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COWM TTEE CALENDAR

SENATE BI LL NO. 2003
"An Act establishing the Alaska Natural Gas Pipeline Corporation
to finance, own, and nanage the state's interest in the Al aska
North Slope natural gas pipeline project and relating to that
corporation and to subsidiary entities of that corporation;
relating to owner entities of the Alaska North Slope natural gas
pi peline project, including provisions concerning Al aska North
Sl ope natural gas pipeline project indemities; establishing the
gas pipeline project cash reserves fund in the corporation and
establishing the Al aska natural gas pipeline construction |oan
fund in the Departnent of Revenue; making conform ng amendnents;
and providing for an effective date.”

HEARD AND HELD

SENATE BI LL NO. 2004
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"An Act relating to the Al aska Stranded Gas Devel opnment 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.”
HEARD AND HELD

PREVI QUS COW TTEE ACTI ON
Bl LL: SB2003

SHORT TI TLE: NATURAL GAS PI PELI NE CORPORATI ON
SPONSOR(s) : RULES BY REQUEST OF THE GOVERNOR

05/ 31/ 06 (S) READ THE FIRST TIME - HELD ON SECY' S
DESK

06/ 01/ 06 (S) REFERRALS - NGD

06/ 01/ 06 (S) NGD AT 1:30 PM SENATE FI NANCE 532

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

06/ 01/ 06 (S) M NUTE( NGD)

06/ 02/ 06 (S) NGD AT 11:15 AM SENATE FI NANCE 532

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

06/ 02/ 06 (S) M NUTE( NGD)

06/ 03/ 06 (S) NGD AT 9:00 AM SENATE FI NANCE 532

Bl LL: SB2004

SHORT TI TLE: STRANDED GAS DEVELOPMENT ACT AMENDMENTS
SPONSCR(s) : RULES BY REQUEST OF THE GOVERNOR

05/ 31/ 06 (S) READ THE FIRST TIME - HELD ON SECY' S
DESK

06/ 01/ 06 (S) REFERRALS - NGD

06/ 01/ 06 (S) NGD AT 1:30 PM SENATE FI NANCE 532

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

06/ 01/ 06 (S) M NUTE( NGD)

06/ 02/ 06 (S) NGD AT 11:15 AM SENATE FI NANCE 532

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

06/ 02/ 06 (S) M NUTE( NGD)

06/ 03/ 06 (S) NGD AT 9: 00 AM SENATE FI NANCE 532

W TNESS REG STER

DAVI D VAN TUYL, Comrerci al Manager

Al aska Gas G oup

BP

POSI TI ON STATEMENT:  Supported passage of SB 2003 and SB 2004.
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HARCLD HEI NZE, Chi ef Executive Oficer

Al aska Natural Gas Devel opnent Authority (ANGDA)
Departnent of Revenue

411 West 4th

Anchorage, AK 99501

PCSI TI ON STATEMENT: Testified on SB 2003 and SB 2004.

STEVEN B. PORTER, Deputy Conm ssioner

Depart ment of Revenue

PO Box 110400

Juneau, AK 99811-0400

PCSI TI ON STATEMENT: Testified on SB 2003 and SB 2004.

MARK HANLEY, Public Affairs Manager in Al aska

Anadar ko Petrol eum

PCSI TI ON  STATEMENT: Testified during hearing on SB 2003 and
SB 2004.

JI' M BALDW N

Counsel to the Ofice of the Attorney General

Depart ment of Law

PO Box 110300

Juneau, AK 99811-0300

POSI TI ON  STATEMENT: Answered questions on anmendnents during
heari ng on SB 2003 and SB 2004.

ACTI ON NARRATI VE

CHAIR RALPH SEEKINS called the Senate Special Commttee on
Nat ural Gas Devel opnent neeting to order at 9:10:40 AM  Present
at the call to order were Senators Fred Dyson, Bert Stednan, Ben
Stevens, Gary WIlken, Lyda Geen, Lyman Hoffman, Kim Elton,
Donny O son and Chair Ral ph Seekins; Senators Con Bunde, Thomas
Wagoner and Al bert Kookesh joined the neeting soon thereafter.
Also in attendance were Senators Gary Stevens, Bettye Davis and
Hol i s French.

SB 2003- NATURAL GAS PI PELI NE CORPORATI ON
SB 2004- STRANDED GAS DEVELOPMENT ACT AMENDMVENTS

CHAIR SEEKINS announced SB 2003 and SB 2004 to be up for
consi derati on.

9:11: 50 AM

DAVID VAN TUYL, Commercial WMnager, Alaska Gas Goup, BP,
testified as foll ows:

SENATE NGD COW TTEE - 3- June 3, 2006



It's a privilege for nme to be here to offer ny

testinony on these two bills. We definitely support
the intent behind both SB 2003 and SB 2004. Ve
believe these bills wll help progress the gas

pi peline fiscal contract.

First, I1'd like to offer some comrents on SB 2003, the
Act that would ... establish the Al aska Natural Gas
Pi peline Corporation, which 1'Il call "PipeCo" for

short. SB 2003, as drafted, will enable the state to
forma public corporation as the vehicle for the state
to be a direct participant in the project.

Article 1 establishes PipeCo and sets the rules of
governance within PipeCo. An inportant aspect of the
rules of governance is an exenption from the Open
Meetings Act, which ensures that PipeCo can hold
certain confidential information it receives from the
[imted lTability cor porati on, or LLC, as
confidenti al . But the rules of governance strike a
good balance in that they require a policy of
conducting at |east one neeting in public each year.

Article 2 establishes the purpose and powers of the
new corporati on. This article establishes PipeCo' s
authorities ... in an appropriate manner to conduct
its business as a nenber of the gas pipeline LLC. But
we do have a concern that PipeCo needs to be able to
hold confidential information as confidential. Thi s
will ensure the free flow of information between the
menbers of the LLC, which is critical to the efficient
functioning of the corporation.

The remaining provisions of SB 2003 are fit for
purpose and allow PipeCo to effectively participate in
the project. W therefore support passage of SB 2003,
provided that the bill ensures that PipeCo can keep
confidential information as confidential.

Now I'd like to turn attention briefly to SB 2004,
which includes anendnents to the Stranded Gas
Devel opnent Act. SB 2004 will enable the legislature
to authorize approval of the gas pipeline fiscal

contract. The admnistration did a good job in
structuring these anmendnents and in explaining themto
this committee. However, there is one point that we
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see just a bit differently than the adm nistration and
that we'd like to take a nonment briefly to clarify for
t he record.

The admnistration stated that the anendnent to
AS 43.82.220(a)(2) that allows for the inclusions of
terms 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
hol d under either existing | ease or unit agreenents.

W don't agree. In old-form|eases, conmonly known as
DL-1 |l eases, the state is obligated to pay for certain
upstream costs associated with any of its gas it takes
in Kkind. So we feel that this ... is a |ease right
associated with these DL-1 |eases. And the vast
majority of the known North Slope gas resource -
around 90 percent - is found on these DL-1 |eases.
The fiscal contract sinply extends that existing |ease
right to all gas fromall |eases.

To conclude ny brief coments, | want to enphasize
that BP stands ready, willing and able to advance the
gas pipeline project along with our partners,
ConocoPhi |l l'i ps, ExxonMobil and the State of Al aska.
The gas pipeline fiscal contract, coupled with SB 2003
and SB 2004, nmkes that objective possible. BP al so
stands ready to work with the legislature as you
conpl ete your work on these bills.

We support passage of SB 2003 and SB 2004 and then
encourage the legislature to approve the gas pipeline
fiscal contract to enable all Alaskans to benefit from
one of the |l argest energy projects on the planet.

9:17:12 AM
CHAI R SEEKI NS asked why it wouldn't be sinpler to hold the state
simlar to the conpanies with respect to confidentiality of
docunents.

MR. VAN TUYL agreed it may be a fit solution. He expressed
concern that although certain proprietary information could be
exchanged anong LLC partners to the benefit of all partners,
conpetitive information should remain within the bounds of the
LLC. Furthernore, internal discussions about security neasures
woul d be appropriate to hold within the LLC Such information

SENATE NGD COW TTEE - 5- June 3, 2006



typically wouldn't be nade avail able to shareholders of a public
corporation, he noted.

CHAIR SEEKINS said that appears to be the intent, duplicating
the level of equal footing in terns of confidentiality. He
suggested review ng this provision.

MR. VAN TUYL highlighted the need for clarity.

9:20: 20 AM
SENATOR ELTON inquired about protocols established anong the
private partners for handling confidential informtion.

MR. VAN TUYL explained it's a typical provision within any LLC
or undertaki ng between conpanies apart from government entities.
The desire is to ensure proprietary information 1is held
confidenti al . Provi sions also recognize the need to share good
ideas that may not be public; those provisions usually are
clearly, carefully and tightly drafted. Hi s conpany is |ooking
at that to ensure the |anguage establishing PipeCo is witten
that clearly and carefully.

9:21:43 AM

SENATOR BUNDE related a strongly held tenet anong Al askan
busi nesses and many citizens: the state should stay out of, and
out of the way of, private enterprise, which does a better job
However, the conpanies involved in this project are requesting
state participation. He asked for successful nodels worldw de
relating to arrangenents between governnments and private
conpani es.

MR. VAN TUYL offered to provide that information.
CHAI R SEEKI NS announced all nenbers were present.

9:24: 20 AM

HAROLD HEINZE, Chief Executive Oficer, Alaska Natural Gas
Devel opnent Authority (ANGDA), Departnent of Revenue, inforned
menbers that ANGDA is a public corporation of the state which
was assigned broad powers in 2002, under AS 41.41.010, to bring
natural gas fromthe North Slope to market. He conti nued:

ANGDA has taken the lead on in-state gas uses and in
| ateral -1ine connection to the Cook Inlet area. The
ANGDA board has closely followed, over the |last couple
years, the public information on Stranded Gas Act
negoti ati ons. Since the release of the gas contract
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and supporting docunents |ess than a nonth ago, ANGDA
has been reviewing its provisions with a focus on in-
state gas use. That review has been expanded over the
|ast few days to include the gas-related |egislation
i ntroduced by the Mirkowski Adm nistration.

Si nce ANDGA  was not i nsi de t he negoti ati ng
confidentiality fence, we have had to cold read the
contract and absorb the numerous consultant studies.
In this first past review, several of us have flagged
concern that the contract |anguage and provisions wll
make the actual delivery and use of North Slope gas to
Al askan communities and citizens very difficult.

Di scussion papers on the several topics are currently
being prepared for the June 12th special ANGDA board

meeting, and a listing of the topical itens is
at t ached. At the June 12th neeting, the ANGDA board
wil | be considering specific nodi fi cati ons to
contracts, and | believe that these suggestions, if
incorporated, wll facilitate the comobn goal of

maki ng North Sl ope gas avail able in Al aska.

Prior to that time, there are two observations that
I'd like to flag for the commttee's consideration.
First, ANGDA already exists. ANGDA may be useful to
the state in the creation and/or transition to "Al aska
Pi pe" proposed in SB 2003. Also, the relationship of
these two simlar corporations of the state is of
| onger-term significance to acconplish the state's
goal s.

And then, secondly, it is inportant that the state not
di sadvantage itself by failing to create and fully
fund the operations of its gas pipeline corporations.
At the same tinme, it should be recognized that in
creating Al aska Pipe under SB [2003], the legislature
is making the decision that the state invest in the
gas pipeline project. Alaska Pipe is not the decider
only the managenent inplenenter of that decision.

The legislature's decision to invest billions of
dollars of public noney and debt should be based on
due-di |l i gence standards; that has not been part of the
public legislative considerations to date. The
| egislature may wish to create and fund Al aska Pipe,
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but C condition the activation of its full
authorities on the approval of the contract.

