HOUSE FI NANCE COW TTEE
May 9, 2007
2:13 p.m

CALL TO ORDER

Co-Chair Chenault called the House Finance Comm ttee neeting
to order at 2:13:09 PM

VEMBERS PRESENT

Representative M ke Chenault, Co-Chair
Representative Kevin Meyer, Co-Chair
Representative Bill Stoltze, Vice-Chair
Representative Harry Crawford
Representative Les Gara

Representati ve M ke Hawker
Representati ve Reggi e Joul e
Representative Mke Kelly
Representative Mary Nel son
Representative Bill Thomas, Jr.

MEMBERS ABSENT

Representative Richard Foster

ALSO PRESENT

Pat Galvin, Conmm ssioner, Departnment of Revenue; Marcia
Davis, Deputy Conm ssioner, Departnment of Revenue; Marty
Rut herford, Deputy Comm ssioner, Departnment of Natura
Resources; Representative Paul Seaton; Representative Bob
Roses; Representative Mark Neuman

PRESENT VI A TELECONFERENCE

None

SUVVARY

HB 177 "An Act relating to the Al aska Gasline |nducenent
Act; establishing the Al aska Gasline |nducenent
Act matching contribution fund; providing for an
Al aska Gasline |Inducement Act coordinator; making
conform ng anmendnents; and providing for an
effective date.”

2:13:38 PM

HOUSE BILL NO. 177

"An Act relating to the Al aska Gasline |Inducenent Act;
est abl i shing the Al aska Gasline Inducenent Act matching
contribution fund; providing for an Al aska Gasline
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| nducenent Act coor di nat or; maki ng conform ng
anmendnents; and providing for an effective date."

Vice Chair Stoltze MOVED to ADOPT the work draft for HB 177
| abel ed 25-GH1060\V, Bullock, 5/9/07. There being NO
OBJECTION, it was so ordered.

Representative Gara asked which draft 1is before the
comittee. Co-Chair Chenault said it is the latest draft
the adm ni strati on has brought forward.

2:15: 52 PM

MARCI A DAVI S, DEPUTY COW SSI ONER, DEPARTMENT OF NATURAL
REVENUE, nade a conparison of the old House Resources CS,
version O, and the new House Finance CS, version V. MVs.
Davis referred to a mnor change on the bottom of page 1 of
version V. “To ship” was a correction because a producer
commts to ship gas to a gas pipeline system

Co-Chair Chenault introduced Conm ssioner Galvin and Deputy
Conmi ssi oner Marty Rutherford.

PAT GALVIN, COW SSI ONER, DEPARTMENT OF REVENUE, addressed
the changes in the new CS, version V.

Ms. Davis noted legislative legal drafting changes on page
2. She explained a change in Sec. 43.90.110 (1) (O that
relates to the manner in which the state provides matching
funds of up to $500 mllion. It defines what qualified
expenditures are. There has been sonme broadening of what a
qual i fied expense can be. Previously it had to relate to
the obtaining of the FERC or RCA certificate. It is now
recogni zed that there are other permts and requirenents
t hat would qualify.

2:23:28 PM

Ms. Davis pointed to drafting changes on page 3. She listed
itens that would not qualify, such as expenditures for work
product or assets that have be acquired or devel oped by the
licensee before the license is issued. Sec. 43.90.130 (2)
deals with a word change from “detailed” to “thorough” to
better conply with a FERC standard.

Ms. Davis explained that on page 4, subsections (C and (D)
contain edits from legislative |egal. The word *“thorough”
in subsection (i) was again changed from “detailed”. Page 5
includes a listing of all itenms that nust be included in an
application. In subsection (3) (B) is an inportant addition
which was included as a result of concerns expressed by
Trans Canada regarding pre-filing procedures before FERC
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2:26: 01 PM

Ms. Davis acknow edged drafting changes on page 8. She
poi nted to subsection (8), where a change is needed fromthe
word “owned” to “used”. Conmmi ssioner Galvin clarified that
the V version contains this change. Ms. Davis referred to
page 9 and the addition in subsection (16) of “rejection of
an application as inconplete, the”. She explained that this
is the provision that requires an applicant to waive the
right to file legal challenges against the application
process. The new wording narrows the focus. The wai ver
does not affect a party that is not an applicant.

Ms. Davis turned to page 10, subsection (20). It deals with
an applicant’s financial and technical ability, as well as
with the applicant’s safety, health, and environnental
conpl i ance. Representative Hawker asked if the word
“detail ed” belongs in the section. Ms. Davis explained it
is used in a different way here and is acceptabl e.

