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DON BULLOCK, Attorney

Legi sl ative Legal and Research Services

Legi sl ative Affairs Agency

Al aska State Legislature

Juneau, Al aska

POSI TI ON STATEMENT: Provi ded an overview of CSHB 177(0&5 and
answer ed questi ons.

PATRI CK GALVI N, Commi ssi oner

Depart ment of Revenue

Juneau, Al aska

PCOSI TI ON  STATEMENT: During hearing of HB 177, answered
guesti ons.

ACTI ON NARRATI VE

COCHAIR CARL GATTO called the House Resources Standing
Commttee neeting to order at 1:02:51 PM Represent ati ves
Gatto, Johnson, Seaton, Roses, GQuttenberg, Edgnon, Kawasaki,
Kohring, and WIson were present at the call to order. Also in
attendance were Representatives Fairclough and Gardner.

HB 177- NATURAL GAS PI PELI NE PRQJECT

1: 03: 18 PM

CO CHAI R GATTO announced that the only order of business would
be HOUSE BILL NO 177, "An Act relating to the Al aska Gasline
| nducenent Act; establishing the Alaska Gasline I|nducenent Act
mat ching contribution fund; providing for an Al aska Gasline
| nducenent Act coordinator; making conform ng anmendnents; and
providing for an effective date.” [CSHB 177(0&35 was before the
conmm ttee.]
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1: 05: 08 PM

DON BULLOCK, Attorney, Legislative Legal and Research Services,
Legislative Affairs Agency, Alaska State Legislature, began by
stating that he 1is nonpartisan and is charged wth the
responsibility of drafting the legislation and any requested
amendnent s. He pointed out that the legislation was originally
drafted and introduced at the request of the admnistration.
However, once the legislation is in the Ilegislature, the
Legislative Legal and Research Services Division drafts the
amendnents and committee substitutes. He related that CSHB
177(0C&0E incorporates many changes that the admnistration
requested as well as anendnents requested by nenbers of the
House Special Comrittee on G| and Gas.

1: 06: 27 PM

CO CHAIR GATTO pointed out that the commttee packet should
i nclude a docunment from Governor Sarah Palin to Senate President
Lyda Green dated March 2, 2007. The conm ttee packet should
al so include an executive summary dated March 5, 2006.

1: 06: 55 PM
MR. BULLOCK informed the conmttee that questions regarding the

policy behind a certain anendnment or provision put forth by the
adm ni strati on woul d be best posed to the adm nistration.

1: 07: 31 PM

MR.  BULLOCK then proceeded to review CSHB 177(0&G). He
expl ained that Section 1 establishes a new chapter to Title 43,
which is the revenue and taxation title. This new chapter

includes provisions that: state the purpose of the Al aska
Gasline Inducenent Act (AG A); address the state's inducenent
for soneone to apply for and receive a license for the project,
including the cash incentive and the expenditures to which the

state will contribute; require that the conm ssioners of the
Departnment of Natural Resources (DNR) and the Departnent of
Revenue (DOR) act together jointly in pursuing |icensees and

reviewing applications; require the conm ssioners to start the
application process as soon as practical after the Act is
enacted; provide a list of equipnent and information that an
applicant nust submit to the state; establish the criteria which
the comm ssioners wll use to rank and evaluate each
application; and allow the public to conment. After the
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commi ssioners have reviewed all of the applications, they wll
reject those that weren't responsive to the request or don't
meet the statutory requirenents. Therefore, the conmm ssioners
will narrow the applicants dowmn to a group that satisfy the
application requirenents, although they may not necessarily be
in the best interest of the state. The conpl ete applications
are then placed before the public, after which the conm ssioners
narrow the group to a single applicant that it recommends to the
| egi sl ature for approval. The comm ssioners also have the
option to determine that none of the applications offer
significant benefit for the state to make the cash contribution.
In the aforenentioned situation, the conm ssioners have the
ability to start [a new application process]. If the
comm ssioners do find a satisfactory application that neets the
requirenents and is in the best interest of the state, notice is

sent to the presiding officers of the House and Senate. The
Rules Committee in each house wll introduce I|egislation for
approval .

1:10: 32 PM

MR. BULLOCK remnded the conmttee that HB 177 originally
provi ded 30 days to disapprove a |icense. If the legislature
didn't disapprove the |icense, the conm ssioners/state would be
able to issue the license and begin contributing to the

expendi t ur es. Now both CSHB 177(0&3 and its Senate conpanion
require affirmative approval by the |egislature. Therefore, if
the legislature doesn't take affirmative action to approve [a
license], then it's effectively disapproved. He highlighted
that CSHB 177(0&G5 requires a bill for approval and the Senate
conpanion requires the introduction of a resolution for
approval . M. Bullock opined that requiring an approving bil

is nost appropriate based on the State v. A L.I.V.E. Voluntary
case. When the legislature takes actions that inpact those
outside of its body, it nust be done through a bill rather than
a resolution. Because a bill [is required], there is timng
that is built into consideration of a bill. He acknow edged
that there have been discussions of tine limts, which is a
policy decision for the commttee to consider. He pointed out
that if a bill isn't passed, then a |license won't be issued and
thus the license fails. In such a case, there would the
opportunity for the licensee to raise the separation of powers
argunment. The separation of powers doctrine in the constitution
is based on Article 2, Section 1 - Legislative Powers and
Article 3, Section 1 - Executive Powers. If the l|egislature
doesn't act, the license is disapproved and the |icensee could
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go to court, under the executive branch's separation of powers,
to obtain the Iicense fromthe executive branch.

1:14: 48 PM
REPRESENTATI VE W LSON asked whet her including |anguage allow ng
the legislature to vote [on an application/license] anytime it's

call ed together for session would nake a difference.

MR. BULLOCK answered that it would. However, the requirenents
of three readings, referral to commttee, et cetera would

remain. Wth regard to the introduction of a bill, M. Bullock
suggested that the commttee should think about how much review
the commttee wants to give the |license itself. Thi s

legislation sets up a |lot of policy and directs the
conmi ssioners to review the net present value of the future cash
flow to the state and the I|ikelihood of success of the project.
M. Bull ock acknow edged that the conmttee does have the option
of including nore criteria and policy decision in the Act
itself, which may reduce the anmount of time that would be
necessary for the legislature to make its own decision regarding
whet her to issue a |license.

1:16: 37 PM

REPRESENTATI VE SEATON asked whether the bill is the only way to
go, and was the original tact of disapproval disregarded for
| egal reasons.

