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MARCI A DAVI S, Deputy Conmm ssi oner

Depart ment of Revenue (DOR)

Juneau, Al aska

PCSI TI ON  STATEMENT: During hearing on HB 177, answered
guestions and presented a step-by-step conparison of the
proposed CS for HB 177, Version K, to CSHB 177(0C&35, including
references to the Senate's version of the Alaska Gasline
| nducenent Act.

ANTONY SCOTT, Commerci al Anal yst

Commerci al Section

Central Ofice

Division of Ol & Gas

Department of Natural Resources (DNR)

Anchor age, Al aska

PCSI TI ON  STATEMENT: During hearing on HB 177, answered
questions regarding the Al aska Gasline | nducenent Act.

PATRI CK GALVI N, Commi ssi oner

Departnent of Revenue (DOR)

Juneau, Al aska

PCSI TI ON  STATEMENT: During hearing on HB 177, answered
guestions and presented information regarding the various House
and Senate versions of the Alaska Gasline |Inducenent Act.

JOE BALASH, Special Staff Assistant

O fice of the Governor

Juneau, Al aska

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

ACTI ON NARRATI VE

COCHAIR CARL GATTO called the House Resources Standing
Commttee neeting to order at 2:11:29 PM Represent ati ves
Gatto, Johnson, W ]Ison, Seaton, Roses, Cuttenberg, Edgnon, and
Kawasaki were present at the call to order.

HB 177 - NATURAL GAS PI PELI NE PRQJECT

[ Cont ai ns di scussion of SB 104, conpanion bill to HB 177.]
2:11: 41 PM
CO CHAIR 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 Inducenent Act
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mat ching contribution fund; providing for an Al aska Gasline
| nducenent Act coordinator; naking conform ng anmendnents; and
providing for an effective date." [Before the conmmttee was
CSHB 177( 080 . ]

2:11:51 PM

COCHAIR JOHNSON noved to adopt the proposed conmttee
substitute (CS) for HB 177, Version 25-GH1060\K, Bullock
4/ 24/ 07, as the work draft. There being no objection, Version K
was before the conmttee.

CO CHAIR GATTO explained that Version K incorporates the
commttee nenbers' anmendnents to CSHB 177(0&05 that were adopted

on 4/23/07, as well as certain of the [admi nistration's]
suggested anendnents that were deferred because of the
difficulty in deciphering them separately. He stated that
Marcia Davis will review Version K for the comrittee and explain

t he substantive changes.
2:13:31 PM

MARCI A DAVI S, Deputy Conm ssioner, Departnent of Revenue (DOR),
explained that nmany of the adm nistration's suggested changes
were intended to nmake the House and Senate versions of the bil
nore simlar, mnus key policy or substantive differences. She
relayed that the drafter favors the language in the House
version of the bill, and that he did not automatically
incorporate each of the administration's suggested anmendnents
into Version K

M5. DAVIS then explained that the title of Version K no |onger
contains the clause, "establishing the gas utility revolving
| oan fund;".

[Following was a brief discussion regarding how the committee
woul d be proceedi ng. ]

2:18: 38 PM

CO- CHAI R JOHNSON noved to adopt a proposed anendnment as foll ows:

Page 1, line 4, after "coordinator;"
Insert "establishing the gas utility revolving |oan
fund;"

CO- CHAI R GATTO obj ect ed.
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CO CHAIR JOHNSON argued that it is appropriate to |eave the gas
utility revolving loan fund in the bill

M5. DAVIS, in response to a question, said that the gas utility
revolving loan fund is addressed in CSHB 177(0&35, from page 28,
line 28, to page 30, line 15.

REPRESENTATI VE KAWASAKI, in response to a further question,
explained that the gas utility revolving loan fund was an
anmendnent added in the House Special Committee on GOl and Gas
and that the fund would fall under the Al aska Energy Authority.

CO CHAIR GATTO said that he disagrees with Co-Chair Johnson's
proposed anendment because the Alaska Gasline Inducenment Act
should remain solely that; the concept of a revolving |oan fund
could instead be offered by soneone as a separate bill.