ANGDA wi shes to be a positive force in advancing the
gas line contract and wll interact wth you as
request ed.

9:27:59 AM

SENATOR BUNDE referred to his concern expressed to M. Porter at
the previous neeting about gearing up and funding PipeCo before
a contract is signed and ratified, and that M. Porter had noted
state entities have worked diligently on this for a long tine.
Senator Bunde said that's true, but cautioned about the tail
waggi ng the dog. He questioned, if a gas pipeline contract
fail ed, whether the desire would be to have a PipeCo out there
negotiating with private enterprise to create a new contract to

replace it. He suggested this duty should continue to lie with
the adm nistration. He al so encouraged M. Heinze to establish
clear lines of communication with the adm nistration regarding

the contract, if they don't exist already.

9:29:40 AM

MR. HEI NZE suggested the need now to create an entity that has
sonme project identity and can be part of noving forward the big
proj ect . He said it is neither practical nor possible for the
bureaucratic arm of the state to do that, since the negotiators
have other duties and so forth. \Wile the anbunt of nobney seens
large on one scale, it is small conpared wth the payoff.
Noting his group has struggled with funding levels and been
prudent, he cautioned that things don't happen w t hout noney.

He addressed conmunication, stating intent at the June 12 ANGDA
board nmeeting to review docunents on a nunber of points and then
submt those "white papers" as letters to the admnistration and

| egi slature for consideration. The intent is to be in a
positive, suggestive node. He indicated that since ANGDA s
formation, Steve Porter has been it liaison wth the

adm ni strati on.

9:31: 53 AM

SENATOR BUNDE referenced M. Heinze's testinony that the
| egislature may wish to create and fund a pipeline corporation
but condition the activation of its full authorities on the
approval of the contract. Senator Bunde agreed it shouldn't be
activated before contract approval, but also questioned funding
it before that point.
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MR. HEINZE clarified that the grant of power to the corporation
- and under the current grant of power to ANGDA - w Il be broad:
the ability to go out and raise noney to acconplish the purposes
for which the entity has been created. He spoke of the ANGDA
board's fiscal restraint, surmsing the new pipeline corporation
woul d show simlar restraint. Expressing concern that the grant
of power in SB 2003 "nmakes the decision to invest in the
pi peline," M. Heinze highlighted the diligence required wth
that decision, which he didn't necessarily believe had been
satisfied in the |legislative review process.

SENATOR BUNDE offered general agreenment, but opined that the
decision to invest in the pipeline occurs when the |egislature
chooses to approve a contract which does that, not when a
corporation is authorized.

9:34: 28 AM
SENATOR OLSON asked how ANGDA would renmedy the difficulty of
delivering and using North Sl ope gas in Al askan communiti es.

MR. HEI NZE indicated he couldn't answer in detail yet; it's the

purpose of the June 12 board neeting. However, he said, he
believes the concerns can be resolved through nodifying the
contract to renove inpedinents. For exanple, it would require

major conmmtnments in a difficult, conplex process for any
Al askan utility to successfully take gas from the pipeline.
There is a lack of necessary information and so forth. The
contract doesn't provide any "bootstrapping” for the state to
hel p achi eve this.

He nmentioned Wonmng's highly successful devel opnent authority,
of benefit to that state, but also the challenge when standing

between two private-sector entities and providing a line of
credit as a guarantee and assurance for certain things to
happen. He suggested this my be an appropriate role in the

state for ANGDA or sone other group. Noting the contract limts
normal Regul atory Commi ssion of Alaska (RCA) jurisdiction, he
remar ked, "Frankly, we don't even understand at this point fully
what that neans, but we do understand that an agency that has to
play a nmgjor role in in-state decisions is sonmehow, again,
limted by the contract |anguage."

9:37:26 AM

SENATOR OLSON said he didn't see the difference between the
producers' ability to provide natural gas to smaller communities
and ANGDA's ability. He suggested the forner would be easier,
in fact, especially if RCA was outside sone of the process.
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MR. HEINZE replied that smaller conmunities will have to nake

long-term binding commtnents to get gas delivered. For
utilities in his area, those would involve several times the
utilities' current worth. For a smaller comunity along the
way, it likely would exceed the net property value within the
whole jurisdiction. 1It's not that those terns are unreasonabl e;

rather, if the only way to protect those interactions is through
the Federal Energy Regulatory Commi ssion (FERC), then a
tremendous burden of expense would be incurred to get natura
gas to even the smallest entity.

9:38: 56 AM
CHAI R SEEKINS asked M. Heinze to expand on his testinony that
the legislature's decision to invest billions of public dollars

and debt should be based on a due-diligence standard that hadn't
been part of the legislative considerations to date.

MR. HEINZE conpared the legislature's decision to a high-Ievel
corporate decision, noting he's famliar with what constitutes
due diligence in such an instance. As a careful reviewer of the
record, he told menmbers nothing right now says $20 billion is
the right nunber "in a diligence sense.” A diligence standard
usually requires receiving professional, accurate advice as to
the range of the nunbers, probabilities and so forth. Al though
there has been a lot of work to arrive at the estimate, it's
worth a little noney for the legislature to have soneone | ook at
the estimate, understand it and then provide a witten opinion
about the quality and range of that estimate.

CHAI R SEEKI NS agreed and suggested that hearing from one or two
nore consultants shouldn't be a probl em

9:41:12 AM
SENATOR BEN STEVENS asked whether M. Heinze agreed the
aforenentioned anobunt wouldn't be known until FERC nmkes a

determination and issues a request for the owners for an
aut horization for expenditure, after when FERC is prepared to
issue its certificate of public convenience. He suggested even
t he ot her nenbers of the LLC don't know how rmuch it will cost.

MR. HEI NZE agreed the project that will actually be built hasn't
been defined; until then, the cost won't be known. However, he
di sagreed on the |last point, opining that the corporate entities
have far nore know edge than the state does about the quality of
the estimates and related issues. "In a public sense, we have
zero," he said.
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SENATOR BEN STEVENS partially agreed and partially disagreed.
He concurred that the corporate entities have greater know edge
of the potential costs of a project of this nagnitude, but said
the decision by the board of directors of the partner
corporations won't commt the funds until FERC has given them
the permt that says, "Show us your authorization for
expenditure, and here will be the rate of return and here wll
be the tariff set, based on the project costs ... that we
approve that you have given to us." He suggested, at that
poi nt, FERC may not approve it.

9:43:59 AM

MR. HEINZE agreed with the assertion regarding FERC Under
federal regulations for the open season in Al aska and under its
general proceedings, FERC clearly requires public disclosure of
the estimate, cost factors and so forth that have gone into the
cost cal cul ation. Hopefully, in this case that will occur. He
cautioned, however, that it would be "terribly unfortunate if we
found ourselves in Washington, D.C., before FERC, having to drag
that information out on the table.” M. Heinze proposed that
the process of nmoving forward is better served by being aware
that information exists which hasn't yet been reveal ed.

SENATOR BEN STEVENS suggested there is a need for public access
to confidential information only if and when the state commts
to being a participant. At the tinme of FERC s sanctioning, al

LLC nmenbers could determ ne whether to be partners, and the LLC
woul d vote on whether to nove forward. He said he respects both

posi tions: wanting information before participating, and
refusing to provide it until there is a commtnent to becone a
partner. He noted that's the policy call the |egislature nust

make about noving to the next |evel before undertaking due
di li gence.

9:47: 02 AM

MR. HEI NZE pointed out two parts to the issues. First, to his
understanding, a legislative decision on the contract is a
decision to nove forward with state involvenent; from what can
be seen of the "wi thdrawal provisions," however, and from what
isn't seen with respect to LLC voting procedures, the state's
"voi ce" and choices aren't known after that point. "Cearly, at
that nonment, the legislature is in charge of the decision
whet her to becone an interest owner in the pipeline or not," he
added. Second, people beyond the legislature need information

If the marketing arns of the corporate entities have certain
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information avail able, he asked, why isn't it available to |ocal
utilities, for exanple? Wy isn't it available through RCA?

9:48: 35 AM

STEVEN B. PORTER, Deputy Comm ssioner, Departnent of Revenue
(DOR), canme forward to answer questions, affirmng he' d been
imrersed in the project for sonme tine.

CHAI R SEEKI NS asked whether the admnistration has a good idea
of the quality of the rough cost estimates.

MR. PORTER agreed with M. Heinze that it's appropriate to do
due diligence on the cost estimate; he indicated DOR did that
due diligence and spent substantial tinme with its contractor to
ensure there was confort in depending on the information and

cost estimates provided by the producers. However, the report
it received is a summry. The data itself isn't available to
third parties - including the public, ANGDA or wutilities -
because it is confidential. It puts third parties in a little

nmore difficult position.

9:50: 57 AM
SENATOR BEN STEVENS asked M. Porter whether he was referring to
information developed during a multimllion-dollar study a few

years ago; if so, he requested details.

MR, PORTER affirmed it was that $125 mllion study, saying the

information is owed by the three producers - ConocoPhillips, BP
and ExxonMbbi |l . Noting M. Van Tuyl could provide details,
M. Porter said he'd spent a substantial nunber of hours wth
the study as well. Pointing out "they do have a data room" he

characterized it as a scoping study of the project and a pretty
conprehensive analysis, at that point in tine, done to arrive at
a rough cost estinate.

9:52: 09 AM
MR. VAN TUYL specified the aforenentioned study was jointly
conducted by BP - "actually done by Phillips at the time" - and

ExxonMobil over 18 nonths in 2001-2002. They conpleted a
technical feasibility study; did a conmmercial analysis of the
project; and conducted fieldwork - people wal ked much of the

route and sanpled streams and nore than 1,000 river crossings,
flew the aerial extent of the pipeline route, and conpleted
G obal Positioning System (GPS) survey data and a prelimnary
engi neering estimate.
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He said conclusions from that study were 1) the project was
technically feasible and 2) at the tinme, it wasn't comrercially
vi abl e because the identified risks - including regulatory risks
and potential fiscal risks - outweighed the rewards. Thus they
enbarked on two activities. The first was pursuing federal
legislation to define the federal regulatory process to ensure
the process is efficient and well defined; he noted that in
Cctober 2004 the federal government passed the Alaska Natural
Gas Pipeline Act, which defined the regulatory process. The
second was that in January 2004, "on the back of that study,"
the three conpanies jointly submtted an application to the
state to initiate negotiation of a fiscal contract under the
Al aska Stranded Gas Devel opnment Act ("Stranded Gas Act").

9:54: 42 AM
SENATOR HOFFMAN requested confirmation that even after the due
diligence was concluded, the state: 1) felt the project nade

fiscal sense, 2) was considering investnment at 16 percent and
3) because of the lucrativeness of the venture, negotiated wth
the "mpjors" to increase its participation to 20 percent. He
recall ed hearing that fromDr. Pedro van Meurs.

MR. PORTER of fered his personal know edge: in the negotiations,
the state's intent has always been to align its ownership
interest with its gas interest. Al though there has been
di scussion of what that ownership interest would be, he didn't
remenber being at a point of trying to increase the ownership
interest by 4 percent because it was an econom c venture.

9:56: 56 AM

MR. VAN TUYL clarified that the project evaluated during the
2001- 2002 joint study involved transporting natural gas fromthe
North Slope to Al berta, Canada. That is the first major hub
from there, gas can be placed virtually anywhere on the North
American grid with the existing infrastructure. It also | ooked
at the option of continuing on to Chicago.