MR. BULLOCK answered that he didn't know. Wen the bill was
introduced it was a little nore consistent with the separation
of powers doctrine in that the legislature could review it and
it was an advisory request. The issue would only arise if the
| egi slature disapproved a license and the argunent is whether
it's the legislature's opinion or is binding on the governor.
If it's binding on the governor, then under the AL.I.V.E
Vol untary case it should probably be in the formof a bill.

1:18: 29 PM

CO- CHAIR GATTO asked whether it's a legal posture to say if
sonething isn't disapproved by default, it's approved. s the
| egi slative approval nmandatory and does it count if the

| egi slature sinply doesn't disapprove, he further asked.

VR. BULLOCK specified that wunder CSHB 177(0&5 if the
| egi sl ature does nothing, the Ilicense dies. The | egislation
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requires the legislature to take positive action to approve the
license before it can be issued. In further response to Co-
Chair Gatto, M. Bullock said that the original 1legislation
specified that if the legislature did nothing, that would be
deened to be approval.

1:19: 38 PM
MR, BULLQOCK, continuing discussion of the separation of powers

i ssue, pointed out that CSHB 177(0&35 establishes a coordinator
position in the governor's office. This position would "grease

the skids for the licensee; it's supposed to make sure that
state agencies aren't doing anything unnecessary to hold up the
project and to expedite, but still mke sure that all the
reviews are appropriate,” he said. This bill and the governor's
original bill required that the person appointed to this
position be approved by the legislature. There's a
constitutional issue because the constitution has been narrowy
construed to Ilimt those positions subject to |egislative
approval . M. Bullock clarified that this coordinator position

isn't the head of any agency, it's a position that has a job to
do. When thinking of a potential challenge, one nust identify

who would challenge the action. M. Bullock opined, "If the
governor's agreeing to this, this was the position of the
governor's bill, you can expect that [the legislature] will have
the say on the confirmtion. However, there's always the
possibility that if the governor were to feel that the

nom nation was unfairly rejected, then that would present the
separation of powers issues."

1: 21: 49 PM

MR, BULLOCK turned to another constitutional issue, which arises
in the statute of Ilimtations in which a challenge to the
constitutionality of the Act nust be brought within 90 days
after the license is issued. The question becones whether
something is constitutional if there's a challenge within a
certain period of tine. He said, "Cenerally, an issue |like that
doesn't die and there's also the Al aska Decl aratory Judgnent Act

in AS 22.10.020(g) ... requires an actual controversy." The
courts, he related, have been reluctant to issue declaratory
judgnents unless there's sonmething in controversy. In the case

of a constitutional challenge with regard to contracting away
the tax issue, there's the possibility that the courts could say
that since the taxes haven't been increased there is no
knowl edge as to the actual tax benefit "under that tax exenption
that the state basically guarantees that whatever the tax rate
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is at the beginning of the first binding open season, that
that's going to be the tax rate that applies to producers that
make a commtnent to ship through the pipeline for 10 years

So, the courts say, 'Wll, it's not ripe yet; let's see how it
works.' and then take the case ... would be outside the 90
days. " Al though there are issues wth the 90-day paraneter,

it's a good idea because timng is inportant to this matter.
1:23: 33 PM

MR. BULLOCK then turned to the severability section that the
adm ni stration requested be added. He said that all |egislation
the legislature enacts is presuned to have the severability
cl ause. The severability clause neans that if any provision in
an Act is found to be unconstitutional, the remainder of the Act
survi ves. However, at the same tinme one reviews severability,
one nust consider the inportance of the provision. If a
provision that's found to be unconstitutional is critical to the
entire project, the severability clause isn't of much help
because the project won't go forward.

1:24:19 PM

CO CHAI R GATTO asked then if M. Bullock is suggesting that the
90-day provision isn't necessary or that it should be included
with the hope that it isn't chall enged.

MR BULLOCK answered, "You don't decide constitutional i ssues,

but you can decide risks." Wth regard to the issue of
contracting away the tax, it has been said many tines that the
Supr ene Cour t Wil | be t he final arbiter regar di ng
constitutionality. However, the legislature would need to

deci de where to take the risk and the |ikelihood of success.
1: 25: 00 PM

REPRESENTATI VE GUTTENBERG related his understanding that those
who put in a proposal that's considered have to waive the right
to challenge. He asked if there's an ability to limt those who
don't put forth a proposal.

MR, BULLOCK directed the conmttee's attention to page 3, line
25. He pointed out that under the proposed AS 43.90.130 the
license itself is a contract. This section also includes the

commtnent that the applicant won't appeal if the application is
accepted or if the comm ssioners don't award an application to
anyone. The aforenentioned is a contractual provision between
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the state and the person who submitted the application. M.
Bul lock noted that anybody in the state has standing to
chal l enge the constitutionality of it and aren't bound by [the
af orenenti oned contractual provision]. Furthernore, certain
issues that are a matter of public policy may be chall enged.
The provision not to appeal only applies to the |licensee, which
is why sonmething simlar to the statute of limtations provision
is necessary to limt the period in which sonmeone can bring
forward a chal | enge, he said.

1: 27: 32 PM

CO CHAIR GATTO posed a scenario in which a |licensee has a side
agreenent wth a subcontractor, and asked if that would be an
adequate connection allowing a subcontractor to sue for |oss of
revenue or profit.

MR. BULLOCK expl ained that when the conmm ssioners evaluate the
applications they will review who the applicant is going to rely
on to carry the application forward. He then noted that the
commi ssioners can establish additional requirenents beyond those
specified in the |egislation.

1: 28: 23 PM

MR. BULLOCK, returning to Representative QGuttenberg' s earlier
comments, pointed out that the ability to waive the right to
appeal the award to another applicant is |ocated on page 8, |ine
22. At this point, the applicant is commtting to that. |If the
commttee desires to address that directly, as a condition of
receiving the license, the licensee could also be required to

have the subcontractors nmake the sane waiver. M. Bullock
opi ned that one nust ensure that the requirements don't becone
So onerous that no one applies. Therefore, there nust be a

bal ance with regard to the nunber of requirenents inposed.
1:29:50 PM

REPRESENTATIVE WLSON inquired as to how involved the
application is for the [state].

MR. BULLOCK explained that the plan in the bill is that the
commi ssioners wll issue a request for applications. That
request will have certain requirenents that the applicant wll
have to neet. There are also statutory requirenents that the
application nust neet, which nust be very conplete. After all
the applications have been received by the conm ssioners, the
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applications are reviewed per the requirenents. The applicants
that don't satisfy the requirenments are rejected by the

conmi ssi oners. Under proposed AS 43.90.140, on page 9, the
statute specifies that the conm ssioners can request nore
i nformation. Once those applications are conplete, the

information and applications are released to the public. After
public review, the applications are evaluated and ranked as laid
out on page 10, proposed AS 43.90.170. At this point, the
commi ssioners nake the decision based on what the applications

present . During this tine the commssioners review the
anticipated cash flow to the state, the net present value of
anticipated cash flow from the project, as well as the
i kelihood of success. At that point the information has to be
very conplete. In fact, the information probably has to be
conpleted prior to the notice for public comment because at that
point the applications that will be considered will have been
i dentifi ed.