REPRESENTATI VE SEATON concurr ed.

REPRESENTATI VE GUTTENBERG sai d he opposes the proposed anendnent
because he is looking for a way to draw people back to the
table, after the Alaska Gasline I|nducenment Act (AG A) passes,
for the purpose of «creating an opportunity for Alaskans to
benefit fromthe gas |ine.

CO- CHAI R GATTO nmi ntai ned his objection

REPRESENTATI VE EDGMON concurred that the subject should be
addressed via a stand-al one piece of |egislation, adding that he
would be interested in looking at such legislation in the
future.

CO CHAI R JOHNSON wi t hdrew hi s proposed anendnent.
2:25:31 PM

M5. DAVI S expl ai ned that proposed AS 43.90.100 - found on page 2
now contains a new subsection (b) which states, "(b) Nothing in
this chapter precludes a person from pursing a gas pipeline
proj ect independently from this chapter.”; and that proposed AS
43.90.110(a)(1) - found on page 2 - now contains the clause,
"the paynment period my be extended under an anendnent or
nodi fication under AS 43.90.210;". In response to questions,
she relayed that proposed AS 43.90.210 is |ocated on page 15,
lines 19-29, of Version K Under that provision, she said,
there are now three situations in which a project plan can be
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nodi fi ed: it inmproves the net present value (NPV) of the
project to the state; it is necessary because of an order issued
by the Alaska Ol and Gas Conservation Comm ssion (AOSCC); or
the change is needed because of changed circunstances outside
the licensee's control and not reasonably foreseeabl e.

2:27:55 PM

M5. DAVIS then drew attention to |anguage on page 3, line 5,
"certificate of public convenience", and requested that the
wor ds, "or anmended certificate" be i nserted bet ween
"certificate" and "of". This way, she said, [a particular cost]
could be considered a qualified expenditure should TransCanada
Pipeline Limted be a successful applicant. She expl ai ned that
[the existing] |anguage occurs in three places in the bill and

that the additional |anguage was added in the other two places,
but was inadvertently overl ooked here. She said it is |anguage
that was recomended by the adm nistration.

REPRESENTATI VE SEATON noved to adopt [Anendnent 18] as foll ows:

Page 3, line 5, after "certificate"
| nsert "or anended certificate"

There being no objection, [Amendnent 18] was adopt ed.
2:29:25 PM
M5. DAVIS turned attention to paragraph (3) on page 3, lines 13-

15. She said this relates to the benefits of a qualified job
training program and is the third inducenent to a pipeline

appl i cant. However, she explained, this particular section was
renoved in the Senate version of the bill because the state did
not want it to be construed that job trainees can only work on
the AG A pipeline and not any ot her pi pel i ne. The
adm ni stration reconmends deletion of this particular section,
she said. Language regarding the job training program -
proposed AS 43.90.470 - is located on page 28, lines 8-11, of
Ver si on K

REPRESENTATI VE SEATON noved [ Arendnent 19] as fol |l ows:

Page 3, lines 13-15
Del ete all of paragraph (3)

There bei ng no objection, [Anendnent 19] was adopt ed.
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2:31:49 PM

M5. DAVIS then relayed that the substantive change to proposed
AS 43.90.120 was the deletion of the clause: ", but the
commi ssioners shall adopt regulations that provide protest and
appeal procedures relating to the solicitation of t he
applications and award of a license that are substantially
simlar to the provisions of AS 36.30.550 - 36.30.699". She
poi nted out that proposed AS 43.90.130(2) now contains - on page
4, lines 1-3 - the words: "which may include multiple design
proposal s, including different proposals for pipe dianeter, wall
t hi ckness, and transportation capacity, and which shal

i ncl ude". Furt hernore, subparagraph (A), via the deletion of
the words, ", which my not be the route described in AS
38.35.017(b)", no longer disallows an "over-the-top route" for
t he pi peline.

CO- CHAIR GATTO indicated that the latter change is of concern
because although an "over-the-top" pipeline route is currently
prohi bited by federal law, that could change.

