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SENATE BI LL NO. 2003
"An Act establishing the Al aska 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; nmaking conform ng anmendnents;
and providing for an effective date."

HEARD AND HELD
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SENATE BI LL NO. 2004
"An Act relating to the Al aska Stranded Gas Devel opnent Act,
including clarifications or provision of additional authority
for the developnent of stranded gas fiscal contract terns;
maki ng a conform ng anendnent to the Revised Uniform Arbitration
Act; relating to nunicipal 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
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

06/ 03/ 06 (S) Heard & Hel d

06/ 03/ 06 (S) M NUTE( NGD)

06/ 04/ 06 (S) NGD AT 2: 00 PM SENATE FI NANCE 532

Bl LL: SB2004
SHORT TITLE: STRANDED GAS DEVELOPMENT ACT AMENDVENTS
SPONSOR(s): RULES BY REQUEST OF THE GOVERNCR

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

06/ 03/ 06 (S) Heard & Hel d

06/ 03/ 06 (S) M NUTE( NGD)

06/ 04/ 06 (S) NGD AT 2: 00 PM SENATE FI NANCE 532
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Counsel to the Governor
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PO Box 110001

Juneau, AK 99811-0001

POSI TI ON  STATEMENT: Answered questions during hearing
SB 2003 and SB 2004.

SENATOR GENE THERRI AULT

Al aska State Legislature

Al aska State Capitol

Juneau, AK 99801-1182

POSI TI ON STATEMENT: Comment ed on Amendnent 4 to SB 2004.

KEN KONRAD, Senior Vice President - Gas

BP

POSI TI ON  STATEMENT: Testified during hearing on SB 2003
SB 2004; opposed Amendnent 4 to SB 2004.

BRI AN VEENZEL, Vi ce President

Fi nance and Admi ni stration

ConocoPhi | l'i ps Al aska, Inc.

POSI TI ON  STATEMENT: Testified during hearing on SB 2003
SB 2004; opposed Anendnent 4 to SB 2004.

VENDY KING Director of External Strategies

ANS Gas Devel opnent Team

ConocoPhi I l'i ps Al aska, Inc.

PO Box 100360

Anchorage, AK 99510

POSI TI ON  STATEMENT: Testified during hearing on SB 2003
SB 2004; opposed Amendnent 9 to SB 2004.

JI' M BALDW N

Counsel to the Ofice of the Attorney General

Departnent of Law

PO Box 110300

Juneau, AK 99811-0300

PCOSI TI ON  STATEMENT: Answered questions on anendnents
SB 2004.

DONALD SHEPLER
G eenberg Traurig, LLP
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Consultant to the Legislature
PCSI TI ON  STATEMENT: Answered questions on anendnents to
SB 2004.

BOB LOEFFLER

Morrison & Foerster

Counsel to the Governor

O fice of the Governor

PO Box 110001

Juneau, AK 99811-0001

PCSI TI ON STATEMENT: Testified on Arendnent 9 to SB 2004.

PETE FROST, Director of Regulator Affairs

ConocoPhi I | i ps

Washi ngt on, DC

POSI TI ON STATEMENT: Testified on Anendnent 9 to SB 2004.

ACTI ON NARRATI VE

CHAIR RALPH SEEKINS called the Senate Special Committee on
Nat ural Gas Devel opnment neeting to order at 2:13:31 PM Present
at the call to order were Senators Lyda Geen, Gary WIken, Con
Bunde, Fred Dyson, Bert Stedman, Lyman Hoffnman, Donny d son,
Thomas Wagoner, Ben Stevens, Kim Elton, Al bert Kookesh and Chair
Ral ph Seeki ns. Also in attendance were Senators Gary Stevens,
Hol lis French, Johnny Ellis and Gene Therriault.

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. Pending was a notion to adopt Anmendnent 4 to
SB 2004, which had been discussed the previous day.

2:13: 55 PM
CHAI R SEEKINS infornmed nmenbers there was an updated version of
Amendrent 4, | abel ed 24- GS2046\ A. 12, Bail ey, 6/3/06, which read:

AMENDMENT 4

OFFERED | N THE SENATE BY SENATOR BEN STEVENS
TGO SB 2004

Page 6, followng line 8:
I nsert a new bill section to read:
* Sec. 10. AS 43.82 is anended by adding a new
section to read:
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Sec. 43.82.255. Ternms of contract provisions
related to oil. (a) The provisions of this
section apply to a contract developed under
AS 43.82.020 that provides for periodic paynent
inlieu of taxes on oil under AS 43.55.

(b) For the part of the contract term
beginning imrediately after the date of ful
project funding or the date of issuance of a
certificate of public convenience and necessity
for construction and initial operation of the
Al aska Natural Gas Pipeline, whichever date is
|ater, and ending 14 years after that date, the
commi ssioner may develop a term for 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
paynments in |lieu of taxes may be established with
as much certainty as the Constitution of the
State of Al aska al | ows.

(c) For the part of the contract term
beginning imrediately 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 amount of the paynment in lieu
of tax on oil under AS 43.55 nust be equal to the
anount of the tax levied by law. However, the
conmmi ssioner may develop a contract termthat, in
the event of a nmaterial change in the taxes
enacted after the effective date of the contract,
establishes a procedure for restoring the parties
to substantially the sanme econom c position they
had as of the end of the period described in (b)
of this section imediately before the change.

(d) Inplenmentation of a contract provision
authorized in this section may be nmade subject to
t he di spute resol ution pr ocedur es of t he
contract."”

Renunber the following bill sections accordingly.
Page 10, |ine 23:

Delete "Sections 1 - 12, 15, 16, and 18"

| nsert "Sections 1 - 13, 16, 17, and 19"
Page 10, |ine 25:

Del ete "Section 17"
| nsert "Section 18"
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SENATOR BEN STEVENS told nenbers the words were identical to
previ ous Anmendnent 4, except for |anguage added to renunber the
bill sections. He thanked Senator WIlken for providing a
rel ated handout |abeled "Gl Tax Certainty.” He asked for
unani nous consent for the adoption of Amendnent 4.

2:15: 54 PM

SENATOR ELTON began discussion that |led to Amendnent 1 to
Amendnent 4. He reiterated his question of the previous day
relating to the dispute resolution | anguage in subsection (d) of
t he anendnent. He read the phrase, "Inplenentation of a
contract provision authorized in this section", and asked what
its net effect would be on subsection (b).

SENATOR BEN STEVENS gave his view that the only new contract

provision would relate to Ilines 18-19 of the anendnent,
subsection (c), "However, the comissioner nay develop a
contract term ... in the event of a material change". He said
that takes place in the third conponent of the tineline. He

noted the provision that would be challenged in court 1is
menti oned on lines 13-14, subsection (b), which talks about "as
much certainty as the Constitution of the State of Al aska

al l ows. " He highlighted this as a term in the contract that
already is subject to the dispute resolution procedure. Thi s
just says that if a new provision under a fiscal-balancing
scenario is developed, it also shall be wunder the dispute

resol uti on scenari o, he added.

SENATOR ELTON offered an exanple, reading from the first
sentence in (b). He said this seens to be a contract term
subject to arbitration, rather than a <court decision; a
determnation as to when the 14-year clock would start running
could be highly inportant.

SENATOR BEN STEVENS responded that the aforenmentioned isn't a

contract term It would be in statute, not the contract. He
indicated this doesn't affect any term of the contract, but adds
tinelines as to whether the legislature will agree not to change

AS 43.55, which would affect the contract; subsection (d)
i npl enents a contract provision authorized by this section,
which is nentioned on lines 18-19, subsection (c).

2:20: 05 PM
SENATOR BEN STEVENS suggested replacing "contract termt wth
"contract provision® in (c), on line 19, because in this

instance it isn't tal king about a tine period.
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CHAIR SEEKINS proposed adding "(c) of " to subsection
(d), line 23, so it would read: "a contract provision
authorized in (c) of this section".

SENATOR BEN STEVENS indicated the above could be done if
necessary for clarification, or as an alternative.

SENATOR DYSON agreed with the need for clarification, since
"term has different neanings. He suggested hearing from a
| egal expert.

2:22:23 PM

JOSEPH K. DONOHUE, Preston Gates & Ellis, Counsel to the
Adm ni stration, opined that "term is used properly within the
context of the Al aska Stranded Gas Devel opnent Act ("Stranded
Gas Act"). He gave an exanple. To the extent Amendnent 4 deal s
with a specific contract provision, he suggested "contract ternf
is appropriately used. He indicated, however, that consistency
woul d be attained by anending (d) as proposed by Chair Seekins,
adding "(c) of" so that line 23 would read "in (c) of this
section".

2:24: 37 PM
SENATOR BEN STEVENS suggested "in section (c)" for sinplicity.

CHAI R SEEKINS asked whether "provision”™ should be changed to
"termt on line 23 for consistency.

MR. DONOHUE related his belief that wthin the context of
Section 10 of the bill, "contract provision authorized 1in
section (c)" would be as clear as "contract term authorized in
this section".

SENATOR DYSON highlighted the unclear neaning of the various
uses of "ternmt and "ternms". For exanple, does "the part of the
contract ternml refer to the extent of tinme during which the
contract is in place? Does "contract tern on line 15,
subsection (c), deal wth the length of the contract in force?
Does "ternms" in the title, line 4 of the amendnent, refer to
both the length of time that the contract is in force and the
i ndi vi dual provisions within the contract?

MR. DONCHUE announced he was changing his mnd. He acknow edged

the potential for ambiguity and said he needed tine to think
about the appropriate |anguage to clarify the distinction.
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2:28:16 PM

SENATOR BEN STEVENS said he appreciated attenpts to clarify the
intention, but brought attention to the title, "Terns of
contract provisions related to oil", as well as subsection (d).
He said the question that brought them to this point is the
creation of a new provision in the contract that is authorized

by this anmendnment. It is the only nmention of the devel opnent of
a new provision; all other "ternms of the contract"” already
exi st. He acknow edged "terns" could nean either provisions or

periods of tinme.

CHAI R SEEKI NS opi ned that the anmendnent was pretty clear, except
for Iine 23.

2:29: 55 PM

CHAIR SEEKINS requested a notion to delete the word "this" on
line 23 after "in" and then add "(c)" after "section". I n
response to staff, he said he'd have no objection to "(c) of
this section". Thus it would read in part: "(d) Inplenmentation

of a contract provision authorized in (c) of this section".

SENATOR GREEN noved to adopt the foregoing as Amendnent 1 to
Amendrent 4. There being no objection, it was so ordered.

2:31:17 PM

SENATOR ELTON requested a legal opinion as to whether the |ast
sentence of (b) affects issues relating to |egal standing. For
exanple, does it change who has standing? Does it preclude
going to court until a | ockdown on taxes begi ns?

MR. DONOHUE replied that as he understands Amendnent 4, a term
in the contract that is authorized at the conclusion of this
process would lay out this proposal. It would say the producers
agree there is no fiscal certainty with respect to oil unti

such-and-such a tinme, and they'd agree to fiscal certainty for
the mddle period, and to a balancing for the third period.
There would be standing to chall enge whether fiscal certainty is

authorized by the state constitution. In addition, the basic
theory of providing fiscal certainty associated with all the
other provisions - including tax rates for gas and so forth -

woul d be at issue and resol ved. Even if there were an argunent
that this issue needed to await the md-phase agreenent, the
constitutional question would be addressed.

CHAI R SEEKI NS added that under SB 2002, which passed the Senate
that afternoon, the constitutional challenge would have to be
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brought within 120 days of execution of the contract as an
original action in the Al aska Suprene Court.

