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PCOSI TI ON STATEMENT: Expl ai ned SB 3002, Version G and answered
guesti ons.

SENATOR HOLLI S FRENCH
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Al aska State Capitol

Juneau, AK 99801-1182

POSI TI ON  STATEMENT: Asked questions during the hearing on
SB 3002, Version G

ACTI ON NARRATI VE

CHAIR RALPH SEEKINS called the Senate Special Commttee on
Nat ural Gas Devel opnent neeting to order at 9:16:22 AM  Present
at the call to order were Senators Lyda Geen, Gary W/l ken, Fred
Dyson, Bert Stedman, Donny O son, Thomas Wagoner, Ben Stevens,
Kim Elton and Chair Ralph Seekins; Senator Con Bunde arrived
shortly thereafter. Also in attendance were Senators Gry
Stevens and Hollis French, and Representative Paul Seaton.

SB 3002- STRANDED GAS AMENDMENTS

9:17: 03 AM

CHAI R SEEKI NS announced SB 3002 to be up for consideration. He
informed nenbers that the new proposed conmttee substitute
(CS), Version G was basically the version of SB 2004 passed by
the Senate during the |ast special session.

9:17: 47 AM

SENATOR GREEN noved to adopt SB 3002, Version G |abeled 24-
GS2095\G Bailey, 7/28/06, as the working docunent. There being
no objection, it was so ordered.

9:19: 38 AM

JIM CLARK, Chief Negotiator, Ofice of the Governor, introduced
Version G as essentially the package of anendnents put together
by Joseph Donohue and presented by the administration [as
SB 2004] in the |ast special session, with sone changes made in
the Senate during that session.

JOSEPH K. DONOHUE, Preston Gates & Ellis, Counsel to the
Governor, noted he is under contract with the Departnent of Law
to provide advice and assistance in the context of the gas
pi peline project. He addressed Version G in three parts:
Sections 1-13, Sections 14-17 and the remai nder.
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He described Sections 1-13 as substantive conformnm ng anmendnments
to align the proposed contract with the statutory changes needed
to authorize all the contract's elenents. Sections 14-17 rel ate
to the distribution of inpact paynents to be paid by the
mainline limted liability conpany (LLC) to the state; they deal
with distribution, appropriation and allocation anong |ocal
subdivisions, and also provide for consultation wth the
Muni ci pal Advisory Goup (MAG. M. Donohue said the third part
of Version G is an adjustnent to the public education funding
provi sions, correcting an inadvertent problem created by taking
property out of the AS 43.56 tax base and putting it under the
paynents in lieu of taxes (PILTs) of the contract.

He rem nded nmenbers that the conmmttee did substantial work on
the inpact paynments and school funding forrmula [in SB 2004] in
the | ast special session; furthernore, Jim Baldw n had discussed
those sections earlier this week. Thus M. Donohue said he
woul d focus on the first part of Version G the new provisions
added to SB 3002 as it had been introduced by the governor.

9:23: 09 AM

MR. DONCHUE pointed out that provisions in Sections 1-13 are
driven primarily by the administration's policy decision during
negotiations to beconme a full comercial partner wth the
producers in the project. The four conponents of that decision
are: 1) the requirenent that the state becone an equity owner;
2) the requirenent that the state take its royalty gas in kind
for the life of the contract; 3) the decision to convert the
production tax from an in-value calculation to in-kind gas
delivery; and 4) the decision to participate in financing the
pi peline by making a shipping commtnent over the line, which is
al so necessary to preserve capacity for the gas that the state
takes in kind.

He characterized Section 1 as a technical amendnent to the
Uniform Arbitration Act to allow for the provision in the
contract which stipulates that the Federal Arbitration Act
governs mandatory arbitration proceedings under the fisca
contract, Article 26 and Exhibit C M . Donohue noted that
under AS 43.82, parties can agree that federal |aw could apply.

He explained that Section 2, anending AS 43.82.010, expands the
purpose of the chapter to provide that fiscal terns under the
contract can relate to oil fiscal certainty. M. Donohue said
it is done in a nunber of ways. Since oil fiscal certainty
isn't related directly to the project, the authority for
providing fiscal terns and certainty is separated from the
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project and goes to, generally speaking, oil and gas business
activities of qualified sponsors in the state. Section 2 also
inserts the concept of "related party", repeated throughout the
Act and defined in Section 19 as an affiliate of a qualified
sponsor that is an owner of a project entity and is an intended
beneficiary of fiscal certainty under the Act.

9:27:45 AM
SENATOR BUNDE par aphrased Section 2, paragraph (3), which read:

(3) maximze the benefit to the people of the
state of the developnment of the state's stranded gas
resour ces.

He asked whether this is "feel-good boilerplate” or could
actually be used in court if the producers had adroitly used the
contract to benefit their shareholders at the expense of
Al askans.

MR. DONOHUE answered that it is nore than nere boilerplate
This | anguage generally reflects the requirenent of Article VII

of the state constitution to develop and neximze the state's
resources for the maxi num benefit of the people. Wether or not

it is in the bill, he opined that the duty would apply to
| egislative decisions in the disposition of the natural gas
resour ces. He characterized it as a supervening constitutional

requi renent, reading paragraph (3) as trying to capture that.

CHAI R SEEKINS suggested it dovetails with Section .430 of the
Act . Mentioning the final findings and determ nations, and
whet her any proposed contract or amendnent s nmeet t he
requi renents and purposes of the chapter, he said this is a
stat ed purpose of the chapter as well, to his belief.

SENATOR BUNDE requested a |egal opinion on the following: If it
is believed the system is being ganed, wth unfair advantage
given to the stockhol ders over the citizens of Al aska, would the
courts view this as a tool to allow breaching of the contract or
maki ng substantial changes, if necessary?

MR. DONOHUE answered that there has been lots of discussion in
the public arena as to whether the proposed fiscal contract
satisfies the constitutional requirement of Article VIII. It is
expected that a conplaint challenging the fiscal contract, once
it is authorized by the legislature, would go to Al aska Suprene
Court for ultinate determ nation of whether this contract, wth
all its ternms, neets that constitutional standard.
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9:31:11 AM

SENATOR BUNDE acknow edged the constitutional duty, but asked
whet her the purpose of paragraph (3) is to put a finer point
on it.

MR DONOHUE replied that +the constitutional standard and

paragraph (3) are fairly broad. It's not necessarily a specific
test, but is a general test that involves taking into account
all the potential benefits, problens, risks and so forth of

devel oping the state's natural gas resources.

MR. CLARK indicated it is direction to the admnistration's
negotiators to ensure they are mndful of the very concern
rai sed by Senator Bunde. Thus added to the contract were
Exhibits Q R S and Y, all calculated to provide the specifics
to deal with that protection

CHAIR SEEKINS noted a court challenge nust be done within 120
days after execution of the contract, according to Section .440
of the Act.

SENATOR BEN STEVENS pointed out that paragraph (3) of
AS 43.82.010 has been in the Act since the original 1998
enact nent .

SENATOR BUNDE clarified that he was highlighting this as a too

— hopefully never needed - in case sone gamng occurred and
there was a desire to go to court on this issue. He surmsed it
woul d be prudent to say, for the record, that it is in the
contract that all participants will be working for the maxi num
benefit of the people of Al aska.

CHAI R SEEKI NS gave his understanding of one requirenent, that
the commi ssioner nust certify - in his or her final findings and
determnation - that it maxim zes the benefit; there also would
be an explanation as to why that belief exists.

9:34:41 AM

MR. DONCHUE, in response to Senator Elton wth respect to
par agraph (3), explained that once the Al aska Suprenme Court has
determined that this contract satisfies the constitutional
standards that apply to the developnent of the state's
resources, then this would no longer be a tool to reopen the
constitutionality of the contract. Any concerns during the
course of the contract that relate to the performance of the
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producers would have to be enforced through the contract's
arbitration provisions.

VR. CLARK again indicated the admnistration takes the
constitutional neasure and the provisions in paragraph (3) as
direction fromthe legislature in terms of what nust be in the
contract. He said that is why he'd nentioned those exhibits
that deal wth fiscal certainty on oil, which is what this
section goes wth.