1:33: 23 PM

MR. BULLOCK turned to the net present cash flow. He related
that the state's greatest interest in the gasline will be the
net back value on the North Slope. The netback value starts with
the price of the gas comng out of the pipe mnus the
transportation costs, which in the case of an over land route
woul d be the tariff while for a marine route it would be tanker
costs, liquefaction, the pipeline to the North Slope, and the
cost of the gas treatnent plant. M. Bullock pointed out that a
project that |ooks great for the pipeline conpany, their tariff
will guarantee a rate of return. However, there still may be no
wel | head value if the tariff is so high that it [surpasses] the
di fference between what the gas sells for after subtracting the
transportation costs. The aforenentioned is why so nuch of this
bill is ainmed at keeping the tariff down. One intent of the
bill is that the $500 million contributed by the state not be
included in the base that +the Federal Energy Regulatory
Comm ssion (FERC) or the Regulatory Conm ssion of Al aska (RCA)
will review when determning the tariff. He explained that the
pi peline owner is going to receive a certain return on his/her
costs, and therefore keeping the $500 mllion out wll reduce
the costs and keep the tariff down. He noted that the
comm ssioners wll also review the ability of whoever is
carrying the project forward to mnimze cost overruns. Anytine
there are costs, one nust keep in mnd the effect it wll have
on the tariff. Provisions in CSHB 177(0%5 relate to the gas
treatment plant on the North Slope, which is part of the tariff
and thus there are additional requirenents put in place by the
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committee that request nore information related to the netback
val ue. The netback value, he highlighted, is the basis for
determning the value of the royalty. Furthernore, wth the
petrol eum production profits tax (PPT) that's the starting point
for determ ning the taxabl e value of gas.

1: 35: 49 PM

CO CHAIR JOHNSON asked if by nmerely submtting an application
an entity gives up its right to appeal.

MR. BULLOCK responded, "That's the condition of this, that they
have to nmake that conmtnment in the application.”

CO CHAI R JOHNSON asked i f people can be deprived of due process.

MR. BULLOCK opined that the courts will have to decide that. He

pointed out that the courts will take into consideration the
fact that the legislature has said that it is a final action and
not subject to further approval. However, he nentioned that in
the K& Distributors case the courts said that if there is a due
process violation, it wll be reviewed because a person's
constitutional rights are separate from a |egislative enactnent
that doesn't allow an appeal. At the same time, there is a
presunption that what the |egislature passes is constitutional

Therefore, the <courts wll review and strictly construe a

provision to uphold its constitutionality while a due process
chal l enge may trunp a |l egislative prohibition

1: 37: 12 PM

CO- CHAIR JOHNSON said he envisions a situation in which soneone
submts an application that is rejected. He related his
under st andi ng that between the tinme the |legislature [receives an
application] and approves a contract, all the applicants that
weren't awarded could go to court before the legislature has the
opportunity to rmake the award.

MR. BULLOCK specified that the application is the conm tnment not
to protest, and therefore would apply to anyone who submits an
appl i cation. The conm ssioners have a |ot of discretion along
with some guidance. Wen the court reviews admnistrative
determ nations, it wll defer on factual decisions made by an
agency, the conm ssioners, so long as they are reasonable. | f
there's a flaw in the process, such as a due process issue, and
the consideration of the applications does violate due process,
then that becones a legal issue that the courts nust eval uate.
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He nmentioned that there would be constitutional issues that
overri de. Basically, if the |legislature does everything
reasonably and follows the procedures to which everyone has
notice, there won't be nmuch basis for appeal.

1: 39: 10 PM

CO- CHAIR JOHNSON expressed concern that the legislature is in
court before reaching the process or anyone submtting an
application based on denial of due process.

MR. BULLOCK said this is one of those issues on which one mnust
specul ate. He asked if including a provision in the application
requi renents woul d di scourage soneone from even taking the risk.
There may be those who are willing to take the risk and submt
an application, while retaining the ability to appeal based on
the constitutional right to due process. M. Bullock opined
that if nore than one application is received, Ilitigation of
various issues in HB 177 shoul d be expected.

1: 40: 26 PM

CO- CHAIR GATTO posed a scenario in which there's a wnning
bi dder and a license is issued, and asked if the w nning bidder
coul d back out at that point.

MR. BULLOCK pointed out that the legislation includes two
provisions that provide for revoking a license once it is
i ssued. One such provision is the abandonment provision, which
is based on whether the project is uneconomc. The other issue
in which the license could be termnated is if there's a
violation of the |icense agreenent. He noted that the state
makes assurances that benefits to a conpeting pipeline won't be
given. If the aforenmentioned is violated, there's a requirenent
that the state pay treble damages, which are based on the anount
of qualified expenses the |icensee spent. The license could
also be revoked if there has been a violation of the terns of
the license by the |icensee. The conmi ssioners will determ ne
whet her the violation has been cured, at which point the parties
can continue the project. The bill includes provisions for the
case of a revoked license such that permts and information
generated during the project will be transferred to the state.

1:42: 02 PM
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REPRESENTATI VE SEATON commented that there's a lot of case |aw
regardi ng nonresponsive bids being thrown out. He asked if
that's the point at which the state would be in court.

MR. BULLOCK replied no. By regulation, the comm ssioners are
required to set up informal appeal rights as specified on page
3, line 21, as foll ows:

(c) The provisions of AS 36.30 do not apply to
requests for applications under this chapter, but the
conmm ssioners shall adopt regulations that provide
pr ot est and appeal procedures relating to the
solicitation of the applications and award of a
license that are substantially simlar to the
provi si ons of AS 36.30.550 - 36.30. 699.

MR. BULLOCK opined that the aforenentioned provision along with
the commtnent not to appeal would preserve the applicants
adm ni strative appeal rights before the comm ssioners, but that
they wouldn't take it to court after that. That, he said, could
be made clear in the bill.

