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ACTI ON NARRATI VE

3:32:49 PM

COCHAIR JCE PASKVAN called the Senate Resources Standing
Commttee neeting to order at 3:32 p.m Present at the call to
order were Senators Stedman, Stevens, French, Co-Chair Wagoner
and Co- Chair Paskvan.

SB 153- NATURAL GAS STORAGE TAX CREDI T/ REGULATI ON

3:33:34 PM

CO CHAI R PASKVAN announced SB 153 to be up for consideration
3:33:38 PM

SENATOR JOE THOWAS, sponsor of SB 153, said the cost of energy
in much of Alaska is crippling conmunities' economes. It's
still the mddle of wnter in Alaska, and nore specifically
Fai rbanks pays $4/gallon for heating oil; they are spending

approximately $666 million annually on energy costs. This
averages out to about $6,667 for every nman, wonman and child
annual ly. Miuch of this noney |eaves the comunity. Fairbanks is
currently paying $23.35 for 1000 cubic feet of natural gas and
$.23/kilowatt hour. Individual bills run $1,000 to $1,500 a
month during the heating season (Septenber through Apri
generally). Natural gas is the |lowest cost fuel, but it's three
times the price of gas in Southcentral and only available to
approximately 1,100 custoners. No nore gas is available for
Fai rbanks Natural Gas, the local distributor, due to Cook Inlet
contracts that provide for Cook Inlet towns being taken care of
first.

He said that lines that have been built to various parts of the
towmn in Fairbanks, but have not been able to be distributed
because gas isn't contenplated being available. SB 153 addresses
this problem by incenting the private sector to deliver
additional trucked natural gas to Fairbanks in the next two to
three years. SB 153 would also extend up to $15 mllion of tax
credits to an LNG trucking project such as the one proposed by
partnershi ps between Golden Valley Electric Association (GVEA)
and Flint HIls Resources. This is the sane $15 mllion tax
credit that is applicable to Cook Inlet's gas storage projects
(CINGSA), but in Fairbanks it would be above-ground storage
rather than filling depleted wells (because they don't have
any). He said GVEA and Flint Hlls are the two |argest Interior
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tenants for gas and it nmkes sense for them to buy the gas to

make use of it, but they nay also be willing to accept soneone's
delivery.

3:38:22 PM

SENATOR THOMAS said the «credits are limted to regulated
utilities, so the savings will be passed through to consuners as

the RCA | ooks at their business plans. GVEA and Flints are stil
narrowi ng down their cost estinmates and once they get to a plus
or mnus 30 percent estimate, their board will make a decision
when to go forward and that is expected this spring or sumrer.
|f that doesn't happen, it's possible that an entity such as
Fai rbanks Natural Gas or Enstar and/or their Canadian parent
conpany, Al t aGas, m ght nove on the project. He said
negoti ati ons between Foot HIls and GVEA are ongoing and are
positive, and that is another reason that the timng of SB 153
i's inportant.

He said this will also ensure that the North Slope producers or
LNG export facilities that are not regulated utilities and do
not provide for consunption of gas in state will not be able to
access these credits. Further, with the gas line still years

away, it appears the only project that could bring gas into the
Interior in a quick manner is trucking projects such as this one
t hat woul d be an expansi on of an existing trucking project.

CO CHAI R WAGONER moved CSSB 153( ), 27-LS1187\I1, for discussion
pur poses.

CO- CHAI R PASKVAN obj ected for discussion purposes.

3:41:56 PM

GRI ER HOPKI NS, Legislative Aide to Senator Thomas, said there is
a fundanental difference between storing natural gas in its
gaseous form and storing it in its liquid form the volunes
don't match. He explained that the credits in HB 280 had a fl oor
of 500 mmtf because Cook Inlet has underground reservoirs, but
Fai rbanks is looking at storing approximtely 240 mmtf/gas in
two separate tanks. The sponsor found a way to apply the sane
$15 mllion in gas storage tax credits that Cook Inlet has to a
Fai rbanks project or 50 percent of construction costs for a
storage facility, whichever is l|less. Storage facilities have
been estimated to cost about $30 million.