He expl ained that one unknown factor was what the world would
| ook |ike when Alaska's gas entered the Alberta market - what
t he western Canadi an sedi nentary basin would do, for exanple, or
how nmuch ullage out of Al berta would exist. Thus the study also
| ooked at a project continuing to the Mdwest; Chicago was
chosen because it is North America's nost "liquid" narket.
I ndi cating the study | ooked at a full 4 billion cubic feet (Bcf)
a day from Alberta to Chicago, M. Van Tuyl said it isn't known
whet her any or part of that section would have to be built.
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SENATOR  WAGONER  asked whet her figures for bot h t he
af orenenti oned scenari os were based on 4 Bcf of gas a day.

MR. VAN TUYL affirned that. He then specified that | ooked at
was a "sort of naneplate capacity” of 4.5 Bcf a day |eaving the
North Sl ope. "I think the actual nunbers canme out to be 4.3,
with ultimate delivery to market to be sonething around 3.9 when
you have fuel and shrinkage along the way," he added.

9:59: 21 AM
SENATOR BEN STEVENS asked whether the study included in-state
transm ssi on or denand.

MR VAN TUYL answered in detail:

W did not do ... any kind of a full, independent
study of in-state use. Wat we did do was | ook at how
we  mght accormodate a future LDC or | ocal
distribution conpany's ability to satisfy that in-
state need. And in the fiscal contract, that
mani fested itself in the commtnment of the conpanies
to provide up to four off-take points in Al aska. But
we didn't do an independent study of what ... the
demand m ght be.

W did reference sonme studies that were done by the
state to look at in-state demand and what not. So we
used those nunbers to determne sort of what in-state
needs mght be, but we didn't do a separate, bottons-
up cost analysis or a study analysis, at |east none
that | can recall right now

10: 00: 32 AM

SENATOR BEN STEVENS asked whether it's anticipated, if the
contract is ratified, that data from the due diligence of the
$125 mllion study would be nade available for informational
purposes to the state and to a state entity such as ANGDA.

MR. PORTER replied that wunder certain circunstances and under
certain confidentiality rights, he thinks the state and its
affiliates possibly could be brought into that data room for a
look. "I don't know that we've discussed the timng of a public
sharing of the data," he added.

10: 01: 30 AM
MR. VAN TUYL suggested this relates to his own testinony
regarding the desire of his conmpany - and to his belief, his
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partners - to hold certain information as proprietary, in that
the cost estimates include the use of proprietary technol ogies
to develop those <costs and savings. He surmsed certain
information might be made public, whereas other information
woul dn't; to his know edge, details hadn't been parsed out as to
what could be made public. He noted there is a process whereby
people can sign confidentiality agreenments and have access to
the data, but that is a controlled access.

10: 02: 28 AM

CHAI R SEEKINS asked whether it would be advantageous for the
conpanies to underestimate the due diligence relating to the
cost and "surprise us later."

MR. VAN TUYL noted he is an engineer trained to cone up with the
best technical data possible; support the data; and then do an
internal risk analysis and have other experts on other areas of
the project "sort of poke holes at the estimate and say, 'Wll,
you didn't adequately identify the range of possible outcones on
| abor or on the cost of steel or whatnot.'"™ A contingency to
cover that is included as part of the estimate. The effort is
to cone up with a hard estimte of the cost, he said, rather
than a highball or lowball estimate, within a range.

He reported that, currently, with the data available and the
rigor with which the cost estimte was done, that range is "plus
or minus 20 percent,"” given market conditions at the tine. This
is an inportant caveat. Since the 2001 tinmefranme, for instance,
the cost of steel has nore than doubled; he also nentioned the
| abor market for industrial devel opnent. If that estinmate were
redone - which it hasn't been - the nunber probably would be
hi gher today.

10: 04: 34 AM

MR. HEINZE offered his experience: at this level of corporate
deci sion, several people would scrutinize what was going on and
ensure points of challenge were put on the table so managenent
had full information. |In this instance, however, he didn't know
of any way to do that, other than for the legislature to hire
sonmebody to review the estinate and of fer independent advice.

MR. PORTER hi ghlighted one reason the state was confortable with
the data-room information created by the industry: it was
created for internal purposes at the tinme, not to negotiate with
the state; their job was to provide their managenent teans wth
a nunber they believed accurate in order to facilitate good
deci si on maki ng.
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10: 06: 24 AM
CHAI R SEEKINS surm sed soneone was estimating how the econom c
condi tions had changed and thus woul d affect this project.

MR. VAN TUYL said BP did its own internal assessnents conpared
with the work finished in 2002, and updated it; he inagined the
partner conpanies did the same, though they hadn't cone together
collectively wwth a consensus view of the updated nunber.

10: 07: 08 AM

SENATOR WAGONER questioned whether $20 billion is known to be a
good number. Regardi ng due diligence on the part of the state,
he acknow edged the necessity, but said he wasn't sure how to go
about it. He cautioned about knowing what it entails before the
| egi sl ature goes nuch further in investing in "plus or mnus 20
percent"” of this high-risk [|ine. He highlighted the

| egislature's responsibility to be diligent in investing the
state's noney.

10: 08: 54 AM

MR. HEINZE brought attention to an article in the June 4
el ectronic issue of Petroleum News about success in big
projects; it quotes heavily from A Rogers of |ndependent
Project Analysis (IPA). M. Heinze clarified that he didn't
guestion the intention of the people who nade the estimtes.
However, the state needs to understand that conpetent people may
get it wong half the tinme, and to understand what kind of | abor

productivity is built in, for exanple. There is plenty of
opportunity for things to go awy. As part of diligence,
therefore, those questions should be asked. In response to

Chair Seekins, he agreed to fax a copy of the article.

10: 10: 33 AM

SENATOR WAGONER noted the aforementioned article summarized what
M. Rogers said during the recent neetings at Centennial Hall.
Senat or WAgoner renmarked that it was no great revelation.

MR. PORTER acknow edged that point, but clarified the state's
commitment to authorize this contract or participate in this gas
pipeline is not a comtnent to spend the 20 percent; rather,
it's to nove forward wth the analysis "to get us there."
That's why the work conmitnents are designed as they are. There
can be no decision today to build the gas pipeline, which is why
M. Rogers in the IPA presentation talked about a staged
anal ysis, M. Porter added.
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He explained, "W're going to go back through, a scoping tine
where we do project planning, we continue to go back through a
review of the engineering, do the analysis in the project
planning to get that cost estinate even nore accurate.” That's
why a project-sanction decision on whether to nove forward with
a major process of building this pipeline is actually three to
four years away. At that point, the state needs the right to
deci de whether to take the risk as a participant.

MR. HEINZE said M. Porter had just highlighted the reason for
noving forward to form the corporation. Soneone is needed to
exanmine not only the financial aspects, but also the entire
project, to be a good participant in defining the project and
nmovi ng forward. Absent formng the corporation and providing
noney, M. Heinze questioned how it would get done.

10: 13: 38 AM

SENATOR BEN STEVENS referred to the Alaska Natural Gas Pipeline
Act passed by Congress in Cctober 2004 and its $18 billion |oan
guar ant ee. He asked whether this federal guarantee would apply
if the state becane a partici pant.

VR. VAN TUYL affirnmed that, noting the aforenentioned
| egi sl ation had many facets, including |oan guarantees for up to
$18 billion and providing for financing for "up to 80 percent
debt" associated with the project. One key aspect of the LLC
agreenent is to ensure the participants can access the financing
they need to go forward wth the project. He highlighted the
importance to participants of being able to take advantage of
t hose | oan guar ant ees.

SENATOR BEN STEVENS surnmised that if the sponsor group
antici pated costs exceeding the |oan-back guarantee, they' d ask
Congress for an increase in the | oan guarantee anount.

MR. VAN TUYL indicated he wasn't aware of that intent by BP.

SENATOR BEN STEVENS clarified he was observing that Congress
likely would be receptive to a request for an increase, given
the situation with gas in the Lower 48.

10: 17: 27 AM

SENATOR STEDVAN referred to M. Porter's earlier comments and
the cost estinmates. Senator Stedman said it seens "we're going
through the normal process”" and wouldn't know the exact cost
until the project is sanctioned in two or three years; even
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then, it would be a guess, likely a low estimte, from what
they' d heard about dealing wth nega-projects.

CHAI R SEEKI NS suggested due diligence is a continuing standard.

The commttee took an at-ease from 10:18: 02 AMto 10:29: 24 AM

SENATOR BUNDE observed that the state is often accused of not
doi ng busi ness well; he gave exanpl es.

MR. VAN TUYL said he could give a nore conplete response after
addi ti onal research. He provided as an exanple the invol venent
of the federal Mnerals Managenent Service (MVS) in taking its
royalty share of gas in kind, simlar to the arrangenent
proposed here for the state. The MVB royalty-in-kind (RIK)
program started a nunber of years ago on a relatively snall
scale in order to get experience and then decide whether it is
an appropriate governnment role; it has grown, and recently MVB
took out ten-year firm transportation (FT) - simlar to what
will be looked at for this project - to transport its royalty
share of gas and commt the gas to a project.

He said MV cited three reasons for continued expansion of its
RI K program hi gher market value for the royalty gas; |ower
adm ni strative costs than with the traditional royalty-in-value
program and fewer disputes wth the industry, because of

commercial alignnent. M. Van Tuyl reported a simlar RK
arrangement with the State of Womng for which simlar reasons
were cited. He offered to reference articles in which MBS

stated the foregoing, and to try to provide internationa
exanpl es of equity participation by governnents as well.

10: 33: 37 AM
MR. PORTER related his belief that the business of state
government is not to be in private enterprise. I n governnent,

the advocates for participating in a major project tend to
overestimte benefits to the public and to underestinate costs
and risks; he noted a substantial amunt of research has been
done on this. M. Porter said he has sonme confort with this
proj ect, however, because the state's three partners are sone of
the largest corporations in the world and have private decision-
maki ng analysis, with the state as a mnority partner.

SENATOR DYSON asked in which ways the interests of the state or

its people aren't exactly aligned with the fiscal interests of
t he maj or conpani es, even potentially.
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MR. PORTER answered that the corporations have one prinmary
responsi bility: to their shareholders, to make a profit. The
state's additional responsibilities include «creating and
participating in a project and trying to bring the maxi num
benefit to Al aska's people; in-state gas use is sonmewhat in that

ar ena. Anot her issue, for which a solution hasn't yet been
found, is that a nunber of people in the Interior and the Cook
Inlet area want to see a petrochem cal industry. Al t hough

el enments of four studies have |ooked at trying to nake it
econonmi cally viable, none of the contractors have cone back and
said it's a good idea. The producers are less interested in
where it occurs, other than trying to capture the nost val ue.

10: 37: 45 AM

MR. VAN TUYL highlighted a key aspect: unprecedented conmercia
alignnment, with the state able to align itself with experienced
participants, creating a good synergy. Al t hough different
interests exist, he offered the belief that the contract deals
with those specific interests. He cited exanples, including the
studies required in Article 9 by all participants; provisions
for "Alaska hire"; and that any party is free to conpete for the
opportunity to provide in-state gas, sonething BP - which brings

energy to custonmers - will conpete for.

10: 40: 23 AM

VR. PORTER pointed out the ©parties’ different positions
regarding financial structures. Even the three producers have
different financial priorities and ways they like to finance
proj ects, he said. Any of the three producers may be able to

pay cash for this project, for exanple, under today's oil-price
scenarios. The state has an interest in protecting its downside
risk, and its cash-flow issues differ from those of the
producers. When the state cones to the table to negotiate how
to finance this, ensuring it is protected in that environnent is
chal | engi ng.