1:43:37 PM
REPRESENTATI VE GUTTENBERG i nquired as to the tineline, and asked
if the procedures have to be witten in regulations prior to the

i ssuance of request for proposals (RFP)

MR. BULLOCK answered that it could happen concurrently. He

noted that there are several places in the bill that require
regul ati ons. The adm nistration can provide a better idea of
the tinmeframe to do so. He recalled testinony [from the
adm nistration] that the hope is that there will be a licensee
in the next session. He then noted that there is a provision
for enmergency regul ations, which shortens the tinme period during
which regulations would be adopted. The PPT bill includes a

provi sion specifying that the agencies can adopt regulations
that are retroactive to the start date of the effective date of

the Act, provided that's specified. Therefore, sone of the
regul ations may not be conplete at the tine the applications are
received, but the regulations could apply |ater. O course,

there will be a timng issue, he acknow edged.
1:45:27 PM

REPRESENTATI VE ROSES recalled that M. Bullock said there would
be several issues that would probably end up being |itigated.
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MR. BULLOCK replied yes, adding that it depends upon where the
i nterest |ays. He identified the follow ng issues: separati on
of powers issues, legislative approval of [the I|icense] or
nom nee to t he coor di nat or, statute of limtations,
constitutionality of locking the tax benefit by contract. I n
further response to Representative Roses, M. Bullock related
that there are a nunber of provisions in the bill that address
possible [litigation. He related his wunderstanding that the
adm nistration offered a bill that tried to elimnate as many
possibilities of Ilitigation as possible. However, one nust
realize that there are parties that are directly connected to
the bill, the applicants, and their constitutional rights to due
process and fair consideration of the applicant. There are also
those who wll sinply have political differences wth the
process. M. Bullock enphasized his belief that it's inpossible
to stop litigation on a project this big. He opined that the
bill does as good a job as possible to avoid litigation or
lessen the issues that could be litigated. Gving the
comm ssioners discretion is helpful so that the action they take
can't be struck down so long as they acted reasonably and there
was a reasonable basis of what they reviewed to support their
deci si on.

REPRESENTATI VE RCOSES commented that he found confort in M.
Bul | ock' s comment s.

1: 49: 34 PM

MR, BULLOCK opined that CSHB 177(0&35 contains sone structural
I nprovenent s. For exanple, originally the coordinator position
and the intent that agencies expedite the review of anything
related to the license were noved into Article 2 since they were
directly related to the licensee. Another structural change was
to nove the earlier nmentioned abandonnent section of the bill to
the end of Article 2. The public review and comment was noved
ahead of the ranking and eval uation section by the comm ssioners
in order that the structure of the bill is consistent with the
intent for the public to review all the applications. M.
Bul | ock pointed out that CSHB 177(Q&3 includes a requirenent of
an applicant for a gas utility revolving |oan fund, which neans
that the applicant nust have five take-off points within the
state to provide gas to the state. The aforenentioned woul d
provide at |east one option for financing a utility to instal
gas lines for hone delivery.

1:52:14 PM
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CO CHAIR GATTO asked if the location of the five take-off points
are defined.

MR. BULLOCK said that the conmmttee [could craft |anguage]
specifying the location of the take-off points. He noted that
the bill includes references that as nore gas fields are
devel oped that there be in-take points along the Iine.

1: 52: 57 PM

CO CHAIR GATTO related his understanding that an off-take point
is nothing nore than a place where a valve is and asked if
that's correct.

MR BULLOCK deferred to DNR staff.
1: 53: 10 PM

REPRESENTATI VE GUTTENBERG pointed out that a provision of FERC
Order 2005 includes an in-state needs study. The provision
speci fies that any prospective applicant nust conduct or adopt a
study of gas consunption needs and prospective points of
delivery within the state. He asked if M. Bullock is aware of
t hat .

MR. BULLOCK said that he was aware of it. Furt hernmore, nmany of
the requirenents that are required to be submtted to the
commi ssioner are simlar to those in FERC s regul ations relating
to an open season. This Act is witten so that it could be
applied to either a project that is eventually offered to FERC
or that would be presented to the RCA He pointed out that a
license is a contract and thus regardless of the in-state study,
there would be five take-off points allowng people in the state
access to the gas.

1:54: 53 PM

REPRESENTATI VE GUTTENBERG questi oned whether it's an appropriate
section to have in AG A as well as the FERC st udy.

MR. BULLOCK acknowl edged that the commttee could do the
af orenent i oned. He pointed out that the commttee could also
make soneone else make the determ nation. Again, it's a
bal ancing act in which the state provides $500 nmillion and
pl aces requirenents [on the licensee]. The question is at what
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point would a potential applicant decide not to submt an
application because of the requirenents.

1:56:12 PM

REPRESENTATI VE GUTTENBERG opined, "The sooner sonething |ike
this is in consideration, the better off we would be as far as
t he study."

1:56: 27 PM

MR. BULLOCK, returning to the issue of whether the project is
uneconom ¢ or not, pointed out that one of the changes enbodi ed
in CSHB 177(0&05 is that an arbitration panel will be used. The
governor's bill was woriginally introduced such that in a
situation in which the comm ssioners believe a project is not
unecononmi ¢ and the licensee believes it is, the |licensee and the
commi ssioners would agree on a third party to nake a decision
He recalled that at the request of the adm nistration, the bil
was changed such that the aforenentioned situation would go to
an arbitration panel selected by the Anerican Arbitration
Associ ation. The decision of that panel would be filed in court
and be the decision that's acted upon. He noted that there are
provisions if the project is found to be uneconomic.

CO CHAIR GATTO rel ated his understanding that the aforenentioned
situation is when each side picks an arbitrator and the two
sides pick a third arbitrator to nmake the deci sion

MR. BULLOCK said he believes that's the case. He pointed out
that the abandonnment of a project is addressed in proposed AS
43.90.240 on page 16, line 24, in which subsection (b) is the
arbitration provi sion.

1:58: 28 PM

CO-CHAIR GATTO highlighted that the bill doesn't address
envi ronnmental consi derati ons. He posed a situation in which
there is a charge that the polar bears will suffer due to the
construction of the pipeline, which causes the pipeline to be
st opped hal f way. In such a situation, do the pipeline builders
take all of the <costs or does the state share in the
abandonment .

MR, BULLOCK opined that this bill is, in some ways, quite
narrow. This bill, he explained, solicits sonmeone that wants to

develop the project, obtain the financing, and live up to the
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requi renents and commtnents nmade in the application. The bil
includes a provision that if there is a state agency review ng
an environnental issue, it's to be done fairly and quickly in
order not to unreasonably hold up the project. He noted that
since it's a pipeline project, there wll be environnental
i npact statenents associated with it and addressed by other
environnmental and state |aws. The risk associated with any
project that could result in an environnental challenge aren't
addressed in this bill, which he said he didn't believe is the
pl ace to address it.

