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CS FOR HOUSE BILL NO 16(FIN) am

"An Act anending, for purposes of the Alaska Stranded Gas
Devel opnent Act, the standards applicable to determ ning whether
a proposed new investnent constitutes a qualified project, the
standards used to determ ne whether a person or group qualifies
as a project sponsor or project sponsor group, and the deadline
for applications relating to the devel opnent of contracts for
paynents in lieu of taxes and for royalty adjustnents that nmay
be submtted for consideration, and nodifying the conditions
bearing on the wuse of independent contractors to evaluate
applications or to develop contract terns; providing statenents
of intent for the Act relating to wuse of project |abor
agreenents and to reopening of contracts; and providing for an
effective date."

MOVED SCS CSHB 16( RES) OQUT OF COW TTEE

SENATE JO NT RESOLUTI ON NO. 12
Supporting the halibut by-catch wutilization project of the
Al aska Food Coalition.
MOVED CSSJR 12(RES) OUT OF COW TTEE
PREVI QUS ACTI ON
HB 16 - See Resources nminutes dated 3/31/083.

SJR 12 - No previous action to record.
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Representati ve Hugh Fate
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POSI TI ON STATEMENT:  Sponsor of HB 16

M. Dave MDowel |

Director of External Affairs

BP Al aska Gas

POSI TI ON STATEMENT:  Supports SCS CSHB 16( RES)

M . Robbi e Schil hab

Al aska Gas Devel opnent Manager

Exxon- Mobi |

POSI TI ON STATEMENT:  Supports SCS CSHB 16( RES)

M. Kevin Banks

Division of Gl and Gas
Departnent of Natural Resources
400 W I | oughby Ave.

Juneau, AK 99801-1724

POSI TI ON STATEMENT:  Answer ed questions about SCS CSHB 16( RES)

M. Mark Myers

Director, Division of Gl and Gas

Department of Natural Resources

550 W7th Ave.

Anchor age, AK 99501

POSI TI ON STATEMENT:  Supports SCS CSHB 16( RES)

Senator Gary Stevens

Al aska State Capitol

Juneau, AK 99801-1182

POSI TI ON STATEMENT:  Sponsor of SJR 12

M. Trevor Jones

1944 E. Rezanof

Kodi ak, AK 99615

POSI TI ON STATEMENT:  Supports CSSIR 12( RES)

Ms. Susannah Morgan

Food Bank of Al aska

2121 Spar Ave.

Anchor age, AK 99501

PCSI TI ON STATEMENT:  Supports CSSJR 12( RES)
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Si ster Noreen

3424 E 15th Ave.

Anchorage, AK 99508

PCSI TI ON STATEMENT:  Supports CSSIR 12( RES)

Ms. Sara Jackson

3710 E 20th

Anchor age, AK 99503

PCSI TI ON STATEMENT:  Supports CSSIR 12( RES)

ACTI ON NARRATI VE

TAPE 03-22, SIDE A
Number 0001

CHAI R SCOIT OGAN called the Senate Resources Standing Conmmttee
neeting to order at 3:35 p.m Senators Wagoner, Seekins, Elton
Stevens and Ogan were present. Senator Dyson was absent on state
busi ness.

HB 16- STRANDED GAS DEVELOPMENT ACT AMENDVENTS

CHAIR OGAN i nfornmed nenbers that a proposed commttee substitute
had been prepared. He noted a new Sec. 43.82.100(1)(A), which
reads: "the transportation of North Sl ope natural gas by natural
gas pipeline to one or nore narkets, together wth any
associ at ed processor treatnent;" on page 2.

He told nenbers that he and the bill sponsor had a |engthy
di scussi on about paragraph (C, which relates to any other
technol ogy. The issue is the comercialization of North Sl ope
gas through a transmssion |line down to the Lower 48 or
tidewater, which this bill allows. The concern was that playing
wi th that | anguage could conprom se the possibility of using LNG
for the petrochem cal industry in the state. He and the sponsor
agreed to [the new] |anguage because if this [act] is expanded
to other projects, the legislature will be in the | oop.

