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COWM TTEE CALENDAR

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

HEARD AND HELD

SENATE BI LL NO. 2004
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"An Act relating to the Al aska Stranded Gas Devel opnment Act,
including clarifications or provision of additional authority
for the developnment of stranded gas fiscal contract terns;
maki ng a conform ng anendnent to the Revised Uniform Arbitration
Act; relating to municipal inpact noney received under the terns
of a stranded gas fiscal contract; and providing for an
effective date.”
HEARD AND HELD

PREVI QUS COW TTEE ACTI ON
Bl LL: SB2003

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

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

06/ 01/ 06 (S) REFERRALS - NGD

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

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

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

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

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

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

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

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

06/ 04/ 06 (S) Heard & Hel d

06/ 04/ 06 (S) M NUTE( NGD)

06/ 05/ 06 (S) NGD AT 7:00 AM SENATE FI NANCE 532

Bl LL: SB2004
SHORT TI TLE: STRANDED GAS DEVELOPMENT ACT AMENDMENTS
SPONSOR(s): RULES BY REQUEST OF THE GOVERNOR

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

06/ 01/ 06 (S) REFERRALS - NGD

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

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

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

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

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

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

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

06/ 03/ 06 (S) Heard & Hel d
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06/ 03/ 06 (S) M NUTE( NGD)

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

06/ 04/ 06 (S) M NUTE( NGD)

06/ 05/ 06 (S) NGD AT 7:00 AM SENATE FI NANCE 532

W TNESS REG STER

PH LLI P G LDAN

Greenberg Traurig, LLP

Consultant to the Legislature

PCSI TI ON  STATEMENT: Expl ai ned Amendnent 10A to SB 2004 and
answered questions pertaining to SB 2003 and SB 2004.

DONALD SHEPLER

G eenberg Traurig, LLP

Consultant to the Legislature

PCSI TI ON  STATEMENT: Expl ai ned Amendnent 10A to SB 2004 and
answered questions pertaining to SB 2003 and SB 2004.

JAMES BARNES

Barnes & Cascio LLP

Consultant to the Legislature

POSI TI ON  STATEMENT: Expl ai ned Anmendnent 10A to SB 2004 and
answered questions pertaining to SB 2003 and SB 2004.

LOUI SI ANA CUTLER

Preston Gates & Ellis

Counsel to the Governor

O fice of the Governor

PO Box 110001

Juneau, AK 99811-0001

POSI TI ON STATEMENT: Testified on proposed anendnents to SB 2004
and answered questions pertaining to SB 2003 and SB 2004.

NI CK SPI LI OTES

Morrison & Foerster

Counsel to the Governor

O fice of the Governor

PO Box 110001

Juneau, AK 99811-0001

PCSI TI ON STATEMENT: Testified on proposed anendnents to SB 2004
and answered questions pertaining to SB 2003 and SB 2004.

BOB LCEFFLER

Morri son & Foerster
Counsel to the CGovernor
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Ofice of the Governor

PO Box 110001

Juneau, AK 99811-0001

PCSI TI ON STATEMENT: Testified on proposed anendnents to SB 2004
and answered questions pertaining to SB 2003 and SB 2004.

JOSEPH K. DONOHUE

Preston Gates & Ellis

Counsel to the CGovernor

O fice of the Governor

PO Box 110001

Juneau, AK 99811-0001

PCSI TI ON STATEMENT: Testified on proposed anendnents to SB 2004
and answered questions pertaining to SB 2003 and SB 2004.

VENDY KING Director of External Strategies

ANS Gas Devel opnent Team

ConocoPhi | l'i ps Al aska, Inc.

PO Box 100360

Anchorage, AK 99510

PCSI TI ON STATEMENT: Testified on proposed anendnents to SB 2004
and answered questions pertaining to SB 2003 and SB 2004.

DENNI S BAI LEY, Attorney

Legi sl ative Legal Services

Legi slative Affairs Agency

Al aska State Capitol

Juneau, AK 99801-1182

PCSI TI ON  STATEMENT: Answered |egal questions on proposed
amendnents to SB 2004.

ACTI ON NARRATI VE

CHAI R RALPH SEEKINS called the neeting of the Special Conmittee
on Natural Gas Devel opnent, continued from 6/04/06, to order at
7:05:44 AM Present at the call to order were Senators Thonas
Wagoner, Lyda Green, Gary WIken, Ben Stevens, Bert Stednman,
Fred Dyson, Con Bunde, Lyman Hoffman, Donny O son, Kim Elton and
Chair Ral ph Seekins; Senator Albert Kookesh arrived soon
t hereafter. O her legislators present were Senators @Gry
Stevens, Gene Therriault and Charlie Huggins.

SB 2003- NATURAL GAS PI PELI NE CORPCRATI ON
SB 2004- STRANDED GAS DEVELCPMENT ACT AMENDMENTS

CHAI R SEEKINS announced SB 2003 and SB 2004 to be up for
consi derati on.
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The comm ttee took an at-ease from7:07:04 AMto 7:11:52 AM

SENATOR KOOKESH arri ved.

SENATOR WAGONER noved to adopt Anmendnent 10 to SB 2004, | abeled
24- GS2046\ A. 13, Bail ey, 6/4/06, which read:

AMENDMENT 10

OFFERED | N THE SENATE BY WAGONER
TG SB 2004
Page 6, line 23, follow ng "project":

I nsert "and each project entity to be created to
own and operate any part of the project”

Page 6, line 24, followi ng "chapter.":

Insert "Each collateral agreenent shall be a
condi tion subsequent to t he pr oposed contract
devel oped wunder this chapter shall be subject to

review and authorization to execute by the legislature
and, on approval, may be entered into by the public
corporation as provided in (b) of this section.”

Page 6, line 26, following "AS 43.82. 435":

Insert ", except that, with respect to collatera
agreenents submtted by the comm ssioner of revenue to
the legislature within the 180-day tinme limt, the
time limt shall be extended to five days after
aut hori zation has been approved. Each project entity
collateral agreenent to be negotiated nust incorporate
the follow ng mni mum el ement s:

(1) if organized to do business in the
state, the project entity shall be a limted
l[iability conpany or gani zed under AS 10. 50
(Al aska Revised Limted Liability Conpany Act);

(2) for project entities organized
under AS 10.50, the operating agreenent adopted
under AS 10. 50. 095, or equi val ent gover ni ng
docunent for project entities organized under
other jurisdictions ("Operating Agreenment"), mnust
i ncl ude t he [imtation t hat t he state's
obligation to fund <continuing capital and
operating obligations shall be subject to annua
appropriation by the legislature, and that the
state's failure to appropriate a capital or
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operating obligation nmay not be considered a
default of the state's obligation, but shall be
considered only to reduce the state's ownership
interest on a pro rata basis based on the anount
of the failed appropriation relative to the
anount of the capital or operating obligations
funded by the remai ning project owners;

(3) the Operating Agreenment nust
provi de that

(A) the state may not agree to a
wai ver of sovereign immunity wthout a
reasonable nonetary I|imt on that waiver
under the facts and circunstances;

(B) the state may not indemify
or otherwise hold harnmless any person or
entity that has been adjudged in a judicial
adm ni strati ve, or alternative di spute
resolution proceeding to be Iliable for
negl i gence or msconduct in the performance
of the person's or entity's duty or has been
adj udged guilty of a crime or had a crim nal
adj udi cati on wi t hhel d subj ect to
probationary terns;

(O the state may not elinmnate
claims for actual damages incurred by the
state and may not elimnate the equitable
rights to seek specific performance and
injunctive relief; and

(D) the rights and limtations
provided in this paragraph shall apply to
collateral agreenents to be entered into
under this section;

