VEMBERS PRESENT

Representative
Representati ve
Representati ve
Representative
Representati ve
Representati ve
Representati ve
Representati ve
Representative

VEMBERS ABSENT

All

ALASKA STATE LEGQ SLATURE
HOUSE RESOURCES STANDI NG COVM TTEE
June 3, 2006
8:33 a.m

Jay Ranras, Co-Chair
Ral ph Samuel s, Co-Chair
Paul Seaton, Vice Chair
Jim El ki ns

Carl Gatto

Gabriell e LeDoux

Kurt O son

Harry Crawford

Mary Kapsner

menbers present

OTHER LEQ SLATORS PRESENT

Representati ve
Representative
Representati ve
Representati ve
Representati ve
Representati ve

Mar k Neuman

Beth Kerttul a
David Guttenberg
John Coghi |
Peggy W/ son
Pete Kott

COWM TTEE CALENDAR

HOUSE BI LL NO. 2004

"An Act relating to the Al aska Stranded Gas Devel opnent Act,
including clarifications or provision of additional authority
for the developnment of stranded gas fiscal contract terns;

maki ng a conform ng anendnent to the Revised Uniform Arbitration

Act; relating to municipal inpact noney received under the terns
of a stranded gas fiscal contract; and providing for an
effective date.”
- MOVED CSHB 2004( RES) OUT OF COW TTEE
PREVI QUS COW TTEE ACTI ON
BILL: HB 2004
SHORT TI TLE: STRANDED GAS DEVELOPMENT ACT AMENDVENTS
HOUSE RES COW TTEE -1- June 3, 2006



SPONSCR(S): RULES BY REQUEST OF THE GOVERNOR

05/ 31/ 06 (H READ THE FI RST TIME - REFERRALS
05/ 31/ 06 (H RES, JUD

06/ 01/ 06 (H) RES AT 9:00 AM CAPI TOL 124

06/ 01/ 06 (H) Heard & Hel d

06/ 01/ 06 (H M NUTE( RES)

06/ 02/ 06 (H) RES AT 9:00 AM CAPI TOL 124

06/ 02/ 06 (H) Heard & Hel d

06/ 02/ 06 (H M NUTE( RES)

06/ 03/ 06 (H) RES AT 8:30 AM CAPI TOL 124

W TNESS REG STER

DAN DI CKI NSON, CPA
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PCOSI TI ON  STATEMENT: During discussion of HB 2004, as a
consultant for the Departnment of Revenue (DOR), responded to
guestions on behal f of the adm nistration.

DAVI D VAN TUYL, Comrerci al Manager

Al aska Gas G oup

BP Expl oration (Al aska) Inc.

Anchor age, Al aska

POSI TI ON STATEMENT: Testified in support of HB 2004, and
responded to a questi on.

KEN GRI FFI N, Acting Deputy Comm ssi oner

Anchorage O fice

O fice of the Conm ssioner

Department of Natural Resources (DNR)

Anchor age, Al aska

PCSI TI ON STATEMENT: Responded to questions during discussion of
HB 2004.

JOSEPH K. DONOHUE, Attorney at Law

Preston Gates & Ellis

Anchor age, Al aska

POSI TI ON STATEMENT: On behalf of the admnistration, responded
to questions during discussion of HB 2004.

KEVI N JARDELL, Legislative Liaison

Governor's Legislative Ofice

O fice of the Governor

Juneau, Al aska

PCSI TI ON STATEMENT: On behal f of the admnistration, responded
to questions during discussion of HB 2004.
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ACTI ON NARRATI VE

CO CHAIR RALPH SAMUELS called the House Resources Standing
Conmittee neeting to order at 8:33:43 AM Representati ves
Sanmuel s, Elkins, Gatto, LeDoux, and Seaton were present at the
call to order. Representatives Ranras, dson, Crawford, and
Kapsner arrived as the neeting was in progress. Representatives
Coghill, Neuman, WIson, GQGuttenberg, and Kott were also in
att endance.

HB 2004 - STRANDED GAS DEVELOPMENT ACT AMENDVENTS

[ Contains brief nmention of HB 2003. ]

CO- CHAIR SAMUELS announced that the first order of business
would be HOUSE BILL NO 2004, "An Act relating to the Al aska
Stranded Gas Developnent Act, including «clarifications or
provision of additional authority for the developnent of
stranded gas fiscal contract terns; making a conform ng
anendnent to the Revised Uniform Arbitration Act; relating to
muni ci pal i npact noney received under the ternms of a stranded
gas fiscal contract; and providing for an effective date."

8:34:41 AM

DAN DI CKINSON, CPA, in response to a question, after relaying
that he is the former director of the Tax D vision of the
Departnment of Revenue (DOR) but is currently acting as
consultant to the DOR, said that if a limted liability conpany
(LLC) - such as the proposed Pipeline Project Mainline Limted
Liability Conpany Entity ("Mainline LLC') - asks to be treated
as a "pass through entity," then the various elenents of incone
will be passed onto the owners; in terns of the Minline LLC,
the three corporations involved in the Al aska Stranded Gas
Fiscal Contract ("ASGF Contract") as owners in the project would
be BP Exploration (Al aska) Inc., ConocoPhillips Al aska, Inc.,

and ExxonMbbi | Al aska Producti on, Inc., and these three
corporations would partner with the State of Alaska - the fourth
nmenber/ owner of the Minline LLC Eventually all incone wll

end up at a taxable entity, though the entity may only be
subject to federal taxes. Wth regard to the Mainline LLC, the
three corporations would be taxable - formng part of the
"unitary group” that would be taxed - and the State of Al aska
woul d not be subject to state taxes.
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MR. DI CKI NSON added that if any of the individual nenbers of the
Mai nl ine LLC changed their structure or "noved into a different

structure,” as long as the new structure was taxable, the
el enents of incone would flow through and be reportable and be
t axed. In response to other questions, he said that the
i ndi vi dual corporations will have a nexus wth the state, and
the state will "pull in anyone engaged in the oil and gas
business,” and wll look at the "unitary business,”" the
wor|l dwi de incone of that wunitary business, and any [related]
entity; furthernore, in determning how nmuch incone flows to

Al aska, the assets that the [Mainline LLC] owns [in Alaska] wll
formpart of the nunerator.

8:39: 25 AM

MR. DI CKINSON, in response to further questions, explained that
if an individual wanted to own the pipeline - though such is a
fairly farfetched notion - he/she would not be taxed; again,
t hough, "pass through” entities would be taxed. However, if the
state wanted to be able to tax an individual who owns the
pipeline without first passing an income tax, the legislature
could institute a tax on "corporate" persons. He again offered
his belief that it 1is wunlikely that an individual would
undertake to own the pipeline.

REPRESENTATI VE LeDOUX asked whether the ASG- Contract prohibits
passage of a tax on corporate persons.

MR. DI CKI NSON of fered his understanding that the |egislature can
pass whatever taxes it w shes; that the ASGF Contract exenpts
participants from certain of those taxes; and that if "an
addi ti onal person"” acquires certain assets controlled by one of
the corporations, under Article 31.1(d) of the ASG- Contract
he/ she would still be subject to corporate incone tax. He noted
that Article 31.1(d) reads:

(d) Conditions Regarding Additional Person. For an
Addi ti onal Per son, the exenption and covenants
provided in the Contract are limted to Taxes, other
than SCIT, on that portion of the Project that has
been assuned by the Additional Person.

MR. DICKINSON explained that "SCIT" is defined as any tax
imposed on or nmeasured by net incone. In response to a
guestion, he said that in determning taxes, the state wll be
| ooking at "what's the unitary group, and who's engaged in oil
and gas and pipeline business in the state of Al aska"; that's
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who will be dealt with, either under the terns of the contract
or under tax law, and the form by which "those affiliates”
relate to one another - in terns of paying dividends - is fairly
i material .

MR. DI CKINSON, in response to another question, indicated that a
"unitary business" is the larger entity and not just an LLC, and
the Al aska taxes would be determ ned by how nuch property is
owned in the state, and the sales in Alaska - typically the
tariffs charged.

COCHAIR RAMRAS offered his understanding that corporate
entities, regardless of whether they are an LLC, nust pay a
corporate incone tax.

MR. DI CKI NSON concurred, and, in response to coments, offered
his belief that the ASGF Contract is structured such that tax
evasion by the corporations is unlikely to occur. I n response
to a question, he indicated that he is not famliar with how
"Ll oyd' s" operates.

8:56: 00 AM

DAVID VAN TUYL, Conmercial Manager, Alaska Gas Goup, BP
Expl oration (Al aska) Inc., said:

We support the intent behind the bill which provides
anendnents to the [Alaska] Stranded Gas Devel opnent

Act, and believe this bill will help progress the gas
pi peline fiscal contract. The administration did a
good job in structuring these anendnents and
explaining themto this conmttee. However, there is

one point that we see a bit differently than the
admnistration and 1'd like to take just a nonent to
clarify for the record. | believe the adm nistration
stated that the anmendnent to [AS 43.82.220(a)(2)]

that allows for the inclusion of terns in the contract
related to the state reinbursing the producers for
certain upstream costs was required because this was
not a right the producers currently hold under either
exi sting | ease or unit agreenents.

W don't agree. In old form | eases - known as "DL-1"
| eases - the state is obligated to pay for upstream
costs associated with any of its gas it takes in-Kkind.
So we feel that this is a |lease right associated with

these DL-1 |eases, and the vast mmjority of the
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known North Slope gas resource, around 90 percent, is

found on these DL-1 | eases. The fiscal contract and
the anendnents to HB 2004 sinply [extend] that
existing lease right to all gas fromall |eases.

So to conclude ny brief coments, | want to enphasize

that [BP Exploration (Alaska) 1Inc.] stands ready,
willing, and able to advance the gas pipeline project,
along with our partners, [ConocoPhillips Al aska, Inc.,
ExxonMobi | Al aska Production, Inc.,] and the State of
Al aska. The [ASGF Contract], coupled wth HB 2004,
makes that objective possible; BP also stands ready to
work with the legislature as you conplete your work on
this bill.

We support passage of HB 2004, and then encourage the
| egislature to approve the [ASG- Contract] to enable
all Al askans to benefit from one of the |argest energy
projects on the planet. Thank you for the opportunity
to testify, and 1'd be happy to try [to] ... answer
any questions that you m ght have.

MR. VAN TUYL, in response to a question, said the ASG- Contract
provides for delivery of gas at the delivery points, at either
the |ease boundary or the first mdstream elenent, though he
does not know, specifically, what the lease ternms call for
relative to nmerchantable condition, but would be wlling to
research that issue further. \Wat he was referring to earlier,
he remarked, were the specific provisions of the DL-1 |eases
that call for reinbursenent of upstream costs associated wth
processing gas - separating oil, water, and gas - to deliver it
froma | ease.

9:01: 19 AM

KEN GRIFFIN, Acting Deputy Comm ssioner, Anchorage Ofice,
Ofice of the Conmi ssioner, Departnment of Natural Resources
(DNR), in response to a question, referred to proposed AS
43.82.020(2) of HB 2004, and said that the terns affecting the
| ease agreenents, unit agreenents, and other agreenents referred
to therein are varied. The adjustnents referred to can affect
upstream state royal ty; gas responsibilities; t he
responsibilities for the costs of conditioning and the disposa

of inmpurities; royalty in-kind (RIK) and royalty in-value (RV)
switching; the point at which royalty gas 1is taken; the
calculation of sliding-scale royalties; and approval of wunit
pl ans of devel opnent, particularly at the Point Thonpson unit
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Much of the time, a group of |eases are incorporated into a
unit, and the process for calculating the unit royalty is in the
unit agreenent; thus, if [the unit royalty] is affected by this
provision, so too will the unit agreenent be affected.