REPRESENTATI VE SEATON noved Anmendnent 20, which read [origina
punct uation provided]:

Page 4, line 4: After "pipeline"
I nsert ",which may not be the route described in
AS 38.35.017(b)"

There being no objection, Arendnment 20 was adopt ed.
2:35:13 PM

M5. DAVIS nentioned that proposed AS 43.90.130(2)(B) requires
applicants to provide the location of receipt and delivery
points, and their size and design capacity, except that this
information is not required for in-state delivery points. The
reason for this exception, she explained, is that the five
"offtakes” wll be difficult to identify with any degree of
specificity because negotiations in this regard wll not have
occurred prior to the filing of applications. However, it was
|ater realized that an application for an in-state pipeline nmay
be received wherein the applicant's in-state delivery points are
known and quantifiable, and so the state would want to | ook at

that in the application. The Senate bill currently provides for
this scenario by including a clause that states, "unless the
application proposes specific in-state delivery points". Ms.
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Davis proposed the addition of this clause to the House version
of the bill.

2:38: 06 PM
REPRESENTATI VE GUTTENBERG noved Anendnent 21 as foll ows:

page 4, line 8, after "points”
insert: "unless the application proposes specific in-
state delivery points”

There being no objection, Arendment 21 was adopt ed.
2:38:45 PM

M5. DAVIS noted that proposed AS 43.90.130(2)(D) now also
contain the language, ", inplementing practices for controlling
carbon em ssions from natural gas systens as established by the
United States Environnmental Protection Agency". Furt her nor e,
proposed AS 43.90.130(2)(D)(ii) no longer contains the words:
"pipeline route, system and capacity proposed to bring North
Slope gas to tidewater, including a description of". She said
this wording was renoved because it was duplicative of the
pipeline route requirenents outlined wthin subparagraphs (A,
(B), and (O).

2:40: 02 PM

REPRESENTATI VE SEATON voiced his concern that there is nothing
that specifically requires the pipeline section tariffs and
rates to be outlined.

REPRESENTATI VE SEATON noved Conceptual Amendnent 22, which read
[original punctuation provided]:

Page 4, line 28, after "gas,"

Insert "a detailed description of all pipeline
access and tariff ternms that the applicant would
propose to offer,"”

M5. DAVI S suggested that the anendnent instead be inserted under

subparagraph (C) after the word "project” on line 10. Thi s
woul d best address Representative Seaton's concern of ensuring
that all projects are captured, she advised, because sub-

subparagraph (ii) could be interpreted as being only a project
that goes into or through Canada, as well as only a liquefied
natural gas (LNG project, and sub-subparagraph (i) would be
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only a Canadian "through-put project.” She said that there
could conceivably be another project that mght not be covered
under either sub-subparagraph

[ This suggestion was treated and adopted as an anendnent to
Conceptual Amendnent 22.]

REPRESENTATI VE ROSES pointed out that simlar |anguage is
already | ocated on page 4, |lines 24-26, and suggested that this
duplicative | anguage should be deleted fromthat |ocation.

[ This suggestion was treated and adopted as a further anmendment
to Conceptual Anendnent 22, as anended. ]

CO- CHAIR GATTO asked whether there were any objections to
Conceptual Amendnent 22, as anended. There being none
Conceptual Anmendnent 22, as anended, was adopt ed.

2:45:57 PM

M5. DAVIS explained that the |anguage, "for the transportation
of liquefied natural gas in interstate commerce if United States
markets are proposed” - found on page 5, lines 11-12, in
proposed AS 43.90.130(2)(D)(ii) - was added for clarity
regarding the jurisdiction of the Federal Energy Regulatory
Comm ssion (FERC) in LNG situations.

CO- CHAIR JOHNSON inquired as to which agency, the Regulatory
Comm ssion of Alaska (RCA) or the FERC, would have jurisdiction
if the pipeline traverse an all-Alaska route and the gas is
exported to a foreign country.