(4) the Operating Agreenment nust
provide that, in the event of a dispute between
or anong the nmenbers of the entity, a subsidiary
entity, an affiliate of a nenber, a nenber
representative, and any other person or |egal
entity that has a nenbership or ownership
interest in an owner entity of the project, that
di spute shall be subject to the dispute
resolution ternms and procedures set out in the
contract as approved by the |egislature under
AS 43.82.435; for purposes of this paragraph,
"di spute” neans a dispute, matter, controversy,
or claimarising out of or relating to any owner
entity of the project, any ownership interest in
the project, any agreenent between or anong the
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nmenbers or owners of any owner entity of the
project arising out of or relating to that owner

entity of the project, or the operation,
managenment, or inplenentation of the project,
i ncl udi ng its interpretation, construction

performance, enforcenent, privileges, rights, or
obligations; those dispute resolution terns must
i ncorporate equivalent presunptions and burdens
of proof as set out for civil trials in Rule 301,
Al aska Rul es of Evidence, Presunptions in Genera
in Gvil Actions and Proceedings, and Rule 302,
Al aska Rul es of Evi dence, as anmended,
Applicability of Federal Law in Cvil Actions and
Pr oceedi ngs;

(5) the Operating Agreenent nust
provide that the nmanaging nenbers and nenber
representatives owe a duty to act in the best
interest of the entity and perform their duties
in good faith toward the goal of inplenentation
of the project;

(6) the Operating Agreenent nust
provide that the entity may not effect a materi al
change or anendnment to the Qualified Project Plan
without the review and authorization of the
| egi sl at ure;

(7) the Operating Agreenent nust
provi de that the nenbers of the governing body of
any subsidiary entity organized by the entity
shall be the nenbers of the governing board of
the entity, unless otherwi se authorized by the
| egi sl ature;

(8) the Operating Agreenent nust
provide that the state has the unilateral right
to initiate expansions of the project if the
state funds or obtains third-party funding from a
creditworthy customer for the expansion or
extension and nmust include terns for voluntary
expansi on, i ncludi ng

(A hol ding periodic binding or
nonbi ndi ng open seasons to assess market
demand for expansion every three to five
years;

(B) commtting to satisfy al
creditworthy demands for capacity expansion
i n reasonabl e engi neering increnents;

(O commtting to expansion for
credi twort hy shi ppers in | ess t han
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reasonabl e engineering increnents when the
shi ppers commt to contributions in aid of
construction sufficient to keep the project
entity whole, including authorized return;
and

(D) commtting the project entity
to propose and defend the use of rolled-in
pricing for all expansions;

(9) the Operating Agreenent nmust
provide that, in the event the entity elects to
contract with a vendor to operate the entity or
i nplenent the project, the vendor shall be

i ndependent of and not an affiliate of the
menbers of the entity;

(10) the Operating Agreenent mnust
provide that the state nenber shall have the
right to participate in all neetings of the
governing board of the entity and vote on all
decisions of the entity, including decisions
affecting tax allocations between or anong the
t axpayi ng nenbers of the entity;

(11) the Operating Agreenment nust
provide that the state nenber shall have the
right to review all books and records of the

entity, including all contracts, and to audit the
finances of the entity at any tine and from tine
to tine;

(12) the Operating Agreenent nust
provide that, on termnation, liquidation, or
di ssolution of the entity, the state shall have a
right of first refusal and option to acquire all
of the assets of the entity at the then fair
val ue of the assets;

(13) the Operating Agreenent nust
provide that, in the event a mnenber seeks to
transfer or divest its ownership interest in the
entity, the state shall have a right of first
refusal and option to acquire the nenber's
ownership interest at the then fair value of the
i nterest;

(14) the Operating Agreenent mnust
provide that, in the event that the entity seeks
to transfer or divest any or all of the project
assets, the state shall have a right of first
refusal and option to acquire the project assets
at the then fair value of the project assets;
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(15) the Operating Agreenent must
include a right of first refusal and option by
which the state may acquire all or any part of
the project assets at the then fair value of the
project assets in the event that the Federal

Energy Regulatory  Conm ssion, United States
Depar t nent of Ener gy, t he Unit ed St at es
Depar t ment of Justi ce, t he Feder al Tr ade

Comm ssion, or other applicable federal or state
agency or adjudicatory body orders one or nore
qualified sponsors, the qualified sponsor group,
or an affiliate of a qualified sponsor or sponsor
group to divest any or all ownership interest in
t he project;

(16) the Operating Agreenent mnust
provide that the project entity shall use project
fi nanci ng support ed by f eder al guar ant ee

instruments as defined in the Alaska Natural Gas
Pipeline Act to the maxi num extent available from
the United States Treasury and nust limt the
equity portion of project capitalization to not
nore than 20 percent of total capital

(17) for the purposes of t he
provisions required by this subsection, the
Operating Agreenent nust define "fair value" as
the value as agreed to by the affected nmenbers or
as determned under the dispute resolution
process if agreenent cannot be reached; "fair
val ue" shall be determ ned based on original cost
| ess depreciation, conparable sales, or incone
approach val uati on net hodol ogi es”

SENATOR WAGONER obj ected for di scussion purposes.
CHAI R SEEKI NS noved to divide the issue.

SENATOR WAGONER indicated nenbers were provided a marked-up
copy, with segnments identified 10A through 10Q

7:12: 40 AM
CHAI R SEEKI NS announced Anendnent 10A would be lines 1-14 of the
amendnent .

SENATOR  WAGONER i nforned menber s Phi | G | dan was on
tel econference to handle part of the anendnents, while Don
Shepl er was present to address the bal ance. He asked them and

JimBarnes to provide personal background.
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PH LLIP dLDAN, Geenberg Traurig, LLP, Consultant to the
Legi slature, explained that he primarily represents governnents
in proprietary business relationships, dealing minly wth
public utilities, but also with other proprietary businesses. A
significant anmount of his law practice involves representing
governments in public-private partnerships, and he sonetines
represents the private sector in dealing with a public entity on
utility types of projects. He provided exanples, saying
al t hough they weren't of the same size and scope as the proposed
Al askan project, he has dealt with the sane issues on nunerous
occasi ons.

DONALD SHEPLER, G eenberg Traurig, LLP, Consultant to the
Legi sl ature, nentioned having represented the Legislative Budget
and Audit Commttee in Federal Energy Regulatory Comm ssion
(FERC) proceedings in 2005 that resulted in the FERC order, and
said he has been asked to provide advice with respect to the
terns of the contract.

JAMES BARNES, Barnes & Cascio LLP, Consul t ant to the
Legi slature, characterized his conpany as an oil-and-gas |aw
firm that nostly represents conpanies in the international
arena, including a variety of transactions that range from
upstream to mdstream and occasionally into the downstream
ar ea.

SENATOR WAGONER offered Anmendnent 10A to SB 2004. Cont ai ni ng
lines 1-14 of Amendnent 10, it woul d read:

AMENDMENT 10A

OFFERED | N THE SENATE BY WAGONER
TO  SB 2004
Page 6, line 23, follow ng "project":

I nsert "and each project entity to be created to
own and operate any part of the project”

Page 6, line 24, followi ng "chapter.":

Insert "Each collateral agreenent shall be a
condi tion subsequent to t he pr oposed contract
devel oped wunder this chapter shall be subject to

review and authorization to execute by the legislature
and, on approval, may be entered into by the public
corporation as provided in (b) of this section.”
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Page 6, line 26, following "AS 43.82. 435":

Insert ", except that, with respect to collatera
agreenents submtted by the comm ssioner of revenue to
the legislature within the 180-day tinme limt, the
time limt shall be extended to five days after
aut hori zation has been approved. Each project entity
collateral agreenent to be negotiated nust incorporate
the follow ng m ni mum el ement s:

SENATOR GREEN inquired whether lines 15 onward pertain to the
colon at the end of line 14.