He opined that Al askans want a gas contract, but don't want to
be flinflammed or ganed, and don't want the state to |ook
fool i sh. Indicating the admnistration has been highly
cogni zant of that, M. Cdark suggested the neasure of whether a
good enough job has been done shows up in those exhibits with
respect to this particular issue, fiscal certainty.

9:37:12 AM

CHAI R SEEKINS sunmarized his understanding: The question of
constitutionality isn't for the arbitrators, but is for the
courts and nust be filed within 120 days after execution of the
contract.

AN UNI DENTI FI ED SPEAKER affirned that.

SENATOR BUNDE corrected his earlier remarks with respect to

par agraph (3). He gave his understanding that after the
constitutionality is determned, this can be used a tool wth a
board of arbitrators, not in a court; it will be a termin the
contract. If the admnistration says sonething isn't in the

best interest of Alaskans, then this provision could be used
with the arbitrators to say that the benefits aren't being
maxi m zed, and it would be a cause to appeal to the arbitrators.

MR. DONCHUE, in response to Chair Seekins as well, clarified
that the arbitrators would just deal with enforcenent of the
contract terns, potential breaches and so forth.

MR. CLARK reiterated that this is taken as direction. There are
specific provisions in these exhibits to deal wth issues
relating to fiscal certainty for oil. There is a series of
items to ensure the state doesn't get gamed. There is a highly
specific set of requirenents, regulations and contract terns
about how the parties would work with each other.

He again opined that the nmeasure of whether a good enough job
has been done already shows up in these exhibits; they are
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available for Ilegislators and the public to examne to see

whether, in their opinion, that has been prevented from
happeni ng. M. Cdark noted these are the provisions that would
be taken to an arbitrator. For example, if it was believed

there'd been inappropriate accounting, a notice of dispute would
be filed, and the state woul d use the |anguage of these exhibits
to show that a correction was needed.

SENATOR BUNDE nentioned the creativity of the human mnd and
that soneone mght find a | oophole. He suggested this is a tool
to deal with such a | oophole.

9:41: 07 AM
MR. DONOHUE continued with Section 2, bringing attention to
paragraph (1), which read:

(1) encourage new investnent to develop the
state's st randed gas resour ces by aut hori zi ng
establishnment of fiscal terns related to oil and gas
agreenents and taxes for a qualified sponsor, the
nmenbers of a qualified sponsor group, or a related
party and related to their oil and gas business
activity in the state, including gas pipeline
expansi on pricing t hat encour ages further gas
expl oration [ THAT NEW | NVESTMENT W THOUT SI GNI FI CANTLY
ALTERI NG TAX AND ROYALTY METHODOLOG ES AND RATES ON
EXI STING O L AND GAS | NFRASTRUCTURE AND PRODUCTI QV ;

He highlighted the phrase "including gas pipeline expansion
pricing that encourages further gas exploration,” saying that
underlined | anguage was added by this commttee and the previous
| anguage was the proposal from the adm nistration. M . Donohue
told nenbers that later in this process the adm nistration would
suggest possibly putting sone of these policy concerns el sewhere
in the Act because it is a very narrow, specific policy concern
to be placed within the broader purposes clause.

9:41:58 AM
MR. DONCHUE turned to Section 3, anending AS 43.82.020. He drew
attention to paragraph (1), which read:

(1) periodic paynent in lieu of one or nore
taxes that otherwi se would be inposed by the state or
a municipality on the qualified sponsor, [OR nenbers
of the qualified sponsor group, or a related party;
[AS A CONSEQUENCE OF THE SPONSOR'S OR GROUP' S
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PARTI CI PATION IN AN APPROVED QUALIFI ED PROJECT UNDER
THI S CHAPTER;, AND]

MR. DONOHUE explained that the deleted |anguage, shown in

brackets, is to avoid argunents about whether oil fiscal
certainty relates to the group's participation in an approved
qualified project. He noted it relates to the ability and

authority of the state to negotiate terns related to oil.
He addressed paragraph (2) of Section 3, which read:

(2) certain adjustments regarding oil and
gas |ease agreenents, wunit agreenents, and other
agreenents [ ROYALTY] under AS 43. 82. 220; in this
paragraph, "oil and gas |ease agreenents" includes
royalty provisions of those agreenents; and

He told nenbers that this relates to a general broadening of
AS 43.82.220, which will be seen later; that provision, under
current law, deals only with the state's ability to negotiate
changes to its royalty-in-kind (RIK) and royalty-in-value (RV)
provisions, nostly related to timng, notice and valuation
nmet hodol ogi es. The fiscal contract as negotiated involves other
types of changes to the oil and gas |ease agreenents and the
unit agreenents. M. Donohue said this provision, along wth
ot her changes to AS 43.82.220, is designed to provide broader
authority to cone up with overall ternms so that the state is a
full commercial partner with the producers in the project.

9:44: 03 AM
MR. DONOHUE pointed out what he believed was an inadvertent
deletion. He turned to paragraph (3) of Section 3, new | anguage
t hat read:

(3) paynent of the gas production tax under
AS 43.55, or paynent in lieu of the gas production
tax, by delivery of gas.

He recalled that paragraph (4) [in SB 2004] was deleted by this
committee in the | ast special session. It read:

(4) acquisition by the state of an ownership
interest in the project that is the subject of the
proposed contract, and terns relating to collateral
agreenents aut hori zed under AS 43. 82. 437.
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MR. DONOHUE explained that the commttee had del eted |anguage
relating to collateral agreenments in this provision and in
subsequent sections of the bill. However, to his recollection

the language in paragraph (4) relating to acquisition of an
equity interest was deleted inadvertently. Thus he requested,
on behalf of the admnistration, that the followng be
rei nsert ed: "acquisition by the state of an ownership interest
in the project that is the subject of the proposed contract".

VR. CLARK, in response to Chair Seekins, i ndicated the
adm ni strati on woul d prepare such an anendnent.

9:45:51 AM
VR. DONOHUE addressed Section 4 of Version G  anending
AS 43.82.200. He highlighted paragraph (1), which read:

(1) terms concerning periodic paynment in
lieu of one or nore taxes on oil or gas or both as
provided in AS 43.82.210, and terns related to credits
for investnent in a project that is the subject of a
contract devel oped under this chapter;

He advised nenbers that the first portion deals wth
clarification of the admnistration's authority to include
fiscal certainty on oil taxes, including taxes on production
i ncome and property. The second part relates to the provision
in the proposed fiscal contract for credits within the PILT for
production taxes, «credits related to investnment in the gas
treatment plant (GIP). M. Donohue said these credits aren't in
t he petrol eum  production t ax (PPT) proposed by t he
adm nistration; therefore it was felt that independent authority
was needed to clarify that the comm ssioner of revenue could
negotiate for those credits within the contract.

MR. DONOHUE turned to paragraph (2), which read:

(2) terns devel oped under AS 43.82.220
concerning oil and gas |eases, unit agreenents, and
ot her agreenents under AS 38, including terns relating
to

(A timng and notice of the state's
right to take royalty in kind or in value; and
(B) royalty val ue;

He observed that this relates to the expanded authority sought

from the legislature under AS 43.82.220 to deal W th
nodi fications of oil and gas |ease and unit agreenents. This is
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to clarify that if there are any differences between the fisca
contract and these agreenents, the fiscal contract will
super sede t hem

9:47:43 AM
MR. DONCHUE continued with Section 4, anending AS 43.82. 200. He
turned to paragraph (6), which read:

(6) terns and condi ti ons for
[ ADM NI STRATIVE] termnation of a contract [UNDER
AS 43. 82.445]; and

He infornmed nenbers that AS 43.82.445, repealed at the end of
the bill, set up an adm nistrative process wthin the Departnent
of Revenue (DOR) for determ ning whether the contract should be
t erm nat ed. Under the proposed fiscal contract, termnation is
a contract nmatter. Article 28 of the <contract has an
adm nistrative termnation provision, and the work comitnent
article has termnation provisions; these are intended to
substitute for the departnent's admnistrative process. Thu
M . Donohue noted this is a conformng anendnment to align the
contract with the statutory authority.

