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COWM TTEE CALENDAR

SENATE BI LL NO. 2003
"An Act establishing the Al aska Natural Gas Pipeline Corporation
to finance, own, and manage 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 Alaska 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; naking conform ng anmendnents;
and providing for an effective date."

HEARD AND HELD

SENATE BI LL NO. 2004

SENATE NGD COW TTEE -1- June 5, 2006



"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.”
MOVED CSSB 2004(NGD) OUT OF COW TTEE

PREVI QUS COW TTEE ACTI ON
BILL: SB 2003

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

06/ 05/ 06 (S) Heard & Hel d

06/ 05/ 06 (S) M NUTE( NGD)

06/ 05/ 06 (S) NGD AT 9:00 AM SENATE FI NANCE 532

BILL: SB 2004
SHORT TI TLE: STRANDED GAS DEVELOPMENT ACT AMENDVENTS
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
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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
06/ 05/ 06 (S) Heard & Hel d

06/ 05/ 06 (S) M NUTE( NGD)

06/ 05/ 06 (S) NGD AT 9: 00 AM SENATE FI NANCE 532

W TNESS REG STER

LOUI SI ANA CUTLER

Preston Gates & Ellis

Counsel to the Governor

O fice of the Governor

PO Box 110001

Juneau AK 99811-0001

PCSI TI ON  STATEMENT: Spoke about separation-of-powers issues
during hearing on SB 2003 and SB 2004.

DONALD SHEPLER

G eenberg Traurig, LLP

Consultant to the Legislature

PCSI TI ON  STATEMENT: Commented on proposed anendnents during
heari ng on SB 2003 and SB 2004.

JAMES BARNES

Barnes & Cascio LLP

Consultant to the Legislature

POSI TI ON  STATEMENT: Commented on proposed anendnents during
heari ng on SB 2003 and SB 2004.

SENATOR GENE THERRI AULT

Al aska State Legislature

Al aska State Capitol

Juneau, AK 99801-1182

PCSI TI ON  STATEMENT: Presented Anmendnents 13 and 16 and
comment ed on SB 2004.

LARRY OSTROVSKY, Chief Assistant Attorney General -
St at ew de Secti on Supervi sor

Ql, Gas & Mning Section

Cvil Division (Anchorage)

Depart nment of Law
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PO Box 110300

Juneau, AK 99811-0300

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

KEVI N JARDELL, Legislative Liaison

O fice of the Governor

PO Box 110001

Juneau, AK 99811-0001

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

JOSEPH K. DONOHUE

Preston Gates & Ellis

Counsel to the Governor

O fice of the Governor

PO Box 110001

Juneau, AK 99811-0001

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

EDDY JEANS, Director

School Fi nance

Depart ment of Education and Early Devel opnment ( DEED)

801 West 10th Street

Juneau, AK 99801-1894

POSI TI ON  STATEMENT: Expl ai ned Amendnment 14 to SB 2004 and
answer ed questi ons.

STEVE VAN SANT, State Assessor

Di vi sion of Community Advocacy

Depart ment of Comrerce, Conmunity & Econom c Devel opnent

550 West 7th Avenue, Suite 1770

Anchorage, AK 99501-3510

POSI TI ON STATEMENT:  Answered questions relating to Arendnent 14
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

PCSI TI ON STATEMENT: Testified on Anendnment 14 to 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:  Answered questions relating to Amendnent 16
to SB 2004.

ACTI ON NARRATI VE

CHAIR RALPH SEEKINS called the Senate Special Committee on
Nat ural Gas Devel opnent neeting to order at 9:26:10 AM  An at-
ease was taken wuntil 9:26:46 AM at which tine the follow ng
nmenbers were present: Senators Bert Stednan, Ben Stevens, Gary
W | ken, Con Bunde, Thonas Wagoner, Lyda Green and Chair Seekins.
Senators Fred Dyson, Lyman Hoffman, Donny O son, Kim Elton and
Al bert Kookesh arrived soon thereafter. Also in attendance were
Senators Gary Stevens and Cene Therriault.

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
consideration. Anendnent 10A to SB 2004 had been adopted at the
7:05 a.m neeting on this sanme date.

9:28: 27 AM
SENATOR WAGONER withdrew the remainder of Anendnent 10 to
SB 2004 (text provided in the 7:05 a.m mnutes), itens 10B
t hrough 10Q

CHAI R SEEKI NS i ndi cated some of these issues would be | ooked at
under SB 2003, relating to the Alaska Natural Gas Pipeline
Corporation ("PipeCo" or "AK Pipe"). Returning to the
separation-of - powers issue, he called upon Ms. Cutler.

LOU SI ANA CUTLER, Preston Gates & Ellis, Counsel +to the
Governor, highlighted a difference in her views and those of

Dennis Bailey, Legislative Legal Services attorney. She opi ned
that the separation-of-powers problem is much nore acute wth
respect to approval of collateral agreenents. Al t hough it

exists as well with regard to the fiscal contract itself, it is
| ess acute because the legislature has two articulated powers
related to taxing.

She explained that Article 11X Section 1, of the constitution
indicates the |egislature can contract away the taxing power but
never surrender it; Section 4 talks about how the power can be
contracted away. Additionally, there is the legal doctrine of

SENATE NGD COW TTEE - 5- June 5, 2006



unconstitutional delegation of the taxing powers to begin wth:
even if it weren't contracted away for a while, there could
still be an unconstitutional delegation if the legislature were
not involved in that decision.

She surmsed there probably wouldn't be any limted liability
conpany (LLC) agreenent if the state didn't take a share in the
pi peline. It isn't directly connected to the taxing power.
Al though on a bigger scale, it is akin to other contracts that
public corporations and the admnistration frequently enter into
wi thout |egislative approval of the exact |anguage; this is in
contrast to providing statutory authorization to actually enter

into a contract. Hence Ms. Cutler reiterated the belief that
the separation-of-powers problem is worse wth respect to the
col |l ateral agreenents. She wunderscored that even M. Bailey

recogni zes there is a problem

9:32:18 AM

SENATOR STEDVAN expressed concern about adopting an anendnent
despite advice, from both Legislative Legal Services and the
adm nistration's counsel, that it is unconstitutional.

CHAIR SEEKINS said it is an unanswered question. He nmentioned
time spent by the Senate Judiciary Standing Committee, which he
chairs, on the issue of the fiscal contract and the
| egislature's requirement for final approval. He said the
normal process would be for the comm ssioner, after publishing
final findings of financial interest and a determnation, to
execute the contract. Anendnents in 1998, however, gave rise to
a constitutional issue: this interjects the legislature into
what normally is an adm nistrative process, and it says PipeCo's
board of directors cannot approve a collateral agreenent until
the legislature has authorized it, to Chair Seekins' belief - or
the comm ssioner in the first 180 days.

M5. CUTLER affirnmed that.

SENATOR STEDMAN voiced concern about where the renaining
conponents of w thdrawn Amendnent 10 had cone from and whet her
the consultants hired by the |egislature had thought of them or
had been handed them Characterizing sonme as poison pills, he
expressed disappointnment that they wouldn't be addressed
i ndi vi dual |vy.

CHAI R SEEKINS suggested the opportunity to review sone and
guestion the consultants further would arise under SB 2003.
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9:35:22 AM

SENATOR BUNDE renarked that the idea of |egislative approval of
a basic gas pipeline contract likely will be the subject of a
court suit on the separation of powers. He surm sed the
amendnent posed no nore jeopardy than the notion that the
| egi sl ature would reconvene later this sumer for a yes-or-no
vote on a pipeline contract. He suggested there currently are
duel i ng attorneys and consul tants.

CHAI R SEEKI NS expl ai ned one reason for passage of SB 2001 by the
Senat e: If constitutional questions are to be decided by the
court, original jurisdiction will be the Al aska Supreme Court,
and they mnust be brought within 120 days of execution of the
contract; thus constitutional questions can be answered early
on. He noted sonme challenges are anticipated on that issue, and
perhaps this one as well.

CHAIR SEEKINS returned attention to Anendnent 12 to SB 2004,
| abel ed 24- GS2046\ A. 14, Bail ey, 6/4/06, which read:

AMENDMENT 12

OFFERED | N THE SENATE

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

encourages further gas exploration”

CHAIR SEEKINS infornmed nenbers that in order to nake that
sentence consistent with what the drafters believe the intent to
be, they suggest the follow ng: insert "expansion" after
"pi peline".

9:37:52 AM

SENATOR GREEN noved to rescind the commttee's action on 6/4/06
in adopting Anendnent 12. There being no objection, it was so
or der ed.

SENATOR HOFFMAN noved to adopt Amendnment 12 to SB 2004, as
anended to include the aforenentioned word "expansion". There
bei ng no objection, it was so ordered.