He said the changes between version M and version | are rather

sinple. The project is still up in the air, but they want to
make sure that any project bringing gas to Fairbanks would
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receive those credits. Therefore, |anguage was included all ow ng
for the expansion of an existing facility that was in business
before 2011. It renoves the date restrictions that a facility
nmust start commercial operations for the same reason.

A new subsection in AS 42.05.990 says only reqgulated utilities
can take advantage of the tax credits so their benefits get
passed on to the custoners, but it currently doesn't include
LNG and that |anguage is being worked on now.

CO CHAI R PASKVAN asked himto go through the bill by section

MR. HOPKINS said section 1 establishes that the AOGCC nust
certify the 1 mllion gallon threshold for a project to be
eligible to receive the credits. Section 2 addresses the |ease
exenption and makes it the same as Cook Inlet provisions. It
m ght be applied differently for the North Sl ope, but GVEA has
been in contact with the admnistration and they understand how
it is nmoving forward.

3:46: 55 PM

Section 3 anends the definition of "natural gas storage
facility" and "facility" in AS 42.05.990(3) to assure that tank
storage or storage in a depleted or nearly depleted well can
apply for this tax credit (as opposed to Cook Inlet Natural Gas
St orage Association's project).

3:47: 27 PM

Section 4 amends the existing gas storage facility tax credit by
bifurcating it into two separate credits: a nontank storage
facility and a tank storage facility. The nontank storage uses a
volunetric equation that is necessary for the wunderground
storage, but the tank storage uses $15 million or 50 percent of
the cost of building an LNG storage facility of at least 1
mllion gallons, whichever is |ess.

Section 5 anends the terns of what storage qualifies as a tax
credit by adding the 1 mllion gallon threshold simlar to
section 1. Sections 6 and 7 added "or paynent” to the |anguage
as opposed to just a tax refund in order to nmake it easier and
clearer within statute that GVEA, a non-profit that does not pay
any taxes to the state, could have access to that credit.

3:48: 29 PM
Section 8 sets forth how a conpany not subject to tax under this
chapter would still be liable to pay back any erroneous paynents

made by the state. So the state receives sonme of its noney back
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if the organization stops comercial operation of the storage
facility or if an error was nmade in calculating the construction
cost for the facility as determned by the Alaska Ol and Gas
Conservati on Conmm ssion (AOGCC).

Section 9 amends AS 43.20.046(i) to clarify that a person that
receives the paynment under this title nust also repay interest
to the state as the determned under AS 43.05.225 (under
cal cul ation of erroneous paynent). Sections 10-13 nake a nunber
of conform ng |anguage changes, especially including the word
"paynent” going back to the non-profit status of GVEA Section
14 establishes an effective date.

CO- CHAI R PASKVAN opened public testinony.

3:50: 00 PM

LUKE HOPKINS, WMayor, Fairbanks North Star Borough, said SB 153
is very inportant for Fairbanks. Increasing storage capacity for
the community would allow nore people to take advantage of a
resulting increased gas supply. He said cars are lined up at the
| onest-priced gas punp for home heating oil and people are
buying it 5 gallon cans, because they nmay not have enough noney
to make to the next delivery. He said this is one of the fastest
short term inprovenents in space heating fixes that can be seen
and that GVEA and Flint Hlls are already considering expandi ng
an existing trucking project with Fairbanks Natural Gas.

3:53:20 PM

JI'M DODSQN, Fairbanks Econonmi c Devel opnment Council, Fairbanks,
said he supported SB 153. It's a crucial conmponent to Fairbanks'
infrastructure in noving from staggering hone heating fuel costs
($4 gallon) to a natural gas system He said the high costs are
devastating famlies, homes and businesses and mneki ng Fairbanks
an econom cal ly unsuccessful community.

3:54: 45 PM

BRI AN  NEWION, President and CEQ, Golden Valley Eectric
Association (GVEA), said it the |largest producer of electric
power in Interior Al aska and serves roughly 44,000 residential
and industrial custoners. Their service territory covers greater
Fai rbanks and the North Pol e area, extending down the Richardson
H ghway to Delta Junction, and down to the Parks Hi ghway to
Cant wel | .

