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ANGDA Project Concept & Cost

Project Elements Size Cost
Treatment 2 BCFPD plant $2B
Pipelines 800 miles of 36" $4B
Liquefaction 4 traics @ 4 M tiyr $4B

LNG Tankers 30$300M & 7@%$150 M $28B

Total Export 16 M tn/yr $12 B

NOTIONAL Cost of Service Comparison
Does NOT Include Wellhead Purchase Price

High ROR Not Benefit Driven

Pipeline 1.40 1.00 0.75

LNG 1.50 1.20 0.90

Total Cost $2.90 $2.20 $1.65
of Service

Pacific Rim LNG Projects to West Coast: $2.20 to $2.60
AlCan Highway Gasline to Market: $2.39



Pacific Rim LNG Supplies

Delivery Volumes / year from V aldez

Long Baja Tokyo Inchon Taiwan
Beach Mexico jgpan Korea

Distance 2,070 2,200 3,409 4,216 4,590
(nm)

Volume/ 19mt 1.8mt 13mt 1.0mt 1.0nt
shipl/yr
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ANGDA All-American LNG Project Conceptual Schedule

Task Name

Project Feasibility Study
ANGDA Business Plan
Evaluate Project Benefits
Next Phase Funding Plan
FEASIBILITY DECISION
Open Season Commitments
Negotiate Gas Contracts
Preliminary Engineering
Order Pipe & Major Equipment
Arrange Project Financing
Regulatory Review (EIS)
FINAL "BUILD IT" DECISION
Gas Conditioning Plant
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Pipeline Construction
Startup Gas toValdez
Liguefaction Plant

LNG Storage
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Alaska gas
authority work
could shift

Administration says it’s
time to stop planning

stand-alone LNG project
Larry Persily

Petroleum News GovernmentA ffairs
Editor

The Murkowski administration believes
it’s time the Alaska Natural Gas
Development Authority stopped looking at
building a state-owned pipeline from the
North Slope to Valdez and instead shifted
its focus to seeing what value it might add
by building on to a proposed gas line to
mid-America.

That could include spur lines from the
main trunk to serve Interior communities,
bringing gas to Southcentral Alaska to
supplement declining Cook Inlet supplies,
and a smaller line to tidewater at Valdez
for a liquefied natural gas project.

And to accompany that change in
direction, the administration is asking the

Week of February 15,2004

Want to know
more?

Ifyou’d like to read more about the
Alaska Natural Gas Development
Authority, go to Petroleum News’
web site and search for these articles
published in the last few months.
There are several more articles not
listed that mention the gas authority
or deal with LNG terminals in the
continental United States and
Mexico.

Web site: www.PetroleumNews.com
2004

* Feb. 8 Senate committee t'
recommends state gas authority

funding

* Feb. 1 Alaska’s other gasline group
may have buyer for LNG

* Feb. 1Bill expands Alaska gas
authority’s options

« Feb. 1 Natural gas pipeline plans
not the same

* Jan. 25 LNG bills get first hearing

http://www.petroleumnews mm/nnnrrimnn/n/imic ™ 1
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Legislature to increase tire state gas
authority’s $2.15 million funding request
to $3 million, but to give the money to the
Department of Revenue to allocate as
needed for all of the state’s efforts to
promote construction of a privately built
North Slope gas pipeline and in-state gas
distribution.

“We’re not talking about ANGDA (the gas
authority) doing its own thing anymore,”
Steve Porter, deputy commissioner at
Revenue, told the authority’s board of
directors Feb. 9. “We see the authority as
part of a team.”

Gas authority would share funding

That team would include the departments
of Revenue, Law and Natural Resources,
which have started negotiations with two
applicants for a fiscal contract covering the
proposed North Slope natural gas pipeline
across Alaska, through Canada and into
Lower 48 markets.

The negotiations, under the state’s
Stranded Gas Act, could lead to a contract
for scheduled payments uy either developer
in lieu of all state and municipal taxes on
the project. The intent is to gain a measure
of fiscal certainty for the project developer
and the state, while also allowing the state
to negotiate other conditions into the
contract — such as in-state access to the
gas, resident hire and local contractor
preferences.

Revenue, Law and Natural Resources may
need more money for research and analysis
work during contract negotiations,
particularly pipeline tariff issues, financing
and in-state benefits, Porter said. The $3
million allocation would be shared by all
of the agencies and the authority to collect
whatever information could most help the
state toward iis goal of moving its gas to
market, putting billions of dollars into the

Alaska gas authority work could shift - February 15,2004 - Petroleum News

« Jan. 18 Natural gas authority counts
LNG votes

 Jan. 18 Gas authority drops lobbyis
idea

« Jan. 18 State of Alaska investment
in gas pipeline under discussion

« Jan. 18 State gas authority sees
competition

« Jan. 18 Too much LNG a
possibility

« Jan. 11 Bills address state natural
gas authorit

2003

* Dec. 28 Alaska natural gas board
sees prt blems

* Dec. 28 Sempra Energy taps
Indonesia LNG for U.S.

» Dec. 21 State natural gas authority
thinks bigger

* Dec. 21 State gas authority wants
lobbyist

» Dec. 14 Alaska gas authority delays
funding request

* Dec. 7 Federal loan guarantee
extended to LNG

* Nov. 30 Gas authority wants more
money

* Nov. 30 Alaska LNG backers see
hope in project

Page 2 of 6



Alaska gas authority work could shift - February 15,2004 - Petroleum News Page 3 of 6

state treasury over the next several decades
and making North Slope gas available to as
many communities as possible.

Administration calls it a partnership

Pipeline operator MidAmerican Energy
Holdings Co., of Des Moines, lowa, and a
consortium of the three major North Slope
producers last month submitted Stranded
Gas Act applications to the state, and
Porter said that’s where the gas authority
could be most helpful.

“The state is offering you an opportunity to
partner with us,” he told the board. “We
think that is consistent with what the
people of Alaska voted for.”

Voters created the authority when they
approved a citizens’ initiative in November
2002, giving the authority the job of
planning a state owned-and-operated
pipeline to Valdez where the gas would be
chilled and shipped worldwide as LNG in
search of buyers. The job also includes
looking at bringing North Slope gas to
Southcentral Alaska, where residents,
businesses and industry worry they may
run short of Cook Inlet gas within the next
10 years.

The administration’s recommendation is
not to spend any more money trying to
build a stand-alone line from Prudhce Bay
that’s probably not economic when the
authority could instead negotiate to tap into
the main line as it runs south, Porter said.

That assumes either MidAmerican or the
producers build the main line, and that the
gas authority could prove to the
administration, the Legislature and
investors that any spur lines would be
economic.

Board members unhappy at losing
budget control

Uin-1A
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Several gas authority board members were -
not happy with Porter’s partnership y J
message.

“Will this delay what we’re supposed to do

or will it lead down some rabbit trails?”

asked John Kelsey of Valdez. He objected

to “backing away from what 138,000 jkuurM >
people told us we should do,” referring to

3-to-2 victory margin for the ballot

initiative.

“| want to know what our budget is, it has J P) cb -AjU
to be specific for me,” said board member -£) Hz "

Dan Sullivan of Anchorage, asking Porter ~ J& jtd ~pb
how much of the $3 million the gas

authority would get. PG /5§ ©2C0 A u )b i

“] can’t define the future,” Porter said, later &
adding, “The Legislature wiil move with or y
without you.”

i

After an executive session and further
discussion in public, the board voted /T rfliL
unanimously to support the $3 million

funding request, with Revenue to share the

money between all of the state offices

involved.

“This could be a very weak position for us
to take,” said board member David Cuddy
of Anchorage. “Money is power and
control.”

The funding question came up the next day
before the House Oil and Gas Committee,
at which Rep. Cheryll Heinze, R-
Anchorage, said to gas authority CEO
Harold Heinze: “I’m trying to pin down
what assurances you have that the money
is going to go to the authority.” Neither
Porter nor Rep. Heinze’s spouse provided
any assurances that the authority would get
all of the 22.15 million it originally
requested this session.

Funding request to go to Legislature
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Legislation to appropriate $2.15 million
directly to the gas authority is before the
Senate Finance Committee (Senate Bill
241) and House Resources Committee
(Plouse Bill 296), and Porter said the
administration will present the new $3
million request to both chambers.

The funding, if approved, would be
available immediately and would extend
past the end of the fiscal year on June 30,
Porter said, to ensure the money remains
available even if the state cannot finish its
Stranded Gas Act negotiations as it hopes
this spring. The law allows the state to
request reimbursement of up to $1.5
million from each applicant for the cost of
consultants to assist in the negotiations, but
Porter said the state needs contingency
money to avoid any delays in its work.

Also, the reimbursement provision is
limited to work done specifically for the
contracts and does not apply to other
efforts the state might want to undertake
outside of the negotiations.

The gas authority has its own deadline, too.
It faces a mid-June deadline to submit its
LNG project plan to the Legislature, but
some legislators have talked of extending
the date if necessary.

Cancelled sales trip an issue, too

Several board members Feb. 9 also
discussed their displeasure that the
governor’s office cancelled an LNG
marketing trip planned by CEO Heinze and
board member Scott Heyworth to Japan
earlier this month. Heinze said Jim Clark,
chiefof staffto Gov. Frank Murkowski,
told him just a few days before the trip that
he needed to stay in Alaska to help with
the state’s gas line efforts.

“What happens when we butt heads and we
decide our priority is a trip to Japan,” but
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the governor’s office says otherwise, asked
board member Cuddy.

Tne governor’s ultimate authority is to hire
and fire board members, said Leonard
Herzog, an assistant attorney general and
adviser to the authority.

At some point the board may need to think
about autonomy, Cuddy said.

Petroleum News - Phone: 1-907 522-9469 - Fax: 1-907 522-9583
circulatio.n@PetroleumNews.com — http://mvw.petroleuninews.com — SUBSC
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Gas Pipeline Development Authority

BALLOT LANGUAGE

This bill would create the Alaska Natural Gas Development
Authority (Authority) as a public corporation of the State. The
Authority would acquire and condition North Slope natural gas,
and construct a pipeline to transport the gas, The Authority s
powers would include buying property or taking it by eminent
domain, and to issue state tax-exempt revenue bonds. The
gasline routs would be from Prudhoe Bay to tidewater on
Prince William Sound and the spur line from Glennallen to the
Southcentral gas distribution grid. The Authority would oper-
ate and maintain the gas pipeline, ship the gas, and market
the gas.

SHOULD THIS INITIATIVE BECOME LAW?
YES co

NO co

BALLOT MEASURE SUMMARY
Prepared by the Legislative Affairs Agency

This measure proposes a new public corporation. Itwould be
called the Alaska Natural Gas Development Authority. It
would have a seven-member board of directors appointed by
the governor. The board is required to design, construct, oper-
ate, and maintain a natural gas pipeline system. That system
or project would transport North Slope natural gas. It would
move the gas to Prince William Sound and to the Southcentral
Alaska gas distribution system. The board could market and
ship gas. It could acquire property by purchase or eminent
domain. To meet project costs, the board could issue revenue
bonds. To build the project, it would have to enter into project
agreements with labor unions. It also must use Alaska con-
tractors and suppliers to the greatest extent possible. The
measure requires the board to prepare a development plan for
the project within one year. It declares a goal of having the
project operate by 2007.

FULL TEXT OF PROPOSED LAW

"(The All-Alaskan Gasline Initiative) An Act Establishing
the Alaska Natural Gas Development Authority, to maxi-
mize revenues for Alaska and jobs and Gas for Alaskans."

BE IT ENACTED BY THE PEOPLE OF THE STATE OF
ALASKA:

* Section 1. The uncodified law of the State of Alaska is
amended by adding a new section to read:

FINDINGS AND INTENT, (a) The people find that

(1) The Phillips-Marathon liquefaction facility at Nikiski has
been supplying Cook Inlet natural gas to Japan and
Southcentral Alaska at great profit and without interruption
since 1969;

(2) Cook Inlet gas supplies are dwindling rapidly with shortfalls
anticipated as early as the winter of 2003;

(3) Alaska's North Slope contains vast proven reserves of nat-
ural gas that have been known for at least 25 years but have
never been developed;

(4) these gas resources have never been offered for sale,
because there has been no way to transport them to market;
(5) multiple markets in North America and Asia have recently
expressed an interest in receiving a proposal from Alaska for
the purchase of Alaska gas;

(6) if developed, these natural gas resources could represent
substantial economic benefits to Alaskans in jobs, state rev-
enue, and gas for Alaska citizens and businesses;

(7) the major North slope leaseholders have competing gas
reserves in other parts of the world vying for the same mar-
kets, creating a conflict of interest for them in advancing the
sales of Alaska gas;

(B) the North slope Producers agreed in 1991 to strand North
Slope gas until at least 2005;

(9) given the producer’s conflicts of interest and their historic
refusal to make North Slope natural gas available it may be
necessary to take the gas back;

(10) the permits necessary for an Alaskan gasline project have
been pledged to the Alaska Natural Gas Development
Authority, operating as a port authority, to facilitate the devel-
opment of the project;

(11) there is sufficient gas for an all-Alaskan gasline project;
(12) the Alaska Natural Gas Development Authority offers
substantial tax benefits that improve the economics of a
gasline project;

(13) state ownership of the pipeline and associated facilities
has the potential to provide substantial revenues to the state
and the Alaska Permanent Fund; and

(14) Alaska's constitution requires that Alaska's resources are
developed, utilized, and conserved for the maximum benefit of
Alaska's people.

(15) an all-Alaskan gasline maximizes jobs for Alaskans, rev-
enues for the Alaskan treasury, and access to gas for
Alaskans.

(b) It is the intent of this Act to create the All-Alaskan Natural
Gas Development Authority for the purpose of developing,
constructing, managing, and operating a gas pipeline from the
North Slope of Alaska and a spur line to the Southcentral
Alaska natural gas distribution grid.

*Sec. 2. AS 41 is amended by adding a new chapter to read:

The text of this bill is presented as submitted by the petition sponsors.
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Chapter 41. Alaskan Natural Gas Development Authority.
Article 1. Establishment of the Authority.

Sec. 41.41.010. Establishment of the authority, (a) There is

established the Alaska Natural Gas Development Authority,
_the purpose of which is to provide one or more of the following
' services and functions in order to bring natural gas from the

North Slope to market, including

(1) the acquisition and conditioning of North Slope natural gas;

(2) the design and construction of the pipeline system;

(3) the operation and maintenance of the pipeline system;

(4) the design, construction, operation, of other facilities nec-

essary for delivering the gas to market and to Southcentral

Alaska; and

(5) the acquisition of natural gas market share sufficient to

ensure the long-term feasibility of the pipeline system project.

(b) The authority is a public corporation and an instrumentali-
ty of the state within the Department of Revenue.

(c) The authority has a legal existence independent of and
separate from the state.

(d) The acquisition of natural gas from the North Slope and its
delivery to tidewater for shipment to market by the authority is
an essential government function of the state.

(e) The authority may not be terminated as long as it has
bonds, notes or other obligations outstanding.

Sec. 41.41.020. Authority governing body, (a) The authority
shall be governed by a board of directors consisting of seven
members from the general public appointed by the Governor
and confirmed by the legislature.

(b) The board shall am. ally elect a chair, and may elect other
officers, from among its members.

Sec. 41.41.030. Term of office, (a) The members of the board
shall be appointed for terms of three years, and they may be
reappointed.

(b) The terms of the members shall be staggered.

Sec. 41." MO. Removal and vacancies, (a) The governor
may remove a member of the board from office. A removal
must be in writing and must state the reason for the removal.
A member who is removed may not participate in board busi-
ness and may not be counted for purposes of establishing a
quorum after the member receives written notice of removal. A
member who is removed is not entitled to honoraria, per diem,
or travel expenses authorized under AS 41.41.060 for work
performed after the member receives the written notice of
removal.

(b) The governor shall promptly fill a vacancy on the board by

appointment. An appointee to a vacancy shall hold office for
the balance of the term for which the appointee's predecessor

on the board was appointed.

() A vacancy on the board does not impair the authority of a
quorum of the board to exercise all the powers and perform all
the duties of the board.

Sec. 41.41.050. Quorum and voting. Four members of the
board constitute a quorum for the transaction of business and
the exercise of the powers and duties of the board. Action may
be taken only upon the affirmative vote of a majority of the full
membership of the board.

Sec. 41.41.060. Compensation of board members; per
diem and travel expenses. Members of the board are enti-
tled to per diem and travel expenses authorized for boards
and commissions under AS 39.20.180,

Sec. 41.41.070. Authority staff, (a) The board may employ
and determineJhe-salary of a chief executive officer.

(b) ThprtSfilef executive officer may, with the approval of the
board, select and'employ additional staff as necessary.

(c) An employee of the authority, Including the chief executive
officer, may not be a member of the board. The chief execu-
tive officer and the other emp'jyees of the board are in the
exempt service under AS 39.25.110.

(d) In addition to its employees, the authority may contract for
and engage the services of bond counsel, consultants,
experts, and financial advisors the corporation considers nec-
essary for the purpose of developing information, furnishing
advice, or conducting studies, investigations, hearings, or
other proceedings.

Sec. 41.41.080. Legal counsel. The attorney general
(1) is the legal counsel for the authority;

(2) shall advise the authority in legal matters; and

(3) shall represent the authority in legal actions.