MR. DONOHUE turned to paragraph (7) of Section 4, which read:

(7) other terns or conditions that the
conmi Sssi oner determ nes are
(A reasonabl e and pronote [NECESSARY
TO FURTHER] the purposes of this chapter,
including the inplenentation of AS 43.82.020 -
43.82.270; or
(B) in the long-term fiscal [BEST]
interests of the state.

He described this as broadening the catchall authority under
AS 43. 82. 200. This is in lieu of a laundry list of authority
initially proposed and attached to the prelinmnary fiscal
interest findings published by the conmi ssioner of DOR he

recalled that was Exhibit 1. M. Donohue added that, from a
l[itigation standpoint, it was deened safer to conpress sone
incidental provisions that deal wth inplenentation of the
contract - credits and offsets and other itens that are fairly
standard in these fiscal contracts - into paragraph (7). Thi s
is to avoid a |litigation dispute, after the contract 1is

aut hori zed, about how detailed AS 43.82.200 needs to be to
authorize the many contract provisions that couldn't possibly be
referenced in this statutory |ist.
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MR. DONOHUE characterized the change in subparagraph (B) as a
consistency edit proposed in the l|ast special session [to SB

2004] . He said this is because the comm ssioner of DOR is
asked, both in the prelimnpnary and final findings, to decide
whether the contract is in the long-term fiscal interest.

M. Donohue indicated the admnistration felt the same standard
should be applied within the contractual-devel opnent section.
This is a technical edit to bring it into conformty with the
standard applied, to his belief, in six or seven other
provi si ons under AS 43. 82.

9:52: 00 AM
MR DONOHUE turned to Section 5 of Version G which read:

* Sec. 5. AS 43.82.200 is amended by adding a new
Subsection to read:

(b) Ternms relating to arbitration and alternate
di spute resolution may provide for a waiver, with the
concurrence of the attorney general, of the state's
immunity from suit. The waiver may include waiver of
the state's sovereign or other inmmunity and consent to
entrance and enforcement of an arbitration award in
any state «court in the United States that has
jurisdiction over the State of Al aska. The authority
granted in this subsection is effective only after the
arbitration award is entered and enforcenent is sought
in the superior court of the state.

CHAI R SEEKI NS addressed formatting issues. He observed there is
no subsection (a) under Section 4, and yet Section 5, which also
anends AS 43. 82.200, proposes a new subsection |abeled (b). He
asked whether it perhaps should be paragraph (8) instead of
subsection (b).

MR. DONCHUE surmised it was proposed initially as separate
subsections because it deals wth inplenmentation of a term
identified in paragraph (5) [of Section 4], which, arguably,
coul d be expanded with the sane concepts.

CHAIR SEEKINS said he didn't object to having (a) and (b), but
there would have to be an (a).

MR. DONOHUE gave his understanding that it would be left to the
revisor, but agreed with the need for that.

9:54: 01 AM
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MR. DONCHUE explained that Section 5 deals with the waiver by
the attorney general (AG of the state's inmunity from suit.
First, the very agreenent by the state to enter into
arbitration, especially wunder the Federal Arbitration Act,
likely requires an express waiver of sovereign imunity.
Second, if the state were to lose an arbitration dispute, that
award could be confirnmed and reduced to a judgnent. Thus the
provisions allow the producers to enforce judgnents in other
jurisdictions against the State of Al aska. This reflects the
agreenent in Article 26 of the contract - the mandatory dispute
resolution article - and the acconpanyi ng Exhibit C.

He reported that the producers argue they want this waiver and
the ability for enforcenent outside of Al aska because once a
judgnment is entered in Alaska, the only enforcenent allowed
under state law is to come to the Alaska State Legislature and

request an appropriation. M . Donohue rem nded nenbers that
there is a standing waiver of sovereign inmunity for many types
of tort and contract clains. Every vyear, people who have

succeeded in lawsuits against the state have their judgnents
reduced to an appropriation request, handed in by the Departnment
of Law, and those have always been paid. If perchance the
| egislature didn't make an appropriation in this instance,
however, the producers could take that judgnent to another state
and, based upon the waiver of sovereign imunity, could try to
pur sue enforcenent against assets in other jurisdictions.

CHAIR SEEKINS read from subsection (b) of Section 5 and asked:
|f the purpose of the waiver is to authorize arbitration under
the state's arbitration statutes, shouldn't that purpose be
speci fi ed?

MR. DONCHUE replied that was an excellent point. He recalled at
one time the admnistration had proposed |anguage that said
"including arbitration" after the word "suit", to clarify the
poi nt just made by Chair Seekins.

9:58: 33 AM
CHAI R SEEKI NS observed that Section 5 nentions state courts. He
asked whet her federal courts should be included as well.

MR. DONOHUE answered that wunder the circunstances of this
particul ar contract, federal courts don't have jurisdiction over
the State of Alaska. In response to Senator Dyson, he clarified
that federal |eases aren't inplicated in this fiscal contract.

10: 00: 01 AM
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MR. DONOHUE, in response to Senator Stednan, said he wasn't
aware of other states that had expressly waived sovereign
immunity to allow enforcenent of judgnents outside their
jurisdiction. Assum ng the Federal Arbitration Act is
applicable, which is in the contract, he surm sed the other
purpose for the waiver is this: The contract specifies that if
a producer files a notion to confirman award in Al aska Superi or
Court and 365 days have elapsed w thout court action, then -

under the contract and the Federal Arbitration Act - the
producer could have that award confirnmed in a Lower 48 state
superior court. That is the other reason for using the Federa

Arbitrati on Act.

He highlighted whether the Al aska court would take 365 days to

act . M. Donohue said it is unlikely. Unless there was a
notion to vacate by the state, it would be an adm nisterial act
and thus the court likely would deal with it within a few

nmont hs, regardl ess of how busy its schedul e was.

MR. CLARK added that the concern was what would happen if the
| egislature didn't make the appropriation and then the court
nullified an arbitration decision by sinply sitting on the case.
He rem nded nenbers that the state's superior courts have six
months in which to nake a decision or else the judge stops
getting paid. He offered his view that this nails down a point
in the contract that has a 0.0001 percent chance of occurring,
since the legislature hasn't ever refused to appropriate for an
arbitration award or to satisfy a judgnent. M. dark also
reported that he was unaware of any superior court judge who'd
ever attenpted to nullify a decision of a prior court by sinply
sitting on it, as opposed to ruling on it. Thus the
ci rcunst ances under which this would apply are narrow i ndeed.

10: 03: 26 AM

SENATOR DYSON remarked that he could appreciate why the
conpani es mght want this. The worst case for the people of
Al aska, however, is if the industry can influence the politica
process and get a governor - and by extension a conm ssioner -
who does everything the industry wants. Calling attention to

Section 7, he expressed concern that such a comm ssioner could
figuratively give away the farm

MR. CLARK replied that it would take a lot nore collaboration
than that. It would take going past the arbitration award; a
decision by the legislature not to pay; and a superior court
decision to sit on the arbitration award and do nothing,
al t hough the judge would no I onger be paid after six nonths. He
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reiterated that a contract point has been nailed down, but he
believes the likelihood of this ever arising is mniscule.

SENATOR DYSON expressed concern that if that end point were
reached, however, Section 7 appears to give an amazi ng anount of
power to change significant parts of the agreenent.

MR. DONCHUE expl ai ned that one issue in terns of determ ning the
scope of authority being granted in sone of these sections is
conplicated by the fact that retroactive authority is being
requested to nodify |lease and unit agreenents and so forth. He
noted, however, that there is a contract to conpare the
requested authority with how the adm nistration has exercised
that authority and applied it; thus he opined that the issue
should be of |[|esser concern. He suggested soneone from the
Department of Natural Resources (DNR) could discuss with the
commttee the differences between the fiscal contract and |ong
gas | ease agreenments and unit agreenents.

10: 07: 21 AM

SENATOR STEDMAN asked: Whuldn't fees and penalties be added to
the judgnment if the legislature refused to pay it, making it
harder to deal wth financially in the next |egislature?
Wuldn't it therefore be in the state's best interest to pay it
off earlier rather than later, or to come up with a paynent plan
if it was a large settlenment?