SENATOR DYSON renarked that in his years at BP, he | earned about
environnmental, political and permtting issues. Wiile the
"over-the-top" route desired by the industry would have been
shorter and perhaps cheaper, he opined, the highway route could
be built sooner and be |ess problematic, and would allow nore
in-state use. He asked how financial arrangenents are being
structured so they don't do a disservice to the producers

stockhol ders and yet take care of state interests including the
fol | ow ng: timng, since doing the project soon would increase
state incone for services; in-state use such as gas in the Cook
Inlet region seven or eight years from now for power, hone
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heati ng and, hopefully, continuation of value-added industry;
and "people" issues such as training for construction and |ong-
term operating jobs.

10: 45: 09 AM

MR. PORTER recognized the desire to bring the gas on line as
soon as possible, but also recalled testinony by |IPA that being
schedul e-driven can ultimately cost nore than holding off for a
couple of years and doing it right. He suggested the industry,
while good at nethodically walking through the process, has a

"freight train" problemas well: once a managenent team decides
to nove forward, it tends to mnimze costs and be schedul e-
driven, which occasionally in the past had <created an

environnent in which information was lacking in the decision-
maki ng processes, leading to cost overruns. Thus the state may
be the party dragging its feet to ensure a particular stage of
the project is done effectively and thoroughly before junping to
the next stage - ensuring the producers spend the noney
necessary for the analysis required to nmake the decision to nove
forward

10: 47: 51 AM

SENATOR DYSON said he hopes M. Porter is right. He expressed
concern about getting the revenue stream flowing and getting
gas, particularly for the Interior and Cook Inlet. For whatever
reasons, including sone valid ones, he noted, the producers nay
want to go slowy, and the state's 20 percent interest doesn't
give it veto power over the qualified project plan.

MR. PORTER highlighted one problem encountered in negotiations
wth regard to voting in the LLC generally, veto power
provides the ability only to delay a project, not to nove it
faster. \What can nove a project faster is the stability of the

teanms - ensuring the producers aren't trading out their
managenent teans continually - and ensuring the project is done
well and efficiently. 1In addition, as co-owner, the state plans

to watch the diligence under which they proceed, and has the
right to blow the whistle, if necessary, if there is stalling.

SENATOR DYSON i ndi cated he had continuing concerns. He said it
appears the only option for the state would be to quit. He
asked about other sanctions or inducenents that wouldn't stop
t he progress or cause a change in teans.

10: 51: 23 AM
MR. VAN TUYL said Senator Dyson raised a nunber of excellent
I Ssues. Regarding the over-the-top or highway route, he
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reported both were |ooked at in the 2001-2001 joint study; it
was concluded there was no cost advantage to either. Mor e
inportant, the northern route is prohibited by both federal and
state | aw. Thus the exclusive focus is on making the highway
route as efficient as possible regarding costs and schedul es.

He enphasized BP's desire to diligently advance this pipeline
project, noting the contract package includes terns that would
increase oil taxes by a billion dollars a year, just for the
opportunity to do the project. Wth respect to timng, M. Van
Tuyl said the contract gives the state a "stick," a diligence
standard. |If the producers fail to live up to it, the state can
termnate their rights under the contract, the fiscal stability
t hey' ve bargained for, which BP wouldn't want to jeopardi ze.

He discussed mnimzing unfructified capital - that which isn't
bearing fruit. Once a conpany starts investing in a project,
the idea is to get it on-stream as soon as reasonably possible.
There is a dynam c tension: do it quickly, but do it right,
avoi di ng m stakes such as becom ng schedul e-driven. The fear is
having a project cost two or three tines what was anticipated
He suggested the contract recognizes this tension and ensures
di | i gent advancenent of the project, recognizing the goal isn't,
at all costs, to deliver a project by a certain date.

10: 55: 12 AM
SENATOR BUNDE voiced concern about msalignnent between the
| egislature and the people: the legislature may want high

prices in order to fund services, and yet the people nmay want
| ow gas prices and legislators nmay canpaign on providing that.
He asked whether the firewalls are adequate to protect the
| egislature fromthis, for instance.

VR. PORTER replied the issue has arisen several tines,
especially wth the Minicipal Advisory Goup (MAG and
interested parties. He suggested the msalignnent could be
focused, rather than elimnated. The gas that Al aska sells has
to be based on a commercial basis. The tension nust lie wth
the legislature, not the entity selling the gas. |If people want
cheap gas in Cook Inlet, for exanple, they need to understand
it's a subsidy and ask the |legislature for it; if the
| egislature decides to provide Alaskans with cheap gas, then
it's up to the legislature to handle that stress, tension and
decision from a policy standpoint. It's a subsidization
deci sion, one |egislators make daily.
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SENATOR BUNDE asked whet her there's an adequate firewall between
PipeCo and the legislature so that PipeCo can continue to be
conmmer ci al .

MR. PORTER answered it's exactly why PipeCo was created as it
was. It's neant to be as independent as possible, with m ninum
exposure to political influence. It's the reason for six-year
terns, for exanple, so any one administration can't control the
entity's decision nmaking. Together with renmoval for cause, this
provi des an anmount of independence that M. Porter said he hopes
will protect the entity from such influence.

11: 00: 31 AM

SENATOR SEEKI NS expressed appreciation for the insulation of a
corporate group from political influence. He cited a persona
exanpl e.

SENATOR BEN STEVENS comented on the state's unfructified
resour ces. He then turned to the balance between the state's
exposure to risk and the potential benefits. Referring to the
presentation from M. Rogers and |IPA, he cited an estimted cost
of $22.5 billion; $18 billion in |oan-back guarantees; and the
state's $1.2 billion share of the $5.8 billion overall equity at
risk over the project life.

He indicated this pales when conpared with the anount the

| egislature will spend over the next 30 years. Even if a
50 percent overrun resulted in a cost of $33.7 billion - and if
Congress didn't raise the |oan-back guarantee - the state's
share of the $15.7 billion total risk would be $3 billion over
35 years or so. Senator Ben Stevens suggested this anount is
al nost i nsignificant when consi dering t he benefits of
infrastructure, enploynent, revenues for public services and so
forth. If the state's participation is the catalyst that noves

the project forward, he said, it's worth the risk

11: 06: 23 AM
CHAI R SEEKI NS asked how long it would take the state to recover
that at-risk capital once gas starts to flow

SENATOR BEN STEVENS answered it would be four to five years
fromthe cash flow this project would generate.

MR. VAN TUYL noted it could be sooner, depending on the price.

SENATOR BEN STEVENS said the question 1is whether state
participation is the catalyst that leaps it forward.
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11: 07: 20 AM

SENATOR OLSON agreed with Senator Ben Stevens' concern regarding
investnment and |ong-term payoff, but asked how to ensure this
bureaucracy doesn't becone "a dinosaur that can't feed itself,”
especially if gas prices go down. He also asked about
safeguards if a situation isn't in the state's best interest.

MR. PORTER noted the legislature has control over the operating
budget . Referring to the legislation and the fiscal note, he
said the intent is to identify that organization as a "non-
operator" organi zation, primarily responsible for tracking the
operator, ensuring a good job is done and having staff avail able
so the non-operator's decision is fully supported by information
and docunentation. The state entity should never be nore than a
dozen people; it's controlled by the anount of noney provided in
the operating budget. The operator - probably one of the
producers, unless the decision is to have a third party build or
operate the pipeline - will have the so-call ed bureaucracy.

SENATOR OLSON pointed out the lack of fiscal restraint this
year .

MR. PORTER replied that from the gas pipeline standpoint, no
personnel have been hired to date, despite the authority to

spend about $1.5 mllion on personnel. "W felt like it was
appropriate to tinely delay that until we had an organi zation
set in place," he explained. "So we have been trying to be
efficient with your noney ... and to spend it w sely."

11:11: 06 AM

SENATOR STEDMVAN opined that if the oil-tax change is linked with
the gas line, nore than the equity-position exposure would
likely be generated by the time the line is constructed, and
certainly by the tine the gas first flows. "W don't have near

the exposure that is readily apparent on the surface,"” he added.

SENATOR WLKEN referred to the paynent in lieu of taxes (PILT)
Wth respect to municipalities, noting it is done presently on
full and true value, whereas now a "20 percent throughput PILT"

is being established to replace it. According to Randy
Hof f beck, he said, that's established with the valuation at
$3.5 billion; in md-Muy, a decision increased that by

20 percent, to $4.3 billion. He asked whether it's proper, in
the amendnents or the contract, to go back and adjust the
[ 20. 4] -cent s-per-barrel throughput based on the new, increased
valuation of the pipeline, and also to set out that the PILT
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paynent - whatever it's established on in the future - s
established on the nost current valuation of the pipeline.

11: 14: 00 AM

MR. PORTER deferred to M. Van Tuyl for details regarding future
paynents, but offered his understanding that the valuation of
the pipeline is established, whether at 4.3 or 3.5, the anounts
comng from the PILT. The contract incorporates an automatic
inflation factor so the anount is certain over tine.

MR. VAN TUYL added that the Trans-Al aska Pipeline System (TAPS)
rate in the contract is the 20.4 cents Senator WIken referred
to. He related his view that all contract terns are part of the
whol e: if any one is adjusted, there needs to be consideration
given for the entire contract. He agreed with M. Porter that
all rates included in Article 17 have an escal ation factor; that
effective rate increases through time for the duration of the
contract.

He pointed out that the value of TAPS has declined virtually
every year, with one exception in addition to this current year;
thus it's a departure from the past to have an escal ator. As
part of the balance for the deal, however, to get the desired
certainty, the rate was locked in at an increased value from

what the valuation was |ast year. "I ndustry canme in at, |
think, $1.4 billion; the actual valuation was set at 3," he
sai d. "The contract value was established at the 3.5, the 20.4
cents, with an escal ator. So, yes, that's how the TAPS rate
wor ks. "

SENATOR W LKEN asked whether the 20.4 cents should be escal ated
by "the '05 increase of the valuation of the pipeline."

MR. PORTER referred to a resolution passed by MAG in recognition
of the sanme issue - which, he said, would only beconme a problem
if there were a decision to attenpt to renegotiate those terns.
He noted MAG reconmended that if the basis of the pipeline truly
has changed "from 3.5 to 4.3," it would be appropriate to change
the PILT as well. From a procedural standpoint, it is the
commi ssioner's responsibility during this public hearing process
to review those comments, evaluate them and determ ne whether
amendnents are necessary based on those comments - in essence,
to determ ne whether renegotiation of those terns should occur
and, if so, to renegotiate them and return to the |egislature
with anended terns. He added, "That would be the process under
which ... we'd evaluate that 4.5."
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11: 17: 45 AM
SENATOR W LKEN asked whether the PILT would be flat for nine
years.

MR. VAN TUYL clarified that it escalates right away.

SENATOR WAGONER agreed wth Senator Ben Stevens'  earlier
remarks, but qualified it sonewhat, expressing concern that one
mega- proj ect has been built in Al aska since 1969. Noting the
same conpanies wll build this line, he asked what assurances
exi st, or what the conpanies are doing to ensure there won't be
simlar huge cost overruns, since this line will be 2.5 |onger
than TAPS, for instance, and there will be simlar issues such
as workforce availability, contractors and so forth.

11:19: 25 AM

MR. VAN TUYL indicated BP and its board of directors have worked
to learn from the TAPS experience to ensure it isn't repeated.
One reason TAPS overran prelimnary estimates is related to
regul atory snags. Calling it a classic exanple where schedul e-
driven nega-projects fail, M. Van Tuyl said this is a key
reason they sought clarity on the federal regulatory process.
They've learned a |ot about technology, including engineering
for river crossings and designing traverses for passes.
Furthernore, they've Ilearned the inportance of |ining up
materials and resources, two areas of significant overrun for
TAPS. This includes access to steel and having the right people
identified and trained. Thus Article 6 of the contract includes
subsidizing training for the workforce. Characterizing it as
front-end loading, M. Van Tuyl indicated the approach wll be
highly disciplined, with the dynamc tension of wanting to get
to the point of producing gas and having a return.