9:04: 46 AM

MR. CRIFFIN indicated that the |anguage, "other agreenents" is
intended to ensure that agreenents are aligned and consistent
with the ASGF Contract. The authority being granted by this
provision is the authority to negotiate [what has already been
negotiated] in the ASG- Contract, and the result of "these
changes™ will come bef ore t he Legi sl ature for final
ratification. He assured the commttee that this is not an open
carte blanche for continual renegotiation or revision once the
ASG- Contract has been approved by the legislature and then
execut ed. In response to a question, he indicated that after
the ASGF Contract is executed, any further proposed changes nust
be brought before the |egislature and approved; under proposed
AS 43.82.020, the legislature wuld sinply be providing the
authority necessary to bring the existing draft ASG- Contract
forward for |egislative consideration.

REPRESENTATI VE SEATON pondered whether the |egislature ought to
seek confirmation of that with Departnment of Law.

MR. GRI FFI N acknow edged that point. In response to a question,
he said he is focusing on his understanding of the intent behind
the aforenentioned | anguage. There are nunber of provisions

t hroughout the ASGF Contract that affect |ease ternms, and -
particularly given that the admnistration does not agree wth
the producers' interpretation of some of the DL-1 |[ease
provisions - HB 2004 is sinply "clearing the deck” to allow what
has [al ready] been negotiated in the ASGF Contract to be brought
before the |egislature. Again, once the ASG- Contract is
executed, negotiations are finished, and should further changes
be necessary, they would have to be brought before the
| egislature for additional approval. He noted that although
producers do have the right to arbitrate under the terns of the
ASG- Contract, no changes beyond the scope of Article 41.2 of
the ASG- Contract is authorized.

9:12: 42 AM
JOSEPH K. DONOHUE, Attorney at Law, Preston Gates & Ellis, on

behal f of the admi nistration, in response to a question, relayed
that proposed AS 43.82.210(a)(8) gives the statutory authority
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for the provisions of the ASGF Contract to provide an exenption
to a reserves tax should such be enacted by initiative, and
offered his belief that such an exenption would supersede any
other law pertaining to a reserves tax - whether adopted by
initiative or statute - though the ASG- Contract itself would
not necessarily circunvent the people's or the state's power to
adopt a reserves tax; rather, if such a tax is adopted, the ASGF
Contract sinply provides an exenption fromit.

9:18: 06 AM
KEVIN JARDELL, Legi sl ative Liaison, Governor's Legislative
Ofice, Ofice of the Governor, in response to conments and a

guestion, said:

"Diligence" is a termthat's used quite often, and |
think there's a lot of reason to believe that that's

[ a] wel | - defi ned term and one t hat t hr ough
negotiations ... did provide quite strong relief - if
the conpanies are not pursuing the pipeline - to
term nate the agreenent. One of the things that was
great about the ... legislature's action of adopting
the [Alaska Stranded Gas Developrent Act] was the
process that it put in place. And that process
provides that there wll be legislative input and
public input on [a] draft contract. Certainly we are

getting quite a bit of that, and sone of that relates
to the diligence standard and the work conm t nents.

We've received, from your consultants, docunents of
recent release that [talk] about it; we're

currently responding to those, working through them
and we're not dismssing them ... [but rather
review ng theni. The direction from the Ilegislature
is that we take that input, we consider it, and the
comm ssioner of [the DOR] - if he believes that

[change is needed] - can enter into negotiations to
make those needed changes. So that input is needed -
we believe that the contract currently has sufficient

standards - but we are taking the input from the
public and ... the legislature very seriously in
considering those things as we nove through this
process.

9:20: 22 AM

HOUSE RES COW TTEE - 8- June 3, 2006



MR. JARDELL, in response to conments, opined that the current
process gives the public sufficient opportunity to provide input
regardi ng which provisions of the contract are acceptable and

which aren't. He spoke of Governor Know es's transmittal letter
- which he said focused on the need to waive state, nunicipal,
and local taxes - and of the "original task force,” and then

posited that the task force recognized that in order to make the
project economc and get the gas to market, the economc
structure needed to be changed; during the negotiation process,
it became clear to the admnistration that the aforenentioned
reserves tax was a significant econom c change that would have
to be addressed, just as the issue of state, nmunicipal, and
| ocal taxes had to be addressed via the Alaska Stranded Gas
Devel opnent Act.

MR. JARDELL indicated that the issue of taxes is addressed in

the ASGF Contract such that taxes will not be allowed to harm
the project; if the project is not pursued diligently, however,
the producers wll have to begin paying [taxes], and the
admnistration feels that such a provision is necessary. He

cautioned against trying to change the ternms of the ASGF
Contract prior to hearing public testinmony regarding its ternmns.
In conclusion, he proffered that the anmendnents proposed via HB
2004 to the Alaska Stranded Gas Devel opnent Act are within the
context and intent of that original Act.

MR.  JARDELL, in response to a coment, noted that the
admnistration is conducting hearings throughout the state on
the ASGF Contract, and reiterated that the changes proposed via
HB 2004 ensure that the ASGF Contract has the necessary
authority to nove forward and ultimtely cone before the
| egi slature for approval. The administration views HB 2004 as a
cl eanup neasure necessary to continue the wviability of the
Al aska Stranded Gas Devel opnent Act and the purpose of the Act,
that being to negotiate a deal that would get the gas to narket,
present that deal to the public and the legislature, and obtain
| egi sl ative approval. In response to a question, he said that
i nformati on about the ASGF Contract is being given to, and input
received from the public via electronic, witten, telephonic,
and i n-person neans.

MR. DONOHUE, in response to questions, reiterated his comments
regarding proposed AS 43.82.210(a)(8), and M. Giffin's
comments regarding the authority granted by the bill and
possi bl e future changes that m ght be necessary.
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MR. JARDELL, in response to a question, said that neither
existing law nor HB 2004 thwart the municipality's or state's
ability to tax, though the ASGF Contract, if approved, will. In
response to another question, he said:

The direction given to us by the legislature was to go

out and negotiate a deal. W have done that. And we
have brought back a deal that over 35 years at $5.5
gas will return $105 billion to the state of Al aska,
that in addition wll, we believe, increase the
production of our [Trans-Alaska Pipeline System
(TAPS)] ... - whose production's been declining for
sone years now, it'll extend the |life of [the] TAPS
for 20 to 30 vyears, and ... change the entire

structure of the North Sl ope. This is the State's
long termfiscal interest plan.

And we ... were told by the legislature to go out and
negotiate it. W have conme back to you wth a
negotiated deal that gets the gas to nmarket. e
understand [there are] a lot of provisions here that
people are not going to like. ... Wen you go out and
negotiate a deal, you don't get everything you like

we set forth goals of what we thought the state needed
to get in order to get a contract - what we thought
was a fair deal. Revenue was a big part of it. e
did things such as take in gas in-kind; it was because
that was the only option available to us to preserve
our revenue, to preserve the opportunity for revenue,
and bunp up the internal rate of return to nmake it a
vi abl e project.

There are a lot of things in here that we negotiated
to get to what we wanted and sone things that we had
to conpromise in the mddle on, and we understand,

absolutely, that this is a tough decision ...; there
are parts of it that ... people out there aren't going
to like, but there's a lot of it that people are

[going to |ike].

MR. JARDELL indicated that if, after the public process is
concluded, the legislature ultimtely disapproves of the terns
of the ASGF Contract, a different course can then be pursued.

CO- CHAI R RAMRAS renmarked that a nenorandum from Dani el Johnston

suggests that the state, through various concessions, is
actually going to pay for the gas pipeline. Co- Chair Ranras
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said he does not question that the state would benefit from $105
billion over the next 35 years. However, isn't it also fair to
say that the state will be subsidizing the cost of the project
to the tune of $30 billion?

MR, JARDELL indicated that others could nore appropriately speak
to "the offsets"” that will occur due to the sharing of expenses
and to sonme of the credits currently being offered. "Absolutely
we are going to share in the costs; it's part of the bal ancing
act of nmaking the project viable, as directed by the
| egislature, to bring this [gas] to market,"” he added. In the
end, that bal ancing provides for a project that otherw se would
not exist, that gets Alaska's gas to market, that conplies wth
the Alaska Stranded Gas Developnent Act, and that puts a
contract to market Alaska's gas in front of the state's citizens
so that they can decide whether this shall be the way of
pr oceedi ng.

9:37:36 AM

REPRESENTATI VE CRAWCRD offered his understanding that the
reserves tax was anticipated when the Al aska Stranded Gas
Devel opnent Act was witten; that Representatives Witaker and
Croft introduced a reserves tax in 1998; and that Representative
Wi taker was one of the authors of the Al aska Stranded Gas
Devel opnent Act and he always expected to have such a tax in
order to use it as a tool to help force construction of the
[gas] pipeline and keep it from being del ayed. Representative
Crawford characterized the reserves tax as providing "earnest
noney" to ensure that producers diligently pursue such a
proj ect . Under the terns of the ASGF Contract, he opined, any
"diligence provisions" are virtually non-existent. "W want to
have the reserves tax there so that there's an actual financia
penalty if, at sonme point, the oil conpanies decide that they

want to pull out of this project or ... [if] they don't get
[the] job done; what we want are <clear guidelines wth
benchmarks ... that we can see," he added, and if the producers
nmeet those guidelines, they will get all of the reserves taxes

back; hence, a reserves tax wuld act as an incentive
encouragi ng the producers to act quickly.

MR. JARDELL clarified that Representative Witaker was not in
office when the Alaska Stranded Gas Developnent Act was
i ntroduced and adopted, but acknow edged that he can't recall
whet her at that tinme there were discussions regarding a reserves
t ax. He added that the admnistration's viewpoint is that a
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reserves tax "will kill the gas pipeline and prevent us from
getting that gas to market."

REPRESENTATI VE SEATON poi nted out that should a reserves tax be
passed by the voters, the legislature has ability to repeal it
after two years. He also pointed out that in negotiating a
contract, the admnistration went well outside the paraneters
that had been set for such negotiations. He opined that it is
presunptuous of the admnistration to ask for the power to
"change the initiative before it passes”; furthernore, according
to a May 29 nenorandum from Barnes & Casio, LLP, Article 5 of
the ASG- Contract contains a termnation process that wll be
virtually inpossible for the legislature to make use of. He
guestioned how such constraints can be justified.

9:43:12 AM

CO CHAIR SAMUJELS pointed out that if an indemification of a
reserves tax is added to the ASGF Contract and it's a big enough
sticking point with enough legislators, the |legislature can vote
“"No" on the contract. He suggested that what should be
considered at this point in time is what tools shall the
incoming administration be left with; for exanple, should the
next admnistration be able to take gas in-kind or be able to
use arbitration. He offered his recollection that no nenbers
voted against either the Alaska Stranded Gas Devel opnent Act or
t he subsequent anmendnments to it, adding that [the |egislature]
needs to be careful about which tools are taken away from the
new admi ni strati on.

MR. JARDELL, in response to Representative Seaton, acknow edged
that the administration has cone before the |egislature asking
that the scope of what it would be allowed to do regarding the
negoti ations be expanded, but argued that everything the
adm nistration is asking for is in line with the purpose and
intent of the Al aska Stranded Gas Devel opnment Act. Wth regard
to the proposed initiative on a reserves tax, he assured the
conmittee that the admnistration doesn't want to thwart the
will of the people and would in fact |ike the people to weigh in
on the issue as it pertains to the inclusion of an
i ndemmi fication clause in the ASG- Contract. He noted that the
terms of the ASG- Contract won't actually be changing the
initiative, and that it will be up to the courts to ultimtely
decide, should the initiative on a reserves tax pass, whether an
i ndemmi fication clause would supersede it. He al so noted that
the legislature could choose to refund the producers, in the
formof tax credits, the ampbunt of a reserves tax.
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REPRESENTATI VE SEATON asked for clarification regarding the
state's inability to get out of the ASGF Contract, specifically
in light of the contract's provisions regarding indemification
against a reserves tax and preclusion of an increase in taxes
for the life of the contract.

MR. JARDELL acknow edged that if the opinion expressed in the
af orenenti oned nenorandum is true, than it does raise a valid
concern. He asked the conmittee to give the admnistration the
authority - via HB 2004 - to renegotiate the ASGF Contract to
the |l egislature's satisfaction.

REPRESENTATI VE GATTO expressed disconfort wth the provision in
the contract that would indemify producers against a reserves
tax passed by initiative, because such a provision wuld thwart
the will of the people.