9:39:43 AM

SENATOR WLKEN returned to w thdrawn Anmendnent 10 to SB 2004.
He asked Senator Stedman to specify which conponents he believed
to be the nost disturbing. He explained that if egregious itens
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will show up tonorrow or next nonth, he'd like to know about
them whil e the consultants who can address them are here.

SENATOR STEDMAN answered he hadn't marked those.

CHAI R SEEKI NS requested that Senator Stedman work on it for the
future.

SENATOR BEN STEVENS hi ghli ghted what he terned a poison pill for
success, on page 3, lines 8-10, of Anendnent 10, which read:

(6) the QOperating Agreenment nust provide
that the entity nmay not effect a material change or
amendnent to the Qualified Project Plan wthout the
review and aut horization of the |egislature;

He indicated the aforenentioned docunent was funded with the
$125 mllion by the sponsors in 2000, and he suggested it is a

poi son pill because it limts success. The team |eaders of the
Qualified Project Plan are the experts - engineers and financi al
menbers - that will build the |ine, he noted.

SENATOR STEDMAN i nformed nenbers that one egregi ous conponent of
Amendnent 10 was item (16):

(16) the Operating Agreenment nust provide
that the project entity shall use project financing
supported by federal guarantee instrunents as defined
in the Alaska Natural Gas Pipeline Act to the maximm
extent available from the United States Treasury and

must [imt t he equity portion of pr oj ect
capitalization to not nore than 20 percent of total
capital;

He highlighted "nmust"™ and "shall", saying he read it as

specifying and controlling how the other nenbers would have
their capital structure within this LLC

SENATOR WAGONER poi nted out he'd withdrawn these because of tine
constraints, but suggested they could be brought back and
di scussed individually if the commttee so w shed.

CHAIR SEEKINS proposed addressing conponents of wthdrawn

Amendnent 10 later, and going on to Amendnent 11, |abeled 24-
GS2046\ A. 11, Bailey, 6/3/06.
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SENATOR DYSON withdrew Amendnent 11, explaining that revised
| anguage was being distributed as Anmendnment 13. He offered
Amendnent 13 to SB 2004, | abel ed 24- GS2046\ A. 16, Bail ey, 6/5/06,
whi ch read:

AMENDMENT 13

OFFERED | N THE SENATE
TGO  SB 2004

Page 6, follow ng line 18:
| nsert new bill sections to read:

"* Sec. 11. AS 43.82.400(a) is anended to read:

(a) If the comm ssioner devel ops a proposed
contract under AS 43.82.200 - 43.82.270, the
comm ssi oner shal

(1) nmake prelimnary findings and a
determ nation that the proposed contract terns
are in the long-term fiscal interests of the
state and further the purposes of this chapter;
[ AND]

(2) prepare a proposed contract that
includes those terns and shall submt the
contract to the governor; and

(3) submt to the governor all
docunents related to the ownership, governance,
managenent, control, and operation of the project
and participating entities at the sanme tine the
contract is submtted under (2) of this
subsecti on.

* Sec. 12. AS 43.82.410 is anended to read:
Sec. 43.82.410. Notice and comment regarding
t he contract. The conm ssioner shal

(1) gi ve reasonable public notice of
the prelimnary findings and determ nation nade
under AS 43. 82. 400;

(2) make copies of the proposed
contract, the comm ssioner's prelimnary findings
and determ nation, the docunents required under
AS 43.82.400(a) (3), and, to the extent t he
i nformation is not required to be kept
confidential under AS 43.82.310, the supporting
financial, technical, and market data, including
the work papers, analyses, and recommendati ons of
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any i ndependent contractors used under
AS 43.82.240 available to the public and to
(A) the presiding officer of each
house of the |egislature;
(B) the chairs of the finance and
resources commttees of the legislature; and
(O the chairs of the special
conmttees on oil and gas, if any, of the
| egi sl ature;
(3) offer to appear before the
Legi sl ative Budget and Audit Commttee to provide
the commttee a review of the comm ssioner's

prelimnary findings and determnination, t he
proposed contract, and the supporting financial

technical, and market data; if the Legislative
Budget and Audi t Comm ttee accepts t he
comm ssioner's offer, the commttee shall give
notice of the commttee's neeting to the public
and all nmenbers of the legislature; if the

financial, technical, and market data that is to
be provided nust be kept confidential under
AS 43.82.310, the conm ssioner may not release
the confidential information during a public
portion of a commttee neeting; and

(4) establish a period of at least 90
[30] days for the public and nenbers of the
| egislature to conmment on the proposed contract
and the prelimnary findings and determ nation
made under AS 43.82. 400.

* Sec. 13. AS 43.82.430(b) is amended to read:

(b) After consi dering t he mat eri al
described in (a) of this section and securing the
agreenent of the other parties to the proposed
contract regar di ng any pr oposed anendnent s
prepared wunder (a) of this section, if the
commi ssioner determnes that the contract is in
the long-term fiscal interests of the state, the
commi ssioner shall submt the contract with the
supporting docunentation, including the docunents
required under AS 43.82.400(a)(3) to t he
gover nor.

* Sec. 14. AS 43.82.435 is anended to read:
Sec. 43.82.435. Legislative authorization.
The governor may transmt a contract devel oped
under this chapt er W th t he supporting
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docunentation, including the docunments required
under AS 43.82.400(a) (3) to the legislature
together with a request for authorization to
execute the contract. A contract devel oped under
this chapter is not binding upon or enforceable
against the state or other parties to the
contract unless the governor is authorized to
execute the contract by law. The state and the
other parties to the contract nmay execute the
contract within 60 days after the effective date
of the |l aw authorizing the contract."

Renunber the followi ng bill sections accordingly.

Page 10, |ine 23:
Delete "Sections 1 - 12, 15, 16, and 18"
| nsert "Sections 1 - 16, 19, 20, and 22"

Page 10, |ine 25:
Del ete "Section 17"
| nsert "Section 21"

SENATOR DYSON asked M. Shepler and others to explain why
Amendnent 13 is val uabl e.

9:45: 01 AM
DONALD SHEPLER, G eenberg Traurig, LLP, Consultant to the
Legi slature, introduced hinself, informng listeners that he is

an attorney in his firms Washington, D.C., office.

JAVES  BARNES, Barnes & Cascio LLP, Consul t ant to the
Legi slature, explained that the state, in looking at this fiscal
contract, is being asked to nmake a current decision with respect
to the nature of its investnent. He referred to the follow ng
| anguage in Anrendment 13:

(3) submt to the governor all docunents
related to the ownership, governance, nmanagenent,
control, and operation of t he proj ect and
participating entities at the sane tine the contract
is submtted under (2) of this subsection

He noted a board of directors typically wants to see those itens
and be included in the decision. M. Barnes surm sed the intent
of Amendnent 13 is to give the state an opportunity to | ook at
the full picture of the investnent to which it is being asked to
commit. VWiile nmuch of this information will have been obtained
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at the decision point for the other parties - in perhaps four or
five years - the same isn't necessarily true for the state at
the point where it will consider the fiscal contract.

SENATOR BUNDE asked whether the issue is that the conm ssioners
don't have access to this information. He noted the governor
woul d have access through the conm ssioners.

MR. BARNES said he wasn't personally involved in drafting this
anendnent . He deferred to Phillip Gldan, a consultant to the
| egi sl ature on tel econference.

The commttee took an at-ease from 9:49:20 AM to 9:59:31 AM to
fax a copy of Anendnent 13 to M. G| dan.

SENATOR DYSON noved to divide Amendnent 13. Anmendnent 13A woul d
be all except page 2, lines 16-18, of the anendnent.
Amendrent 13B woul d be page 2, lines 16-18, as foll ows:

AMENDMENT 13B

(4) establish a period of at least 90 [30]
days for the public and nenbers of the legislature to
comment on the proposed contract and the prelimnary
findings and determ nati on nmade under AS 43. 82. 400.

10: 00: 53 AM

SENATOR DYSON indicated he was offering these anendnents as a
courtesy to Senator Therriault and would let him and his
consul tants expl ain.

SENATOR GENE THERRI AULT, Alaska State Legislature, explained
that Amendnent 13B is to expand the conment period. This was
addressed in the Senate Judiciary Standing Commttee as part of
SB 316 during the regular session; due to the conplexity of the
overal | package, he'd proposed an anendnent to provide
additional time to understand the contract and submt input to
the adm ni stration, which would benefit |egislators, the genera
public and other oil and gas conpanies in Al aska.