11:23: 11 AM
SENATOR BUNDE asked what percentage of the cost would be for
| abor .

MR. VAN TUYL said he would find out.

CHAIR SEEKINS offered his experience that it is difficult to
estimate even the cost of a new building four years from now.

SENATOR BUNDE highlighted differing interests of the state and

its citizens: building a pipeline as cheaply as possible versus
want i ng hi gh wages.
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CHAI R SEEKI NS concurred, noting the state is an investor in this
and neither the producers nor the state would want costs to
escal ate unreasonably. He recalled ballooning prices during
TAPS construction in the Fairbanks area, in particular, but said
TAPS was a good investnent in the end, even though nmuch nore

expensive than anticipated. He acknow edged there would be
tension between the best interests of the state and its
citizens.

The conmm ttee took an at-ease from 11:27:47 AMto 2:21:43 PM

MARK  HANLEY, Public Affairs Mnager in Al aska, Anadarko
Petroleum told nenbers his conpany is extrenely interested in
ensuring a gas line gets built, although official conmments on
the contract itself aren't ready yet. Regardi ng anendnents to
the Stranded Gas Act, he encouraged nenbers to review Don
Shepler's June 2, 2006, nenorandum and perhaps talk with the
consul tant. M. Hanley said the nmeno raises issues Anadarko
also has identified, generally relating to expansion and
regul atory authority, not the contract's fiscal terns. One new
issue raised is the 45-day public comment period, which Anadarko
had planned to be part of; the nmenpo suggests anendnents drafted
to address a number of concerns could be included in the
Stranded Gas Act anendnents. M. Hanley agreed it's better to
address themin statute, rather than just as conments.

2:25:02 PM

MR. HANLEY, in response to Senator Dyson, listed the follow ng
issues raised in M. Shepler's June 2 neno that are of |Iike
concern to Anadarko: lack of an LLC available to look at, of
concern since that entity wll apply for the FERC certificate,
set the rate and decide who gets to expand the pipe; expansion
i ssues; absence of conmmtnents regarding voluntary expansion;
rolled-in-price issues; sole-risk expansions on the state's part
as an option, which Anadarko believes is a valuable option; the
weakness of the state-initiated expansion; and that the LLC
agreenents aren't there for the legislature to review
M. Hanley said he didn't know about requiring the state to
consent to any material change in the qualified project plan.

SENATOR DYSON noted M. Hanley hadn't nmentioned the absence of
comm tnents regarding capital structures for tariff purposes.

MR. HANLEY replied he'd have to look at it. He specified that
the final item about the net book value, would concern his
conpany as well. In response to Senator Elton, he said
Anadar ko's team nenbers were still going through the contract;
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nost hadn't read the June 2 neno yet, and they hadn't | ooked at
speci fic anmendnment | anguage. He suggested they could testify
next week. He noted they would have submitted public comrents
in another week and a half, but the nmeno had nmade himrealize it
m ght be too late at that point.

CHAI R SEEKINS asked whether M. Hanley had an opportunity to
di scuss any of these points with M. Shepler or his staff.

MR. HANLEY replied not since the nmeno canme out. He el aborated
on his contacts with M. Shepler over the years, noting Anadarko
hadn't shared an official position on the proposed contract with
him or anyone, al though M. Shepler's meno is a good
representation of issues Anadarko has dealt wth. In further
response, regarding when Anadarko's comments would be avail able
on the contract, M. Hanley said they're aimng for early next
week with respect to issues raised in the nmeno.

2:31:50 PM

CHAIR SEEKINS noted nenbers had received a conplete version of
the Stranded Gas Act that norning, and said he'd received the
information referred to by M. Hanley from the Internet. He
asked whether anyone else wi shed to testify. He then turned
attention to anendnents.

The comm ttee took an at-ease from2:33:44 PMto 2:36:38 PM

SENATOR DYSON noved to adopt Amendnent 1 to SB 2004, | abel ed 24-
GS2046\ A. 5, Bailey, 6/3/06, which read:

AMENDMENT 1

OFFERED | N THE SENATE BY SENATOR DYSON
TG SB 2004

Page 3, lines 3 - 4:
Delete "nodifications of taxes on oil and gas,
i ncluding terns providing for"

Page 3, line 4, follow ng "taxes":
Insert "on oil or gas or both"

SENATOR DYSON objected for discussion purposes. He expl ai ned
that this section allows the comm ssioner to substitute paynents
in lieu of taxes. Although it seens clear that the phrase being
deleted on lines 3-4 is superfluous, the admnistration had
testified that this |anguage or sonething like it is needed to
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clarify there could be a PILT substitute for oil or gas taxes.
Senator Dyson said he thinks this is acconplished, but he is
| ess confident that adding "on oil or gas or both" is needed.

2:39: 06 PM

JIM BALDWN, Counsel to the Ofice of the Attorney GCeneral,
Departnment of Law, concurred that Anmendnent 1 preserves the
ability to agree to establish a paynent in lieu of taxes on oi

or gas. Wiile the |anguage being deleted is helpful, to his
bel i ef, the anmendment still preserves the aforenentioned
ability.

2:40: 30 PM

SENATOR DYSON renoved his objection.

CHAI R SEEKI NS announced that w thout objection, Amendnent 1 to
SB 2004 was adopt ed.

He confirmed with Senator Dyson that a second anmendnent woul dn't
be of f ered.

The commttee took an at-ease from 2:41:20 PMto 2:43: 01 PM

SENATOR BUNDE noved to adopt Amendnent 1 to SB 2003, | abel ed 24-
GS2056\ A. 2, Cook, 6/2/06, which read:

AMENDMENT 1

OFFERED | N THE SENATE BY SENATOR BUNDE
TG  SB 2003

Page 5, line 16, following "(c)":

Insert "At least three of the public nenbers of
the board nust be state residents. O her public
menbers need not be state residents.”

CHAI R SEEKI NS obj ected for discussion purposes.
SENATOR GREEN al so obj ect ed.

SENATOR BUNDE recal | ed di scussion of whether nenbers of the new
natural gas advisory group should be Al askans, and that the
adm nistration wanted the best expertise possible, perhaps even
from Canada. He suggested that having three public nenbers of
the board be state residents gives the admnistration its
option, while there wll be the "buy-in"™ and institutional
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menmory with having five total nenbers - including, presumably,
t he comm ssioners - who are Al aska residents.

CHAIR SEEKINS asked whether anyone from the admnistration
wi shed to conmment .

SENATOR GREEN i nqui red whet her Tam Cook, director of Legislative
Legal and Research Services, believed the second sentence was
necessary. She said it seened superfl uous.

SENATOR BUNDE, noting the anendnent was created by Legislative
Legal Services, said he hadn't asked for that specifically.

2:46: 30 PM
CHAIR SEEKINS and SENATOR GREEN renoved their objections.
Wt hout objection, Arendnent 1 to SB 2003 was adopt ed.

2:47: 41 PM
SENATOR BUNDE noved to adopt Amendnent 2 to SB 2003, | abel ed 24-
GS2056\ A. 3, Cook, 6/2/06, which read:

AMENDMENT 2

OFFERED | N THE SENATE BY SENATOR BUNDE
TG  SB 2003

Page 6, line 8:

Del ete "or portion of a day spent”

Insert "during which the nenber spent at |[east
four hours”

SENATOR GREEN obj ect ed.

SENATOR BUNDE expl ai ned that Anmendnent 2 to SB 2003 was offered
to generate discussion. Although people on this board will have
val uabl e expertise and deserve adequate conpensation, soneone
m ght show up for a teleconference or "15-minute check in and
check out" and get the $400 honorarium Requesting di scussion
of what is an adequate anount of tinme spent, he said four hours
was chosen because it's the amount of time necessary for a
| egislator to claim"long-term per diem"

SENATOR ELTON noted early norning or |ate-night meetings m ght
require a nenber to travel either the previous day or the
foll ow ng norning. Wen this is coupled with |anguage saying
the four hours nust be spent at a neeting of the board, people
are penali zed.
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2:50: 39 PM
SENATOR BUNDE asked whet her Senator Elton was suggesting a board
menber would qualify for three days' worth of honorariumif the
person spent one day traveling, one day neeting and then a day
returning.

SENATOR ELTON responded, saying he anticipates that the people
of the <caliber desired for the board wuld deserve the
honor ari um Furthernore, he isn't bothered by providing an
honorarium for the tinme during which they're away from their
ot her professional lives.

SENATOR WAGONER concurred, noting $400 a day isn't a lot of
conpensation, considering the quality of people who' Il be asked
to serve. However, he agreed $400 shouldn't be provided for 15
m nutes on tel econference. He suggested | ooking at providing a
50 percent honorarium for anything |less than two hours spent on
t he business of the LLC, for exanple, but pointed out that these
peopl e could be put in a position where their tinme was taken up
because of scheduling problenms and so forth.

SENATOR BEN STEVENS opposed Anendnment 2 for nultiple reasons:
other menbers of state boards receive conpensation, although
only on a day when a neeting has been called and public notice
sent; there also could be travel per diem at a different pay
level; and considerable tine is spent preparing for board
meetings, and may even result in shorter neetings. Unless it's
applied to all state boards and commissions, he said, it is
unfair to target a single board wth such a four-hour
requirenent. He pointed out that although |egislators have a
four-hour requirenent, theirs is a job, not a board position.

2:55:54 PM

SENATOR STEDVAN agreed this isn't the tinme to be pinching
pennies with respect to the honorarium and noted that per diem
for transportation is covered by statute.

CHAI R SEEKINS remarked that it's the same anount of honorarium
he received in the early 1990s while serving on the Al aska
Per manent Fund Cor poration Board of Trustees.

SENATOR BUNDE wi t hdrew Amendnent 2 to SB 2003.

2:56: 53 PM

SENATOR BUNDE offered a conceptual anendnent to SB 2003, |ater
| abel ed conceptual Amendnent 4, to add "in-person or face-to-
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face" followi ng |anguage beginning on page 6, line 7, of the
bill, relating to the $400 honorarium

SENATOR GREEN obj ect ed. She explained that the time involved
can be the same, regardless of whether the neeting is via
tel econference; she related personal experience. She al so
agreed wth Senator Ben Stevens' previ ous coment, on
Amendnent 2, that if it applies to this board, it should apply
to all others. She asked about Chair Seekins' experience.

CHAIR SEEKINS recalled that sonme teleconferencing had been
allowed, and that if the tinme was spent, the honorarium was
provi ded.

SENATOR HOFFMAN objected as well. He pointed out that
tel econferencing is encouraged today in order to save tinme and
money. Such encour agenent woul d di sappear with this anendnent.

2:59:35 PM
SENATOR BUNDE suggested the need to revisit other boards and
commi ssi ons. He expressed concern about spending the public's

noney to pay sonmeone who made a 15-m nute phone call.

CHAI R SEEKINS indicated he'd have staff nenber Brian Hove check
wi th soneone fromthe Al aska Permanent Fund Corporation board.

SENATOR GREEN pointed out that page 6, beginning at line 12,
says the board shall adopt policies and procedures to ensure
conpensation isn't paid to a nenber or other person if the val ue
woul d exceed the value of the consideration provided to the
cor poration. Thus it is addressed sonewhat, with the policy
determ ned by the board.

SENATOR W LKIN noted he sits on boards, one of which does nuch
work by teleconference, sonetinmes requiring six hours in a day.
He said while he appreciates what Senator Bunde is attenpting
it may be a bit msguided because of how the real world works.
Hi ghlighting the cost savings, he said he'd hate to be penalized
because he chose to participate by tel econference.