Sec. 41.41.090. Conflicts of interest, (a) Members of the
board and the chief executive officer of the authority are sub-
ject to the provisions of AS 39.50,

(b) If a member of the board or an employee of the authority
acquires, owns, or controls an interest, direct or indirect, in an
entity or project in which assets of the authority are invested,
the member shall immediately disclose the interest to the
board. Tha disclosure is a matter of public record and shall be
included in the minutes of the first board meeting following the
disclosure.

Sec. 41.41.100. Budget. The revenue earned by operations
of the authority must be identified as the source of the operat-
ing budget of the authority in the state's operating budget
under AS 37.07 (Executive Budget Act).

Sec. 41.41.110 Audits. The Legislative Budget and Audit

The text of this hill is presented as submitted by the petition sponsors.
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Committee may provide for an annual post audit and annual
operational and performance evaluations of the authority's
operations and budget.

Sec. 41.41.120. Reports and publications, (a) By
September 30 of each year, the board shall publish a report of
the authority for distribution to the governor and the public.
The board shall notify the legislature that the report is avail-
able.

(b) The report must include financial statements audited by
independent outside auditors and a statement of the amount
of money received by the authority from Its operations during
the period covered.

Sec. 41.41.130. Tax exemption. The security instruments
issued by the authority, the transfer of the security instru-
ments, and the incomB on the security instruments are exempt
from all taxes and assessments in the state.

Sec. 41.41.140 Political activities. The resources of the
authority may not be used to finance or influence political
activities.

Sec. 41.41.150. Public access to Information.

(a) Information in the possession of the authority is a public
record, except that information that discloses the particulars of
the business or affairs of a private enterprise or investor is
confidential and is not a public record for purposes of AS
40.25.110 - 40.25.140. Confidential information may be dis-
closed only for the purposes of an official law enforcement
investigation or when its production is required in a court pro-
ceeding,

(b) The restrictions of (a) of this section do not prohibit the
publication of statistics presented in a manner that prevents
the identification of particular reports, items, persons, or enter-
prises.

Article 2. Powers of the Authority.

Sec. 4141.200. Rowes of the authority. In furtherance of its
corporate purposes, in addition to its other powers, the author-
ity may

(1) sue and be sued,;

(2) adopt a seal;

(3) adopt, amend, and repeal bylaws and regulations;

(4) make and execute contracts and other instruments;

(5) in its own name acquire property, lease, rent, convey, or
acquire real and personal property; a project site or part of a
project site may be acquired by eminent domain;

(6) acquire natural gas supplies;

(7) issue bonds and otherwise incur indebtedness in accor-
dance with AS 41.41.300 - 41.41.410 in order to pay the cost
of a project;

(8) accept gifts, grants, or loans from and enter into contracts
or other transactions regarding gifts, grants, or loans with a
federal agency or an agency or instrumentality of the state, a
municipality, private organization, or other source:

(9) enter into contracts or agreements with a federal agency,
agency or instrumentality of the state, municipality, or public or
private Individual or entity, with respect to the exercise of its
powers;

(10) charge fees or other forms of remuneration for the use of
authority properties and facilities;

(11) defend and indemnify a current or former member of the
board or an employee or agent of the authority against the
costs, expenses, judgments, and liabilities as a result of
actions taken in good faith on behalf of the authority; and

(12) purchase insurance to protect its assets, services, and
employees against liabilities that may arise from authority
operations and activities.

Article 3. Revenue Bonds and Notes.

Sec. 41.41.300. Bonds and notes of the authority, (a) The
authority, by resolution, may issue revenue bonds and bond
anticipation notes in order to provide funds to carry out the
purposes set out in AS 41.41.010(a).

(b) The principal and interest on the revenue bonds or notes
authorized and issued under (a) of this section are payable
from authority funds, Bond anticipation notes may be payable
from the proceeds of the sale of bonds or from the proceeds
of the sale of other bond anticipation notes or, in the event
bond or bond anticipation note proceeds are not available, the
notes may be paid from other funds or assets of the authority.
(c) Bonds or notes may be additionally secured by a pledge of
a grant or contribution from the federal government, or a cor-
poration, association, institution, or person, or a pledge of
money, Income, or revenues of the authority from any source.
(d) Bonds or bond anticipation notes of the authority may be
issued in one or more series and shall be dated, bear interest
at the rate or rates per year or within the maximum rate, be in
the denomination, be in the form, either coupon or registered,
carry the conversion or registration provisions, have the rank
or priority, be executed in the manner and form, be payable at
the times, from the sources, and in the medium of payment
and place or places within or outside the state, be subject to
authentication by a trustee or fiscal agent, and be subject to
the terms of redemption with or without premium, as the reso-
lution of the authority may provide. Bond anticipation notes
shall mature at the lime or times that are determined by the
authority. Bonds shall matjre at a time not exceeding a num-
ber of years from their date that is determined by the authori-
ty. Before the preparation of definitive bonds or bond anticipa-
tion notes, the authority may issue interim receipts or tempo-
rary bonds or bond anticipation notes, with or without coupons,
exchangeable for bonds or bond anticipation notes when

The text of this hill Is presented as submitted by the petition sponsors.



Ballot Measure

3 - Initiative Petition

Gas Pipeline Development Authority

these definitive bonds or bond anticipation notes have been
executed and are available for delivery.

(e) Bonds or bond anticipation notes may be sold in the man-
ner and on the terms the authority determines.

(f) If an officer whose signature or a facsimile of whose signa-
ture appears on a bond, note, or coupon attached to them
ceases to be an officer before the delivery of the bond, note,
or coupon, the signature or facsimile is valid to the same
extent as ifthe officer had remaned in office until delivery.

Sec. 41.41.310. Covenants. In a resolution of the authority
authorizing or relating to the issuance of bonds or bond antic-
ipation notes, the authority has power by provisions ir the res-
olution that will constitute covenant'; of the authority and con-
tracts with the holders of the bonds or bond anticipation notes
to

(1) pledge to a payment or purpose all or a part of itsrevenues
to which its right then exists or may thereafter come into exis-
tence, and the money derived from the revenues, and the pro-
ceeds of bonds or notes;

(2) covenant as to the use and disposition of payments of prin-
cipal or interest received by the authority on loans or other
investments held by the authority;

(3) covenant as to establishment of reserves or sinking funds
and the making of provision for and the regulation and
disposition of the reserves or sinking funds;

(4) covenant with respect to or against limitations on a right to
sell or otherwise dispose of property of any kind;

(5) covenant as to bonds and notes to be issued, and their lim-
itations, terms, and conditions, and as to the custody, applica-
tion, and disposition of the proceeds of the bonds and notes;
(6) covenant as to the issuance of additional bonds or notes,
or as to limitations on the issuance of additional bonds or
notes and the incurring of other debts;

(7) covenant as to the payment of the principal of or interest
on the bonds or notes, as to the sources and methods of the
payment, as to the rank or priority of the bonds or notes with
respect to a lien or security, or as to the acceleration of the
maturity of the bonds or notes-

(8) for the replacement of lost, stolen, destroyed, or mutilated
bonds or notes;

(9) covenant as to the redemption of bonds or notes and priv-
ileges of their exchange for other bonds or notes of the author-
ity;

(10) covenant lo create or authorize the creation of special
funds of money to be held in pledge or otherwise for operating
expenses, payment or redemption of bonds or notes,
reserves, or other purposes;

(11) establish Ihe procedure, if any, by which the terms of a
contract or covenant with or for the benefit of the holders of
bonds or notes may be amended or abrogated, the amount of
bonds or notes the holders of which must consent to amend-
ment or abrogation, and the manner in which the consent may

be given;

(12) covenant as to the custody of property or investments,
their safekeeping and insurance, and the use and disposition
of insurance money;

(13) agree with a corporate trustee that may be a trust com-
pany or bank having the powers of a trust company within or
outside the state as to the pledging or assigning of revenue or
funds to which or in which the authority has rights or an inter-
est; the agreement may further provide for other rights and
remedies exercisable by the trustee as may be proper for the
protection of the holders of a bond or note of the authority and
not otherwise in violation of law and may provide for the
restriction of the rights of an individual holder of bonds or
notes of the authority;

(14) appoint and provide for the duties and obligations of a
paying agent or paying agents or other fiduciaries as the res-
olution may provide within or outside the state;

(15) limit the rights of the holders of a bond or note to enforce
a pledge or covenant securing the bonds or notes;

(16) make covenants other than and in addition to the
covenants expressly authorized in this section of like or differ-
ent character, and to make covenants to do or refrain from
doing acts and things as may be necessary or convenient and
desirable in order to better secure bonds or notes or that, in
the absolute discretion of the authority, will tend to make
bonds or notes more marketable, notwithstanding that the
covenants, acts, or things may not be enumerated in this sec-
tion.

Sec. 41.41.320 Limitations of issuance of bonds, (a) The
authority may not issue bonds in an amount that exceeds the
amount of bonds authorized to be issued by the legislature,
(b) This section does not apply to the issuance by the aulnor-
ity of refunding bonds or to the issuance by the autnority of
bonds the proceeds of which are intended to be used to refi-
nance the loans held by the authority.

Sec. 41.41.330. Independent financial advisor. In negotiat-
ing the private sale of bonds or bond anticipation notes to an
underwriter, the authority may retain a financial advisor. A
financial advisor retained under this section must be inde-
pendent from the underwriter.

Sec. 41.41.340 Validity of pledge, (a) The pledge of assets
or revenue of the authority to the payment of the principal or
interest on an obligation of the authority is valid and binding
from the time the pledge is made, and the assets or revenue
become immediately subject to the lien of the pledge without
physical delivery or further act. The lien of a pledge is valid
and binding against all parties having claims in tort, contract,
or otherwise against the authority, irrespective of whether
those parties have notice of the lien of the pledge.

(b) This section does not prohibit the authority from selling
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assets subject to a pledge, except that a sale may be restrict-
ed by the trust agreement or resolution providing for the
issuance of the obligations.

Sec. 41.41.350. Capital reserve funds, (a) For the purpose
of securing one or more issues of its obligations, the authority
may establish one or more special funds, called "capital
reserve funds,"” and shall pay into those capital reserve funds
(1) money appropriated and made available by the state for
the purpose of those funds. (2) proceeds of the sale of its obli-
gations, to the extent provided in the resolution or resolutions
of the authority authorizing their issuance, and (3) other
money that may be made available to the authority for the pur-
poses of those funds from another source. All rr ney held ina
capital reserve fund, except as provided in this section, shall,
subject to appropriation, be used as required solely for the
payment of the principal of obligations or of the sinking fund
payments with respect to those obligations; the purchase or
redemption of obligations; the payment of interest on obliga-
tions; or the payment of a redemption premium required to be
paid when those obligations are redeemed before maturity.
However, money in a fund may not be withdrawn from that
fund at any time in an amount that would reduce the amount
of that fund to less than the capital reserve requirement set out
in (b) of this section, except for the purpose of making, with
respect to those obligations, payment, when due, of principal,
interest, redemption premiums, and the sinking fund payments
for the payment of which other money of the authority is not
available. Income orinterest earned by, or increment lo, a cap-
ital reserve fund due to the investment of the fund or othar
amounts in it may be transferred by the authority to other
funds or accounts of the authority to the extent that the trans-
fer does not reduce the amount of the capital reserve fund
below the capital reserve fund requirement.

(b) If the authority decides to issue obligations secured by a
capital reserve fund, the obligations may not be issued If the
amount in the capital reserve fund is less than a percent, not
exceeding 10 percent, of the principal amount of all of those
obligations secured by that capital reserve tund then to be
issued and then outstanding in accordance with their terms, as
may be established by resolution of the authority, called the
"capital reserve fund requirement," unless the authority, at the
time of issuance of the obligations, deposits in the capital
reserve fund from the proceeds of the obligations to be issued
or from other sources an amount that, together with the
amount then in the fund, will not be less than the capital
reserve fund requirement.

(c) In computing the amount of a capital reserve fund for the
purpose of this section, securities in which all or a portion of
the funds are invested shall be valued at par or, if purchased
at less than par, at amortized cos's as the term is defined by
resolution of the authority authouzing the issue of the obliga-
tions or by some other reasonable method established by the

authority by resolution. Valuation on a particular date must
include the amount of interest earned or accrued to that date.
(d) To assure the continued operation and solvency of the
authority for the carrying out of its corporate purposes, provi-
sion is made in (a) of this section for the accumulation in cap-
ital reserve funds of an amount equal to their capital reserve
fund requirement.

(e) The chair of the authority shall annually, not later than
January 2, make and deliver to the governor and chairs of the
house and senate finance committees a certificate stating the
sum, if any, required to restore a capital reserve fund to the
capital reserve fund requirement. The legislature may appro-
priate that sum, and all sums appropriated during lhe current
fiscal year by the legislature for the restoration shall be
deposited by the authority in the appropriate capital reserve
fund.

(f) This section does not create a debt or liability of the state.

Sec. 41.41.360. Remedies. A holder of obligations or
coupons attached to them issued under the provisions of this
chapter, and a trustee under a trust agreement or resolution
authorizing the issuance of the obligations, except as restrict-
ed by a trust agreement or resolution, either at law or in equi-
ty, may enforce all rights granted hereunder or under the trust
agreement or resolution, or under another contract executed
by the authority under this chapter, and may enforce and com-
pel the performance of all duties required by this chapter or by
the trust agreement or resolution to be performed by the
authority or by an officer of it.

Sec. 41.41.370 Negotiable instruments. All obligations and
interest coupons attached to them are negotiable instruments
under the laws of this state, subject only to applicable provi-
sions for registration.

Sec. 41.41.380 Obligations eligible for Investment.
Obligations issued under the provisions of this chapter are
securities in which all public officers and public bodies of the
state arid its political subdivisions, all insurance companies,
trust companies, banking associations, investment compa-
nies, executors, administrators, trustees, and other fiduciaries
may properly and legally invest funds, including capital in their
control or belonging to them. These obligations may be
deposited with a state or municipal officer of an agency or
political subdivision of the state for a purpose for which the
deposit of bonds, notes, or obligations of the state Is author-
ized by law,

Soc. 41.41.390. Refunding bonds, (a) The authority may
provide for the issuance of refunding bonds for the purpose o'
refunding an obligation then outstanding that has been issued
under the provisions of this chapter, including the payment of
redemption premium on them and interest accrued or to
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accrue to the date of redemption of the obligations. The
issuance of the bonds, the maturities and other details of
them, the rights of the holders of them, and the rights, duties,
and obligations of the authority in respect of them are gov-
erned by the provisions of this chapter that relate to the
issuance of obligations insofar as those provisions may be
appropriate.

(b) Refunding bonds ,,iay be sold or excnnnged for outstand-
ing bonds issued under this chapter, and, ifsold, the proceeds
may be applied, subject to appropriation and in addition to
another authorized purpose, to the purchase, redemption, or
payment of the outstanding obligations. Pending the applica-
tion of the proceeds of refunding bonds, with any other avail-
able funds, to the payment of the principal, accrued interest,
and redemption premium on the obligations being refunded,
and, if so provided or permitted in the resolution authorizing
the issuance of the refunding bonds or in the trust agreement
securing them, to the payment of any interest on the refunding
bonds and expenses in connection with the refunding, the pro-
ceeds may be invested in direct obligations of, or obligations
the principal of and the interest on which are unconditionally
guaranteed by, the United States that mature or that will be
subject to redemption, at the option of the holders of them, not
later than the respective dates when the proceeds, together
with the interest accruing on them, will be required for the pur-
poses intended.

Sec. 41.41.400. Credit of state not pledged, (a) Obligations
issued under the provisions of this chapter Ho not constitute a
debt, liability, or obligation of the stale or of a political subdivi-
sion of the state or a pledge of the faith and credit of the state
or of a political subdivision of the state but are payable solely
from the revenue or assets of the authority. Each obligation
issued under this chapter must contain on its face a statement
that the authority is not obligated to p3y It or the interest on it
except from the revenue or assets of the authority and that
neither the faith and credit not the taxing power of the state or
of a political subdivision of the state is pledged to the payment
of the principal of or the Interest on the obligation.

(b) Expenses incurred by the authority in canying out the pro-
visions of this chapter are payable from funds provided under
this chapter, and liability may not be incurred by the authority
in excess of these funds.

Sec. 41.41.410. Officers not liable. A member or other offi-
cer of tne authority is not subject to personal liability or
accountability by reason of having executed or issued an obli-
gation.

Article 4. Property of the Authority.

Sec. 41.41.450. Property of the authority. The authority
may acquire, by purchase, lease, or gift, upon terms that it

considers proper, land, structures, real or personal property
rights, rights-of-way, franchises, easements, and other inter-
ests in land it considers necessary or convenient for the
financing of the project or a part of the project.

Article 5. Project Construction.

Sec. 41.41.500. Contract terms relating to use of Alaska
resources, (a) The authority shall enter into one or more pre-
hire project term agreements with labor organizations that (1)
contain no-strike clauses; and (2) secure timely completion of
the project and maximum employment opportunities for state
residents.

(b) To maximize the economic benefits of the project to
Alaskan businesses, the authority shall use Alaska contractors
and suppliers lo the maximum extent possible to take advan-
tage of the Alaska experience in Arctic engineering and con-
struction.

Article 6. General Provisions.