9:55:22 AM

REPRESENTATI VE LeDOUX dr ew attention to pr oposed AS
43.82.210(a)(4)-(6), and asked what municipalities are currently
| evying the taxes referred to in that |anguage.

MR. JARDELL said he didn't have that information avail able at
this time, but would endeavor to provide it later.

CO CHAIR SAMIELS, after ascertaining that no one else wi shed to
testify, closed public testinmony on HB 2004, and recessed the
House Resources Standing Comrittee at 9:56 a. m

CO CHAIR SAMJELS called the House Resources Standing Conmmittee
neeting back to order at 2:34:11 PM Represent ati ves Sanuel s,
Ranras, Seaton, dson, Gatto, and Elkins were present at the
call back to order. Representatives LeDoux, Crawford, and
Kapsner arrived as the reconvened neeting was in progress.
Representatives Neunman, Kerttula, and Quttenberg were also in
att endance.

CO CHAIR SAMUELS referred to Amendnent 1, which read [original
punctuation provided but formatting changed]:

Page 4, Line 29: after "suit" insert "including
arbitration".

Page 4, Line 31 - Page 5, Line 1: Del ete” granted in
this subsection" and insert the followwng in its place
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"to enter and enforce an arbitration award in a state
ot her than Al aska".

2:34: 57 PM

[A notion to nove the bill fromcommttee was ignored.]
REPRESENTATI VE SEATON nade a notion to adopt Anendnent 1.
CO CHAI R SAMJELS obj ected for the purpose of discussion

MR. JARDELL expl ained that Anendnent 1 would clarify Section 4;
as currently witten, Section 4 would preclude the use of
arbitration prior to receiving an arbitrator's award, and this
doesn't make sense given that an arbitrator's award woul d not be
given until arbitration was entered into. Amendnent 1 would
clarify that the State can enter into arbitration and utilize
the arbitration process.

CO CHAIR SAMUELS noted that as currently witten, Anmendnent 1
appears to be altering Section 6 rather than Section 4.

REPRESENTATI VE SEATON observed that the page nunmbers referred to
in Anendnent 1 nerely need to be changed from pages 4 [and 5] to
pages 3 [and 4].

The commttee took an at-ease from2:36 p.m to 2:37 p.m
2:37: 35 PM

CO CHAI R SAMELS made a notion to anend Amendnent 1 such that it
would refer to pages 3 and 4. There being no objection,
Amendnent 1 was anended.

MR. JARDELL explained that the first portion of Anendnment 1, as
anended, would clarify that "the state contract can utilize
alternative dispute resolutions through arbitration,” and that
the last portion of Anmendnent 1, as anended, would ensure that
the authority to enter and enforce an arbitration award in a
state other than Alaska is effective only after the arbitration
award is entered and enforcenent 1is sought in the Al aska
Superior Court. Currently under the contract, he added, any
arbitration award would have to be filed with an Al askan court
first, and if the enforcenent didn't happen within the specified
time, then the [recipient] <could seek enforcenment of the
arbitrator's award in anot her state.
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REPRESENTATI VE SEATON questioned whether it is the intention to
provide a waiver of the state's inmunity from arbitration as
well as fromsuit.

MR. JARDELL said it is; with the adoption of Anmendnent 1, as
anended, the ASGF Contract could then contain a provision that

would waive the state's inmunity from arbitration. Such a
wai ver would be required in order for the state to use the
arbitration process. In response to questions, he indicated

that including terns relating to arbitration and alternate
di spute resolution in the ASG- Contract would be optional rather
than mandatory; that if such terns are included, those terns
could specify whether arbitration nust be undertaken in all
cases or just in some cases; that currently the ASG- Contract
specifies that arbitration is the preferred nethod of settling

di sputes; and that an arbitration decision will be the final
decision - in other words, it will be binding arbitration.
REPRESENTATI VE LeDOUX turned attention to page 4, line 2, and

asked whether the term "the state" should instead read, "this
state".

MR. JARDELL offered his understanding that the drafters use the
term "the state” to nean the state of Al aska, and so he doesn't
think it matters if that termis changed.

REPRESENTATI VE LeDOUX and REPRESENTATIVE GATTO i ndicated,
however, that wth the adoption of Amendnent 1, as anended, the
term "the state" as used on page 4, line 2, would no |onger be
clear that what is neant is the state of Al aska.

2:46: 24 PM

REPRESENTATI VE LeDOUX nmde a notion to anend Anendnent 1, as
anended, to add the words, "of Alaska" after the word, "state"
on page 4, line 2, of HB 2004. There being no objection,
Anmendnent 1, as anmended, was further anended in this fashion.

CO CHAI R SAMUELS renoved his objection, and asked whether there
were any further objections to Amendnent 1, as anended [twi ce].
There bei ng none, Anendnent 1, as anended, was adopt ed.

2:46: 54 PM

CO-CHAI R SAMUELS referred to Amendment 2, | abel ed 24- GH2046\ A. 2,
Bai l ey, 6/2/06, which read:
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Page 6, following |line 18:

Insert a new bill section to read:

"* Sec. 11. AS 43.82.435 is anended by adding a new
subsection to read:

(b) A contract authorized by this section and
executed by the governor may contain provisions that
provide for anmendnent of <contract terns wthout
further action by the Ilegislature, except that any
term relating to taxes described in AS 43.82.210(a),
or paynents in lieu of such taxes, may not be anended
wi thout further legislative authorization under this
section.”

Renunber the followi ng bill sections accordingly.

Page 10, |ine 23:
Delete "Sections 1 - 12, 15, 16, and 18"
| nsert "Sections 1 - 13, 16, 17, and 19"

Page 10, |ine 25:
Del ete "Section 17"
| nsert "Section 18"

CO CHAI R SAMUELS expl ai ned that Anmendnent 2 would clarify that
contract ternms that pertain to taxes [or paynents in |ieu of
such taxes] may not be anended without further |egislative
action.

CO CHAI R RAMRAS nade a notion to adopt Anendnent 2.

CO CHAI R SAMUELS obj ected [for the purpose of discussion].

CO CHAI R RAMRAS i ndi cat ed approval of Amendnent 2.

REPRESENTATI VE SEATON poi nted out that Amendment 2 specifically
stipulates that the contract can contain provisions that allow
[the administration] to alter terns unrelated to taxes [or
paynents in lieu of such taxes] w thout |egislative approval.

CO CHAI R SAMUELS concurr ed.

REPRESENTATI VE SEATON asked whether, under Anendnent 2, the
contract could then contain a provision allowing the

adm nistration to change terns related to tax credits.

CO CHAIR SAMUELS acknowl edged that that point should be
clarified.
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CO CHAIR SAMUJELS [rmade a notion to anmend] Anmendnent 2 such that
the words, "taxes described in" are altered to read, "taxes or
credits described in". There being no objection, Anendnent 2
was anended.

REPRESENTATI VE SEATON suggested that Anendnent 2, as anended, be
consi dered conceptual so as to allow the drafter to include the
correct statutory references pertaining to credits.

CO- CHAIR SAMUELS concurr ed. [ Avendnment 2, as anended, was
treated as a conceptual amendnent. ]

CO CHAIR SAMUELS renoved hi s obj ection to Concept ua
Amendrent 2, as anended, and asked whether there were any
further objections. There being none, Conceptual Anendnent 2,
as anended, was adopt ed.

CO CHAIR SAMUELS referred to Amendment 3, which read [origina
punctuation provi ded but sone formatting changed]:

AS 43.82 is anended by adding a new section to read:

Sec. 43.82.255. Term of contract provisions
related to oil. (a) The provisions of this section may
apply to a contract devel oped under AS 43.82.020 that
provi des for periodic paynent in lieu of taxes on oil
under AS 43.55.

(b) For the part of the contract term beginning
imedi ately after the date of full project funding or
the date of issuance of a certificate of public
conveni ence and necessity for construction and initial
operation  of the Alaska Natural Gas Pipeline,
whi chever date is later, and ending 14 years after
that date, the conm ssioner may develop a termfor the
contract that provides for paynents in lieu of the
taxes on oil set out in AS 43.55. For the part of the
contract term covered by this subsection, the paynents
in lieu of taxes may be established with as nuch
certainty as the Constitution of the State of Al aska
al | ows.

(c) For the part of the contract term begi nning
i medi ately after the period described in (b) of this
section, and ending on a date not l|ater than 25 years
after the effective date of the contract, the anount
of the paynment in lieu of tax on oil under AS 43.55
nmust be equal to the amount of the tax levied by |aw
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However, the conm ssioner may develop a contract term
that, in the event of a material change in the taxes
enacted after the effective date of the contract,
establishes a procedure for restoring the parties to
substantially the same economc position they had as
of the end of the period described in (b) of this
section imedi ately before the change.

(d) | mpl enmentation  of a contract provi si on
authorized in this section my be made subject to the
di spute resol ution procedures of the contract.

2:51: 57 PM
CO CHAI R RAMRAS nmade a notion to adopt Anendnent 3.
CO CHAI R SAMUELS obj ected for the purpose of discussion. Noting

that the ASGF Contract locks in oil [tax rates] for 30 years, he
explained that Amendnent 3 takes into account a three-part

scenari o. The first part - which is not addressed by
Amendnent 3 - is that there will be no fiscal certainty on oil
until after the date of full project funding or the date of

i ssuance of a certificate of public convenience and necessity -
which is when the Federal Energy Regulatory Conmm ssion (FERC
has sanction - and full project funding usually occurs after the

FERC sanction; in other words, there shall be no fiscal
certainty until after the project is sanctioned. The second
part - which is addressed via proposed AS 43.82.255(b) of
Amendnent 3 - is that after project sanction or full project
funding, there shall be full capital cost recovery, for a period
of 14 years, before the tax rules can be changed. The third
part - which is addressed via proposed AS 43.82.255(c) of
Amendnent 3 - is that there shall be a "fiscal balancing
agreenment” after the period referred to in proposed AS

43. 82. 255(b), [though for no later than 25 vyears after the
effective date of the contract]; this provision requires that
any changes to the tax rules will result in the total economc
impact to the industry remaining the sane, just as if no changes
had been nade.

CO CHAIR SAMJELS indicated that delays in the project won't
inmpact this three part scenario or its tinelines, and renarked,
"It's a three-phase certainty on oil [in] which they get nothing
in the front end, they get it locked in in the mddle, and at
the end we all cone back to the table.”

2:56: 05 PM
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REPRESENTATI VE OLSEN asked whether fiscal balancing nechanisns
are currently in use in other jurisdictions.

CO CHAI R SAMUELS rel ayed that they are.

REPRESENTATI VE CRAWORD noted that one of the [legislature's]
consultants has said that they have identified approxinmtely $16
billion worth of direct subsidies in the ASG- Contract and
expect to find nore.

CO- CHAI R SAMUELS indicated that Anendnent 3 pertains to just oi
taxes and has nothing to do with gas.

REPRESENTATI VE CRAWORD pointed out that the aforenentioned
subsidies to the oil conpanies pertain to the gas pipeline
project and that the fiscal certainty with regard to oil taxes
that Anmendnent 3 provides for is also tied to the gas pipeline
proj ect .

CO CHAI R SAMUJELS said he did not |look too nuch at the gas terns
in the ASG-F Contract; rather, he and others are sinply not
willing to lock in oil taxes for 30 years, and Anendnent 3 wll
al l eviate some of that concern

REPRESENTATI VE LeDOUX asked which other jurisdictions use fiscal
bal anci ng nechani sns and what the reasoning was behind using a
14-year timefrane in proposed AS 43.82. 255(Db).

CO CHAIR SAMIJELS relayed that he didn't have the information
regarding the other jurisdictions with him at this time but
woul d provide it later, and that the econom sts he'd spoken with
gave him a range of 12 to 15 years and so he'd sinply chosen to
use 14 years.

REPRESENTATI VE SEATON questioned how Amendnent 3 will work with
Amendnent 2, as anended, given that Anmendnent 3 allows for
contract terns related to Paynent in Lieu of Taxes (PILT) to be
devel oped after the contract is in place, while Arendnent 2, as
anmended, prohibits such contract term changes to be made w t hout
further | egi sl ative approval. He also questioned how
Amendnent 3 fulfills Co-Chair Sanuels's intention to not provide
fiscal certainty until project sanction.