SENATOR WAGONER observed that the way the drafter constructed it
was different from the nmenorandum it appears every suggestion
in the neno was included. He suggested paragraphs (1) through
(17) should becone separate anendnents, and opined that the
colon wouldn't necessarily apply there.

SENATOR GREEN pointed out that there wouldn't be any reference,
then, to the line nunbers where the | anguage shoul d be inserted.

SENATOR STEDVAN proposed that Amendnent 10A only go to line 9.
Thus it woul d read:

AMENDMENT 10A (Revised)

OFFERED | N THE SENATE BY WAGONER
TO  SB 2004
Page 6, line 23, follow ng "project":

Insert "and each project entity to be created to
own and operate any part of the project”

Page 6, line 24, follow ng "chapter.":

Insert "Each collateral agreenent shall be a
condi tion subsequent to t he pr oposed contract
devel oped wunder this chapter shall be subject to

review and authorization to execute by the legislature

and, on approval, may be entered into by the public

corporation as provided in (b) of this section.”
SENATOR WAGONER said he wouldn't object to that.

CHAI R SEEKINS noted it technically would go through line 8, and
announced the notion was being revised to reflect the change.

7:19:45 AM
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MR. G LDAN explained it is sinply a nechanism to add clarity

especially with respect to adding the phrase "and each project
entity to be created to own and operate any part of the
proj ect". The first insert clarifies that the collateral
agreenments include those kinds of entities; fromreviewing this
amendnent and fromlistening to the adm nistration's di scussions
of the project, M. Gldan said, he understands the intent of
this section is to authorize those kinds of agreements. Thus it
clarifies that the authority exists to do that with respect to
the project entities.

He inforned nenbers that the second insert was suggested because
as he reviewed the gas contract and legislation, there didn't
appear to be a nechanism for the legislature to review and
understand - or have approval rights for - the collateral
agreenents, the primary one being the mainline-entity limted
l[tability conpany (LLC) that, from the presentations, he
surm sed would be proposed. Therefore, he'd started this
section to give that provision and the right for the |egislature
to see that docunent in conjunction with its review of the main
fiscal contract.

MR. SHEPLER added that with respect to the LLC agreenents or
entities to be fornmed to carry out the contract's mssions, the
terms of those wunderlying docunents are critical to the
project's success; they'll define what rights the state has to
vote on which issues, for exanple, and run the gamut. He said
it is inpossible to overstate the significance of these LLC
agreenents, at least at the mainline-entity |evel.

He noted, as M. Gldan had pointed out, that the legislature's
having a contract without the interrelated LLC agreenents is a
potentially probl emati c di sconnect to be awar e of .
Not wi t hst andi ng what goes into the contract, the ternms of the
LLC agreenents may not cone back to the legislature; thus there
may be a practical necessity to ensure that either they cone
back to the legislature for approval or that certain paraneters
are established to control the critical conditions relating to
t he operation of those conpanies.

7:23:49 AM

SENATOR BEN STEVENS asked whether M. G ldan's understanding is
that SB 2003 is "the entity that would be the partner or be the
state participant” in creating any LLCs.

MR. G LDAN indicated that entity will be created to act as the
owner entity of the state's position in the mainline entity.
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SENATOR BEN STEVENS asked: Wiy anmend the Al aska Stranded Gas
Devel opnent Act ("Stranded Gas Act") with this provision, which
is part of SB 2003? He opined that anything relating to the
operation of the LLC should be in SB 2003, not SB 2004. He
noted SB 2003 establishes the public entity, Al aska Natural Gas
Pi pel ine Corporation, "PipeCo," that will be partnering in the
main |ine; SB 2004, which anends the Stranded Gas Act,
establishes the framework wunder which a contract can be
negoti ated, but doesn't create the contract itself.

He offered his understanding that the Stranded Gas Act gave
authority for the contract to include provisions and coll atera

agreenents for the creation of PipeCo. He suggested the effort
is to preenpt the creation of PipeCo by saying the LLCs all have
to be approved by the legislature, each individually, in the
overall Stranded Gas Act. Mentioning concerns brought up wth
respect to Amendnment 10A to SB 2004, in particular, he surm sed
that if the legislature agrees to PipeCo, it agrees to allow
that entity to enter into collateral agreenments. The ability to
negotiate a collateral agreenent within the <contract is
aut horized by the Stranded Gas Act, he added.

7:25:40 AM
MR. SHEPLER responded by saying SB 2004, Section 11, Collatera
agreenents, subsection (e), on page 7, provides for the

authority of the state to form LLCs and limted liability
partnershi ps or another recognized form of business association

to carry out the purposes of the contract. In SB 2003, PipeCo
is the entity to be created as the state's party to those
agreenents. Al though the party is identified in SB 2003,

anmendnent of SB 2004 sets the "ternms of the entity" with which
that party is going to beconme a partner

MR. G LDAN added that (b) of Section 11 in SB 2004 specifically
recogni zes a collateral agreenent negotiated by the conm ssioner
on behalf of a public corporation established to acquire an
ownership interest in the project to be devel oped. He explained
that he'd read (b) to say the comm ssioner is going to negotiate
t hese docunents on behalf of the corporation created in SB 2003.

SENATOR BEN STEVENS disagreed, interpreting as follows: The
Stranded Gas Act gives the conm ssioner power to negotiate the

contract, which will contain the limted liability entities and
the state's participation. He said SB 2003 has 24 suggested
powers and duties of the corporation; if the legislature is

going to discuss limting those or how the collateral entities
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will operate, this anendnment should be discussed under Section
41.42.210, as proposed in SB 2003, which contains powers and
duties of the corporation. He opined that if it fails here, it
would be within the bounds to offer it as an anendnent to
SB 2003 as wel | .

MR. SHEPLER said he believes confusion arises because SB 2003

creates the state entity that wll be a nenber of another
legally recognized LLC, Senator Wagoner's anendnents set the
rul es under which that superior LLC nust function. To set the

terms under which the state's entity nust function wouldn't have
the same result, however, because the state's entity presumably

will be a 20 percent owner of the superior LLC So the reason
for putting the provisions into the anmendnents to the Stranded
Gas Act - which give the comm ssioner the authority to enter
into these LLC and other collateral agreenments - is to assure

that those LLCs have rules befitting the state's best interest.

He surm sed much of this could be resolved if the LLC agreenents
were brought to the legislature, at least for the main LLC
agreenents. That would ensure full protection to the state as a
mnority-interest owner.

SENATOR BEN STEVENS read from page 7, lines 7-9, of SB 2004
subsection (c), which stated:

(c) A collateral agreenment executed by the
menbers of the board of a public corporation under (b)
of this section is binding only on the public
corporation and does not nmake the state a party to the
col | ateral agreenent.

He said it is the public corporation that is a party to the
coll ateral agreenment, and SB 2003 provides authority to create
the public corporation. He remarked that it seens the effort is

to try to overstretch the legislature's authority. This is
Stranded Gas Act |anguage, proposed as to how the public
corporation shall operate. Noting one issue is the risk from

the state's involvenent, he said it was denonstrated, under the
presentation of SB 2003, that the state isn't at risk or exposed
under establishnent of the public corporation; rather, the
corporation itself is exposed.

