based on analysis
resulting from proprietary discussions with proposers of a
significant natural gas storage facility in Southcentral
Al aska. His understanding based on prelimnary estinmtes
was that the cost of gas storage developnent would be
between $7 million and $15 mllion per Bcf of storage
capacity. He recognized the latitude of the figures. He
added that subsequent conversations with the sonme of the
sanme people indicated to himthat costs woul d escal at e.

2:45:40 PM

Representative Gara pointed to line 19 on page 9 of the
bill saying that soneone would be eligible for the credit
if they had storage capacity of one-half Bcf or nore. He
guestioned the nunbers. Co-Chair Hawker replied that the
section referred to al so cont ai ns t he addi ti onal
requirenents for a facility to receive and qualify for the
credit. He asserted that the requirenents include that the
wor ki ng gas storage capacity be at |east one-half Bcf, or
500 Mcf. He noted the inportance of also having a
wi t hdrawal capacity in case operations are too slow that
is the reason for the mnimum wthdrawal capability
requi renment of 10 Mf per day, also certified by AOGCC. In
addition, there are requirenents related to anti-churning
and provisions stipulating that an existing proprietary
facility cannot receive credit for converting to an open-
access facility. The facility nust also be accessible for
utility-owned gas.

Representative Kelly thought the proposition was a good one
gi ven the nunbers described. Co-Chair Hawker agreed.

CODY RICE, PETROLEUM ECONOM ST, TAX DI VI SI ON, DEPARTMENT OF
REVENUE (via teleconference) clarified that a cost of
service includes capital and operating expenses. He added
that a cost of service is typically a levelized cost and
includes the allowable rate base, or the costs of
construction and the operating expenses as deened all owabl e
by the regulating entity, and an allowable return on
equity.

Co-Chair Stoltze asked that the analysis be submtted

in
witing to the commttee. M. Rice replied that he would
pass the information on.
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Vice-Chair Thomas MOWED to report CSHB 280 (FIN) out of
Commi ttee W th i ndi vi dual recommendat i ons and t he
acconpanyi ng fiscal notes.

CSHB 280 (FIN) was REPORTED out of Committee with a "do
pass" recommendation and with a new zero note by the House
Finance Conmmttee for the Departnent of Revenue and
previ ously published fiscal notes: FN1 (ADM, FN2(CED), FN3
( DNR) .

2:51: 56 PM RECESS
3:01: 25 PM RECONVENE
#hjr8

HOUSE JO NT RESOLUTI ON NO. 8

Proposi ng anendnents to the Constitution of the State
of Alaska limting appropriations fromcertain mnera
revenue, relating to the bal anced budget account, and
relating to an appropriation limt.

3:02: 01 PM

REPRESENTATI VE M KE KELLY, SPONSOR, introduced the proposa
to change the constitution to include a balanced budget
nmechani sm He believed Alaska was noving in the direction
of revenue shortages and «cuts in government services
because of declining oil revenue and growh in state budget
at the rate of 10 percent per year. He stated concerns
about possi bl e consequences.

Representative Kelly noted that Al askans had signaled their
desire to have costs controlled in 1982 wth a spending
limt measure and in 1990 with a Constitutional Budget
Reserve (CBR) neasure. He asserted that neither of the
nmechani snms had sol ved the fiscal problens.

Representative Kelly renmnded the comrittee about a
previous attenpt at ten-year forecasting |legislation. He
referred to other work on the unfunded liability, which
saved municipalities from sinking and set a course to repay
the debt over a 25-year period. He believed nore should be
done.

DEREK M LLER, STAFF, REPRESENTATIVE M KE KELLY, introduced
a Power Poi nt presentati on, "HIR 8, Bal anced Budget
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Resol ution, March 18, 2010" (copy on file), beginning with
Slides 2 and 3:

e In 1982, voters approved an anendnent to the Al aska
Constitution to control state spending.

« The amendnent established an annual appropriation
[imt of $2.5 billion plus adjustments for changes in
popul ati on and infl ation.

* In today's dollars: For FY 09, the Ofice of
Managenment and Budget estimated the |imt to be
approximately $8.3 billion.

M. MIller turned to the FY 09 budget passed (Slide 4):

e The unsustainable FY 09 budget passed by the
| egi sl ature after vet oes was $6. 7 billion
(unrestricted General Fund revenue), or $1.6 billion
| ess than the 1982 constitutional spending limt.

e Translation: The 1982 spending |imt passed by voters
is ineffective; or, w're doing a great job of
controlling governnent grow h.

M. Mller spoke to the Constitutional Budget Reserve Fund,
(Slides 5 and 6):

e In 1990, another attenpt was made by voters to inpose
budget stability. Voters approved a Constitutional
Amendnent creating the Constitutional Budget Reserve
Fund ( CBRF).

« The CBRF was created to receive and protect excess
revenues generated in high revenue years rather than
| eaving excess funds in the CGeneral Fund (where they
could be easily spent). Taking noney from the CBRF
requires a supernpjority 3% vote, making it nore
difficult to tap and therefore arguably a spending
controller.

M. MIller turned to a graph on Slide 7 depicting through a
steadily rising line what state general fund spendi ng woul d
have been FY 1990 through FY 2010 if it had been sinply
adjusted for inflation at 3 percent.