Sec. 41.41.900. Tax exemption. All obligations issued under
this chapter are declared to be issued by a body corporate and
public of the state and for an essential public and governmen-
tal purpose, and the obligations, and the interest and income
on and from the obligations, and all fees, charges, funds, rev-
enues, income, and other money pledged or available to pay
or secure the payment of the obligations, or interest on the
obligations, are exempt from state taxation except for transfer,
inheritance, and estate taxes.

Sec. 41.41.990. Definitions. In this chapter,

(1) "authority"™ means the Alaska Natural Gas Development
Authority;

(2) "board" means the board of directors of the Alaska Natural
Gas Development Authority;

(3) “project” means the gas transmission pipeline, together
with all related property and facilities, to extend from the
Prudhoe Bay area on the North Slope of Alaska to tidewater at
a point on Prince William Sound and the spur line from
Glennallen lo the Southcentral gas distribution grid, and
includes planning, design, and construction of the pipeline and
facilities as described in AS 41.41.010(a)(1) - (5).

"Sec. 3. AS 39,25.110(11) is amended by adding a new sub-

paragraph to read:
(G) Alaska Natural Gas Development Authority;

'Sec. 4. AS 39.50.200(b) is amended by adding a new para-
graph to read:

(57) the board of directors and chief executive officer of the
Alaska Natural Gas Development Authority (AS 41.41.020).

The text of this bill is presented as submitted by the petition sponsors,



Ballot Measure 3

Initiative Petition

Gas Pipeline Development Authority

*Sec. 5. The uncodified law of the State of Alaska is amend-
ed by adding a new section to read:

DEVELOPMENT OF PROJECT PLAN. Not later than one
year after the first meeting of the board of directors of the
Alaska Natural Gas Development Authority, the board shall
produce a development plan. The development plan must
include

(1) estimates of construction costs and timelines;

(2) gas procurement prices;

(3) use of the stale's royalty gas;

(4) estimates of revenue to the general fund and the Alaska
permanent fund;

(5) a revenue sharing plan with municipal governments;

(6) a plan for delivery and pricing of natural gas to communi-
ties along the pipeline route and to Southcentral Alaska
through a spur line;

(7) a plan for delivery and pricing of LNG to Yukon River and
coastal communities;

(8) a payment schedule lo companies providing permits or
other valuable assets;

(9) a marketing plan to approach potential buyers;

(10) a plan to maximize Alaskan hire, including project labor
agreements; and

(10) a plan to ensure meeting the highest environmental and
safety standards, including a citizens advisory council.

(11) The goal of the authority is to have the Alaskan gas line
in full production by 2007.

‘Sec. 6. The uncodified law of the Stale of Alaska is amended
by adding a new section to read:

INITIAL APPOINTMENTS OF MEMBERS OF ALASKA NAT-
URAL GAS DEVELOPMENT AUTHORITY BOARD OF
DIRECTORS. Of the members first appointed under AS
41.41.020(a), enacted by sec. 2 of this Act,

1. three members shall be appointed to three-year terms;

2. two members shall be appointed to two-year terms; and

3. two members shall be appointed to one-year terms.

STATEMENT IN SUPPORT

Last year more than 40,000 Alaskans signed an initiative peti-
tion to place the choice to develop Alaska's gas in the hands
of the owners of the gas: Alaska's people. If adopted, this
would establish the Alaska Gas Development Authority sup-
porting a project lo build a natural gas pipeline from Prudhoe
Bay to Valdez, keeping it completely in Alaska and not going
through Canada, It only makes sense to keep the jobs and
revenues within Alaska and within America. In addition, the
potential for value added processing of Alaskan gas into
petrochemicals should also be wilhin Alaska, nol In Canada or
Chicago.

Building the gasline to Valdez gives us the option lo diversify
our markets into Asia and our own U.S. West Coast. Equally
important, an All-Alaska gas project will make it feasible to
bring cheap, clean energy to Alaskans in other parts of the
state including Southcentral, which is projected to start having
gas shortages within Ihe next 10 ;ears.

Alaska’s gas has been stranded on the North Slope for almost
30 years now and the oil companies seem no closer to build-
ing a gasline than ever. They all spem to have different world-
wide agendas and can't seem to work together to develop
Alaska's North Slope gas. Ifthe oil companies won't do it, this
initiative at least gives us the option to do it ourselves with the
spirit that buill Alaska in the first place.

The Authority this initiative would establish would be similar to
the Alaska Permanent Fund Corporation with a governing
board to set policy, a small administrative structure and the
actual work to design and build the project contracted out by
bid to private companies who are experts in their field and who
are held strictly accountable.

The initiative is not a guarantee that the project would be built.
It requires that, within a year, the permits that already exist for
the All-Alaskan route would be acquired, gas supply contracts
wouid be secured from the North Slope producers, and an
economic model would be completed to take to the market to
seek sales contracts. At least our gas would be presented for
sale to the market, which nas never been done before.

The section of the initiative entitled "Credit of stale not
pledged" (Sec. 41.41.400) was carefully written so that the
project would stand alone based on this projects revenues.
This is not another Delta barley project. Notning will be built
until markets for the gas are secured.

Development of Alaska's gas represents a major slake in the
future of all Alaskans. As Alaska now faces an impending fis-
cal crisis in coming years, the marketing of its gas in the most
prudent and lucrative manner is paramount. Wouldn't it be
better to solve our fiscal problems through an in-state project
such as this rather than taxing Alaskans or taking your
Permanent Fund dividend? We think so. Please vote YES on

ballot measure P 3.

Scott Heyworth
Mike Macy
Tyrone Neel

The statement printed on this page is the opinion of the outhors and is presented as submitted (o
the Division of Elections.
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STATEMENT IN OPPOSITION

The Aii-Alaska Gasline Initiative will force the State of Alaska
lo create a new, inefficient government bureaucracy that will
compete and interfere with private enterprise. By law, the
state's first task would be to expend state funds resludying an
expensive, risky project that has already been shown lo not be
feasible. Therefore, this initiative should be defeated.

A recent report commissioned by the Legislature and com-
pleted by the Administration states that The All-Alaska Gasline
Initiative is not in the best interest of the State. The report
found that - should the Stale undertake construction of such a
project - the financial risks are substantial. Except for the
Permanent Fund, there is no ready source of investment
money, Given the scope ofsuch a project the potential for per-
mit and construction delays leading to cost ovenuns, Alaska's
entire savings account could be jeopardized. The Stale's
credit rating would be put at risk because of the reliance on
debt, thus devaluing any bonds should they be issued to
finance the project. In addition, it is unlikely that State owner-
ship would automatically add value.

The argument that the State of Alaska should do more to dis-
charge its constitutional obligation to develop natural
resources for the benefit of all Alaskans rings hollow. The
State has long discharged its obligations by regulating the
extraction and use of gas consistent with its existing lease
agreements. The State also realizes profits from ongoing pro-
duction through taxes and royalties.

The Initiative is restricted to a pipeline and liquefied natural
gas (LNG) project in Valdez. Industry studies show that this
restriction proves less feasible in the foreseeable future due to
inadequate markets and the financial demands of the project.
The market for such a project will be oversupplied by almost a
factor of 2 from cheaper sources through at least 2010. This
oversupply recently resulted in the first downturn of LNG
prices into Japan since the business began in the late 1960°s.
The All-Alaska Gasline Initiative specifies that the State can
only consider the most expensive project. Current estimates
indicate that capital costs of an Alaskan LNG project will be at
least double that of competing new supplies.

The Government lacks the technical expertise and experience
for this big, risky project, especially at a time when smaller,
more efficient government is needed to strengthen Alaska's
long-lerm economic health. Just the feasibility study of the
project would cost the State S200 million. Since there is no
assurance that il will be built, such a cost is likely a waste of
money that the State can ill afford. It makes more sense for
the Stale to support private industry efforts to commercialize
North Slope Gas rather than create a bloated State-Owned

project that could end up costing more to build and run than it
would generate in revenue.

The Alaska Support Industry Alliance is a statewide non-prof-
ittrade association whose membership derives their livelihood

from Alaska's Oil and Gas Industry.

Larry J. Houie
General Manager
Alaska Support Industry Alliance

The statement printed on this page is the opinion of the author and is pre-
sented as submitted to the Division of Elections.
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*abc. 5. The uncodified law of the State of Alaska isyend -
ed\v adding a new section to read: W

DEVI"OPMENT OF PROJECT PLAN. Not \alerjhan one
year Ser the first meeting of the board of diryors of the
AlaskaVatural Gas Development Authority, tty board shall
produce\ development plan. The development plan must

include \ M

(1) estimat~of construction costs and timynes;

(2) gas procu”ment prices; m

(3) use of thelate's royalty gas; M

(4) estimates oVevenue to the gene# fund and the Alaska
permanent fund;\ w

(5) a revenue shalig plan with mycipal governments;

(6) a plan for deliveV'and pricing#f natural gas to communi-
ties along the pipelVe route”md to Southcentral Alaska
through a spur line; \ M

(7) a plan for delivery a \ pryng of LNG to Yukon River and
coastal communities; \ #

(8) a payment schedule jiL:ompanies providing permits or
other valuable assets; m \

(9) a marketing plan to #proaa(ji potential buyers;

(10) a plan to maximi* AlaskaXhire, including project labor
agreements; and m \

(10) a plan to ensty meeting the nwhest environmental and
safety standards, including a citizen”®dvisory council.

(11) The goal ofye authority is to hale the Alaskan gas line
in full productioj/by 2007. \

*3ec. 6. Theyncodified law of the Stale oVjaska isamended
by adding a/iew section to read: \

INITIAL APPOINTMENTS OF MEMBERS \ ALASKA NAT-
URAL G*S DEVELOPMENT AUTHORITY BOARD OF
DIRECjpRS. Of the members first appoiircd under AS
41.41.®0(a), enacted by sec. 2 of this Act, \

1. thi# members shall be appointed to three-yeX terms;

2. tvM members shall be appointed lo two-year te«s; and

3. |/o members shall be appointed to one-year terml.

STATEMENT IN SUPPORT

Last year more than 40,000 Alaskans signed an initiative peti-
tion lo place the choice to develop Alaska's gas in the hands
of the owners of the gas: Alaska's people. If adopted, this
would establish the Alaska Gas Development Authority sup-
porting a project to build a natural gas pipeline from Prudhoe
Bay to Valdez, keeping it completely in Alaska and not going
through Canada. It only makes sense to keep lhe jobs and
revenues within Alaska and within America, In addition, the
potential for value added processing of Alaskan gas into
petrochemicals should also be within Alaska, not in Canada or
Chicago.

Building the gasline to Valdez gives us the option to diversify
our markets into Asia and our own U.S. West Coast. Equally
important, an All-Alaska gas project will make it feasible to
bring cheap, clean energy to Alaskans in other parts of the
state including Southcentral, which is projected to start having
gas shortages within the next 10 years.

Alaska's gas has been stranded on the North Slope for almost
30 years now and the oil companies seem no closer to build-
ing a gasline than ever. They all seem to have different world-
wide agendas and can't seern to work together to develop
Alaska's North Slope gas. Ifthe oil companies won'tdo it, this
initiative at least gives us the option to do it ourselves with the
spirit that built Alaska in the first place.

The Authority this initiative would establish would be similar to
the Alaska Permanent Fund Corporation with a governing
board to set policy, a small administrative structure and the
actual work to design and build the project contracted out by
bid lo private companies who are experts in their field and who
are held strictly accountable.

The initiative is not a guarantee that the project would be built.
It requires that, within a year, the permits that already exist for
the All-Alaskan route would be acquired, gas supply contracts
would be secured from the North Slope producers, and an
economic model would be completed lo take to the market to
seek sales contracts. At least our gas would be presented for
sale to the market, which has never been done before.

The section of the initiative entitled "Credit of state not
pledged" (Sec. 41.41.400) was carefully written so that the
project would stand alone based on this project’s revenues.
This is not another Delta barley project. Nothing will be built
until markets for the gas are secured.

Development of Alaska's gas represents a major stake in the
future of all Alaskans. As Alaska now faces an impending fis-
cal crisis in coming years, lhe marketing of its gas in the most
prudent and lucrative manner is paramount. Wouldn’t it be
better to solve our fiscal problems through an in-state project
such as this rather than taxing Alaskans or taking your
Permanent Fund dividend? We think so. Please vote YES on
ballot measure # 3.

Scott Heyworth
Mike Macy
Tyrone Neel

The statement printed on this page is the opinion of the authors and is presented as submitted to
the Division of Elections.
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PUBLIC OPINION SURVEY

Tel 178-4600
Hello, my name is and I'm calling for Ivan Moore Research, an
Alaska public opinion research firm. We're conducting a public opinion
survey on a wide variety of topics today that should take just a few
minutes. Your opinions are important to wus, and we'd appreciate your
participation if that's OK with you, and of course your responses will be
completely confidential.
51. Is this a residential telephone?
IF "YES", CONTINUE...
IF "NO", TERMINATE...
52. Are you registered to vote in the state of Alaska?
IF "YES", CONTINUE...
IF "NO", ASK FOR REGISTERED VOTER...
1A. Which of the two main proposals for getting North Slope gas to market
do you think is best? A gas line running from the North Slope, down the
Alaska Highway to the Lower 48, or a gas line running along the pipeline
route down to Valdez where it is converted to liquified natural gas and
shipped out on tankers?
FAVORED GAS PIPELINE
ROUTE
Count | * 1
Highway route 96 19.3%
LNG to Valdez 324 65.5%
Not sure 75 15.1%
IB. Which of these two proposals do you think is more economically viable?
MOST ECONOMICALLY
VIABLE GAS PIPELINE
ROUTS:
Count [ %
Highway route 66 17 .4%
LNG to Valdez 291 59.2%
Not aure 115 23.4%
The following questions are for statistical purposes only.
2. What is your registered party affiliation?
PARTY AFFILIATION:
| Count *
Democrat 81 16.3%
Republican 172 34.5%
Alaalca Independent 22 4.4%
Green 5 .9%
No party 219 43.8%

|l van Moore

Research



ALASKA’S STRATEGIC INTERESTS IN NORTH
SLOPE GAS DEVELOPMENT

By Paul Fuhs for Backbone 2
WHO IS BACKBONE 2?

Backbone 2 is an Alaskan citizen organization that supports the expeditious development
of Alaska’s North Slope gas reserves in a manner that provides maximum benefits to the
people of Alaska. Backbone recognizes that there could be significant benefits from a
publicly owned gas pipeline including jobs for Alaskans, state and municipal revenues
and access to gas for Southcentral and coastal Alaska. And since the All-Alaskan LNG
project is already permitted, it could be built years earlier than a pipeline through Canada.

In 2002 138,000 Alaskan voters (62%) voted to create the Alaska Natural Gas
Development Authority (ANGDA) to build a publicly owned gasline paralleling the trans
Alaska oil line to Valdez. Backbone 2 was established to demand that our elected and
appointed officials respect the will of Alaska’s citizens. We support adequate funding for
ANGDA and call on tne Governor to provide leadership in securing a gas supply for the
project. We also call on our congressional delegation to treat the All-Alaskan project
equally in federal energy legislation.

WHAT WAS THE PURPOSE OF BACKBONE 1?

Backbone 1 was formed three years ago to fight the efforts of British P ~oleum to take
over all of ARCO’s assets on Alaska’s North Slope through a merger. The issues were
monopolistic control of contracting on the North Slope, concentrated political influence
in Alaska and continued stonewalling on development of Alaska’s North Slope gas
reserves. The efforts of Backbone 1and others led to the Federal Trade Commission’s
rejection of their acquisition of ARCO’s Alaska assets. A copy of the FTD order is
available on Backbone 2°’s website: Backbone2.org ARCO’s Alaska holdings were
purchased by Conoco-Phillips and that is how they became one of Alaska’s oil and gas
producers. The reference to backbone was encouraging Alaska’s political leaders to have
one against the merger.

IS THE ALL-ALASKAN LNG PROJECT ECONOMIC?

According to the base case LNG project adopted by ANGDA (available at backbone2.org
website) an LNG project which costs approximately $12 billion to build including a gas
conditioning plant, pipeline, liquefaction facilities, marine terminals and tankers, and
which can produce 2.2 billion cubic feet per day (bcf/day), is economic if the gas can be
sold for $3.50 to $3.70 per million BTU. That price is right in the middle range of long
term LNG contracts currently being negotiated in Asia and the US West Coast.



While the major oil companies say the project is uneconomic, they studied it several
years ago at a production rate of only 1 billion cubic feet per day because it was thought
that you couldn’t place more than that amount at one time into the Asian market. With
the opening of US West Coast markets to LNG, that restriction is no longer the case.

When you produce over 2 billion cubic feet per day, you reach sufficient economies of
scale to pay the debt service and make a reasonable rate of return to the owner of the
project. At a 12% rate of return, the project owner (in this case ANGDA) would earn
about $1 billion per year. The oil companies have consistently state(d) that they need a
much higher rate of return before they will do a project.

Well, a billion dollars a year might not be enough for the oil companies, but for Alaska it
equals the budget deficit Alaska is facing which otherwise can only be made up by
massive budget cuts, heavy taxes, losing your permanent fund dividend or all the above.