MR. BARNES responded that the contract itself - Article 7, which
deals wth state ownership - contenplates several project
entities that will own the hardware: one for the gas treatnent
plant (GIP); one for the upstream and so on; one for the
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main line; and different ones for Canada and the Lower 48. The

state will be a mnority-interest holder. Typically, investors
want to know the full aspects of their involvenent: how t hey
will vote, how they will govern, how the capital contributions
and expenditures wll be handled and so forth. Thus it's not
unusual that if the state is being invited to be a participant
and owner - to operate at the level of an investor or another
party - it would want the full spectrum of such information.

He noted the aforenentioned only deals with ownership of a pipe.
The pipeline will require gas; thus another entity - Al aska
GasCo or whatever it is called - also wll have ship-or-pay
commi t ment s. This actually nmay be a larger long-termliability
than ownership of the pipe itself, M. Barnes pointed out, and

the state likely will want to know about those obligations.
Therefore, part of the state's initial decision on whether to
invest wll typically include knowing how it will be governed,
how funds will be raised and what liabilities will exist.

SENATOR BEN STEVENS again expressed concern, saying not only
should it be an anendnent to SB 2003, but also the |egislature

has created public corporations - such as the Al aska Permanent
Fund Corporation or the Al aska Housing Finance Corporation
(AHFC) - for which it doesn't ratify every action. He
guestioned whether those would be so successful if that were
required. He said the questions are: whet her a corporation
will be created under SB 2003 and the expertise will be sought

that is required to be a manager of that corporation; and, for
the Stranded Gas Act, whether the public corporation that the
state creates shall be a nmenber of all the entities which wll
manage and operate the various conponents of this project.

7:38:52 AM

SENATOR WAGONER remarked, "We aren't tal king about every action
that these corporations we would create take; we're talking
about each corporation.™

SENATOR BEN STEVENS responded by indicating that further in the
anmendnent, provisions say the execution of the operating
agreenent nust include |egislative approval.

SENATOR ELTON said it seens the amendnent isn't asking for the
| egislature to review every action taken by the nmainline entity;
rather, it says the legislature will approve the mainline-entity
structure within which PipeCo operates, which seens rational.
He characterized it as ensuring the contract negotiated by the
conm ssioner that creates the mainline entity will give the
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scope of authority within which PipeCo can operate for the best
interest of the state.

SENATOR STEDMAN said looking at how it is structured and the
introduction to it, «clearly sonme of the anendnents are
restrictive and sonme could cripple the end result of getting a
gas pipeline. He noted a docunent sent to the state June 2
contained these as illustrative anmendments, put forth by the
consultants present today. He suggested it was tinely to
di scuss where they should be included and how nuch preenptive
authority the state, as a mnority interest, should try to have
over the entire entity.

SENATOR W LKEN requested exanples of collateral agreenents,
di scussed on line 5 of Amendnent 10A and defined on page 7,
line 14, of SB 2004.

CHAI R SEEKINS indicated these are collateral agreenments between
entities that would own or operate. He said the authority to be
given to the comm ssioner is to negotiate collateral agreenents
that are required to inplement the state's acquisition of an
ownership interest in the project; the conmm ssioner would have
180 days after the effective date of the Ilaw authorizing
execution of the contract, to his understanding.

MR. BARNES explained that the gas line consists of a pipe and

gas. The project entities that will own the pipe and gas are
Separate entities: the entity that owns the upstream gas
transmssion lines, the entity that owns the GIP, the entity
that owns the main line, the entity that owns the Al aska-to-
Al berta segnent and so forth. In addition, the gas wll be
owned by the marketing affiliates of the various shippers. How
the state will market its gas isn't known yet, but it would

likely be a project entity - Alaska GasCo, for instance - that
woul dn't be involved in any other project entity. On the other
hand, the state would own perhaps a 20 percent share of the
har dwar e- owni ng project entities.

CHAIR SEEKINS requested exanples of other LLCs or Dbusiness
associ ati ons where these types of operating agreenents exist.

MR. BARNES affirnmed he'd seen them for other types of projects.
CHAIR SEEKINS asked whether those agreenents put mnority-

interest owners at a great disadvantage in the operation of the
entity.
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MR. BARNES answered that various mechani sns are used to regul ate
affairs anong the parties. In general, though, a mnority owner
can be reduced to just being a check-witing party unless there
is some sort of supermmjority provision or other consideration
for the interests of that mnority-interest holder. These sorts
of LLC and operating agreenents generally tend to take a |ong
time to negotiate because of balancing the interests of the non-
operators and the operator. Thus they tend to be conplex,
mul ti-tiered agreenents.

CHAI R SEEKINS asked whether there will be a majority owner for
t he contenpl ated project.

MR. BARNES answered it can't be determ ned yet w thout know ng
t he percentages of ownership. A typical provision mght say a

decision wll carry if a certain nunber of parties agree to it;
that's called a pass-nmark decision, sonewhat nore than a sinple
majority, although it might be a sinple majority. In further

response, he surmsed alignment anong parties would vary
dramatically fromissue to issue. Fairly certain is that profit
drives a for-profit conpany, whereas the state has additiona
drivers: jobs, gas, education and so forth. Thus the
notivations of the producers and the state likely will differ.

CHAI R SEEKI NS suggested if the state beconmes an owner of the
gas, the primary notive will be to produce income for Al askans;
the state will want to hold the producers' feet to the fire in
this regard. He related his experience that the three producers
aren't a cohesive group, but are conpetitors; he opined that
part of the problem in negotiating the ternms of the LLC stens
from difficulties anobng them in agreeing to sone conditions.
Thus Chair Seekins said he perhaps doesn't have a great concern
that the three will teamup and "squeeze" the state.

7:50: 55 AM

SENATOR BUNDE pointed out that the state will have no way to
hold the producers' feet to the fire; they are totally insul ated
from the legislature, and the state isn't protected there.
Returning to Senator Ben Stevens' concern, he asked whether
there would be a legal problem if this amendnment were adopted
for SB 2004 instead of another bill. He al so asked whether it
suns it up to say, if the amendnent passes, that the |egislature
woul d have the right to approve the basic structure of an LLC
and would be in a position to "trust but verify."

MR. SHEPLER voi ced concern that the three consultants don't know
what the terns of these LLC agreenents wll be. Est abl i shed

SENATE NGD COW TTEE -17- June 5, 2006



will be a contract that contenplates the creations of these
entities, and the state may be fully protected, with 50 percent
voting strength, for instance, or may not be able to vote on

some issues at all. Enphasi zing that there is an inportant
piece mssing and that the terns of this joint ownership should
be known, he said it is a policy call as to whether the

| egislature wants to take it on trust, trust but verify or do
sonet hing i n between.

7:54: 20 AM

SENATOR BUNDE requested a |egal opinion from Tam Cook, director
of Legislative Legal and Research Services, as to whether there
would be a problem from putting this amendnent into SB 2004
rat her than another bill.

SENATOR ELTON highlighted the inportance of this, noting Chair
Seekins had provided an exanple where the state's interest
aligns with the other partners. If there is a desire to
commercialize gas found by explorers that aren't part of the
mai nline entity, however, expansion could be a big issue for the
state, for exanple, since the private partners mght not want to
al I ow that expansi on.

7:55:14 AM

SENATOR STEDVAN told M. Shepler that while he believed his
writings had been clear, these anendnents stand out as a little
odd if taken Iliterally. He asked whether the portion of
Amendnent 10 not included in Anmendnent 10A was illustrative
only, to get a feel for the state's exposure and how to interact
with the admnistrative branch, or is intended as a literal
amendnent, to be inserted in its entirety. He remarked that
Amendnent 10A seens nore broad, allowing legislative final
approval, whereas the others control the structure.

MR. SHEPLER replied that these were suggestions posited by
himself and M. Gldan as to what steps the legislature m ght
take, given the significance that the terns of these LLC
agreenents aren't to be presented to the |egislature.