He recalled debate in the admnistration as to whether public
coment should be at least 30 days or up to 90 days; he also
recall ed the governor saying it should be at |east 45. Senat or
Therriault reported, however, that during discussion of SB 316
he'd heard from small er conpanies that have in-house counsel who
were scranbling to understand the full inpact of the contract in
order to give neaningful input during the public coment period;
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they wanted a mninum of 60 days, and had said 60 to 90 days
woul d provide tine for nmeaningful comrent. Furthernore, sone
smal | conpani es such as Anadarko or Pioneer mght not even have
i n-house counsel, and their hired counsel would need tinme to get
up to speed before even meki ng recommendati ons to them

He noted he'd originally suggested 90 days. In the Senate
Judiciary Standing Conmttee, however , the admnistration
indicated up to 60 days was acceptable but 90 days was a bit
long; thus that commttee changed it to 60. Although 90 days is
proposed in the anendnent, Senator Therriault deferred to the
current committee to decide whether to change it to 60, which
woul d add two weeks to the 45 days stated by the adm nistration.
This would provide an opportunity to comment, not only for
| egi slators, but also for petrol eum conpanies in Al aska that are
concerned about open access and ot her provisions.

SENATOR BEN STEVENS brought attention to the follow ng |anguage
in wthdrawn Anendnent 11

(3) if state participation is proposed,
submt to the governor all docunents reasonably
related to the ownership, governance, manhagenent, and
control of the state's participation at the sane tine
the contract is submtted under (2) of this
subsecti on.

He pointed out parallel |anguage in proposed Anendnent 13A:

(3) submt to the governor all docunents
related to the ownership, governance, nanagenent,
control, and operation of t he pr oj ect and

participating entities at the sane tine the contract
is submtted under (2) of this subsection

He reiterated his concern voiced on a previous anendnent: It is
unreasonable to conplete this in the next 45 or 90 days.
Senator Ben Stevens also said if that portion of the project is
part of the requirenent before the contract can be presented to
the legislature, they mght as well delay determnation until
there is a FERC Qualified Project Plan and a certificate of
public convenience is issued, since, as he interprets it, it
won't ever be satisfied.

10: 08: 49 AM
CHAIR SEEKINS returned attention to proposed Anendnent 13B,
relating to the comrent period.
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SENATOR THERRI AULT, in response to discussion of the deadline
dates, reiterated the concern of smaller conpanies: they don't
know whet her shoul d be scranmbling now, since day 45 m ght be the
deadline, and want 60 to 90 days for neaningful comrent. He
also reiterated his earlier explanation.

SENATOR BEN STEVENS paraphrased part of AS 43.82.430(a), noting
the comm ssioner of revenue shall provide the findings to the
| egi slature within 30 days after the close of public conment.

10: 13: 37 AM
LARRY OSTROVSKY, Chief Assistant Attorney General-Statew de
Section Supervisor, GIl, Gas & Mning Section, Cvil D vision

(Anchorage), Departnment of Law, stated his belief that the
adm ni stration would agree to 60 days.

10: 14: 22 AM
SENATOR DYSON noved to adopt Anendnent 1 to Anendnent 13B, to
replace 30 days with 60 days. There being no objection, it was
so order ed.

CHAI R SEEKI NS asked if there was any objection to Amendnent 13B
as anended.

SENATCOR BEN STEVENS obj ect ed.

A roll call vote of 8 yeas and 4 nays proved Anmendnent 13B as
anended passed, wth Senators Bunde, d son, Kookesh, Dyson,
Wl ken, Elton, Hoffman and Wagoner voting yea, and Senators
Stedman, Ben Stevens, Green and Seekins voting nay.

10: 15: 50 AM
SENATOR BEN STEVENS noved to table SB 2004 until no sooner than
the week of July 10, 2006.

SENATOR BUNDE asked why that date was chosen.

SENATOR BEN STEVENS answered that it equals the tine just
adopt ed, no sooner than 60 days fromthe public coment period.

CHAI R SEEKINS opined that the effect would be a 30-day comment
period if SB 2004 isn't adopted, since the conm ssioner would be
conpel | ed, under current law, to bring the final version back to
the legislature anytinme after 30 days from May 10. There would
be no extension of tine. It would be at the discretion of the
governor, who has stated it would be 45 days or whatever it
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t akes. In effect, anytine after that 45-day conmtnent the
governor could bring the contract back to the legislature in its
final form

An initial roll call vote was 7 yeas and 5 nays, with Senators
Bunde, O son, Kookesh, Ben Stevens, Stedman, Hoffman and G een
voting yea, and Senators Dyson, WIken, Elton, Wgoner and
Seekins voting nay. Senator Bunde changed his vote from yea to
nay. Therefore, the notion to table SB 2004 until no sooner
than the week of July 10, 2006, failed by a vote of 6-6.

The comm ttee took an at-ease from 10:20:05 AMto 10:58:41 AM

SENATOR HOFFMAN noved to rescind the conmttee's action in
adopti ng Anrendnent 10A to SB 2004 during the 7:05 a.m neeting.
Containing the first section of Amendnent 10, as revised during
that nmeeting to contain only lines 1-8, Anendnent 10A read:

AMENDMENT 10A (Revised)

OFFERED | N THE SENATE BY WAGONER
TG 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 GREEN put a call on comm ttee nenbers.
CHAI R SEEKI NS announced di scussi on woul d conti nue neanwhil e.

SENATOR DYSON objected for discussion purposes, asking why
Senat or Hof f man wanted to w t hdraw Anendnent 10A.

SENATOR HOFFMAN expl ai ned that previous dial ogue suggested there
isn't oversight over mjor corporations such as the Al aska
Per manent Fund Cor porati on. Having it in this particular Act
woul d cause further problens, and he voiced concern about what
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the "majors"” would think of it. He stated his belief that it is
bad poli cy.

KEVIN JARDELL, Legislative Liaison, Ofice of the Governor,
informed nenbers that the admnistration strongly opposes the
anendnent and thus supports its rescission. He said it is clear
from testinony in the Senate and House that nenbers are | ooking
for answers about how the collateral agreenents wll be
structured and what they'll contain.

He told nmenbers that throughout the Stranded Gas Act, it clearly
is the admnistration's burden to get that information to
| egislators and ensure their confort wth what has been put
together in the contract before the l|egislature votes on it.
M. Jardell stated the intention of <carrying that burden
t hroughout the education process until hopefully there is a
ratification vote in the |egislature.

He voi ced concern, however, that Anmendnent 10A - which simlarly
tries to get the |legislature to wunderstand the contract's

contents - has what he hopes is an unintended consequence:
killing any contract and not allowng a commercial project Ilike
this to go forward. M. Jardell opined that every application
received - not just those from the producers - would require

significant collateral agreements in the future, and that this
anmendnent, forcing those to come back to the legislature, would
preclude the ability to proceed on any application.

11: 03: 10 AM

SENATOR DYSON recalled that consultants had previously posited
that the state is in a weak position in relation to its other
partners in this venture. He asked whether the admnistration
believes its position is strong enough to protect the interests
of the people of Al aska.

MR. JARDELL related the belief that the contract necessary
protections while achieving a extrenmely beneficial outconme for
the State of Al aska. He added, "We think we fully conply with
the purpose and the intent of the Stranded Gas Act, which was to
go out and negotiate a deal to get the gas to nmarket."
Expressing appreciation for nenbers' coments and work by
| egi sl ative consultants, he explained that the adm nistration
sends conments to its teamto analyze; it's part of the process
outlined in the Stranded Gas Act. For those with nerit, M
Jardell stated the intent to see if there is a need to
renegotiate those pieces back into the final contract before
bringing it to the legislature.
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He said those coments and input are vital to naking the
Stranded Gas Act work and ensuring the contract is one the
| egi sl ature can support. However, he highlighted the difference
bet ween setting it out in law - where there is no flexibility to
negotiate any portion - and providing input, with the
expectation that the admnistration wll try to negotiate
certain changes. If the language is too restrictive,
M. Jardell cautioned, it hinders the ability to conply with the
Stranded Gas Act and negotiate the final deal.

11: 06: 02 AM

VR. JARDELL, in response to Senator Bunde, stated the
expectation of providing nenbers of the legislature with an LLC
agreenent and other pattern agreenents and franeworks to | ook
at . He added, "W intend to make sure you have enough
information to feel confortable that the contract that we have
agreed to is in the best interest of the State of Al aska, and
allowit to be ratified."

SENATOR BUNDE asked whether there is an awareness that the
contract |ikely won't be approved by the legislature if good
information isn't provided.

MR. JARDELL replied yes, indicating the admnistration is aware
of the burden it has and the responsibility to ensure the
decision by the legislature is an educated and i nformed one.

11: 08: 41 AM
SENATOR OLSON asked M. Jardell to specify the wunintended
consequences of Anendnent 10A

MR. JARDELL responded that he believes legislators are trying,
w th Anmendnent 10A, to gather information and confort thenselves

that they'Il have that information before voting on the
contract. However, he opined that the consequence - which he
hopes is unintended - would be to kill the contract or other

contracts because of the uncertainty, not knowing if there is an
ability to do collateral agreenents and get them signed off by
the partners in the project in a tinely fashion, years from now,
wi thout waiting for a session and going before the Ilegislature
to sign the collateral agreenents.