MR. DONOHUE answered that the judgnent would continue to accrue
i nterest. If a claimant were denied relief in one |egislature,
it would cone back to the next and ask for the interest as well.
To his belief, there would be no specific penalties. He
enphasized that this relates to the doctrine of sovereign
i muni ty, t hat the State of Al aska, pur suant to its
constitution, can define what clains can be brought against the
state; where they can be brought; and what sorts of relief are
avai |l abl e, and how that relief should be granted. In Al aska,
the legislature has enacted laws that essentially restrict
recovery to legislative appropriations.

10: 09: 13 AM

SENATOR HOLLIS FRENCH, Alaska State Legislature, asked
M . Donohue to comment on any effect this section would have on
indemmity provisions, helping the producers collect on the
state's prom se to pay under the contract.

MR. DONCHUE expl ai ned that arbitrati on awards under the contract
are divided into two types. Article 22.1 has four specified
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i ndemmi fication cl ai s, referred to as "indemni fication
paynents. " Pursuant to Article 37.3, enforcenent for those is
limted to coming to the state legislature; if a producer gets
an award fromthe state and reduces it to a judgnment, that type
of award cannot be taken outside the State of Alaska for
enf orcement purposes. Hence this waiver only applies to the
ability to enforce arbitration awards unrelated to the
i ndemi fication paynments specified in Article 22. 1.

SENATOR FRENCH relayed his understanding that indemification
paynents are only collectible either through the |egislature or
as an offset against other paynents that the producers m ght
make to the state through corporate inconme tax, a PILT for
production tax, royalties and so forth. They never can be
coll ected outside the state in another court.

MR. DONOHUE affirmed that, specifying that the renedies of the
producers are limted to recoupnent and offset under Article 22,
as well as comng to the legislature for an appropriation.

10: 12: 08 AM

SENATOR ELTON returned to Section 5, paraphrasing the portion
that says "may provide for a waiver, with the concurrence of the
attorney general". He asked whether his wunderstanding was
correct that a future AG couldn't change the state's position,
revoki ng a previous decision two or four years down the road.

MR. DONOHUE affirmed that. He provided the admnistration's
view that the aforenentioned | anguage is inplenented by the AG s
signing of the fiscal contract at the tine and agreeing to the
terms that relate to a waiver in the fiscal contract.

SENATOR ELTON surmsed that AG s opinion would be binding on
future AGs, which isn't the usual case in other circunstances.

MR. DONCHUE replied that this is nore than an opinion. The AG

will have statutory authority to do this, assumng this
provi si on passes. After that, it would becone a mtter of
contract. The AG at the tinme would nmake that decision, and it

woul d be binding for future admi nistrations.

CHAI R SEEKI NS suggested this is a blanket concurrence, rather
t han a case-by-case concurrence.

MR DONOHUE affirnmed that.

10: 14: 11 AM
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SENATOR STEDMAN said he understands the negotiation process,
with multiple points of give-and-take and conprom se. He asked:
If there is such a renote possibility that this my be
triggered, why is it in the state's best interest to include it?

MR. CLARK answered that as the admnistration went through this
and other articles, the desire was to nail everything down to
protect the state's interests and mtigate the fact of taking

the gas in kind. In terms of paynment provisions, this reflects
the producers' nailing down the assurance of getting paid if the
| egi sl ature decides otherwise and the judge sits on it. The
effort by all was to address alnbst every contingency and

eventuality in order to have clarity and certainty for future
|l egislators, arbitrators and people who nust admnister this
contract.

SENATOR STEDMAN remarked that it appears the state has al ways
been in a strong financial position, to the point of never
having trouble paying its obligations, and that it has been
forthright in issues which have cone forward. He suggested the
state mght have a better historical record than the producers
interns of ability and tineliness in paying clains.

MR. CLARK offered his belief that the state has never mssed a
paynent requested by the AG in the ordinary course of business,
and indicated the legislature has never failed to appropriate
noney requested by the AGto pay an arbitration award.

10: 17: 15 AM

MR. DONOHUE turned to Section 6, amending AS 43.82.210(a). He
pointed out that the primary anendnents here involve adding the
concept of a related party and deleting "as a consequence of
participating in an approved qualified project”. He expl ai ned
that this is to avoid disputes about whether providing oi
fiscal certainty relates to the participation in an approved
qual ified project.

He returned to Section 7, which read:

* Sec. 7. AS 43.82.220(a) is anended to read:

(a) Not wi t hstandi ng any contrary provisions of
AS 38 or regulations adopted under that title, the
conmi ssi oner of nat ur al resour ces, with t he
concurrence of the conm ssioner of revenue and, if
necessary, the affected parties holding a state |ease
or unit agreenent, my develop proposed terns for
inclusion in a contract under AS 43.82.020 that nodify

SENATE NGD COW TTEE -17- July 28, 2006



[ THE TIM NG AND NOTICE] provisions of the applicable
oil and gas leases, [AND] unit agreenents, and other
agreenents under AS 38, including provisions

(1) pertaining to the state's rights to
receive its royalty on gas in kind or in value if

(A [(1)] the wviability of the
approved qualified project depends on long-term
gas shipping commtnents [PURCHASE AND SALE
AGREEMENTS]

(B [(2)] certainty over time
regarding the quantity of royalty gas that the
state may be taking in kind is needed to enter
into long-term gas shipping conmtnments or
mar ket i ng agreenent s [ SECURE THE LONG TERM
PURCHASE AND SALE AGREEMENTS

(3) THE SPECIFIED PERIOD OF THE STATE S
COW TMENT TO TAKE I TS ROYALTY SHARE IN VALUE OR IN
KI ND DOES NOT EXCEED THE TERM OF THE PURCHASE AND SALE
AGREEMENTS] ; and

(O [(4] the nodification does not
inmpair the ability of the approved qualified
project or the state to neet the reasonably
foreseeable demand in this state for gas within
econom c proximty of the project during the term
of the contract devel oped under AS 43.82.020; and

(2) relating to |lease or unit expenses for
separation, cleaning, dehydration, gathering, salt
wat er di sposal, and preparation for transportation on
or off the | ease.

MR. DONOHUE highlighted the deleted |anguage, in brackets. He
explained that the initial 1998 legislation related to providing
authority to the state to negotiate terns and conditions wth
respect to long-term agreenents to take royalty either in value
or in kind. That was to facilitate long-term purchase and sal e
agreenents either by the producers or by the state if it decided
to take its gas in kind.

He indicated the admnistration proposes nodi fying the
af orenenti oned "purchase and sal e agreenent" concept, converting
it to the state's ability to enter into long-term shipping
conmi t nent s. M. Donohue noted this ties in with the decision

in the contract, that the state will take its royalty gas in
kind for the I|ife of the agreenent, and wll convert its
production tax paynents to gas in kind, also for the life of the
agreenent. This is designed to conformto the different type of
position taken by the state in this contract. It isn't
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significantly different fromthe underlying statute, but is done
in the contract in the context of the overall broadening of
authority to nodify other provisions of Title 38.

MR. DONOHUE drew attention to paragraph (3) of Section 7. He
explained that this is being deleted because it restricts the
state's ability to enter into a long-term agreenment to take its
royalty gas in kind.

10: 20: 15 AM

MR. DONOHUE descri bed paragraph (2) of Section 7 as relating to
some provisions in the fiscal contract that deal wth the
state's decision to pay various types of conditioning costs; to
take gas at different delivery points than otherwi se mght be
provided for in the contract; to share in the cost of the
di sposal of inpurities; and to take on certain field costs not
otherwi se provided for in the | ease agreenent.

He added that the Prudhoe Bay |eases already have field-cost
provisions, agreed to in the early 1980s as part of a settlenent
with the producers. M. Donohue said he believed that field-
cost anount was captured in the contract. \Wat is being talked
about here, therefore, is primarily changes to other |eases
i ssued subsequent to the initial Prudhoe Bay | ease sale.