MR G LDAN added that the neno was intended to provide
illustrative anendnents; he hadn't understood that the conmttee
coul d discuss anmendnents that weren't presented formally. There
are two kinds of options: 1) express guidance on structural
issues of concern relating to the enunerated itens or
2) generally give nore freedom for the negotiations, but have it
brought back for |egislative approval.
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SENATOR STEDMAN interpreted that to nmean the amendnent is broken

into two nmjor sections: 1) Anendnment 10A, the broader policy
call to give the legislature authority to sign off on the
structure put together by the administration, and 2) the "com ng
attractions,” which wll dictate structure including capital
structure.

8:00: 33 AM

SENATOR WLKEN noted there wll be five major LLGCs: t he

upstream LLC, the GIP LLC, the gas treatnent/gas processing LLC
the marketing LLC, which has been called Al aska GasCo; and the

transportation piece, PipeCo. The collateral agreenents that
are the subject of this anmendnment and Section 11 are the
agreenents anong those five. He asked whether that is what

coll ateral agreenents are.

MR. BARNES answered he believes they are the internal-governance
agreenents for each of those entities, as well as the agreenents

anong them As for other collateral agreenents, he said
potentially there is a series of agreenents anong the parent
conpani es coordinating how they' Il proceed with the regulatory
process. In addition, Alaska GasCo wll have its own set of

docunents dealing with financing and its operations.

SENATOR W LKEN asked: Once the collateral agreenents are in
pl ace anong these five, would a change be a major event, rather
than a quarterly or annual happeni ng?

MR. BARNES affirnmed that.

MR. SHEPLER explained that these relate to corporate charters
for the corporation that will own the mainline entity, the GIP
the upstream facilities and so forth. These docunents won't be
anended frequently, and will control how the organi zati ons worKk.

MR. G LDAN added that generally those kinds of agreenents can't
be amended wi t hout unani nous consent of all parties.

SENATOR BEN STEVENS requested testinony from the adm nistration
on these proposed anendnents. He also interpreted Amendnent 10A
such that directors of the public corporation wuldn't need to
be sought because the legislature, in a sense, would be the
directors. He said he doesn't believe this is what the
| egi sl ature should be doing, and doesn't believe that is the
intent denonstrated by the legislature in the past wth the
establ i shment of public corporations.
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He nentioned <creation of the five LLGCs; the state's
participation through the public corporation, Pi peCo; the
overall approval of the contract, understanding the state wll
be approximately a 20 percent participant in each entity, wth
the sanme partners in each, at least in the initial creation; and

the LLC agreement with respect to PipeCo, which will be seen
before acting on it. Senator Ben Stevens said that, to him
that's the authorization and the understanding that the
| egi sl ature has: PipeCo - not the state - wll be the nenber of

these entities. By the approval of the creation of PipeCo, and
the approval of the project contract, the legislature gives the
authority.

He enphasized this is a policy call as to whether the state
shall participate as an equity owner; if so, these are the
levels the state will be involved in, at 20 percent across the
board. Stating opposition to the anendnent, Senator Ben Stevens
agai n requested testinony fromthe adm nistration.

CHAI R SEEKI NS cal | ed upon Ms. Cutler.

8:07:01 AM

LOU SI ANA CUTLER, Preston Gates & Ellis, Counsel to the
Governor, noted she is a partner in the law firm and asked that
Joseph Donohue cone to the witness table as well.

CHAIR SEEKINS i nforned | i steners that M. Loeffl er and
M. Spiliotes were on tel econference.

M5. CUTLER first provided background. Because Steven Porter of
the Department of Revenue (DOR) wasn't available, she said the
| awyers would speak for the admnistration wth respect to
PipeCo and LLC issues, in addition to providing straight |ega
advi ce.

She explained that she and M. Donohue drafted a lot of this
| egi sl ation; both have represented the state for a long tinme and
are famliar with state law issues, particularly as they apply

to governnents. Morrison & Foerster has also been the state's
counsel for nmany years. M. Loeffler has been around for all of
the gas line negotiations and for the Trans-Al aska Pipeline

System (TAPS) and so forth, and has expertise at FERC
M. Spiliotes has been primary counsel to the state in
devel oping the LLC agreenment with the partners; he has years of
experience dealing with nega-projects and is a corporate | awer.

SENATE NGD COW TTEE - 20- June 5, 2006



She turned to the anmendnent. First, M. Cutler stated
opposition to an anmendnent that provides for |egislative
approval, for many of the reasons articulated by commttee
menbers who'd indicated opposition, from what she'd heard.
There is a potential separation-of-powers problem furthernore
this isn't the sane as legislative approval of the fisca
contract. Wen the Stranded Gas Act was enacted, M. Cutler
recalled, there was discussion of whether it was acceptable to
have legislative approval of the fiscal contract; the final

advice from the attorney general was that it wuld be
appropriate as a matter of comty or - given that the
constitution has sections dealing with contracting away the
taxation power - it mght be necessary anyway.

She told nenbers it is crucial to the state that the pipeline
corporation have the ability to act independently. Conparing it
to the wearlier Alaska Permanent Fund Corporation exanple,
Ms. Cutler acknowl edged this is the biggest project the state
has ever gone into, and there may be policy reasons for the
| egislature to decide differently than it would with respect to
t he permanent fund.

She reported having had good discussions with M. Gldan wth
respect to his suggestions for SB 2003; she surm sed talking
with people involved in the negotiations and drafting the
| egislation perhaps gave him a different point of view
Ms. Cutler proposed that commttee nenbers approach the
suggestions relating to SB 2004 in the sane way. They're all
excel | ent suggestions from a public policy standpoint, she said,
but noted another side of that also could work from a public
policy standpoint.

She also reported that the testifiers on teleconference, in
particular, have been intimately involved in both the LLC
negotiations and the fiscal contract negotiations. M. Cutler
indicated that, in part, the LLC agreenent 1isn't Dbefore
| egislators yet because there have been fierce negotiations
anong all four parties. Acknow edging the frustration of not
having the LLC agreenent to view, she highlighted the effort to
inform legislators of what it contains and how the negotiations
are going. She turned the discussion over to M. Spiliotes.

CHAI R SEEKI NS brought attention to Senator WIken's question of
what these | ook |ike, how many LLCs there are and so forth.

8:15:14 AM
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NI CK SPILIOTES, Morrison & Foerster, Counsel to the Governor,
i nformed nmenbers that he is a partner in his firnms Washington,
D.C., office, with over 20 years' experience in donestic and
i nternational project devel opnent and finance projects; he also
chairs the firm s business departnent, about 500 transactional
| awyers. He first began working on this project, on the LLC
side, in Septenber 2004 and has been involved in negotiations
for about two years.

He agreed there are probably five major pieces of this project:
1) the mainline LLC, the docunment being negotiated with the
producers, which will ultimately serve as a tenplate for the
other pieces; 2) the GIP LLC, 3) feeder line LLGCs; 4) the
Canadi an pi ece, expected to be an unincorporated joint venture,
since Canadian |aw doesn't have the sanme sort of LLCs; and
5) perhaps, at some point, a non-gas liquids plant entity - it
isn't clear yet whether this wll happen or whether the state
wi |l participate.

He noted legislation discussed earlier will establish the public
corporation currently contenplated; its subsidiaries wll own
the state's interest in these other project entities. That's
the basic structure. Each sponsor group conmpany will have its
own pipeline affiliate that will own an interest in the various
project entities as well, M. Spiliotes said.