He said the cost of electricity is extrenely high in Fairbanks

and now it is being exacerbated by the high cost of oil. It
produces only 36 percent of their power needs, but in 2011, oi
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accounted for 60 percent of their fuel bill. A though they
secure as nuch gas fire generation out of the Cook Inlet as
possi bl e, and purchase and spin as nuch power from coal as they
can, they still rely on oil for 35-40 percent of their yearly
fuel needs.

He said that GVEA is aggressively pursuing ways to replace its
oil-fired generation wth alternative sources of power. In
anticipation that affordable natural gas would soneday be
available in the Interior they installed an "LMs000," basically
a 737 jet engine at their North Pole expansion plant. This 60
nmegawatt unit is currently run on naphtha (Jet A), but it can
easily be converted to natural gas and SB 153 nay hel p determ ne
whet her such a conversion is econom cally feasible.

MR. NEWON said GVEA watched as the Cook Inlet Recovery Act was
debated and passed in 2010; it established an incentive for
creation of natural gas storage around the state to satisfy
regional energy needs. At the tinme of its passage, GVEA was
investigating trucking LNG to Fairbanks from the North Sl ope,
but the trucking concept for a large volunme of gas was not fully
devel oped at the tinme. Despite this fact, the Interior relied on
statewide provisions in the legislation and hoped that would
accommopdate future Interior energy needs. As GVEA established a
partnership with Flint Hlls to advance the devel opnent of an
LNG project, they reviewed the provisions of the gas storage
incentive statutes and determ ned sone slight nodifications were
needed to be applicable to their proposed project.

He explained that at the time HB 280 was passed in 2010, the
primary focus was on creating an incentive that would trigger
t he devel opnent of geologic storage in the Cook Inlet to handle
seasonal peaks of natural gas demand. The | egislation referenced
both geologic below ground storage and tank above ground
storage. SB 153 clarifies the sane |level of support for above
ground tank storage facilities.

3:58: 51 PM

MR. NEWION said GVEA didn't consider the establishnment of an LNG
trucking project from the North Slope as being in conpetition
with a future pipeline. In fact, they believe that bringing a
|arge volune of natural gas to the community via truck wll
allow a local distribution and custoner base to devel op thereby
under pi nning the econom cs of the future pipeline. He concl uded
that GVEA is prepared to work with the conmttee to make sure
that natural gas incentives are available to the Interior as
well as to other areas of the state.
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3:59: 50 PM

DOUG | SAACSON, Mayor, City of North Pole, Al aska, said he
supported SB 153 for all the reasons already nentioned, but he
wanted to add that natural gas do sonething else for their
communities that no one had nentioned. He said that there is a
need for clean air; North Pole has been rated the dirtiest air
this winter - Jlargely because they have two refineries and
GVEA's 180 negawatts of diesel powered generation along wth
many wood stoves. He said people are paying on average of $1,500
each month for fuel, space heating and electricity during the
winter. This is not sustainable; there is pain and they are
asking for solutions both imrediate and long term This would
show peopl e that sonething credi ble was going to happen.

MR. | SAACSON said they have been told that the handshake from
the municipalities to the legislature |ooks |ike a hand out, but
this project will mtigate that by allowwing them to attract
| arger stores that presently won't conme to North Pol e because of
the high cost of space heating. Then they would have nore of an
econony and be able to do nore for thensel ves.

4:04: 16 PM
DAN BRI TTON, President and CEO, Fairbanks Natural Gas, said he
supported SB 153 for the reasons al ready stated.

SENATOR STEDVMAN said he wasn't sure this wasn't a regular
capital appropriation request being coined in a piece of
| egislation. It sounds simlar to conversations with hydros that
want help with 50 percent of their costs. He said he would be
concerned if they started |legislating appropriations and
rei nbursenents on capital projects in legislation in general and
t hat energy issues should be addressed through ot her processes.