10: 21: 37 AM

SENATOR ELTON drew attention to new |anguage in Section 7, "and
other agreenents under AS 38, including provisions". He
requested confirmation that this doesn't limt changes to what

is subsequently listed and covered in Title 38.

MR. DONOHUE replied that the comm ssioner, as part of this
agreenent, can nodify obligations in unit agreenents, oil and
gas |eases or other agreenents pertaining to those |eases.
Noting there is a Point Thonson article in the fiscal contract,
for exanple, M. Donohue said there is an ongoing dispute
bet ween the producers and the state about whether Point Thonson
is being devel oped properly and tinmely in accordance with the
| ease obligations and unit obligations. The article provides
for suspension of those disputes, and tries to incorporate the
pl anni ng and devel opnent of Point Thonmson into the planning and
devel opment of the gas project as a whol e.

10: 23: 15 AM

SENATOR ELTON alluded to subsection (a) of Section 7, asking
whet her the conm ssioner of DOR has veto power over what the
conmi ssi oner of DNR may want to determ ne.
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MR. DONOHUE answered that it is a collaborative effort. There
are issues that the comm ssioner of DNR has the lead on, and
i ssues that the conm ssioner of DOR has the |ead on. In the
end, because natural resources and revenue issues are involved,
it has to be a joint decision on nost of the major issues.

10: 24: 31 AM

CHAIR SEEKINS addressed M. dark, recalling conversations
regardi ng whether the integration clause of the contract would
allow the admnistration to renegoti ate, by agreenent, the taxes
and royalties as part of that agreenent after it was approved
He highlighted the need to discuss this further.

VR. CLARK replied that, at the appropriate point, t he
adm ni strati on woul d have some | anguage in this regard.

MR. DONOHUE turned to Section 8, which read:

* Sec. 8. AS 43.82.220(c) is anended to read:

(c) The comm ssioner of revenue shall include
any proposed terns [RELATING TO ROYALTY] developed in
accordance with this section in the proposed contract
under AS 43. 82. 400.

He explained that AS 43.82.220 has now been broadened to deal
with issues beyond RIK, RV, royalty valuation, timng and
noti ce.

MR. DONOHUE turned to Section 9, which read:

Sec. 9. AS 43.82.220 is anended by adding a new
subsection to read:

(e) An agreenent by the state to take royalty
gas in kind as part of a contract devel oped under this
chapter that satisfies (a)(1)(A - (O of this section
is not subject to the provisions of AS 38, or
regul ations adopted wunder that title, relating to
decisions to take royalty in kind.

He expl ained that Section 9 just clarifies that, with respect to
conpliance with the provisions of AS 43.83.220(a) in terms of
whether it is appropriate to make a long-term shipping
conm tnment, those statutory standards prevail over any potential
conflicting statutory standards in Title 38. M . Donohue
specified the intent to clarify that the royalty advisory board
doesn't have a role in this particular decision. Wil e that
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board might have a role in subsequent years in terns of purchase
and sale, it is an issue for |legislative deliberation and
doesn't have to be decided at the front end of the contract.

MR. DONOHUE turned to Section 10, which read:

* Sec. 10. AS 43.82.250 is anended to read:

Sec. 43.82.250. Term of contract; effective date.
The term of a contract developed under AS 43.82.020
[ MAY BE FOR NO LONGER THAN | S NECESSARY TO DEVELOP THE
STRANDED GAS THAT IS SUBJECT TO THE CONTRACT; HOWEVER,
THE TERM OF THE CONTRACT] nay not exceed 35 years from
the comencenent of comercial operations of the
approved qualified project, excluding suspensions of
contract obligations that are covered by the force
maj eure terns of any contract developed under this
chapter. However, the term of contract may not exceed
45 vyears from the effective date of a contract
approved under AS 43.82.435.

He explained that this relates to the overall term of the
contract. Current law provides a maximum of 35 years from
commencenent of commercial operations. The new underlined

| anguage provides that the 35-year period can be expanded for
periods of suspensions caused by force majeure terns of the
contract; however, the total cannot exceed 45 years. The
del etion of the |anguage shown in brackets relates to trying to
avoid debates about how long this period is. M . Donohue
recall ed that menbers had been briefed that the success of this
project, in part, depends on finding unknown reserves to fill
the line towards the second half of its life. The debate to be
avoi ded i s whet her unknown gas is "stranded" or not.

10: 28: 21 AM

MR. DONOHUE turned to Section 11, rem nding nenbers that this
was an anmendnent [to SB 2004] by this conmttee during the | ast
speci al session. Section 11 read:

* Sec. 11. AS 43.82 is anended by adding a new section

to read:
Sec. 43.82.255. Terns of contract provisions
related to oil. (a) The provisions of this section

apply to a contract devel oped under AS 43.82.020 that
provi des for periodic paynment in lieu of taxes on oil
under AS 43.55.

(b) For the period of the contract term
beginning imediately after the date of full project

SENATE NGD COW TTEE -21- July 28, 2006



funding or the date of issuance of a certificate of
public conveni ence and necessity for construction and
initial operation of the Al aska Natural Gas Pipeline,
whi chever date is later, and ending 14 years after
that date, the comm ssioner may nodify those ternms of
the contract relating to paynents in lieu of the taxes
on oil set out in AS 43.55. For the period of the
contract term covered by this subsection, the paynents

in lieu of taxes may be established with as nuch
certainty as the Constitution of the State of Al aska
al | ows.

(c) For the period of the contract term

beginning imediately after the period described in
(b) of this section, and ending on a date not |ater
than 25 vyears after +the effective date of the
contract, the amount of the paynent in lieu of tax on
oil under AS 43.55 nust be equal to the anmount of the
tax levied by law However, the conmm ssioner nmay

develop a contract term that, in the event of a
mat eri al change in the taxes enacted after the
effective date of the contract, establishes a

procedure for restoring the parties to substantially
the sane economic position they had as of the end of

the period described in (b) of this section
i medi atel y before the change.
(d) | mpl emrentation of a contract provision

authorized in (c) of this section may be nmade subject
to the dispute resolution procedures of the contract.

MR. DONOHUE described Section 11 as providing for a 25-year
period that begins wth the effective date of the contract and
is divided into three phases. The first, subsection (b), is
from the beginning of the contract and up through full project
funding, a term defined in AS 43.82 that is equivalent to
"project sanction" used in connection with the contract. There
woul d be no fiscal certainty during this phase, and taxpayers
woul d pay production tax under AS 43.55.

He expl ained that the second phase, 14 years beginning with ful
project funding or project sanction, would have a provision for
oil and gas fiscal certainty. M. Donohue enphasized that
during this 14-year period, the producers clearly would be
subj ect to dispute resolution provisions of the contract.

He referred to subsection (c), relating to the third and final

phase. He rem nded nenbers that it has a fiscal-bal ancing
concept whereby the taxpayer would be outside the contract and
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woul d pay production taxes in accordance with the law.  However
a contractual term would provide for balancing should the taxes
change materially or otherwise materially affect the economcs
of the project. M . Donohue went on to say that subsection (d)
clarifies that the taxpayers still have rights to resolve
di sput es about whether there has been a material change to their
circunstances in accordance with dispute resolution procedures
required by the fiscal contract.

10: 31: 08 AM
SENATOR STEDMAN hi ghlighted the inportance of Section 11

CHAI R SEEKI NS suggested setting it aside for discussion after
Version G was described in full.

MR. DONOHUE turned to Section 12, which read:

* Sec. 12. AS 43.82.270 is anended to read:

Sec. 43. 82. 270. Pr oj ect pl ans and wor k
comi t ment s. A contract under AS 43.82.020 rust
i nclude provisions for inplenentation of the qualified
project plan approved under AS 43.82.140, as nay be
nodified as a result of the devel opnent of a contract
under this chapter, and provisions for wupdating the
pl an at reasonable intervals until the commencenent of
comer ci al operations of the approved qualified
project. The comm ssioner of revenue, in consultation
wth the comm ssioner of natural resources, may, as a
term in a contract under AS 43.82.020, include work
commtnments or other obligations in the contract to be
acconplished before the comencenent of comrercial
operations of the approved qualified project.