M5. DAVIS said she believed there was testinony fromthe FERC to
one of the comnmttees that it would be the agency having
jurisdiction over the LNG portion.

REPRESENTATI VE GUTTENBERG asked if this neans that someone who
brings and sells gas to an LNG plant in Valdez is regulated
under the FERC if the LNG plant then sells it elsewhere in the
[United States] nmarket.

M5. DAVIS explained that "foreign" comerce is not within the
purview of the FERC, but "interstate" comerce is. She said
t hat t he qual ification of "interstate commer ce" for
transportation of LNGis the basic prem se of FERC jurisdiction.
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REPRESENTATI VE GUTTENBERG asked if this would still be the case
if soneone sells the gas in-state to sonebody el se.

CO CHAI R GATTO surm sed that any oil, for exanple, taken out of
the pipeline and used in-state is regulated by the RCA, and that
any oil put onboard a tanker is regulated by the FERC

REPRESENTATI VE SEATON argued that that is only correct if the
gas on the tanker goes to the United States and not overseas.

CO CHAIR GATTO cl arified that he was referring to oil.

REPRESENTATI VE GUTTENBERG surm sed that one reason why the oil
m ght be considered "interstate" is that it is wvertically
integrated with the shippers, so it is all basically one process
to get it to the Wst Coast, and so the FERC clearly covers
t hat .

REPRESENTATI VE SEATON stated that there are export controls on

oil, not on natural gas. According to previous testinony, he
said, the control on natural gas applies if soneone uses the $18
billion |loan guarantee, and that that is when it needs to be in
the United States; however, if the $18 billion |oan guarantee is

not used, then the gas could be exported to sonme other nmarket.

M5. DAVIS, in response to a question, said that the Kenai LNG
plant is under FERC jurisdiction and that there are limtations
on what can and cannot be exported. She offered her belief that
there is extensive control on LNG export through the FERC.

2:50: 31 PM
REPRESENTATI VE W LSON noved Anendnent 23 as foll ows:

Page 5, line 12, after "conmerce"
Delete "if United States markets are proposed”

M5. DAVIS explained that that |anguage clarifies when the
provi sion woul d apply.

REPRESENTATI VE W LSON wi t hdrew Anendnent 23.
M5. DAVIS renmarked that she is not a FERC expert and so is
hesitant to say that something is necessary when the experts

have proposed certain | anguage. She then noted that proposed AS
43.90.130(3)(B)-(C) - located on page 5, lines 20-27 - are the
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two sections that require the applicant to initiate action with
the FERC regarding the certificate or anended certificate.

2:52:56 PM
M5. DAVIS referred to proposed AS 43.90.130(7) - |ocated on page
6, line 22, through page 8, line 8 - and said that extensive

revisions and additions were nmde to these provisions.
Paragraph (7) pertains to the commtnent by the applicant to
propose and support the handling of expansion costs in front of
FERC, she expl ai ned.

CO CHAIR GATTO commented that the inportant words in those
provi si ons are "expansi ons", "rolled-in rates"”, and
"increnental ".

MS. DAVIS pointed out that one key change was intended to ensure

t hat "expansion cost" included "fuel cost", and that another key
change was dividing the cap on the maxinum recourse rate into
three categories. Regarding the use of "115" percent in sub-

subparagraph (iii) versus the use of "15" percent in sub-
subparagraphs (i) and (ii), she explained that it involves the
way 115 percent works with the wei ghted average.

CO CHAIR GATTO commented that the commttee can live with the
percentages as they are because it is just a question about
continuity. Since it involves a volunme weighted average of all
rates collected, it seens like it is a mathematical expression
that demands a total rather than a percent above, he surni sed.

The House Resources Standing Committee was recessed at 2:57 p.m
to a call of the chair.

CO- CHAIR GATTO called the neeting back to order at 5:36 p.m
Present at the call back to order were Representatives Gatto,
Johnson, W/ son, Roses, Seaton, Edgnon, and Cuttenberg.