SENATOR BUNDE wi t hdrew concept ual Amendnent 4 to SB 2003.

3:02:17 PM

SENATOR BUNDE noved to adopt Anmendnent 3 to SB 2003, | abel ed 24-
GS2056\ A. 4, Cook, 6/3/06, which read:

AMENDMENT 3
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OFFERED | N THE SENATE BY SENATOR BUNDE
TG SB 2003

Page 6, line 29:
Del ete "pronptly"

Page 6, line 30, follow ng "board":
Insert "within 30 days after the seat becones
vacant "

SENATOR GREEN obj ect ed.

SENATOR BUNDE indicated this relates to the governor's
appoi ntnment, saying "pronptly" could last for nonths, possibly
prohi biting action by a group highly inportant to the state.

3:04:10 PM
SENATOR WLKEN noved to adopt Anendnent 1 to Anendnent 3 to
SB 2003, deleting "30" and inserting "90".

SENATOR GREEN obj ected for di scussion purposes.

SENATOR WLKEN explained that this board will be one of the
three nost inportant in Al aska. He questioned the governor's
ability to easily find someone Wi th t he necessary
gqualifications, and said he'd hate to rush that process.

SENATOR BUNDE sai d he had no objecti on.
SENATOR GREEN wi t hdrew her obj ecti on.

SENATOR ELTON spoke in support of 90 days, noting it also
i nposes a deadline for soneone who is being asked to serve.

CHAI R SEEKI NS asked whether there was any objection to adopting
Amendrment 1 to Anmendnment 3 to SB 2003. There being no
objection, it was so ordered.

3: 06: 02 PM
SENATOR GREEN wi t hdrew her objection to Amendnent 3.

CHAI R SEEKI NS asked whether there was any objection to adopting
Amendnent 3 to SB 2003 as anended. There being no objection, it
was so ordered.

3:06: 27 PM
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CHAI R SEEKINS noved to adopt Anendnent 5 to SB 2003, on page 6,
line 4, to delete "provided', which he surm sed wasn't intended
by the drafters. There being no objection, it was so ordered.

3:07:34 PM
SENATOR WLKEN said he'd msread signals and therefore hadn't
done an amendnent to the PipeCo bill - SB 2003 - with regard to

voting on fiscal issues by tel econference. He offered to do a
conceptual anendnent or type one for |ater.

CHAIR SEEKINS agreed to having it typed for later. He returned
attention to SB 2004.

3:08: 25 PM
SENATOR W LKEN noved to adopt Anmendnment 3 to SB 2004, |abeled
24- GS2046\ A. 4, Bailey, 6/3/06, which read:

AMENDMENT 3

OFFERED | N THE SENATE BY SENATOR W LKEN
TO SB 2004

Page 9, following line 14:

I nsert a new subsection to read:

"(f) Bef ore making awards of grants under this
section for a fiscal vyear, the conm ssioner of
commerce, community, and econom c devel opnent shal
provide reasonable public notice of al | gr ant
applications received, the recomendations of the
rel evant muni ci pal advi sory gr oup, prelimnary
determ nations made concerning the eligibility of each
muni cipality or organi zation for a grant, t he
eligibility of each expendi ture or pr oposed
expenditure for a grant, and the proposed allocation
of avail able nobney anobng grant proposals. The public
notice must specify a tinme and place for a public
hearing during which the conmmssioner wll receive
comments concerning the prelimnary determ nations and
allocations of the departnent. The conm ssioner shal
give reasonable public notice of the final awards of
grants nmade wunder this section. Final awards take
effect 30 days after public notice is given and may be
paid to the grantees according to procedures
est abl i shed by regul ation.”

Rel etter the follow ng subsections accordingly.
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Page 9, following line 25:

I nsert a new subsection to read:

"(]) In this section, "direct or severe inpact”
neans a clearly denonstrable effect on a comunity
that proximately contributes to a material change to

transportation, i nfrastructure, | aw enf or cenent,
energency  services, health and human  services,
educati on, | abor force, popul ati on, wages,

subsi stence, or another sociocultural elenent brought
about by the construction of a gas pipeline.™

SENATOR W LKEN obj ected for discussion purposes. He noted the
first section of Amendnment 3 to SB 2004 relates to public
notice, and the second section defines "direct or severe
i npact".

CHAIR SEEKINS invited M. Baldwmn to give the admnistration's
per spective on any anendnent.

SENATOR W LKEN explained that the first section of Anmendnent 3
to SB 2004 makes public how the grants are anal yzed, validated
and awarded, in a public forum There was trouble in the past
with a grant process done out of the public eye, w thout record
or with records that couldn't be obtained. This ensures that
communities know who's getting what, and that Al aska's people
know how t his inpact noney is being divided up.

3:11:11 PM

SENATOR WLKEN noted the second section of Anendnent 3 to
SB 2004, instead of saying what inpacts are, says what they
aren't, providing sideboards. It conbines definitions from the
Al aska Coastal Managenent Program the Alaska Surface Coal
Mning Control and Reclamation Act; and Legislative Research,
which rolled in its suggestion and other definitions from
gover nnent .

3:12:30 PM

CHAI R SEEKI NS began di scussion of what |ater becane Anmendnent 3
to Anendnent 3 to SB 2004, relating to the first section of the
anendnent, line 13, which says in part, "Final awards take
effect 30 days after public notice". He surmsed this refers to
public notice of the final awards, not the notice specifying a
time and place for public hearing. He asked whether it would be
advant ageous, after "public notice", to insert "of the final
awar ds" .

SENATOR W LKEN said he'd accept that as a friendly anendnent.
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3:13: 36 PM
SENATOR ELTON began di scussion of Amendnment 1 to Amendnent 3 to

SB 2004. He requested a |egal opinion about the inconsistency
between the phrase "or another sociocultural elenent"” in the
second section of Anmendnent 3 and the phrase "and for
soci ocul ture” on page 9, line 8, of the bill.

MR. BALDWN suggested making them parallel for consistency
purposes, replacing the language in the anendnent wth the
| anguage frompage 9, line 8, of the bill.

3:15: 31 PM

SENATOR ELTON noved to adopt Anmendnent 1 to Anmendnent 3 to
SB 2004 as follows, which included his addition of a hyphen to
the word "sociocul tural ":

Page 1, line 23, of the amendnent, fol | owi ng
"subsi st ence":

Del ete "or another sociocultural elenent”

Insert "and for socio-cultural inpacts”

3:16: 38 PM

SENATOR OLSON asked about adding "the inmpact or planning for" to
the list of provisions at the bottom of the anmendnent because
pl anni ng nust cone up in order to renedy an inpact.

CHAIR SEEKINS announced it would be taken up as a separate
i ssue.

3:18:12 PM

SENATOR DYSON returned to Amendnent 1 to Anmendnent 3. He said
it had been suggested that "and" be used, inplying all those
itens listed nust be taken into account. However, "or" allows
pi cking fromany or all, which he surm sed woul d be the desire.

SENATOR ELTON accepted "or for" to replace "and for" as a
friendly anendnent. He noted it would probably mndate a
conform ng anendnent on page 9, line 8, of the bill.

SENATOR BUNDE spoke against "or", saying it wouldn't allow any
si deboards or Iimtations. He pointed out that the maker of the
mai n anmendnment said it denotes what isn't allowed. Thus he
preferred "and" in order to have it list a totality of inpacts.

SENATOR W LKEN supported "or". Hi ghlighting the difficulty of
defining inpacts in statute, he suggested inpacts are whatever a
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group of people think they are when, in good faith, they sit
down to determ ne whether an inpact exists. The deci sions of
the comm ssioner or MAG will be public, and they'll be held
accountable for their decisions. Thus he proposed "or" is
appropriate because it broadens it and vyet there is
accountability. He indicated that if "and" were left in, the
comunity would have to qualify for all those on the I|ist.

3:22:12 PM
CHAIR SEEKINS asked whether Senat or Bunde nmaintained his
obj ecti on.

SENATOR BUNDE affirnmed that, saying he'd like to strike that
whol e | ast phrase.

SENATOR ELTON clarified that with Amendnent 1 to Anendnment 3,
including the change to "or", the l|language to be inserted would
read "or for socio-cultural inpacts".

3:23:09 PM

A roll call vote of 10 yeas and 2 nays proved Anmendnment 1 to
Amendnent 3 to SB 2004 passed, wth Senators Kookesh, Ben
St evens, Stednman, O son, Dyson, WIken, Elton, Hoffnan, Wagoner
and Seekins voting yea and Senat ors Bunde and Green voting nay.

3:23:52 PM

SENATOR OLSON informed Chair Seekins that he'd like to hold off
on the anendnent he'd nentioned earlier, since he didn't see a
good place for it.

CHAIR SEEKINS said it would be kept open until tonorrow.

3:24:18 PM

SENATOR BUNDE noved to adopt conceptual Anendnent 2 to
Amendment 3 to SB 2004, second section of the anmendnent, as
foll ows:

Page 1, line 23, of the amendnent, follow ng "wages":
| nsert "or subsistence."
Delete the rest of the anmendnent

SENATOR BUNDE explained that the preceding are all socio-
cultural inmpacts. |If put in the negative, it would be difficult
to define and woul d open a | oophol e he chose not to see opened.

SENATOR OLSON obj ect ed.
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SENATOR GREEN questioned whether Senator Bunde really neant to
del ete "brought about by the construction of a gas pipeline".

SENATOR BUNDE said it was a good catch; he revised conceptua
Amendnent 2 to Amendnent 3 accordingly. It would read as
foll ows because of Anendnent 1 to Anendnent 3, just adopted:

Page 1, line 23, of the anmendnment, follow ng "wages":
I nsert "or subsistence"
Delete ", or for socio-cultural inpacts”

CHAI R SEEKI NS suggested the original sentence probably included
Senat or Bunde's thought when it said "and another soci oecononic
inpact”, inplying all the previous itens were included.

3:26:52 PM

SENATOR WLKEN remarked that "proximately”™ on line 21 of
Amendrent 3 nmeans accurately or close to, and thus there nust be
a linkage to the socio-cultural inpacts. He said it enables
keeping "or for other socio-cultural inpacts”" in the |anguage
and so he woul dn't support the anendnent.

CHAIR SEEKINS clarified it now says "or for socio-cultural
i npacts”. He suggested it wasn't indicating that the others are
soci o-cul tural inpacts.

SENATOR BUNDE remarked that the definition of "proxinmtely"
probably lies in the eyes of the behol der.

SENATOR GREEN asked Senator WIken whether this |anguage is
simlar to other |egislation he has worked on.

SENATOR W LKEN replied that with the exception of tying into the

bill itself, it's essentially the sane |anguage. He noted that
on another issue there'd been an attenpt to define "inpact"”, and
this was the best they could do. In further response, he said

the National Petroleum Reserve-Al aska (NPR-A) l|egislation didn't
i nclude "socio-cul tural ™.

SENATOR GREEN opined it i s dangerous | anguage.

SENATOR ELTON provi ded context, stating his understanding from
testinmony the previous day that this |anguage was suggested by
MAG working wth the deputy commssion of DOR The
comm ssioner wll rmake a decision on inpact funds after
consulting with the MAG group. Thus thresholds nust be crossed
on any decision, whether it relates to transportation or socio-
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cultural inpacts. Senator Elton said he's confortable with that
process, especially given that the first part of this amendnent
clarifies the process and what is acconplished.

3:30: 53 PM

SENATOR GREEN responded that with all due respect to MAG it
gives her no assurance. |It's a self-interest group, and this is
what they want. It will be a direct gift to their village, town

or borough.