2:31: 04 PM

Ms. Davis spoke to Sec. 43.90.140, regarding the process
being fair to applicants. Al applications will remain
unopened until a specific date. There is a short period of
time in which requests for additional information are nade,
but no one can resubmt or change information. Subsection
(e) was added to nmke clear that once the applications cone
in they are available to the |egislature including conplete
and i nconpl ete applications.

Ms. Davis explained that Sec. 43.90.150 renoves a definition
of “proprietary or trade secret” and places it elsewhere
Previously all information of a w nning applicant would be
made public. Now, confidential information wll remain
confidential .

2:34: 56 PM

Ms. Davis discussed Sec. 43.90.160, which provides for
public review and coment. Subsection (c) adds a phrase
“when the comm ssioners determine the applications are
conplete”, and allows the legislature and their agents and
contractors, to see confidential information. Representative
Joule asked a question about the word “when” in the O
version of the bill, which changed to “after” in the V
version. M. Davis thought it was a drafting preference.

2:37: 15 PM

Ms. Davis turned to page 12, which shows the deletion of a
phrase. Representative Hawker agreed with the deletion and
surm sed that the |anguage was put there by one of the
potential applicants. Comm ssioner Galvin responded that
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the Ilanguage was put there by a legislator based on
testinmony fromthe Port Authority. The departnent di sagreed
wi th the anmendnent because of its questionable value to the
state. The | anguage nuddi ed the water.

2:39: 52 PM

Ms. Davis said page 13 has legal corrections and drafting
pr ef er ences. Sec. 43.90.190 changes the tinme period of 60
days to 90 days for the legislature to approve the issuance
of a license. Co-Chair Chenault thought 90 days was enough
time for the legislature to consider all of the bids because
there is tinme during the public process to evaluate them

2:42: 09 PM

Ms. Davis turned to Sec. 43.90.200, the tineline obligations
on the part of the applicant having received a FERC
certificate. She talked about subsection (a), which
descri bes when the applicant should accept the certificate.
In version Othere was a provision that the applicant had to
accept the «certificate after exhausting admnistrative
rights of appeal. In the V version, the reference to
“adm nistrative” was renoved, and “or earlier at the
licensee’s discretion” was added. Subsection (c) on page 15
contains a change which gives the licensee two years after
the effective date of the certificate or 5 years after open
season to get credit support. Subsection (f) references
when a FERC certificate is in effect.

Ms. Davis addressed Sec. 43.90.210 and a change on page 16.
What has been inserted is an exception for when a
nodi fication or amendnent is required because of an order or
requirenent of a regulatory agency with jurisdiction over
the project. Previously, it required if any nodification
in any way dimnished the net present value of the project
to the state, it resulted in the state’s inability to grant
or authorize that nodification. “Net present” was del eted
in front of value because there are other less restrictive
terms.

Comm ssi oner Galvin added that this change was not picked up
in Version V and woul d have to be corrected.

2:47: 00 PM

Representative Hawker enphasized that he had previously
raised these concerns and they were his own, not the
i ndustry’s. He enphasi zed that he has spoken with no one
about this |anguage. He related that he is a fan of AOGCC
as a checks and bal ance system He voiced concern wth
| anguage that puts side bars on AOGCC.

2:51: 13 PM
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Conmi ssioner Galvin agreed with Representative Hawker’s
concerns. The language in this section is not intended to
put any restrictions on AOGCC. A decision made by AOGCC
that ends up nmaking a |licensee change a project can be
accomodat ed by the comm ssioners. It is intended to ensure
i ndependence by AOGCC. Representative Hawker agreed that is
the intent, but thought the words did not allow for that.

Ms. Davis read the paragraph as it is intended to flow. The
second sentence clarifies that orders or requirenents of a
regul atory agency take priority. Representati ve Hawker
summari zed his understandi ng of the section. He suggested a
wor d change.

2:58: 23 PM

Representative Gara wanted to ensure AOGCC s authority is
what it should be. He gave an exanple. Conm ssioner Galvin
said that the departnment recognizes the potential problem
with AOGCC s off take rate. The adm nistration has put
forth a request for clarification on off take rate issues.

Representative Hawker concluded that the |anguage in Sec.
43. 90. 110 does acconplish the intended purpose.