REPRESENTATI VE ROSES, in response to a comment, suggested that
there is no need to change the percentages outlined in sub-
subparagraphs (i)-(iii) of proposed AS 43.90.130(7)(B) because
bot h percentages nean the sanme thing. The reason that they are
using 115 percent of the volunme-wei ghted average, he surm sed,
is because there is a mathematical formula by which one weights
sonet hing, he said, and opined that it rmakes no difference which
percentages are used, the result is the sane.

5:40: 01 PM
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ANTONY SCOIT, Commercial Analyst, Comrercial Section, Central
Ofice, Dvision of Ol & Gas, Departnent of Natural Resources
(DNR), referred to the questions raised earlier about the

| anguage on page 5, lines 11-12 - which states, "for the
transportation of liquefied natural gas in interstate comrerce
if United States markets are proposed” - and explained that gas

which noves in interstate commerce is "econom cally" regulated
by the FERC. He gave a hypothetical exanple of a project that
transports gas by pipeline to Valdez where it is |iquefied, put
on tankers, and then shipped to Mexico. He said that such a
project would alnost certainly be "economcally" regulated by
t he FERC because, at the end of the day, that gas is involved in
interstate comerce - it wuld flow northwards into North
Aneri ca.

MR. SCOIT then gave a second hypothetical exanple of gas being
liquefied at Valdez and shipped to Japan. That project, he

advised, would require an export license from the US
Departnent of Energy (DOE), but it would not be "econom cally"
regul ated by the DCE. In this case, the pipeline itself would

be "econom cally" regulated by the RCA. However, he said he did
not think that the RCA has jurisdiction over rates for tankers,
given provisions of the state pipeline Act, and added that

liquefaction facilities raise a new question. He said the RCA
does not regulate the receiving termnal in Cook Inlet because
it is not an "economcally" regulated facility. He defined

"econom c" regulation as neaning that the rates charged are
subj ect to regul atory approval.

CO CHAIR JOHNSON referred to previous discussions about vouchers
and soneone buying gas at the wellhead and transferring it down
the gas |ine. He inquired whether it would be possible for
soneone to purchase gas at Valdez and then do what they want
with it.

MR. SCOIT replied yes.

CO CHAI R JOHNSON asked who woul d regul ate that.

MR. SCOIT responded that it depends. He reiterated that the
pi peline would be "economcally" regulated by the FERC if the
gas was purchased in Valdez, tankered out, and then eventually

transported into North American markets.

CO-CHAIR JOHNSON asked if North Anerica also neans Canada and
Mexi co.
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MR. SCOIT answered yes. He explained that it is an inter-
connected grid and that he thinks the FERC s position would be
that once nolecules hit that inter-connected grid, they flow on
interstate conmerce. He pointed out that on the TAPS, the RCA
has jurisdiction for "intra"-state novenents of oil. However,
on a gas pipeline, noving even a single nolecule of gas in
"inter"-state commerce nakes the whole facility entirely FERC
regul at ed. He advised that the FERC s regulatory jurisdiction
preenpts the state's economic regulatory jurisdiction; so, in
this case, the RCA would essentially have no regulatory role to

pl ay.
5:44:17 PM

PATRI CK GALVIN, Conm ssioner, Departnent of Revenue (DOR)
informed the conmmttee that the regulation of LNG is just
developing in the US. and is therefore in a transition nobde
One of the advantages of LNG he said, is that once it is on a

tanker leaving Valdez, it can go anywhere that the shipper
want s. However, there are sonme unknowns. If, for exanple, a
project's initial plan is to export gas to the Asian market, it
will receive a DCE export license and the primary regul ator of

the pipeline will be the RCA Shoul d there be a change in the
market at a later date which results in the project's tankers
instead sailing to the Wst Coast of the US., it is currently
unknown whether the FERC would preenpt the RCA's regulatory
control of the pipeline. He relayed that at this tinme even the
FERC cannot say what it will do. Therefore, the state is trying

to capture both scenarios in the bill because an applicant's
project wll have to be for one or the other at the tine of
appl i cation. The regulatory agencies wll then need to

determ ne their respective authorities, he said.