The bottom line is that ANGDA must perform its own analysis of this base case so that it
can negotiate throughput agreements and gas purchase and sales agreements with
confidence. This is why Backbone 2 strongly supports the proposed funding of $2.15
million contained in SB241 by Senate President Gene Therriault

CAN ALASKA COMPETE?

The oil companies have also intentionally misinformed people by repeating over and over
that Alaska can’t compete because all the other projects have gas right(s) at tidewater and
Alaska requires an 800 mile pipeline. In fact, other projects do have pipelines and other
development costs that Prudhoe bay does not have. For inrtance, many of the competing
projects have field development costs that Alaska does not have. At Prudhoe Bay, we are
producing 8.5 bcf/day as part of the oil development and all that would have to be done to
provide gas there is to turn a valve on.

Here are some of the pipeline distances associated with other LNG projects: Malaysia
Tiga pipeline 300 miles, Yomen pipeline 200 miles, Darwin LNG pipeline 310 miles,
Sakhalin 11 pipeline 390 miles of 48 inch pipe and 110 miles of gathering pipe, Bolivia
280 miles plus expansion of (a) 1100 mile pipeline.

Alaskan LNG has a number of other advantages. Alaska is much closer to US west coast
markets which represents far lower shipping costs. For example, Alaska is 2245 miles
from LA, Sakhalin is 4964 miles away, Darwin, Australia is 7916 miles, Natuna is 8951
miles away, Abu Dhabi is 11,565 miles away and Yemen is 12,050 miles away. LNG
tankers constitute a substantial expense of an LNG project, up to $200 million apiece. If
the shipping distance is twice as far, you need twice as many tankers. The tankers
required to ship LNG from QOuatar to the US West Coast is equal to the costs of the
Alaskan pipeline.



The real bottom line on comparing projects to each other is contained in the term ‘Cost of
Service’. This term is used in the industry to identify all the costs associated with
shipping the gas and is usually stated in terms of dollars per million btu ($/mmbtu).
Listed below are comparative cost of service numbers for representative projects around
the world. The source of these numbers is Conoco Phillips:

$/mmmbtu cost of service to US West Coast

$232 Malaysia LNG 3
$2.57 Rasgas expansion
$2.27 Tangguh, Indonesia
$2.29 Northwest Shelf
$2.51 Sakhalin 2

$2.49 Australia Gorgon
$2. ' Alaska LNG

$2.20 Alaska LNG tax exempt (estimate by ANGDA)

While the cost of service numbers for Alaska are higher, they are based on a private
commercial pipeline structure rather than a publicly owned pipeline as represented by
ANGDA. Whenyou apply ANGDA’s income tax exemption to these numbers,
Alaska’s cost ofservice is $2.20 per mmbtu, lower than any other source ofsupply in
the pacific rim. Conoco Phillips also notes that additional field development costs
(which Alaska does not have) are not included in their numbers.

IS THE PROJECT FINANCABLE?

Two investment banking firms have analyzed the data in the base case for the All-
Alaskan LNG project and have found that the project is iinancable if the estimated
project costs are correct and long term sales contracts can be obtained. These companies
are George K. Baum and Taylor DeYoung. An executive summary of George K Baum’s
analysis is accessible under the facts and reports section of Backbone 2’s website.

The loan guarantee provisions put into the omnibus bill by Senator Lisa Murkowski
would also help in the financing of the project Although the omnibus bill recently
passed, the energy bill would also have to pass to make the provisions active. Tne future
of the energy bill is uncertain.

Pipeline projects are typically financed primarily through debt. Even the Trans Alaska
oil pipeline was financed with only 25% equity. The remaining 75% was financed
through the sale of taxable bonds, with the exception of the marine terminal which was
financed by the municipality of Valdez. If long term contracts for LNG can be obtained,
the project could be financed with 100% debt.



WHAT ARE THE MARKETS FOR ALASKA’S LNG?

Asia has always been seen as a market for Alaskan LNG. They have purchased LNG
from the LNG plant in Nikiski for the past 30 years and see Alaska as a more stable
source of supply than Indonesia, Russia or the Middle East. Development of West coast
markets for LNG would provide the economies of scale needed to make Alaska’s LNG
project economic. The states that have expressed an interest in Alaskan LNG are
California, Oregon and Hawaii.

Japan, Korea and Taiwan have all expressed an interest in Alaskan LNG. They have also
stated that they prefer Alaskan LNG due to security of supply compared to less stable
sources in the world. Buying American gas from Alaska will also help reduce the
balance of payments deficit with our Asian trading partners.

It should also be noted that North Slope gas is a rich gas that contains more than methane.
North Slope gas contains propane which commands a premium price in the Asian market.
It also contains ethane and butane which can be used as a feedstock for value(-)added
hydrocarbon products such as plastics and rubber.

Alaska communities are also an important market for North Slope gas. Although small in
scale compared to West Coast or Asian markets, providing affordably priced gas to
Alaskans is an important component of this project.

WHY WONT THE OIL COMPANIES BUILD THE LNG PROJECT?

In representing the interests of their shareholders, the oil companies look at their
worldwide leases and operations, not just their Alaska holdings. Oil and gas consultant
Pedro Van Meurs testified to the legislature 3 years ago that the companies were pursuing
projects overseas that had worse economics than the Alaska project because those leases
contained requirements that the companies develop them within a certain time period,
often as little as five years or they would lose the leases.

Alaska’s leases lump oil and gas together so as long as the oil is being produced, the lease
terms are being met. Alaska gas is like a gallon of milk on the shelf with no pull date on
it That milk will never make it to the front of the shelf. The field the oil companies have
not developed at all and which is probably in default is Point Thomson which has not
been developed for 20 years. The State of Alaska needs to take a strong position
regarding this field and to take it back if necessary. It rould provide a valuable source of
gas for the gasline p-oject.

Another problem with the 3 oil companies on the North Slope building an LNG project or
any gas project is that they all have different agendas and in many cases are dysfunctional
as a unit. Part of this was caused by the fact that because of the way the Prudhoe Bay oil
reservoir and gas cap are situated, the companies owned different percentages of oil and
gas. When the Oil and Gas Conservation Commission threatened to unitize the field,
which is standard practice for almost any field in the world, Attorney Bruce Botelho, at



the request of Governor Tony Knowles, wrote them a letter and told them that they had

no jurisdiction over economic matters on the slope. The response disagreeing with that

letter from Commission member Tuckerman Babcock is available in the fact and reports
section of Backbone 2’s website.

A fascinating insight into the dysfunction and different agendas between the companies
on the North Slope is contained in the Module 880 ruling by the Department of Natural
Resources which is also available on the website.

When ARCO was bought by Cononco-Phillips as part of the BP merger, the companies
finally realigned their oil and gas interests so they are equal so this should no longer be
an impediment to the project going forward.

However, it does raise one more concern. Since the companies own roughly one third of
the gas each, if any of the Alaska projects go forward, they will get to market their one
third but they will be giving up two thirds of their market share to their competitors. This
causes them to favor their overseas projects which they do not have to share with other
companies.

WHAT ARE THE COMPARATIVE BENEFITS OF THE ALL-ALASKAN AND
CANADIAN HIGHWAY PROJECT?

It is difficult to compare the projects because the oil companies won’t release any of their
numbers and the Murkowski administration hasn’t presented any of their own analysis.
However, some things are clear:

JOBS: Alaskan employment on the All-Alaskan LNG project will be at least double the
Canadian Highway project. Building a pipeline to the Canadian border will take only 2
years compared to at least 4 years of construction employment on the LNG project due to
the construction of the liquefaction plant and marine terminal in Valdez. There will be
many more jobs building the pipeline through Canada, but that will all be done with
Canadian workers Why would we surrender our future to a foreign country and lose our
Alaskanjobs?

REVENUES: State revenues would be higher with the All-Alaskan LNG project
because we would own all or a significant part of it. It has been estimated that the state
owned pipeline would generate up to $1 billion per year to the State of Alaska. (George
K. Baum analysis) This could minimize the need for taxes on Alaskan citizens and
protect the permanent fund dividend. For a privately owned Canadian Highway project,
Alaska would only receive severance, production and property taxes which would be far
lower than a publicly owned project. The law that established ANGDA also requires
them to negotiate revenue sharing with local governments. This could provide tax relief
on a local level. Part of the state revenues would also go into the permanent fund and
will increase dividends in the future.



GAS TO ALASKANS:

Shortages of gas in Cook Inlet are already causing price increases for consumers and
businesses in Southcentral Alaska. Within 5 years the price of gas could double. This is
causing extreme problems for the Agrium plant in Kenai and will also affect other
businesses. The most efficient way to get North Slope gas to Southcentral Alaska is
through a spurline from Glenallen to Palmer off the LNG project mainline. The North
Slope to Valdez pipeline can be expanded from 2.2 bcf/day to 3.0 bcf/day by adding
more compressor stations at a minimal cost. It is 137 miles from Glenallen to Palmer
where it is possible to tie into Enstar’s 20 distribution line which connects all the way
from West Cook Inlet, through Anchorage and down to Kenai. A spurline off the
Canadian Highway project from Fairbanks or Delta would be more than twice as long
and require higher prices lo gas consumers.

Gas can be delivered easily anywhere along the line since methane is the lightest gas in
the mix and will separate out with the application of heat. The remaining heavier gases
arejust pumped back into the pipeline. A major advantage of the All-Alaskan I.NG
project is that when you have gas at tidewater, it can be delivered by barge to coastal
communities and provide stable priced, affordable energy to coastal Alaskans. The
Alaska Intrastate Gas Company has certificates to provide gas to 17 Alaska coastal
communities. Their plan is to obtain their gas from Canada by rail barge initially and
then switch over to Alaskan gas when it is available at tidewater.

WHICH PROJECT CAN BE BUILT SOONER?

The All-Alaska project has already been permitted by Yukon Pacific Corporation which
is currently negotiating with ANGDA to provide the permits for the project. On the other
hand, the Canadian Highway project will require major permitting, settlement of their
native land claims, modification of the Alaska Natural Gas Treaty by both the United
States and Canada, etc. Pedro Van Meurs, an oil and gas consultant for Alaska has
estimated that the Canadian Highway project would not come on line before 2015.

WHICH PROJECT IS BETTER FOR THE ENVIRONMENT?

The All-Alaska LNG project is permitted within the existing congressionally designated
pipeline corridor. A new industrial corridor would be required for the Canadian Highway
project If aspurline was built from Fairbanks to Cook inlet, it would have to go through
Denali Park, the Minto Flats wildlife preserve and subsistence area, and would also have
to cross the Susitna Hat Wildlife preserve.

WHICH PROJECT HAS THE GREATEST POTENTIAL FOR VALUE ADDED
PROCESSING?

A project to tidewater which connects with international shipping vessels is clearly
superior to an inland pipeline project. Ethane and butane can be used as feedstock for



manufacturing of ph_*:cs, etc. The province of Alberta has stated that the price they will
exact for the Canadian Highway project is that they will strip out all the aydrocarbons for
value added manufacturing in Alberta. Alberta has a $6 billion per year industry based
on processing these hydrocarbons and they directly employ 3400 people. Thosejobs
should be in Alaska since it is our gas.

WHICH PROJECT CREATES THE MOST OIL LOSS?

When gas is removed from an oil field a certain amount of oil production is lost. This
has not yet been calculated for the Prudhoe Bay field. In ANGDA'’s base case, 60% of
the miscible injectant is maintained on the slope for enhanced oil recovery. The base
case for the All-Alaska LNG project is 2.2 bcf/day. The Canadian Highway project is 4.5
bcf/day which is removing more than twice as much gas as the LNG project and would
result in much higher oil loss The Alaska Oil and Gas Conservation Commission should
investigate this issue and make an estimate for both projects of oil loss and subsequent
revenue loss to the State of Alaska.

WHICH PROJECT IS BEST FOR ENCOURAGING INDEPENDENT OIL
COMPANIES TO EXPLORE AND PRODUCE GAS IN ALASKA?

To answer this question, it is very instructive to look at the current situation with the
Alaska oil line. Itis privately owned by the major producers on the North Slope. Itisin
their best interest to charge the highest price possible for shipping oil through the line.
This allows them to write off the charge against the wellhead price and reduce their taxes
to Alaska. The higher tariffs also make it difficult for independent oil companies to bid
against the majors on oil leases. The oil companies don’t mind paying the higher tariffs
because they own the pipeline and the money just goes from the left pocket to the right
pocket.

In a recent ruling, the Regulatory Commission of Alaska (RCA) ruled the the(delete
second “tl ) oil companies were overcharging on the pipeline by 53%. A copy of their
ruling is available on the Backbone 2 website.

ANGDA would have no similar incentive to overcharge for their pipeline tariffs. Quite
the opposite, as an Alaskan organization they would have a stake in maximizing oil
exploration and development in Alaska.

WHICH PROJECT PROVIDES BENEFITS TO NON PROFIT ORGANIZATIONS
IN ALASKA?

When Wally Hickel was Governor of Alaska, he divested himself of his holdings (10%o)
in Yukon Pacific and dedicated any proceeds Yukon Pacific may earn from the project to
charities in Alaska. These proceeds will be distributed on an annual basis by a three
member board which will decide who gets the money. There are no similar provisions
for the Canadian Highway project.



WHAT IS THE PROCESS THAT ANGDA WILL FOLLOW TO DEVELOP THE
ALL-ALASKAN PROJECT?

LNG projects around the world follow a similar pattern in their development. ANGDA
will be no different.

1. The first step is to identify the quantity of the resource available. For Alaska this
is easy, We are producing 8.5 bcf/day on the North Slope as part of oil
production.

2. The next step is to do preliminary engineering to show that the project is
technically feasible and to identify approximate costs. Much of this work has
already been done by Yukon Pacific Corporation and has been turned over to
ANGDA. ANGDA must confirm these numbers for themselves and that is the
purpose of the proposed $2.15 million appropriation to the Authority.

3. Utilizing the preliminsry numbers, ANGDA will seek letters of intent from gas
producers and gas buyers. These letters typically state that if the preliminary
numbers are verified by detailed engineering and the gas can be supplied at the
prices quoted, that the purchase agreements will be formalized. ANGDA may
also seek throughput agreements with the producers if they want to market their
own gas. These agreements make commitment for capacity of the line at quoted
cost of service fees.

4. Once letters of intent are in hand, detailed engineering and financing for the
project must be completed. This will cost approximately $200 million. Based on
the letters of intent this money is often funded by bond anticipation notes.

5. Once detailed engineering and financing verify the economic end engineering
models, the gas pui chase and sales contracts are finalized, the bonds are sold for
the project and construction proceeds.

IS GOVERNMENT PARTICIPATION INA PROJECT SUCH AS THIS
UNUSUAL?

Around the world, it is actually the norm for governments to participate financially in oil
and gas development projects when the resources are owned in common by the people.
Substantial profits can be made in the transportation and sale of oil and gas products and
ownership in transportation infrastructure is seen as a key method for insuring that the
citizens receive a fair rate of return on their resources.

For instance, two deals recentl) announced by Conoco- Phillips and Exxon in Quatar have
the Quatar government owning 70% of the project and the companies owning the rest.
Although the oil companies are against Alaska owning any part of an Alaska gasline, it is
interesting that they arc willing to deal with middle eastern, African and Indonesian
governments that own a majority of their projects, but are unwilling to deal with a state
that is part of the United States.



Il is not even unusual for states to own pipelines. Two states, Wyoming and Georgia
have formed authorities to build their own gas pipelines because the private sector is
unwilling to build them, just like they are in Alaska.

IS THIS JUST ANOTHER DELTA BARLEY FARM OR ALASKA SEAFOOD
INTERNATIONAL BOONDOGGLE?

If the delta barley project or the Seward grain terminal would have had to meet the same
financing requirements of this project, they would never have been built.

The language in the proposition 3 initiative states that the faith and credit of the State of
Alaska is not pledged to this project Other than the initial funding for the Authority to
complete the necessary due diligence on the project, all other funding will be provided by
private equity partners or by non-recourse revenue bonds.

There are two important third party checks on this project which set it apart from
previously state funded projects that were not very well thought through before they were
funded. First, if the project is not feasible, the markets will not sign purchase agreements
for (hr ~as. Second, in order for the bond market to feel comfortable buying the bonds,
they will have to sec the sales or throughput contracts and have reviewed all the
economic models. When they buy the bonds for this project, they are assuming the risk
for the project. If congress passes the loan guarantee provisions for the All-Alaskan LNG
project which were included in federal energy legislation by Senator Lisa Murkowski, it
will make it easier to sell the bonds because the full faith and credit of the US
Government will be behind (80% of )the bonds.

At no time can the assets of the permanent fund be put at risk by this financing. If the
permanent fuud chooses to consider investing in bonds for the project, they should
compare it with other investment opportunities they have and only invest if the Alaska
project provides superior returns to the fund.

HOW CAN A GAS SUPPLY BE SECURED FOR THE ALL-ALASKAN LNG
PROJECT?

There are voluntary and involuntary methods and all voluntary methods should be fully
explored before taking stronger actions. Typically, the project sponsor would declare a
cost of sendee figure for shipping gas through their pipeline. Then an open season is
announced to seek contracts for throughput agreements with gas holders to ship their gas.
The next step would be to offer to buy the gas from the producers for the project at a
certain wellhead value. If the offer is reasonable and if the producers refuse to sell their
gas for the project, it may be a breach of their lease requirements and may open the door
for the State to take legal action to secure a gas supply.