2: 34: 04 PM
SENATOR DYSON began discussion that led to Amendnent 2 to
Amendnent 4. Returning to the nmeaning of "ternmi in Amendnent 4,
he interpreted it to always refer to periods when the contract
is in force

CHAI R SEEKI NS conpared |ine 19, subsection (c), with |anguage in
the Stranded Gas Act set out in SB 2004 on page 3, line 3. He
indicated he read "contract ternf on line 19 to nean "contract
provi sion," but otherw se thought Senator Dyson was correct.

SENATOR DYSON suggested that if the foregoing was correct,

perhaps it should be plural: "the comm ssioner may devel op
contract terns". He said nore than one conponent of the
contract mght need alteration, and thus it wouldn't be good to
l[imt the conm ssioner to only one provision. He deferred to

Chair Seekins to propose an anendnent, if appropriate.

2:36:42 PM
SENATOR CGREEN suggested |eaving the |anguage as is. She not ed
that "contract ternt is linked to the phrase "establishes a

procedure” on line 20 of the anmendnent.

MR. DONOHUE said it was fairly clear, but he didn't believe
making it plural would either help or hurt. He then noted that
both (b) and (c) begin, "For the part of the contract term
begi nni ng". He reconmended perhaps citing AS 43.82.250, where
the statute says "the term of the contract"; there, however, it
means |length of tine. He pointed out "term is used in both
senses in the statute, as well as in Anendnent 4.

2:38: 42 PM
CHAI R SEEKINS i nforned nenbers that his own notes said, "For the
period of the contract ternt.

VMR. DONOHUE agreed that would provide clarity.

2:39:18 PM

SENATOR GREEN noved to adopt the aforenentioned as Anendnent 2
to Anendnent 4, to change "part" to "period" on lines 7 and 15,
at the beginning of subsections (b) and (c).

SENATOR DYSON proposed the sane change on line 12, in subsection
(b), where it says, "For the part of the contract terni.

SENATE NGD COW TTEE -9- June 4, 2006



SENATOR GREEN i ncorporated that change to line 12; thus revised
Amendnment 2 to Amendnent 4 would change "part"” to "period" on
lines 7, 12 and 15. There being no objection, it was so
or der ed.

2:40: 37 PM

SENATOR WAGONER requested confirmation of his wunderstanding:
after year 18 so, after capital-cost recovery, there'd be a
"reopener,” except a future legislature couldn't increase the
tax without a conpensating reaction as far as oil tax versus gas
tax; that would happen if there were a nmaterial change, nore
than 3 percent up or down. He asked why they were even
considering having a reopener there, because he could see no
advantage to the | egislature.

SENATOR BEN STEVENS pointed out that line 19 in (c) says the
commi ssioner "may" develop a contract term He said he'd agree
with Senator Wagoner only if it said "shall". He referred to
the previous day's discussion about uncertainty and discretion
given to the comm ssioner to develop a contract term if a
material change occurred as a result of an effective change in
t he tax. He said it leaves flexibility for a legislature to
force a reopener, but also gives discretion to the comm ssioner
and the sponsor group to say this likely wll end up in dispute
resolution. He concluded that "shall" would provide a mandatory
reopener and rebal ancing. However, "may" leaves it to the
di scretion of the participants 18 years in the future.

SENATOR WAGONER asked what the point is of giving the
| egislature a chance to reopen the tax structure for oil in
year 18, for instance, if the final result is a rebal ancing by
decreasi ng taxes on gas - which he suggested the conpanies would
propose and the conmm ssioner may concur wth.

2:45: 05 PM

SENATOR BEN STEVENS replied that it doesn't say anything about
the terns wth regard to gas; r at her, it talks about
"substantially the sanme economc position", which he called a
"distribution of the economc rents.” He indicated that if the
| egislature reacted to a change in market conditions, "may"
would give the comm ssioner flexibility if he or she didn't
believe there was a need for rebal anci ng.

SENATOR DYSON surm sed Senator Wagoner's point linked to his own

concern voiced yesterday: Even if the conm ssioner decided to
go ahead, the net cost to the producers couldn't change very
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much - within 3 percent up or down, as discussed yesterday. The
net government take under (c) would have to be substantially the
same as what was in effect in (b) after the comm ssioner's
decision, even if net profits were |low and the conpanies were
goi ng br oke.

SENATOR WAGONER clarified his concern: Because of how this is
constructed, why are they even |ooking at an opportunity for the
|l egislature to revisit this?

SENATOR BUNDE suggested it costs nothing and yet provides sone
flexibility for future situations that the legislature my not
be aware of.

2:48: 53 PM

SENATOR BEN STEVENS, in response to Chair Seekins, specified the
intent that it be left open, not locking in a change at year 18,
but locking in the ability to make a change if so required, with
flexibility.

CHAI R SEEKI NS expressed concern that the |anguage nmay authorize
that termto be negotiated in the contract from day one.

SENATOR BEN STEVENS opined it was pretty clear. He read
portions of (c). Proposing that nmenbers think theoretically, he
said the contract has provisions locked in for 14 years, and a
future legislature, in year 15, could change the rate that would
becone effective immediately after year 18; thus it could be
changed before the tine.

2:51:01 PM

SENATOR BEN STEVENS, in further response, said the intent of (c)
is to leave it flexible; to not make it part of the contract
now, and to say that the terns to be locked in at sanction wll
be firmuntil the end of the cost-recovery period, at which tine
there would be "flexibility and opportunity.” He said if the
situation posed by Senator Dyson were to cone into effect, there
will be opportunity. He specified that it isn't intended that
the ternms fromyears 18-25, give or take, be negotiated now.

CHAI R SEEKINS highlighted the need to ensure that the |anguage
clearly says this is an option to be exercised at a future date,
rat her than negotiated into the contract from day one.

SENATOR BEN STEVENS added there is certainty in (c), lines 17-

18, which says the anpbunt of the paynent in |ieu of taxes (PILT)
on oil must equal the amount of tax |levied by |aw
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2:52:43 PM

SENATOR DYSON asked whether he neant to inply that "nust be
equal to the amount of tax levied by law' includes changes that
the legislature mght nmake in the law at that tine.

SENATOR BEN STEVENS replied he thinks that's inherent and
i mbedded in it, because it speaks of that period of tine. He

read from the first sentence of (c): "begi nning imediately
after the period described in (b)". He remarked, "Beginning at
that point, whatever is law then, ... the production value tax

cal cul ated under 43.55 nust equal the PILT paynent, or the PILT
paynent nust equal that."

He said he wasn't trying to trigger an automatic change in
taxes, but also wasn't trying to say that if future |egislatures
see the need for a change, the PILT shall equal it. |If there is
a material change in the distribution of economic rent as a
result, however, the comm ssioner may go in with the sponsors
and make the nodifications. This is so far over the horizon
that the economic conditions are unknown. Referring to his
testinmony the previous day, he highlighted the desire to create
a stable taxation rate during the period of firm transportation
(FT) commtnents, to provide a nechanism for stability if

required, as well as to provide the legislature wth an
opportunity for change. He said that's the purpose of that
secti on.

SENATOR DYSON asked, however, whether lines 19-21 in (c) say
that whatever those changes are, they nust balance with sone
ot her changes in order to leave the parties in the same position
as they were before.

SENATOR BEN STEVENS agreed that's what it says, but opined that
subsection (c) pivots on "may" versus "shall". He specified
that he intentionally chose "may" to |leave flexibility.

2:56: 06 PM

SENATOR ELTON proposed that not having (c) at all would provide
maxi mum flexibility, leaving it to the legislature at that tine,
after 14 vyears, to determne tax rates or anything else.
However, (c) seens to cede sonme current |egislative powers to
the conmi ssioner; it suggests the legislature can increase a
tax, but if it's a material change - defined the previous day as
plus or mnus 3 percent - then the comm ssioner has the ability
to keep the other parties whole by naking econom c adjustnents
that would essentially change the governnent take. Suggesti ng
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it gets back to Senator Wagoner's point, he spoke in favor of
maxi mum flexibility for the legislature, which would nean
removi ng (c).

SENATOR HOFFMAN agreed the aforenentioned would be optinmm for
the legislature, but suggested also |ooking at the position of
the oil conpanies in order to get their conmtnent to build the
gas pipeline. Stating his belief that the consensus of the
majority of legislators is that the contract is too |long, and
referring to Senator Wagoner's previous discussion, Senator
Hof fman classified this as an opener - the legislature would
have the option, at that point, to evaluate the econonic
conditions in the market and nake a change accordingly.

2:59: 01 PM

SENATOR WAGONER remarked that wth Senator Ben Stevens'
definition of "material change" the previous day, it provides
flexibility; he mentioned 3 percent.

SENATOR BEN STEVENS said naterial change is incorporated in a
generally accepted accounting principles (GAAP) or Financial
Accounting Standards Board (FASB) term nology that he believes
is plus or mnus 3 percent.

CHAI R SEEKI NS surm sed it would be around $90 million.

SENATOR WAGONER said it depends.

CHAI R SEEKI NS of fered his understanding that the reason for this
is to cover the period through the first shipping conmtnents,

to ensure the project economcs aren't altered materially during
that tinme.

SENATOR BEN STEVENS affirnmed that. He suggested Senator
Wl ken's chart defines it best. During that tinme, phase three
is nmeant to provide stabilization. As Senator Hof f man

accurately described it, Senator Ben Stevens said, there is
opportunity for the legislature to nodify it, if justified by
conditions at that point. However, it isn't nandatory.

SENATOR GREEN t hanked Senator Ben Stevens for bringing forward
such an anmendnent, which addresses two main issues heard about
from the producers and the adm nistration. Wiile the idea of
certainty is inportant, the public perspective is that 30 years
is too long. She surm sed the public would find the idea behind
this anendnent r easonabl e, since it provides a future
opportunity to look at it.
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3:01:43 PM

SENATOR BEN STEVENS w apped up his discussion of Amendnent 4,
suggesting it is the legislature's answer to concerns about
fiscal certainty relating to oil and its relationship to noving

this gas project forward. He enphasized that the terns and
concept weren't provided by consultants; it is a legislative
sol uti on.

CHAI R SEEKI NS added, "Wth as nuch certainty as the Constitution
of the State of Al aska allows."

3:04: 09 PM

SENATOR OLSON referred to the 14 years on line 10, in (b). | f
the supreme court determines there is only a 2-year period for
certainty, he asked, does it change the flavor of Amendnent 4,
since 2 years is the period of a Ilegislature, and one
| egi sl ature's binding another may not be what they have in m nd?

SENATOR BEN STEVENS replied he didn't have the answer, but it
would dilute the anmendnment because the suprene court would say
that certainty couldn't be provided under the constitution.

3:05: 22 PM
SENATOR DYSON offered his belief that the House had amended this
to 12 years instead of 14. He also recalled hearing from

Senator Ben Stevens yesterday that the 14 years was an
approxi mati on of what was appropriate. Senat or Dyson asked how
he'd feel about amending this to 12 years.

SENATOR BEN STEVENS opposed the concept, saying the period of
project sanction to first gas is the uncertain period of tine.
There could be delays because of a shortage of steel, for
instance; thus he'd "erred with that in mnd."

3:07: 02 PM

SENATOR DYSON asked whet her | anguage had been considered saying
this period ends when cost recovery is conplete. He recalled
hearing that once the gas pipeline is largely full, costs would

be recovered in about 6 years.

SENATOR BEN STEVENS said he had considered it. A hard date was
chosen instead of capital-cost recovery, however, because
di sputes would arise fromtrying to account for all expenditures
and determ ne when they began.