CO- CHAI R PASKVAN t hanked him for the comrents and i ndi cated that
SB 153 would be held in commttee.

Judge d eason's Decision: An Alternative Perspective by Bradford
Keithl ey, Perkins Coie, LLP

4:08: 09 PM
CO CHAIR PASKVAN transitioned to M. Keithley's presentation of
his alternative perspective of the G eason decision

4. 08: 22 PM
At ease from4:08 p.m to 4:10 p. m
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4:10:17 PM

BRADFORD KEI THLEY, Partner and Co-head, G| and Gas Practice of
Perkins Coie, LLP, said they are a firm of 750 |awers in
offices all over the U S., Shanghai and Hong Kong. He said he
started in the late 1970s with a regional law firm in Tul sa
Okl ahoma, and Congress passed the Natural Gas Policy act of 1978
which |aunched his career. During his six years there, he
represented consuners and producers and went on to become senior
vice president and general counsel of Arcla, a Fortune 500
integrated wutility that was headquartered in Little Rock,
Arkansas. He learned many things during that period where he
wor ked for Mack McLarty, Bill Cinton's first chief of staff.

After that he becane partner and subsequent co-head of the oil
and gas practice law firm called Jones Day, with 2,500 |awers
spread throughout the globe. The oil and gas practice was
centered in Dallas and Houston, but they also had lawers in
Washi ngt on, New York, London, Moscow, Sydney, Hong Kong, Beijing
and L.A. That gave him the opportunity to understand a |ot nore
about the global oil and gas industry. In the early 1990s he
started working Al aska issues and over the next several years he
went from a point where he was comng to Al aska once a quarter
to coming once a week to comng three and a half weeks a nonth.
During the period he has gained a substantial anount of
under standing of Alaska issues and finally, four years ago he
deci ded to nove up here.

4:14: 03 PM
SENATOR W ELECHOWBKI and SENATOR MCGUI RE j oi ned committee.

MR. KEITHLEY said his opinions are entirely his own and he
wasn't speaking on behalf of any client. It's sinply because
these issues are significantly inportant to the state and he
wants to help get it right. He nonitored the case and studied
the G eason decision closely because of its potential inpact on
Al aska; he was not here to challenge or dispute the logic of the
opi nion. But he was concerned about the context of the case and
wanted to tal k about what the decision says and what it doesn't
say and those inplications.

4:17: 38 PM

He said the case involves a state court dispute over the
valuation of TAPS for property tax purposes. Wile sonme have
said that the judge had no business talking about oil and gas
i ssues, he conpletely understood why she did and he had the
hi ghest respect for Judge G eason.
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MR. KEI THLEY expl ai ned that the parties were Alyeska on one side
and the North Slope Borough, Fairbanks North Star Borough,
Val dez and the Al aska Departnent of Revenue (DOR) on the other
side. He also believed that the life of TAPS is relevant to its
economc value and the accunulated depreciation and Judge
d eason had every right to weigh in and valuate the evidence on
these decisions in reaching her decision with respect to TAPS
economc life. He said if TAPS were going to close down tonorrow
it would have one value and if it would close down a nunber of
years fromnow it would have an entirely different value; so she
had to take that into account as well as the period over which
depreciation would be calculated. This decision is subject to
appeal in the Al aska Suprene Court where an appeal of her |ast
deci sion regarding valuation is being heard.

Judge deason's decision says that the value of TAPS for
property tax purposes was $8.94 billion in 2007, $9.64 billion
in 2008 and $9.24 billion in 2009. In the course of determning
t hose val ues she concluded that the life of TAPS - based on its
proven reserves and i ncor porating its m ni mum capacity
t hroughput limtations as of 2007, 2008 and 2009 - is at |east
until 2065. She also concluded that TAPS could continue to
accomodate flows as low as 70,000 barrels a day (bbl/d). He
explained that she wused 100,000 bbl/d as the mechanica
[imtation in deciding on 2065, but found that the evidence
supported goi ng deeper.

CO CHAI R PASKVAN said 70,000 bbl/d wasn't solely her conclusion
a BP study al so reached that same concl usi on.