The most extreme measure would be the use of eminent domain which the state uses
regularly to secure properties and materials for other projects such as highways, airports,
etc. Itis required lo pay fair market value for any properties or materials taken. The



companies would not be able to stop the state or ANGDA, which also independently has
the powers of eminent domain, from taking the gas. However, state law would allow
them to argue in the courts over what is fair market value. Itwould be interesting to see
what value the courts would place on stranded gas on the North Slope which has very
little value without a pipeline to move it to market.

Although eminent domain is a strong action, it would financially benefit the oil
companies also. If they were paid the amount in ANGDA’s base case model, ($.94 per
mmbtu) the oil companies would receive about $720 million per year, after taxes, for
doing nothing more than just turning on a valve and providing the gas.

The legislature has also considered gas reserves taxes in the past in which the companies
would pay higher taxes the longer they leave the gas in the ground. These taxes have not
passed in the past, but perhaps the legislature will look on them differently in the context
of a proposed gasline and a spreading budget deficit.

HOW DOES THE JONES ACT AFFECT THE PROJECT?

For LNG entering the US West Coasts or Hawaiian gas markets, the Jones Act will apply
requiring vessels with US built hulls and US crews. These vessels will be more
expensive to build and operate. Does this make the All-Alaskan LNG project
uncompetitive? It appears that the costs of the Jones Act requirements are small
compared to other costs nf this-or-aav-other TNO projp.rt

The Jones Act requirements also raise the question of the ability of US shipyards to
physically produce enough vessels in time for the AJl-AJdaskan LNG projecL In
discussions with US shipyards, they point to a number of factors that could allow the All-
AJaskan LNG project to go forward now while minimizing the economic impact.

In the 1970’s 13 LNG tankers were built in US shipyards utilizing federal shipyard
construction subsidies (CDS) to equalize the cost of construction with foreign shipyards.
When the expected LNG terminals in the US were not built, these vessels went in to
service transporting LNG from Indonesia to Korea and Japan. Because of the
construction subsidies, they were required to maintain their US. With the same costs
Alaska would have to pay to move its LNG, these tankers have been able to operate
economically for over 20 years.

The typical life of these tankers is 40 years so they could be reflagged into the US fleet
and used to transport Alaskan LNG lo the US west coast Even if you had to buy a new
foreign built LNG tanker to replace them lor their foreign work, the cost of acquiring
these tankers would be equal lo foreign built tankers.

In the long, term, US shipyards could replace these vessels with new US built vessels,

built over time instead of all at once, which the shipyards also prefer. The Jones Act is
not a major impediment to the All-Alaska LNG project.

in



WHAT ABOUT A MAINLINE ROUTE TO KENAI?

Backbone 2 does not take a position between competing communities for LNG facilities.
However, we are concerned about a potential several year delay for permitting a different
project outside the already permitted route within the congressionally designated,Trans
Alaska Pipeline corridor. As we noted earlier, there is a way to economically move
North Slope gas to Southcentral Alaska by aspurline from Glenallen to Palmer where it
would tie into the existing Enstar pipeline infrastructure.

IS BACKBONE 2 AGAINST THE CANADIAN HIGHWAY PROJECT?

No. Backbone 2 believes that it will take several years for the Canadian Highway project
to get permitted and financed. Even with the recent applications submitted to the state
under the Stranded Gas Act, there is no reason for Alaska to wait on developing the All-
Alaska LNG project. If the Canadian Highway project is built later, that would be great.
At least Alaska would have the project that provides gas and other substantial benefits to
the people of Alaska.

The worst possible outcome would be if these applications were used as ajustification for
slowing down the efforts to expeditiously develop the All-Alaska project

After reviewing the stranded gas act applications recently submitted,(available in full text
on backbone2.org website) it appears that the application from Mid Americain
conjunction with the Alaskan company Pacific Star Energy is a serious proposal. It is
great to finally see Alaskan ownership in a North Slope development project.

Mid America is offering to move the gas of any North Slope producer for afee. If they
do not get contractual agreements to move the gas, it is doubtful they can receive the
financing for the project

In their application to the state they declare that “Of necessity, commercialization of the
project will require concurrent contractual arrangements by shippers for transportation of
gas involving both the Alaska pipeline and the downstream Canadian line.” They also
reference the need for “long term contracts for firm transportation service.” “Mid
America will not hold title to any of the gas supplies transported by the proposed
pipeline.”

So Mid America is dependent on the producers for their project. When Foothills Pipeline
group made a similar proposal 3 years ago, they were told by the producers that they
weren’tinterested. Given the fact the producers have proposed their own pipeline under
the stranded gas act (including the over the top route) it is doubtful that they will agree to
give up the profits of a gasline to someone else. The Mid America proposal says they
will make a go/no go decision by 2007.



Even if we assume that Mid America can be successful, there is no reason for Alaska to
slow down on development of its own project which was mandated by Alaskan voters.

Perhaps there is a way for ANGDA to work with Mid America on a development which
would move the Alaska project forward and also help them with their Canadian project.

The stranded gas application from the producers contains no timelines or commitments to
actually build the project Itis more of a place holder and delay mechanism than
anything else. They are asking the state to give them tax and royalty relief without
making any real commitment to the projecL

They clearly state: “Nothing in this application or any communications between the
parties should be construed as a commitment by the Sponsor Group to complete
fiscal contract negotiations, or to initiate engineering design, permitting,
procurement, or construction of a qualified project or are deemed to create any
obligation or liability of the sponsor Group to proceed with a Qualified ProjecL

They have also openly stated that without price subsidies from the Federal taxpayers, the
project is uneconomic. Itis clear now that those subsidies will not be available, even if
an energy bill passes. The reason those subsidies are necessary for them is that they are
demanding a high rate of return and the pipeline is just too long.

According to Bill Hauhe, manager of global liquefied natural gas (LNG) for Chevron
Texaco, speaking at a recent LNG workshop at the second annual Africa Oil and Gas
Conference sponsored by the Corporate Council on Africa in Houston, Texas, “For
distances up to about 2,000 kilometers (approximately 1000 miles), pipelines are usually
the most economical way to move gas to market. For longer distances, such as between
West Africa and North America, special double-hulled LNG ships are the preferred
option.”

The Canadian Highway route is about 2200 miles to Alberta and 3600 miles to Chicago.

Again, the main point here is that regardless of the stranded gas act applications, Alaska
should continue to move forward on its own project which can provide maximum
benefits to Alaska in State revenues, municipal revenue sharing, and access to gas for

Alaskans. Eventually, both projects could be built and that would be the best case
scenario for Alaska.

The stranded gas act applications open the way for the Murkowski administration and the
legislature to negotiate provisions that would allow the All-Alaska project to go forward.
If the oil companies are asking for tax and royalty breaks, the state should demand either
a gas supply for the All-Alaska project or some other commercial agreement that would
help facilitate the project such as ajoint venture agreement. To do any less would be to
abandon the strategic interests of the people of Alaska in North Slope gas development.

VISIT BackBone2.ORG TO ACCESS THE DOCUMENTS REFERENCED IN
THIS PAPER. To comment contact paulfuhs@earthlink.net
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FISCAL NOTE

STATE OF ALASKA Fiscal Note Number

2004 LEGISLATIVE SESSION Bill Version: CSHB298(W&M)

() Publish Date:

Revision Date/Time (Note if correction): Dept. Affected] Revenue

Title DisL Of Approps from Perm Fund [RDU AK Permanent Fund Corporation
Component AK Permanent Fund Corporation

Sponsor Ways and Means Committee
Requester Ways and Means Committee Component No. 109

Expenditures/Revenues (Thousands of Dollars)
Note: Amounts do not include inflation unless otherwise noted below.
OPERATING EXPENDITURES FY 2005 FY 2006 FY 2007 FY 2008 FY 2009
Personal Services
Travel
Contractual
Supplies
Equipment
Land 8 Structures
Grants & Claims
Miscellaneous
TOTAL OPERATING 0.0 0.0 0.0 0.0 0.0

CAPITAL EXPENDITURES

CHANGE IN REVENUES ( ) |

FUND SOURCE (Thousands of Dollars)
1002 Federal Receipts
1003 GF Match
1004 GF
1005 GF/Program Receipts
1037 GF/Mental Health
Other (Specify Type-Do not abbreviate)
TOTAL 0.0 0.0 0.0 0.0 0.0

Estimate of any currentyear (FY2004) cost: 0.0
Mark this box (X) Iffunding for this bill Is included In the Governor’s FY 2005 budget proposal:

POSITIONS
Full-time
Part-time
Temporary

ANALYSIS: (Attach a separate page if necessary)

FY 2010

0.0

0.0

HB 298 would change the amount available to distribute from the Permanent Fund to conform to a Percent
of Market Value payout limit. HB 298 would not change the management or the cost of operations of the

Fund.

Prepared by:  Robert D. Storer, Executive Director Phone 465-2047
Division Alaska Permanent Fund Corporation Date/Time 3/16/04 8:12 AM
Approved by;  Steve Porter, Deputy Commissioner Date 3/16/2004
Agency Department of Revenue

(Rwvi*wa 12/2003 OMB) Page 1 of 1



FISCAL NOTE

STATE OF ALASKA Fiscal Note Number:
2004 LEGISLATIVE SESSION Bill Version: CSHB298(W&M)
() Publish Date:

Revision Date/Time (Note if correction): Dept. Affected: Revenue

Title Distribution of Appropriations ~RDU Revenue Programs & Services
from the Permanent Fund Component Commissioner's Office

Sponsor house Ways and Means

Requester House Finance Committee Component No. 123

Expenditures/Revenues (Thousands of Dollars)

Note: Amounts do not include inflation unless otherwise noted below.

OPERATING EXPENDITURES FY 2005 FY 2006 FY 2007 FY 2008 FY 2009 FY 2010

Personal Services

Travel

Contractual

Supplies

Equipment

Land & Structures
Grants & Claims
Miscellaneous
TOTAL OPERATING 0.0 0.0 0.0 0.0 0.0 0.0

CAPITAL EXPENDITURES

CHANGE IN REVENUES ( )

FUND SOURCE (Thousands of Dollars)
1002 Federal Receipts

1003 GF Match

1004 GF

1005 GF/Program Receipts

1037 GF/Mental Health

Other (Specify Type-Do not abbreviate)

TOTAL 0.0 0.0 0.0 0.0 0.0 0.0
Estimate of any current year (FY2004) cost: 0.0
Mark this b->x (X) if funding for this bill is included in the Governor's FY 2005 budget proposal:
POSITIONS
Full-time
Part-time
Temporary

ANALYSIS: (Attach a separate page if necessary)

This legislation would allocate the lunds Irom an annual 5% percent-of-market-value distribution (POMV) of the Permanent Fund.
Tho distribution would be 50% of the funds to the state General Fund for public services, and 50% to Ihe dividend fund for per-capita
distribution to eligible Alaskans This legislation would replace the current dividend calculation formula in statute. For purposes of
this fiscal note, the Department of Revenue assumed this new distribution formula would take effect with the FY 2006 budget and
the October 2005 dividend. Under this legisaltion, the amount of money available to the General Fund and for per-capita dividends
is projected at:

FY2006 FY2007 FY2008 FVWO09 FY2010 FY2011
Public Services $641.5 million 5667.0 million S705.0 million $746.0 million S776.5 million 5803.5 million
Oct. 2005 Oct 2006 Oct. 2007 Oct. 2008 Oct. 2009 Oct. 2010

Per-capita Dividend 5641.5 million 5567.0 million S705.0 million 5746.0 million 5776.5 million 5803.5 million

Prepared by:  Steve Porter, Deputy Commissioner Phone 455-2302
Division Department of Revenue Date/Time 3/22/04 12:30 PM
Approved by:  Steve Porter. Deputy Commissioner Date 3/22/2004
Agency Department of Revenue

(Revised 1212003 OVB) Page 10f.
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CS FOR HOUSE BILL NO. 298(FIN)

IN THE LEGISLATURE OF THE STATE OF ALASKA

TWENTY-THIRD LEGISLATURE - SECOND SESSION

BV THE HOUSE FINANCE COMMITTEE

Offered:
Referred:

Sponsor(s): HOUSE SPECIAL COMMITTEE ON WAYS AND MEANS

A BILL
FOR AN ACT ENTITLED
"An Act relating to the income of and appropriations from the Alaska permanent fund
under art. IX, sec. 15(b), Constitution of the State of Alaska, and making conforming

amendments; relating to the determination of net income of the mental health trust

fund; and providing for an effective date."
BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* Section 1. AS 09.20.050(b) is amended to read:
(b) The jury list shall be based on a list prepared by the Department of
Revenue of all persons who filed an application for a [DISTRIBUTION OF
ALASKA] permanent fund dividend [INCOME] under AS 43.23 during the current
calendar year that shows an Alaska [ALASKAN] address, and of all persons who
volunteer for jury duty under (d) of this section. If considered necessary by the
administrative director of the Alaska Court System, the jury list shall incorporate a list
prepared by the Department of Administration of all persons who hold a valid Alaska
driver's license. The departments shall submit their respective lists to the Alaska

-1- CSHB 298(F1N)
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Court System not later than September 30 of each year. To the extent that h is
available, the departments shall include on the lists they submit the following
information for each person: first name, middle initial, and last name; mailing address,
including the zip code; aid birth date. The lists shall be recorded on magnetic tape

compatible with Alaska Court System data processing equipment.

* See. 2. AS 24.20.206 is amended to read:

Sec. 24.20.206. Duties. The Legislative Budget and Audit Committee shall

(1) [REPEALED

(2] annually review the long-range operating plans of all agencies of
the stale that perform lending or investment functions;

(2) [()] review periodic reports from all agencies of the state that
perform lending or investment functions;

(3) [@] prepare a complete report of investment programs, plans,
performance, and policies of all agencies of the state that perform lending or
investment functions and notify the legislature within 30 days after the convening of
each regular session that the report is available;

@ [(5)] in conjunction with the finance committee of each housei
recommend annually to the legislature the investment policy for the general fund
surplus and for the [INCOME FROM THE] permanent fund;

() [(6)] provide for an annual post audit and annual operational and
performance evaluation of the Alaska Permanent Fund Corporation investments and
investment programs;

6) [(7)] provide for an annual operational and performance evaluation
of the Alaska Housing Finance Corporation and the Alaska Industrial Development
and Export Authority; the performance evaluation must include, but is not limited to, a
comparison of the effect on various sectors of the economy by public and private
lending, the effect on resident and nonresident employment, the effect on real wages,
and the effect on slate and local operating and capital budgets of the programs of the
Alaska Housing Finance Corporation and the Alaska Industrial Development and

Export Authority;
(7) [(B)] provide assistance to the trustees of the trust established in

CSHB 298(FIN) -2-
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AS 37.14.400 - 37.14.450 in carrying out their duties under AS 37.14.415.

* Sec. 3. AS 37.13 is amended by adding a new section lo read:

Sec. 37.13.143. Appropriations from the fund, (a) The total amount
available for appropriation from the fund for a specific fiscal year is determined under
art. 1X; sec. 15(b), Constitution of the State of Alaska. However, if the annualized real
rate of return of the fund during the first 10 of the 11 fiscal years immediately
preceding the specific fiscal year was less than five percent, the amount available for
appropriation for that specific fiscal year may not exceed that 10-year annualized real
rale of return multiplied by the average of the fiscal year-end market values of the
fund for the first five of the six fiscal years immediately preceding that specific fiscal
year. For purposes of this subsection, "real rate of return” means the total rate of
return of the fund's investments for the period measured, minus the rate of inflation for
that period, stated on an annualized basis.

(b) The legislature may appropriate from the fund for each fiscal year the
amount for costs of the corporation associated with operating and investing the fund.

(c) After the appropriation under (b) of this section, appropriations by the
legislature for a specific fiscal year are limited as follows, based on the total amount
remaining available for appropriation under (a) of this section:

(1) not more than 50 percent may be appropriated for public education;
(2) not more than 50 percent may be appropriated to the dividend fund
established under AS 43.23.045.

(d) The corporation shall transfer money appropriated under this section from
the fund within 14 days after the effective date of the appropriation.

(e) For purposes of (a) of this section, the corporation shall calculate the rate
of inflation using the annual year over year change in the Consumer Price Index for all

urban consumers for the time period specified.

* Sec. 4. AS 37.13 is amended by adding a new section to read:

Sec. 37.13.148. Market value of the fund. For the purposes of art. 1X, sec.
15(b), Constitution of the Slate of Alaska, the coiporation shall determine the market
value of the fund annually as of the close of business on June 30 in accordance with

generally accepted accounting principles for the determination of fair value.

-3- CSHB 278(F1N)
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*See. 5. AS 37.13.150 is amended to read:
Sec. 37.13.150. Corporation budget. The [REVENUE GENERATED BY

THE FUND'S INVESTMENTS MUST BE IDENTIFIED AS THE SOURCE OF
THE] operating budget of the corporation shall be included in the state's operating
budget under AS 37.07 (Executive Budget Act). [THE UNEXPENDED BALANCE
OF THE CORPORATION'S ANNUAL OPERATING BUDGET DOES NOT LAI'SE
AT THE END OF THE FISCAL YEAR BUT SHALL BE TREATED AS INCOME
UNDER AS 37.13.140.]