He explained that the contract nust include provisions for
i npl enentation of a Qualified Project Plan as it is nodified,
both as the result of negotiations - reflected in the contract -
and going forward t hroughout the contract period.

MR. DONOHUE turned to Section 13. He highlighted the only
substantive change, in paragraph (4), which read:

(4) establish a period of at l|east 60 [30]
days for the public and nenbers of the legislature to
comment on the proposed contract and the prelimnary
findings and determ nati on made under AS 43. 82. 400.
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He opined that this is mnmoot and thus probably no |[|onger
necessary, given the admnistration's actions in extending the
comment peri od.

MR. DONOHUE turned to Section 14, which read:

* Sec. 14. AS 43.82.500 is anended to read:

Sec. 43.82.500. nligation to share paynents with
muni ci palities. | f the comm ssioner develops a
contract wunder AS 43.82.020 that includes terns that
exenpt a qualified sponsor, the nenbers of a qualified
sponsor group, or a related party to the contract, and
the property, gas, products, and activities associated
with the approved qualified project that is subject to
the contract, from a nunicipal tax or assessment in
accordance wth AS 29.45.810 or AS 29.46.010(b), or
AS 43.82.200 and 43.82.210, the comm ssioner shal
include a termin the contract that provides for [THE
PARTY PAY] a portion of the periodic paynents to be
nmade payable [DUE UNDER THE CONTRACT] to the revenue-
af fected municipality.

He rem nded nenbers that Jim Baldwin had addressed this area
earlier in the week.

The comm ttee took an at-ease from 10:33:13 AMto 10:51:18 AM

SENATOR BEN STEVENS began di scussion of Anmendnment 1. Ret ur ni ng
to Sections 10 and 11, he recalled that even before May 10, when
the PPT concept was introduced, there was discussion of possible
fiscal certainty for the duration of the oil ternms and gas
termns. That was | ooked at, and a lot of concern was expressed
in the l|ast special session. Sonme concern about oil fiscal
certainty was addressed by adding Section 11 [to SB 2004], which
at the tinme he'd thought would mitigate nmany concerns, including
those relating to guaranteeing certainty before there is a
proj ect . He enphasi zed the work done by this conmittee and the
Senate to nove the project forward by addressing concerns
expressed by the general public, the legislative consultants and
t he producers and expl orers.

10: 54: 24 AM
SENATOR BEN STEVENS of fered Anmendment 1, which read:

AMENDMENT 1

OFFERED | N THE SENATE BY SENATOR BEN STEVENS
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TO. CSSB 3002(NGD) - Version G

Page 6, line 6:
Del ete "35"
| nsert "25"

Page 6, line 10:
Del ete "45"
| nsert " 35"

SENATOR BEN STEVENS noted this relates to AS 43.82.250,
Section 10. He recalled that when Anendnent 4 to SB 2004 was
adopted, adding Section 11, 25 years was the maxinum term from

the effective date. He referred to two ternms in the fiscal
contract, one relating to gas and one to oil. He pointed out
that Section 11 relates to the provision regarding oil, whereas
Amendrent 1 relates to gas. It changes the length, saying the

term of the contract devel oped under AS 43.82.020 nay not exceed
25 years from comencenent of commercial operations; however,
the termof the contract may not exceed 35 years.

He explained why he believes this is prudent to consider.
Senator Ben Stevens opined that it should be split into two
terms, one not to exceed 35 years fromthe contract's effective
date. Wen the project will be conpleted isn't known. Wth 25
years from commencenent of commercial operations, fromthe tine
of first revenue there'll be 25 years to neet firm
transportation (FT) commtnents in the first go-round.

He recalled hearing from the Federal Energy Regulatory
Comm ssion (FERC) that nost FT commtnents will range between 15
and 25 years; those terns will be set under the open season

Senator Ben Stevens suggested that having both tinelines creates
an incentive to conplete the project. Completing it wthin
8 years, for exanple, would give 27 years of certainty on gas;
conpleting it within 15 years, however, would only give 20 years
of certainty.

10: 58: 25 AM
SENATOR BEN STEVENS noved to adopt Amendnent 1 and asked for
unani nous consent.

SENATOR ELTON objected for discussion purposes. Noting this
| anguage was recommended by the executive branch, he asked to
hear fromthe adm ni strati on about the anendnent.
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MR. CLARK explained that the basis for the term which the
adm nistration used was laid out by Dr. van Meurs yesterday.
Because of asymmetrical risk taken by the producers to nove this
project forward, the state sought to provide nore opportunity
for them to capture the upside. G ven that the admnistration
t hought getting this infrastructure in place was critical to the
state, the admnistration believed the ternms worked out were
reasonabl e. Agreeing that various concerns have been expressed
by Al askans about these terms, M. Cdark specified that the
f oregoi ng was what was negotiated with the producers.

SENATOR W LKEN renarked that the industry standard for |ong-term
gas contracts - the reason for fiscal stability related to gas -
seens to be 20 years. Amendnent 1 provides 35 years of fisca

certainty, allowing 5 years for sanctioning, 5 for construction,

20 for the initial gas contracts and 5 left over for variables
not foreseen during the sanctioning or construction periods.

Opining that this is fair, Senator WIlken said this helps him
relate in the real world to the need for 35 years, whereas he'd
been unable to tell people why it was 45 years. He asked
whether this is the correct thing to tell people when they ask,

"Why 357"

SENATOR BEN STEVENS agreed it seens 35 years is a reasonable
amount of time for the state to consider certainty during the
first 20-25 years of revenue, incorporating 10 years of cash
outflow or expenditures, as well as a buffer of 3-5 years on
ei t her side. If it is shorter, it is an incentive. | f
unantici pated hurdles prolong it, there is no penalty. But it
mai ntains a reasonable anount of tine, the 20 years, to stay in
effect for FT commtnents and the financing as presented by
FERC, the industry and the consultants.

11: 03: 32 AM

SENATOR STEDMAN recal l ed discussion about these dates over the
past year. He surmsed that bringing this nunber down nore
substantially than  Amendnent 1 wuld <create additional
difficulty in negotiating the contract. He agreed that this
timefranme seens r easonabl e, and said It shoul dn' t be

unr easonabl e for the producers to agree to.

SENATOR BEN STEVENS enphasized that Sections 10 and 11 are
i nterrel at ed. Section 10 says the contract lasts from the
effective date through 35 years, but he suggested the first
10 years are neaningless because there is no revenue to the
state until the project is built; in Section 11, the first term
of fiscal certainty for oil is essentially neaningless as well,
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because there is no certainty until there is a sanctioned

proj ect . Wen the two are conbined, saying there is no
certainty on oil wuntil there is a project, the public can be
told that if a project is built, there wll be certainty;
otherwi se, the state hasn't commtted anything and thus there is
no risk to the state. He noted an exception: If the state
beconmes a partner in the limted liability conpany (LLC), there
will be a commtnent of upfront capital for design and

expansi on, and what ever obligations exist at that point.

He opined that there is no risk from passing either of his two
anendnents in the first phase of the project. Senat or Ben
Stevens explained that if there is a project and FERC issues a
certificate of public convenience, then phase two of Section 11
applies, which says certainty on oil wll last 14 years, unti
"expenditures equals revenues mnmnus corporate incone tax," at
whi ch point it changes.

11: 06: 32 AM

MR. CLARK didn't disagree, but asked that the basic econom cs of
the contract be considered. He explained that as the
adm nistration has negotiated these ternms, the various terns
have been "risked" by the producers. The overall econom cs
affect the producers' risk analysis and, consequently, their
deci sion on whether to proceed. The following wll affect their
risk assessnent: 1) having no fiscal certainty prior to project

sanction and 2) the shorter tine period.

He enphasized the admnistration's goal of getting the
infrastructure in place because of the tinmeline with respect to
the oil pipeline - projected to run out in 2030 - and the |ead
time to get a gas pipeline in place, about 10 years. "W are
playing wwth a narrow w ndow here," M. Cark cautioned.