M. MIller described the graph on Slide 8 wth a second

contrasting line depicting actual general fund spending
t hroughout the same period. The second line is volatile and
erratic conpared to the steady inflation-adjusted line. He
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noted the sharp rise in recent years when the price of oil
went up and there was nore noney to be appropri at ed.

3:08:48 PM

M. Mller pointed to a third graph on Slide 9 with a
third, green line added illustrating the total general fund
revenue (including non-mneral revenue). He highlighted the
sharp peak in the green line for FY 08 and argued that
m ner al revenue, i ncl udi ng m ner al | ease rental s,
royal ties, bonuses, and production taxes on oil and gas,
are the nost volatile part of the state’s revenue base.

M. Mller turned to Slide 10, the sane graph with a
fourth, black line added in order to conpare what spending
woul d have |ooked like over the time period if HIR 8 had
been inposed in 2000. He noted that spending would have
been significantly |lower than what was actually spent over
the period until FY 10. In FY 10, the state would have been
abl e to access account funds.

M. MIller described Slide 11 as a clear visual of what the
nmeasure would do. The left colum shows revenue from oil
after the permanent fund is paid. The five-year average is
calculated and if revenue from the year is lower than the
five-year average, funds could sinply be transferred from
t he Bal anced Budget Account (BBA) by the legislature up to
the five-year limt. Revenue received during the year in
excess of t he five-year aver age is automatical ly
transferred back into the BBA, which the legislature can
access during | owrevenue years.

M. MIller assured the commttee that the BBA does not
touch certain “Sacred Cows” (Slide 12):

* Permanent Fund Divi dend
 Permanent Fund Cor pus

* Permanent Fund Ear ni ngs
* Anerada Hess

M. Mller also assured the committee that the BBA is not
subject to the CBR sweep. He pointed to a bar graph (Slide
14) covering cal endar years (CY) 2006 through 2010. Adding
the nunbers from CY 2006 through CY 1200 and dividing by
five produces the five-year average.
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e HIR 8 transfers funds into the BBA when oil prices are
high and, with a sinple majority vote, transfers funds

out of the BBA to fill the gap when oil prices are
low. Wien the balance of BBA exceeds 2 years of
appropriations, excess wll be transferred into the
CBR.

M. MIller spoke regarding a simlar graph on Slide 15. He
then turned to Slide 16 and detailed the relationship
bet ween t he BBA and CBR

 The BBA is limted to a maxi mum anbunt equal to oi
appropriations for 2 years. Any excess wll Dbe
transferred to the CBR

e The CBR HIR 8 transfers funds into the CBR when the

BBA exceeds its 2 year limt. The legislature would
still need a % vote to access the CBR

3:12: 12 PM

M. MIIer stressed t hat HIR 8 is about fiscal

responsibility (Slide 17):

e Encourages a better budgeting system than “when you
have it, spend it — when you don’'t, cut.”

* Provides a sinple but effective nechanismto help save
budget surpluses and avoid deficits while encouragi ng
government to live within its neans.

e Elimnates need for conplicated “rat holing” and
“parking” of excess funds to avoid % vote.

M. MIler addressed the issue of why the budget should be
a constitutional anmendnment (Slide 18):

e The legislature can easily overpower, ignore or change
statutory appropriation constraints.

* Let the people speak concerning this sinple fiscal
framework. It may be the only fiscal plan they wl
endorse at this tinme.

M. Mller maintained that the neasure would dovetail wth
a Percent of Market Value (POW) approach to funding
governnent. He concluded wth excerpts from Brandner’s
Legi sl ative Digest No. 29/07 Dec. 19, 200& (Slide 20):
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e Fiscal policy is nore than savings and sound bites; it
requires long-haul skilled political crafting.

* Long term fiscal policy has been elusive in Al aska,
especially since the beginning [of] the pipeline flow

and the flow of easy noney. The citizen taxpayer
close scrutiny faltered and was replaced by all of us
with our hands out. There are reasons why we have

failed, and continue to do so.

« W play the budget gane fromthe seat of our pants.

e Lawmakers are besieged wth demands to spend,
especially when there is the perception or the reality
as is the current case, that there is noney on the
t abl e. Fiscal restraint then becones soneone else’s
busi ness, or the Dbusiness of tonmorrow, although
tonmorrow brings the sanme appetites.

* The sane people who demand that they see a critica
need in their conmmunity, or in relation to their
institution or i ndustry, wi || still say t he
Legi sl ature “spends too nuch.”

3:13: 15 PM

Representative Kelly summarized by calling the proposed
neasure a gentle novenent towards fiscal stability. He
calculated that the state’s savings would have generated
about $4 billion nmore if HIR 8 had been in effect since
2000. He pointed out that change thus far had assured that
the state’'s revenue-sharing dollars are average now, he
believed the proposed |egislation would have the sanme sort
of i npact.

Co-Chair Stoltze recalled taking up simlar legislation in
t he past. He comrended t he work done.

Representative Austerman agreed and believed the proposal
fit into discussions that the conmttee had been having.

Vi ce-Chair Thonmas commented that the fiscal franmework was
not si nple.

HIR 8 was HEARD and HELD in Comrittee for further
consi derati on.

#
ADJ OURNVENT

The neeting was adjourned at 3:15 PM
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