He explained that the LLC being worked on now will create the
rights and obligations, including voting terns and the capital-
contribution structure. Built in wll be a nunber of
protections for the state; these wll be replicated in other
agreenents, although tailored for the specific agreenents.
M. Spiliotes gave exanpl es.

8:18: 28 AM

BOB LOEFFLER, Morrison & Foerster, Counsel to the Governor,
informed the committee that he has been a partner in his |aw
firmsince 1979 and has represented the state on various matters
since about 1974. He related his wunderstanding that the
adm nistration has commtted to allow the legislature to review
the LLC agreenment once it is conpleted. The mainline agreenent

will cone first and be the nodel for the others. Al t hough he
agreed with Ms. Cutler that there is a separate point about
approval, he opined there will be a higher degree of confort

after legislators see the actual docunent.
He said a nunber of issues addressed in this set of anmendnents

are being addressed in the negotiations, which are hopefully
near conpletion with respect to the LLC For exanple, there is
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consi derabl e discussion of how, and on what terns, the federa
| oan guarantee should be utilized for the capital structure.

8:20: 52 AM

MR. LCEFFLER offered his reading that the amendnents divide into
two | arge subjects: 1) the general requirenment for review and
approval of the agreenent that PipeCo would enter into; and 2) a
set of amendnents - from good notives, because people haven't
seen the LLC docunents - that |imt what can be negotiated in
the LLC agreenents between PipeCo and the other three conpanies.
He highlighted keeping those two separate purposes in mnd.

He raised a third point, seen in the LLC negotiations and fi scal
contract negoti ations: The conpani es have different commercia

perspectives and ways of pursuing those. While there isn't a
monolith - three conpanies against the state - there should be
clear wvoting provisions, including what calls for unaninous
consent or for a supernmjority. M. Loeffler highlighted the

intent to bring that product to the legislature for review but
not approval as such, as noted by Ms. Cutler.

8:23:49 AM

SENATOR BUNDE suggested that if the LLC discussions wll address
t hese anendnents, perhaps this bill is being addressed
premat urely. Noting the legislature is granted the ability to

approve the basic contract and PipeCo, he questioned why it is
such a big leap to review and approve the LLCs as far as a
bal ance- of - power i ssue.

M5. CUTLER gave the view that approval of the fiscal contract is
different from approval of any contracts that "AK Pipe" m ght
enter into. AK Pipe would be provided the authority, in the

other bill, to enter into LLC and other agreenents. She
indicated that is the interplay between Section 43.82.437 of the
Stranded Gas Act conform ng amendnents - currently before the
commttee in ternms of this anendnent - and AK Pipe. That
section provides for approval of the so-called collateral
agreenents - these LLC agreenents and other agreenments - in the

event the legislature approves the fiscal contract and the basic
structure before those agreenents are conpleted, and also in the
event AK Pipe has not itself been set up.

She said the legislature has an inportant role in establishing
AK Pipe and deciding what kinds of powers it wll have, and
also, in the event AK Pipe is not set up yet, providing the
authority to enter into these collateral agreenents, either by
the two conm ssioners under subsection (a) or by the partial
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guorum in subsection (b). Thus the legislature has a role in
telling AK Pipe whether it can even do this, and hopefully wll

get enough information to make that decision. Al so, as
M. Loeffler had indicated, hopefully there wll be an LLC
agreenent for |egislative review

She specified, "It is not our desire to hold up the process by
waiting for that LLC agreenent to be conpleted.” Ms. Cutler

acknowl edged Senator Bunde's point of view, but related the
adm nistration's view that if the |egislature approves AK Pipe
and the authority to enter into the collateral agreenents, then
act ual appr oval of those agreenents isn't within the
| egi sl ature's purview.

8:28:09 AM

JOSEPH K. DONOHUE, Preston Gates & Ellis, Counsel to the
Governor, <clarified the original intent of this collateral
agreenent section: subsection (a) was initially intended to

aut horize coordinating agreenments between the state governnent
and entities that aren't direct parties to the fiscal contract
and yet are related parties. At one tine, the admnistration
t hought that once the fiscal contract was entered into, there'd
be a parallel agreenment with the parent conpanies and affiliates
that woul d becone nenbers of the LLC, it mght be appropriate to
coordinate the planning of the inplenentation of the fiscal
contract. The second type of contenplated agreenent was the LLC
agreenents, currently being negotiated and eventually to be
entered into on behalf of the public corporation.

He said there is a sequencing problem however, since the public

corporation isn't yet set up to do these negotiations. The
adm nistration intends to have the master LLC agreenent
available for legislative review at the time when the
| egislature is requested to authorize the contract, SO
legislators will see the tenplate for future LLC agreenents.
Utimately, this is a tenporary, transitional authority that
will be granted to the comm ssioner, and future LLC agreenents

would be negotiated directly by the board, not by the
conm ssi oner of DOR

SENATOR BUNDE announced he was tenpted to table this until there
is future information.

SENATOR BEN STEVENS agreed, but said M. Donohue had addressed
the point he was going to bring up about SB 2004, Section 11,
that the authority of the comm ssioner |apses after 180 days and
thus subsection (a) is a transitional provision: if the
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| egi sl ature does approve the policy call to becone an equity
parti ci pant, the comm ssioner has authority to continue
negoti ations of creation of the subsidiary LLCs until such tine
as the board of the public corporation is established.

MR. DONCHUE concurred, saying at the time the AK Pipe
legislation is enacted, the two conmm ssioner nenbers of the
board would be able to imediately begin to act on its behalf;
that is how the LLC agreenents would be entered into. There
woul d be a nodified-quorum requirenent applicable to AK Pipe so
that it would be imedi ately able to execute the LLC agreenent.

8:31:51 AM

SENATOR BEN STEVENS discussed tinelines, indicating that if it
is 180 days after the effective date of AS 43.82.435, he
beli eves the governor nust sign wthin 60 days and the project
must begin 90 days after that.

CHAI R SEEKINS offered that 60 days after execution, it becones
ef fective. However, this provision begins with the approval by
the legislature - the effective date of the bill.

SENATOR BEN STEVENS said the ability for the conm ssioner to
negoti ate the agreenents ends after that period of tine.

CHAI R SEEKI NS agreed, saying the conm ssioner has 180 days after
the effective date of the law authorizing the contract. There
is a 60-day period after the authorization to acconplish
execution by the parties, and then, to his understanding, the
contract becone effective 60 days after execution.

SENATOR BEN STEVENS concurred, but said a contract provision
says that wthin 90 days they nust begin the application
process; he noted Wndy King of ConocoPhillips was affirmng
t hat . He said if the time continuuns were laid atop one
anot her, the actual tinme during which the comm ssioners have the
authority to do the authorization is very short; nore than
likely, it wouldn't occur in that tine period. He al so pointed
out that actual operation of these entities wouldn't even begin
until the time of sanction.

He agreed wth Senator Bunde's suggestion to table this,
surmsing it would be until such tinme as the structure is seen
for the operating agreement. Senator Ben Stevens opined that it
is unrealistic for legislators to expect a final product on the
operations of an entity that may not even conme into existence
five years from now, |let alone commence operations comrercially

SENATE NGD COW TTEE - 25- June 5, 2006



eight to ten years fromnow Thus it is unrealistic to want to

see the operating agreenents for all five new LLCs - one of
which mght not even exist for the natural gas liquids (NG)
plant - and to stipulate what each nust provide, as stated in

t he second portion of Amendnent 10. However, he suggested it is
justifiable for the legislature to ask to see the tenplate under

whi ch state ownership will be represented.