REPRESENTATI VE FATE acknow edged that he and Chair Ogan worked
on the change in the commttee substitute and the only change is
the addition of the North Slope. That addition should not, in
the opinion of |egal counsel Jack Chenoweth, prevent other gas
from flowng through the pipe if that gas were available. He

said this is the sanme bill that he presented to the committee
before, with that one exception. He believes this bill is stil
a "clean" bill. He urged the commttee to support the neasure.
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CHAI R OGAN announced the commttee would take public testinony
and that Senator Lincoln was present.

VMR. DAVE MCDOWNELL, Director of External Affairs for BP' s Al aska
Gas Busi ness, gave the follow ng testinony.

As you know, significant tine and effort and noney has
been dedicated to develop a viable gas pipeline
project and to commercialize Alaska's enornous gas
resource. Through 2002 and continuing on into this
year, BP has undertaken further technology and design
optim zation work in an effort to reduce the cost of
this $20 billion project. However, technical work
alone won't be sufficient to nake an Al aska gas
pipeline areality.

Before a project can proceed to the next expensive
stage, three key governnent actions are needed: a
clear and predictable regulatory process wth the
Canadi an governnent and First Nations; a clear and
predictable state fiscal framework for gas in Al aska
and third, the passage of inportant U S. federal
| egislation. While success is needed on all three
fronts, the one thing Al aska itself can do to advance
an Alaska gas pipeline is to work with industry to
develop a fiscal framework that provides confidence
that the rules of the ganme are clear and certain.
Achieving a nmutually agreed framework will also send a
powerful signal to Wshington, D.C. that Alaska is
ready to see a project advance.

That's why we believe reauthorizing the stranded gas
act by HB 16 is a good idea. HB 16 can provide a
framewor k that supports negotiation toward a clear and
predictable fiscal regine in the State of Al aska and,
as such, it will help to support forward progress on
North Slope gas commercialization. And, of course,
under any circunstance, agreenents worked wth the
state require |l egislative review and approval.

W do believe it's inportant that the bill retain its
focus and sinplicity as it noves through the
| egi sl ative process. Oherwise there's a potential
risk that the bill beconmes burdened wth extraneous
provi si ons.
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In closing, I'd like to say we're encouraged by the
priority and attention this bill has received so far.
We hope that it continues and we stand ready to work
productively with the state toward a clear and certain
fiscal reginme that wll support North Slope gas
commerci alization. Thanks for the opportunity, M.
Chai rman. We'd be happy to take questions if there are
any.

CHAIR OGAN told M. MDowell that this bill is a high priority
and is being expedited through the |l|egislative process. The
| egi sl ature has been told that a negotiating team will be ready
to go at an early date. The bill <crosses party lines. The
| egi sl ature hopes the producers negotiate in good faith and do
everything possible to get North Slope gas commercialized. He
t hanked M. McDowel| for his testinony.

MR. MCDOWELL thanked the Chair and conmttee nenbers for making
this legislation a priority.

SENATOR ELTON noved to adopt the proposed conmttee substitute
(Version W for HB 16(FIN) am

There being no objection, CHAIR OGAN announced that Version W
was adopt ed.

MR. ROBBIE SCH LHAB, the Al aska Gas Devel opnent Manager for
Exxon Mobil Production Conpany, told nenbers:

Al aska North Slope gas is an inportant asset for Exxon
Mobil with a gross known resource of 35 trillion cubic
feet (TCF). Exxon Mbil owns over one-third of the gas
and is the largest gas interest owner on the North
Sl ope. We've been diligently working for over 30 years
to commercialize this gas since discovery in 1968,
spending nore than $150 million on this effort.

Exxon Mobil appreciates the interest of the Al aska
Legislature in considering legislation that can help
progress commercialization of North Slope gas. Exxon
Mobi | supports legislation that reauthorizes the
stranded gas act with provisions to allow its use for
all potential technologies. The act allows project
sponsors in the state to establish a fiscal contract
that defines how Al aska revenues will be determned in
a manner that would be sinple to apply and would
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mnimze the possibility of costly disputes and
litigation.

VWhile a pipeline project is the nbost prom sing option
to date, it is not currently commercially viable. Even
though that is the case today, we believe it 1is
inportant to put the framework in place now.