SENATOR ELTON acknow edged that point, but suggested there is
also a self-policing elenent in MAG the nore noney that goes
to another conmunity for any kind of interest, the |ess noney
there is for them

SENATOR BUNDE responded that he also expected to be told there
is honor anong thieves. Saying this isn't only directed at
small comunities, he provided an exanple and expressed concern
about Al askans' creativity in artfully using state noney to
their own advant age.

3:32:43 PM
CHAIR SEEKINS asked about the difference between a socio-
cultural inpact and a soci oeconom c i npact.

MR. BALDWN replied that it was hard to say, but suggested
"soci oeconom c" has nmore to do with actual dollars and cents

whereas "socio-cultural"” relates to alnost anthropol ogica

consi derations such as |ifestyle and perhaps recreation.

SENATOR OLSON spoke in favor of retaining "socio-cultural™
because it relates to inpacts from the gas |ine. He said it
goes far beyond recreation, having to do with a lifestyle that
people either were raised with or have cone in to. Looki ng at
t he amendnent, he said it addresses a nultifaceted el enent.

3:34:20 PM
SENATOR DYSON spoke in support of conceptual Anmendment 2 to
Amendnent 3. He suggested "material"™ on line 21 indicates an

obj ective change; an exanple is a new road for which individuals
don't have a choice. Soci o-cul tural inpacts, though inportant,
are far nore subjective and hard to evaluate - they involve
choice and aren't sonmething the government is responsible to
fix; he cited effects from television or inpacts on narriages
from"ladies of the night"” during TAPS construction as exanpl es.
Voi ci ng hope that affected communities would use good judgnent
in responding to changes, he also noted the reference to "health
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and human services", surmsing the legislature would be
financing renedi es for sone of the negative social effects.

SENATOR HOFFMAN remarked that it's a bad, bad anmendnent.

3:38:21 PM

A roll call vote of 3 yeas and 9 nays proved conceptua
Amendnent 2 to Amendnent 3 to SB 2004 failed, with Senators
Bunde, Dyson and Geen voting yea and Senators Ben Stevens,
Stedman, dson, WIken, Elton, Hoffnman, Kookesh, Wgoner and
Seeki ns voting nay.

3:39:45 PM
SENATOR GREEN returned to Amendnent 3 to Amendnent 3 to SB 2004.
She offered the follow ng |anguage beginning on line 13 of the
amendnent :

Thirty days after such public notice is given, fina
awards take effect and may be paid to the grantees
according to procedures established by regul ation.

She pointed out that this makes it refer to the final award of
grants in the previous sentence.

SENATOR WAGONER suggested it could be sinmplified further by
saying "final grant awards".

SENATOR GREEN explained that this is designed to specify which
public notice it refers to.

CHAI R SEEKI NS asked whether there was any objection to adopting
Amendnent 3 to Anmendnment 3 to SB 2004. There being no
objection, it was so ordered.

3:41:52 PM

CHAI R SEEKI NS asked whether there was any objection to adopting
Amendrment 3 to SB 2004 as anended. There being no objection, it
was so ordered.

The comm ttee took an at-ease from 3:42:08 PMto 3:55:38 PM

SENATOR BEN STEVENS noved to adopt Anmendnent 4 to SB 2004, which
read:

AMENDMENT 4

AS 43.82 is anended by adding a new section to read:
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Sec. 43.82. 255. Term of contract provisions
related to oil. (a) The provisions of this section
apply to a contract devel oped under AS 43.82.020 that
provi des for periodic paynment in lieu of taxes on oil
under AS 43.55.

(b) For the part of the contract term beginning
i mredi 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 comm ssioner nmay 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 beginning
i medi ately after the period described in (b) of this
section, and ending on a date not |ater than 25 years
after the effective date of the contract, the anount
of the paynent in lieu of tax on oil under AS 43.55
must be equal to the anount of the tax levied by |aw
However, the conm ssioner nay 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 sane econonmic position they had as
of the end of the period described in (b) of this
section imedi ately before the change.

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

SENATOR BEN STEVENS objected for discussion purposes. He
expl ai ned that Amendnent 4 to SB 2004 adds a new section under
terms of the contract related to oil. He paraphrased subsection
(a), indicating he believes it validates the portion discussed
yesterday afternoon, AS 43.82.210(a)(1), "oil and gas production
taxes and oil surcharges under AS 43.55". Noting subsection (b)
is conplex, he pointed out the contract term is from the
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effective date to sonme future point; other provisions in |aw say
it cannot be | onger than 45 years.

3:58:15 PM
SENATOR BEN STEVENS read from the first sentence of (b), saying
it relates to the term beginning when: a project is fully

funded, with conmtnents by the corporations' boards; a FERC
certificate of public convenience has been issued and permts
are in order; and there is certainty that a pipeline wll be
constructed. The 14-year period, derived from contenplation, is
a time of capital-cost recovery, defined as "total revenues
m nus corporate incone tax equals total expenditures.” The
project will have noved forward and substantial noney wll have
been spent, he said, going beyond the tine of first gas.

He explained that there is sone leniency because of
uncertainties about delays, cost overruns and so forth. Duri ng
that time, the terns in AS 43.55, which would be incorporated

into the contract related to oil, shall be part of a paynent in
lieu of taxes and be established with as nuch certainty as the
state constitution allows. Wth subsections (a) and (b),

certainty begins on oil when a project is funded, permtted and
cormitted to by all sponsor nenbers to nove forward, and shal
| ast 14 years "in firmcertainty."

He turned to subsection (c), which addresses the period after
the 14 years has expired, ending no later than 25 years after
the effective date of the contract. He highlighted three tine
periods: 1) the effective date, 2) the project sanction or ful
project funding and 3) this wuncertain date 14 years after
sancti on.

4:02: 06 PM

SENATOR BEN STEVENS read from (c). He noted paynents due in the
PILT during the above-described period must equal what's in the
tax law at that tine. However, if there's a change that the
| egislature has the authority to effect, there is an agreenent
to go back and | ook at those ternms with regard to "substantially
t he sane econom c position."

He proposed thinking in terns of timng. The overall picture is
25 years from the effective date. Phase one is anticipated to
be 4 years, although the time wuntil project sanction isn't
known; during that time, there is no certainty and oil is not
| ocked in. For phase two, fromthe point of sanction - once the
project is permtted and there's an issuance from FERC - there
will be firmcertainty on taxation for 14 years; the legislature
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will agree not to change the ternms during that tine, which is
the period of capital-cost recovery. Phase three is 7 years.

He recalled that the industry and financial presenters advocated
certainty for the term of the first firm shipping commtnents;
he indicated FERC will require such FT commtnents during the
open season. He proposed that the 21 years follow ng sanction
is anple tinme to cover this period of concern.

4:06: 46 PM

SENATOR BEN STEVENS said he anticipated a lot of reaction from
Amendrent 4. However, he suggested it's not unreasonable to
have the right to nodify a new petroleumtax regine - which it's
anticipated wll be enacted - between now and the period for the
project when the desire is to lock it in. He acknow edged

technical corrections may be required. Thus he didn't believe
it unreasonable to request the state's ability to nake
nodi fications during that tine. Nor did he believe it
unreasonabl e for the industry to demand certainty regardi ng cash
flow during the period of "cash outflow to a capital-cost
recovery." It's a normal industry practice and standard, he
said. He reiterated details from subsection (c).

CHAI R SEEKI NS suggested it provides for a bal anci ng cl ause.

SENATOR BEN STEVENS concurred. Wth regard to why the bal anci ng
clause isn't included, he said there was a |lot of deliberation
about it. The balancing clause won't be needed for a m ni num of
18 years, and then only if a future |egislature changes the
contract materially. He asked why the legislature would want to
tell the comm ssioner what bal ancing clause the comm ssioner is
supposed to use, 18 years from now, when trying to balance
el ements and dynami cs of market conditions for which they cannot
make an accurate forecast.

4:10: 35 PM
SENATOR ELTON drew attention to subsection (b) in Amendnent 4,
"and ending 14 years after that date". He inferred it allows

for the period up to comencenent of the project and then
recovery of capital costs. He said it seens capital costs could
be recovered after 12 years or 16 years. Rat her than having a
firm 14 years, he therefore asked about using |anguage such as
"and ending after capital costs are recovered".

SENATOR BEN STEVENS replied he'd thought about it a |lot.

Subsection (b) is phase two, from sanction to sone point in the
future. H's original intention was to say "from sanction date

SENATE NGD COW TTEE -42- June 3, 2006



that covers through capital expenditure and then through a
period of revenue generation to capital-cost recovery."” Delays
and pricing considerations are unknown factors. He said he'd
concluded that in order to try to nmeet those three tinelines -
4 or 5 years for permtting, 10 to 14 years for capital-cost
recovery, and 20 years for FT commtnent - he'd wanted to give
certainty for sone period, and had ended up at 14 years.

4:12:58 PM
SENATOR ELTON turned to subsection (c) in Anendnent 4. He asked
what the conmssioner's responsibility is in developing a

contract termthat, in the event of material change in the taxes
enacted after the effective date of the contract, establishes
the procedure for restoring parties. He asked whether the

| egislature is ceding some authority to the executive branch in
t he establishment of paynents in |lieu of taxes.

SENATOR BEN STEVENS answered "no" to the |ast question. He
paraphrased the first sentence in (c), adding "or by the
contract” after the witten phase "the paynent in lieu of tax on
oi |l under AS 43.55 nust be equal to the anpbunt of tax |evied by
| aw'. He said they have to be equal in the law at "the end of
(b), which is the terms of fiscal certainty."

SENATOR ELTON observed that the next sentence seens to nodify
the first, however.

SENATOR BEN STEVENS said the next sentence in (c) gives latitude

to future legislators to change it. He paraphrased a portion

whi ch begi ns, "However, the comm ssioner nmay devel op a contract
term that, in the event of a material change in the taxes
enacted after the effective date of the <contract”. He

interpreted this to say that if the |egislature changes that tax
structure between the effective date and the end-date nentioned

in (b) - which could be 17 or 20 years from now - the agreenent
is to allow the comm ssioner to enter into a contract term that
is essentially a rebal anci ng agreenent. He enphasized that it

has to be a "material change on the contract."”

SENATOR ELTON asked the purpose of "may" in the second sentence
of (c) and whether it could say, "However, the comm ssioner
shal | develop a contract ternt.

SENATOR BEN STEVENS indicated it could be changed to "shall",
but "may" allows the comm ssioner, at a future date, to deal
with uncertain market conditions; there mght be no need to
change it for that last 7-year period.
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4:16:18 PM

SENATOR ELTON observed it's a different way of |ooking at the
certainty issue. Rather than locking it in for 30 years, at the
end of (b) there still is a constitutional issue being
addressed, but the lock-in is for a shorter period of tine.

SENATOR BEN STEVENS agreed it's a significant shift from | ocking
in taxation imediately after ratification of the contract.

This says certainty isn't locked in until there is a commtnent
fromall parties, as well as validation that all permts are in
pl ace and everything is active to nove forward. "At that point,
in my mnd, the reason why | canme up with that is because that
is when a firm business commtnent ... has been signed," he

added, noting at that point the financial markets and investors
will want to have certainty during that period of tine.

He told nmenbers he'd spent a lot of tine |ooking at conparisons
of what other nations do with respect to forgiveness on taxes.
For exanple, Alberta's system forgives all taxes until ful
capital -cost recovery on the oil sands and has a 1 percent
royalty during that time, which may take years. Wth Al aska's
project, he stated the intent of providing certainty wthout
locking it in over a period of time that isn't necessary.

4:18: 57 PM

SENATOR ELTON returned to subsection (b), noting he has assuned
project funding cannot be finalized wuntil 1issuance of a
certificate of public convenience and necessity. He asked

whet her fundi ng may possi bly occur before that.