CO- CHAIR SAMJELS offered his wunderstanding that proposed AS

43. 82.255(b) says that [the producers] cannot have fiscal
certainty until full project funding occurs.
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3:02:19 PM

REPRESENTATI VE SEATON asked whether the wording [in Anendnent 3]
is clear enough to allow the legislature to change the tax
structure between now and project sanction.

CO CHAIR SAMIJELS said that is certainly the intent.

CO CHAI R RAMRAS expressed disfavor with the 14-year tinefrane
outlined in proposed AS 43.82.255(b), with the 25-year tinefrane
outlined in proposed AS 43.82.255(c), and with the concept of
fiscal balancing as outlined in proposed AS 43.82.255(c).

CO CHAIR SAMJELS, in response to a question, relayed that the
definition of, "full project funding" is located in statute
under the Al aska Stranded Gas Devel opnent Act: "full project
fundi ng" nmeans full approval by a party to a contract under AS
43.82.020 for the expenditure of +the capital necessary for
construction and operation of the approved qualified project
that is subject to the contract".

CO CHAI R RAVRAS expressed favor with proposed AS 43.82.255(a),
guestioned the math being used to justify the use of the 1l4-year
timeframe in proposed AS 43.82.255(b), and remarked on
conversations he'd had wth the Senate president regarding the
various timeframes for different aspects of the project -
specifically that he was under the inpression that full capita
cost recovery could occur wthin double the nunmber of years it
takes to construct the project.

COCHAIR SAMJELS offered his wunderstanding that it would be
roughly five years before project sanction occurs, followed by
five years of construction, and then another seven years after
that for full capital cost recovery to occur

CO- CHAIR RAMRAS said he interprets the |anguage in proposed AS
43. 82.255(b) that says, "whichever date is later, and ending 14
years after that date,” to mean that there will be a project
sanction period - which goes for five years - and then the "14-
year clock starts running after” the four or five years it takes
to obtain project sanction.

CO CHAIR SAMUJELS, concurred, and in response to conments and
questions wherein an exanple of a starting date was given, said
that the 25-year period begins on the effective date of the ASGF
Contract. Thus, every year of delay of the project from the
contract's effective date is a year less that the producers have
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to take advantage of the fiscal balancing mechanism referred to
in proposed AS 43.82.255(c). In response to coments and a
question, he indicated that all of proposed AS 43.82.255(c)
pertains to fiscal balancing.

3:12: 36 PM

CO-CHAIR SAMIJELS, in response to queries, reiterated his
explanation of Anmendnent 3 and the aforenentioned three-part
scenari o, and offered his understanding that the fiscal
bal anci ng agreenent provided for by proposed AS 43.82.255(c)

will allow changes to be nade to the terns related to oil while
al so requiring that the econonm c positions of the parties remain
"flat." He pointed out, though, that proposed AS 43.82.255(c)

may never cone into play, depending on how soon project sanction
is obtained [and how soon after that that the project actually
gets built].

REPRESENTATI VE LeDOUX asked why they would bother to change the
contract if under proposed AS 43.82.255(c) the economc
positions of all parties remains the sane.

CO CHAI R SAMUELS suggested that proposed AS 43.82.255(c) serves
as a conpronmise, and offered that there may be nmany reasons to
renegotiate the terms of the contract that "don't affect the
noney. "

REPRESENTATI VE LeDOUX questioned, though, why they shouldn't
al ways be able to renegotiate such terns.

CO CHAIR SAMUELS characterized that as a legitimte argunent
[ agai nst locking in the terms of the agreenent].

REPRESENTATI VE CRAWORD asked what the practical effect will be
of leaving the terns pertaining to oil open for renegotiation
during the period prior to project sanction. He also raised the
guestion of what mght happen if M dAnerican Energy Holdings
Conmpany or TransCanada PipeLines Limted decides to build a
pi pel i ne.

COCHAIR SAMJELS, to the latter question, remarked that the
whol e thing would be a noot point and everything would have to
be renegoti at ed. In response to another question, he ventured
that the provisions of Amendnent 3 would only apply if the ASGF
Contract passes, because the provisions of the ASG- contract
that propose to lock in the terns pertaining to oil are unique
to that contract. He offered that wunder Amendnent 3, the
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concerns that the industry doesn't really want to build the
pipeline to begin with should be alleviated by the fact that if
they don't build the gas pipeline - if the producers don't get
to project sanction - then the legislature can change the [oil]
taxes whenever it wants and as often as it wants regardl ess of
whet her a contract has been signed.

3:19:16 PM

REPRESENTATI VE SEATON questioned whether the proposed fiscal
bal anci ng agreenment provided for in proposed AS 43.82.255(c) of
Amendrment 3 would also be applied in cases involving changes to
muni ci pal taxes.

COCHAIR SAMJELS indicated that it would. In response to
comments, he reiterated his belief that the provisions of
Amendnent 3 would only apply to the ASGF Contract and only if
that specific contract is approved and execut ed.

CO CHAIR RAMRAS argued that Anmendnment 3 does not specifically
refer to the ASGF Contract.

CO CHAIR SAMIJELS pointed out, however, that Amendnment 3 does
specify that the contract to which it applies nmust have been
devel oped under AS 43.82.020, the Alaska Stranded Gas
Devel opnent Act, which is [purportedly] what the ASG- Contract
was devel oped under.

REPRESENTATI VE SEATON questioned whether Amendnent 3 really only
applies to PILT on oil.

CO CHAI R SAMUELS offered his understanding that Amendnent 3 wl|
apply to a contract developed under AS 43.82.020 that also

happens to provide for PILT on oil, adding that he is assum ng
that there will be PILT in situations where oil taxes are | ocked
in.

MR. DONOHUE indicated that it is the intent of the parties to
have the production profits tax (PPT) incorporated into a
contract so as to ensure that it plays a roll in providing
fiscal certainty to the producers.

CO-CHAIR SAMUJELS, in response to coments, suggested that
Amendnent 3 should be clarified with regard to whether it only
applies to PILT on oil.

3:24: 55 PM
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CO CHAI R SAMUELS, in response to other questions, indicated that
the intention [wth Amendnent 3 - and] in relation to Amendnent
2, as anmended - would be that whatever terns were in place at
time of project sanction with regard to oil would be |ocked in;
therefore, at the time of project sanction, the legislature wll
have to decide what the rates on oil should be set at.

REPRESENTATI VE LeDOUX surm sed, then, that that rate would not
necessarily be "today's rate" because the rates on oil can
change up until the time of project sanction.

CO- CHAI R SAMUELS concurred, and said that that is the intent.

REPRESENTATI VE GATTO referred to the definition of, "ful
project funding” in the Al aska Stranded Gas Devel opnent Act, and
surm sed that the producers wouldn't necessarily have to accept
a tax rate that they felt was unreasonabl e.

CO CHAI R SAMUELS concurred, suggesting that in such a situation
the producers could sinply decide not to pursue project

sanction. In response to a comment, he reiterated that there is
no fiscal certainty being provided until project sanction is
obt ai ned.

CO CHAIR RAMRAS nentioned nerger and acquisition activity, and
suggested that the return that the producers and the State of
Al aska, through the Alaska Natural Gas Pipeline Corporation
("ANGPC'), will enjoy will be nassive. He opined that although
sonme degree of fiscal certainty should be provided for, a period
of 14 years is too long, and that there is no need for fisca
bal anci ng after the expiration of that period.

3:30: 27 PM

CO CHAIR RAMRAS made a notion to anend Amendnent 3: to replace
"14" wth "10" in proposed AS 43.82.255(b), and to delete
proposed AS 43.82.255(c).

CO CHAIR SAMUELS reconmended dividing the question, and asked
whet her a change to 12 years would be anenabl e. [ Al t hough the
notion was not restated, Co-Chair Sanuels treated the question
as divided and announced that Anendnent 3 was anended by
replacing "14" with "12" in proposed AS 43.82.255(b).]

COCHAIR RAMRAS [nmde a notion to] del ete proposed AS
43.82. 255(c) from Arendnment 3, as anended.
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CO CHAI R SAMUELS obj ect ed.

CO CHAIR RAMRAS said he objects to the notion of having to
| essen taxes in one area because the taxes in another area have
been rai sed.

REPRESENTATI VE CRAWFORD asked what wi |l happen after the 12-year
timeframe has passed if proposed AS 43.82.255(c) is del eted.

CO CHAI R SAMUELS opined that deleting proposed AS 43.82.255(c)
wWill result in there not being any fiscal certainty on oil.

CO CHAI R RAMRAS expressed favor with that concept.

CO CHAI R SAMUELS said that he would be maintaining his objection
to deleting proposed AS 43.82.255(c) from Amendnent 3, as
anended. He offered his belief that conmpanies which "take firm
transportation commtnents" wll be "on the hook to pay" even
after capital cost recovery has been achieved and regardl ess of
the price of gas, and suggested that sonme sort of stability
shoul d be provided for the life of the contract.

CO CHAI R RAMRAS argued that those conpanies will also be reaping
extraordinary benefits, and opined that fiscal balancing is
sinply a way of capping the state's share of revenue - sonething
that he objects to as being bad policy.

3:36: 34 PM
REPRESENTATI VE SEATON pointed out that Anmendnent 3, as anended,

proposes to affect oil rates, whereas the aforenentioned firm
transportation conmtnents pertain to gas.

A roll call vote was taken. Representatives Elkins, Gtto,
LeDoux, O son, Seaton, Crawford, and Kapsner voted in favor of
t he second amendnent to Anendnent 3, as anmended.
Representati ves Ranras and Sanuel s voted against it. Therefore,

the second anmendnent to Amendnent 3, as anended, was adopted by
a vote of 7-2.

REPRESENTATI VE SEATON nade a notion to conceptually anend
Amendrment 3, as anended [twice], such that proposed AS
43.82.255(a) be altered by adding the word, "may" between the
words, "section" and "apply", and by adding words on the end to
specify the comrittee's intent, for exanple, sonething along the
lines of, "certainty for fiscal terns for oil do not apply until
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project sanction and will be the terns in place at the tinme".
There being no objection, Anendnent 3, as anmended [twi ce], was
agai n anended.

CO CHAI R SAMUELS renoved his objection, and asked whether there
were any further objections to Amendnent 3, as anended. There
bei ng none, Amendnent 3, as anended, was adopt ed.

3:39:19 PM

[Followng was a brief discussion regarding which anmendnent
woul d be taken up as Anendnent 4.]

REPRESENTATI VE GATTO nmade a notion to adopt Amendnent 4, | abel ed
24- GH2046\ A. 3, Bailey, 6/3/06, which, along wth additional
text, read:

Page 3, line 25:
Delete "long-termfiscal [BEST]"
| nsert "best"

Page 4, follow ng line 23:
Insert a new bill section to read:
"* Sec. 6. AS 43.82.210(b) is anended to read:

(b) If the comm ssioner chooses to develop
proposed terns under (a) of this section, the
commi ssioner shall, if practicable and consistent with
the best [LONG TERM FISCAL] interests of the state
develop the terns in a manner that attenpts to bal ance
the follow ng principles:

(1) the terms should, in conjunction wth
ot her factors such as cost reduction of the project,
cost overrun risk reduction of the project, increased
fiscal certainty, and successful narketing, inprove
the conpetitiveness of the approved qualified project
in relation to other developnent efforts ainmed at
suppl yi ng the sane narket;

(2) the terns should accomopdate the
interests of the state, affected nunicipalities, and
the project sponsors under a w de range of econonic

condi ti ons, pot enti al pr oj ect struct ures, and
mar ket i ng arrangenents;
(3) t he state's and af fected

muni ci palities' conbined share of the economc rent of
the approved qualified project wunder the contract
should be relatively progressive; that is, the state's
and affected nunicipalities' conbined annual share of
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the economic rent of the approved qualified project
general ly should not increase when there are decreases
in project profitability, or decrease when there are
increases in project profitability;

(4) t he state's and affected
muni ci palities' conbined share of the economc rent of
the approved qualified project wunder the contract
should be relatively lower in the earlier years than
in the |ater years of the approved qualified project;

(5) the terns should allow the project
sponsors to retain a share of the economc rent of the
approved qualified project that 1is sufficient to

conpensate the sponsors for risks under a range of
econom ¢ circunst ances;

(6) the terms should provide the state and
affected municipalities with a significant share of
the economc rent of the approved qualified project,
when discounted to present value, under favorable
price and cost conditions;

(7) the nethod for calculating the periodic
paynent in lieu of certain taxes under the contract
shoul d be cl ear and unanbi guous; and

(8) while cost calculations for the
approved qualified project under the contract should
be based on anmounts that closely approximte actual
costs, agreed-upon formulas reflecting reasonable
econonmi ¢ assunptions should be used if possible to
pronote adm nistrative certainty and efficiency."