He further responded that not having the legislature in session
to sign an agreenent and thus delaying a commercial project is
one problematic possibility; as far as not allowing the partners
to go forward in a timely manner, however, there are nmany
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possibilities. In response to Senator Wagoner, he indicated he
was expressing the admnistration's views, forned from | ooking
at the issues, rather than relating the producers' views.

SENATOR ELTON opi ned what was intended with the anendnent wasn't
that every future contract done by PipeCo or another entity
woul d require approval, but that the legislature would approve
the charter or recipe under which the entity operates; he
expressed confort with that.

CHAI R SEEKI NS observed it says each collateral agreenment would
be a condition subsequent to the fiscal contract. He remarked,
"Tied back to the fiscal contract is pretty heavy."

MR. JARDELL responded that the administration believes, through
the Stranded Gas Act process in the comng weeks and the

informati on process, that the legislature will be fully inforned
of the intent of the admnistration and the producers wth
regard to what they'll be signing, and the patterns and forns of
t hat . He added, "If, in the event we don't provide that

information, then we could certainly have opportunities for the
| egislature to weigh in on that and let the adm nistration know
that we need to provide nore information or have other tools
avai l able to you, to ensure that we do."

11:13: 46 AM

SENATOR HOFFMAN rem nded nmenbers that the notion before them was
to rescind the conmttee's action, during the 7:05 a.m neeting,
i n adopti ng Arendnent 10A.

CHAI R SEEKI NS announced all nenbers were present.
SENATOR GREEN poi nted out awkward wording in Amendnent 10A:
Insert "Each collateral agreenent shall be a
condi tion subsequent to t he pr oposed contract

devel oped under this chapter shall be subject to

CHAI R SEEKI NS suggested "and" is needed there.

11:14: 34 AM
CHAIR SEEKINS asked whether there was any objection to the
nmotion to rescind the conmittee's action in adopting

Amendnent 10A.

SENATOR ELTON and SENATOR WAGONER obj ect ed.
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A roll call vote of 8 yeas and 4 nays proved the notion passed,
with Senators Stedman, Bunde, Kookesh, Ben Stevens, d son,
Hof fman, Green and Seekins voting yea, and Senators Dyson,
W ken, Elton and WAagoner voting nay.

CHAI R SEEKINS indicated the original notion to adopt Amendnent
10A was before the comm ttee again.

SENATOR GREEN concurred wth Chair Seekins' assessnent that
"and" was m ssing between "chapter” and "shal "

CHAIR SEEKINS related his experience that good agreenents make
good partners. He highlighted the difficulty in feeling
confortable without seeing the tenplate that goes along with the
LLC and that mght evolve into further collateral agreenents.
He al so enphasized this is a long-term project that will benefit
his grandchildren and their generation. He asked why it had
taken | onger than anticipated to see the tenpl ate.

MR. JARDELL replied that he couldn't define the difficulties,
other than trying to get it right. Noting he hadn't been deeply
involved with the negotiations of the LLC, he indicated soneone
el se fromthe adm nistration mght be able to speak to that. In
further response, M. Jardell said he believes it is fair to
characterize the situation as each party negotiating wth the
ot hers.

CHAIR SEEKINS invited questions of the experts relating to
Amendrrent  10A.

11: 20: 08 AM

SENATOR THERRI AULT <called attention to SB 2004, page 7,
subsection (e), beginning at |ine 14, which defines what
"col |l ateral agreenent” includes. He said he wasn't sure from
t he di scussion whether the |egislature would have to approve all
these decisions nmade by these corporations. The definitions

narrow it, however, so it is just when the state sets up the
business or gets into the business operation. Al decisions of
t he busi ness operations wouldn't be overseen.

CHAI R SEEKI NS asked whether this relates to a specific tinefrane
or is a continuumin tine.

SENATOR THERRI AULT opined it's a continuum

CHAI R SEEKINS concurred with that understanding. He recalled
testinmony that in Canada it would be a joint venture, rather
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than an LLC, and in other states it mght be another type of
corporation. He asked M. Donohue whether that is correct.

JOSEPH K. DONOHUE, Preston Gates & Ellis, Counsel to the
Governor, enphasized this collateral-agreenent power is a
transitional power that the Departnent of Revenue (DOR)
commi ssioner has for 180 days after the effective date of the
aut hori zation Act. That authority relates to agreenents entered
into by the state with, potentially, the affiliates and parent
conpanies of the producers; it wuld be an admnistrative
contract that lines up those parties which will actually carry
out the contract, with the terns and conditions of the fiscal
contract that has been approved.

He said once the "AK Pipe" legislation is enacted, the two
conm ssioners would be able to act on behalf of the public
corporation for up to 120 days. Thereafter, the public
corporation would take full responsibility for negotiating and
executing any remaining LLC agreenments. M. Donohue said the
admnistration wll nmake every effort to have a tenplate; in
fact, he understands it will be nore than a tenplate - it wll

be the mainline LLC agreenent, presented when the |egislature
has the opportunity to review the fiscal contract.

CHAI R SEEKI NS asked: After the transition period, would the
restriction under Amendrment 10A no longer be in effect for any
future LLC that the board of directors would enter into?

MR. DONCHUE replied that Anmendnent 10A reads "as a condition
subsequent™ and woul d continue beyond the transitional power.

SENATOR ELTON surmised it's a |limtation of the conmm ssioner's
ability to negotiate a collateral agreenent, and that power
| apses 180 days after the effective date of the Ilaw that
authorizes the contract. He asked whether it's correct that the
[imtation in the amendnent would probably only be applied to
the mainline-entity LLC

MR. JARDELL replied no. He opined the "condition subsequent™
woul d require a continuing obligation to bring those back before
the | egislature. He said the adm nistration believes the only
commercial, viable option is to give that public corporation the
ability to enter into those agreenents w thout having to cone
back each time to the |egislature for approval.

11: 26: 26 AM
SENATOR GREEN obj ected to Amendnent 10A.
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A roll call vote of 4 yeas and 8 nays proved Anendnent 10A
failed, with Senators Dyson, WIken, Elton and Wgoner voting
yea, and Senators Ben Stevens, Kookesh, Stedman, Bunde, Hoff man,
A son, Geen and Seekins voting nay.

11: 27: 39 AM

SENATOR HOFFMAN asked M. Jardell to address the earlier
adoption of Amendnment 13B, establishing a period of at |east 60
days for the public and nenbers of the |legislature to conment.

MR. JARDELL answered that the governor, on a nunber of
occasions, has said the process should be as |long as necessary
to get adequate information to the public and, nore inportantly,
to listen to the public and the |egislature. Today Gover nor
Mur kowski woul d announce the third phase of the public process,
whi ch includes going back to communities and having panel-type
di scussions and nore interaction, providing as many nmeans of
giving information as possible. M. Jardell stated support for
leaving it as is, since it provides the nost flexibility under
the Stranded Gas Act to ensure the process can be conpl eted when
t here has been adequate information back and forth.

11: 31: 03 AM
SENATOR HOFFMAN npved to rescind the commttee's action in
adopti ng Anendnent 13B.

SENATOR BUNDE obj ect ed.

SENATOR HOFFMAN expl ai ned that the |anguage says "at |east"” and
thus it could go 60 or 100 days.

CHAIR SEEKINS alluded to M. Ostrovsky's opinion, stated that
day prior to when Anmendnent 13B was adopted, that the
adm ni stration wouldn't object. He asked M. Jardell, "Are you
obj ecti ng?"

SENATOR HOFFMAN said if that was the testinony, he would
wi t hdraw his notion

11: 32: 18 AM

MR, JARDELL related the belief that the original Stranded Gas
Act provides the greatest flexibility, and with the governor's
commtnent to get the information out to the public, sticking
with 30 days is the way to go. |In response to Chair Seekins and
Senator Elton, M. Jardell reiterated his wearlier remarks,
including that the governor has conmtted to taking as nuch tine
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as necessary; he clarified it wasn't he who' d testified earlier
and said the position hadn't changed.

SENATOR OLSON also recalled the opinion stated earlier by
M. Ostrovsky.

SENATOR W LKEN spoke in support of 60 days and said it is a noot
point, given what M. Jardell said about taking the process to
the communities. He added that supporting the 60 days would
gives his constituents an indication of the willingness to take
what ever tinme is needed.

11: 35: 50 AM
SENATOR HOFFMAN withdrew his notion to rescind the conmttee's
action in adopting Arendnent 13B.

The commttee took an at-ease from 11:36:26 AMto 1:32:47 PM

1:33: 29 PM

MR. BARNES explained a chart, "Annex 2: Possible Gas Pipeline
Structure,” attached to a neno he'd submitted a week ago. He
said it's a possible structure of what he thinks is contenpl ated
by the fiscal contract; it shows a general corporate structure,
with parent entities and subsidiary organizations including
marketing affiliates of the prospective parties in the fiscal
contract.