* Sec. 6. AS 37.14.031(c) is amended to read:
(c) The net income of the fund shall be determined by the Alaska Permanent

Fund Corporation annually as of the last day of the fiscal year in accordance with
generally accepted accounting principles [IN THE SAME MANNER THE
CORPORATION DETERMINES THE NET INCOME OF THE ALASKA
PERMANENT FUND UNDER AS 37.13.140].
*Sec. 7. AS 43.23.025(a) is amended to read:
@ By October 1 of each year, the commissioner shall determine the value of

each permanent fund dividend for that year by
(1) determining the total amount available for dividend payments,

which equals

(A) the amount of money appropriated from [INCOME OF]
the Alaskapermanent fund [TRANSFERRED] to the dividend fund under
AS 37.13.143 [AS 37.13.145(b)] during the current year;

(B) plus the unexpended and unobligated balances of prior
fiscal year appropriations that lapse into the dividend fund under
AS 43.23.045(d);

(C) less the amount necessary to pay prior year dividends from
the dividend fund inthe current year under AS43.23.005(h) and under
AS 43.23.055(3) and (7);

(D) less the amount necessary to pay dividends from the
dividend fund due to eligible applicants who, as determined by the department,
filed for a previous year's dividend by the filing deadline but who were not

CSJIB 298(F1N) -4-
New Text Underlined [DELETED TEXT BRACKETED)



© o0 N o o b~ W N R

W oW NN NN NN NN
B & © ® N o o1 & @w N P o b B R BE G R BRKE B

WORK DRAFT WORK DRAFT 23-LS1075\C

included in a previous year's dividend computation;

(E) less appropriations from the dividend fund during th

current year, including amounts to pay costs of administering the dividend
program and the hold harmless provisions of AS 43.23.075;

(2) determining the number of individuals eligible to receive a

dividend payment for the current year and the number of estates and successors

eligible to receive a dividend payment for the current year under AS 43.23.005(h); and

(3) dividing the amount determined under (1) of this subsection by the

amount determined under (2) of this subsection.

*See. 8. AS 43.23.028(a) is amended to read:
(@) By October 1 of each year, the commissioner shall give public notice of

the value of each permanent fund dividend for that year and notice of the information
required to be disclosed under (3) of this subsection. In addition, the stub attached to

each individual dividend check and direct deposit advice must

(1) disclose the amount of each dividend attributable to [INCOME
EARNED BY THE PERMANENT FUND FROM] deposits to that fund required

under art. 1X, sec. 15, Constitution of the State of Alaska;
(2) disclose the amount of each dividend attributable to all [INCOME

EARNED BY THE PERMANENT FUND FROM] appropriations to that fund plus
[AND FROM] amounts added to that fund before January 1, 2005. to offset the

effects of inflation;

(3) disclose the amount by which each dividend has been reduced due
to each appropriation from the dividend fund, inch ding amounts to pay the costs of
administering the dividend program and the hold harmless provisions of

AS 43.23.075;
(4) include a statement that an individual is not eligible for a dividend

when

(Aj during the qualifying year, the individual was convicted of

a felony;
(B) during all or part of the qualifying year, the individual was

incarcerated as a result of the conviction of a

-5- CSHB 21)8(FIN)
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(i) felony; or

(if) misdemeanor if the individual has been convicted of
aprior felony or two or more prior misdemeanors;
(5) include a statement that the legislative purpose for making

individuals listed under (4) of this subsection ineligible is to

(A) obtain reimbursement for some of the costs imposed on the
state criminal justice system related to incarceration or probation of those
individuals;

(B) provide funds for services for and payments to crime
victims and for grants for the operation of domestic violence and sexual assault
programs;

(6) disclose the total amount that would have been paid during the
previous fiscal year to individuals who were ineligible to receive dividends under

AS 43.23.005(d) if they had been eligible;

(7) disclose the total amount appropriated for the current fiscal year

under (b) of this section for each of the funds and agencies listed in (b) of this section.

* Sec. 9. AS 37.13.140, 37.13.145, and 37.13.300(c) are repealed.
* Sec. .10. The uncodified law of the State of Alaska is amended by adding a new section to
read:
CONDITIONAL EFFECT. This Act takes effect only if an amendmem to art. IX. sec.
15, Constitution of the State of Alaska, relating to and limiting appropriations from the Alaska
permanent fund based on an averaged percent of the fund market value, is approved by the
voters during the 2004 general election and takes effect.

* See. 11. If this Act lakes effect under sec. 10 of this Act, it takes effect onJanuary 1,

2005.

CSIIB 298(FIN) -6-
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CS FOR HOUSE BILL NO. 298(FIN)

IN THE LEGISLATURE OF THE STATE OF ALASKA

TWENTY-THIRD LEGISLATURE - SECOND SESSION

BV THE HOUSE FINANCE COMMITTEE

Offered:
Referred:

Sponsor(s): HOUSE SPECIAL COMMITTEE ON WAYS AND MEANS

A BILL
FOR AN ACT ENTITLED
"An Act relating to the income of and appropriations from the Alaska permanent fund
under art. IX, see. 15(b), Constitution of the State of Alaska, and making conforming

amendments; relating to the determination of net income of the mental health trust

fund; and providing for an effective date."

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* Section 1. AS 09.20.050(b) is amended to read:
(b) The jury list shall be based on a list prepared by the Department of

Revenue of all persons who filed an application for a [DISTRIBUTION OF
ALASKA] permanent fund dividend [INCOME] under AS 43.23 during the current
calendar year that show's an Alaska [ALASKAN] address, and of all persons who
volunteer for jury duty under (d) of this section. If considered necessary by the
administrative director of the Alaska Court System, the jury list shall incorporate a list
prepared by the Department of Administration of all persons w'ho hold a valid Alaska

driver's license. The departments shall submit their respective lists to the Alaska

-1- CSIIH 298(FIN)
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Ccurt System not later than September 30 of each year. To the extent that it is
available, the departments shall include on the lists they submit the following
information for each person: first name, middle initial, and last name; mailing address,
including the zip code; and birth date. The lists shall be recorded on magnetic tape
compatible with Alaska Court System data processing equipment.
*Sec. 2. AS 24.20.206 is amended to read:
See. 24.20.206. Duties. The Legislative Budget and Audit Committee shall

(1) [REPEALED

(2)] annually review the long-range operating plans of all agencies of
the state that perform lending or investment functions;

(2) [(3)] review periodic reports from all agencies of the state that
perform lending or investment functions;

(3) [(4)] prepare a complete report of investment programs, plans,
performance, and policies of all agencies of the state that perform lending or
investment functions and notify the legislature within 30 days after the convening of
each regular session that the report is available;

(4) [(5)] in conjunction with the finance committee of each house,
recommend annually to the legislature the investment policy for the general fund
surplus and for the [INCOME FROM THE] permanent fund;

(5) [(6)] provide for an annual post audit and annual operational and
performance evaluation of the Alaska Permanent Fund Corporation investments and
investment programs;

(6) [(7)] provide for an annual operational and performance evaluation
of the Alaska Housing Finance Corporation and the Alaska Industrial Development
and Export Authority; the performance evaluation must include, but is not limited to, a
comparison of the effect on various sectors of the economy by public and private
Ending, the effect on resident and nonresident employment, the effect on real wages,
and the effect on state and local operating and capital budgets of the programs of the
Alaska Housing Finance Corporation and the Alaska Industrial Development and

Export Authority;

(7) [(8)] provide assistance to the trustees of the trust established in

CSIIB 298(FIN) -2-
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AS 37.14.400 - 37.14.450 in carrying out their duties under AS 37.14.415.
* See. 3. AS 37.13 is amended by adding a new section to read:

Sec. 37.13.143. Appropriations from the fund, (a) The total amount
available for appropriation from the fund for a specific fiscal year is determined under
art. 1X, sec. 15(b), Constitution of the State of Alaska. However, if the annualized real
rate of return of the fund during the 10 fiscal years immediately preceding the specific
fiscal year was less than five percent, the amount available for appropriation for that
specific fiscal year may not exceed that 10-year annualized real rate of return
multiplied by the average of the fiscal year-end market values of the fund for the first
five of the six fiscal years immediately preceding that specific fiscal year. For
purposes of this subsection, "real rate of return™ means tire total rate of return of the
fund's investments for the period measured, minus the rate of inflation for that period,
stated on an annualized basis.

(b) The legislature may appropriate from Tie fund for each fiscal year the
amount for costs of the corporation associated with operating and investing the fund.

(c) After the ‘ippropriation under (b) of this section, appropriations by the
legislature for a specific fiscal year are limited as follows, based on the total amount
remaining available for appropriation under (a) of this section:

(1) not more than 50 percent may be appropriated tolhrgeneraHxrndt
(2) not more than 50 percent may be appropriated to the dividend fund
established under AS 43.23.045.

(d) The corporation shall transfer money appropriated under this section from
the fund within 14 days after the effective date of the appropriation.

(e) For purposes of (a) of this section, the corporation shall calculate the rate
of inflation using the annual year over year change in the Consumer Price Index for all
urban consumers for the time period specified.

* See. 4. AS 37.13 is amended by adding a new section to read:

Sec. 37.13.148. Market value of the fund. For the purposes of art. 1X, sec.
15(b), Constitution of die State of Alaska, the corporation shall determine the market
value of the fund annually as of the close of business on June 30 in accordance with

generally accepted accounting principles for the determination of fair value.

-3 CSIIB 298(FIN)
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*Sec. 5. AS 37.13.150 is amended to read:
See. 37.13.150. Corporation budget. The [REVENUE GENERATED BY

THE FUND’S INVESTMENTS MUST BE IDENTIFIED AS THE SOURCE OF
THE] operating budget of the corporation shall be included in the state's operating
budget under AS 37.07 (Executive Budget Act). [THE UNEXPENDED BALANCE
OF THE CORPORATION'S ANNUAL OPERATING BUDGET DOES NOT LAPSE
AT THE END OF THE FISCAL YEAR BUT SHALL BE TREATED AS INCOME
UNDER AS 37.13.140.]

* Sec. 6. AS 37.14.031(c) is amended to read:

(c) The net income of the fund shall be determined by the Alaska Permanent
Fund Corporation annually as of the last day of the fiscal year in accordance with
generally accepted accounting principles [IN THE SAME MANNER THE
CORPORATION DETERMINES THE NET INCOME OF THE ALASKA
PERMANENT FUND UNDER AS 37.13.140].
*Sec. 7. AS 43.23.025(a) is amended to read:

(@ By October 1 of each year, the commissioner shall determine the value of

each permanent fund dividend for that year by

(1) determining the total amount available for dividend payments,
which equals

(A) the amount of money appropriated from [INCOME OF]
the Alaskapermanent fund [TRANSFERRED] to the dividend fund under
AS 37.13.143 [AS 37.13.145(b)] during the current year;

(B) plus the unexpended and unobligated balances of prior
fiscal year appropriations that lapse into the dividend fund under
AS 43.23.045(d);

(C) less the amount necessary to pay prior year dividends from
the dividend fund inthe current year under AS 43.23.005(h) and under
AS 43.23.055(3) and (7);

(D) less the amount necessary to pay dividends from the
dividend fund due to eligible applicants who, as determined by the department,

filed for a previous year's dividend bv the filing deadline but who were not

CSIIB 298(FIIS) -4-
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included in a previous year's uividend computation;
(E) less appropriations from the dividend fund during th
current year, including amounts to pay costs of administering the dividend
program and the hold harmless provisions of AS 43.23.075;
(2) determining the number of individuals eligible to receive a
dividend payment for the current year and the number of estates and successors
eligible to receive a dividend payment for the current year under AS 43.23.005(h); and
(3) dividing the amount determined under (1) of this subsection by the
amount determined under (2) of this subsection.

*See. 8. AS 43.23.028(a) is amended lo read:
@ By October 1 of each year, the commissioner shall give public notice of

the value of each permanent fund dividend for that year and notice of the information
required to be disclosed under (3) of this subsection. In addition, the stub attached to

each individual dividend check anu direct deposit advice must

(1) disclose the amount of each dividend attributable to [INCOME
EARNED BY THE PERMANENT FUND FROM)] deposits to that fund required
under art. IX, sec. 15, Constitution of the State of Alaska;

(2) disclose the amount of each dividend attributable to [INCOME
EARNED BY THE PERMANENT FUND FROM] appropriations to that fund and
the amount of each dividend attributable to [FROM] amounts added to that fund
before January 1, 2005, to offset the effects of inflation;

(3) disclose the amount by which each dividend has been reduced due
to each appropriation from the dividend fund, including amounts to pay the costs of

administering the dividend program and the hold harmless provisions of

AS 43.23.075;
(4) include a statement that an individual is not eligible for a dividend

when
(A) during the qualifying year, the individual was convicted of

a felony;
(B) during all or part of the qualifying year, the individual was

incarcerated as a result of the conviction of a
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(i) felony; or
(i) misdemeanor if the individual has been convicted of
a prior felony or two or more prior misdemeanors;

(5) include a statement that the legislative purpose for making

individuals listed under (4) of this subsection ineligible is to

(A) obtain reimbursement for some of the costs imposed on the
state criminal juslice system related to incarceration or probation of those
individuals;

(B) provide funds for services for and payments to crime
victims and for grants for the operation of domestic violence and sexual assault
programs;

(6) disclose the total amount that would have been paid during the
previous fiscal year to individuals who were ineligible to receive dh.dends under
A, 43.23.005(d) if they had been eligible;
(7) disclose the total amount appropriated for the current fiscal year
under (b) of this section for each of the funds and agencies listed in (b) of this section.
*Sec. 9. AS 37.13.140, 37.13.145, and 37.13.300(c) are repealed.
* Sec. 10. The uncodified law of the State of Alaska is amended by adding a new section to
read:
CONDITIONAL EFFECT. This Act takes effect only if an amendment to art. 1X, sec.
15, Constitution of the State of Alaska, relating to and limiting appropriations from the Alaska
permanent fund based on an averaged percent of the fund market value, is approved by the
voters during the 2004 general election and takes effect.

* Sec. 11. If this Act takes effect under sec. 10 of this Act, it takes effect or January 1,

2005.

CSHD298(F1N) 6-
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TO: CSHB 298(FIN), Draft Version "V**

Page 3, lines 19 - 20:

Delete all material and insert:
(1) 40 percent may be appropriated for public education;

(2) 60 percent may be appropriated to the dividend fund"

S1075W.1
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FISCAL NOTE

STATE OF ALASKA Fiscal Note Num Y fptAu'

2003 LEGISLATIVE SESSION Bill Version: TVUIA 1
() Publish Date: '

*-12?
Revision Date/Time (Note If correction): Dept. Affected” Kevenue
Title Distribution of Appropriations ‘BRU Administration and Support
from the Permanent Fund ’Component Commissioner's Office
Sponsor House Ways and Means
Requoster House Ways and Means Component No. 123

Expenditures/Revenues (Thousands of Dollars)

OPERATING EXPENDITURES FY 2004 FY 2005 FY 2006 FY 2007 FY 2008 FY 2009
Personal Services
Travel
Contractual
Supplies
Equipment
Land & Structures
Grants & Claims
Miscellaneous
TOTAL OPERATING 0.0 0.0 0.0 0.G 0.0 0.0

CAPITAL EXPENDITURES |
(change IN REVENUES ( ) I

1002 Federal Receipts
1003 GF Match
1004 GF
1005 GF/Program Receipts
1037 GF/Mental Health
Other (Specify Type-Do not abbreviate)
TOTAL 0.0 0.0 0.0 0.0 0.0 0.0

Estimate of any currentyear (FY2003) cost: 0.0
Mark this box (X) If funding for this bill Is Included In the Governor’s FY 2004 budgot proposal:

POSITIONS
Full-time
Part-time
Tomporary

ANALYSIS: (Attach a separate page if necessary)

This legislation would allocate the funds from an annual 5% percent-of-markot-value distribution (POMV) of the
Permanent Fund, The distribution would be 60% of the funds to the state General Fund for public services, and 40%
to the dividend fund for per-capita distribution »o eligible Alaskans. This legislation would replace the current dividend
calculation formula In statute. For purposes o this fiscal note, the Department of Revenue assumed this now
distribution formula would take effect with the :.'2006 budget and the October 2005 dividend. Undor this legislation,
the amount of money available to the General Fund and for the per-capita dividend Is projected at:

FY2006 FY2007 FY200B FY20Q9 FY2010 FY2011
Public Services $740 million $743 million  $761 million  $792 million  $822 million  $848 million

Oct. 2005 Oct. 2006 OcL 2007 Oct. 2008 Oct. 2009 Oct. 2010
Pcr-capita dividend $780 $770 $780 $810 $830 $B50
Prepared by: Larry Perslly, Deputy Commissioner Phone 465-5469
Division Department of Revenue Date/Time 5/6/03 11:52 AM
Approved by: Larry Perslly, Deputy Commissioner Date 5/6/2003
Agency Department of Revenue

(RuvTsod 0/2002 OMB) Page 1 of 1
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CS FOR HOUSE BILL NO. 298(FIN)
IN THE LEGISLATURE OF THE STATE OF ALASKA

TWENTY-THIRD LEGISLATURE - SECOND SESSION

BV THE HOUSE FINANCE COMMITTEE

Offered:
Referred:

Sponsors): HOUSE SPECIAL COMMITTEE ON WAVS AND MEANS

A BILL
FOR AN ACT ENTITLED
"An Act relating to the income of and appropriations from the Alaska permanent fund
under art. 1X, sec. 15(b), Constitution of the State of Alaska, and making conforming

amendments; relating to the determination of net income of the mental health trust

fund; and providing for an effective date.”
BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* Section 1. AS 09.20.050(b) is amended to read:
(b) The jury list shall be based on a list prepared by the Department of

Revenue of all persons who filed an application for a [DISTRIBUTION OF
ALASKA] permanent fund dividend [INCOME] under AS 43.23 during the current
calendar year that shows an Alaska [ALASKAN] address, and of all persons who
volunteer for jury duty under (d) of this section. If considered necessary by the
administrative director of the Alaska Court S* mi. the jury list shall incorporate a list
prepared by the Department of Administration of all persons who hold a valid Alaska

driver's license. The departments shall submit their respective lists to the Alaska

-1- CSI1B 298(FIN)
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Court System not later than September 30 of each year. To the extent that it is
available, the departments shall include or the lists they submit the following
information for each person: first name, middle initial, and last name; mailing address,
including the zip code; and birth date. The lists shall be recorded on magnetic tape

compatible with Alaska Court System data processing equipment.