MR. KEI THLEY replied that the year 2065 was in the BP study that
she took as having evidentiary value and he didn't know what the
vol umes were.

CO- CHAI R PASKVAN asked where the 70,000 bbl/d canme from

MR. KEITHLEY replied that there was evidence in the record
relating to 70,000 bbl/d.

4:21:35 PM

SENATOR FRENCH said the 70,000 bbl/d stood out to him as well
and he was on page 150 of the decision, paragraph 438, that
sai d:

For t he f or egoi ng reasons and after carefu

consideration of all the evidence presented at trial,
the court finds it nore likely than not that TAPS can
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effectively transport throughputs at |east down to a
m ni mum fl ow rate of 100, 000.

So he didn't know if it was fair to say she concluded that it
coul d accommodate flows as | ow as 70,000 bbl/d.

4:22:05 PM

MR. KElI THLEY replied he wouldn't argue the 70,000 bbl/d versus
t he 100, 000 bbl/d, because her decision was that it can go for a
long time and he agreed with that. But, he said it's inportant
to keep in mnd that there are things the decision doesn't say;
it doesn't say anything about current or reasonably foreseeable
production |evels. The decision sinply says "production tail"” is
the length of time that there wll be production. It didn't
di scuss current production levels or forecasts of future
production levels - the level of production as opposed to the
|l ength of production. It also doesn't say anything about the
effect of declining production on the state's econoni c wel | bei ng
- and that is an extrenely inportant factor to keep in mnd.

4:24:14 PM

MR. KEI THLEY remarked that Joe Balash has it right when he said
that a 300,000 bbl/d throughput scenario would be a disaster.
Hi s next bullet was a paraphrase from Janes Carville when he had
to get Bill dinton's attention during the 1992 presidential
canpaign by telling him he was stupid. M. Keithley said he
thinks it's one of those points where we need to wake up and
focus on what is really critical here. "In Alaska it's the
production rate that's inportant to our econony....not the
reserve life."

4:26:16 PM

SENATOR STEDMVAN sai d everybody has different views of the world,
but this issue is here because of discussions heard in the state
that TAPS woul d be shut down or renoved within 10 years or |ess
because of |ack of oil. He said:

So to put to rest that we have billions of barrels of
proven reserves as we sit here today, and we have
billions and billions behind that nunber into the
future in other areas, if it's shale and if it's heavy
oil, if it's offshore potential, and that the state
woul d have to take an imedi ate directional change to
prepare the state for the upcom ng econom c turnoil.

He said the Finance Commttee asked the DOR comm ssioner if they
should be turning 90 degrees in addressing that issue and he
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answered no. Senator Stednman said there is no inmmnent dem se or
stranding of our basin and the public has the perception that
there is. So they are spending tinme going through these
docunments talking about that to put that issue to rest. He
stated that he was not interested in scaring the public. He also
said they had spent a lot of tine steering the State of Al aska
out of the financial ditch and they will continue to do so. The
basin will not be shut in and they will continue to put sone of
these things to rest so they can get to the subject matter at
hand, which is the tax structure.

MR. KElI THLEY said he appreciated that and agreed with himon the
point that the discussion around TAPS shutting down was a
diversion. On the other hand, based on information that is out
there, there is a need to nove in the very near termto increase
i nvestnment and production because of the consequences of the
| ack thereof. The correct notivation for acting is not that TAPS
is going to shut down, but that doesn't nean there isn't cause
for concern

4:30:19 PM

SENATOR FRENCH repeated that sone of the pressure they have felt
in the public arena is that the threat of a pipeline shutdown is
being used to extract a tax concession. He pointed to a headline
on the "Make Al aska Conpetitive" website that says, "Producers

tell Alaska to become conpetitive or pipeline will be in
jeopardy.” This leads the public to believe that taxes have to
be lowered or the pipeline will be shut down. That is sonething

t hese hearings were designed to break.

MR. KEITHLEY said it is also fair to recognize that substantia
additional investnents are going to be required to keep the
pi pel i ne operational.