3:02: 26 PM

Ms. Davis explained that Sec. 43.90.220 gives the state its
right to audit the records of a licensee and to participate
in the governing bodies associated with the project as it

pr oceeds. Subsection (c) deals with ensuring that the
conmmi ssi oners have the right to attend the governing body or
bodi es and receive relevant notices and information. She

referred to the top of page 17 and related an inportant
change that deals with not disclosing sensitive information.

Ms. Davis addressed Sec. 43.90.230, the license violation
secti on. Subsections (1) and (2) and (3) list when the
licensee is in violation of the license. Subsection (4) was
added to clarify the consequences of failure to accept a
certificate.

3: 06: 00 PM

Representative Kelly asked about Sec. 431.90.210 where
AOGCC s order could result in the project’s success being
di m ni shed. He wanted assurance that under girding all of
that was comm ssi oner approval. Comm ssioner Glvin assured
himit was so.

Ms. Davis said the changes on page 18 are style changes.

The change on page 19 is substantive and addresses a
concern. In dealing with abandonnment of project, subsection
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(c) is the definition that an arbitrator would use to
determine whether or not a project was uneconom cC.
Subsection (1) adds other “external” sources of financing at
the request of the producers. Represent ati ve Hawker noted
it is protection for any |large conpany. M. Davis said that
is correct. In response to a question by Representative
Hawker, Ms. Davis said it does provide credit support if
there are firm transportation conmtnents. Representative
Hawker opined that “external” was problematic. Ms. Davis
commented that “if the economcs determne that they should
be shipping, they won't be able to prove up el enent two.”

3:10: 08 PM

Ms. Davis turned to subsection (e). There was a deletion of
a provision in the O version that tal ks about reinbursenent
to a successful I|icensee who has established that the
project is not economc. The reinbursenent by the state to
such a licensee would have been for 50 percent of all
qgual i fied expenditures. In Version V this anmunt was
increased to all qualified expenditures.

Ms. Davis turned to deletions in Sec. 43.90.250 as shown on
page 20. The deletions relate to what the AG A coordi nat or
is entitled to receive.

Sec. 43.90.260, on page 21, addresses royalty inducenents.
In subsection (C) a reference to gas processing was nove
into another section. On page 22 in version O a provision
that provided for a royalty in kind, royalty in value,
el ection option that the shipper or resource owner that
makes a commtnent for capacity in the first finding open
season would have a right to elect to. They could elect to
require the state to take its gas in value. In turn, the
entity would agree to sell part of its gas instate, but
under terns that were equivalent to the value price that the
state would be receiving for its gas outside. The royalty
experts worked on this and found many problens. She
hi ghlighted various problens wth the nmechanism The
| anguage for that provision was del eted.

3:14: 55 PM

Ms. Davis drew attention to page 22, subsection (B)(2),
| anguage which provides nore detail and binders on what the
state needs to do with respect to ensuring that when it
makes its election for taking gas in kind, that it doesn't
create an wundue burden on producers relative to their
transportation costs. It was set forth as an earlier
direction to the Comm ssioner of Natural Resources, that
they not inpact transportation unduly and that they give
anple notice. This provision provides nore detail about the
first point.
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Representative Gara asked about the change on page 22,
whether it inpairs the state’'s ability to switch between
royalty in value or royalty in kind. M. Davis said it does
not. Conmm ssioner Galvin said it indicates a change in the
timng. The state may choose not to nake a switch. There
is a value to it and that’'s why it is being offered as an
i nducenent .

3:17:13 PM

Representative Kelly asked what the state’s prerogative in
the agreement is. Conm ssioner Galvin explained that there
are paraneters surrounding the state’'s ability to swtch.
The intent is to preserve the ability to switch, recognizing

that costs and risks are associated with that. It’s [imted
to only the gas conmitted in open season. Through the
structure of |eases and regulations will be protection to
ensure conpliance. Representative Kelly summarized that the
existing |lease nechanisns are in place until a nutually
acceptabl e agreenent replaces them Comm ssioner @lvin
clarified the structure. The terns of the |eases wll
remain until regulations are updated, then the |I|icensee
woul d have the option of taking the new |anguage. There

will always be a contract in place. M. Davis referred to a
new subsection (d) on page 24, which is to clarify the
definition of gas production tax.

3:21:40 PM

Ms. Davis discussed Sec. 43.90.330, inducenent vouchers. A
new subsection (d) was added to give it a parallel structure
to the requirenents that are inposed on resource owners
relative to receiving these types of benefits for royalty
and tax benefits. It sets up a nechani sm whereby the owners
agree not to oppose the rolled-in rate structures. The
correction on the bottom of page 25 was from |egislative
| egal and the attorney general’s office.