Regardless of the option or options that are
ultimately chosen to commercialize the gas, achieving
fiscal certainty wll be an inportant step in
progressing the project. The risks resulting from such
a large investnment with a |long payout period meke it
i nperative that the sponsors have the opportunity to
work with the state to establish a stable and
appropriate fiscal system Exxon Mbil recommends that

t he | egi sl ature avoi d pl aci ng any addi ti onal
requirenents or hurdles in this legislation. As we
said earlier, let's keep it clean. Any project to
commercialize North Slope gas wll be a margina

project economically due to the distance from markets.
Therefore, any nandates or additional requirenents
should be avoided as they could increase costs and
hanper or delay a project becoming comercially
vi abl e.

Exxon Mbil supports the passage of HB 16 as a
positive step in the commercialization of North Sl|ope
gas. We're also sinultaneously pursuing the passage of
US. federal enabling legislation that wll provide
the regulatory framework for securing the necessary
federal permts. Again, thank you M. Chairman for
allowing me to coment on this bill today. |'d be
happy to answer any questions you m ght have.

SENATOR SEEKI NS noted that M. Schilhab said the North Slope gas
delivery system is not economcally viable now and asked what
wi |l make a project conmercially viable.

VR. SCHI LHAB said several factors could make a project
econom cally viable. The sponsors and owners of the gas continue
to work toward those ends, primarily in the area of reducing
capital costs. They are |ooking at construction techniques and
new materials to find breakthroughs to reduce the overal

capital costs. He said they have also tal ked about reducing the
rent, which cones in many forns. That could be done in the area
of the governnent framework: getting the permt process in place
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and getting certainty in the fiscal ternms they would operate
under to help reduce the risk.

SENATOR SEEKI NS asked what the risk factor is.

MR, SCHI LHAB said there are nunerous risks, both political and
fiscal, to this project as it is a large undertaking. If the
project is built based on the royalty and taxation schene in
pl ace today, any changes down the road would create a big risk
because the investor will not know what the cash flow or tax
bill will be. In addition to the fiscal risk, building a high-
pressure pipeline over the required distance brings risks that
i nvol ve construction techni ques and materi al s.

SENATOR SEEKINS said he has not been able to get a handle on
what challenges nust be overcone to nmeke this project
coormercially viable and is been unable to nake an independent
eval uati on w t hout know ng the risks.

CHAIR OGAN told nenbers that |last year the Joint Natural Gas
Pi peline Conmittee spent about $500,000 on consultants and held
hours and hours of hearings on this issue but that committee
never produced a final work product. The commttee never got any
definitive nunmbers from the producers because that information
was proprietary. He said he has no doubt, from |ooking at the
bi gger picture of the price of gas and expense of the project,
that the legislature has to be mndful that sone incentives are
necessary from the federal governnent in the form of a floor
price, otherwise the well head value could be negative. He then
cormented that one of the state's concerns is access by other
producers who mght not be primary owners of this pipeline. The
state has issued | eases on the North Slope for the first tine to
devel op gas. The producers have invested a considerabl e anount
of nmoney and they are not entirely certain they will have access
to the pipeline to sell that gas.

MR. SCH LHAB said the commttee should feel sone confort from
the fact that the pipeline would be regulated by the Federal
Energy Regul atory Comm ssion (FERC). Once this pipeline project
goes forward, the owners of the pipeline would file applications
with FERC and go through the open season process. During the
open season period, any conpany that wants to ship gas on that
pi peline can nomnate its gas. That procedure is overseen by
FERC and is non-discrimnatory. Those conpanies would enter into
contracts with the pipeline owner.
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CHAIR OGAN questioned whether FERC directly regulates open
seasons or whether open seasons are based on an understanding
and agreenent between the producers and the people who have gas.

MR. SCHI LHAB said in the normal run of things, FERC would not
regul ate the open season. However, the enabling |egislation that
is part of the federal energy bill contains a provision saying
that FERC would script the way the open season process would
work for this particular project.

CHAIR OGAN said that is assumng the federal |egislation passes
and the provision remains in the bill

MR. SCH LHAB agreed but said if that provision does not remain
in the bill, FERC will still have oversight in that it would
have to issue the permt of necessity and public convenience. I|f
FERC felt discrimnation was involved during an open season, it
could step forward and use its power over issuing permts.

CHAIR OGAN said that is not the inpression he got fromthe FERC
Chairman who he met wth last week. He said it is his
understanding that is a contractual relationship between the
owners of the pipeline and the producers. He said it's an issue
the legislature will continue to nonitor. The legislature is
interested in encouraging gas developnent as sonething other
than a byproduct of oil exploration.