He pointed out that there'd be a pipeline-owning affiliate for
each party, for exanple. The entities would be connected by the
flowi ng gas, and there would need to be coordination anong them
and also sone financing arrangenents, perhaps including use of
the federal |oan guarantee. M. Barnes noted SB 2003 sets up
governance arrangenents for "AK Pi peCo."

He explained that "AK GasCo," the gas-owning entity that my be
an arm of the state or separate state corporation, is the "state
capacity holder" under the fiscal contract; it would have its
own governance arrangenents and would have the ship-or-pay
commtnment. \Wether it would be guaranteed by the state or sone

other financing arrangenent renmains to be seen. Noting the
fiscal contract seens to contenplate concerted action by the
parent entities in arranging regulatory approval - in Canada and
Al aska, and perhaps in the Lower 48 - M. Barnes said it seens

there should be "undertaking coordination" and perhaps a
guar ant ee arrangenent.

1: 39: 39 PM
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SENATOR W LKEN asked about the significance of the vertical
solid and dotted lines on the chart.

VR. BARNES answered that the colored boxes are already

established entities, and the solid lines indicate the
relationship is known. For exanple, BP already has a gas-
marketing affiliate, to his belief. For the state's entities,
however, it isn't known; there is pending |legislation on

AK Pi peCo, but apparently not on AK GasCo.

The commttee took an at-ease from 1:41:24 PMto 1:41:43 PM

SENATOR BUNDE noved to adopt conceptual Anendnent 15 to SB 2004,
to delete Section 11. He explained that although there'd been
substantial input from various entities about Section 11,
relating to collateral agreenents, it isn't ripe for action yet
and there isn't enough information.

SENATOR BEN STEVENS proposed also deleting page 2, |ines 27-29,
relating to collateral agreenents.

1:43: 30 PM
SENATOR BUNDE accepted that as a friendly amendnent.

CHAI R SEEKI NS asked whether there was any objection to adopting
Amendrent 15 as anended. There being no objection, it was so
or der ed.

1:44:06 PM
SENATOR WLKEN noved to adopt Amendnent 14, |abeled 24-
GS52046\ A. 18, Bailey, 6/5/06, which read:

AMENDMENT 14

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

Page 1, line 5, followi ng "contract;":
Insert "relating to determnation of full and

true value of property and required contributions for
education in nunicipalities affected by stranded gas
fiscal contracts;"

Page 10, following line 1:
| nsert a new section to read:
"* Sec. 16. AS 43.82 is anmended by adding a new
section to article 7 to read:
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Sec. 43.82.650. Calculations of education
funding. To determne the anobunt of required
| ocal contribution under AS 14.17.410(b)(2) and
(c) for a school district in a revenue-affected
muni ci pality, and to perform its duties under
AS 14.17.510, t he Depar t ment of Conmer ce,
Communi ty, and Econom c Devel opnent shall adopt
regul ati ons. The regulations nust establish
assessnment standards for any property that would
have been assessed under AS 43.56 but is instead
generating a paynent to a revenue-affected
municipality in lieu of a municipal property tax
as provided in a contract devel oped under this
chapter. The regulations nust ensure that the
property is included in the full and true value
of the city or borough school district for the
pur pose of determ ni ng required | oca
contributions for educat i on f undi ng under
AS 14.17.410(b)(2) and (c)."

Renunber the followi ng bill sections accordingly.

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

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

SENATOR W LKEN obj ected for discussion purposes. He provided a

spreadsheet, "Local School Funding Wrksheet: Conparison wth
Ol & Gas Properties Included and Excluded from the Full & True
Val ue," prepared by Steve Van Sant, +the state assessor

Senator W1l ken explained that the Foundation Fornula has a
provi sion that depends on basic need or 45 percent of prior
basic need; because of going to a throughput nethod of
val uation, the "full and true value" conponent would be pulled
W th respect to education funding.

He noted this affects any borough using AS 43.56 to fund its
schools, but particularly Valdez and the North Slope Borough.
Fai rbanks woul d | ose about 2 percent of its funding and Kenai 6
percent, whereas the North Slope Borough would |ose 80 percent
and Valdez 30 percent. Amendnent 14 is to fix this problem
Senator W1 ken deferred to M. Jeans and M. Van Sant.
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1:46: 53 PM

EDDY JEANS, Director, School Finance, Departnent of Education
and Early Devel opnment (DEED), explained that DEED receives an
annual report from the Departnent of Conmerce, Conmunity &
Econom ¢ Devel opnent (DCCED), from the state assessor, show ng

the full-value determnation for each nmunicipality; hi s
depart nment uses that to calculate the required |ocal
contri buti on. Amendnment 14 requires the state assessor to
continue, for the purposes of DEED, to include the value of the
oi | and gas under AS 43.56 in making that full-value
det erm nati on. It keeps the program as it currently is for

calculating required local effort for public schools.

1:48: 10 PM

SENATOR STEDVAN asked whether, with Anendnent 14, it would be
treated as today, with one-half of the assessed val ue over 1999
i ncl uded.

MR. JEANS replied it would continue as is. This tells the state
assessor how to calculate the full-value determnation for a
gi ven year. It preserves both parts of the Foundation Fornula
for the required local contribution in terms of 1) how the ful
value is determned and 2) how it is applied in the formula.
The "50 percent"” provision referred to by Senator Stedman, in
anot her section, isn't affected.

SENATOR STEDVAN asked whether today the Trans-Al aska Pipeline
System (TAPS) is treated differently from other real property,
with an assessed value at 100 percent, not the 1999 |evel plus
one-half the growth after 1999.

MR. JEANS indicated he didn't know.

1:50: 10 PM

SENATOR W LKEN informed mnenbers that the Minicipal Advisory
G oup (MAG had provided Resolution 2006-03, Issues Related to
Effects of the Stranded Gas Act Contract on Education Funding

which led to this anendnent.

1:51: 03 PM

STEVE VAN SANT, State Assessor, Division of Conmunity Advocacy,
Department of Commerce, Community & Econom c Devel opnent,
answered Senator Stedman's question, saying TAPS is treated |ike
other real property. This anendnent assures that the full value
continues to contain the value for oil and gas properties; the
department will cone up with regul ations. This wll preclude
any revenue |loss for Valdez or the North Slope Borough. He
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noted the second page of his spreadsheet shows the North Slope
Borough would lose about $15.7 million and Valdez al nost
$1 mllion in additional school funding if the value of oil and
gas weren't included in the full and true val ue.

SENATOR OLSON voi ced appreciation, saying his constituents would
be incensed if this weren't equilibrated in sone way.

JIM BALDWN, Counsel to the Ofice of the Attorney GCeneral,
informed nenbers that he agreed with everything M. Jeans had
said with respect to the effect of Amendnment 14.

1:53: 31 PM
CHAI R SEEKI NS asked whether there was any objection to adopting
Amendrent 14. There being no objection, it was so ordered.

The commttee took an at-ease from 1:53:44 PMto 1:56:44 PM

SENATOR THERRI AULT returned attention to Amendnent 13A He
i nformed nenbers that he'd asked the drafter to work on | anguage
followwng this norning s discussion, but hadn't received
anything yet. Noting concern had been expressed about where
that requirement was placed in the process, he reported the
drafter had suggested it would be "replaced in the process that
we're already well into." Thus he'd asked the drafter to recast
t he | anguage. He referred to page 1, lines 11-13, of the
amendnent, which read:

(3) submt to the governor all docunents
related to the ownership, governance, nanagenent,
control, and operation of t he proj ect and
participating entities at the sane tinme the contract
is submtted under (2) of this subsection

He indicated that the |anguage he'd asked the drafter to shrink
it to would read: "all docunents related to the ownership,
gover nance, managenent, control, and coordi nation of the project
and participating entities". This would be inserted where the
underlined |language is on line 20 of the anmendnent, which read:
"the docunents required under AS 43.82.400(a)(3)". Thus Senator
Therriault said that information would be required at a point in
t he process not yet reached.

1:58: 06 PM

CHAIR SEEKINS noted Anendnent 13A relates to Section 11,
collateral agreenments, deleted by Anmendnent 15. He suggested
Amendnent 13A therefore should lie on the table.
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SENATOR THERRI AULT concurred, saying it seens if there is going
to be a collaborative process and there is sonme discussion with
the adm nistration about the need for the legislature to have
details about those entities, it could wait until then.

CHAIR SEEKINS said that is the intent. He announced no action
woul d be taken on Amendnment 13A.