Renunber the follow ng bill sections accordingly.

Page 6, following |line 8:

Insert a new bill section to read:
"* Sec. 11. AS 43.82.260(d) is anmended to read:
(d) The comm ssioner may not unreasonably

wi t hhol d approval under (a) of this section, but may
condition the approval in any way reasonably necessary
to protect the best [FISCAL] interests of the state
and to further the purposes of this chapter.™

Renunber the followi ng bill sections accordingly.

Page 6, following line 18:

Insert new bill sections to read:
"* Sec. 13. AS 43.82.310(b) is anmended to read:
(b) If requested by the applicant, information

provided to the comm ssioner of revenue or the
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commi ssioner of natural resources under AS 43.82.300
shal | be kept confidential if the comm ssioner
receiving the information determ nes, upon an adequate
showi ng by the applicant, that the information

(1) is a trade secret or other proprietary
research, developnent, or commercial information that
the applicant treats as confidential;

(2) affects the applicant's conpetitive
position; and
(3) has comercial value that nmay be

significantly dimnished by public disclosure or that
public disclosure is not in the best [LONG TERM
FI SCAL] interests of the state.

* Sec. 14. AS 43.82.310(c) is anended to read:

(c) Information determned to be confidential
under (b) of this section is confidential under that
subsection only so long as is necessary to protect the
conpetitive position of the applicant, to prevent the
significant dimnution of the commercial value of the
information, or to protect the best [LONG TERM FI SCAL]
interests of the state. The conm ssioner of revenue or
the conm ssioner of natural resources, as appropriate,
may not release information that the comm ssioner has
previously determ ned to be confidential under (b) of
this section wthout providing the applicant notice
and an opportunity to be heard.

* Sec. 15. AS 43.82.400(a) is anended to read:

(a) If the comm ssioner develops a proposed
contract under AS 43. 82. 200 - 43. 82. 270, t he
comm ssi oner shal

(1) make prelimnary findings and a

determ nation that the proposed contract terns are in
the best [LONG TERM FI SCAL] interests of the state and
further the purposes of this chapter; and
(2) prepare a proposed contract that
includes those terns and shall submt the contract to
t he governor.
* Sec. 16. AS 43.82.430(b) is anended to read:
(b) After considering the material described in
(a) of this section and securing the agreenent of the
other parties to the proposed contract regarding any
proposed anendnents prepared under (a) of this

secti on, if the comm ssioner determnes that the
contract is in the best [LONG TERM FI SCAL] interests
of the state, the conmm ssioner shall submt the

contract to the governor."

HOUSE RES COW TTEE -27- June 3, 2006



Renunber the followi ng bill sections accordingly.

Page 10, |ine 23:
Delete "Sections 1 - 12, 15, 16, and 18"
| nsert "Sections 1 - 18, 21, 22, and 24"

Page 10, |ine 25:
Del ete "Section 17"
| nsert "Section 23"

CO CHAI R SAMUJELS obj ected for the purpose of discussion

REPRESENTATI VE GATTO, indicating that Anmendnment 4 pertains to
the issue of "best interest findings," and using an exanple
regarding coal bed nethane (CBM drilling and the Matanuska-
Susitna (Mat-Su) valley, offered his belief that the term
"long-term fiscal interests" could be interpreted to preclude
the consideration of any other factors such as whether an action
is really in the best interests of the people of the state. He
suggested that the long-termfiscal interests can be included as
part of a best interest finding.

3:42: 56 PM

REPRESENTATI VE SEATON pointed out that Amendnent 4 conforns the
standard used in HB 2004 to that used in the Al aska Stranded Gas
Devel opnent Act.

MR. JARDELL said the admnistration opposes Anendnent 4.
Changing the standards retroactively - wth regard to the
process that the parties have been engaged in - would create
enornmous problenms nmoving forward. "Although it is a consistency
problem | would much prefer to |leave the current statute al one
and continue with the best interest finding at the end, and
utilize two different standards, than to retroactively change
the standards that we have used to date," he remarked, adding
that the ASG- Contract [shouldn't] be conpared wth the
af orenenti oned exanple involving CBM He went on to say:

Here, the best interest finding becones a proposal to

the |egislature. It's not bi ndi ng, it's not
determ nati ve. If we make the best interest finding
as it's currently witten, we submt the contract to
the legislature, and the legislature wll have the
decision, ultimately, to make the decision of best
i nterest. The best interest finding here really is

just a step before you propose the contract to the
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| egislature for the legislature to nmake the decision
of whether it's in the best interest of the state. So
the protections afforded to the people of vyour
district are that you have a chance to look at it,
make that determ nation, before inplenentation. And
so | really don't think that [the issues that] were
raised in the [CBM situation] really have an
application to how this will go ... forward and how it
w Il be inplenented.

MR. JARDELL, in response to a question, relayed that the "l ong-
term fiscal interest" standard was used from the start in the
negoti ati on process.

MR. DONOHUE explained that the prelimnary fiscal interest
findings have already been issued and the basis for those
findings is an ultimte decision, a determnation, that on a
prelimnary basis this contract satisfies the "long-term fisca
interests of the state"” criterion. The final findings that wll
be nmade after the public review process, after the legislative
comment period, and after the renegotiation period, is subject
to the sane long-termfiscal interest finding requirenent and an
additional requirenent, which is that the conmm ssioner find that
the contract is in conformty with the law, "which is one of the
reasons we're here today," he added, "to nobve the conform ng

amendnents bill to allow the commssioner to nmke those
findings." There is only one place in the Al aska Stranded Gas
Devel opnent Act where the term "best interests" is used,
whereas the term "long-termfiscal interests" is used nmuch nore
pervasively, and the goal wth the bill's proposed |I|anguage

change is to mmke the termnology consistent throughout the
Al aska Stranded Gas Devel opnent Act.

3:48: 02 PM

REPRESENTATI VE LeDOUX asked why, if the ASGF Contract really is
in the best interests of the state, couldn't the conm ssioner
sinply review the testinony, cone to the conclusion that the
contract is in the best interests of the state, and anmend the
findings to say that such is the case if indeed it really is.

MR. JARDELL said that if the term "best interests" is left in
statute, it would require that a best interest finding be nmade
prior to the ASGF Contract being forwarded to the |egislature
He added:
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If you want a best interest finding, if that is the
desire of the legislature or this commttee, then I
woul d  suggest that C I nstead of changing -
retroactively - all of the standards, that you just
| eave the best interest finding, and that would
require a best interest finding before the contract
gets submtted to the |egislature.

REPRESENTATI VE LeDOUX surm sed, then, that the admnistration
can live with the first portion of Anmendnment 4 - that which
proposes to change the | anguage on page 3, line 25, of HB 2004 -
but not with the remai nder of Anendnent 4.

MR. JARDELL i ndi cated agreenent.
REPRESENTATI VE ~ CRAWFORD opined that there is either a

consi stency problem or there is not, and surmsed that [the
adm nistration sinply] didn't want "the rest of the contract” to

be consistent with "best interests.” There are a lot of
interests that do not necessarily fall under the term "fiscal
interests”, he remarked, adding that he believes the State

shoul d be negotiating for the best interests of the state, not
just for the long-term fiscal interests; the concept of |ooking
out for the best interests of the state is central to what they
as | egislators should be doing.

MR, JARDELL said that the admnistration thinks it would be
better if the information it dissemnates to the public is based
on the sane standard as "the final standard,” and offered his
belief that the admnistration always works for best interests
of the state.

REPRESENTATI VE CRAWCORD offered his understanding that the
courts have already defined the term "best interests" but have
not yet done so for the term "long-term fiscal interests”,
adding his belief that using the term "best interests"” wll
provi de protection to the state, protection that is backed up by
the courts.

CO CHAI R SAMUELS asked whether Amendnent 4 was intended to act
retroactively; in other words, was it neant to change the
standard for work that has al ready been done.

3:54: 06 PM
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REPRESENTATI VE GATTO offered his belief that "long-term fisca
interests” is already included in "best interests”. He
remar ked:

My thoughts about M. Jardell's statenent that at the
end of the process you wll be able to rule
i ndividually on whether or not this contract satisfies
the best interests of the state, that would nean, at
that point, when it was done, we would have to now go
back and review the entire contract all over again and
try to determine for ourselves whether or not any
specific part was in the best interests of the state.
I can |ook at, and accept, as |[Representative
Crawford] ... has said, that we can rely on sone other
people to wuse court-determ ned defined actions and
rulings of what the best interest is. W do not have
a single ruling on what a long-term fiscal interest
is, so we are leaving ourselves wde open to
nul i fying what the best interests of the state are.

REPRESENTATI VE GATTO suggested that by adopting Amendnent 4, it
woul dn't necessarily follow that the parties would have go back
and change anything, because the ASG- Contract already addresses
the issue of long-term fiscal interests, and so using the term
"best interests" nerely adds another neasure by which to
consider the terns of the contract.

CO CHAIR SAMUELS expressed concern with changing the standard
retroactively.

MR. JARDELL pointed out that currently, the Alaska Stranded Gas
Devel opnent Act - in AS 43.82.210(b) - speaks to devel oping
terms that in addition to being in the long-term fiscal
interests of the state, should bal ance certain principles, those
princi pl es bei ng:

(1) the terns should, in conjunction with other
factors such as cost reduction of the project, cost
overrun risk reduction of the project, increased
fiscal certainty, and successful marketing, inprove
the conpetitiveness of the approved qualified project
in relation to other developnent efforts ainmed at
suppl yi ng the sane narket;

(2) the ternms should accommpdate the interests of
the state, affected municipalities, and the project
sponsors under a w de range of economc conditions,
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pot enti al pr oj ect struct ures, and mar ket i ng
arrangemnents;

(3) the state's and affected nunicipalities'
conmbi ned share of the economc rent of the approved
qualified project under the contract should be
relatively progressive; that 1is, the state's and
affected mnunicipalities' conbined annual share of the
economic rent of the approved qualified project
generally should not increase when there are decreases
in project profitability, or decrease when there are
increases in project profitability;

(4) the state's and affected nmunicipalities'
conbi ned share of the economc rent of the approved
qualified project under the contract should be
relatively lower in the earlier years than in the
| ater years of the approved qualified project;

(5) the terns should allow the project sponsors
to retain a share of the economc rent of the approved
qualified project that is sufficient to conpensate the
sponsors for risks under a range of econoni ¢
ci rcumnst ances;

(6) the ternms should provide the state and
affected municipalities with a significant share of
the economic rent of the approved qualified project,
when discounted to present value, wunder favorable
price and cost conditions;

(7) the nethod for <calculating the periodic
paynment in lieu of certain taxes under the contract
shoul d be cl ear and unanbi guous; and

(8) while cost calculations for the approved
qualified project under the contract should be based
on anounts that «closely approximte actual costs,
agreed-upon fornulas reflecting reasonable economc
assunptions should be wused if possible to pronote
adm nistrative certainty and efficiency.

MR. JARDELL also pointed out that the ASG- Contract is a
"fiscal"™ contract. He assured the commttee that if the
adm ni stration cannot nmake a best interest finding, it wll not
go forward with the ASGF Contract.

REPRESENTATI VE LeDOUX nmade a notion to anmend Anmendnent 4, to
del ete everything but the change proposed to page 3, line 25, of
HB 2004.