CHAIR SEEKINS invited Senator Therriault to conment.
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3:08: 19 PM

SENATOR CGENE THERRI AULT, Alaska State Legislature, expressed
pl easure that the portion up to project sanction isn't | ocked
in. However, he offered his understanding that if construction
was thought to |last 4 years, there'd been past testinony - which
probably needed to be updated - that the recovery period would
be fairly quick for capital outlay, 5 or 6 years. Thus 14 years
seens overly generous for recapturing the investnent, since the
rate of return should be substantial. Referring to Senator
Elton's discussion of (c) and the House's action, he also
guesti oned whether any |egislature would adjust the oil tax once
they were past the construction and cost recovery for oil,
despite the "may", since they'd have to give back dollar-for-
dollar on the gas side. He said it's a m xed bag.

3:10: 37 PM

SENATOR BUNDE surm sed that if, for sone reason, North Slope oi
becanme |ike Cook Inlet production and there was a desire to
| ower oil taxes, then the state would benefit from an increased
take on gas. He said it seens it should work both ways, even
t hough such a scenario is unlikely. He asked whether his
under st andi ng was correct.

SENATOR BEN STEVENS replied yes.

CHAIR SEEKINS said that's how he reads it too: it restores the
parties, and the state is a party. He asked whether M. Donohue
wi shed to comment .

3:11: 55 PM

MR. DONOHUE noted he wasn't authorized to address policy issues
from the admnistration's standpoint, since he was outside
counsel to the admnistration. He did point out, though, that
this is a significantly different approach from the "oil fisca

term in the proposed contract, and is likely problematic from
the producers' standpoint; however, the producers could speak
for thensel ves. Noting a legal concern, he said he'd initially
read it to have a term at the outset perhaps not locking in
rates, but creating paranmeters for the "reopener" conditions.

If this is merely an agreenent to agree in the future, however,

there'd be a question of whether anyone would want to agree to
that fromthe producers' perspective.

CHAI R SEEKINS invited further testinony on Arendnent 4.

3:13: 26 PM
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KEN KONRAD, Senior Vice President - Gas, BP, began by addressing
fiscal stability in general. He said sovereign governnents
around the world enter into contracts that specify governnent
take for very large energy projects. They do it to attract
expertise and capital investnent, which creates wealth and vital
econom c activity for their countries. SSmlarly, US. states
and municipalities negotiate contractual PILTs to attract
investnment for factories, for exanple, which can create |ong-
term econom c benefits for citizens. Al t hough the projects are
smal l er than the proposed Al askan gas project, the principle is
the sane. M. Konrad noted simlar contractual tax-stability
concepts were enployed in Alaska over 40 years ago to attract
the investnent necessary to build large gas facilities on the
Kenai Peninsul a; Al aska still benefits fromthose.

He said in all these cases, governnments working with industry
have proactively encouraged investnment, providing clear and
certain rules, to the nutual benefit of both. While benefits to
Alaska from a gas project would span generations and be
enornmous, risks for investors also would be quite large, given

the massive investnents and the production tinefrane. The
| argest cost for this project, by far, is not the $25 billion in
capital costs; rather, it is the paynents that will be nmade to

Al aska. Thus it's inportant to know what the rules are.

3:15:54 PM
MR. KONRAD addressed stability relating to oil and gas. He
suggested fiscal certainty as introduced in SB 2004 isn't a new

concept; it was a key purpose when the Stranded Gas Act was
enacted in 1998 and reenacted in 2003 with strong support from
the |legislature. Al though the original bill provided for
replacing both oil and gas production taxes wth PILTs in

AS 43.82.210, it's worth ensuring that this intent is nade very
clear, he told nenbers.

He said SB 2004, as originally witten, clearly extends PILTs to
both oil and gas. This is of critical inportance in letting the
proj ect advance. The econonmics of oil and gas are inextricably
linked on the North Sl ope: oil and gas are forned together
underground, <co-exist in the sanme reservoirs, are produced
through the same wells, flow through the sane flow lines and are
processed in the sane facilities. This linkage is recognized by
governments and investors around the world, M. Konrad noted;
royalty contracts cover both oil and gas, as do internationa
production-sharing contracts, although the terns my not be
i denti cal
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He advised nenbers that this linkage is particularly acute in
Al aska in the mature basin on the North Sl ope. Bui l ding a gas
pipeline is effectively a commtnment by the major producers to
maintain the vital North Slope infrastructure for 40 to 50
years. Unless all the oil and gas infrastructure is maintained,
the gas pipeline cannot be supplied with gas. Thus it's a 40-
to 50-year conmitnent to keep the nachinery operating in its
entirety. M. Konrad highlighted protecting investors from
after-the-fact tax increases. Once the gas pipeline is up and
running, there is no choice but to produce in order to recover
the investnent; that is why these large energy investnents
around the world have fiscal-stability paraneters for both oi
and gas.

3:19:13 PM
MR. KONRAD cited the Caspian region as a gernmane exanple; he
provided details, saying BP wants the sane results for the

Al askan gas pipeline project. Knowing the rules for both oil
and gas is of key inportance, and fiscal stability on gas but
not oil is close to having no fiscal stability at all. Changes

to the oil taxes could nore than offset the benefits from the
gas pipeline project, he said. That's why soverei gn governnents
such as in the Caspian region offer fiscal stability for both
oi |l and gas.

He suggested SB 2004 nmekes this inextricable |inkage between oil
and gas very clear. Recognizing that the |legislature is
carefully considering options, he discounted the idea that
decisions regarding the duration and nature of fiscal stability
shoul d be made now. The contract details were only rel eased two
weeks ago, he said, and public review is underway. The ultimte
decision on any contract and its duration by this |egislature
should be taken at the appropriate tine, after the l|egislature
understands the benefits and attributes of the project.
M. Konrad questioned the benefits to anyone of significantly
altering or foreclosing a fundanental, underpinning concept at
this juncture, in what he said feels like a bit of a rushed
f ashi on.

He told nmenbers SB 2004 as originally witten provided the
necessary franmework for the legislature to either approve or not

approve the proposed contract - in its current form or a
nodi fied form - at some point in the future, following a public
comment period and full legislative review For that reason and

other inportant attributes of fiscal stability, he voiced
opposition to this type of anmendnent, which would foreclose
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fiscal-stability provisions. "W just don't believe it's
appropriate right now," M. Konrad concl uded.

3:23:20 PM

SENATOR BUNDE pointed out that the total project cost won't be
known for nmany years. Noting M. Konrad had spoken of
$25 billion, he asked whether this was a conscious effort to use
a nore accurate figure than the ballpark nunber of $18 billion

to $20 billion he'd heard earlier.

MR. KONRAD indicated BP hadn't done a reestimate since the work
done in 2001, discussed the previous day. If the project were
done today, however, it certainly would cost a lot nore. Stee
prices have doubled, for instance; the Canadian dollar is
stronger; and there is inflation because of the current boom
Al though the price of steel five years fromnow isn't known, the
general cost environnment is neasurably higher than in 2001 and
SO prices are expected to be higher.

3:25:20 PM

BRI AN WVENZEL, Vice President, Finance and Admnistration
ConocoPhil l'i ps Al aska, Inc., began by saying he would echo many
of M. Konrad's conments. In addition, he noted the bil

provides instructions and a toolkit for the admnistration to
use in developing a contract with the producers to provide a gas
pi pel i ne. However, an anendnment like this renpoves tools,
limting the degrees of freedom provided to the adm nistration
to negotiate a contract - a philosophy M. Wnzel said he wasn't
sure he understood. He expressed concern that this anendnent
reduces the admnistration's ability to bring in a viable
project for consideration by the |egislature, and al so increases
project risk to be borne by the producers, since it reduces the
anount of fiscal stability available to them

3:28: 24 PM

MR. WENZEL referred to testinony about capital-cost recovery,
saying he wasn't sure he understood the definition of that term
as discussed by the conmmittee. He discounted the idea that this
project could have a reasonable payout in 5 years, barring very
high prices. He cautioned nenbers to consider this when | ooking
at the definition.

He agreed with Senator Ben Stevens that this amendnent attenpts
to deal with legislator's concerns about the duration of oil

fiscal stability proposed in the contract. However, M. Wenze
reported hearing previously from legislators that they were
| ooking to the petrol eum production tax (PPT) bill to counteract
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this, expecting or requiring a higher rate on the base tax rate
as the mechanism He said he didn't support this anmendnment, but
expressed hope that renoving the fiscal stability would also
remove the need for such a "premiumt in the PPT base tax rate.

3:31:30 PM
SENATOR DYSON asked what a reasonable period would be to expect
that a project would pay for its capital construction costs.

MR. VWENZEL replied that he didn't have exact nunmbers with him
but his point is that just paying off the capital investnent
isn't sufficient. There are operating costs and other costs.
Sinply paying off capital costs is by no neans recognizing the
risks for the producers, and their expected returns.

SENATOR DYSON said he understood that and wanted the producers
to be rewarded for their risks. He asked, generally speaking,
how quickly construction costs are anortized on mega-projects
i ke this.

MR. VENZEL replied that from an econonmic-return standpoint, it's
not about how | ong accounting principles or tax principles allow
anortizing particular costs. Rat her, it's about how long it
takes to get to the expected return, which is nmuch | onger.

SENATOR DYSON said he'd thought there'd be sonme basis on which
there was an expectation to recover the noney put into building
a project. He expressed disappointnent that M. Wnzel hadn't
answer ed t hat.

3:33:31 PM
SENATOR STEDVAN spoke in support of Amendnent 4. He said sone
| egislators would argue that the PPT is at a discount, while

others would argue it's at a premum Clearly, there is
di sconfort around the state as the gas line project and oil
taxes are |ooked at. He |auded the anendnment's strong points,

saying it leaves flexibility to ensure that the oil tax in place
at the end of year 4 is in the best interests of the industry
and the state, in order to have a long-term working relationship
t hrough the next several decades.

He pointed out that legislators work to come up wth a bal ance
in order to nove tough issues forward. He said he thinks this
is a good anendnent and certainly helps to protect the people of
the state, who own the resources, and it helps ensure that the
industry won't be put at a disadvantage in the future. He
surm sed operating in Al aska, where there is stability and where
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the tax structure isn't changed arbitrarily, is nore beneficia
than in Bolivia or possibly the Caspian region.

3:35: 30 PM

SENATOR BEN STEVENS clarified that "capital cost recovery” is
used to say "total revenues equals total expenditures.” He told
M. Wenzel it's by no neans intended to be when payout begins on
the project or when debt is retired. It's not nentioned in the
amendnent because it has different interpretations and would
take a long effort to describe in statute, he explained, saying
t hat met hodol ogy had been used to come up with a tineline.

3:36: 30 PM

SENATOR BUNDE remarked that he respects the industry's point of
Vi ew. However, one "given" for himis that unless the genera
public has reasonable <confort wth the <contract's major
provisions - including this issue of certainty, which currently
causes disconfort - the contract won't pass. | f this amendnent
increases the public's confort level, which is unknown at this
point, then it's a positive step forward.

3:38:10 PM

SENATOR WAGONER concurred, noting he has often heard concern
from constituents about Ilocking in fiscal certainty for 35
years. Calling it a good conmprom se, he specified that he
supported the anmendnent.

CHAIR SEEKINS asked M. Wwnzel whether he'd seen the chart
provi ded by Senator W/ ken.

MR, VENZEL sai d yes.

CHAIR SEEKINS pointed out that the first section is plus or
mnus 4 years, up to project sanction. He asked whether that is
a reasonable tine.