SENATOR ELTON clarified that he neant to say CSHB 16( RES) r at her
than CSHB 16(FINam in his earlier notion to adopt the proposed
commttee substitute. He noted that Chair Ogan correctly
identified CSHB 16( RES) as Version W

CHAIR OGAN said with no objection, the correction was noted. He
then said he wanted to establish, for the record, that the
commttee has received a legal opinion from Jack Chenoweth,
| egal counsel, who stat ed:

In my judgnment, as long as the project principally
i nvol ves novenent of the North Slope natural gas to
mar ket, the pipeline contenplated could be used also
to transport gas from ot her sources.

He asked M. Banks if he concurs with the opinion.

MR. KEVIN BANKS, Division of Gl and Gas, Departnent of Natura
Resources (DNR), said the division's principal concern is that
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North Slope gas certainly would include gas produced from the
foothills. He stated:

| think your concurrence with that opinion - it seens
to ne that if nost of the gas flowing in this pipeline
is comng from the North Slope, that production from
other sources along the route could be also included
and that HB 16 would allow us to negotiate those kinds
of terns if need be.

CHAIR OGAN indicated that he and the bill sponsor hope the
| anguage that allows other gas to be put into the pipeline m ght
spur interest in gas developnent along the pipeline route, or
from the Cook Inlet area if there was a big find there or
anywhere el se. He asked M. Banks if he concurs.

MR. BANKS said he believes that would be the best alternative
for the state and agrees that is the way to treat the expression
"principally involved."

CHAI R OGAN t hanked M. Banks. He then asked who would be on the
negotiating team

MR. MARK MYERS, Director of the Division of Ol and Gas, DNR
said he shares the conmttee's curiosity. He then said he
concurs with the comments nmade earlier. He believes adding the
North Slope phrase is fine and believes HB 16 is still a great
bill.

SENATOR SEEKINS said one of his campaign promses was to do
whatever he could to get the God-given natural resources in
Al aska to market to put new noney into the econony, and he does
not care where the resources cone from He said if a project in
Ket chi kan qualified, he would want to provide these incentives
to get those resources to market as soon as possible. Therefore,
whil e he does not object to the bill, he does not care what area
of the state the natural gas cones from He believes this kind
of an incentive should be applied across the entire state to get
any project going.

CHAI R OGAN said he believes it is inportant that the |egislative
branch retain its policy-making authority on a case-by-case
basis because this bill has far reaching inplications. It allows
the conm ssioner of the Departnent of Revenue to preenpt |oca
|l aw and |ocal taxation. The nunicipalities have signed off on
this particular issue for this project. He fears if the
| egislation is too broad, the commssioner wll have that
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authority for any project anywhere. He believes the |egislature
should make sure the affected conmunities have the opportunity
to publicly weigh in and that the l|egislature needs to make a
conscious decision to delegate the authority to the executive
br anch.

SENATOR SEEKI NS said he understands that and would plan to nake
a conscious effort to take a |look at any project that surfaces
bet ween now and the sunset date [2005]. He believes in opening
the door to consideration of projects anywhere in the state.

CHAIR OGAN said the door could be easily opened by sinply
extending the sunset date but he wants to meke sure these
projects are done with the |ocal governnments' concurrence.

SENATOR LI NCOLN said she reads the legislation to open the door
wi de. She cited M. Chenoweth's neno, which reads, "A proposed
project is not expected to serve exclusively as the neans to
nove North Slope stranded gas and should have sone |atitude so
as to the sources of natural gases that my eventually be
transported."” She said it opens it up beyond the North Sl ope but
identifies the North Slope as the primary area.

SENATOR SEEKINS replied, "If the door's open, call it open."™ He
repeated he is not criticizing the legislation, he is just
clarifying his philosophy.

CHAI R OGAN thought it was fair to say that a conpany that found
gas in the Mat-Su or Kenai would not be able to connect to the
gas line under this bill. That is a separate issue that he would
be happy to consider with the concurrence of the affected
comunities because it affects their taxing powers.

SENATOR WAGONER noved SCS CSHB16(RES) from commttee wth
i ndi vi dual recomendations and its attached fi scal notes.

CHAI R OGAN announced that with no objection, the notion carried.
He then announced a five mnute at-ease.