REPRESENTATI VE GATTO obj ect ed. He referred to a June 1, 2006
menorandum witten by Dennis Bailey, Legislative Legal and
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Research Services, and relayed that M. Bailey has said that the
Al aska Suprene Court has addressed interpretation of the "best
interest” findings and summari zed it but has not done so for the
term "long-term fiscal interests” Representative Gatto opined
that using an undefined term will conplicate matters nore than
W Il using established term nol ogy already defined by the Al aska
Suprene Court. He reiterated his belief that using the term
"best interests" won't occasion drastic changes, because a best
interest finding will find that the long-term fiscal interests
are al ready net.

3:59:26 PM

COCHAIR SAMIJELS expressed favor wth the anendnent to
Amrendnent 4.

REPRESENTATI VE SEATON expressed disfavor wth changing the
standard retroactively, but opined that the conm ssioner's final
determ nation should be a best interest finding. He asked
whet her the anmendnent to Anendnment 4 will result in the later.

CO- CHAI R SAMUELS and REPRESENTATI VE LeDQOUX offered their belief
that it woul d.

REPRESENTATI VE LeDOUX opined that the Alaska Stranded Gas
Devel opnent Act should have used the term "best interests”
t hroughout to begin wth. However, as long as a best interest
finding is made before the contract goes forward, she remarked,
then she will be satisfied.

REPRESENTATI VE SEATON asked whether a legal challenge to the
comm ssioner's finding would be to the final finding, that being
a best interest finding.

JARDELL said it woul d.

A roll call vote was taken. Representati ves Elkins, LeDoux,
A son, Seaton, and Sanuels voted in favor of the anendnent to
Arendnent 4. Representatives Gatto, Crawford, and Ranras voted
against it. Therefore, the amendnent to Anendnent 4 was adopted
by a vote of 5-3.

CO CHAIR SAMJELS asked whether there were any objections to
Arendnent 4, as anended. There being none, Anendnent 4, as
anmended, was adopt ed.

4:03:16 PM
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REPRESENTATI VE SEATON nade a notion to adopt Anendnent 5,
| abel ed 24- GH2046\ A. 4, Bailey, 6/3/06, which read:

Page 3, line 27, through page 4, line 2:

Delete all material and insert:

"(b) A contract devel oped under this chapter may
not include a waiver of the state's sovereign or other
imunity."

Page 10, |ine 14:
Delete "and (b)"

CO CHAI R SAMUELS obj ected for the purpose of discussion

REPRESENTATI VE SEATON nade a notion to anmend Anmendnent 5, to
delete the words, "or other" from the |anguage that would be
inserted. There being no objection, Anmendnent 5 was anended.

REPRESENTATI VE SEATON offered his belief that the |egislature
did not intend, in the Al aska Stranded Gas Devel opnent Act, to
wai ve the state's sovereign imunity, and opined that doing so
woul d put the state in a very bad position.

REPRESENTATI VE LeDOUX noted, though, that if Anmendnent 5, as
anended, is adopted, there will be no way for the state to
settle disputes, adding her belief that the State waives its
sovereign imunity in just about any commercial transaction it
engages in.

REPRESENTATI VE SEATON pointed out that nothing in Anmendnent 5,
as anmended, says that the State cannot waive sovereign imunity;
instead, it says that the contract ternms may not include a
wai ver of the state's sovereign inmmunity. He offered his belief
that the State can always waive its immunity.

4:05:51 PM

REPRESENTATI VE LeDOUX argued that generally speaking, when
people enter into a contract with the State, they want to know

in advance whether they will be able to bring suit against the
state; they don't want the State to just be able to decide on a
case- by-case basis whether it will waive its sovereign inmunity
in one particular situation but not in another. If the latter

were the case, the State could sinply decide not to waive
sovereign imunity in cases it thinks it mght |ose. Al t hough
not a proponent of the ASGF Contract's "fiscal certainty”
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provi sions, she remarked, she does believe that parties to an
agreenent should be given certainty with regard to being able to
seek renedy through the court system

REPRESENTATI VE SEATON expressed disbelief that the State waives
its sovereign imunity in every contract, for exanple, that the
Department of Transportation & Public Facilities (DOT&PF) enters
i nto.

REPRESENTATI VE LeDOUX posited that such a waiver is probably
i ncl uded as boil erplate | anguage in DOT&PF contracts.

CO CHAIR SAMUELS questioned whether, if a provision requiring
the State to waive its sovereign immunity is not included in the
ASG- Contract, could the State then sinply nmake a determ nation
on a case-by-case basis - every time a dispute arises -
regardi ng whether it will waive sovereign imunity.

REPRESENTATI VE SEATON offered his belief that typically the
State allows itself to be sued.

MR. JARDELL said he can't provide information on DOT&PF
contracts at this tinme, but offered his understanding that the
State does waive sovereign immunity in every contract
furthernore, the State is routinely sued "under contract, in
guasi -contract, and torts - otherwise, no one would enter into a
contract with us." He indicated that Anendnent 5, as anended
causes sone concern on a policy |level because sovereign inmunity
needs to be waived in order for the State to be sued or to enter
into arbitration. He offered his belief that |ack of an express
wai ver of sovereign imunity wll prevent the project from going
forward; furthernore, the State wants to be able to utilize the
tool of arbitration - and such would not be possible w thout an
express waiver - because the potential benefits of doing so far
outwei gh any potenti al pr obl ens, particularly given that
arbitration, which is utilized in comrercial transactions all
over the world, is a quick and efficient nethod of resolving
di sput es.

MR. JARDELL also pointed out that the |anguage currently in the
bill - along with Arendnent 1, as anended - nerely provides the
authority for the negotiators to consider inserting waiver
| anguage in the ASGF Contract, and that the administration did
not feel that providing such authority was [an unreasonabl e]
concession given the focus on negotiating for terns that would
result in higher revenue streans for the state. In response to
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a question, he offered his understanding that sovereign inmunity
is usually waived via statutory | anguage.

MR. DONOHUE explained that there is a constitutional provision
which says that the legislature shall establish procedure for
suits against the state; thus the notion of sovereign inmunity
is totally a legislative policy decision. Certain causes of
action are allowed to be brought against the state on a regular
basis, and certain causes of action are precl uded.

MR. JARDELL posited that the |anguage [of Anendnent 5, as
anended] could be read to say that the state may not waive its
sovereign immunity in the ASG- Contract, and thus the state
woul d be forced to assert sovereign inmunity.

4:16: 49 PM

A roll call vote was taken. Representatives Gatto, Seaton

Crawford, and Kapsner voted in favor of Anmendnent 5, as anended.
Represent ati ves El kins, LeDoux, O son, Ranras, and Sanuels voted
against it. Therefore, Amendnent 5, as anended, failed by a
vote of 4-5.

[Following was a brief discussion regarding which anmendnent
woul d be taken up as Amendnent 6. ]

The commttee took an at-ease from4:18 p.m to 4:23 p. m

REPRESENTATI VE SEATON nmde a notion to adopt Anendnent 6,
| abel ed 24- GH2046\ A. 5, Wayne, 6/3/06, which read:

Page 3, line 26:
Del ete "a new subsecti on”
| nsert "new subsecti ons"

Page 4, followng line 2:
I nsert a new subsection to read:

"(c) If the comm ssioner approves an application
and proposed project plan wunder AS 43.82.140 and
devel ops a contract that does not by its terns require
a party to conplete the project named in the contract,
the contract nust, at a mninum contain

(1) a list of each and every specific act a
party to the contract nust acconplish before fully
commtting to conpletion of the project naned in the
contract, a description of each act, and a tineline
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fromstart to finish that the party shall follow while
acconpl i shing each act;

(2) a conpletion date, which may only be
changed with the comm ssioner's consent, for each act
listed as required by (1) of this subsection;

(3) a commt-in-full date by which a party
must fully conmmt to conpletion of the project naned
in the contract; and

(4) | anguage allow ng the conm ssioner to
termnate a contract with a party if the party does
not conplete an act by its corresponding conpletion
date or fully conmt by the commt-in-full date."

CO CHAI R SAMUELS obj ected for the purpose of discussion

REPRESENTATI VE SEATON explained that Amendnent 6 addresses
specific work commtnments as outlined on page 5 of the
af orenenti oned May 29 nenorandum by Barnes & Cascio, LLP. He
opined that the state needs a set of work conmmtnents that wll
lead to project sanction. However, given that the nenorandum
pertains to prelimnary docunents, Representative Seaton
remarked, he is going to withdraw Anmendnent 6 at this tine, and
allow commttee menbers and the adm nistration tine to consider
this issue further so as to be able to address it later.
[ Amendnent 6 was wi t hdrawn. ]

CO CHAI R SAMUELS relayed that M. Barnes is continuing to review
this issue.

4:25:35 PM

REPRESENTATI VE SEATON nade a notion to adopt Amendnent 7, which
read [original punctuation provided]:

Page 7 subsection (d), Delete all materi al

| nsert: "A collateral agreenent negotiated by the
conmmi ssioner necessary to inplement a contract that
has been authorized by the Ilegislature nust be
approved by the legislature.”

CO CHAI R SAMUELS obj ect ed.

The commttee took two short at-eases between 4:26 p.m and 4:27
p. m

CO- CHAI R SAMUELS announced that Anmendnent 7 has been w t hdr awn.
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REPRESENTATI VE SEATON [nmade a notion to adopt] Amendnent 8,
whi ch read [original punctuation provided]:

Page 4 line 23 after conmm ssioner
Insert "except for a tax inposed by a voter approved
initiative."

CO- CHAI R RAMRAS obj ect ed.

REPRESENTATI VE SEATON indicated that Anmendnent 8 wll prevent
the administration from repealing a voter-approved initiative
regarding a reserves tax via |anguage in the ASG- Contract.

4:29:01 PM

CO CHAIR RAMRAS said he supports [the goal of] Amendnent 8 but
woul d prefer to sinply del ete proposed AS 43.82.210(a)(8).

REPRESENTATI VE SEATON poi nted out that the |anguage currently in
proposed AS 43.82.210(a)(8) is part of the existing Al aska
Stranded Gas Devel opnent Act, and surmsed that there nmay be
ci rcunstances in which the issue of other taxes m ght need to be
addressed in future contracts.

CO- CHAI R RAMRAS renoved his objection.
CO CHAI R SAMUELS obj ect ed.

REPRESENTATI VE CRAWORD said he agrees with [the concept of]
Amendnent 8. He added:

| think that the reserves tax is one of the reasons
why we're here and why we're actually debating this;
Wi thout the reserves tax inpetus | think that we would
have rocked on for a nunber nore years with our gas
| angui shing in the ground in Prudhoe Bay.

CO CHAI R SAMUELS opined that a reserves tax will have an inpact
on the economics of the project, and that if [the underlying
issue] isn't addressed in the final contract, then the contract

won't be approved by the |egislature. He offered his
understanding that indemification won't nullify the reserves
tax, rather it will nerely provide for a rebate, and suggested

that one solution would be for the admnistration to nmake it
easier for the state to get out of the contract.

HOUSE RES COW TTEE - 38- June 3, 2006



REPRESENTATI VE SEATON, in response to a question, indicated that
Amendnent 8 is intended to address the issue of whether the
adm nistration should be allowed to negotiate a contract that
will result in nullifying a voter-approved initiative. He
offered his understanding that even though the I|egislature has
to wait two years, such an initiative could be changed or
repealed by the legislature long before project sanction is
obt ai ned.

4:36:24 PM

REPRESENTATI VE CRAWORD suggested that [the reserves tax] wll
not add any costs to the project or <change the project's
econom cs; rather, it sinply acts as a penalty if producers
don't sell the gas or contract to transport it. As long as the
producers do those things in a tinely manner, the tax 1is
refunded to them

REPRESENTATI VE  GATTO questioned whether the reserves tax
initiative could affect a contract that's al ready been approved.

MR. JARDELL posited that the admnistration thinks it is likely
to have a contract prior to the vote on the reserves tax
initiative taking place.

MR. DONOHUE said that assuming the fiscal certainty provisions
of the ASGF Contract are found to be constitutional, they would
in effect indemify the producers from a reserves tax, whether
such a tax cones about via the initiative process or via
statutory changes.