The comm ttee took an at-ease from 1:58:57 PMto 2:00: 04 PM

SENATOR WAGONER informed nenbers that during the coming
roundt abl e di scussions he'd like to address page 2, lines 21-24,
of SB 2004, regarding oil and gas |ease agreenents and unit
agr eenent s. In particular, he'd like consultants on both sides
to discuss leases that are rolled into the contract, including
the effect on current |eases and what the state stands to gain
or | ose. He opined that this amendnment would put quite a bit
nore authority into the comm ssioner's tool box, and he suggested
it should be | ooked at thoroughly before doing so.

2:03: 06 PM
SENATOR WLKEN noved to adopt Anendnent 16, |abeled 24-
GS2046\ A. 17, Wayne, 6/5/06, which read:

AMENDMENT 16

OFFERED | N THE SENATE
TO 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) Nothing in a contract wunder this
chapter dimnishes the Ilegal authority of the
Regul atory Comm ssion of Alaska or indemifies
any person or entity from future decisions of the
Regul at ory Conmi ssion of Al aska or a successor to
t he Regul at ory Conm ssion of Al aska."

SENATOR THERRI AULT explained that Amendnent 16 relates to an
issue of concern to him since discussions at Centennial Hall.
He recalled legislation a couple of years ago that proposed to
limt the powers of the Regulatory Comm ssion of Alaska (RCA) in
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regulating the oil pipeline. Now the proposed gas contract
suggests FERC will be relied upon to regulate this "nonopoly
transportation system" However, FERC is a federal creation and
may not exist in the future.

He related his understanding of the contract | anguage: | f FERC
doesn't exist, the only regulation would be through business
agreenents; RCA couldn't step in. Senator Therriault questioned
prohibiting RCA, the state's own entity, fromacting as a buffer
bet ween this nonopoly and the consuners in this situation. Thus
t he amendnent would direct the adm nistration that the contract
isn't to increase RCA' s powers, but wouldn't dimnish them
either; it would apply to RCA or its successor agency.

He also said the contract |anguage suggests that even if RCA
acted in its regulatory role and caused an inpact to the
conpanies, the state would sonehow indemify them Senat or
Therriault told nenbers he couldn't think of when the state
would do that, except to mtigate the effect of a tariff
believed to be too high. If a tariff is too high, it would be
subtracted from the state's well head value, he suggested, and
thus the RCA would be doing exactly what was desired -
maintaining a lower tariff, to the benefit of consunmers and the
State of Al aska.

2:07: 01 PM

CHAIR SEEKINS surmised the intent is not to set up dueling
regul atory agencies, but to look for a successor if FERC "goes
away. "

SENATOR THERRI AULT clarified it's also if FERC determnes a
portion of the operation doesn't fall within its jurisdiction.

2:07:36 PM
CHAI R SEEKINS asked M. Shepler what chance there is that FERC
wi |l dissolve without a successor.

MR. SHEPLER noted he hadn't thought about it much, but pointed
out that FERC dates from 1938 in various forns. Al t hough
not hi ng prohibits Congress from anending the Natural Gas Act -
the source of FERC s power over this pipeline system- he opined
there isn't a very high probability. More problematic, however,
is that some pieces of the contenplated system mght not be
found to be subject to FERC s jurisdiction.

He said everyone agrees the pipeline itself would be subject to
FERC regul ati on. The treatnent plant, in his opinion, probably
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woul d be. For feeder lines or gas-transmission lines and the
natural gas liquids (N&) plant, though, M. Shepler said it is
uncl ear, the further upstream one goes, whether FERC will assert
jurisdiction or be affirnmed in that jurisdiction.

CHAI R SEEKI NS asked whether RCA would have regulatory authority
out si de Al aska.

MR. SHEPLER said he wouldn't think so. He noted RCA has its own
statutory regulatory authority.

2:10: 44 PM
CHAIR SEEKINS surm sed spur lines, for exanple, wouldn't be
regul ated by FERC, and thus would be regul ated by RCA

MR. SHEPLER said that could be. In further response, he
specified this applies where FERC either doesn't assert
authority or is found to lack authority. For a line taking gas
fromthe main line to Fairbanks or Anchorage, for instance, RCA
woul d have jurisdiction under current federal statutes.

CHAI R SEEKINS cautioned against possibly setting up dueling
authorities under the proposed | anguage.

2:12: 30 PM

SENATOR BUNDE suggested there will always be gray areas between
FERC and RCA jurisdiction. This precludes the opportunity for
sonmeone to escape regulation by either entity.

2:13: 12 PM
CHAIR SEEKINS confirmed M. Loeffler was on tel econference now
and read from Amendnent 16.

BOB LCEFFLER, Morrison & Foerster, Counsel to the Governor,
began by saying the intent of the contract provision relating to
RCA was to clarify where federal jurisdiction lies, as part of
the overall effort toward fiscal certainty; in his mnd, there

was nho intent to change the jurisdiction. He opined that it
corresponds to federal law, which on this project would include
the main line; the gas treatnent plant (GIP); and, to his
belief, the wupstream feeder l|ines, which wouldn't be making

deliveries in Alaska, but would be feeding into an interstate
pi pel i ne.

He agreed it is a renote possibility that FERC could go away,

although it has been in business, in some form since 1938.
M. Loeffler highlighted a constitutional question as to whether
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the federal governnment has authority to regulate an area. |If it
changes the form of regulation, does that open the area for
regul ation by the state?

He cited the Narragansett case, relating to electricity, as
suggesting states cannot step in and regulate interstate
cormerce, even if the federal governnent hasn't acted to
regul ate that area. Therefore, in the hypothetical and renote
case that Congress decides FERC should have a different form of
regulation or not regulate part of the interstate gas business,
M. Loeffler said he couldn't give the opinion that the state
could step in.

He turned to Amendnent 16, noting he hadn't seen it previously.
After reading portions out |oud, he said, "Yes, the contract
does contain a possible indemification, with a lot of hurdles
and limtations before you get to it. So, from the point of
view of the admnistration, we couldn't agree to that,
consistent with the tentative contract that we ... wll put
before you."

2:17:48 PM

MR. LCEFFLER enphasi zed there are limtations on |oss that apply
to the indemification clause as well as any other |oss under
the contract; they renove the |largest potential exposure if
there ever is a loss situation. "So we don't agree, as far as |
know, with the indemity |anguage in the anendment, because it's
i nconsistent with what we've negotiated,” he told nenbers.
M. Loeffler also questioned what the first half of the sentence
does beyond stating a truism if RCA doesn't have jurisdiction

it isn'"t changed, and if it does, it isn't changed.

2:18: 52 PM

SENATOR STEDVMAN suggested Anmendnent 16, targeted to go under
AS 43.82.200, contract developnent, doesn't seem to fit well.
He asked why it isn't under AS 43.82.610, regul ation.

SENATOR THERRI AULT explained that he'd witten this |anguage
| ast night and had asked the drafter where it fits. Stating the
intention that RCA's ability to utilize its statutory power

woul dn't be precluded in the contract, Senator Therriault
requested an exanple where RCA exercises its power such that it
needs to be indemified under the contract. Wth respect to

RCA's regulation of this transportation system where the feeder
lines cone into it, he surmsed it would be to ensure the tariff
isn't too high

SENATE NGD COW TTEE - 30- June 5, 2006



He also wondered whether that is what the current contractua
| anguage tries to indemify in case RCA nakes that determ nation
in the future. |If they do, Senator Therriault said, his opinion
is that it wuld be to the benefit of consuners and the State of
Al aska, because the tariff would be subtracted from the state's
wel | head val ue.

2:20: 33 PM

MR. LOEFFLER replied that if RCA attenpted to set the tariff on
the feeder lines and they were subject to federal regulation,
that exercise would be preenptive. No loss would arise.
Assunming federal regulation, RCA could "just not set different
tariffs.” He offered to reiterate his previous explanation of
the oil line and gas line with respect to this if necessary. He

added that if sonmehow the federal government didn't regulate the
tariff of the feeder line into the interstate system - which is
contrary to his understanding - and RCA had jurisdiction and
said the profit elenent was too high on the feeder |ine, then
the contract would kick in and there couldn't be, under his view
of the contract, an indemity for those |ost profits.

He read from Article 37.2 of the contract, which says it is
negotiated in consideration of the parties' consent to limt
recovery of certain loss; no party is liable to any other party
for loss of federal rights relating to this contract or any
breach of it, or any consequential or incidental danages
including lost profits. M. Loeffler told nenbers that if RCA
says the tariffs are too high because the profit elenent is too
high, he reads the contract provisions, taken together, as
fol | ows: In a dispute, after other procedural hurdles are
cleared, one cannot be indemified by the state for |ost
profits.

He highlighted the only situation he could think of where there
m ght be an indemity: If RCA attenpted to inpose contract
carriage on a feeder line - attenpting to displace existing
shi ppers with new shippers - then the displaced shipper night
argue it suffered a |oss. But whether it really had suffered a
| oss woul d depend on facts downstream including whether it was
advantaged by not having to ship at a particular tine.
Furthernore, M. Loeffler said, it would assune that an attenpt
to inpose contract carriage on a flow of gas through an
interstate pipeline, which depends on that flow, didn't also
interfere with the operation of that pipeline.