Ms. Davis noted that on page 26, Sec. 43.90.420 clarifies
that constitutional clainms by third parties would proceed
under existing admnistrative procedures. Representati ve
Gara asked if the intention is to have a 90-day statute of
limtations for challenging the statute on constitutiona

grounds. Ms. Davis explained that 90-day limt is for
constitutionality challenges for the chapter, the statute,
as well as for the issuance of a license. Comm ssi oner
Galvin noted that statutory or administrative appeals of the
deci sion could also occur. Ordinary citizens may want to
chal l enge. Admi nistrative appeals would occur 30 days from
the date of the decision. Constitutional appeals do not

generally have a tinefrane. The provision would provide a
timeframe for constitutional appeals.

3:25:15 PM
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Representative Gara asked if there is a limt to the appeal
period. He gave an exanple. Conmm ssioner Glvin reiterated
that statutory challenges to an agency decision are limted
to the 30-day tine period. He referred to a simlar
decision in Point Thonmson. The court dism ssed the appea
and noted that it needed to go through an admnistrative
appeal process, which is limted to the 30-day period.

Representative Gara continued to explain that conduct can be
chal l enged that is not covered by the statutory tine period.
He wanted further assurances that chall enges could not occur
years fromthe decision. Conm ssioner Galvin noted that the
provi sion has been well reviewed. The adm nistration wants
to limt and expedite review of an action against a
i censing process. The decision would be subject to the 30-
day challenge for statutory purposes and on constitutiona
basis, it would be 90 days.

3:29:07 PM

Representative Gara summrized that iif it is not a
constitutional <challenge it wuld be subject to the

Adm ni strative Procedures Act. He suggested the 90-day
l[imt be tied to the constitutionality of the chapter or the
legality or constitutionality of a |icense. Conmi ssi oner

Galvin further explained that the concern was that doing so
woul d nean an additional 90-day wait. He added that he felt
confortable with the current approach

Representative Gara wanted 100 percent assurance that the
30-day limt would apply. Comm ssioner Galvin assured
Representative Gara that he would recheck it wth the
Depart ment of Law.

3:32:10 PM

Ms. Davis said the bottom of page 26 was an inportant
addition which deals with the state’s conmtnent to provide
assurance to the licensee that it would be supported and not
have to conpete with a conpeting natural gas pipeline. | f
for any reason the state does deviate and support a
conpetitor’s project through tax, royalty, or nonetary
treatnment, if it makes that paynent as a result of that
violation, that payment wll be considered in full
satisfaction of all clains a |icensee would have that arise
out of that conduct by the state.

Ms. Davis explained that royalty and tax are purely royalty
and tax. Oher types of permtting are not preferential, so
| anguage was renoved to that effect. Added is subsection
(3) to make it clear that anything the state does wth
respect to reviewing, processing, facilitating permts,
rights of ways and authorizations for a conpeting natura
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gas pipeline, does not invoke the provisions of this project
assurance cl ause. This provision addresses industry
concerns that the state could not support other projects.

3:34:25 PM

Ms. Davis noted that on page 28, a definition section is
added. The definition of “anmended certificate” intends that
sonmeone does not get a certificate after the passage of the
license and creates extended deadlines. A definition of
“applicant” was added for clarity. A definition of “gas
treatnment plant” was added, as was a “net present value”. A
new definition of “point of production” was added on page
30. The definitions of “proprietary” and “trade secret”
were al so added to this section.

Ms. Davis related that on page 32 there is a reference to
the Public Records Act, which was anended. It clarifies
that “privil eged” was added.

Ms. Davis noted that a new section (8) was added at the
bottom of page 33, which clarifies that because AGA is
placed in Title 43 wunder the Departnent of Revenue's
jurisdiction, having this provision in Title 38 will allow
the Departnment of Natural Resources authority to adopt
regul ations to i nplenment AGQ A

3:36: 38 PM

Conmi ssioner Galvin indicated that the Departnent of Law
feels soundly that the Adm nistrative Procedure Act, which
requires a 30-day period for judicial review would pertain.
Any action brought outside of that would be dismssed on
procedural grounds.

Di scussion ensued regarding tinmelines for this |egislation.

ADJ OURNVENT

The neeting was adjourned at 3:40 PM
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