11: 08: 24 AM

SENATOR BEN STEVENS acknow edged that Anmendnent 1, if passed,
would significantly affect negotiations. He nentioned the
fiscal interest findings, page 106, and read the follow ng,

suggesting this exenplifies why it would be a huge concern for
t he industry:

Firm transportation agreenent s are consi dered
liabilities to the shipper. These liabilities are
defined as probable future sacrifices of economc
benefits arising from present obligations of a
particular entity to transfer assets or provide
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services to other entities in the future as a result
of past transactions or events.

SENATOR BEN STEVENS indicated this was from the Financial
Accounting Standards Board (FASB) in 2000. He continued:

Such liabilities may not appear on the bal ance sheet
of the shippers per GAAP procedures. Whet her a debt
goes off balance sheet or not depends on whether the
length of the commtnent exceeds 75 percent of the
estimated economic |life of the asset or whether the
present val ue of the paynent exceeds 90 percent of the
fair market val ue.

He remarked that there is no question Anendnent 1 would change
the dynamics wth regard to FASB or generally accepted
accounting principles (GAAP), and how they'll be able to Iist
those liabilities on their balance sheets. Wth respect to the
concerns heard about the contract ternms, and trying to nove the
project forward, Senator Ben Stevens suggested it is prudent for
the state to allow certainty within the contract, but only in
the realm of what is believed acceptable and what falls wthin
the probability of financial realities of the project.

11: 10: 46 AM

SENATOR BUNDE spoke in favor of Amendnent 1 as a necessary
adj ust nent . He remi nded the producers that while they m ght be
used to intricate business deals, the state has a further
intricacy in having a "board of directors” of 630,000 residents.
Al though his constituents tend to be in favor of the oi

i ndustry, they are concerned about the certainty and its |ength.
If this period of certainty isn't changed so the public is nore
confortable, Senator Ben Stevens cautioned, it wll jeopardize
havi ng a successful contract.

SENATOR STEDVAN referred to Senator Ben Stevens' comments.
Questioning the inpact on the aforenentioned bal ance sheet wth
respect to the potential posting of a particular liability,
Senat or Stednman said those are normally handled as a footnote on
t he bal ance sheet. | nstead, he suggested the inpact on the
bal ance sheet wll be in booking those reserves; it wll all
flow back to the producers in the end, looking at the
subsidiaries and different |layers. Senator Stedman predicted it
will be a win-win situation when there is the ability to book
t hose reserves. As for shortening the tinmefrane, he reported
that the biggest concern voiced by people who' ve contacted him
is giving up the sovereign right to adjust the taxing authority
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as the legislature sees fit. He surm sed a shorter tinmefrane
woul dn't nmaterially affect the state's ability to secure
construction of the pipeline.

11: 14: 14 AM
SENATOR W LKEN recalled previous testinony that the critical
fiscal-analysis period is fromtoday until 15 or 20 years; this

is what makes or breaks a deal, given the "tine value" of noney,
and so both sides are focused on that first 15 or 20 years. He
suggested, therefore, that 90 percent of the effort and accuracy
shoul d be concentrated in that period; he asked to be corrected
if he was wong. Referring to previous discussion of
"reopeners,” Senator WIken cautioned that while he believes
this rubs sone of the edges off, he doesn't want people to
believe this takes care of the reopener issue; he indicated the
need to | earn nore about that issue.

MR. CLARK discussed the rationale for the additional tine. He
enphasi zed that the FT commtnent is what gets the gas pipeline

built. He said 2 years from now, when it gets to the open
season, and 6 years before the line is built - under the current
timeline in the summary of the Qualified Project Plan - the

state is asking the producers to take an FT conmitnent, a take-
or-pay contract. That is the period of probably 15 to 20 years.
However, the periods nust be added together to think about the
period during which there is that commtnent.

He explained that the additional period allowed by the state was
for the very point raised by Dr. van Murs yesterday wth
Senator Dyson: the opportunity for taking that risk, for
signing on 6 years ahead of tine for a take-or-pay contract.
M. Cark recalled that Dr. van Meurs had said those would
i mpact the conpanies $60 billion to $80 billion because of
maki ng that comm tnent. M. Cark noted that take-or-pay could
end up at a lowprice scenario or that there could be a
construction-cost overrun that justified the remaining term

11:18: 04 AM

CHAI R SEEKINS, follow ng sone questions to Senator Ben Stevens,
gave his understanding that Amendnent 1 provides certainty on
the tax rate for gas beginning with execution of the contract;
that remains in effect for a maxinmum of 35 years. For oil
however, certainty isn't established until such tine as there is
sanctioning of the project; then it goes into the fornula
established in Section 11.

SENATOR BEN STEVENS affirned that.
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CHAIR SEEKINS requested that Senator WIken perhaps create
anot her tineline chart for the commttee.

SENATOR W LKEN noted he was draw ng one al ready.

11:21: 04 AM

CHAIR SEEKINS asked whether Senator Elton nmaintained his
objection. [Senator Elton shook his head no.] He asked whet her
there was any objection to adoption of Amendnent 1. There being
no objection, it was so ordered.

The comm ttee took an at-ease from 11:21:41 AMto 11:27:55 AM

MR. CLARK advised nmenbers that his earlier statenent that the
Al aska State Legislature had never refused to pay a judgnment or
arbitrator's award m ght need correction. M. Erickson had just
brought to his attention several situations in which that m ght
have occurred, whereas a previous Departnent of Law survey at
M. Cdark's request hadn't reflected those. M. dark announced
that he would check the points raised by M. Erickson and woul d
correct his statenment on Monday, 7/31/06, if necessary.

SENATOR CGREEN recall ed one case that the |egislature had del ayed
a year or two.

MR. CLARK said he was aware of that one, but would check out the
ones raised by M. Erickson.

SENATOR BUNDE remarked, "W tend to pay our judgnents, whether

t hey make sense or not." He cited the exanple this year of
payi ng sonmeone a quarter mllion dollars after that person sued
the state for letting himkill his own father.

11: 29: 35 AM

SENATOR BEN STEVENS noved to adopt Anendment 2, which read:

AMENDMENT 2

OFFERED | N THE SENATE SPECI AL BY B. STEVENS
COWM TTEE ON NATURAL GAS DEVELOPNMENT
TO  CSSB 3002( NGS) ( 24- GS2095\ Q)

Page 8, following line 8:
I nsert new bill sections to read:

"* Sec. 14. AS 43.82.430(b) is anended to read:

SENATE NGD COW TTEE - 30- July 28, 2006



(b) After considering the material described in
(a) of this section and securing the agreenment of the
other parties to the proposed contract regarding any
proposed anmendnments prepared under (a) of this
section, if the <conmm ssioner determnes that the
contract is in the long-term fiscal interests of the
state, the conmm ssioner nay execute [SHALL SUBM T] the
contract [ TO THE GOVERNOR] .

* Sec. 15. AS 43.82.430(c) is anended to read:

(c) The comm ssioner's final findings and
determ nation under (a) of this section and decision
regardi ng whether to execute the contract under (b) of
this section are final agency decisions under this
chapter.

* Sec. 16. AS 43.82.440 is anended to read:

Sec. 43.82.440. Judicial review An [A PERSON
MAY NOT BRI NG AN] action chal | engi ng t he
constitutionality of a law authorizing a contract
devel oped under this chapter [ENACTED UNDER AS
43. 82. 435] or the enforceability of a contract
executed under a process authorized by [Al |aw may not
be brought J[AUTHORI ZING A CONTRACT ENACTED UNDER
AS 43.82.435] wunless the action is comenced wthin
120 days after the date that the contract was executed
by the state and the other parties to the contract.”

Renunber the followi ng bill sections accordingly.

Page 11, follow ng Iine 30:
I nsert new bill sections to read:

"* Sec. 24. The uncodified |aw of the State of Al aska
i s amended by adding a new section to read:

APPROVAL AND RATI FI CATION. The provisions of the
Al aska Stranded Gas Fiscal Contract between the State
of Alaska and BP Exploration (Al aska) |ncorporated,
ConocoPhillips Alaska, Incorporated, and ExxonMobil
Al aska Production, Incorporated, as amended to conform
to the provisions of this Act, are approved and
ratified.