MR. VWENZEL deferred to Wendy King.

3:39: 20 PM

VENDY KING Director of External Strategies, ANS Gas Devel opnent
Team ConocoPhillips Alaska, Inc., noted there is a publicly
avai |l abl e version of the project summary. She expl ai ned:

In that project sunmary, in our success-based case, it
is anticipated that we would take roughly 1 year for
proj ect planning, have an additional year of permt-
application work, and then another couple years of
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permt application, ... the actual subnission of the
appl i cati ons. So this 4-year timefrane would be
consistent with the current anticipated schedul e.

And, as we've highlighted in a nunber of our
di scussions with individuals, the provisions that are
currently wthin Article 5 the work conmtnent
section with a diligence standard, were specifically
crafted to allow us to use industry best practices on
gated decision naking, to help us to be able to adjust
schedule if it's deened appropriate at that point in
time, subject to that diligence standard. So, yes,
this is consistent with what we would know about the
schedul e today, to have 4 years to project sanction.

CHAI R SEEKI NS asked about a reasonable estimate of the tine from
project sanction to first gas.

M5. KING replied that the publicly available schedule has an
estimate of 9 years to first gas, with an additional year of
ranp-up to get to full project volunes. She referred to
testinmony from M. Konrad and enphasized it's an estimte, not a
guaranteed date to first gas delivery.

3:41: 37 PM
CHAIR SEEKINS returned to the chart, noting it shows about 18
years to get to "capital cost recovery conplete.” He asked

whet her Ms. King was saying that, after first gas, it would be
approximately 8 years nore to get to that point, with the sane
di scl ai mers.

MS. KING affirnmed that.

CHAIR SEEKINS asked whether 8 years after first gas is a
reasonabl e timefrane for capital-cost recovery.

M5. KI NG repli ed:

"Il reiterate a point that M. Wnzel nade earlier:
W do not know what payout will be, and | do not know
for sure what capital-cost recovery will be for this
project. W do not know what the actual costs of this
project are going to be. W do not know what the
natural gas prices are going to be. W do not know
how long it will take to actually deliver the project.
So we would not have an estinmate for capital-cost
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recovery or payout, because | can't predict what the
prices of gas woul d be.

CHAI R SEEKI NS asked about rules of thunb or a target.
M5. KI NG answer ed:

W will look at a wide range of uncertainties, and we
will carry a wide range of what this project wll
deliver going forward. And that range would be
substantially wide for a project that has a cost
estimte associated with this project of $20 billion

which M. Konrad very eloquently spoke to, that
there's large wuncertainties already with that cost
esti mat e. W could provide a range, but that range
woul d be very, very |arge because of the uncertainties
associated wth this project.

3:44:11 PM

SENATOR BEN STEVENS reiterated that capital-cost recovery isn't
mentioned in statute. He said what is neant by that period of
time is "when total revenues mnus corporate incone tax equals
total costs.” He added, "That is the timeframe that we used in
saying total costs nay be 6 years, 8 years; total revenues nay
occur in 6 years or 8 years - we don't know " He enphasi zed
that by no means does he want Anendnent 4 to be interpreted as
saying this project will reach payout in 5 years.

CHAI R SEEKI NS renmarked that nany people he has tal ked with don't
mnd having some kind of certainty, as long as it doesn't
negatively affect the economcs of the deal. But how do they
know when that point in time is reached? Even in his own
busi ness, he cannot nmake those kinds of predictions with a high
degree of certainty, he noted.

3:45: 47 PM

MR. WENZEL apologized and clarified that the estimte Senator
Dyson had asked for earlier, on capital-cost recovery, isn't
sonething his conpany tracks; it 1isn't how they determne

returns. Thus he didn't know t he answer.

SENATOR DYSON said he appreciated that. He recalled that in the
years he worked for BP, the general nanager would say that if a
desired project wouldn't start making noney in 3 years, they
woul dn't do it. Senator Dyson surm sed he now understood what
Senator Ben Stevens was tal king about: 14 years after project
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sanction, the expectation would be that the producers would
begin to nake noney. He asked whether that's a bad assunption.

MR. WENZEL offered his wunderstanding of Senator Ben Stevens'

i ntention: after 14 years, capital costs would be recovered,
but not necessarily operating costs or any return. "So it's not
the point we start first naking noney, in nmy mnd," he said,

adding that it's an interim point which he doesn't believe is
rel evant.

SENATOR DYSON t hanked M. Wenzel, but expressed confusion.
3:48: 04 PM

SENATOR ELTON objected to Amendnent 4 as anended. He expl ai ned
that he was unconfortable handcuffing future |egislatures with

respect to the power of taxation. He agreed w th producers’
testinmony that it seens extrenely difficult to nake decisions
like this before the public comment period has ended. He al so

pointed out that this is legislators' opportunity to decide what
they want the contract to | ook |ike; once they get the contract,
it will be an "up or down" vote. He specified his reason for
opposi ng the amendnent wasn't because of an issue of when fiscal
stability begins or ends, but related to the constitution and
the |l egislature' s power of taxation.

SENATOR BEN STEVENS renoved his objection.

3:50:17 PM

A roll call vote of 11 yeas and 1 nay proved Anendnment 4 as
anmended passed, wth Senators Stedman, Bunde, d son, Dyson,
W ken, Hoffrman, Kookesh, Ben Stevens, Geen, Wigoner and
Seekins voting yea and Senator Elton voting nay.

The commttee took an at-ease from 3:50:54 PMuntil 4:10:39 PM
The commttee took an at-ease from4:11:04 PMuntil 4:13:02 PM

SENATOR DYSON noved to adopt Anmendnment 5 to SB 2004. Wt h
original |anguage, spelling and punctuation, as well as line
nunbers relating to the previous day's Anendnent 4, it read:

AMENDMENT 5

OFFERED BY: Senator Fred Dyson

Subpar agraph (b), lines 5 and 6:
Del ete [ DEVELOP A TERM FOR THE CONTRACT T]
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Insert "nodify those terns of the contract relating
t Oll

Subparagraph (c), line 4. After "equal to" insert:

Del ete [ EQUAL TO THE AMONT OF THE TAX LEVI ED BY LAW ]
Insert "equal to or greater than the anpunt of the tax
then | evied by |aw. "

Subparagraph (c), lines 4 through 9: Repl ace | ast
sentence with the foll ow ng:

"In the event taxes levied by |aw have changed, and
remain in effect, in excess of three percentage points
from those taxes in effect at the end of the period
described in (b) of this section, the conm ssioner nay
devel op contract provisions for paynent in |ieu of tax
equivalent to the taxes in effect at the end of the
peri od described in (b) of this section."

SENATOR DYSON objected for discussion purposes. He expl ai ned
that he'd discussed this wth Senator Ben Stevens, who he
believed was fine with the first two portions. Senat or Dyson
suggested the need to either divide the anendnent or do nore
work on the third portion.

SENATOR BEN STEVENS pointed out that the line references in
Amendrment 5 relate to yesterday's version of Anendnent 4. Thus
the first portion, amending (b), relates to line 11 of today's
version of Amendnent 4; the second portion, anending (c),
relates to line 18 of today's version. He agreed with dividing
t he amendnent .

4:15: 46 PM

SENATOR DYSON noved to divide Anmendnent 5, wth Anmendnent 5A
including all but the third portion. There being no objection
it was so ordered.

4:16: 04 PM
SENATOR DYSON noved to adopt Anmendnent 5A to SB 2004. Wth
original |anguage, spelling and punctuation, as well as line

nunbers relating to the previous day's Anendnent 4, it read:

AMENDMENT 5A

OFFERED BY: Senator Fred Dyson

Subpar agraph (b), lines 5 and 6:
Del ete [ DEVELOP A TERM FOR THE CONTRACT T]
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Insert "nodify those terns of the contract relating
t Oll

Subparagraph (c), line 4. After "equal to" insert:

Del ete [ EQUAL TO THE AMONT OF THE TAX LEVI ED BY LAW ]
Insert "equal to or greater than the anpunt of the tax
then | evied by |aw. "

CHAI R SEEKI NS obj ected for discussion purposes. He surm sed the
first part of Anmendnent 5A would cause the beginning sentence in
(b) to end as follows: "the conmm ssioner may nodify those terns
of the contract relating to paynents in |lieu of the taxes on oi
set out in AS 43.55." The second part would cause the beginning
sentence of (c) to end as follows: "the amount of the paynent
in lieu of tax on oil under AS 43.55 nust be equal to or greater
than the anpbunt of the tax then levied by |law "

4:17:49 PM

SENATOR BEN STEVENS said after seeing how it fits in, he wasn't
sure it would achieve what Senator Bunde had nentioned in the
di scussion relating to Anendnment 4. This way, it would only be
one-sided. He asked whether that was Senator Dyson's intention.

SENATOR DYSON responded yes, but indicated he'd wunderstood
Senator Ben Stevens to say that after the tinme in (b), the

| egi sl ature could change the tax | aws. As he understood this
anendnent, inserting "then" indicates it would be whatever the
| aw had becone at that point. It allows the legislature to

adopt a tax rate up or down, but doesn't give the comm ssioner
di scretion to have the PILT be |ower than what the |egislature,
in its wsdom has decided. Senat or Dyson indicated that was
his intention.

4:19: 39 PM

SENATOR GREEN asked whether this is designed so the comm ssioner
woul d develop a contract term and subsequently it would conme to
the legislature for approval. She then asked whether this is
designed to be only a one-way street, that only the state would
have to receive nore, as she read the proposed anmendnent.

SENATOR DYSON reiterated his understanding of what Senator Ben
Stevens had said, that after the (b) portion of the contract
period is over, in the period of capital-cost recovery and so
forth, then the legislature is free to adjust oil taxes up or
down. This wording change would only say that the comm ssioner
could not nodify the PILT bel ow what the legislature had, by its
actions, put in place. In further response, he said the
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commi ssioner could only go up or down in putting in place a
paynent in lieu of taxes. So whatever was in statute, or that
the |legislature decided, would be the basis on which the
comi ssi oner coul d exercise discretion in applying a PILT.

4:21: 34 PM
SENATOR BUNDE expressed concern about letting the comm ssioner
rai se taxes, but not |ower them

SENATOR DYSON answered that the constitutional role of inposing
taxes is within the legislature' s purview When getting into
this business of authorizing a paynent in lieu of taxes,
however, it authorizes the comm ssioner, in this contract, to
have a PILT, but not to ignore what the |egislature has done in
stat ute.

SENATOR BUNDE replied, "Unless you raise them then you can
ignore it."

SENATOR DYSON responded, "Well, sure. And we would trust that
he woul d be doing that for good public purposes and so on."

SENATOR BUNDE said he'd trust the comm ssioner would | ower them
for good public purposes as well.

SENATOR DYSON replied, "And then | don't believe that we want to
give away that constitutional nandate that establishing taxes is
our purview"

SENATOR BUNDE responded, "Raising it is giving away our right.
| don't see howthat's any different than |owering."

SENATOR DYSON said he didn't see it as giving it away. If the
admnistration wants a surcharge, it would still be subject to
contract negotiations. Furthernore, wth Amendnent 4 the
conmi ssioner can put in changes to other parts of the agreenent
to bring it back to "the net that's not a substantia
nodi fication to what was in place before.”

4:23: 44 PM

SENATOR BEN STEVENS, in response to Chair Seekins, interpreted
the second part of Amendnent 5A to say the comm ssioner can
nodi fy the PILT, not the taxes, and could only change the PILT
to be a greater anobunt. He asked whether that is correct.