8:35:11 AM

SENATOR BUNDE clarified he was thinking of tabling the whole
bill. He noted there had been considerable discussion about
this superior group of experts that needs to be gathered to run
Pi peCo because it is critical to the state. He said he takes
sone solace and hope from Senator Ben Stevens' renmark that the
clock mght run out on the two conmm ssioners who will devel op

the tenplate w thout the assistance of these experts for the
LLCs. Pointing out that he wasn't expressing |ack of confidence
in the conm ssioners, Senator Bunde voiced concern if these
experts cannot be used to develop the wunderpinnings of the
project - the tenplate - as well as concern about tim ng.

CHAIR SEEKINS said it appears M. Spiliotes, M. Loeffler and
others from the law firnms are experts who are assisting these
commi ssioners in trying to develop the LLC at this tine.

MS. CUTLER affirnmed that.

CHAIR SEEKINS noted there is a $36 billion corporation that
operates with a board of trustees, w thout this mcronanagenent.
He said he also gets concerned when a four-paragraph bill
becones 400 pages of regul ati ons pr onul gat ed by t he
conmi Ssi oners. He said he shares the concern, but wonders at
what level it should be put.

SENATOR BUNDE responded that he isn't interested in that |evel
of m cronmanagi ng. If the Al aska Permanent Fund Corporation
decided to set up an LLC, however, he surmised the |egislature
woul d want sonething beyond just the ability to review it. He
said the tenplate should be back before the legislature, for
review and approval, just like the contract and PipeCo will be.

CHAIR SEEKINS said he didn't necessarily disagree with respect
to the tenpl ate.

M5. CUTLER offered her understanding that the Al aska Permanent

Fund Corporation, as part of its investnents, holds nenbership
interests in certain LLCs, though obviously not of the sane
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magni t ude. Wth respect to the team negotiating the series of
LLC agreenents, she specified that in addition to Mrrison &
Foerster and Preston Gates & Ellis, the state has retained the
services of a Canadian law firm in particular, M. Loren
Carson (ph) has been involved in the LLC negotiations. The
state also has financial advisors, a consortium of UBS and
ot hers, that have been involved. Furthernore, Steve Porter, DOR
deputy comm ssioner, has been intimately involved along wth
several others from DOR and other state agencies, as needed.
Thus there has been a trenmendous effort put into negotiating
t hat agreenent.

8:40: 34 AM

SENATOR BUNDE renmarked he is thankful for such expert advice,
but sone experts disagree. Regarding the product, he enphasized
the desire to review it and then vote on whether to accept it.

SENATOR WAGONER read from what would be the second item in
Amendment 10:

(1) if organized to do business in the state
the project entity shall be a limted Iliability
conmpany organized under AS 10.50 (Alaska Revised
Limted Liability Conpany Act)

He suggested it would be an Al askan LLC, and yet it is now being
constructed using Delaware |law. He said there are problens, and
he probably wouldn't mnd tabling it because he doesn't see any
schedul i ng of the coordination and necessary dates, for exanple.

8:42: 09 AM
CHAIR SEEKINS invited Ms. King to testify.

VENDY KI NG, Director of External Strategies, ANS Gas Devel opnment
Team  ConocoPhillips Alaska, Inc., offered points on the
amendnent . She noted there'd been discussion about the
collateral agreements for the mainline LLC, the GIP, the
Canadi an portion and so on; Article 7 of the proposed fiscal
contract puts the state's ownership interest in those entities

at 20 percent. However, there are other entities for which
information isn't known. These include the gas transm ssion
lines, which she clarified aren't "upstream lines," as she'd
heard, but are mdstream portions of the business, to get gas
into the main line for interstate commerce. She cited the

Nati onal Petroleum Reserve-Al aska (NPR-A) transmssion line as
an exanple that would go fromthe GIP to support exploration and
bring new exploration volunmes fromthe west.
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She discussed how the state-ownership share of 20 percent was
arrived at. Highlighting a principle seen in comercial
alignnent relating to the proposed fiscal contract, M. King
expl ained that there is a value in having comercial alignnment
bet ween t he gas vol unes and t he owner ship share.
ConocoPhillips' equity share in NPR-A is 50+ percent; the
ownership in that transm ssion-line LLC could be very different
from the GIP or nmainline LLC The answers to those questions
aren't known vyet, and there even could be different nenber
conpanies in that LLC because, she said, "the assets that that
transmssion |ine mght be supporting might be different
wor ki ng-i nterest owners." Thus trying to stipulate a set of
rules that applies for every LLCis premature at this stage.

She cited another exanple: There isn't a clear understanding
yet of the Al berta-to-Lower-48 project, which could include "new
build,"” expansions or just wutilizing existing capacity; there
may or may not be an entity formed for that. It is premature to
stipulate that all the entity collateral agreenents that m ght
be needed to fulfill this fiscal contract should be known at
this point in time, Ms. King told nenbers.

She indicated PipeCo, created in SB 2003, becones the party that
represents the State of Alaska in those commercial interests.

It needs to function like a business. Ms. King said state
ownership - taking gas in kind, mking a firm shipping
comm t ment and having an ownership position in the contract - is
a critical conmponent to the entire fiscal contract. The
chal  enge for ConocoPhillips is that if the legislature isn't
satisfied with the materials provided by the producers to
support that ownership interest, the vote will be "no" for the

contract; that is the process outlined in the Stranded Gas Act,
having the | egislature agree or not agree to support the terns.

8:46: 30 AM

SENATOR OLSON asked whether Ms. King favored setting aside this
amendment .

M5. KING affirned that.

SENATOR OLSON asked whether she would support setting aside
SB 2004.

M5. KING said it was a distinctly different question and she
needed to think it through.
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SENATOR BEN STEVENS di scussed differences between setting aside
Amendnent 10 and SB 2004. The anendnent specifically brings up
itens on the collateral agreenents and questions that have
ari sen because the legislature hasn't seen the mainline LLC
tenpl at e. By contrast, he said, setting aside SB 2004 is
declining to take any action on the fiscal contract. It anends
the Stranded Gas Act, and it is a three-step process to get to a
vote on a stranded-gas contract; the first step is final
approval of an oil-tax-reginme change, which would be
incorporated into the fiscal contract via the authorization of
SB 2004 or the enabling |egislation.

He therefore suggested that not acting on SB 2004 precludes
being able to conclude whether to accept ratification of a
contract and to anticipate |egislation devel oped under Section
43.82.435, which would give the governor authorization to
execute. Senator Ben Stevens said he wasn't prepared to do
that, but wanted to stay and work on it. He indicated there had
been agreenent to wait to act on SB 2003 until there is a nore
final docunent and better wunderstanding of how the LLC wll
operate and what the state's participation will be.

CHAIR SEEKINS said if SB 2004 is dropped, the Stranded Gas Act
won't have been anended, and the framework under which the
contract would come to the legislature for presentation and
approval would be the existing franework of that Act. He agreed
with the need to | ook at the other anendnents to the Act, to see
whet her that's how they want the final contract to | ook.

SENATOR ELTON suggested another way of Ilooking at it: | f
SB 2004 is set aside, at the time the contract is before the
| egislature there will be the contract, SB 2004 and - to his
understanding from previous testinmony - the LLC He said

not hi ng precludes the |legislature from dealing with those three
topi cs i n another session.

CHAIR SEEKINS reiterated his concerns and enphasized making the
| egislature's intent clear now so that after the public comrent
period is over, the state and the producers - when they go back
to renegotiate the terms of the contract - know the boundari es.
He questioned the wi sdom of creating rules that nmay be changed
after the renegotiation.

SENATOR ELTON suggested that's the process gone through to get

the contract. He said he didn't see a problem wth it,
especially when the <contract wuld conme back before the
| egi slature as an up-or-down vote. Noting one thing he likes
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about the anmendnent is that it gives |legislative guidance to the
adm nistration as there are discussions about the LLC, he asked,
"If we're not willing to give that |egislative guidance now, in
the form of this and other anendnents, then why not wait and
have all three elenents before us at the sane tinme?"