2:00: 26 PM

CO- CHAIR GATTO inquired as to what happens the day after this
bill is passed.

MR. BULLOCK highlighted that the effective date is an issue.
Section 6 of the Act says that it's the intent of the
| egislature that the request for applications be issued within
90 days. He suggested that the adm nistration be asked if it's
wor ki ng on that aspect already. In further response to Co-Chair
Gatto, M. Bullock related his understanding that the 60 days
for review cones after the applications have been received. The

time that 1isn't addressed in the bill is the time the
commi ssioners will set for the applications to be returned to
t hem The requirenents, he pointed out, seem to be quite
det ai | ed.

2: 03: 00 PM

CO- CHAIR GATTO surm sed then that in the worst case scenario 90
days is necessary to get it out, an undeterm ned anmount of tine
for the applicants to be returned, and a 60-day revi ew peri od.

MR. BULLOCK clarified that the 60-day period for public review
is after the conmssioners have determned that all the
applications are conplete. The initial application review by
the comm ssioners prior to [the 60-day public review period] is
in proposed AS 43.90.140 on page 9 and doesn't specify a tine
period. Therefore, that period is flexible.

2:04:24 PM
CO- CHAIR GATTO posed a scenario in which the comm ssioners

reject an application on the basis that it's nonconformng, but
a wi nner hasn't been sel ected. In such a situation, is there
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any reason that an applicant coul dn' t nodi fy  his/her
appl i cation.

MR. BULLOCK pointed out that those applicants that don't respond
adequately are "out." As long as an applicant has a conplete
application, that applicant will nove forward. Those applicants
wi thout a conplete application have an option to reconsider and
start the process over again.

2:05:15 PM

REPRESENTATI VE GUTTENBERG drew attention to proposed AS
43.90. 140, on page 9, line 19, and inquired as to the definition
of "tinely".

MR. BULLOCK expl ai ned that when conm ssioners send out notice of
the need for additional information, it specifies a response
tinme. Therefore, "tinmely" would be established by the two
conmi ssi oners.

2:05:50 PM

COCHAIR GATTO inquired as to what happens if the two
conmmi ssi oners di sagr ee.

MR. BULLOCK related his assunption that the boss of the

commi ssioners [the governor] would break the tie. He did
mention that by the time this goes forward there could be
anot her governor. He then noted that there are provisions of

the license that continue after the |icense has been issued.
M. Bullock opined that at sonme point, perhaps after 10 years
when the project has commenced operation, the license and terns
woul d probably just run out.

2:07: 09 PM

REPRESENTATI VE SEATON posed a scenario in which there is an
uneconom ¢ decision or an arbitration panel. He related his
under standi ng that the |anguage on page 17, line 22, neans that
a licensee can't pull the license but is required by the

contract to deliver the license if the state agrees to pay.

MR. BULLOCK noted his agreenment that the licensee is required to
give that information and the reinbursenent is based on the
qualified expenditures described in proposed AS 43.90.110. The
gqualified expenditures are what the state noney has gone to.
M. Bullock then related his belief that there could be a
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determ nation that the project is unecononic, which neans that
the state isn't involved, but the project itself could continue.
The legislation doesn't say that the pipeline itself is
unecononmic, rather it's whether it's unecononmic to the state to
keep paying noney or for the project applicant to continue to
have to neet the requirenents inposed as a condition of the
i cense. He noted that there's the possibility that the
pi pel i ne woul d continue without the restrictions of the |icense.

2:08: 56 PM

REPRESENTATI VE SEATON asked if the legislation should include
| anguage to preclude such a scenario and that a determination is
made regardi ng whether the state wants to do that.

MR.  BULLOCK acknow edged that it could be addressed. The
Senate's conpanion bill includes a statenent specifying that
AG A doesn't preclude soneone else from building a pipeline.
Wthin CSHB 177(0&Q3, if the inducenents offered in AGA are
offered to a conpeting pipeline, then this |license ends and the
state has violated its assurance. This bill, he opined, is
about inducenents that draw soneone to put a project together.

2:10: 37 PM

CO- CHAIR GATTO opined that he didn't foresee anyone |ending
nmoney [for a pipeline] wthout a firm transportation (FT)
conmi t ment . Therefore, he surmsed that wuntil transportation
commtments are obtained, there is no pipeline.

MR, BULLOCK deferred to DNR and the Departnent of Revenue (DOR).
However, he related his understanding that FT commitnents nean
that "they" are commtting to the capacity and even if they

aren't shipping gas, they are still going to pay noney to the
proj ect .
2:12: 23 PM

CO CHAIR JOHNSON asked if the Senate conpanion |egislation
allows for a conpeting pipeline by renoving the treble damages.

MR. BULLOCK enphasized that this Act is to offer state noney as
an encouragenment for soneone to nove forward with a pipeline and
in return for the state's noney there is the desire for certain
assurances that the [applicant] makes in the application. There
would still be gas on the North Slope and the need for the
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pipeline to be devel oped, he opined. As witten, this bil
doesn't preclude another pipeline from going forward.

2:13:44 PM

CO CHAI R JOHNSON asked if another pipeline would receive the tax
credits.

MR, BULLOCK replied no, those are the commtnents to a project
i censed under AdQ A In further response to Co-Chair Johnson,
M. Bullock said he didn't believe there is anything in AGA
that prevents a private entrepreneur from going forward with a
proj ect .

2:14:16 PM

CO- CHAIR JOHNSON recalled that in the original bill the pipeline
[coordinator] couldn't wutilize state agencies to assist other
pi pelines, which is no longer in CSHB 177(C&G . He asked if
anything in CSHB 177(0&35 prohibits the pipeline or a state
agency fromlending its assistance in forwarding a venture.

MR. BULLOCK pointed out that the assurances that the state makes
under AG A are on page 23, line 13. He highlighted the |anguage
on page 23, lines 16-21, which read:

|f, before the comencenent of comercial operations,
the state extends to another person preferential
royalty, tax, or nonetary treatnent for the purpose of
facilitating the construction of a conpeting natural
gas pipeline project in this state and if the |icensee
is in conpliance with the requirenments of the license
and with the requirenents of state and federa
statutes and regulations relevant to the project, the
licensee is entitled to paynent fromthe state ..

2:16: 08 PM

CO CHAIR JOHNSON posed a hypothetical situation in which three
or four years fromnow the |egislature decides it should revisit
the PPT and pass a law. He asked if the aforenentioned would be
construed, wunder AGQ A as an economc inducenent to build a
pi peline and the [state] would be forced to trebl e danages.