CO CHAI R SAMUELS offered his belief, though, that the tax system
proposed by the initiative would be on gas that has not been
pr oduced.

REPRESENTATI VE GATTO asked whether a voter initiative requiring
Al aska hire could affect the ASGF Contract.

MR. DONCHUE suggested that that issue raises other state and
federal constitutional questions.

REPRESENTATI VE GATTO said he is nerely questioning whether any
voter initiative could affect the ASGF Contract.

MR. DONCHUE offered his belief that federal contract |aw and the
ASG- Contract's provisions allowing for fiscal certainty would
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prohibit an initiative from having any affect on "contractual
ri ghts under the agreenent.”

CO- CHAIR RAMRAS said his concern is that the indemification
would begin with the signing of the contract and not with the
| anguage adopted via Amendnent 3, as anended, and therefore he
wi |l be supporting the adoption of Amendnent 8.

CO CHAIR SAMIJELS raised the issue of net present value, and
opi ned that the "front-end noney ... takes the econom cs away."

CO CHAIR RAMRAS said he rejects the argunent that a reserves tax
has anything to do with the construction of a gas pipeline;
rather, they are separate and apart, and he objects to the
formula that "throws it into the net present value conputation.”
He indicated that he doesn't support the reserves tax
initiative, but supports protecting the rights of the people to
interpret issues differently, adding that he did not beconme a
| egislator in order to thwart the will of the people.

CO CHAI R SAMJELS characterized [the reserves tax initiative] as
premat ur e.

REPRESENTATI VE CRAWORD nentioned that if the reserves tax
initiative passes, he intends to introduce legislation that wll
“plow all that noney into the project so that we don't harmthe
net present value" of the tax anount.

A roll call vote was taken. Representatives Gatto, LeDoux,
Seaton, Crawford, Kapsner, and Ranras voted in favor of
Amendnent 8. Representatives Elkins, dson, and Sanuels voted
against it. Therefore, Amendnent 8 was adopted by a vote of 6-
3.

4:46: 33 PM

CO CHAIR RAMRAS made a notion to adopt Conceptual Amendnment 9,
whi ch read [original punctuation provided]:

Page 4, Lines 17-18
Delete all of (5)
Page 4, Lines 22-23
Delete all of (8)

CO CHAI R SAMUELS obj ect ed.
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CO CHAIR RAMRAS noted that Conceptual Anmendnent 9 wll affect
t he | anguage just adopted via Anendnment 8. He said that nuch of
the TAPS goes through Fairbanks North Star Borough, which he
said derives a lot of fiscal stability from the taxes assessed
on the TAPS; t her ef or e, because he does not want the
conm ssioner to be able to affect the assessed value of either
the TAPS or a potential gas pipeline, he is proposing the
del eti on of proposed AS 43.82.210(a)(5) and (8).

CO- CHAIR SAMUJELS offered that the entire point of the Al aska
Stranded Gas Devel opnent Act, however, was to stabilize all the
taxes, including the property taxes; therefore, renoving one of
the taxes referred to in proposed AS 43.82.210(a)(1)-(8) could
result in property taxes [increasing dramatically] once the gas
pipeline is built.

REPRESENTATI VE LeDOUX questioned why the proposal is to delete
just paragraphs (5) and (8) and not also paragraphs (4), (6),
and (7), since that sanme analysis could be applied to those
par agraphs as wel|.

CO CHAI R RAMRAS acknowl edged that he was sinply being sensitive
to the recent assessnment challenge on the TAPS, and is concerned
about the subject matter just covered in Arendnent 8.

REPRESENTATI VE SEATON noted that proposed AS 43.82.210(a) speaks
to the issue of including ternms regarding PILT, allowing the
taxes included therein to be considered for PILT, and he does
not think this provision wll dimnish the tax anounts;
therefore, he doesn't think it wll be beneficial to delete
paragraphs (5) and (8) from proposed AS 43.82.210(a).

A roll call vote was taken. Representati ves El kins, Crawford,
Kapsner, and Ranras voted in favor of Conceptual Amendnent 9.
Representatives Gatto, LeDoux, O son, Seaton, and Sanuels voted

against it. Therefore, Conceptual Amendnent 9 failed by a vote
of 4-5.
4:52:21 PM

CO CHAIR RAMRAS made a notion to adopt Conceptual Anmendnent 10,
whi ch read [original punctuation provided]:

Page 6, line 20-Page 7, line 19

Del ete all | anguage
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| nsert

Sec. 11. AS 43.82 is anended by adding a new
section to read:

Sec. 43.82.437. Collateral Agreenents. (a) The
conmi ssioner of revenue with the concurrence of the
conm ssi oner  of nat ur al resources nmay negotiate
collateral agreenments that are required to inplenent
the state's acquisition of an ownership interest in
the project and each project entity to be created to
own and operate any part of the project that is the
subject of a proposed contract devel oped under this

chapter. Each such collateral agreenent shall be a
condi tion subsequent to t he pr oposed contract
devel oped under this chapter, shall be subject to

review and aut hori zati on to execut e by t he
| egi slature, and upon approval may be entered into by
the public corporation as provided in (b) bel ow The
authority of the comm ssioner of revenue to negotiate
collateral agreenents on behalf of the state | apses
180 days after the effective date of +the |aw
authorizing the contract under AS 43.82.435, provided,
that with respect to collateral agreenents submtted
by the comm ssioner of revenue to the |legislature
within the 180 day tinme limt, the tinme |imt shall be
extended to 5 days after authorization has been
approved. Each project entity collateral agreenment to

be negotiated shall incorporate the followi ng mninum
el enent s:

(1D if organized to do business in the state,
the project entity shall be a Ilimted liability

conpany organi zed under the Alaska Revised Limted
Liability Conpany Act, AS Chapter 10.50 ("Al aska
Act");

(2) for project entities organized under the
Al aska Act, the operating agreenent adopted under AS
10. 50. 095, or equi val ent governi ng docunent for
project entities organi zed under other jurisdictions
("Operating Agreenent"), shall include the limtation
that the state's obligation to fund continuing capital
and operating obligations shall be subject to annua
appropriation by the legislature; and provide further
that the state's failure to appropriate a capital or
operating obligation shall not be deened a default of

HOUSE RES COW TTEE -42- June 3, 2006



the state's obligation, but shall be deenmed only to
reduce the state's ownership interest on a pro rata
basi s based upon t he anount of t he failed
appropriation relative to the amount of the capital or
operating obligations funded by the renaining project
OWners.

(3) the Operating Agreenent shall provide that
the state shall not agree to a waiver of sovereign
imunity without a reasonable nonetary limt on such
wai ver under the facts and circunstances; and provided

further, that the state shall not indemify, or
ot herwi se hold harm ess any person or entity that has
been adjudged in a judicial, admnistrative, or

alternative dispute resolution proceeding to be |iable
for negligence or m sconduct in the performance of the
person's or entity's duty or has been adjudged quilty
of a crine or had such crimnal adjudication wthheld
subject to probationary terns; provided further, that
the state may not elimnate clains for actual danages
incurred by the state, and may not elinmnate the
equitable rights to seek specific performance and
injunctive relief; and provided further that the
rights and limtations provided in this subsection
shall apply to collateral agreenents to be entered
i nto under AS 43.82. 437.

(4) the Operating Agreenent shall provide that
in the event of a dispute between or anong the nenbers
of the entity, a subsidiary entity, an affiliate of a
nenber, a nenber representative, and any other person
or legal entity that has a nenbership or ownership
interest in an owner entity of the project, such
di spute shall be subject to the dispute resolution
ternms and procedures set forth in the contract as
approved by the |egislature pursuant to AS 43.82.435.
The term "dispute” shall nean a dispute, natter,
controversy or claimarising out of or relating to any
owner entity of the project, to any ownership interest
in the project, to any agreenent between or anobng the
nmenbers or owners of any owner entity of the project
arising out of or relating to such owner entity of the
proj ect, or to the operation, managenent , or
i npl enent ati on of t he proj ect, i ncl udi ng its
i nterpretation, construction, per f or mance,
enforcenent, privileges, rights or obligations. Such
di spute resolution terns shall incorporate equival ent
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presunptions and burdens of proof as set forth for
civil trials in Rule 301, Presunptions in Ceneral in
Civi l Acti ons and Pr oceedi ngs, and Rule 302,
Applicability of Federal Law in Cvil Actions and
Proceedi ngs, Al aska Rul es of Evidence as anended.

(5) the Operating Agreenent shall provide that
t he managi ng nenbers and nenber representatives owe a
duty to act in the best interest of the entity and
performtheir duties in good faith towards the goal of
i npl enentation of the project.

(6) the Operating Agreenent shall provide that
the entity shall not effect a mnmaterial change or
anendnent to the Qualified Project Plan wi thout the
revi ew and aut horization of the |egislature.

(7) the Operating Agreenent shall provide that
the nmenbers of the governing body of any subsidiary
entity organized by the entity shall be the nenbers of
the governing board of the entity, unless otherw se
aut hori zed by the | egislature,

(8) the Operating Agreenent shall provide the
state the wunilateral right to initiate expansions of
the project, provided the state funds or obtains third
party funding from a credit worth custoner for each
such expansion or extension, and shall include terns
for voluntary expansion, including:

A) holding periodic (every 3-5 years)
bi ndi ng or non-binding open seasons to assess narket
demand for expansi on;

B) conm t to satisfy all credi tworthy
demands for capacity expansi on in r easonabl e
engi neering increnents;

C) comm t expansi on for credi tworthy
shi ppers i n | ess-t han r easonabl e engi neeri ng
i ncrements when such shippers commt to contributions
in aid of construction sufficient to keep the project
entity whole, including authorized return; and

D) conmit the project entity to propose and
defend the use of rolled-in pricing for al |
expansi ons.

(9) the Operating Agreenent shall provide that
in the event the entity elects to contract with a
vendor to operate the entity or inplenent the project,
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such vendor shall be independent of and not an
affiliate of the nenbers of the entity.

(10) the Operating Agreenent shall provide that
state nenber shall have the right to participate in
all neetings of the governing board of the entity and
vote on all decisions of the entity, including, but
not limted to, decisions affecting tax allocations
bet ween or anong the taxpayi ng nenbers of the entity.

(11) the Operating Agreenent shall provide that
the state nenber shall have the right to review all
books and records of the entity, including, but not
limted to, all contracts, and to audit the finances
of the entity at any tine and fromtine to tine.

(12) the Operating Agreenent shall provide that
upon termnation, liquidation or dissolution of the
entity, the state shall have a right of first refusa
and option to acquire all of the assets of the entity
at the then fair value of the assets.

(13) the Operating Agreenent shall provide that
in the event a nenber seeks to transfer or divest its
ownership interest in the entity, the state shall have
a right of first refusal and option to acquire the
nmenber's ownership interest at the then fair val ue of
the interest.

(14) the Operating Agreenent shall provide that
in the event that the entity seeks to transfer or
divest any or all of the project assets, the state
shall have a right of first refusal and option to
acquire such project assets at the then fair val ue of
such project assets.

(15) the Operating Agreenent shall include a
right of first refusal and option by which the state
may acquire all or any part of the project assets in
the event that Federal Energy Regul atory Conm ssion of
the United States Departnent of Energy, the United
States Departnent of Justice, the Federal Trade
Commission, or other applicable federal or state
agency or adjudicatory body orders one or nore
gualified sponsor or the qualified sponsor group, or
their affiliates, to divest any or all ownership
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interest in the project, at the then fair value of
such project assets.

(16) the Operating Agreenent shall provide that
the project entity shall utilize project financing
supported by federal guarantee instrunents as defined
in the Alaska Natural Gas Pipeline Act to the maxi hum
extent available from the Federal Treasury, and shall
limt the equity portion of project capitalization to
no nore than 20% of total capital

For purposes of this section (a), the term "fair
val ue" neans the value as agreed to by the affected
nenbers or as determ ned under the dispute resol ution
process if no agreenent can be reached, provided fair
val ue shall be determ ned based on original cost |ess
depreciation, conparable sales or incone approach
val uati on net hodol ogi es.