CHAIR SEEKINS proposed that an up-or-down vote on sonething
unknown is "asking them to take a shot in the dark and see if
t hey can guess what we're going to do."

SENATOR ELTON reiterated that this is what is happening with the
contract, as well as the Stranded Gas Act anendnents presented
by the adm ni stration.

8:53: 32 AM
SENATOR OLSON asked: If we don't wait until after the public
comment period, why have one?

CHAI R SEEKI NS of fered his understanding of the Stranded Gas Act:
The public comrent period is to comment on the ternms of the
proposed contract; at the end of that period, the conm ssioner
has 30 days to recraft and renegotiate the contract, based on
comments received during that period; then final findings of
fi nanci al interest and the contract, along with a law
authorizing the admnistration to execute the contract, are
presented to the | egislature for approval.

He agreed it is a bit clunmsy, but said he also intends to
provi de an opportunity for public input, to himas a |egislator,
so that when he provides his final comments to the comm ssioner
the concerns w il be incorporated. At the sane time, Chair
Seekins suggested, it is valuable for the body to make certain
anmendnents to the law now, since that would be the law within

which the contract would fit. It may or may not include
comments on collateral agreenents; that is the discussion being
hel d now. However, not anending the Stranded Gas Act at all is

asking the comm ssioner to bring forth a contract that fits
wi thin the purposes of the existing Act; he questioned the |ogic
of that process.

He called upon legislative drafter Dennis Bailey to address
Senat or Bunde's earlier question.

8:56: 35 AM

SENATOR BUNDE noted that Senator Ben Stevens had suggested
Amendnent 10 fits within SB 2003, not SB 2004. He asked whet her
there is a legal problemif it is addressed in SB 2004.
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DENNI S BAI LEY, Attorney, Legislative Legal Services, Legislative
Affairs Agency, gave an initial inpression that these kinds of
terns could be included in either bill. The amendnents to the
Stranded Gas Act appear to be an attenpt by the legislature to
gi ve guidance they may not have otherwise with respect to the
contract, and M. Bailey said he wasn't sure it nmade a whole | ot
of difference whether these kinds of terns, relating to the
organi zation, are in SB 2003 or SB 2004.

SENATOR BUNDE asked whether it would fit under the title.

MR. BAILEY said he hadn't reviewed that specifically, especially
with regard to SB 2003.

SENATOR GREEN asked whether it should be included in both.

MR. BAILEY answered that SB 2004 was his bill, and thus he was
nore know edgeabl e about it. However, he didn't see why it
needed to be in both, since one or the other would establish the
I aw. M. Bailey said he would look at the titles for both to
see whether there was a problem he pointed out that the title
for SB 2004 was quite broad.

SENATOR GREEN expl ai ned she'd asked because a June 2 neno from
Greenberg Traurig on SB 2003 had recommended "such coll ateral
agreenents shall be subject to review and authorization by the
| egislature or by LB&A when the legislature's not in session.”
She said she was just curious.

8:59: 53 AM
SENATOR BUNDE cal | ed the question on Amendnent 10A.

CHAI R SEEKINS al | owed further questioning of M. Bailey.

SENATOR GREEN asked M. Bailey, as drafter of Anmendnment 10,
whet her he had ot her concerns about the format or content.

MR. BAILEY replied that the content was part of M. Shepler's
June 2 neno. As to whether he had concerns from a drafting
perspective, M. Bailey said he believes it reflects the
concepts that were recomended for including the policy calls
suggested, using this as a nechanismto focus the adm nistration
on maki ng these changes in the contract.

SENATOR BEN STEVENS reiterated concern that this is prenmature.
He said he believed there had been a good discussion, talking
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about conponents of entities yet to be formed and conponents of
an entity tenplate, whether called AK Pipe or PipeCo, that wll
be the underpinning docunent of participation in the equity role
of the state.

9:02: 20 AM
SENATOR BEN STEVENS npved to table Anendnent 10.

Aroll call vote of 5 yeas and 7 nays proved the notion to table
Amendnent 10 failed, wth Senators Ben Stevens, Stednan
Hof f man, Green and Seekins voting yea and Senators Bunde, O son
Dyson, W I ken, Elton, Kookesh and \WAgoner voting nay.

CHAI R SEEKI NS asked M. Bail ey whether he saw any constitutiona
problenms or separation-of-powers issues wth any of the
amendnent s contai ned in Anendnent 10.

MR. BAILEY replied that he couldn't make that broad a statenent
and would have to review it with that in mnd. He pointed out
that drafts are reviewed for constitutional issues, which are
relayed to the drafters.

SENATOR GREEN expressed di sappointnent that a drafter whose nane
was on the draft couldn't say whether there were constitutiona
issues or whether it was in proper form or followed the
instructions of the requestor. She said she wanted nore
assurance that it didn't have constitutional or separation-of-
powers i ssues.

MR. BAI LEY requested a nonment to refresh his recollection.
SENATOR BUNDE suggested the review be imted to Amendnent 10A.

CHAI R SEEKI NS concurr ed.

9:05: 24 AM
SENATOR STEDMAN i ndicated he wanted to know any |egal concerns
M. Bailey mght have about using this illustrative anmendnment

t hat had been presented.

MR. BAILEY, focusing on Amendnent 10A, noted it had been brought
to the attention of the requestor - which he didn't think was
new i nformation to the conmmttee - on the broader perspective of
whet her the legislature has the power to review admnistrative
contracts without interfering with the admnistrative powers.
The existing Stranded Gas Act suggests that the governor
transmts the contract to the |egislature, which would authorize

SENATE NGD COW TTEE - 32- June 5, 2006



it; whether it would becone an issue as to whether the
| egislature has that power is certainly a separation-of-powers
guesti on. M. Bailey remarked, "I don't think that there's
really an answer to that question, given the context." He added
that there are practical aspects of debating that issue in
court, given the magnitude of the project.

CHAI R SEEKINS reported this topic was discussed at length in the
Senate Judiciary Standing Commttee, which he chairs; he said it
is the sanme underlying concern as to whether it is a violation
of separation-of-powers to require |legislative approval of the
fiscal contract, to his understanding.

MR. BAILEY agreed that is the issue.

CHAI R SEEKINS noted it was anticipated that it probably woul dn't
be challenged by the admnistration in this case, but there is
an underlying discussion of whether the legislature has
authority to require its approval for the execution of a
contract. He said it's an open question wth respect to
requiring approval of an LLC or collateral agreenent that would
be spawned fromthe fiscal contract.

MR. BAI LEY suggested the second issue is a subset of the first:
if the legislature is going to approve the entire contract, then
approving the collateral agreenents seens to be incorporated.

9:09: 03 AM
CHAI R SEEKI NS asked whet her there was objection to Amendnment 10A
(revised) to SB 2004.

SENATOR BEN STEVENS obj ect ed.

A roll call vote of 7 yeas and 5 nays proved Anmendnent 10A
passed, wth Senators Bunde, Kookesh, d son, Dyson, WIKken,
El ton and Wagoner voting yea and Senators Ben Stevens, Stednan,
Hof f man, Green and Seeki ns voting nay.

CHAI R SEEKI NS expl ai ned that he'd voted "no" because he believed
Amendrment  10A belonged in SB 2003. He held over SB 2003 and
SB 2004. (Also see the 9:26 a.m mnutes for this date.)

CHAI R SEEKI NS adjourned the Senate Special Comrittee on Natura
Gas Devel opnent neeting at 9:10:13 AM
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