MR. BULLOCK answered that it could be. He pointed out that with
nonetary treatnent one nust review what is being given and
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whether it's for the purpose of the construction of a conpeting
pi peline. He characterized it as a judgnent call.

2:17: 08 PM

CO CHAIR JOHNSON asked if by attenpting to stay out of court,
the state is giving up its ability to change any taxes on the
North Slope for the next 10-15 years or when the pipeline is
started.

MR. BULLOCK said that if sonething the state does nonetarily
could be construed to violate the assurance, then the state
woul d have to pay danmages under this section. If it were a
general law, then arguably it wasn't for the purpose of
facilitating another pipeline. Wth regard to whether the state
is locking taxes, the only provision that attenpts to do so is
the tax inducenent that's offered to shippers. M. Bull ock
opined that he didn't believe what's being proposed could be
viewed as prohibiting the legislature from changing the tax
structure.

2:18: 35 PM

REPRESENTATI VE SEATON, referring to page 23, line 17, asked if
the | anguage "the state extends to another person preferential
royalty, tax, or nonetary treatnent” would nmean that the state
would be giving an inducenent to a conmpany or pipeline entity
solely as a preference. If the state decided to change its tax
or royalty treatnment, he opined that it wouldn't be a
preferential tax.

2:19:17 PM

CO- CHAIR JOHNSON posed a scenario in which "Craig's Pipeline
Conmpany" obtains the pipeline contract and the producers receive
a tax break even though they're not involved in the pipeline.
He asked if that is preferential treatnent to allow them to
construct a pipeline. As "Craig's Pipeline Conpany", he
contended that the aforenentioned wuld be preferential
treatment and would result in the conpany going to court.

REPRESENTATI VE SEATON said that would be the case if it's a
preferential tax for a pipeline. However, if it's referring to
the PPT or an oil tax change that inpacts the entire state or a
region, that wouldn't be a preferential tax.
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MR. BULLOCK said the aforenentioned are good questions for the
adm ni strati on. He then posed a scenario in which the route
that's selected is the in-state route with the |iquefaction of
natural gas and water-borne delivery. At some point, the state
may decide to pass a bill simlar to AGA that offers the sane
benefits. He opined that is what this [provision] is ained at.

2:20: 43 PM

CO- CHAIR GATTO, referring to page 23, line 16, inquired as to
t he meani ng of "commercial operations.”

MR. BULLOCK said that the term refers to sending gas down the
line, which is specified in the definitions section of the bill.
He pointed out that the definition refers to the gas that would
be subject to the tariff, not test gas.

2:21:19 PM

COCHAIR GATTO related his assunption that there's nuch work
that can be done prior to commercial operations. In fact,
during that tinme is when there's the secondary builder. He
asked if it's possible to sinultaneously have a 48-inch line

goi ng down the highway and a 16-inch line going to Val dez.

MR. BULLOCK responded that he didn't know. However, he pointed
out that one of the restrictions in the assurances is that a
conpeting natural gas project has to be capable of nore than 500
mllion cubic feet (ncf) and it has to be North Slope gas.
Therefore, it depends upon the size and throughput of the source
of gas.

2:22: 17 PM

REPRESENTATI VE GUTTENBERG rel ated his understandi ng that nothing
in AG A addresses property taxes and the waiver of property
taxes during construction. He asked if the aforenentioned is
assunmed to be excluded from this and that an applicant
interested in such would need to include such a provision in the
pr oposal .

MR. BULLOCK pointed out that the state does have a 20 mlls tax

on oil and gas property as specified in AS 43.56. This would be
a good question for the adm nistration.
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REPRESENTATI VE GUTTENBERG recalled that wunder the previous
admnistration's plan there was a study identifying pipeline
i npacts, which anounted to about $180 million.

2:23: 45 PM

CO- CHAIR GATTO nentioned that the state has had plenty of
experience wth the inpact of the Trans-Al aska Pipeline System
(TAPS) on conmunities. However, the inpact to comunities
occurs even before construction, although there's no revenue.

2:24:15 PM

REPRESENTATI VE GUTTENBERG recall ed that under TAPS there was an
exenption during construction, but inpact aide was available to
t he state.

MR. BULLOCK highlighted that one interesting provision in HB 177
is the provision that provides that a project |icensee would
benefit froma state training program That inducenent has been
changed in CSHB 177(0&35 by including a provision that requires
the conm ssioner of the Departnent of Labor & W rkforce
Devel opnent (DLWD) to develop a state training program which
could be construction jobs or jobs to operate the pipeline upon
its construction.

2:25:25 PM

CO- CHAIR GATTO surmsed then that there's no explanation as to
what is expected to happen, just that the DLWD conmm ssioner is
charged with that ability.

MR. BULLOCK noted his agreenment, and pointed out the |anguage on
page 24, line 21, proposed AS 43.90.470, which read:

The comm ssioner of |labor and workforce devel opnent
shall develop a job training programthat will provide
training for Alaskans in gas pipeline project
managenent, construction, operations, mintenance, and
ot her gas pipeline-related positions.

2:25:54 PM

CO CHAIR GATTO asked if the funding to do so would cone from
general fund (GF) nonies or would a funding bill be required.
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MR. BULLOCK indicated that the aforenentioned |anguage could be
the basis for another bill. However, there are already
institutions and other vocational schools that my design the
curriculum but there would be funding invol ved at some point.

CO CHAIR GATTO surmsed that there probably would be a fiscal
note submtted by the Departnment of Commerce, Comunity, &
Econom ¢ Devel opnent (DCCED) with regard to its part of this.

MR. BULLOCK said he isn't sure.
2:26:46 PM

REPRESENTATI VE W LSON rel ated her understanding that the federa
government has conmitted to helping Alaska with noney for that
when the tine cones.

CO CHAIR GATTO asked if there is a way to verify that statenent
MR. BULLOCK said that he would ask the comm ssioner of DLWD.
2:27:37 PM

CO CHAI R JOHNSON asked if anything in this legislation keeps the
$500 mllion or the matching funds from being wused for
vocati onal educati on.

MR, BULLOCK pointed out that in the proposed AS 43.90.110 there
are descriptions of the qualified expenses for which the state
wll pay. He directed attention to the provision on page 2,
starting on line 30. He related his understanding that the
| anguage nmeans to do those things necessary to go through the
first binding open season. He opined that the aforenentioned
section would directly include that.

2:28: 39 PM

CO CHAI R GATTO surm sed then that one could arguably say that it
isn't necessary to select Alaskans to help build the pipeline
and that it wouldn't be a necessary conponent of the bill.