COWM SSI ONER GALVIN, in response to a question, said the state
cannot address this issue because it is basically a question of
whether the FERC is going to exercise jurisdiction or not.
Federal authority would theoretically preenpt the state unless
the federal agency is deenmed to have exceeded its federal
constitutional interstate authority. What the state can do
within the context of the bill is to require the licensee to do
certain things in exchange for values received from the state

Those things are tied to the licensee's certificate, either from
the FERC or fromthe RCA. The licensee will determne which it
Wl seek based upon its initial project design. The state does
not control, nor could it try to control, which agency is
ultimately going to regulate the project. However, he added,
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that is not the issue being addressed in the bill; instead the
issue is that the |icensee nust seek control from one or the
other and the state nust have the controls in place for
requiring the licensee do so in a tinely manner.

CO- CHAIR JOHNSON asked whether the |licensee needs to seek
control fromboth if it is an all-Al aska pipeline, given that it
is uncertain where the market is going to be.

COWM SSI ONER GALVIN responded that the licensee will submt a
project design based on the market that it plans to target and
so what the chosen market is will determ ne whether the FERC has
jurisdiction. He acknowl edged that there is a potential for
"gam ng" the regulatory program by submtting an export project
and then switching later. However, he said, such a tactic would
entail going through a huge regulatory hurdle just as the
project is about to get to market and after the |icensee has
al ready invested a | ot of noney.

REPRESENTATI VE WLSON surm sed that proposed AS 43.90.130(3)
outlines what an applicant nmust do if he/she is going to be
regulated by the FERC, and that proposed AS 43.90.130(4)
outlines what the applicant nust do if he/she is going to be
regul ated by the RCA.

COW SS|I ONER GALVI N concurr ed.

REPRESENTATI VE ROSES returned attention to the percentages
outlined in proposed AS 43.90.130(7)(B), and opined that they
cannot be changed because the 15 percent relates to the rate
i ncrease and the 115 percent relates to the capacity.

5:50:34 PM

M5. DAVIS drew attention to proposed AS 43.90.130(15), and
expl ained that the substantive changes in [subparagraphs (A)-
(D)] add nore details regarding an Al aska hire commtnent, using
Al aska busi nesses, establishing or using in-state hiring
facilities, and the Departnent of Labor and Workforce
Devel opnent (DLWD) program There have also been additions to
proposed AS 43.90.130(17) regarding a project |abor agreenent
(PLA), she said.

5:51:39 PM

REPRESENTATI VE SEATON noved Conceptual Amendnent 24, which read
[original punctuation provided]:
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Page 9, line 16 After "use,"
Insert "for jobs not filled wunder subsection
(17)"

CO CHAIR GATTO objected, saying he had other questions about
par agr aph (17).

REPRESENTATI VE SEATON explained that Conceptual Anendnent 24

establishes the PLA as the default. For any jobs not filled
under the PLA, he said, then the term "as far as practicable”
in paragraph (15)(D) wll apply to the job centers and

associ ated services of the DLWD. He said that during public
testinmony it was pointed out that under the current |anguage a
job applicant does not have to be a state resident at the tine
of application and will be treated the same as soneone who has
been here for 30 days. |[Conceptual Amendnent 24], he indicated,
woul d al | ow paragraph (17) to supersede paragraph (15).

5:53: 57 PM

REPRESENTATI VE ROSES asked for «clarification regarding the
i ntent of Conceptual Anendnent 24. He presented an exanple of a
pipe fitter's union nenber in the Lower 48. He said the union
menber, by virtue of belonging to an affiliate of the nationa
pipe fitter's union, can pick up his or her book and bring it to
an [Alaska] union and be preferentially hired over sonebody who
has been in the state for 30 days. That person wll be
considered a nenber of that particular [Al aska] local the mnute
his or her book is entered into the |edgers at that union hall
he sai d.

REPRESENTATI VE SEATON said that his understanding from public
testinony is that the priority of the PLA terns is that a worker
must be a one-year resident. To have priority under the PLA a
wor ker nmust be a resident at the tine of application.