SJR 12- SUPPORTI NG HAL| BUT BYCATCH PROJECT

SENATOR GARY STEVENS, sponsor of SJR 12, explained to nenbers
that he introduced this resolution at the request of the Al aska
Food Coalition. SJR 12 is a plan to support the Coalition's
request to the National Marine Fisheries Service (NVFS) to use
hal i but by-catch for the Coalition's food bank. This plan is
remarkable in that fishermen and processors stepped forward and
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offered to provide community service for no personal benefit. He
explained that traw fishermen are currently prohibited from
keepi ng halibut caught accidentally in the course of catching
pol Il ock. The fishernmen are required, by federal law, to dunp the
hal i but by-catch back into the sea. Certain processors have
indicated a willingness to process that halibut by-catch at no
charge and provide it for charitable uses.

SENATOR GARY STEVENS told nenbers the Al aska Food Coalition has
the funds available to freeze, store and transport this halibut
to many parts of Alaska. If SIJR 12 passes, the resolution wl|l
be sent to the NMFS and the North Pacific Fisheries Managenent
Council (NPFMC). The Coalition has applied to those agencies for
a prohi bited species donation permt to use halibut by-catch. He
poi nted out that vessels nust have an official observer on board
to participate in this program

SENATOR GARY STEVENS told nenbers he has a proposed anendnent
that was requested by the industry. SJR 12 contains the word
"wasted." The industry would prefer not to use that word because
it inplies that fishernen are wasting the fish when they are
required by law to dunp it back into the sea. The anmendnment
repl aces the word "wasted"” with "at sea di scarded".

SENATOR ELTON asked how many hal i but survive.

SENATOR GARY STEVENS said he believes nbst are dead by the tine
t hey are brought aboard.

SENATOR ELTON questi oned whether the first resolve clause of SJIR
12 should specify halibut by-catch that has expired to clarify
that any live halibut are tossed back into the sea.

SENATOR BEN STEVENS told nenbers that fishernen are not all owed
to keep halibut by-catch w thout the prohibited species donation
permt so a snmall longliner vessel wthout an observer would
have to discard by-catch at sea.

SENATOR ELTON said he assunmes the point of the first resolve
clause is that live halibut nust be thrown back and not kept
just because it could be donated to the food bank.

SENATOR BEN STEVENS said he believes the operators will have to
use discretion and that nobst operators would throw the by-catch
overboard if there is any chance of survival

CHAI R OGAN asked if they are required to.
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SENATOR BEN STEVENS said they are required to throw the by-catch
back regardl ess of whether it is dead or alive unless they have
the permt.

SENATOR ELTON said he would like to see the first resolve clause
clarify that |ive halibut cannot be kept to donate to the food
bank program

SENATOR BEN STEVENS pointed out that the word "dead" is used in
line 6. He said he understands Senator Elton's point, but it is
illegal to keep any halibut wthout a permt.

CHAIR OGAN asked if a fisherman with a permt is required to
t hrow back |ive halibut.

SENATOR BEN STEVENS said the prohibited species donation program
is only related to dead fish

SENATOR GARY STEVENS said it is not the intent of SIR 12 to keep
live halibut.

SENATOR SEEKINS suggested inserting the word "dead" before
"hal i but” on page 1, |ine 16.

SENATOR BEN STEVENS suggested addi ng Senator Seekins' suggested
| anguage change to Anendnent 1 when it is offered.

SENATOR SEEKINS noved to adopt Anmendnent 1, which reads as
fol | ows.

AMENDMENT 1

OFFERED | N SENATE RESOURCES BY SENATOR SEEKI NS
TO SJR 12, DRAFT VERSI ON A

1. On page 1, line 6, after "halibut" delete "wastefully"

2. On page 1, line 10, replace "wasted" wth "at sea
di scar ded"
3. On page 1, Iline 16, after "otherwise", replace "a

wasted” with "an unutilized"
4. Renunber accordingly.

SENATOR LI NCOLN obj ected and asked if Senator Seekins' suggested
| anguage was included in Arendnent 1.
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CHAIR OGAN said it was not.
SENATOR LI NCOLN wi t hdrew her obj ecti on.
SENATOR BEN STEVENS noved to anend Amendnent 1 by addi ng:

Oh page 1, line 16, insert "dead" between "the" and
"hal i but ".