MR. BULLOCK referred to page 8, line 18, paragraph (15), which
specifies that the applicant nust comrit to hire qualified state
residents for pipeline-related positions to the extent permtted
by | aw.
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CO CHAI R GATTO highlighted the word "qualified", and inquired as
to whether it's statutorily determned or is determned by the
person hiring the individual.

MR. BULLOCK expressed the need to train people in the skills the
enpl oyer needs.

2: 30: 32 PM

REPRESENTATI VE W LSON rel ated her understanding that sone of the
universities and technical schools in the state are already
ranmpi ng up and extending their prograns to offer certification.

2:31: 53 PM

REPRESENTATI VE GUTTENBERG referring to page 8 and the section
on local hire, pointed out that line 20 addresses businesses.
He asked if there are simlar local hire restrictions on
busi nesses.

MR. BULLOCK said that he would expect simlar scrutiny, although
it's generally subject to a | ower equal protection analysis.

2:32:44 PM

REPRESENTATI VE W LSON opined that there would be tines when it
woul d be nore costly to deal with a business in Al aska rather
than a business from sonewhere el se. Therefore, she suggested
that be given some thought if there is an effort to keep the
pi peline costs down in order to keep the tariff |ow

2:33:18 PM

CO CHAIR GATTO rel ated his understanding that the people who are
hired have to: 1) have a skill set; 2) pass a drug test; 3) be
avai l able to work during hunting and fishing season.

2:34:21 PM

MR. BULLOCK, in response to Representative Seaton, specified
that on pages 2 and 3, proposed AS 43.90.110(1)-(3) are three
i nducenents offered by the state. In further response, M.
Bul lock clarified that the structure of the proposed statute is
that (1)-(3) are paragraphs within subsection (a).

2:35:47 PM
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CO- CHAIR GATTO then turned attention to page 3, line 3, and
inquired as to the jurisdiction of FERC and the RCA

MR. BULLOCK pointed out that there are in-state tariffs that
would fall under the RCA and interstate tariffs that fall under
FERC. He related his inpression that the RCA would have
jurisdiction over the gas produced on the North Slope through
the in-state delivery points.

2:37: 08 PM

REPRESENTATI VE EDGMON returned to the vocational opportunities
and other benefits that would accrue to Al askans, and asked if
this bill speaks to opportunities along the entire pipeline,
i ncl udi ng areas outside of Al aska as well.

MR BULLOCK answered that it isn't based on |location so nmuch as

the project itself. If the selected project goes through
Canada, it would be subject to another nation's jurisdiction,
which is a matter the conm ssioners wll review M. Bull ock

clarified that it's focused on project work and to hire, when
possi ble, residents who are qualified to work on the project
wi thout identifying from where they would conme or where they
would actually perform the work. In further response to
Representative Edgnon, M. Bullock said that the commtnent to
hire qualified state residents, as related on page 8, describes
qualified state residents and the positions for which they would
be hired w thout specifying a |ocation.

2:39: 25 PM

CO- CHAIR GATTO related his belief that the pipeline wll be
constructed at four different |[|ocations sinultaneously. In
whi ch case, one segnent could be l|located entirely in Al aska and
anot her segnent could be located entirely in Canada and anot her

segnment could cross the border. The aforenentioned will create
a bigger demand for |abor, quicker use of materials, and nore
need for equipnent. However, that's a mnor inconveni ence when

considering that tine is noney.

REPRESENTATI VE GUTTENBERG noted his agreenent that there will be
many segnments of the pipeline going on sinultaneously.

MR, BULLOCK pointed out that the criteria the conm ssioners wl|
use relates to the likelihood of success. Furthernore, the net
present value evaluation criteria wll also relate to how soon
the pipeline will be built.
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CO- CHAIR GATTO opined that within the four separate sections
there can be 12 separate sections dependi ng upon the terrain.

MR, BULLOCK rem nded the commttee that the focus of the bill is
one project and the sections would be left to the |icensee.

2:41: 37 PM

MR. BULLOCK, speaking as the drafter, suggested that he can best
and nost expediently serve the commttee with anendnents that
are marked up clearly with regard to the concept on the working
docunent. He said that statutory |anguage isn't necessary as he
[and the other attorneys] would do their best in that realm

2:43: 27 PM

REPRESENTATI VE GUTTENBERG inquired as to how the chair intends
to proceed with HB 177.

2:43:35 PM

CO CHAIR GATTO announced that there's a schedule in which the
adm nistration will offer the next presentation. Co-Chair Gatto
pointed out that nuch has already been done on HB 177, and
therefore the comrittee has the opportunity to markup the bil
and pen questions for the admnistration. Co-Chair GGatto
announced his goal to try to get HB 177 to the House Finance
Commttee by the end of the follow ng week. He then sought any
commttee discussion regarding the information brought forward
t oday.

2:45: 01 PM

REPRESENTATI VE SEATON expressed concern with the structure of
the bill in which a bill is required to approve the contract.
2:47: 04 PM

PATRI CK GALVIN, Comm ssioner, Departnment of Revenue, explained
t hat with the original | egi sl ation, the admnistration
envi sioned that the |egislative process would be a safety val ve.
The legislative process provides the legislature the assurance
that if the conmi ssioner has nade a decision with which the
| egi sl ature doesn't agree, the |legislature would have the
opportunity to "put the breaks on it." Comm ssioner @Glvin
said, "W felt that it was a reasonable response to the concern
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to nove the project through that process, to allow the
| egi slature the opportunity to act to stop the decision, but
also to allow the legislature to let it go if there was no
opposition. And we wouldn't have to go through the exercise of
convening the body and going through the formal steps, if
everybody was in agreenent that the decision was proper."”

2:48: 09 PM

CO- CHAIR GATTO inquired as to how much tine is consunmed in the
process in which the | egislature doesn't do anyt hing.

COWM SSI ONER GALVIN answered, "There's 30 days." In further
response to Co-Chair Gatto, Comm ssioner Galvin agreed that if
the legislature neets on a date certain for only three days to

make the decision, it's ahead of everything. The question
becones what is the nore likely area of delay. If there is a
license that isn't likely to be opposed, then the 30 days

probably won't slow down the process. The concern is that even
if there's a 60-day deadline to approve the licensee, it nerely
means that the conm ssioners can start the entire process over
again if it doesn't happen within 60 days. "Clearly, if the
| egislature is basically trying to get to a decision, that 60
days is just going to pass and we're going to keep working to
try to get to a decision. W're not going to start the whole
process over again, if we're basically trying to work to a
resol ution.™ Therefore, he opined that by switching from the
structure of the legislature acting if it chooses to reject [the
licensee] to require the legislature to act in order to approve
the [licensee], the tineframe doesn't matter because the step of
| egi sl ative approval, no matter how long it takes, nust occur.
To sonme extent, the matter is in regard to what the appropriate
role of the legislature is in the decision-nmaking process at
t hat point. Comm ssioner Galvin said this is an area ripe for
di scussi on.