SENATOR STEDMAN said it's not a "substantial amount  of
investnment" to Kkeep the pipeline operating relative to the
anount of revenue that in one fiscal year is $14 billion. The
capi tal expenditures are for enhanced oil recovery and
addi tional volunme, not the operation of the Iine.

MR. KEI THLEY said it's not cheap either to nmake the investnents
necessary to put heaters in and adjust the operations of the
line to accommdate | ower flow al ong the way.

4:33:20 PM

SENATOR STEDVAN said he didn't want to draw to fine a line
wi thout nunerics in front of them but they are tal king about
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billions of profit in oil. If they are talking about $3 billion
in capital costs and $2.5 billion in operating costs, and you're
gross stock is $20 billion, he said, "I think you ve got enough
room to buy a couple of heaters if they are several hundred
mllion dollars.”

MR. KElI THLEY responded that Judge G eason found that the
economcs would justify doing that, but the decision to nmake
that investnent still has to be nade.

CO CHAI R PASKVAN asked if he agreed that the value of just the
proven reserves alone is probably the greatest it's been in the
history of oil relative to the ANS price at $110 to $120.

MR. KEI THLEY replied that he had not | ooked at that anal ysis.

4:34: 43 PM

SENATOR W ELECHOWSKI said a couple of things came out of the
Brenna testinmony that were inportant: one was a BP docunent
witten in 2004 entitled "Alaska's Role in BP's Portfolio is to
Provide a Stable Production Base and Cash Flow to Fuel G owh
El sewhere in the Business.”" He said that BP hasn't explored in
years in Alaska; Exxon hasn't explored here either (although
t hey m ght be doing sonmething at Pt . Thonson now) ;

ConocoPhillips hasn't explored either, and the testinmony from a
nunber of the mmjors has been that even if they pass HB 110 they
still don't plan to explore. Producers have been saying for

years that they are not exploring in Al aska. So, why would the
| egi slature give them a tax break now to pronpte sonething which
they have been saying for years they're not going to do? And
even now they are saying they won't do? He was curious to hear
M. Keithley response to that.

4:36: 05 PM

MR. KEITHLEY replied in 2006 BP testified to that particular
point and it was basically that they have nore potential
opportunity sitting in Prudhoe Bay, MIlne and Kuparuk than you
can reasonably find by going out and exploring "ram acreage"
outside of the existing basins. If you |ook at 2006 nunbers, the
estimates of what is left in existing units is substantial and
the focus of the conmpani es has been to develop the technology to
get to the production in the existing units.

SENATOR W ELECHOWBKI then showed him a USDOE chart that was

produced during the trial of the decline curve on the North
Slope; it flattened out for 8 or so years and then spiked up
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significantly. He remarked that even wthout tax breaks it
showed production levels of 1 million bbl/d within a decade.

MR. KEI THLEY asked if he read the DOE report that came from

SENATOR W ELECHOWSKI said he had read prior reports; this was
presented by Robyn Brenna and he hadn't read this specific one.

MR, KElI THLEY said this particular report came froma 2009 report
entitled "Alaska North Slope Ol and Gas, a Promi sing Future or
an Area of Decline.” This conmes from a portion of that report
that is entitled "Undiscovered ANS G| and Gas Forecasts."” It's
conposed of adding the estimated but undiscovered gas reserves
that sonme people have estimated exist on the North Slope to the
undi scovered oil reserves that sonme people have estinated exist
on the North Slope and coming up with what the report says is
"an ideal scenario if all of the assunptions in the report were
fulfilled.” That kind of projection is not what the State of
Al aska ought to be predicating its policies on.

CO CHAI R PASKVAN said that may be going a little too far. Don't
all basins around the world have a limted definition of proven
reserves - sone under developnment, sone undiscovered - it's
pretty standard term nology. He asked M. Keithley if he had
performed an economc analysis of the present value of the
econonic stream that will be com ng down from the Central North
Sl ope.

MR. KElI THLEY answer ed no.

CO CHAI R PASKVAN said he just wanted to know the support for his
position.