COCHAIR JOHNSON said he thought that that was partially
accurate. From his conversations with union nenbers, he said he
t hought the one-year residency requirenment varied between
uni ons. He said his understanding is that if a person signs up
fromout of state and then all of the people on the |ist ahead
of him or her are hired, that person will be next on the I|ist
regardl ess of whether he/she has been in the state a year or 30
days, as long as he/she brings his/her book.
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REPRESENTATI VE GUTTENBERG of fered his understanding regarding a
qualified pipe welder; [the union] would first go through all
the current nmenbers who are residents. Then, after that list is
exhausted, a qualified welder who is a resident would be at the
top of the list even if he/she is not a nmenber of the union.

CO-CHAIR GATTO surm sed that a nonresident could be hired even
if he/she has been in the state one day provided that everyone
on the |ist ahead of hinlher has been hired.

REPRESENTATI VE GUTTENBERG concur r ed.

COCHAIR GATTO then directed attention to the |anguage in
proposed AS 43.90.130(17), "by qualified residents of the
state", and asked how this requirenent would be satisfied if
there is a licensed person who has been in the state only one
day.

REPRESENTATI VE ~ GUTTENBERG replied that the state cannot
differentiate; that is why project |abor agreenents are being
set up.

5:57:50 PM

JOE BALASH, Special Staff Assistant, Ofice of the Governor,
relayed that the conmissioner of the DLWD does not oppose
Conceptual Anendnent 24. He said the use of DLWD job centers
and an Internet-based |abor exchange system will be a function
of the terms of the PLA contract between the parties.
Negoti ati ons between the |licensee and | abor representatives wll
determ ne whether there is one nega-PLA or a series of PLAs with

the different trades and crafts. "W do not want to see a
tension, which | think is what Representative Seaton is
concerned about, between the use of the job centers and any PLA
that mght be entered into," said M. Balash. He said his
understanding is that the job centers can be used as referrals
through a union hall if the PLA requires that all the jobs be
filled through the halls. He relayed that the comm ssioner

checked with staff to make sure that this anendnent woul d work.
CO CHAIR JOHNSON asked whether the comm ssioner has a problem
with leaving the |anguage of proposed AS 43.90.130(15)(D) the
way it is.

MR. BALASH replied that he did not know.
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CO CHAI R JOHNSON i nquired whether the administration favors the
current | anguage of proposed AS 43.90. 130(15) (D)

M5. DAVIS answered yes, and pointed out that the |anguage of
paragraphs (15) and (17) was submitted by the admnistration.
In response to a question, she relayed that in discussions with
the comm ssioner of the DLWD and others, she learned that the
aspiration of having only Alaskans work on the gas line is
actually not desirable. The lesson learned from the workforce
buildup for the Trans-Al aska Pipeline System (TAPS) was to
develop a core of resident, skilled, craft |aborers who wll
have sustai ned enpl oynent over the course of the construction as
well as the expansions and the process, and the peaks are
staffed wth nonresident |aborers. This way, she said, resident
| aborers are not put in the situation of a brief nonment of great
hire that is suddenly followed by no work and then being forced
to leave the state to pursue their |I|ivelihoods. Therefore, a
good workforce plan actually envisions a conmponent of out-of-
state hire along wth an in-state hire conponent in order to
manage econom c stability for Al askans.

REPRESENTATI VE W LSON surm sed that what is being said is that
only as nmany Al askans as there are permanent jobs will be hired
and the rest will not get any jobs.

MR. BALASH responded, "Speaking for the governor - 'No!'"

M5. DAVIS clarified that the goal is to enploy every Al askan who
wants a job, but that there cannot be a conmtnent that every
one of the jobs filled by an Alaskan will be a life-long job.

REPRESENTATI VE W LSON posited that there are numerous Al askans
who will only want the shorter term jobs so that they can nake
their noney and then return to their hones.