2:24:49 PM
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MR. SHEPLER pointed out that in the 2004 federal |egislation,
Congress established specific rules over federal regulation of
an Al askan pipeline project; in the future, Congress could again
make rules having nothing to do with FERC s regulation for the
last 70 years in the Lower 48, and could surgically renove
federal regulation of the Al askan project or sonme portions of
it. He noted this "what goes around, cones around” scenario
doesn't depend on massive deregul ation or abolition of the FERC.

MR. LOEFFLER added that under the commerce clause the federa
governnent, through Congress, chooses how to regulate entities.
It is the province of the federal governnment to decide how to
regul ate; the fact that it can surgically change an el enent of
regul ation doesn't renove that from federal jurisdiction, and
the state cannot just step in to fill a gap or institute its own
regul ati on.

2:27: 38 PM
SENATOR THERRI AULT remarked he is always a bit |leery of taking
confort in protections afforded by another governnent. The

state controls RCA, which isn't subject to changes by Congress.
Noting the anendnent refers to indemification, he pointed out
that Article 8.3 of the contract tal ks about reinbursenent for a
loss to a participant, which could include costs to cover
transportation or other appropriate relief.

He related his concerns: If a section of pipeline doesn't fal
under FERC jurisdiction but falls under the regular RCA powers,
woul dn't the desire be to have RCA continue to exercise those

powers to protect the <consuners and the state? And if
exercising those powers caused a |oss, should the state have to
reinmburse for that? Senator Therriault noted if a future

| egi sl ature disagreed, RCA's powers could be nodified then. He
specified that the intention isn't to increase RCA's powers or
cause any overlap, but is to preserve those powers as they are,
under | aw established by the |egislature.

2:29:58 PM

CHAI R SEEKI NS read from Amendnent 16. He asked whether it would
be better to clarify that it only refers to decisions regarding
areas under RCA authority, which mght read better for the
| ayman. He suggested the follow ng conceptual wording:

Nothing in a contract under this chapter dimnishes
the legal authority of the RCA regarding areas under
RCA authority or indemifies any person or entity from
future decisions of the RCA or a successor to the RCA
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regarding areas under RCA authority - or decisions
under RCA authority.

SENATOR THERRI AULT agreed that still encapsulates his intent.

2:31:45 PM

MR. LOEFFLER responded that the first half sort of restates
existing law and thus he would reference AS 42.06.245. He read
fromthe follow ng portion of that statute:

The requirenents of this chapter pertaining to permts
and certificates of public convenience and necessity
do not apply to the construction of a pipeline
facility exclusively subject to federal jurisdiction
or to the interstate portion of the business of a
pipeline or pipeline carrier exclusively subject to
federal jurisdiction.

He said the first part, though he wouldn't agree with it, is a
truism The second, a legitimate public policy issue
recognizes that limts are being placed on the reinbursenent
M. Loeffler added, "There are a set of procedural hurdles, even
before you get to the possibility of reinbursenent for a |oss,
if you can construct a loss other than lost profits, | feel
constrained, as a representative of the adm nistration, not to
agree with, because it's contrary to the negotiations that
occurred on the draft contract."”

2:33:15 PM

SENATOR STEDVAN again asked why the [|anguage proposed in
Amendnent 16 goes under AS 43.82.200, contract devel opnent,
i nstead of AS 43.82.610, regul ation.

SENATOR THERRI AULT expl ained that he'd inforned the drafter that
this is to instruct the admnistration to not inpact RCA s
powers as the admnistration constructs the contract. The
drafter then had suggested it belonged in that section.

2:34.26 PM
SENATOR STEDVAN asked whether Senator Therriault could identify
any di mi ni shnent of RCA's authority in the contract.

SENATOR THERRI AULT suggested that is why there was testinony
that it sort of restates current statute. He said the operative
part is where it gets to indemification or reinbursenent
triggered if RCA actually takes on its statutory role. He added
that he wasn't sure why, if the state regulatory agency is doing
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as the statutes instruct, there should be indemification for a
resulting loss if, in fact, it is ensuring that tariffs aren't
too high or that there is access to lines.

2:35: 21 PM
SENATOR GREEN asked whether it was M. Loeffler who' d presented
that informati on at Centennial Hall.

MR LOEFFLER affirned that.

SENATOR GREEN asked whether he'd used the term "overstepping”
with regard to RCA's potential actions.

MR LOEFFLER said he coul d have.

SENATOR CGREEN requested a hypothetical scenario in which a
di spute could arise and lead to litigation.

MR. LOEFFLER gave an exanple from the existing RCA statute. He
noted AS 42.06.240 requires a North Slope natural gas pipeline
to apply for a certificate, but also says the requirenment for a
certificate doesn't operate to inpose state regulation that has
been preenpted under federal |aw He opined that if RCA asked
the applicant for the nmain line to apply for a certificate of
public conveni ence and necessity under state law, and as part of
that application to address how much will be intrastate service,
it would be inconsistent with the requirenents of the federa
statute, which requires a certificate of public convenience and
necessity.

He suggested RCA could step into the jurisdiction of FERC, which
| ooks at gas narkets and potential shippers and is required to
| ook at how nmuch transportation capacity will be set aside for
intrastate uses. There could be dueling agencies. M. Loeffler
said the idea of Article 8.3 is that before anyone starts
claimng a dispute or loss, there is a cooling-off period during
which the state and federal governments can talk and clarify
jurisdictional issues before the point of dispute resolution and
a claimfor |oss.

2:39: 22 PM
SENATOR CGREEN asked whet her the contract proposes that the state
assist in indemifying the other partners for RCA s actions.

MR. LCEFFLER noted there are limtations on the 1loss, but
replied that if RCA caused a loss to the producers and the |oss
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was adjudicated and proved, this anendnent would prevent the
state fromreinbursing for that | oss.

2:40: 23 PM

MR. SHEPLER infornmed nenbers he was |ooking at Article 8.3 of
the contract in light of M. Loeffler's testinony. He noted the
contract itself is triggered i f FERC doesn't assert
jurisdiction. The second sentence on page 87 of the contract
says if FERC doesn't assert jurisdiction, no party may seek or
support jurisdiction in the RCA and so forth. M. Shepler said
he was having trouble getting back to M. Loeffler's point that
sonehow there would be a "constitutional crisis" between state
and federal regul ation.

He opined Anendnment 16 just says nothing in the contract
di m ni shes  what ever authority RCA m ght have in that
ci rcunst ance, as set forth in its statutory nandate.
Contenplated in the contract is that FERC would not assert
jurisdiction as the triggering event, M. Shepler said, adding
that he believes, subject to confirmation by Senator Therriault,
that the intent is to clarify there is no change being mde by
this contract to RCA's existing authority.

2:42: 17 PM
SENATOR GREEN suggested the real thrust is the |anguage "or
indemmi fies any person or entity from future decisions of the
Regul at ory Commi ssion of Alaska", which relates to the contract
provi si on.

SENATOR THERRI AULT replied it's in regard to the loss and said
RCA is precluded if there is federal jurisdiction. 1f, however
FERC says it won't regulate, he wants to preserve RCA's right to
follow its statutory direction fromthe legislature and step in
to see whether it has jurisdiction over that area, since RCA has
been set up to protect consumers and the state.

MR. LOEFFLER clarified that RCA an independent regulatory

agency, is excluded from the definition of the state. Not hi ng
in the contract restricts RCA from asserting |awful jurisdiction
in that circunstance. In further response to Senator

Therriault, he affirnmed that the state itself, by this |anguage,
couldn't ask for RCA jurisdiction, but he pointed out there
woul d be many interested parties.

SENATOR THERRI AULT suggested there could be a strange situation
in which the state has witten its laws to direct RCA and
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beli eves those | aws should be exercised, but would be precluded
from encouragi ng RCA to use those | aws.

CHAIR SEEKINS related his understanding of AS 42.06.245, that
nothing limts the power of the commssion in that chapter,
except as preenpted by federal |[|aw He asked if that covers
t hese circunmstances, and surm sed it cannot be contracted away.

2:46: 06 PM
SENATOR THERRI AULT noted there could be a situation in which RCA
wants to assert jurisdiction. Under the contract, the state -

which wote the law - wouldn't be able to support that activity,
even if it was in the state's best interest.

CHAI R SEEKINS suggested perhaps saying that "nothing in the
contract under this <chapter supersedes the requirenents of
Section 42.06.245", which basically says that nothing limts the
powers of the conm ssioner except as preenpted by federal |aw

SENATOR THERRI AULT replied that he thought it would have the
i ntended effect. However, he didn't want to rely on having a
conpany such as Pioneer protect the state in the future. He
agreed the reference to .245, coupled with the indemification
probably woul d encapsul ate his intention.