SENATOR DYSON affirmed that as his understandi ng.
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SENATOR GREEN asked how that differs from surrendering the right
of the Ilegislature. She al so asked whether this is how it's
done currently.

SENATOR BEN STEVENS, in response to Senator Geen and Chair
Seekins, alluded to (c) of Amendnent 4. He clarified that this
anmendnent is confined to the PILT as determned on oil, not gas.
He surm sed Senator Dyson's intention was to maintain that, so
the PILT on oil couldn't be adjusted dowward from the anount
due under the cal cul ation under the oil tax.

4:26:29 PM
SENATOR HOFFMAN said it nust be equal under the existing
| anguage.

CHAIR SEEKINS asked how sonething can be taken in lieu of
sonething that isn't due.

SENATOR BEN STEVENS suggested that may be an issue for dispute
resol ution.

CHAI R SEEKINS observed that, in effect, there would be a PILT
greater than the taxes due; it would equate to a tax increase.

SENATOR DYSON responded, "W are wlling to give this one up."

4:27:34 PM
SENATOR BEN STEVENS noved to anend Anendnent 5A by deleting the
second portion, relating to (c). There being no objection, it

was so ordered.

4:27.58 PM

CHAI R SEEKI NS asked whether there was any objection to adopting
Amendnent 5A as anended. There being no objection, it was so
or der ed.

4:28:15 PM

SENATOR DYSON noved to adopt Anmendnent 5B to SB 2004. Wth
original |anguage and punctuation, as well as Iline nunbers

relating to the previous day's Amendnent 4, it read:

AMENDMENT 5B

OFFERED BY: Senator Fred Dyson

Subpar agraph (c), lines 4 through 9: Repl ace | ast
sentence with the foll ow ng
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"In the event taxes levied by |aw have changed, and
remain in effect, in excess of three percentage points
from those taxes in effect at the end of the period
described in (b) of this section, the conm ssioner nay
devel op contract provisions for paynent in lieu of tax
equivalent to the taxes in effect at the end of the
peri od described in (b) of this section."”

SENATOR DYSON objected for discussion purposes. Noting this
adds a definition to "material change", he said Senator Ben
Stevens told himduring the recess that "we didn't quite get it
done because we were talking about the tax rate, not the
effective tax rate.” He indicated the effective state
government take needs to be defined as being in excess of
3 percent, but asked Senator Ben Stevens whether that was right.

SENATOR BEN STEVENS said he believed the issues revolve around
the definition of materiality and what is a material change.
There are two issues: the material change in revenues and the
material change in the governnent take or distribution of
econom c rent.

SENATOR DYSON concurr ed.
SENATOR BEN STEVENS highlighted the need for deliberation. He

said the intent of the original amendnment was to say a materia
change as defined by GAAP or FASB, which he interpreted to be a

pl us-or-m nus- 3-percent change on revenues. After giving it
nore thought, however, that wouldn't trigger a distribution
change in the economc rents. He suggested Senator Dyson had

pointed out a deficiency because of the lack of definition,
saying "we need to have a material change in distribution of
economc rents, which would be plus or mnus 3 percent."”
Senator Ben Stevens said the question in his mnd, though, is
whether to apply that to revenue or to the percentage of
government take. He suggested that a 1 percent change in
government take would be a material change in funds or revenue.
He urged cauti on.

4:31:34 PM

SENATOR DYSON asked whether M. Donohue or soneone else had a
good way to resolve this. Oherwise, he said, he'd wthdraw the
anmendnment and work on it.

MR. DONCHUE said one possible approach is to add to (c) a

definition that gets at these concepts of economc rent,
beginning with "For purposes of this subsection, a material
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change in the taxes neans ..."; however, those are sophisticated
notions and woul d take sone time to devel op. Hence he suggested
a sinpler approach: go to the effective tax rate at the tinme
under AS 43.55, which mght be a shorthand for sonme of the
"econom c notions that you're driving at in this nmeasure."

4:32: 58 PM
SENATOR STEDVAN asked what effect a change in the federal tax
rate would have, since it would affect econonmc rent. Woul d

that put the state in a position of having to lower its share to
achi eve bal ance?

SENATOR BEN STEVENS answered that in devel oping the anendnent,
there wasn't consideration that a change in a tax structure over
which the state has no authority would initiate a change by the
conmi ssioner; he wasn't sure whether the contract had that

provi si on. Returning to M. Donohue's definition of materia
change, he agreed with the concept, but cautioned to use care in
crafting it. He reiterated his belief that a 1 percent change

intax rate would have a material inpact on project econom cs.

MR. DONOHUE <concurred, indicating these issues should be
di scussed with state econom sts, for instance.

4:34: 54 PM

SENATOR DYSON committed to work on the aforenentioned wth
M . Donohue and Senator Ben Stevens if the bill wasn't noving
fromcommttee that day.

CHAI R SEEKI NS set aside Anendnent 5B to SB 2004.

4:35: 24 PM

SENATOR DYSON noved to adopt Anmendnent 6 to SB 2004, | abel ed 24-
GS2046\ A. 8, Bailey, 6/4/06, which read:

AMENDMENT 6

OFFERED | N THE SENATE BY SENATOR DYSON
TG SB 2004
Page 3, line 28, follow ng "waiver":

Insert "on a case-by-case basis"

Page 3, line 28, follow ng "general"
Insert "and the consent of the |egislature”

CHAI R SEEKI NS obj ected for discussion purposes.
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SENATOR DYSON said this is to provide clarity on page 3,
line 28, of the bill with regard to waivers. It also adds the
consent of the legislature in the process, in addition to the
attorney general .

4:37:11 PM
SENATOR GREEN asked M. Baldwin how it affects the arbitration
and alternate dispute resolution setup if the legislature is

thrown into it. Also, if waivers are done on a case-by-case
basis, wll the standard vary according to the person or
i nci dent ?

4. 37:53 PM

JIM BALDWN, Counsel to the Ofice of the Attorney Ceneral,
Department of Law, surmsed this to be in reaction to "our
testinmony the other day" that said the waiver would be effected
on a one-time basis only, when the attorney general signs the
agreenent. He also surmsed that with "case-by-case basis" this
intends that each tine there is an intent to waive sovereign
immunity for a specific action, it would need to be a separate
wai ver .

CHAI R SEEKINS recalled that the discussion had included whether
this allowed the attorney general to negotiate into the contract
a blanket ability to use arbitration as an alternate dispute
resol uti on process. He asked whether that was what M. Baldw n
was saying here, that this anmendnent would change it to be on a
case- by-case basis and to require |egislative approval to do so.

MR BALDWN affirnmed that and el abor at ed:

What we're intending to do here, really, is to obtain
the legislature's consent on a one-tinme basis to be
able to agree ... to waive the sovereign inmunity.
And so what this would do, as | read it, would be to
say that we cannot do it on a one-tinme basis, and that
if we're going to do it, we have to go back to the
| egislature each tinme to obtain the legislature's
consent, ... which really kind of |eaves us where we
are today, which is, we can't waive sovereign immunity
unl ess we have specific authority fromthe |egislature
to do it. So this is really leaving us where we are
today, basically, 1 think. And I'm not sure that's
what the nmaker of the anmendnent is intending, but
that's howl'mreading it.
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4:40: 04 PM
SENATOR GREEN asked whether inserting the legislature into the
process creates a separation-of-powers issue.

MR. BALDWN answered, "Wwen we need to or want to waive our
immunity as a state, we have to get authority from the
| egi slature to do that."

SENATOR GREEN requested confirmation t hat this happens
currently.

MR. BALDW N repli ed:

We currently nmust do that, particularly in dealing in
federal court, if we're going to subject ourselves to
the jurisdiction of the federal court. And the way
we're acting here is, we believe we need to do a
simlar thing in order to subject ourselves to
jurisdiction of ... another state's court. So ..
we're asking for this statutory authority so that we
can agree to that.

And so that's why I'"'msaying | think it |eaves us kind

of where we are today, without this authority. ... W
woul dn't be gaining much ... if Senator Dyson's
anendnent were to be accepted. I'"'m not sure that's
what he intends, but ... I'm starting to assune naybe

that i s what he intends.

4:41: 30 PM

SENATOR DYSON indicated the drafters in Legislative Lega
Services had alerted him to a potential separation-of-powers
i ssue on this.

CHAIR SEEKINS related his understanding that the intent of the
wai ver of sovereign inmmunity is basically to put the state on an
equal footing with the other partners, the producers. If the
state is going to act as a partner in an organization, it needs
to act as if it were a corporation, rather than a sovereign
state. O herwise, the state could sue the producers w thout
their permssion, but the producers couldn't sue the state
W thout its perm ssion. He asked whether that is correct.

MR. BALDWN said the partners are not on an equal footing wth
the state, which as a sovereign entity can avoid suit in distant
jurisdictions. In order to equalize their renedies - fromtheir
vi ewpoint - the producers are asking that the state's ability to
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agree to a waiver of sovereign immnity be incorporated into the
Stranded Gas Act.

CHAIR SEEKINS asked whether there is a blanket waiver under
contract for sovereign inmmunity.

MR. BALDWN answered that AS 09.50 says that wunder certain
circunstances, for actions in tort or contract, the state
consents to be sued as a general matter.

CHAI R SEEKI NS suggested that is basically what is being said
here, that in ternms of enforcenment of this contract, the state
is allowng the other parties to sue the state as if it were a
corporation, rather than a state.

MR. BALDWN replied it adds the elenent of "in distant
jurisdictions.™ The consent referred to in Title 9 is in the
state courts.

CHAIR SEEKINS surmsed this lowers the state's position, so to
speak, to be on an equal basis with the other parties, as is
done already in contract or tort.

MR. BALDW N responded, "Yes, in our jurisdiction.” He said the
| egi sl ature has nade that policy decision, and it's up to the
| egislature to make the further policy decision as to "what we
would do in district courts.”

SENATOR DYSON wi t hdrew Amendnent 6 to SB 2004.

4:45: 15 PM

SENATOR DYSON noved to adopt Amendnent 7 to SB 2004, | abel ed 24-
GS2046\ A. 9, Bailey, 6/3/06, which read:

AMENDMENT 7

OFFERED | N THE SENATE BY SENATOR DYSON
TO SB 2004

Page 3, line 31:
Del ete "state”
| nsert "project”
CHAI R SEEKI NS obj ected for discussion purposes.

SENATOR DYSON offered his belief that this clarifies what was
understood fromthe previous day's di scussion.
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MR. DONOHUE opined it would be incorrect to substitute the

concept of "project” for the concept of “"state" in this
anendnent and in Section 4 of the bill. He expl ained:

W are talking about allowng the producers, in a

di spute, to pursue the state in other jurisdictions,

but it's limted to jurisdictions ... where the state

i's doing business or otherwi se has assets or what have

you. So that state court has to have jurisdiction

over the State of Al aska. If that fact exists, then

the state is ... waiving sovereign inmunity pursuant

to this provision. So | believe, if | understand the

concern, nmaybe the anmendnent would be "that has
jurisdiction over the State of Al aska."

SENATOR DYSON said those were words he'd penciled in during
yest erday' s di scussi on. He asked M. Donohue to explain, under
the federal constitution, how any other state has jurisdiction
over the State of Al aska.

4:48: 45 PM

MR. DONOHUE replied the issue may arise when states engage in a
proprietary activity in other states. For exanple, the Al aska
Marine H ghway System uses facilities and wharves in Wshington
State that are owned or |eased by the State of Al aska. Ther e
could be accidents and so forth, and those issues probably would
be resolved initially in Washington State. Thus the sovereign
immunity of the State of Al aska does not automatically translate
into sovereign immunity in another jurisdiction when the state
is acting in a proprietary capacity.