CO CHAI R SAMUELS obj ect ed.

CO CHAIR RAMRAS explained that Conceptual Amendnment 10 was
"directly lifted from the menorandunt witten by Phillip C
Gldan of the [consulting firn] of Geenberg Traurig, LLP. He
mentioned that he has shared with others his belief that there
are too nany anbiguities in the contract and with regard to sone
of the as yet unforned entities such as the ANGPC or any of the
[whol |y owned subsidiary entities ("Ancillary LLCs") that would
be fornmed for the purpose of owning, financing, or operating
portions of the project]. Furthernore, the ANGPC | egislation
proposes that the ANGPC shall be incorporated under Del aware LLC
law, and he opined that it would be helpful to use Alaska's LLC
l aw, given the adoption of Anmendnent 1, as anended, and the fact

that it will be Alaska's Departnent of Law that defends the
st at e.
4:56: 08 PM

CO CHAI R RAMRAS rel ayed that Conceptual Anmendnent 10 proposes to
add a new AS 43.82.437, and that paragraph (1) will require any
entity organized to do business in the state of Al aska to be a
limted liability conpany (LLC) established under Alaska's LLC
I aw. This provision, he opined, wll reduce anbiguities and
give the adm nistration firm gui dance.

CO CHAI R SAMUJELS questi oned whet her incorporating under Al aska's
LLC aws could result in higher costs and tariffs.
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CO CHAIR RAMRAS acknow edged that concern. He went on to
explain that paragraph (2) requires that any entities organized

under Al aska's LLC laws shall include the limtation that the
state's obligation to fund continuing capital and operating
obligations shall be subject to annual appropriation by the
| egi sl ature, and provides that the state's failure to
appropriate such an obligation shall not be deenmed a default of
the state's obligation but shall instead only be deened to

reduce the state's ownership interest on a pro rata basis based
upon the amount of the failed appropriation relative to the
anount of the capital or operating obligations funded by the
remai ni ng project owners. He suggested that this provision wll
address the issue of possible cost overruns.

CO CHAI R RAMRAS offered that [Conceptual Amendnent 10] is neant
to strengthen the states position, increase the state's accrued
rights, and bring in groups such as Anadarko Petroleum

Corporation, "Shell, Chevron,” and "sonme of the other snal
pl ayers." Under paragraph (2), he posited, should the project
cost nore than is currently anticipated, the state will have the
right to sinply reduce its pro rata share of ownership w thout
finding itself in default. In response to a question, he said
he does not know what effect this provision will have on tariff
rates.

CO CHAIR SAMUELS suggested that HB 2003 would be the better
vehicle for Concept ual Amendnent 10 because that bi |
specifically addresses the issues of the ANGPC and Ancillary
LLCs, and ownership interest in the project. He characterized
Conceptual Amendnent 10 as far too conplex to be considered in
t he di scussion of HB 2004.

5:03:49 PM

CO CHAIR RAMRAS disagreed, and pointed out that nmany of the
provi si ons of Conceptual Amendment 10 are relevant and specific
to HB 2004. He acknow edged, however, that nenbers may care to
of fer anmendnents to Conceptual Amendment 10 to strike particular
paragraphs if it is felt that those paragraphs aren't relevant.
He then referred to paragraph (3), and explained that it in part

limts the waiver of sovereign immnity. He acknow edged,
however, that he doesn't yet understand paragraphs (3) and (4)
well, since he'd only just received this |anguage yesterday; one

solution would be to allow nore tinme to research the points
rai sed by Conceptual Anmendnent 10, though he hinmself supports
nmoving the bill along as soon as possible.
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REPRESENTATI VE LeDOUX observed that the first portion of
paragraph (3) is simlar to Amendnent 5, as anended, which
failed to be adopted, and so a simlar discussion would be
appl i cabl e.

CO CHAIR RAMRAS indicated that he would be anenable to an
amendnent to delete paragraph (3), and perhaps paragraph (4) as
well, from Conceptual Anmendnent 10. Referring to paragraph (5),
he explained that it stipulates that any operating agreenment of
the aforenentioned entities shall provide that the managing
nmenbers and nenber representatives owe a duty to act in the best
interest of the entity and perform their duties in good faith
towards the goal of inplenentation of the project. One of the
concerns expressed in the aforenmentioned nenorandum from which
t he | anguage of Conceptual Amendnent 10 was derived is that the
interests of the state's partners in the Mainline LLC nmay not be
the sane as the interests of the state.

CO CHAI R RAVRAS expl ai ned that paragraph (6) stipulates that any
operating agreenent shall provide that the entity shall not
effect a material change or anendnent to the "Qualified Project
Plan® wthout legislative review and authorization; this
provi sion enpowers the legislature to participate in proposed
changes once a qualified project plan is "on the table." He
nmentioned that paragraph (7) stipulates that any operating
agreenent shall provide that the nmenbers of any Ancillary LLCs
organi zed by an entity shall be nenbers of the governing body of
that entity unless otherwi se authorized by the |egislature. I n
response to a question, he acknow edged that he does not know
how current | aw addresses that issue.

5:08:26 PM

CO CHAIR RAMRAS rel ayed that paragraph (8) stipulates that any
operating agreenent shall provide the state the unilateral right
to initiate expansions of the project, provided the state funds
or obtains third party funding from a credit worthy custoner,
and shall include terns for voluntary expansion regarding the
i ssues outlined in subparagraphs (A)-(D). He spoke of the speed
with which HB 2004 is nobving, and expressed a preference for
providing the admnistration wth as many tools as possible,
even if such tools are | ater abandoned as bei ng unnecessary. He
noted that one of the problens facing those in the Cook Inlet
area is that "the gas in the pipe is full until the year 2012,"
and yet the contracts are in place to maintain a full pipe, so
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there is no opportunity for expansion and thus little incentive
to find additional gas at this tine.

CO CHAIR RAMRAS indicated that paragraph (8) is precisely the
protection the state should offer all of the smaller conpanies;
paragraph (8) will require that the state |look at the issue of
expandi ng pipe capacity even if the engineering doesn't warrant
it. He then read subparagraphs (C) and (D) as proposed via
Conceptual Amendnent 10, and relayed that subparagraph (D)
addresses the <cost of the tariff. He again said that
[ Conceptual Anmendnent 10] focuses on what's best for the state,
what's best for exploration, and what's best for incentivizing
nore di scoveri es.

CO CHAI R RAMRAS expl ai ned that paragraph (9) stipulates that any
operating agreenment shall provide that contracted vendors be
i ndependent and not an affiliate of nmenbers of the entity; this
provision wll protect the state from its position of only
owni ng 20 percent interest in the Mainline LLC - in other words,
being a mnority nmenber of the Minline LLC In response to a
guestion, he offered his understanding that in owning the TAPS,
t he producers have abused the state with regard to revenue that
could have gone to the state, and said that Conceptua

Amendnent 10 does not address the state's ability, as a mnority
menber, to exercise veto power. Paragraph (9), as well as [the
rest of] Conceptual Amendnment 10, he renmarked, is designed to
hel p protect the state as a mnority nmenber of the Mainline LLC
and Ancillary LLGCs.

REPRESENTATI VE LeDOUX said that even if the provisions of
Conceptual Anendnent 10 are really good ideas, she is concerned
with the seem ng | ack of understandi ng of those provisions.

5:15: 56 PM

CO- CHAI R SAMUELS said he agrees with sone of the provisions, but
doesn't know enough about nobst of the provisions to vote on them
as a whol e. For exanpl e, paragraph (16) speaks to the issue of
federal |oan guarantees, but the federal rules have not been
pronmul gated yet, and so it's not yet known whether the parties
will want to use them He again noted that HB 2003 wll
specifically addr ess t he i ssues rai sed by Concept ual
Amendnent 10.

CO CHAI R RAMRAS suggested that they sinply delete the paragraphs

of Conceptual Anendnent 10 that nenbers have concerns with and
hold HB 2004 over for a day so that representatives from the
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consulting firm of Greenberg Traurig, LLP, can provide
addi ti onal testinony. He again offered his belief that the
provi si ons of Conceptual Amendnent 10 are relevant to HB 2004.

REPRESENTATI VE CRAWORD expressed favor wth paragraph (8),
characterizing it as fundanental to the goal of getting Al aska's
gas to market. He indicated a preference for addressing
Conceptual Amendnent 10 in relation to HB 2004.

REPRESENTATI VE SEATON opined that HB 2003 does not go into as
much detail as Conceptual Amendnent 10, and also expressed a

preference for addressing it in relation to HB 2004,
particularly given that HB 2004 already addresses the issue of
col l ateral agreenents. He also expressed a preference for

having the | egislature authorize coll ateral agreenents.
The commttee took an at-ease from5:20 p.m to 5:29 p.m
5:29:34 PM

CO CHAIR RAMRAS nmade a notion to delete paragraphs (3) and (4)
from Conceptual Anmendnent 10. There being no objection,
Conceptual Amendnent 10 was anended.

CO CHAI R RAMRAS expl ained that paragraph (11) stipulates that
any operating agreenment shall provide that the state nmenber
shall have the right to review all books, records, and contracts
of the entity, and to audit the finances of the entity at any
time. Paragraph (12), he relayed, stipulates that any operating
agreenent shall provide that the state has the right of first
refusal and option to acquire all assets of the entity upon
termnation, liquidation, or dissolution of that entity. He
remar ked: "W have heard at length ... that once the
construction-risk period is over, that the producers nmay not
elect to hold on to a FERC-regulated 12 or 13 percent return
that doesn't rise to the return requirenent.

CO CHAI R RAMRAS expl ained that paragraph (13) stipulates that
any operating agreenent shall provide simlar ternms with regard
to any owner nenber that w shes to transfer or divest its
ownership interest in the entity. He nmentioned that the term
"fair value" as referred to in paragraphs (12), (13), and (14)
is defined at the end of Conceptual Anmendnent 10. Par agr aph
(14), he relayed, stipulates that any operating agreenment shall
provide simlar terns wth regard to any owner nenber that
wi shes to transfer or divest its project assets. Paragraph (15)
stipulates that any operating agreenent shall provide simlar
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terms with regard to any owner nenber that is ordered - by the
FERC, the US. Departnent of Justice, the Federal Trade
Comm ssion (FTC), or other applicable federal or state agency or
adj udi catory body - to transfer or divest its project assets;
par agraph (15) addresses antitrust issues.

CO CHAIR RAMRAS posited that anti-trust issues at the well head
could result in the project being delayed, adding, "W don't
want to build a pipe that only allows for producer gas to go
through it"; the whole notion behind the PPT [legislation] and
building the gas pipeline is to "get nore folks wup there

devel opi ng, investing, and exploring for gas." He expl ai ned
that paragraph (16) stipulates that any operating agreenent
shall provide that the project entity shall wutilize project

financing supported by federal guarantee instrunents to the
maxi mum extent available from the US. Departnent of the
Treasury, and shall limt the wequity portion of project
capitalization to no nore than 20 percent of total capital.
Regardl ess that this provision may nake the project cost nore,
he concluded, he is nore confortable wth including this
| anguage than he would be with leaving it out. He then read
Conceptual Amendnent 10's definition of the term "fair value",
and characterized it as a pretty standard [definition].

COCHAIR SAMJELS offered his understanding that the House
Judiciary Standing Committee has addressed "a nunber of these
subj ects" via HB 2003.

A roll call vote was taken. Representatives Gatto, Seaton
Crawford, Kapsner, and Ranras voted in favor of Conceptual
Amendnent 10, as anended. Representatives El kins, LeDoux,
A son, and Samuels voted against it. Therefore, Conceptual

Amendnent 10, as anended, was adopted by a vote of 5-4.

5:35: 06 PM

CO- CHAIR RAMRAS noved to report HB 2004, as anended, out of
commttee with individual recomendations and the acconpanying
fiscal notes. There being no objection, CSHB 2004(RES) was
reported fromthe House Resources Standing Comrttee.

ADJ OURNVENT

There being no further business before the conmttee, the House
Resources Standing Commttee neeting was adjourned at 5:36 p.m
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