* Sec. 25. The uncodified law of the State of Al aska
i s amended by adding a new section to read:

SENATE NGD COW TTEE - 31- July 28, 2006



SUSPENSI ON OF OTHER LAW The provisions of the
Al aska Stranded Gas Fiscal Contract between the State
of Alaska and BP Exploration (Al aska) |ncorporated,
ConocoPhil lips Alaska, Incorporated, and ExxonMobi
Al aska Production, Incorporated, as anmended to conform
to the provisions of this Act, are effective
notwi thstanding the provisions of any other [aw,
i ncluding AS 43.82.200 - 43.82.270. Any inconsistency
between the Al aska Stranded Gas Devel opnent Act (AS
43.82) and the fiscal contract executed under AS 43.82
are cured and authorized by this section.

* Sec. 26. The uncodified |law of the State of Al aska
i s anended by adding a new section to read:

ADVI SCRY VOTE. At the 2006 general election to
be held on Novenber 7, 2006, in substantial conpliance
with the election laws of the state, the Iieutenant
governor shall place before the qualified voters of
the state a question advisory to the governor and the
commi ssi oner of revenue. Not wi t hst andi ng ot her |aws
relating to preparation of the ballot proposition, the
guestion shall appear on the ballot in the follow ng
form

QUESTI ON
Shall the comm ssioner of revenue sign and nake
bi nding upon the State of Alaska the Al aska Stranded
Gas Fiscal Contract between the State of Al aska and BP

Expl orati on (Al aska) | ncor por at ed, ConocoPhi l l'i ps
Al aska, | ncor por at ed, and ExxonMbbi | Al aska
Production, |ncorporated?

Yes [ ] No [ ]

* Sec. 27. If secs. 14 - 16 and 25 of this Act take
effect, they take effect on the date that the director
of elections certifies the results of the 2006 general
el ection at which a majority of the votes cast on the
proposition favor execution by the comm ssioner of
revenue and binding effect on the State of Al aska of
the Alaska Stranded Gas Fiscal Contract between the
State of Al aska and BP  Expl oration (Al aska)
| ncor porated, ConocoPhillips Al aska, |ncorporated, and
ExxonMobi | Al aska Production, Incorporated.™

Renunber the followi ng bill sections accordingly.

Page 12, line 7:
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Delete "Sections 2 - 14 and 17 - 20"
| nsert "Sections 2 - 13, 17, and 20 - 23"

Page 12, following line 9:
Insert a new bill section to read:

"* Sec. 30. Sections 24, 25, and 26 of this Act take
effect i medi ately under AS 01.10.070(c)."

Page 12, |ine 10:

Del ete "This"
I nsert "Except as provided in sec. 30 of this
Act, this"

SENATOR BEN STEVENS objected for discussion purposes. He
described Amendnent 2 as a sinple but conplex amendnent. He
expl ained that proposed Section 14 goes back to |anguage in the
original bill introduced in 1998, saying the conm ssioner nay
execute the contract. Mentioning the point at which there is a

question of constitutionality, he said Section 15 just
reinforces that the conm ssioner's action is the final agency

action. Section 16 is a slight change to the judicial review
process; the phrase "process authorized by law' relates to what
is established in Sections 14-15 and the whole Act. It doesn't

shorten the period of tine, but says it may not be brought until
the final agency action is conplete.

He expl ained that the renai nder of Anendnment 2, a new concept to
be included in the process, adds ratification of the contract
upon a vote of the general public on Novenber 7, 2006.
Asserting there is a logjam and that the nmajority of Al askans
and Anericans want this project to nove forward, Senator Ben
Stevens opined that it is of national interest from a standpoint
of both security and econom cs. If the legislature passes this
Act, it gives the commissioner authority to execute the
contract, but it won't be ratified and the effective date won't
occur until the general public agrees this is the path to take.

11: 34: 38 AM

SENATOR BEN STEVENS further explained that if the public doesn't
agree at that tine, it will be back to square one. He'd cone up
with the concept in order to break the |logjam because he
believes this is a project of i Mmmrense conplexity and
uncertainty, and that the public is mred in mnutia. He
pointed out there is no way to be certain about what wll happen

10 years fromnow, at first gas. Calling this project a work in
progress, he acknow edged both the conplexities and certainties
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in the contract. Enphasi zing his belief that it should nove
forward, Senator Ben Stevens agreed with elevating this to where
every Alaskan of voting age has the ability to vote on it, in
spite of its uncertainties.

He gave sone history, noting people have nade lifetine careers
out of trying to nove this gas to narket. Senator Ben Stevens
told nenbers, "This is the closest we've ever cone." Referring
to multiple options presented over the years, he gave his view
that none of them in 30 years, were as conplete as this
project, which has: upstream fiscal certainty; a mechanism to
build and have access to a GIP; nethodol ogi es for expansion and
access by future participants; and a nethodol ogy and financi al
backi ng provided by Congress to build the line to Alberta or the
Lower 48. He reiterated his belief that the public has the
right to vote on it.

11: 38: 29 AM

CHAIR SEEKINS held Amendnent 2 over until Monday, 7/31/06.
Noting he woul d propose another anmendnent then, he explained its
concept. Referring to .230 of the Alaska Stranded Gas
Devel opnent Act ("Stranded Gas Act"), contract terns related to
hiring of Alaska residents and contracting wth Al aska
busi nesses, Chair Seekins advised nenbers that his new anmendnent

provi des the follow ng: Should the state acquire an ownership
interest in this project, in the contract the parties shall
agree to enter into negotiations for project |abor agreenents to
facilitate construction. To the extent it is lawful, the

parties would be required to include provisions in any project
| abor agreenent that would pronmote hiring of Alaska residents
and establish hiring halls in both the rural and urban
communities of the state.

He enphasized wanting to ensure the ability - to the greatest
extent of the law - to enploy Al askans first on this pipeline.
Chair Seekins clarified, however, that he doesn't want to create
a situation in which there is a requirement that they becone
"predatory on other enployees." Beyond hiring Al askans first,
under the terns of a project |abor agreenent, other requirenents
would stay as they are; he nmentioned requirenents for
advertising about the availability of positions. Wth respect
to extending this into the rural ar eas, Chair  Seeki ns
hi ghlighted looking to that |abor force to answer sonme of the
demand and to provide inconme to people in those comunities.

11:41:57 AM
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SENATOR GREEN announced she m ght not be avail abl e Monday. She
pointed out that in past discussion of bringing issues to the
people for a vote, it has been noted how terribly expensive and
unfair sone canpaigns are. She suggested it is a dangerous
path, since it cannot be determ ned whose noney will be placed
out there to change opi nions.

SENATOR STEDVAN noted he m ght not be avail abl e Monday either

CHAI R SEEKI NS announced that Monday there'd be a report fromthe
consultants, with questions and answers. Di scussi on of sone of
t he anendnents woul d then begin, but whether they would be voted
on he couldn't say. He provided further scheduling details.

11: 47: 22 AM

SENATOR BEN STEVENS reiterated earlier points regarding
Amendnent 2, adding his understanding that the deadline for
bal | ot | anguage is August 18. He enphasi zed the desire to nove
this project forward and to consider the option under
Amendnent 2. In response to Senator Stedman, he expl ai ned that
a notivation for introducing this has been the cost to the
state's econony of postponing the decision on this project
anot her year. The potential is to create sustainable investnent
in a project that wll Jlast 50 years. Wth postponenent,
however, the cost to the econony cannot be recouped between now
and the sanctioning date.

He explained that he isn't concerned as nuch about the costs to
the state's coffers, which he opined are awash with noney even
under the existing tax system but about Al askan workers, young
peopl e who want to nove to Alaska to find enploynent, as well as
children in Al aska's education system who want to stay and find
jobs in future years. That is what this initiative achieves
Senat or Ben Stevens concluded. It creates econony, spending and
grow h. Thus he urged acting on this provision now.

CHAI R SEEKI NS hel d SB 3002 over.
There being no further business to conme before the commttee

Chair Seekins adjourned the Senate Special Comrittee on Natura
Gas Devel opnent neeting at 11:52:30 AM
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