* Sec. 2. AS 24.20.206 is amended to read:

Sec. 24.20.206. Duties. The Legislative Budget and Audit Committee shall

(1) [REPEALED

(2)] annually review the long-range operating plans of all agencies of
the state that perform lending or investment functions;

(2) [(3)] review periodic reports from all agencies of the state that
perform lending or investment functions;

(3) [(4)] prepare a complete report of investment programs, plans,
performance, and policies of all agencies of the state that perform lending or
investment functions and notify the legislature within 30 days after the convening of
each regular session that the report is available;

(4 [(B)] in conjunction with the finance committee of each house2
recommend annually to the legislature the investment policy for the general fund
surplus and for the [INCOME FROM THE] permanent fund;

(5) [(6)] provide for an annual post audit and annual operational and
performance evaluation of the Alaska Permanent Fund Corporation investments and
investment programs;

(6) [(7)] provide for an annual operational and performance evaluation
of the Alaska Housing Finance Corporation and the Alaska Industrial Development
and Export Authority; the performance evaluation must include, but is not limited to, a
comparison of the effect on various sectors of the economy by public and private
lending, the effect on resident and nonresident employment, the effect on real wages,
and the effect on state and local operating and capital budgets of the prog; :uns of the
Alaska Housing Finance Corporation and the Alaska Industrial Development and

Export Authority;

ill [(B)] provide assistance to the trustees of the trust established in

CSHI3 298(FIN) -2-
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AS 37.14.400 - 37.14.450 in carrying out their duties under AS 37.14.415.
* See. 3. AS 37.13 is amended by adding a new section to read:

Sec. 37.13.143. Appropriations from the fund, (a) The total amount
available for appropriation from the fund for a specific fiscal year is determined under
art. IX. sec. 15(b), Constitution of the State of Alaska. However, if the annualized real
rate of return of the fund during the 10 fiscal years immediately preceding the specific
fiscal year was less than five percent, the amount available for appropriation for that
specific fiscal year may not exceed that 10-year annualized real rate of return
multiplied by the average of the fiscal year-end market values of the fund for the first
five of the six fiscal years immediately preceding that specific fiscal year. For
purposes of this subsection, "real rate of return™ means the total rate of return of the
fund's investments for the period measured, minus the rate of inflation for that period,
stated on an annualized basis.

(b) The legislature may appropriate from the fund for each fiscal year the
amount for costs of the corporation associated with operating and investing the fund.

(c) After the appropriation under (b) of this section, appropriations by the
legislature for a specific fiscal year are limited as follows, based on the total amount
remaining available for appropriation under (a) of this section:

(1) not more than 50 percent may be appropriated to the general fund;
(2) not more than 50 percent may be appropriated to the dividend fund
established under AS 43.23.045.

(d) The corporation shall transfer money appropriated under this section from
the fund within 14 days after the effective date of the appropriation.

(e) For purposes of (a) of this section, the corporation shall calculate the rate
of inflation using the annual year over year change in the Consumer Price Index for all
urban consumers for the time period specified.

*Sec. 4. AS 37.13 is amended by adding a new section to read:

Sec. 37.13.148. Market value of the fund. For the purposes of art. 1X, sec.
15(b), Constitution of the State of Alaska, the corporation shall determine the market
value of the fund annually as of the close of business on June 30 in accordance with

generally accepted accounting principles for the determination of fair value.

-3- CSHB 298(F1N)
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1 * See. 5. AS 37.13.150 is amended to read:
2 See. 37.13.150. Corporation budget. The [REVENUE GENERATED BY
3 THE FUND'S INVESTMENTS MUST BE IDENTIFIED AS THE SOURCE OF
4 THE] operating budget of the corporation shall be included in the state's operating
5 budget under AS 37.07 (Executive Budget Act). [THE UNEXPENDED BALANCE
6 OF THE CORPORATION'S ANNUAL OPERATING BUDGET DOES NOT LAPSE
7 AT THE END OF THE FISCAL YEAR BUT SHALL BE TREATED AS INCOME
8 UNDER AS 37.13.140.]
9 *Sec. 6. AS 37.14.031(c) is amended to read:
10 (c) The net income of the fund shall be determined by the Alaska Permanent
1 Fund Corporation annually as of the last day of the fiscal year in accordance with
12 generally accepted accounting principles [IN THE SAME MANNER THE
13 CORPORATION DETERMINES THE NET INCOME OF THE ALASKA
14 PERMANENT FUND UNDER AS 37.13.140].
15 *Sec. 7. AS 43.23.025(a) is amended to read:
16 (a) By October 1 of each year, the commissioner shall determine the value of
17 each permanent fund dividend for that year by
IS (1) determining the total amount available for dividend payments,
19 which enuals
20 (A) the amount of money appropriated from [INCOME OF]
21 the Alaska permanent fund [TRANSFERRED] to Hie dividend fund under
22 AS 37.13.143 [AS 37.13.145(b)] during the current year;
23 (B) plus the unexpended and unobligated balances of prior
24 Fiscal year appropriations that Ilapse into the dividend fund under
25 AS 43.23.045(d);
26 (C) less the amount necessary to pay prior year dividends from
27 the dividend fund in the current year under AS 43.23.005(h) and under
28 AS 43.23.055(3) and (7);
29 (D) less the amount necessary to pay dividends from the
30 dividend fund due to eligible applicants who, as determined by the department,
31 filed for a previous year's dividend by the filing deadline but who were not
CS1TB 298(F1N) -4-

New Texf. Underlined [DELETED TEXT BRACKETED]



WORK DRAFT WORK DRAFT 23-LS1075W

included in a previous year's dividend computation;
(E) less appropriations from the dividend fund during ti
current year, including amounts to pay costs of administering the dividend
program and the hold harmless provisions of AS 43.23.075;
(2) determining the number of individuals eligible to receive a
dividend payment for the current year and the number of estates and successors
eligible to receive a dividend payment for the current year under AS 43.23.005(h); and
(3) dividing the amount determined under (1) of this subsection by the
amount determined under (2) of this subsection.

* Sec. 8. AS 43.23.028(a) is amended to read:

(@ By October 1 of each year, the commissioner shall give public notice of
the value of each permanent fund dividend for that year and notice of the information
required to be disclosed under (3) of this subsection. In addition, the stub attached to
each individual dividend check and direct deposit advice must

(1) disclose the amount of each dividend attributable to [INCOME
EARNED BY THE PERMANENT FUND FROM] deposits to that fund required
under art. IX, sec. 15, Constitution of the State of Alaska;

(2) disclose the amount of each dividend attributable to [INCOME
EARNED BY THE PERMANENT FUND FROM] appropriations to that fund and
the amount of each dividend attributable to [FROM] amounts added to that fund
before January 1, 2005, to offset the effects of inflation;

(3) disclose the amount by which each dividend has been reduced due
to each appropriation from the dividend fund, including amounts to pa}' the costs of
administering the dividend program and the hold harmless provisions of
AS 43.23.075;

(4) include a statement that an individual is not eligible for a dividend
when

(A) during the qualifying year, the individual was convicted of

a felony;

(B) during allor part of the qualifying year, the individual was

incarcerated as a result of the conviction of a

-5 CSHB 298(F1N)
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(i) felony; or
(i) misdemeanor if the individual has been convicted of
a prior felony or two or more prior misdemeanors;
(5) include a statement that the legislative purpose for making
individuals listed under (4) of this subsection ineligible is to

(A) obtain reimbursement for some of the costs imposed on the
state criminal justice system related to incarceration or probation of those
individuals;

(B) provide funds for services for and payments to crime
victims and for grants for the operation of domestic violence and sexual assault
programs;

(6) disclose the total amount that would have been paid during the
previous fiscal year' to individuals who were ineligible to receive dividends under
AS 43.23.005(d) ifthey had been eligible;
(7) disclose the total amount appropriated for the current fiscal year
under (b) of this section for each of the funds and agencies listed in (b) of this section.
*Sec. 9. AS 37.13.140, 37.13.145, and 37.13.300(c) are repealed.
* See. 10. The uncodified law of the State of Alaska is amended by adding a new section to
read:
CONDITIONAL EFFECT. This Act takes effect only if an amendment to art. 1X, sec.
15, Constitution of the State of Alaska, relating to and limiting appropriations from the Alaska
permanent fund based on an averaged percent of the fund market value, is approved by the
votersduring the 2004 general election and takes effect.

* Sec. 11. If this Act takes effect under sec. 10 of this Act, it takes effect on January 1.

2005.

CSHB 298(FIN) -6-
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Dividends

Appropriations lo Ihe Department of:

Corrections i

Hoallh and Social Son/lIces
Revonuoll

Public Safety w
Legislature<s*
Administration n

Sub-Total to Ooparlmenls

Tolal lo dividend fund

Olhor Agenclos(0

Tolal

Permanent Fund Income Distributable to the State of Alaska
Slatod In Thousands
Picpaicd March 2. 2004 by RcpraaonlaUve Dan Opg's stall

Tho Loclslalura appropriated a portion o( the Fund's statutory not incoma (or various purposas, Including Iho payment of dividends to qualified residents
of Iha Slate of Alaska. Inaddition, tha Legislature appropriated a portion of the Fund’ realized earning to fund various other agency activities.

Incomo distributable to the slate as of June 30 each year issummarized as follows:

1 f 2003 2002 o 2201 >=7 2000 i5iiigo9. 1908 : w1997 1096
eilllii:: o] oo i-f-i-u;i-p-n-n
$. 057,064. $ 897,453 $+ 1,082,300 5 1,142,148 $ 1,016,113 $ 863,982 717,835 S 613,343
j ilijHuily-jM&g: PR
’ I}!'?'::'?::yJ:J II-%K €
.. m
$ 6,895 $ 4,258 S 2,929 S 2,147 $ 1,047 $ 7 1.047 $ B03
5| IN15.4b6; 13,008 1 i i 16,147: 17,518 .18,689 19,101 ofsrre e 2i;Ji93: 21,717
=5,444 5,245 4,985 4;703 5,577 4486 5,317
=M 209= 5,380 i;!X i 5,376 4871 3,234 2,904 "2,119, 1,633
462 462 ini# 64 o
1.178i T

$ 03,594 $ 28,353 $i @+ 30,301: $ 30,303 $ 28,863 $ 28,729 5 29,145 $ 29,470

veliiiz#:
$ 090,650 $ 325,808 $; :;i,i 12,601 s 1,172,451 $ 1,044,076 5 892,711 $ 740,780 $ 642,813
MRS MY
4,547 v " 3,043 2,780 3,015 494 1.748 3,414
f | #
#ii - m

600,658 s 930,353 $ :1,116,444: ¢ 1175231 $ 1,047,991 $ 893,205 S 748,528 S 646,227

Notes:
(1) Source of data Is the Permanent Fund's Annual Reports
(2) Those departments rocolvo and expend lho dividends of Incarcoralod Individuals as PF "felon funds" lo help offset Ihoir cost of Incarceration

(3) Tho PFO "Hold Harmloss" payments replace public assistance program bonefils when receiving the PFD causes Individuals to lose eligibility or lo have benofils reduced

(4) Tho PFD Division utilizes a portion of the total amount available for dividends for their operating costs
(5) "Folon funds" ore appropriated lo Ihe legislature lo support tho Offica of Victims' Rights
(6) "Felon funds* are approprialod lo Iho department to support Iho Violent Crimes Compensation Board

W DA
il iits§g
Tolal'y-

S 6,990,038
p 1

$ 22,741
> ' ,143,079
VIS i
29,726
000

n 1,178

$ 7,36,758
mm nh
S 7,228,796

# i m
't ]

. <19,841

S 7,7.48,637

(7) Amounts paid lo other Stale of Alaska agencies lor support of APFC operations, Including Dopl. of Revenue, Dept, ol Natural Resources, and Depi. of Law

- Boglnning in FYO03, appropriations (or olher stale agencies using APFC's budgol code will be reported with tolal APFC operating expenses,
as a reduction of APF revenues
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Today's Situation

Permanent Fund Balance

$26 billion
1

POMYV of 5%

$1.3 billion

$1,000 Dividend Check General Government

$650 million $650 million
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Excerpt from the 1976 Official Election Pamphlet

*  ~ —
statement in Favor of Proposition No. 2 OL 1 9 / O

Alaskans Should Strongly Support the Establishment of a
Permanent Fund

"Just as a wise and prudent family sets aside money in a savings account for the future, so should
Alaska’s state government set aside a rainy day fund to benefit this and future generations of Alaskans. In
a ““Permanent Fund” you—the voter—can prevent a major source of income from being doled out for day-to-day
needs or desires of state government by placing up to 25% of all revenue generated from non-rencwablc

resources such as mineral leases, rentals, royalties and federal mineral revenue sharing payments and bonuses
into such a fund.

In recent years the state legislature has been spending $2.00 for every $1.00 taken in. Authorities
estimate that if the present rate of spending continues, Alaska will require a budget in excess of one billion
dollars by or before 1980. Establishment of this “Permanent Fund” will provide for the use of the principal for
the income-producing investments only and provide a businesslike approach of permitting the State to meet
countless community needs.

Today, as the result of anticipated oil and gas revenues, Alaska stands on the brink of unprecedented
propriety. No one, but no one, argues that these non-renewable resources will last but for a few decades.
Similarly, no one should fail to recognize that in those years ahead the cost state government will continue to
spiral upwards. Now is the time to ask ourselves the question: “When the oil and gas is depleted, where will
the funds to feed our giant government come from?” The answer is: “The Permanent Fund”.

While it is to be hoped that such a fund may contribute to cutting cost or, at least, holding the hue on
state spending, its major value would be that it would require our elected officials to pause, refi ,ct and
research, any proposal before blindly authorizing expenditure of taxpayers monies. This Would provide
needed time for the press and the public to also be aware of the pending project and its merit, instead of being
out of public view and hidden in the spending pattern of normal day-to-day operations. Projects invested in with
sources from the “Permanent Fund” could help broaden Alaska’s narrow ba' :d economy and bring more stability
to our State.

We would caution the public that while a “Permanent Fund” could provide a tool for accomplishing
real needs for community improvements, it will, in the final analysis, not replace our collective responsibility to
elect state administrators and legislators who will use the same reason and restraint in spending the public money
as they would their own funds.

Establishment of a “Permanent Fund” is an exciting concept and when approved and properly used can
serve long and well the best public interest of Alaskans.”

Alaska State Chamber of Commerce
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Alaska State Legislature

House Special Com m ittee on W ays and M eans
Representative Miki Hawker, Chairman

Session Contact: Interim Contact:
State Capitol, Room 434 716 W. 4th Ave Room 620
Juneau, AK. 99801 Anchorage, AK 99501-2133
Phone(907)465-4949 Phone: (907) 269-0244
Fax (907) 465-4979 Fax: (907) 269-0248

Staff Contact: Paulyn Swanson (907) 465-6820

Sectional Analysis
CSHB 298 (W&M)

HB 298 is effective only if a Percent of Market Value (POMV) constitutional amendment is
approved by the voters during the 2004 general election and takes effect. HB 298 provides
conforming language to existing statute to accommodate changing the constitutional requirement
that all income of the Permanent Fund be deposited into the general fund to the more limiting
appropriation mechanism of “up to 5%” of market value in the proposed POMYV constitutional
amendment and to recognize the merger of the Earnings Reserve Fund into the Permanent Fund.

HB 298 also provides that the annual appropriation from the Permanent Fund under the POMV
management structure be divided equally between paying individual dividends and public
services.

Section 1: Amends the basis for the Alaska jury list to people applying for a Permanent Fund
Dividend. Former language referenced applicants for a “distribution of Alaska Income.”

Section 2: Changes Legislative Budget and Audit Committee duties from making annual
recommendations for investment policy for the “income” of the Permanent Fund to making
annual recommendation for investment policy for the Pennanent Fund. This change is consistent
with the merger of the Earnings Reserve (income) Account into the Permanent Fund itself and
with the general oversight responsibilities of the LB&A committee for the Permanent Fund and
its operations.