SENATOR GARY STEVENS suggested the words "recently deceased" but
concurred with the amended anendnent.

SENATOR LI NCOLN objected because she planned to offer an
anendnent as well and was not sure whether to offer it as
anot her anendment to Anendnent 1.

CHAI R OGAN asked Senator Lincoln if her anendnment had any affect
on Amendnent 1.

SENATOR LI NCOLN said it did not.
CHAI R OGAN asked her to offer it separately.
SENATOR LI NCOLN renoved her objection.

CHAIR OGAN announced the notion to adopt the anmendnent to
Amendnent 1 carri ed.

SENATOR LINCOLN noted that Senator Gary Stevens' sponsor
statenent says that SIJR 12 will only apply to halibut by-catch
on vessels with observers but she does not see that limtation
anywhere in the resolution. She asked if that is a requirenent
of the prohibited species donation permt.

SENATOR GARY STEVENS explained that a food bank from Seattle
currently has a prohibited species donation permt for Bering
Sea halibut. No other agencies have such a permt. That permt
is only for vessels with observers. He believes that NWS w ||
ensure when it offers a permt that the by-catch nust cone from
vessel s with observers.

SENATOR LI NCOLN said she would not be offering an anmendnent in
t hat case.

SENATOR BEN STEVENS pointed out that the answer to both of the

commttee's questions about the process can be found on page 3
of a docunent entitled, "Prohibited Species Donation Program
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Proposal and Application of the Al aska Food Coalition" in
menbers' packets.

TAPE 03-21, SIDE B
CHAI R OGAN asked how the fish will be distributed.

SENATOR GARY STEVENS sai d the Kodi ak Food Bank is |ocated at the
Kodi ak Baptist Mssion. Wen people cone in, the food bank
provides them wth halibut filets. The food bank wll also ship
the halibut to other comunities that want them He said the
Al aska Food Coalition is a statew de system He believes the
fish will be processed in Kodiak because that is where the
processors who offered to do so are |ocated. However, if the
program can be noved to nore communities, it would be even nore
accessi bl e.

CHAIR OGAN clarified that the coomttee adopted the anmendnent to
Amendnent 1 but not Amendnent 1. He asked if there was objection
to adopting Amendnent 1 as anended. There being none, CHAI R OGAN
announced t hat was adopted too.

SENATOR SEEKINS told nenbers he spoke with the Fairbanks Food
Bank earlier, which supports this resolution. The Fairbanks Food
Bank will be one of the distribution points through the Al aska
Food Coalition.

CHAIR OGAN stated on a recent visit he was very inpressed with
the kindness of the people and with the processors in Kodiak.
He then took public testinony.

MR. TREVOR JONES, representing the Alaska Food Coalition,
affirmed that the Coalition's proposal requires that halibut
cone from vessels with observers only. He said the anendnent
will not hurt the resolution at all, however "by-catch" by
definition is dead fish. He offered to answer questions.

MS. SUSANNAH MORGAN, Executive Director of the Food Bank of
Al aska and an officer in the Al aska Food Coalition, told nenbers
that the Coalition has a 15,000-foot warehouse that neets all
health and safety codes in Anchorage. The fish would be
transported from Kodi ak to Anchorage and distributed fromthere.

SI STER NOREEN, St. Frances House, a food pantry in Anchorage
stated support for SIR 12 and thanked nenbers for their
consideration of the neasure. She said many of the people served
by the St. Frances House will benefit fromthis proposal.
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M5. SARA JACKSON, program manager for St. Frances House,
expressed her appreciation to Senator Gary Stevens and all of
the people who are supporting SJR 12. She said her organization
is seeing nore hungry people and fewer resources so this
resolution wll be very hel pful.

SENATOR WAGONER suggested asking NVFS to permt this program for
two years so that legislation will not be required again next
year.

SENATOR GARY STEVENS said the resolution only states support for
the permt approval and that the rest of the application process
is out of the |egislature's hands.

There being no further public testinony, SENATOR WAGONER noved
CSSJR 12(RES) from commttee.

SENATOR ELTON objected to say that he is in awe of the people
who are behind this program He then renoved his objection and
the notion carri ed.

#

There being no further business to conme before the conmttee,
CHAI R OGAN adj ourned the neeting at 4:37 p.m
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