4:49: 42 PM
CHAI R SEEKI NS asked whether it nade sense to say "over the State
of Alaska related to this project".

SENATOR DYSON proposed "or a portion of this project that is
happeni ng" or sonething that is related to this project.

CHAI R SEEKI NS asked about "on matters related to this project”.

MR. DONOHUE replied the jurisdiction that this section tries to
clarify arises when there is an enforcenent action against the
State of Alaska that hasn't been satisfied by either the
recoupnent provisions in Article 22 of the fiscal contract or by
an appropriation from the state |egislature. So it wouldn't
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necessarily be project assets or jurisdiction related to this
project itself.

CHAIR SEEKINS asked about "or to the contract”™ or "matters
related to ... the fiscal contract"”. He surm sed Senator Dyson
was saying it's only when there is jurisdiction over the state
in mtters related to this particular project or contract.

MR. DONCHUE replied by giving the exanple that if the State of
Al aska were engaged in an enforcenent action to collect a
significant amount of revenues from the producers, and for
what ever reason the producers' assets in the state were
insufficient to satisfy the judgnent entered after arbitration

the State of Alaska would be pursuing the producers in other
states such as Texas or Col orado; those assets nay or my not
have anything to do with the project. Thus the producers here
are seeking reciprocal rights, essentially.

SENATOR DYSON said this is what he was trying to get at, because
he'd thought of what the State of Al aska mght be pursuing in

ot her states. For exanple, a nodule mght be built in
Loui siana, or the organization from which the state sought a
remedy m ght have a bank account in Massachusetts. He said it

would be a place where sonme of the assets related to this
proj ect reside when the state seeks a renedy.

4:52: 03 PM

MR. DONOHUE pointed out that soneone engaging in an enforcenment
activity would be looking for highly liquid assets, and probably
not going after assets that are under construction and rel ated
to this project.

CHAI R SEEKI NS asked whether an enforcenent action would be filed
for collection of a judgnent wherever the noney was; for
exanple, the state may have noney in a Boston bank. He asked
whet her that is a common practice anong st ates.

MR DONOHUE replied it is a comobn practice anong private
parties pursuing each other when there is an unpaid judgnent

It is relatively wuncomon, however, for a state to waive
sovereign imunity to allow itself to be sued in other
jurisdictions. But this is a very uncommon and historic fisca

contract under consideration, he noted, and so the state and the
producers have incorporated this provision to create nore equa

footing.
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SENATOR DYSON announced he was now convinced that the |anguage
in the bill was probably okay.

4:54:11 PM
SENATOR DYSON noved to anend Anmendnent 7, |eaving "state" and
inserting "of Alaska" follow ng that. Thus it would clarify

which state it is talking about, especially for lay readers.
There being no objection, it was so ordered.

4:54: 57 PM
SENATOR GREEN referred to the top of page 4, line 2, of the
bill. He asked M. Donohue whether that refers to any state in

which the litigation occurs or refers to the State of Al aska.

MR. DONOHUE answered it is only after the initial arbitration
award is entered in superior court; there is an enforcenent
action sought in Al aska Superior Court.

CHAI R SEEKINS said he hadn't read it that way. He asked whet her
it is an arbitration award and they would have tried to coll ect
in the Al aska Superior Court.

MR. DONOHUE affirned that.

CHAIR SEEKINS first proposed saying "of Al aska", but then said
it was all right with himeither way.

4. 55:58 PM

CHAI R SEEKINS renoved his objection and asked whether there was
any further objection to adopting Amendnent 7 to SB 2004 as
anended. There being no objection, it was so ordered.

SENATOR ELTON requested that M. Donohue confirm his

under st andi ng: If there is an arbitration award and the state
doesn't pay, a private partner first nmust go to Al aska Superior
Court; if the court doesn't agree and enforce the arbitration

award, the partner can then go to another state. He asked what
happens if the Alaska Superior Court enters an enforcenent
order, but the legislature refuses to appropriate the funds.

Could the partner still go to another state to seek relief?
4:57: 01 PM

MR. DONOHUE answered there are two categories of arbitration
awards within the fiscal contract. One is for a class of
i ndemmi fi cation-type obl i gati ons, whi ch are l[imted to

enforcement in Alaska, seeking appropriations from the state
| egi sl ature; he nentioned the recoupnent and offset provisions
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in Article 22 of the fiscal contract. QO her types of
arbitration awards, relating to other issues and obligations of
the state within the contract, would then go through this
process and wuld go to the state legislature for an
appropriation; wi t hout an appropriation, they would Dbe
aut hori zed to seek enforcenent in other states.

He noted Article 26 also provides that if, for some reason, the
superior court didn't act to confirm an arbitration award of
this other category of obligations that don't relate to the
i ndemmi fication provisions under the contract, then they would
be free to pursue state assets and enforce the judgnent in other
st at es. M. Donohue said this is unlikely, however, because
once an arbitration award has been decided, it's wusually an
adm nisterial act for the court to enter and confirm that award
and enter judgnent.

4:59: 06 PM
SENATOR WAGONER asked how this applies to the l[imted liability
conpanies (LLCs) that will be created. Wuld it be the sane

application even if the LLC was registered in Del aware, or would
t he Del aware court take precedence over the Al aska court?

MR. DONOHUE offered his wunderstanding that these provisions
relate only to the fiscal contract ternms; they don't necessarily
dictate what will happen under the LLC agreenent. The LLC being
negotiated has nmandatory arbitration requirenents; t hose
obligations and di sputes woul d be resol ved under Del aware | aw.

SENATOR COLSON asked: If there is a pipeline to Chicago and
there are sal es agreenents or gas reserves in sone other states,
are those counted as assets that allow the State of Al aska to be
sued t here?

MR. DONOHUE replied, generally speaking, that is correct if the
state is doing business. He noted the state would be doing
busi ness through LLCs; generally, the asset to be pursued would
be the state's ownership interest in the LLC, but "on the sales
side" there could be assets available as well.

SENATOR OLSON asked: Anywhere we're selling gas, that
jurisdiction prevails?

MR. DONCHUE answered that the rules of that jurisdiction can

vary by state. One reason the contract calls for a waiver of
sovereign immnity is to nmake it nore certain that the state
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cannot assert sovereign immunity, in these other jurisdictions,
as a defense against a judgnent in an enforcenent action.

5:02: 18 PM

CHAI R SEEKINS again asked whether there was any objection to
adopting Anendnent 7 to SB 2004 as anended. There being no
objection, it was so ordered.

5:02:41 PM
SENATOR DYSON noved to adopt Amendnent 8 to SB 2004, | abel ed 24-
GS2046\ A. 10, Bailey, 6/3/06, which read:

AMENDMENT 8

OFFERED | N THE SENATE BY SENATOR DYSON
TG SB 2004
Page 9, line 14, followi ng "section.":

Insert "Before making a final determ nation of
the grants to be awarded, the comm ssioner shall
submt recommendations for annual grant allocations to
the Legislative Budget and Audit Committee for
approval . The Legislative Budget and Audit Conmittee
shal | approve or nodi fy t he conmi ssioner's
recomendations within 10 days after receipt from the
commi ssi oner . If the Legislative Budget and Audit
Comm ttee does not respond to the conm ssioner wthin
10 days, the conmm ssioner may proceed wth grant
paynents as reconmended. "

SENATOR DYSON objected for discussion purposes. Recal i ng that
yesterday Senator W/ ken had expressed concern about the ability
of the Departnent of Conmrer ce, Community and Econom c
Devel opment (DCCED) to award grants w thout oversight, Senator
Dyson said it seened that could be inproved upon. Notice to the
| egi slature wouldn't be given until the first 10 days of the
regul ar session, which occurs after the fact. Thus this
anmendnent requires the departnment to solicit the approval of the
Legislative Budget and Audit Commttee for these grants,
inserting the legislature into the approval process. He noted
Legislative Legal Services had suggested this nmay raise a
separ ati on- of - powers i ssue.

CHAI R SEEKINS asked M. Baldwin to respond. He also noted the

Departnent of Revenue (DOR) w shed to coment on Anmendnent 10,
but Steve Porter wasn't avail abl e.
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MR. BALDWN agreed this raises separation-of-powers issues in
that it would have a legislative commttee executing the |aw by
being able to declare who were the approved grantees under this
pr ogram It would not be the legislature itself, the 60
menbers; rather, the commttee would be attenpting to act in a
| awmeki ng capacity, if it could be characterized as such. Wile
saying he could understand why the legislature would like to
have that over si ght role for the grant-making process,
M. Baldwn opined that it is a rather severe |egal problem

5:05:56 PM

SENATOR W LKEN wel comed what Senator Dyson was trying to do with
the added scrutiny, but recognized the separation-of-powers
pr obl em He asked M. Bal dw n: If this grant process goes off
track and the legislature gets the report in the first 10 days,
couldn't the legislature affect the grant process through the
budgeti ng process each year?

MR. BALDWN answered that as it's set up, the noney is
appropriated into the fund - as alnost all grant prograns are -
in advance of the fiscal year. The |egislature has exceedingly
broad powers, the "power of the purse,” to deal wth agencies
that aren't admnistering funds in the appropriate way; the
powers of oversight and audit are potent |egislative powers that
t he agencies are m ndful of and responsive to.

He surm sed, however, that the suggestion was the ability to go
in and anmend those grants after they are made. M. Baldwin said
it depends on how those grants are being adm nistered by the
agencies. Altering the grant through the capital-budget process
m ght be possible if the noney isn't fully expended; otherw se,
options are sonmewhat limted. CGeneral ly, t hough, this
departnment doesn't just disburse the whole anount, but wll
di sburse a percentage and then pay on invoices, on a rolling
basi s. Thus the noney wouldn't be all out the door, and the
| egi sl ature could exercise its power of appropriation in the way
Senat or WI ken had suggested. M. Baldwin characterized it as a
bl unt instrument, but one that's avail abl e.

5:08: 30 PM
SENATOR DYSON wi t hdrew Anendment 8 to SB 2004.

5:09: 00 PM
SENATOR HOFFMAN noved to adopt Amendnent 9 to SB 2004, | abeled
24- GS2046\ A. 7, Bailey, 6/4/06, which read:

AMENDMENT 9
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OFFERED | N THE SENATE
TGO  SB 2004

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

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

"(c) The commi ssioner shall include in any
contract devel oped under this chapter gas
pipeline "rolled in" expansion pricing to provide
for expansion of the pipeline that encourages
further gas exploration."

CHAI R SEEKI NS obj ected for discussion purposes.

SENATOR HOFFMAN requested that a related two-page handout be

di stri but ed. He then indicated Amendnent 9 would add the
foll owi ng requirement under Section 3 of the bill, which amends
the "Contract devel opnment” section of the Stranded Gas Act: the
commi ssioner shall include a "rolled-in" expansion to provide
for expansion of the pipeline, which encourages further gas
expl orati on. He offered his understanding that this |anguage

doesn't presently exist in the Stranded Gas Act.

He referred to the page of his handout |abeled "Quotes fromthe
FERC (The Federal Energy Regul atory Commi ssion) Briefing Paper
Nov. 9 2004." Calling it the nost telling from that sheet,
Senator Hoffman read fromthe | ast paragraph, which stated:

Under increnental pricing there will alnbst certainly
be no conpetition after the |ess expensive capacity
goes into service. Expansi on, priced increnentally,
will wvirtually preclude new exploration prograns by

conpanies other than the preexisting holders of
pi peline capacity.