4:41: 06 PM

MR. KEI THLEY replied his position is that the production rates
are what are critical to Alaska's future. The support for that
comes straight out of the Al aska governnent reports, and in
particular, the Ofice of Mnagenent and Budget's (OvB) 10-year
plan that was recently published. In it, scenario 3, the
Governor's FY2013 budget, assuned a 4 percent annual general
fund growh and oil prices in the report, and showed that at
current production rates revenues are bel ow expenses in FY 2016
and we stay in that position from 2016 onward through 2022.

SENATOR MCGUI RE asked the chairman to allow M. Keithley to get
t hrough his presentation before questioning him
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CO CHAI R PASKVAN responded that he was presenti ng.

SENATOR STEDVAN said he had questions on M. Keithley's
presentation plus he didn't want to leave the public with the
i npression that the Finance Conmittee is not aware of this stuff
and is now early in the process of taking action to deal wth
sonme of the forthcom ng issues.

MR. KEI THLEY said his central point is that Judge d eason's
deci sion doesn't reach those issues. It tal ks about how | ong the
production life is going to be, but not production |evels.
Scenario 3 in the OWB report shows wus hitting those issues
already in 2015 even with good oil prices ($108 in FY2012 up to
$120 in FY 2022), and yet even with these prices the red begins
in FY 2016. He said OVB also did a report that relied on $90 oi
using the sanme analysis. It showed the state hitting a deficit
as early as 2013. Wen that happens, we will start drawi ng down
on Constitutional Budget Reserve (CBR) and the statutory budget
reserve as our backups to funding state expenditures. But he
remarked that this report shows that at $90/barrel not only does
the state go into the red in 2013, but the two budget reserves
are both drawn down to zero by 2021

4:45: 17 PM

SENATOR STEDVMAN said it's nice to have these types of
projections, but he was concerned that they don't ring fire
alarms just to ring them Wen he first started serving in the
Senate he received a chart every year show ng how the CBR was
going to run out and getting into the Permanent fund within a
handful of years. Every year that gets changed and pushed out
and mani pul ated, and as tine has passed, they have the sane
chart delivered to them every year, but now that point is
substantially in the future.

Wth that, Senator Stednman said, the CBR isn't going to run out
of noney. It's been fully paid back and the reserves are
i ncreasi ng. Wien you have a budget shortfall you don't continue
to allow your operating account to grow at 4 or 6 percent and
you don't drive the car off the road until you run out of cash

“"It's just not going to happen.” He said that two years ago,
when the state had a sharp decline in oil, the Finance Commttee
imrediately cut a half billion dollars out of the capital

budget. After a spike up in revenue in the follow ng year, those
expenditures were picked up. They continually |ook at these
trends; and, in fact, the legislature required the governor's
office to do a 10-year plan so everything would be on the table
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and they could deviate around sone of the outlooks, one of which
is the unfunded pension liability of $11 billion.

CO CHAI R WAGONER rai sed a point of order saying they were going
way off the point of the presentation. They could l|isten about
t he budget all year, but that wasn't why M. Keithley was here.

CO- CHAI R PASKVAN said he believed the slide raised that issue.
SENATOR STEDVAN sunmed up for the public that:

These nunbers aren't going to happen! W're not going
to be that derelict in our duty to allow the state to
fall off a financial cliff imediately in a few years
with our eyes closed! It's just ridiculous! W don't
operate |ike that!

SENATOR STEDVAN stated that they work every year to ensure that
the state noves forward financially.

4:48:16 PM

MR. KEI THLEY said he greatly appreciated that, and one of the
things the state needs to do in that regard is to address the
production levels. One of the things that drive the need to cut
expenses out of the budget is a fall in production levels; so
the best way to address that is to get production |evels up. But
Judge deason's decision doesn't say anything about current
production levels and to assune that we're in okay shape because
she said we nmay go to 2065 is the wong assunpti on.