Section 3(a): Provides that no appropriation shall be made from the Permanent Fund in excess of
the average 10-ycar real rate of return. If the fund does not make a 5% real return over 10 years,
the amount available for appropriation is reduced to that real return. This provision /ides a
statutory framework for implementing the “up to 5% provision in the proposed POMV
constitutional amendment.

Committee Members:
Representative Ralph Samuels « Representative Vic Kohring « Representative Norman Rokcberg
Representative Bruce Weyhrauch *Representative Peggy Wilson  Representative Dan Ogg
Representative Max Gruenberg ¢ Representative Carl Moses



Section 3(b): Provides that annual appropriations from the Permanent Fund be divided equally
between paying individual dividends and public services.

Section 3(c): Defines the Index to be used in determining the Rate of Inflation.

Section 4: The proposed POMYV constitutional amendment allows appropriations based on the
“market value” of the fund. This section provides a statutory mandate that “market value” be
determined in accordance with generally accepted accounting principles.

Section 5: Eliminates the current statutory provision that any unexpended operating budget of
the Permanent Fund Coiporation be included in the determination of “income” of the fund for the
calculation of income available for distribution. The determination of income available for
distribution will no longer required under the proposed POMYV constitutional amendment that
bases the amount that can be distributed on market value. Accordingly, this provision is no
longer relevant.

Section 6: The Permanent Fund Corporation manages the investment portfolio of the Mental
Health Trust Authority. Current statute provides that the income from those funds be determined
“in the same manner the corporation detennines the net income of the Alaska Permanent Fund...”
The Mental Health Trust Authority has previously adopted a POMYV style management. This
section provides a statutory mandate that the net income of the Mental Health Trust fund be
determined in accordance with generally accepted accounting principles. This is the same
language that is being adopted for the Permanent Fund itself in Section 4.

Section 7: This section changes language in the existing Permanent Fund Dividend payment
statutes to language that conforms to the proposed POMV methodology. This change has no
substantive consequence on the current dividend payment statutes.

Section 8: This section changes language in the disclosures required on the payment stub for
Permanent Fund Dividends to language that conforms to the proposed POMV methodology.
This change has no substantive consequence on the disclosures required.

Section 9: Repeals statute that will be superceded by operation of the proposed POMV
constitutional amendment. AS 37.13.140 defined income and net income of the Permanent Fund
for purposes of making distributions. Under the proposed POMYV constitutional amendment,
distributions are based on Market Value not on income. AS 37.13.145 defined the disposition of
the income of the permanent fund including inflation proofing and transfers to the dividend
account. Inflation proofing is inherent in the proposed POMYV constitutional amendment and
Section 3 of this legislation provides for transfers to the dividend account.

Section 10: Provides that Sections 3,4 and 6-9 of this Act takes effect only if a POMV
amendment is approved by the voters during the 2004 general election and takes effect.

Section 11: Provides that subject to Section 10, the effective date of this act will be January 1,
2005.

Section 12: Provides that subject to Section 1,2, and 5 of this take effective immediately.



Alaska State Legislature

House Special Com m ittee on W ays and M eans
Representative Mike Hawker, Chairman

Session Contact: Interim Contact:
State Capitol, Room 434 716 W. 4th Ave Room 620
Juneau, AK. 99801 Anchorage, AK 99501-2133
Phone (907) 465-4949 Phone: (907) 269-0244
Fax (907) 465-4979 Fax: (907) 269-0248

Staff Contact: Paulyn Swanson (907)465-6820

Sponsor Statement and Sectional Analysis
CSHB 298 (W&M) - Version \S

HB 298 is effective only if a Percent of Market Value (POMYV) constitutional amendment is
approved by the voters during the 2004 general election and takes effect. HB 298 provides
conforming language to existing statute to accommodate changing the constitutional requirement
that all income of the Permanent Fund be deposited into the general fund to the more limiting
appropriation mechanism of “up to 5%” of market value in the proposed POMYV constitutional
amendment and to recognize the merger of the Earnings Reserve Fund into the Permanent Fund.

HB 29S also provides that the annual appropriation from the Permanent Fund under the POMV
management structure be divided equally between paying individual dividends and public
sendees.

Section 1. Amends the basis for the Alaska jury list to people applying for a Permanent Fund
Dividend. Former language referenced applicants for a “distribution of Alaska Income.”

Section 2: Changes Legislative Budget and Audit Committee duties from making annual
recommendations for investment policy for the “income” of the Permanent Fund to making
annual recommendation for investment policy for the Permanent Fund. This change is consistent
witu the merger of the Earnings Reserve (income) Account into the Permanent Fund itself and
with the general oversight responsibilities of the LB&A committee for the Permanent Fund and
its operations.

Section 3(a): Provides that no appropriation shall be made from the Permanent Fund in excess of
the average 10-year real rate of return. If the fund does not make a 5% real return over 10 years,
the amount available for appropriation is reduced to that real return. This provision provides a
statutory framework for implementing the “up to 5% provision in the proposed POMV
constitutional amendment.

Committee Members:
Representative Ralph Samuels « Representative Vic Kohring ¢ Representative Norman Rokeberg
Representative Bruce Weyhrauch *Representative Peggy Wilson ¢ Representative Dan Ogg
Representative Max Gruenberg  Representative Carl Moses



Section 3(b); Provides that annual appropriations from the Permanent Fund be divided equally
between paying individual dividends and public services.

Section 4: The proposed POM YV constitutional amendment allows appropriations based on the
“market value” of the fund. This section provides a statutory mandate that “market value” be
determined in accordance with generally accepted accounting principles.

Section 5: Eliminates the current statutory provision that any unexpended operating budget of
the Permanent Fund Corporation be included in the determination of “income” of the fund for the
calculation of income available for distribution. The determination of income available for
distribution will no Ic iger required under the proposed POMYV constitutional amendment that
bases the amount that can be distributed on market value. Accordingly, this provision is no
longer relevant.

Section 6: The Permanent Fund Corporation manages the investment portfolio of the Mental
Health Trust Authority. Current statute provides that the income from those funds be determined
“in the same manner the corporation determines the net income of the Alaska Permanent Fund...”
The Mental Health Trust Authority has previously adopted a POMV style management. This
section provides a statutory mandate that the net income of the Mental Health Trust fund be
determined in accordance with generally accepted accounting principles. This is the same
language that is being adopted for the Permanent Fund itself in Section 4.

Section 7: This section changes language in the existing Permanent Fund Dividend payment
statutes to language that conforms to the proposed POMV methodology. This change has no
substantive consequence on the current dividend payment statutes.

Section S: This section changes language in the disclosures required on the payment stub for
Permanent Fund Dividends to language that conforms to the proposed POMYV methodology.
This change has no substantive consequence on the disclosures required.

Section 9: Repeals statute that will be superceded by operation of the proposed POMV
constitutional amendment. AS 37.13.140 defined income and net income of the Permanent Fund
for purposes of making distributions. Under the proposed POMYV constitutional amendment,
distributions are based on Market Value not on income. AS 37.13.145 defined the disposition of
the income of the permanent fund including inflation proofing and transfers to the dividend
account. Inflation proofing is inherent in the proposed POMYV constitutional amendment and
Section 3 of this legislation provides for transfers lo the dividend account.

Section 10: Provides that this Act takes effect only if a POMV amendment is approved by the
voters during the 2004 general election and lakes effect.

Section 11: Provides that. Subject to Section 10, the effective date of this act will be January 1,
2005.



Alaska Permanent Fund Corporation

ANALYSIS OF HB 298(WfcM) "D " VERSION

CURRENT STATUTES

Section 11 of the proposed bill includes the repeal
of the two statutory sections detailed below.

1)

(2)

Fund Income Available for Appropriation

AS 37.13.140. Net income of the fund includes
income of the earnings reserve account
established under AS 37.13.145. Net income of
the fund shall be computed annually as of the
last day of the fiscal year in accordance with
generally accepted accounting principles,
excluding any unrealized gains or losses.
Income available for distribution equals 21
percent of the net income of the fund for the
last five fiscal years, including the fiscal year
just ended, but may not exceed net income of
the fund for the fiscal year just ended plus the
balance in the earnings reserve account
described in AS 37.13.145.

Distribution of Income

AS 37.13.145. (a) Tire earnings reserve account
is established as a separate account in the fund.
Income from the fund shall be deposited by
the corporation into the account as soon as it is
received. Money in the account shall be
invested in investments authorized under AS
37.13.120.

(b) At the end of each fiscal year, the
corporation shall transfer from the
earnings reserve account to the
dividend fund established under AS
43.23.045, 50 percent of the income
available for distribution under AS
37.13.140.

(c) after the transfer under (b) of this
section, the corporation shall transfer
from the earnings reserve account to the
principal of the fund

I\Comm\Lt:Ris\2003\Fiscal No(es-DA\HB 29S Analysis
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PROPOSED STATUTES/CONSTITUTION

To replace the repealed statutes HB 29S
proposes two new statutory provisions (i.ems
1 & 3 below) and one new subsection in the
constitution (item 2 below).

(1) Fund Value Determination (Section 4)

Sec. 37.13.148. For the purposes of art. IX, sec.
15(b), Constitution of the State of Alaska, the
corporation shall determine the market value
of the fund annually as of the close of
business on June 30 in accordance with
generally accepted accounting principles for
the determination of fair value.

2) Fund value available for appropriation

HJR 26 would amend the Permanent Fund
provision in the Constitution (Article IX sec.
15) by adding subsection (b) - annual
appropriations from the fund are limited to
5% of 5 year-end averaged market value.

3) Distribution of Value (Section 3)

Sec. 37.13.143. Appropriation from the fund.
Appropriations by the legislature from the
fund for a specific fiscal year are limited as
follows:

(1) not more than 60 percent of the total
amount available for appropriation
for that year under art. IX, sec. r5(b),
Constitution of the State of Alaska, to
the general fund;

(2) not more than 40 percent of the total
amount available for appropriation
for that year under art. IX, sec. 15(b),
Constitution of the State of Alaska, to
the dividend fund established under
\S 43.23.045.

5/13/03



Alaska Permanent Fund Corporation

ANALYSIS OF HB 298(W&M) “D " VERSION

CURRENT STATUTES

an amount sufficient to offset the effect
of inflation on principal of the fund
during that fiscal year. The corporation
shall calculate the amount to transfer to
the principal under this subsection by

(1) computing the average of the monthly
United States Consumer Price Index for
all urban consumers for each of the two
previous calendar years;

(2) computing the percentage change
between the first and second calendar
year average; and

(3) applying that rate to the value of the
principal of the fund on the last day of
the fiscal year just ended.

(d) Notwithstanding (b) of this section,
income earned on money awarded in
or received as a result of State v.
Amerada Pless, et al., 1JU-77-847 Civ.
(Superio: Court, First Judicial District),
including ‘'.ettlement. summary
judgment, or adjustment to a royalty-
in-kind contract that is tied to the
outcome of this case, or interest earned
on the money, or on the earnings of the
money shall be treated in the same
manner as other income of the Alaska
permanent fund, except that it is not
available for distribution to the
dividend fund, and shall be annually
deposited into the principal of the
Alaska permanent fund.

I\Coinm\Legis\2003\Fisc;il Notes-BA\HB298 Analysis

PROPQ JED STATUTES/CONSTITUTION

Note: Statutory inflation proofing [AS
37.13.145(c) 1- 3] is repealed. Inflation proofing
under POMYV (FIJR 26) would be implicit by
limiting annualexpenditures to no more than
5% of the fund value. To inflation proof the
Fund no action would be necessary by the
APFC or the Legislature.

Page 2 of 2 5/13/03
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Sectional Analysis
CSHB 298(FIN) am

I-IB 29S is effective only ifa Percent of Market Value (POM V) constitutional amendment is approved by
the voters during the 2004 general election and takes effect. Sections 1and 2 of the bill are considered to

be housekeeping measures and would take effect immediately.

HB 298 provides conforming language to existing statute to accommodate changing the constitutional
requirement that all income of the Permanent Fund be deposited into the general fund to the more
limiting appropriation mechanism of “up to 5%” of market value in the proposed POMYV constitutional
amendment and to recognize the merger of the Earnings Reserve Fund into the Permanent Fund.

HB 298 also provides how the annual appropriation from the Permanent Fund under the POMV
management structure may be divided among individual dividends, public education and communities.

Section 1: Amends the basis for the Alaskajury list to people applying for a Permanent Fund Dividend.
Former language referenced applicants for a “distribution of Alaska Income.”

Section 2: Changes Legislative Budget and Audit Committee duties from making annual
recommendations for investment policy for the “income” of the Permanent Fund to making annual
recommendation for investment policy for the Permanent Fund. This change is consistent with the
merger of the Earnings Reserve (income) Account into the Permanent Fund itselfand with the general
oversight responsibilities of the LB& A committee for the Permanent Fund and its operations.

Section 3(a): Provides that no appropriation shall be made from the Permanent Fund in excess of the
average 10-year real rate of return. Ifthe fund does not make a 5% real return over 10 years, the amount
available for appropriation is reduced to that real return. This provision provides a statutory framework
for implementing the “up to 5%" provision in the proposed POMYV constitutional amendment.

Section 3(b): Provides authorization for appropriations from the fund to cover corporation costs
associated with operating \nd investing the fund.

Committee Members:
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Section 3(c): Provides how the annual appropriation from the Permanent Fund may be divided among
individual dividends, public education and communities.

Section 3(d): Provides timeframe for transfer of money appropriated from the fund.
Section 3(e): Defines the Index to be used in determining the Rate of Inflation.

Section 4: The proposed POMYV constitutional amendment allows appropriations based on the “market
value” of the fund. This section provides a statutory mandate that “market value” be determined in

accordance with generally accepted accounting principles.

Section 5: Provides that the corporation’s operating budget be included in the state’s operating budget.
Eliminates the current statutory provision that any unexpended operating budget of the Permanent Fund
Corporation be included in the determination of “income” of the fund for the calculation of income
available for distribution. The determination of income available for distribution will no longer be
required under the proposed POMYV constitutional amendment that bases the amount that can be

distributed on market value.

Section 6: The Permanent Fund Coiporation manages the investment portfolio of the Mental Health
Trust Authority. Current statute provides that the income from those funds be determined “in the same
manner the corporation determines the net income of the Alaska Permanent Fund...” The Mental Health
Trust Authority has previously adopted a POMV style management. This section provides a statutory
mandate that the net income ofthe Mental Health Trust fund be determined in accordance with generally
accepted accounting principles. This is the same language that is being adopted for the Permanent Fund

itselfin Section 4.

Section 7: This section changes language in the existing Permanent Fund Dividend payment statutes to
language that conforms to the proposed POMYV methodology. This change has no substantive
consequence on the current dividend payment statutes.

Section 8: This section changes language in the disclosures required on the payment stub for Permanent
Fund Dividends to language that conforms to the proposed POMYV methodology. This change has no

substantive consequence on the disclosures required.

Section 9: Repeals statute that will be superceded by operation of the proposed POMYV constitutional
amendment. AS 37,13.140 defined income and net income ofthe Permanent Fund for purposes of
making distributions. Under the proposed POMYV constitutional amendment, distributions arc based on
Market Value not on income. AS 37.13.145 defined the disposition of the income of the permanent fund
including inflation proofing and transfers to the dividend account. Inflation proofing is inherent in the
proposed POMYV constitutional amendment and Section 3 of this legislation provides for transfers to the

dividend account.

Section 10: Provides that this Act takes effect only ifa POMV amendment is approved by the voters
during the 2004 general election ana takes effect.

Section 11: Provides that subject to Section 10, the effective date of this act will be January 1, 2005.

Section 12: Provides that subject to Section land 2 of this take effective immediately.



Alaska Permanent Fund Corporation

Financial projection of the Alaska Permanent Fund under a POMV spending limit
and payouts designated in House Bill 298, beginning in FYO05.

$ millions (except per person dividend)

FYcCs FYO06 FYo7 FYo08 FYO09 FY10 FY11 FY12 FY13 FY14 FY15
POMYV - 5% (beginning in FYQ5)
Contributions & appropriations (principal) 23,844 24,135 24,370 24,595 24,819 25,042 25263 25475 25,683 25878 26,066

Unrealized appreciation/depreciation on assets 3,467 3,515 3,437 3,595 3,590 3,801 3,814 4,057 4,072 4,333 4,567
Realized earnings account (aftor p iyouts) 1,864 2,677 3,641 4,371 5,254 5,941 6,846 7,550 8,504 9,242 10,034

Total market value end of year (after payouts) 29,175 30,327 31,447 32,561 33,633 34,784 35,923 37,082 38,258 39,452 40,666

5 year average market value lagged one 26,323 26,875 28,015 29,684 31,507 32,814 33,999 35,188 36,385 37,590 38,807

Total available for appropriation 1,316 1,344 1,401 1,484 1,675 1,641 1,700 1,759 1,819 1,879 1,940
APFC management costs 43 44 45 47 48 50 51 53 54 56 57

Payout after APFC costs:

payout 50% lump sum dividend 637 650 678 719 764 796 824 853 883 912 941
payout 45% for public education 573 585 610 647 688 716 742 768 795 821 847
payout 5% for municipal dividend 64 65 68 72 76 80 82 85 88 91 94

Per person dividend $ 1,010 S 1,030 $ 1,070 5 1,230 $ 1,200 s 1240 s 1280 S 1,320 $ 1,360 $ 1,400 $ 1,440
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