He noted the other page explains the difference between
increnental pricing and rolled-in pricing.

5:11:16 PM

SENATOR BUNDE said this is focused on "independents" finding
nore gas. He asked whether it would also apply to consuners, or
whet her a provision already does that. For exanple, would the
peopl e of Fairbanks be subject to rolled-in pricing if the
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people of Valdez wanted a spur line, and thus the Fairbanks
residents would help pay for it?

SENATOR HOFFMAN said he didn't believe that would be the case,
but deferred to an expert to answer.

SENATOR W LKEN suggested the answer was provided yesterday, when
it was said that all gas sales have to be commercial gas sales,
whi ch woul d indicate they're sold at market val ue.

CHAI R SEEKINS noted the discussion often arises with regard to
the North Pole refinery.

SENATOR GREEN recalled discussion at Centennial Hall that spur
lines and offshoot lines would be a totally different network,
under the Regulatory Conm ssion of Alaska (RCA), whereas the
ot hers are under FERC

CHAI R SEEKINS asked whether anyone could comment on whether
rolled-in pricing would have a positive or negative effect.

5:13:17 PM
SENATOR BUNDE said he'd like to state for the record that this
woul d apply only to producers, not to consumers.

CHAI R SEEKINS said that was his understandi ng, but asked whet her
it was correct.

SENATOR STEDVMAN related his understanding that this anmendment
precludes FERC from allowing an incremental-pricing scenario,
and that "all expansions would then go into the rolled-in, so

we'd be controlling FERC s action.™ He al so asked whet her
FERC normally tries to do rolled-in pricing to keep conpetition
in the market pl ace.

SENATOR HOFFMAN said he didn't know

SENATOR BEN STEVENS opined that the tariffs and authority to
demand the rolled-in or increnental pricing lie not with the
state's comm ssioner, but wth FERC, it is an interstate
commerce project, and the state doesn't have jurisdiction.
Wil e respecting the Senator Hoffrman's attenpt, he suggested the
need to find out the answer.

SENATOR WAGONER pointed out that M. Shepler, a FERC attorney
with 30 years' experience, was in town. Noti ng he hinself had
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an anendnent, Senator Wagoner expressed hope that M. Shepler
woul d be available for that as well.

The comm ttee took an at-ease from5:16:08 PMto 5:26:31 PM

DONALD SHEPLER, G eenberg Traurig, LLP, Consultant to the
Legi slature, introduced hinself.

SENATOR STEDMAN explained that the question goes to rolled-in
pricing versus increnmental pricing and the relative roles of
FERC and the state. Specifically, can FERC s decision be
preenpted legislatively by requiring that FERC use rolled-in
pricing instead of increnmental pricing? And when FERC | ooks at
situations simlar to what Alaska is facing, does it normally
include either rolled-in pricing or increnental pricing as a
preferred alternative?

MR. SHEPLER answered that, first, the state probably couldn't
dictate to FERC how to require pipeline expansion to be priced

However, FERC has said, in its order following the 2004 federa

legislation, that it would establish a rebuttable presunption in
favor of any expansion of the Al askan pipeline being priced on a
rolled-in basis, which is a departure from the policy FERC has
applied in pipeline cases in the Lower 48. Up until the md-
1990s, to his recollection, FERCs policy was that it would
approve rolled-in pricing for an expansion if it caused a rate
increase of less than 5 percent to existing shippers.

He surm sed nmenbers were familiar with the concept of rolled-in
pricing. M. Shepler said in the md-1990s or so, FERC
reassessed its policy if circunstances included one pipeline
conpany conpeting against another to serve a particular market

or to expand a pipeline to attach to new narket areas. To
pronote a level playing field, current FERC policy for Lower 48
pipelines is that any pipeline expansion which will result in a

rate increase to an existing shipper has to be priced on an
i ncrenental basis.

He noted, however, that in Oder 2005 FERC nade a 180-degree
change: in the context of the unique circunmstances, FERC ruled
that the presunption going forward for an Al askan pipeline -
regardless of whether there was an increase to existing
shi ppers' rates - would still be in favor of rolling in the cost
of an expansion, on the theory that, at sonme point, the
expansions would get increnentally so expensive that they
woul dn't be econom c and thus wouldn't take place. M. Shepl er
said the increase that an existing shipper would bear in the
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context of rolled-in pricing would be sone unknown rate inpact,
but certainly the increase to the existing shipper would be much
less than if the new shipper had to pay an increnental rate,
which may be two tinmes what the existing shipper was paying. In
response to Senator Ben Stevens, M. Shepler noted he'd just
been given a copy of Anendnent 9.

5:33: 02 PM

SENATOR BEN STEVENS referred to line 7 of Anmendnent 9, the
begi nni ng of proposed subsection (c). He asked whether the DOR
conmi ssioner has the power to mandate rolled-in pricing in this
proj ect .

MR. SHEPLER answered he thinks so, if it's put into the
contract.

SENATOR BEN STEVENS countered wth his understanding, under
rolled-in pricing, that the rates are determ ned by FERC.

MR. SHEPLER agreed, but said they're determ ned based on filings
and applications made by the pipeline conpany, which has to
propose a rate either under rolled-in or increnental treatnent;
FERC then disposes of it. He said as he read what he'd just
been handed, the contract for the gas pipeline would require the
pi peline conmpany to file for rolled-in treatnent; as to whether
FERC woul d approve it, however, he agreed it wasn't certain.

SENATOR BEN STEVENS said that wasn't how he read it. He
suggested the need to perhaps nodify the amendnent so it states
what M. Shepler said, that the intention is to say "the
contract shall include rolled-in pricing in applications for
rate-setting methodol ogy at FERC. "

CHAIR SEEKINS interpreted the foregoing to be that the contract
requires the parties to agree to apply for rolled-in pricing on
expansi on.

SENATOR BEN STEVENS concurr ed. He offered his wunderstanding
that FERC has the authority to tell the participants in a
rat emaki ng case what they believe should happen when they
adjudicate the tariffs, whether or not there is an application
for rolled-in pricing or for increnmental pricing.

MR. SHEPLER agreed. At the sanme tinme, however - as he believed

M. Loeffler had explained previously - in the gas pipeline
context the applicant goes to FERC and nakes an application for
a certificate, including the tariff and all supporting
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materials; FERC nmakes a decision and issues an order, and
requires sone sort of rate treatnent; and then the applicant can
accept or reject that certificate. Thus while FERC would nmake a
ruling regardless of what the applicant proposed, the pipeline
conpany coul d accept or reject it.

SENATOR BEN STEVENS asked: If the legislature mandates roll ed-
in pricing nust be in the contract, and if FERC then determ nes
otherw se, is the contract in violation and thus there would be
no contract? He said he doesn't want to set up a trapdoor that
jettisons the contract based on a decision by FERC

MR. SHEPLER replied he didn't have an answer. Returning to what
Chair Seekins had said, M. Shepler opined that if the amendnent
were to have the effect of obligating the pipeline conmpany to
file for and support rolled-in pricing, that would probably be
as far as the State of Alaska could go; the ball would then be
in the commssion's court to adjudicate that filing and either
accept the rolled-in pricing or not.

5:38: 19 PM
SENATOR BUNDE asked whether FERC would tend to accept or reject
certain portions of a contract or the whole contract.

MR. SHEPLER replied the contract itself wouldn't go to FERC, to
his understanding; rather, it would be an application for a
certificate, containing the conmpany's proposal. Frequently, or
al nost universally in pipeline certificate cases, FERC grants
approval contingent on attached conditions. At that point, the
conpany can deci de whether to accept those conditions.

CHAIR SEEKINS surm sed the contract would have a severability
cl ause so the whole contract woul dn't be voi ded.

5:40: 08 PM

SENATOR STEDVAN recalled that FERC had |ooked at the cost of
this proposed pipeline and challenged that the smaller firns
could come in and use a portion at some future date; increnenta
pricing would put them at a disadvantage because of the
magni tude of this project, whereas rolled-in pricing wuld be
preferable fromtheir perspective.

MR. SHEPLER said he believed that was right; it was the
rationale, at I|east, presented to FERC as to why rolled-in
pricing was a necessary condition for this pipeline to be
expanded at sonme point. Al though there may be one or two
expansions where rolled-in pricing wouldn't matter to the new
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shi ppers, at sone point they'd face paying for the expensive
| oopi ng expansions, which would be cost-prohibitive because
they'd be paying far nore than the existing shippers. Ei t her
everyone, including the existing shippers, wuld have to pay a
dime nore or else the increnental shipper nmay have to pay a
dollar nore; that's the problem FERC, with its presunption, is
trying to avoid.

SENATOR STEDMAN posed a situation in which smaller players want
to expand the pipeline and FERC wants rolled-in pricing as a
policy, but the four pipeline owners want increnental pricing.
He asked whether those four could be forced by FERC to do
rolled-in pricing.

MR. SHEPLER answered they always have the power to reject the
certificate. If they filed for and tried to pursue incrementa
pricing, and if FERC approved the application except for saying
they nmust do rolled-in pricing, then the pipeline conpany - the
producers and the state - would have to decide whether to accept
that certificate; if they chose not to, then that expansion
couldn't be built.

5:43:24 PM

SENATOR HOFFMAN spoke for Amendnent 9. He pointed out the
dil emma because included are provisions for credits for oil
conpani es to explore. There is a desire to extend use of the

gas pipeline for 30-50 years, but if the explorers can't get
into the line, then the life of the contract won't be stretched
out. He again read fromhis handout on FERC, which stated:

Under increnental pricing there will alnost certainly
be no conpetition after the |ess expensive capacity
goes into service. Expansion, priced incrementally,
will wvirtually preclude new exploration prograns by

conpanies other than the preexisting holders of
pi peline capacity.

He remarked that this is the crux of the problem and asked why
that door should be left open. I nstead, he said, it seens the
rolled-in basis should be required in order to fulfill the
original intention: to stretch this out and have new expl orers.
To acconplish that, he suggested, this anmendnent nust pass.
O herwise, it defeats the purpose of offering all the credits in
the first place.

5:45: 07 PM
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SENATOR BUNDE suggested the anmendnent could be passed as an
expression of interest or wll. He said, however, that he'd
understood M. Shepler to say the decision would be nmade by
FERC. Thus he questioned whether it would acconplish much.

MR. SHEPLER first offered the followng clarification for
Senat or Hof f man:

The pipeline applicant has to file a proposal. They
have to propose ... and pursue and defend a rate
structure as part of their certificate application.
So if the contract obligates the pipeline conmpany to
file on a particular basis, in this case, rolled-in,
then the pipeline conpany would have to file on that
basis. ... In the absence of such a requirenent, the
pi pel i ne conpany would presumably be free to file on
what ever basis it thought nade sense at the tineg,
which mght or mght not be rolled-in. But the
pi peline conmpany has the obligation in the first
i nstance to nmake a proposal.

He then opined, in response to Senator Bunde, that putting into
the contract what the pipeline conmpany has to file at FERC is
significant, because the pipeline conpany has the burden
initially to propose sonething.

SENATOR BUNDE replied that even if the conpany didn't request a
rolled-in basis, however, FERC could ask for it, if it believed
it was in everyone's best interest - regardless of whether the
pi pel i ne conpany had applied for it.

MR. SHEPLER agreed, but noted the pipeline conpany woul d decide
t hen whether to accept the certificate with that condition.

5:48: 11 PM

SENATOR ELTON spoke in support of Amendnent 9. He recalled that
M. Shepler's neno said rolled-in pricing is crucial for two
reasons: it provides for expansion, and it is the best way for
the state to comercialize its resource. He further recalled
M. Shepler had noted that after FERC decided to have the
presunption be rolled-in pricing for expansion, sone of the
private partners in the proposed contract argued against that
presunption, and continue to argue against it.