2:47: 53 PM
SENATOR GREEN obj ected to Anendnent 16.

CHAIR SEEKINS, in response to Senator Elton, clarified that
al though he'd tal ked about a conceptual anmendnent to Amendnent

16, he hadn't offered it. He said the first part is a truism
that already exists. He asked whether the second part,
regarding indemification, is a truism as well, or introduces

new | aw that says it's okay to preenpt federal law as long as it
is done a certain way.

2:49: 22 PM

SENATOR GREEN referred to discussion of Article 8.3, which says
the state will indemify the partners for any actions by RCA
that cause a loss or dimnishnent. She said that consideration

has to be given, but questioned whether it is right. She noted
the anendnent allegedly protects RCA, but also says the state
won't indemify any other person and so forth. She said she
didn't know the reasoni ng behind the i ndemification.

MR. LOEFFLER said he'd try to explain. The |language is that if
RCA asserts jurisdiction and takes regulatory actions that are
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inconsistent with the principles of FERC policy or conmmercial
agreenents that result in a loss, the state shall reinburse the
participant for the loss. He enphasized it isn't automatic.

He gave the followng as the rationale: The producers want
clarity as to the regulatory arrangenent; they don't want, at a
| ater date, to be faced with a change in those arrangenents that
causes an unanticipated | oss. In the allocation of risk, the
state should be responsible - wthin the |imtations, hurdles
and procedures - for any ultimte loss to the conpanies from
RCA's actions inconsistent with those standards, since RCA is a
state creation. Some conpanies had pressed hard for that,
M. Loeffler reported, and the negotiation session at which this
was agreed to involved sone other economc trades; those who
were there felt this was a fair trade.

2:52: 59 PM
SENATOR GREEN proposed adding "unless RCA's actions were
inconsistent with FERC principles" to the anendnent. She

suggested this is key |anguage in the contract provision.

CHAI R SEEKI NS suggested "federal regulations". He requested
M. Shepler's opinion if the end of the paragraph were to say
"inconsistent with federal |aw or FERC regul ation".

MR. SHEPLER proposed "if such actions are inconsistent wth
federal |aw or regul ations”.

SENATOR GREEN asked whether he'd said "FERC' or "federal".
MR, SHEPLER i ndi cated either coul d be used.

CHAIR SEEKINS inquired whether that would fit wthin Senator
Therriault's intent.

SENATOR THERRI AULT noted there won't be jurisdiction if it's
preenpted by federal |aw. However, he was thinking that if RCA
is exercising its power to protect consuners and the state, a
power that the legislature has granted, why would there be
indemification if it ran contrary to a FERC principle and a

| oss occurred. He surm sed "smaller players” in Al aska m ght
see sonme protection from RCA if there was a piece of
infrastructure not covered by federal authority. If they chose

to exercise that to get protection for thenselves and the state,
why woul d the state pick up any resulting | oss?

2:56: 37 PM
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CHAI R SEEKI NS said he understood that, but wasn't willing to say
there couldn't be indemification for something contrary to
federal |aw If a decision by RCA were later shown to be
preenpted by federal law, he'd have a problemwth it.

SENATOR THERRI AULT opi ned that "federal |aw' and "a principle of
FERC' are probably two different things. Clearly, RCA cannot
operate contrary to federal |aw

CHAI R SEEKI NS suggested the follow ng |anguage: "Nothing limts
the powers of the conmssion except to the extent they are
preenpted by federal |aw, under existing |aw today." However,
he again expressed concern about indemifying against sonething
unenforceabl e because it is preenpted by federal |aw.

2:57:49 PM

MR. SHEPLER responded:
| don't think that's the situation. | think the
provision of 8.3 contenplates a circunstance where
FERC does not assert jurisdiction. So ... FERC has

stepped aside or doesn't have the authority to go
there in the first place. And your own state statute

would say that ... in the absence of FERC federal
authority, RCA has such authority. And if in
exercising that authority it requires a party to nake
a refund ... or charge a lower rate, the question

cones back as to whether the state ought to be
reinbursing the entity that was overcharging for
having to roll back its rate.

| think that's the policy question that Senator
Therriault is raising of ... the anomaly here, where
you have a state agency exercising its authority,
inmplicitly finding that soneone has been overcharged,
and then the state treasury sonehow having to cone
back and rei nburse the overcharging party for sone or
all of the overcharge.

SENATOR GREEN recalled discussion at Centennial Hall that
because the contract was based on the prem se of FERC control
everyone was considering FERC rules and regul ations as the basis
for the contract, rather than RCA's being part of it. She also
recal l ed that was the reason for including indemification.

2:59:48 PM
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SENATOR THERRIAULT recalled a struggle a few years back
involving different protections offered by RCA Smal | er
entities in Alaska had seen RCA as a state entity that offered
some protection with respect to rates and access. He voiced the
desire to preserve that power. If RCA finds a tariff rate is
too high and the rate is |lowred, he said, the state shouldn't
reinburse it fromthe state treasury.

3:00:43 PM
MR. LOEFFLER told nenbers he was trying to work within the
confines of the structure. He said yes, there is

reinmbursenent. But if the tariff is too high - as RCA found in
the TAPS case - because the profit elenent is too high, there is
no requirenent, under the |language he'd read to the commttee
to reinburse for lost profits. He continued:

VWhat |I'm trying to carefully say is, there is sone
limted reinbursenment or indemification possible.
But when you work through the |anguage of the section
and the operative limtations in the contract, |
believe it's quite renote and |imted. And so |I'm
objecting a little bit to hypotheticals that don't fit
wi thin the | anguage of the contract.

3:01: 53 PM
SENATOR GREEN nai nt ai ned her objection to Anmendnent 16.

A roll call vote of 6 yeas and 6 nays proved Anendnent 16 to
SB 2004 failed, wth Senators Kookesh, 4 son, Dyson, WIken,
El ton and Wagoner voting yea, and Senators Stedman, Bunde, Ben
Stevens, Hoffrman, G een and Seekins voting nay.

3:02:49 PM

CHAI R SEEKINS informed Senator Therriault that he would | ook at
the anendnent differently if the |anguage could be cleared up as
to what is indemified.

SENATOR BUNDE opined that SB 2004 is a work in progress, and
that the commttee had gone as far as possible until further
information is received.

CHAIR SEEKINS indicated Anmendnent 5B, set aside during
yesterday's hearing, wouldn't be addressed.

3:03: 48 PM
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SENATOR BUNDE noved to report SB 2004, as anended, from
commttee with individual recommendations and attached fi scal
not e(s).

SENATOR ELTON obj ect ed.

An initial roll call vote was 10 yeas and 2 nays, with Senators
Kookesh, Ben Stevens, Stednman, Bunde, Dyson, WIken, G een,
Wagoner and Seekins voting yea, and Senators O son and Elton
voting nay. Senator O son changed his vote from nay to yea
Therefore, CSSB 2004(NGD) was reported from the Senate Speci al
Comm ttee on Natural Gas Devel opnent by a vote of 11-1.

3:05:13 PM

SENATOR BEN STEVENS, in response to Senator Elton, clarified
that as presiding officer of the Senate he'd ruled that this
special commttee, which conbines the Senate Finance Conmttee
and the Senate Resources Standing Committee, could serve as the
finance commttee in addressing fiscal matters relating to
bills, and thus could satisfy a finance commttee referral.

CHAIR SEEKINS pointed out there was a zero fiscal note for

SB 2004. In response to Senator O son, he said the upcon ng
roundt abl e discussions would address the concept behind this
bill and the entire process relating to natural gas devel opnent.
He surmised a simlar bill could be considered in a future

speci al session.

SENATOR COLSON questioned the purpose of those discussions if
SB 2004 has already passed from conmtt ee.

CHAIR SEEKINS said he didn't believe the topic had conme to an
end. SB 2003 was still open, and there could be discussion of
the general topic of the natural gas contract. The intent was
not to rehash SB 2004, but to talk about the general topic and
have an opportunity for discussion involving consultants, the
producers, the administration and | egislators.

SENATOR DYSON agreed and noted a section of SB 2004 had been
stripped that related to collateral agreenents, anticipating it
would likely show up in other legislation relating to the LLC
and so forth. Furthernore, there had been discussion in this
commttee about needing nore infornmation. He said he was
| ooking forward to the di scussions.

CHAI R SEEKINS also told Senator O son he was eager to pursue the
rel ationship between RCA and FERC, and needed nore tine to
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consider the effect of indemnification. He cl osed the hearing,
with CSSB 2004(NGD) reported from commttee and SB 2003 held
over.

There being no further business to cone before the conmttee
Chair Seekins adjourned the Senate Special Committee on Natura
Gas Devel opnment at 3:10: 18 PM
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