SENATOR W ELECHOWSKI said they all agree they want nore
production, but have different philosophies on how to do it and
he asked M. Keithley if he felt confortable sharing his ideas
on how to increase production with them

MR. KEITHLEY said that would take him conpletely out of the
presentation, but he would be happy to cone back and tal k about
Nor way .

CO- CHAI R PASKVAN asked himto conti nue.

4:50: 50 PM
MR. KEITHLEY said with oil hovering around $90 barrel, things
will have to be done to address the significant revenue drops

beginning as early as next year and if we didn't do that, the
CBR and the statutory reserve would run out as early as 2021.
H s hands went cold over the weekend as he caught up on his
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current reading and saw that Shell is seeing lows of $70 a
barrel in 2012. The presentation said they are |looking at $50 to
$90 a barrel over the course of the year (with $70 being the
m d- r ange).

4:52: 04 PM

MR. KEI THLEY said another perspective from last vyear, in
addition to OW' s, was probably one of the nobst inportant papers
on fiscal policy that has been done in this state in a long tine
by Scott CGoldsmith of UAA's Institute of Social and Econonc
Research (ISER) called "Web Note No. 9." In it, M. CGoldsmth
took the 10 year budget forecast from | ast year and extrapol ated
it out for another 10 years. His point was that by only | ooking
at a 10-year cycle we were nmasking the effect on ourselves and
not looking out for the longer term It showed a 6 percent
expenditure growh and drawing on the CBR and the statutory
budget reserve by 2018. After 2028 it didn't show any revenues
to match expenditures. Another extrapolation |ooked a lot I|ike
the OMB's $90 bbl/d case; it showed revenues dropping below
expenditures as early as next year and drawing down on the
statutory reserve and CBR begi nning next year. Neither budget
reserve got contributions, because deficits were happening next
year with and they would run out by 2022 and go into the
twilight zone fromthere into the future.

4:56: 32 PM

O her consequences of Judge Geason's decision are worth
mentioning M. Keithley said, because it's sort of the |aw of
uni nt ended consequences. They need to factor through what this
is going to do. First, if they are concerned about the |evel of
TAPS rates, this decision actually increases those rates,
because roughly 25 percent of current TAPS rates are to recover
ad val orem t axes.

Secondl vy, the decision disproportionately benefits three
boroughs - the North Sl ope Borough, Fairbanks and Valdez - and
hurts the state. Increased TAPS rates reduce royalty and

producti on taxes, because TAPS rates are a deducted from the
calculation of net back, and royalty and production taxes are
based on net back. So, the state as a whole wll have |ower
production tax and royalty revenues as a result of the decision.

Finally, it's a significant tax hike on industry and reinforces
t he perception of an unpredictable and litigious Al aska business
envi ronment .

4:58: 23 PM
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In conclusion, M. Keithley said, Judge d eason's decision |ooks
wel |l -reasoned and he didn't argue wth it, but says nothing
about the decline curve Alaska is on, and that is the nost
important factor that has to be taken into account. It is what
drives state revenue |levels and econom c well-being. At nost the
decision nerely says that the tail end of the decline curve may
be extended | onger than sonme have previously forecast. He didn't
di spute that, but that is not the inportant point. It neans the
person at the end gets to stay a few years |onger before the
lights get turned off on the Al aska econony, but the remainder
wi Il have long since left.

5:00: 03 PM

SENATOR STEDVAN cautioned that people should take some of this
presentation on finances with a grain of salt and that the
rating agencies have triple-A-rated the State of Alaska in an
econom c tinme when nost of the other states are goi ng backwards
financially. He would be very surprised if the state was on the
edge of a financial abyss, because the Finance Conmttee had
just spent several vyears working to get the state's rating
upgraded. And while there will continue to be challenges, Al aska
is one of the nost solvent states in the union.

SENATOR FRENCH invited M. Keithley to cone by his office if he
had tinme to discuss sone of his questions.

CO CHAI R WAGONER said they appreciated M. Keithley neeting with
the commttee and m ssing a basketball gane.

5:02:13 PM

CO CHAIR PASKVAN also thanked M. Keithley on behalf of the
committee and adjourned the Senate Resources neeting at 5:02
p. m
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