He said he is confortable inserting this in the contract because

rolled-in pricing, which aids in expansion and comercializing
the resource, should be sonmething the state gets in return for
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the tax and royalty concessions in the contract in other places.
It nakes sense that the state would want this option to have the
request for expansion include rolled-in pricing; perhaps, he
suggested, the only way to get it is through the contract, since
the state will be a minority partner in the mainline entity.

SENATOR DYSON said he appreciated those renarks. He noted that
t he independents, which he surmsed wll be the future of
exploration in Al aska, feel strongly about rolled-in pricing.

BOB LOEFFLER, Morrison & Foerster, Counsel to the Governor,
began by voicing general agreenent with what M. Shepler had
sai d. First, he enphasized, the applicants can request rolled-
in pricing, but a future FERC will do whatever it decides is in
the public interest; without a federal statute, FERC cannot be
forced to deliver rolled-in pricing, even if it 1is perhaps

possible to force an application for it. Second, there is no
guarantee the <capacity wll be given to the independents,
whether rolled-in or increnmental pricing is used. Capacity is
put out for an open season. If a major producer bids for the
capacity, it could receive it. So while rolled-in pricing can

be requested, the results cannot be prom sed.

He said, third, the pipeline can be expanded easily from4.3 to
about 5.9 billion cubic feet (Bcf) a day; this is cheap
expansion of alnost 50 percent. Rolled-in pricing actually
doesn't help there; it is a disadvantage to the independents
because the cheap capacity is rolled in with the original
capacity. Only when there is nore than a roughly 50 percent
increase in the project that |ooping happens, which is nore
expensive. M. Loeffler told nenbers he has tal ked to engineers
about it. It starts out nore expensive, but depending on "how
far out you go" may end up |ess expensive. Noting the picture
is nore conplicated than people think, M. Loeffler said FERC
has done all it could, and has established rolled-in pricing as
a rebuttable presunption for the future.

He opined Amendnent 9 would create a major hurdle for getting
the contract through, from what he'd seen of the negotiations on
expansi on. Furthernore, it wouldn't provide the absolute
assurance hoped for.

5:56: 07 PM

V. KING of ConocoPhil l'i ps not ed Pet e Fr ost was on
t el econf erence. Sayi ng she has an engineering degree but isn't
a pipeline engineer, M. King began by enphasizing that a one-
size-fits-all treatnment can't be prescribed for expansions. The
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| ar ge expansi on being discussed is about 1 Bcf a day, but there
are other types of expansions including line |ooping. She
pointed out that this is the largest pipeline she has been
exposed to, and thus line looping seens a significant feat in
its own right, considering how nuch gas would be needed to
justify it; however, she couldn't predict how nuch gas woul d be
di scover ed.

She highlighted that first it is critical to get a fiscal

contract and a pipeline project. Then multiple mechani snms exi st
for any explorer in Alaska wanting to deliver new volunes.
These i ncl ude: 1) voluntary expansion, because any shipper can

approach the pipeline and request an expansion, and pipelines
are notivated to expand if a party is willing to pay to ship; 2)
the wunprecedented federal provisions passed by FERC in the
mandat ed- expansi on provisions; and 3) in the contract, a term
Ms. King suggested the legislature wll want to assess,
Article 8.7, to her bel i ef, the state-initiated-expansion
provision that provides another mechanism for the state to
represent an explorer with respect to expansion.

She enphasized that ConocoPhillips, the largest explorer in
Al aska, has a uni que perspective. The conpany continually tries
to explore and find additional gas each year to put into this
pi peline. M. King said ConocoPhillips is confortable that FERC
will play a role in adjudicating the rates and nechanisns for
expansion on this pipeline. That is FERC s role, and her
conpany believes FERC is the appropriate adjudicator, given that
this is an interstate-comerce pipeline. Stating opposition to
this anendnent for a nunber of those reasons, M. King
reiterated that there are provisions and nechanisns for
explorers to pursue and gain access to this pipeline.

PETE FROST, Director of Regulator Affairs, ConocoPhillips, added
that voluntary expansions of pipelines are the result of
negoti ations. The pipeline and potential shippers cone together
| ong before an open season is conducted. They have discussions
about the shippers’ needs and the ability of the pipeline to
provide that service, and the parties cone together and
voluntarily propose an expansion to FERC. A predeterm nation of
any aspect of that negotiation, particularly the rate design,
can create unintended consequences. For instance, sone
expansi ons are unecononic; the negotiating parties could have an
expansi on inposed upon them that isn't in the best interest of
either the pipeline or the shippers.
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He cautioned, therefore, about inposing conditions on what is
normally a voluntary process. M. Frost also noted there is an
unprecedented opportunity here that isn't available to any other
party under FERC jurisdiction in the Lower 48: if voluntary
expansion and negotiation by the parties isn't successful, then
the parties have the ability, wunder federal law, to approach
FERC and require the pipeline to expand.

6: 02: 36 PM

SENATOR COLSON said he'd been working under the prem se of
encour agi ng nore exploration. He asked why they would preclude
one of the avenues with respect to rolled-in expansion, which is
t he essence of the anendnent.

M5. KING offered her reading of the amendnent, that rolled-in
treatment would be required for any expansion of the pipeline.
"That is sonething that we do not have control over," she said,
noting FERC woul d control the rates for the pipeline.

SENATOR COLSON replied that the alternative he sees is
increnental pricing, which would nake it cost-prohibitive. He
asked whether that is true.

M5. KING returned to her point that each expansion is different.
She explained that she has seen "nultiple runs of expansions”
where increnental pricing would create different conbinations of
either increased rates or lower rates for increnental shippers.
There are nmultiple factors - not just the rate, but also what
happens to the fuel associated with an increnental expansion.
In addition, she has seen rolled-in rates increase the total
rate for all shippers, but also where they mght decrease the
rate for all. It depends on what the actual expansion is.

She gave her understanding: The pipeline would propose
treatment for a specific expansion proposed by an "expansion
shi pper,” and then FERC would look at that in relation to the
particular rules it has already outlined in Oder 2005 wth a
rebuttable presunption of rolled-in rates. Thus she suggested
protections already exist within Oder 2005 to |let FERC decide
the appropriate rate for each particular expansion as it cones
forward over the next 50 years.

6: 06: 30 PM

MR. SHEPLER agreed that FERC decides, but enphasized that the
pi peline conpany first nust make a proposal to FERC, then FERC
woul d decide; and, subsequently, the pipeline conpany would
decide whether to accept that decision. He also agreed that
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expansions cone in different sizes. At sone point, though,
i ncrenent al pricing wll put new shippers at a huge
di sadvant age. Rolled-in pricing has the effect of creating a
| evel playing field, he added.

SENATOR OLSON asked whether M. Shepler's view of Anmendnent 9
was positive or negative.

MR. SHEPLER sai d positive.

The commttee took an at-ease from6:08:32 PMto 6:16: 04 PM

CHAI R SEEKI NS not ed nenbers had all received a chart.

SENATOR BEN STEVENS recalled that this chart arrived during the
week of May 10 in a packet from M. Loeffler. He opined it
illustrates what M. Loeffler had |abeled "cheap <capacity
expansion” and that the rolled-in tariff is nobre expensive.
Mentioning "the difference between 4.5 and 5.9," he said he
believed he'd heard the original line in the contract is at 4.3,
not 4.5. He asked Ms. King whether that's correct.

CHAIR SEEKINS noted M. Loeffler used 4.3 in his testinony
t oday.

M5. KING explained there are slightly different nunbers because
sonetimes people talk about what goes into the gas treatnent
pl ant (GIP) versus what conmes out of it; there are assunptions
too. "In our actual Stranded Gas Act application, we just used
approximately 4 Bcf," she added. "But that's wusually the
di stinction between 4.5 and 4.3."

SENATOR BEN STEVENS thanked Ms. King for the clarification. He
made the point that the difference between 5.9 and 4.3 is
37 percent. He indicated he'd distributed the information from
M. Loeffler as a rem nder of what federal |aw mandates, and to
outline what was nmentioned in the state-initiated expansion, as
well as to highlight what is in Article 8.7.

6:19: 03 PM

SENATOR WLKEN recalled the aforenmentioned chart from the
Centennial Hall presentations. He expressed concern that a
4.5 Bcf system could be put into place today, followed by a
37 percent increase in capacity, "cheap increnental." However

at 5.9 Bcf there would be a major |leap for anyone trying to gain
access to the pipeline.
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He pointed out today a big inpedinment on the North Slope is the
inability to get into the Trans-Al aska Pipeline System (TAPS)
of the three oil producers, one is actively exploring,
di scovering and producing, but one is doing nothing but
har vesti ng. Wth respect to a gas line, Senator WIken voiced
concern that the cheap expansion would be done by the three
producers, and that 10-15 years after first gas there would be a
simlar situation: three producers of gas, but no incentive for
conpani es such as Anadarko to explore for gas because it would
be too expensive. Therefore, Senator WI ken spoke in favor of
at |east sending to FERC an expression of support for rolled-in
rates along with applications for expansion.

SENATOR HOFFMAN wi t hdrew Anmendnent 9, given the testinony that

it would pose a major hurdle in building the gas pipeline. He
indicated he'd requested that Legislative Legal Services draft
two simlar anendnments, one saying "shall" and the other being

perm ssi ve.

6:22:19 PM

SENATOR HOFFMAN noved to adopt Amendnent 12 to SB 2004, | abeled
24- GS2046\ A. 14, Bail ey, 6/4/06, which read:

AMENDMENT 12

OFFERED | N THE SENATE

TG SB 2004
Page 1, line 12, following "state":
Insert ", including gas pipeline pricing that

encourages further gas exploration”

He expl ained that Amendnent 12 has perm ssive |anguage on "roll -
ins" and goes in the purposes section of the bill.

SENATOR WLKEN referred to his notes from 5/21/06 indicating
M. Shepler had said there was one item pending in a FERC
deci sion, on expansion due to a new discovery. He asked whet her
that relates to this.

MR. SHEPLER said he didn't recall it. There is a pending
producer appeal of a requirenment FERC set forth in its order
with respect to evaluating the initial pipeline sizing. |If they

found it hadn't been sized optimally to facilitate expansion,
they reserved the right to order a design change.
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CHAI R SEEKINS asked if Amendnent 12 is talking about tariff
pri ci ng.

SENATOR HOFFMAN reiterated that he'd asked the drafters for two
amendnent s: one that required rolled-in pricing, and one that
had it as a preference.

6: 24: 35 PM

CHAI R SEEKI NS asked whether there was any objection to adopting
Amendnent 12 to SB 2004. There being no objection, it was so
or der ed.

The comm ttee took an at-ease from6:25:19 PMto 6:29: 33 PM

CHAIR SEEKINS informed nenbers another anmendnent was being
broken into individual segments for tonorrow, and there would be
further amendnents as well. He announced he would recess the
neeting until 7 a.m and the regularly scheduled neeting would
occur at 9 a.m

SENATOR W LKEN pointed out M. Harper and M. Shepler were in
towmn for a few days. He asked, since 12 of the 20 Senators are
menbers, whether this conmttee could be used as a forum for
di scussi on.

CHAI R SEEKI NS requested that nenbers speak with him about this.
He hel d SB 2003 and SB 2004 over.

CHAI R SEEKINS recessed the Senate Special Conmittee on Natura
Gas Devel opnent neeting at 6:31:16 PM
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