2:51:53 PM
REPRESENTATI VE GUTTENBERG rel ated his understanding that if the

| egi sl ature passes AG A, then the adm nistration goes out wth
an RFP. Once the RFPs return, the conm ssioners nake a deci sion

on the licensee and the first open season begins. He inquired
as to what occurs in the tine between when the licensee is
designated and the first open season. He inquired as to what

i nducenents would occur and for what reason.
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COM SSI ONER GALVIN stated that the qualified expenditures are
those that nove [the licensee] to certification fromthe FERC or
the RCA. As the engineering, field work, and cost estimates are

bei ng done, there will be the determination that there's enough
information to have the first open season. He noted that
different conpanies wll draw the line in different places

depending upon how much certainty is desired prior to the
initial open season. Wthin AG A the conpanies are allowed to
propose that. He recalled previous testinony on the bill in
whi ch sone conpanies have said they could have an open season
within nonths after expending tens of mllions of dollars, half
of which would be state dollars. However, ConocoPhilli ps
Al aska, Inc. said it wuld take them a couple years and
approximately $400 million in order to reach that initial open
season. Conmi ssioner Galvin said:

All of it is the sane type of work ... involved in
nmoving from a project on paper to ground-truthing it
and maeking sure that you actually have a good sense of
what your costs are going to be. But, it's just a
matter of how far the conpany's cone already, in terns
of work they've already done before they get the
license, how nmuch work they feel they need to do, and
how fine of a target they're willing to put on that
open season. And all that is subject to their own
di scretion and it's part of the proposal process.

2:54:54 PM

CO-CHAIR GATTO noted that he has been asked how each of the 20
requi renents woul d be wei ghed.

COW SSI ONER GALVIN clarified that the 20 requirenents are the
requirenents to be considered for evaluation. In the previous
conmittees, there was refinenent of the evaluation criteria such
that it has been narrowed down to the following two mgjor

criteria: net present value to the state, |ikelihood of
success. Wthin those two criteria, there's a breakdown of
criteria in order to provide the nore objective nunber for net
present val ue. The projects wll be ranked based on that
nunber, which will be weighted on the I|ikelihood of success.
Wthin the |ikelihood of success there are mnmany variables,

including work plans, permts, participants in an open season,
and when the open season is held. Al of those variables wll
be weighed against the net present value estinmate in order to
rank [the projects]. Comm ssioner @Gl vin opined that although
the way it has been re-structured will provide nore clarity with

HOUSE RES COW TTEE - 29- April 10, 2007



regard to how the analysis will be done, it will be a judgnent
call on the factors. Therefore, there will be a substantial
witten finding associated with explaining how the decision is
made.

2:58: 20 PM
CO- CHAIR GATTO inquired as to what is the tariff and the tax.
COMWM SSIONER GALVIN said that the answer is that AQA is

established to create an opportunity for the various comerci al
pl ayers who want to participate to provide the answer to those

guesti ons. The administration anticipates that it is going to
receive a reflection of the view of various conpanies on the
various aspects of the two different types of projects. The

adm nistration, he related, recognizes the need to get those
nunbers out on the table in order to review the range between
the different choices and the factors going into the various
estimtes and how nuch confidence can be had in any of those
esti mat es. Through AG A a project wll be selected that
provides the best balance in order to end up with the best
possible tariff structure.

3:01: 09 PM

COW SSI ONER GALVIN then turned to the tax, which is known and
specified in statute. The appropriate question is whether
that's the appropriate tax, which can't be answered at this
poi nt as i nformati on is still bei ng  gat hered. The

adm ni stration recogni zes, he said, that within AGA a point in
time has to be chosen in order to provide that predictability
and durability on the tax side. Conmi ssioner Glvin related his
belief that the state nor the producers want to lock into the
current tax, know ng that there's work to be done on determ ning

whether it's the appropriate tax. Therefore, the bill locks in
a rate that's in existence at the tine of the commtnent that
the Act tries to induce, which will be the tax at the time of
t he open season. In summary, Comm ssioner Galvin said that he
doesn't know what the tax and tariff wll be, but pointed out
that AGA will nove to the point of obtaining those answers.
3:03:11 PM

REPRESENTATI VE  SEATON asked if the intent is for t he
admnistration to set the tax rate at the tinme of the open
season.
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COM SSI ONER GALVIN said that the point of the bill is that at

the tine of open season there will be a tax rate established by
the legislature on the books. That tax rate will then be the
basis for the aforenmentioned durability. However, he nentioned
that there's no commtnent or expectation in the bill that there
wll be a change to the tax rate between now and the [open
season] .

3:04:19 PM

REPRESENTATI VE SEATON surm sed then that the intent of the
legislation is that the legislature will set the tax rate. He
then inquired as to the royalty rate.

COMM SSI ONER GALVI N specified that the royalty rate is the rate
that's established in the |eases, which isn't changed by the

bill. The royalty rate is a contractual right that the conpany
will have in place fromexisting | eases or will have from | eases
that are obtained. The bill doesn't attenpt to change the

royalty rate, although there are changes offered with regard to
the treatnent of royalty valuation that's alternate from what
exists in current |eases. He noted that there's another option
to change the way that royalty in-kind and royalty in-value
swtching can be done by the state. O her than those two
potential changes in the |lease, there's no other proposed change
in the royalty structure.

3:05:47 PM

REPRESENTATI VE SEATON expressed concern that the criteria and
the valuation criteria don't include environnental criteria. He
requested that the aforenenti oned be addressed tonorrow in |ight
of the recent Supreme Court decision. He also requested that
tomorrow there be discussion regarding retaining fugitive
met hane and ot her green house gas.

3:07:25 PM

CO CHAI R GATTO said he expects that the federal governnment wll
have a carbon tax and carbon caps in place long before the
pipeline is built. He suggested that the aforenentioned wll
change the tariff and the netback.

3:08: 20 PM

COM SSI ONER GALVIN said that [the adm nistration] is working on
the best way to instill those concerns and values in the bill to
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nmake the project as environnmentally friendly as possible. I n
the end, the biggest selling point for this project is that it
provides a source of fuel that wll hopefully be available to
repl ace other sources currently being used and will ultimtely
be recogni zed as a solution to sone of the concerns raised.

[HB 177 was hel d over.]

3:09: 05 PM

ADJ QURNVENT

There being no further business before the commttee, the House
Resources Standing Commttee neeting was adjourned at 3:09 p.m
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