SENATOR BEN STEVENS said "full project funding” is defined in
the Stranded Gas Act, AS 43.82.900(7), which states:

(7) "full project funding" 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;

He explained that he'd inserted the issuance of the certificate
of public convenience. He suggested it's alnobst a redundant
requi renent because the FERC certificate cannot be issued unti

the authorization for expenditure has been approved by the board
of directors of the sponsor groups. He said he believes the
i ssuance of that certificate is the later of the two "because
they could nake approval and then there would be a period of
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time that it locks in." He opined that the FERC i ssuance is the
real marker for when the project noves forward or doesn't, which
is why he'd included that.

4:21:41 PM
SENATOR W LKEN asked whether there is a general definition of
"material change"” in the industry.

SENATOR BEN STEVENS said it's a good question. He gave his
personal wunderstanding that it's anything with an inpact over
3 percent, "plus or mnus 3 percent on annual forecasted
revenues. "

CHAIR SEEKINS called it a GAAP (generally accepted accounting
principles) term

SENATOR BEN STEVENS said he wasn't sure whether it was defined
in statute, but noted it wasn't defined in the Stranded Gas Act.

MR. BALDWN said not to his know edge, but he'd seen the term
used in international agreenents.

CHAI R SEEKI NS requested confirmation that the intent here is "an
effective plus or mnus 3 percent.”

SENATOR BEN STEVENS affirned that, specifying it would be a
change that had a material effect on the revenues generated
under the contract, plus or mnus 3 percent.

4:22:46 PM
SENATOR W LKEN asked whether firm transportation conmtnents
normal ly are in 20-year bl ocks.

SENATOR BEN STEVENS affirmed that as his understanding. He
i ndicated his understanding that the open season under the FERC
timeline occurs 2 years before sanction; fromfirst gas forward,
FERC wants a conmitnment for 20 years.

SENATOR W LKEN requested confirmation that if it took 4 years to
get to sanction, the legislature could cone back in 2 years, if
it so chose, and do a whol e new petrol eum production tax (PPT).

SENATOR BEN STEVENS agreed there'd be such freedom but said he
believed there'd have to be the caveat that it would materially
inpact the contract and put it 1in |eopardy. "But there's
nothing that says that we would have to nmake the change,” he
added.
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4:24: 02 PM
CHAI R SEEKI NS suggested it would put the project at risk.

SENATOR BEN STEVENS said it could. In response to Senator
W Il ken, he added, "W would have the consequences of that
decision, but ... the industry does not get the certainty of our
decision to nove forward on ratification until they show us
there is a project.”

CHAIR SEEKINS summarized, "Show us the noney, show us the
project - you get certainty."”

SENATOR BEN STEVENS cautioned that future |egislators would have
to be aware of the jeopardy that they may cause to the future
diligence of pursuit of the project.

4:24:47 PM

SENATOR DYSON said he'd been intrigued by this concept since
first hearing about it. He referred to (c), however, where it
tal ks about "substantially the sanme economc position” as at the
end of (b). If the oil industry were struggling and | osing

noney on the pipeline at the end of the period described in (b),
he said, it appears under (c) the state couldn't fix it for
them O if the people of Alaska weren't getting a fair share,
that couldn't be fixed either, because of the requirenent to
stay in that plus-or-m nus-3-percent range discussed earlier.

4:26:29 PM
SENATOR BEN STEVENS clarified that capital-cost recovery is
"total revenues mnus corporate incone tax equals tota

expenditures,” whereas full debt retirement would occur nuch
further into the future and is unknown because the debt
instrunments and anounts would vary from conpany to conpany. "W

| ooked at that in terms of saying that maybe it should be a
period of certainty through debt retirenment," he noted, but said
that date is hard to pick because of the wuncertainty wth
respect to each conpany.

He continued, saying "same econonic position" to him means "the
same distribution of economc rent." As the state is an
econom c participant and takes its gas in value, it bears both
the high side and the low side with the industry; therefore, it
has nothing to give back, under the way the contract has been
devel oped, wunless there is a decision to give back the gas.
There is no severance tax. "The only thing we could give back
woul d be royalty in ternms of the gas economics,” he added. "But
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the oil economics is another elenent, and that's why it's
unpredictable ... how those two will interact into the future.”
Thus he said he hadn't known how to phrase it.

4:28:51 PM

SENATOR DYSON asked whether his main point was still true, that
if there is a real problem - either for the state or the
producers at the end of the period in (b) - it cannot be fixed.

SENATOR BEN STEVENS suggested that's enconpassed in Senator
Elton's statenent about "shall" versus "may".

SENATOR DYSON said that wasn't his reading of it.

SENATOR BEN STEVENS replied, "If we say 'shall', then they would
not be able to make any changes. |If it says 'may' - if there is
sonething that is so dramatic at the end of period (b) - they
may do it, they may not do it. But certainty ends at the end of
period (b)."

SENATOR DYSON asked whether the initiation of the renedy is only
at the discretion of the conm ssioner.

SENATOR BEN STEVENS replied no, it's at the discretion of the
| egi sl ature wunder AS 43.55, because the |legislature changes

t axes. He indicated this doesn't go into the changes of the
terms of the contract as a whole. Rather, it only relates to
how oil interacts with the contract. He said he hadn't ventured

into the economics of the gas in the future.

4:30: 07 PM
SENATOR DYSON said he was still charmed by this, but asked for
time to think about it overnight.

CHAI R SEEKINS suggested there'd never be an objection to "the
downward change in the econom c burden fromthe producers.™

SENATOR DYSON expressed concern that it's precluded by this, and
added he wanted to think about putting into statute sonething
he'd thought would be in the contract.

CHAIR SEEKINS pointed out that the <contract needs to be
devel oped in concert with the requirenments and purposes of the
Act .

4:31:23 PM
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SENATOR BEN STEVENS replied to Senator Dyson, saying the
devel opnment of Section 43.82.255 is in response to terns in
Exhibits P and R of the contract, which are based on terns that
will be incorporated from passage of a final PPT. Those
exhibits are oil terns and credit ternms of the PPT. This says
those exhibits can be part of the contract for this specific
period of time, to his understanding.

SENATOR BUNDE agreed these are things he'd expect to see in the
contract, but opined that the legislature's only guarantee of
getting something into the contract is through this bill.
Whether it's a good idea, on this or any issue, is worthy of
di scussion, but it's one of the few sure routes the |egislature
has with respect to affecting the contract.

4:33:13 PM
SENATOR ELTON referred to (c), line 2, "ending on a date not
|ater than 25 years". Assuming 4 years before construction and

then another 14 years, he said the plain |anguage suggests it
could end after 19 years.

SENATOR BEN STEVENS replied that is theoretically correct. The
flexibility is intentional because the length of phase one isn't
known. It could be 7 years before project funding and fina
FERC certification. There could be permt challenges or US.
Suprene Court challenges, for exanple. He acknow edged it could
say, for instance, "A date certain 25 years after effective
date, it ends."

CHAI R SEEKI NS requested clarification about the effective date.

4:35:15 PM
MR. BALDWN specified that the Act says the contract takes
effect 60 days after signature.

CHAIR SEEKINS surmi sed that after approval by the legislature
there is 60 days to execute the contract; the effective date is
60 days after the date of full execution.

SENATOR BEN STEVENS said that's correct.

4:36: 03 PM

SENATOR ELTON turned to subsection (d) in Amendnent 4,
"I mpl enentation of a contract provision authorized in this
section may be made subject to the dispute resolution procedures
of the contract.” He said he'd assuned it would have been
covered by arbitration without this, but this specifies that the
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di spute resolution process in the contract wll govern the
provi sions of this. He surm sed the Al aska Suprene Court could
have had jurisdiction, for exanple, rather than wusing this
process.

SENATOR BEN STEVENS said the only contract provision authorized
under this section is the balancing provision whereby the
conm ssioner may develop a contract term in the event of a

mat eri al change. If there is disagreenent, it wll go to
arbitration under the terns of the contract; eventually, a court
woul d determne it. He said this balancing provision won't be

in use for 18 years, and thus the attenpt was to be as flexible
as possi bl e.

SENATOR ELTON noted that in anticipation of a l|awsuit over
locking in the tax reginme, today the Senate adopted |egislation
providing that the Al aska Suprenme Court is the first court of
jurisdiction. This provision in the Stranded Gas Act would | ock
in tax ternms, and yet, in this case, any disputes wll be
decided by an arbitrator, rather than the Al aska Suprene Court.

4:38: 39 PM
SENATOR BEN STEVENS replied that the difference between the two
- the locking in or the creation of fiscal certainty under a

PILT - is given in (b), where it says taxes may be established
with as nuch certainty as the constitution allows; that's the
piece where a suprene court challenge is anticipated. The
second piece would be a renegotiation of contract ternms through
a balancing clause in the contract. It would be contractual
terms, not statutory terns. Therefore, the provision in (d),

"inpl ementation of a contract provision," would be the provision
established wunder the authority of (c), which says the
conmi ssi oner nmay devel op a contract term

4:39:40 PM
SENATOR ELTON suggested it should say "in the above subsection”,
rat her than "section", since section includes subsection (b).

SENATOR BEN STEVENS agreed with the need to look at that,
although he opined that only one contract provision 1is
aut horized under this section, AS 43.82.255, and all the rest
just give allowances for the contract to be part of it.

4:40: 25 PM

SENATOR WAGONER noted the first tinme period could be shorter
than 4 years, perhaps less than 44 nonths as far as FERC revi ew
He said he hadn't been willing to commt to locking this in for
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an extended period of tine; this provides nore confort than
earlier, and is a good attenpt at solving the problem

CHAI R SEEKINS said under Amendnent 4 it appears there is a 14-
year period of <certainty, after which the conm ssioner may
activate a balancing clause for a period of tine up to 25 years
fromthe contract's effective date. Although there is sonething
approxi mati ng certainty beyond t hat 14  years, it IS
di scretionary.

SENATOR BEN STEVENS agreed, but said this tries to address a | ot
of different needs: neeting the needs of the financia

community and investors, securing cash flow that won't be
interrupted by legislative action, and neeting the needs of
| egi sl ators who are concerned about locking in fiscal certainty
on a project that isn't certain to happen. For the |egislature,

the need is for the front end. For industry, the financial

world, and the federal government with respect to the | oan-back
guarantee, the need is for the capital-cost recovery conponent
as well as the recovery period that will be demanded from FERC
wWith respect to the duration of a shipping commtnent. Thus he
suggested it's 20 years, not 14 years.

4:44.18 PM

CHAI R SEEKINS remarked that he hadn't yet talked to a rationa
Al askan who wants to nmaterially adversely affect the econonics
of a project. H's constituents seem to understand givVing
certainty for a period of tinme to recovery capital expenses,
rather than having the legislature be able to change the
econom cs of the deal at the end of the construction period, for
exanpl e, before first gas. However, there also is the risk that
the legislature will destroy the project in that first 4 years
if the structure is changed. Beyond that, he said this neets a
| ot of the needs of the people with whom he has discussed it.

4:45: 30 PM
SENATOR WAGONER echoed Senator Dyson's request to take up
Amendment 4 to SB 2004 tonorrow, in order to have nore tine.

SENATOR BEN STEVENS said he wouldn't object, but asked that
menbers try not to conceptually anend the provisions. He said
it hadn't gone through Legislative Legal Services for a
mul titude of reasons, but he would ask them now to draft it in
regul ar format.

4:47:08 PM
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CHAI R SEEKINS agreed it would be good to get such a draft and
their input. He thanked participants and held SB 2003 and
SB 2004 over.

There being no further business to cone before the conmttee,
Chair Seekins adjourned the Senate Special Committee on Natural
Gas Devel opnment neeting at 4:47:50 PM
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