6: 03: 48 PM

REPRESENTATI VE SEATON opined that there was no coordination
between the PLA and the expansion to use job centers. The
intent of Conceptual Anmendnent 24 is to coordinate the
provi si ons of paragraphs (15) and (17). It would nake the PLA,
whi ch everyone agrees is necessary for a nega-project, the
overriding thing to ensure that the jobs go to qualified
residents of the state. If the jobs are not filled this way,
then hiring will go through the DLMD "as far as practicable".

HOUSE RES COW TTEE - 18- April 24, 2007



REPRESENTATI VE EDGMON relayed that he went to one of the PLA

presentations and got the inpression that positions in
engi neering and managenent would not necessarily be the function
of the PLA If that is true, then Representative Seaton's

proposed |anguage sinply clarifies the clause "as far as
practicabl e".

CO- CHAIR GATTO wi t hdrew hi s objection.

CO- CHAIR JOHNSON obj ect ed. He inquired whether a Canadian
menber of the union is protected by the North Anmerican Free
Trade Agreenment (NAFTA) and gi ven sonmewhat of a resident status.

COW SSI ONER GALVIN replied that he did not have an answer, but
woul d research that issue further. He stated that the |anguage
under paragraph (15)(D), "use, as far as practicable,” 1is
conditional, and the |anguage under paragraph (17), "commt to
negotiate ... a project |abor agreenent"” is mandated. Addi ng
t he anended |anguage, he opined, takes the job centers out of
being potentially used with the PLAs. He said he believes that
a PLA can be crafted to include a provision, and [the
adm ni stration] would support this, that the job centers be used
as nmuch as practicable. He relayed that although the
commi ssioner of the DLW said Conceptual Anmendrment 24 is okay,
the current |anguage is also fine.

COWM SSI ONER GALVI N stated that he believes Conceptual Amendnent
24 woul d make PLAs and job centers exclusive of each other even
t hough that is not necessarily the intent. He said it is [the
adm nistration's] intent that the PLA requirenent is nunber one
and the job center requirenent is supplenental, and so that is
why "as far as practicable” has been set as a limtation.

REPRESENTATI VE ROSES expressed his concern with tying the two
together and said he thinks they need to stand alone. He
reported from personal experience that when a union has placed
all of its in-state workers on jobs, it will reach out to the
unions in other states. He said that he does not want a union
menber from the Lower 48 to have priority over a non-union
Al askan, and expressed his fear that [Conceptual Amendment 24]
m ght possibly allow this to happen.

6:12: 08 PM
A roll call vote was taken. Represent ati ves Seaton and Edgnon
voted in favor of Conceptual Anendnent 24. Represent ati ves

W1 son, Roses, Kawasaki, GGuttenberg, Johnson, and Gatto voted
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against it. Therefore, Conceptual Amendnment 24 failed by a vote
of 2-6.

M5. DAVIS turned attention to proposed AS 43.90.130(19), and
noted that it no |longer contains the words: "; the affiliates
of the applicant; all partners, nmenbers of a joint venture,".
She then directed attention to proposed AS 43.90.150(c), and
noted that a question has arisen regarding to whether this
subsection is needed given that the applicant's ability to
chal | enge an award has been el i m nated.

6:14: 05 PM

REPRESENTATI VE SEATON of fered Amendnent 25, which read [origina
punct uation provided]:

Page 11, lines 2 - 5
Del et e subsection (c)

REPRESENTATI VE W LSON obj ected and asked Comm ssioner Glvin to
reiterate what he said about this subsection the previous day.

COM SSI ONER GALVIN stated that the |anguage in subsection (c)
is noot given that the ability to challenge has been elim nated.
An area of concern, however, is whether, during the |egislative
approval phase, an unsuccessful applicant |obbies to have the
successful application rejected. He said it doesn't seem fair
that the unsuccessful applicant's confidential information does
not have to disclosed as is the case for the successful
applicant. But, he said, he could not think of a way to address
this problem In response to a question from Co-Chair Gatto,
Comm ssioner Galvin stated that he agrees with Amendnment 25.

REPRESENTATI VE GUTTENBERG opi ned that if sonmeone was chal |l engi ng
the successful applicant, their confidential information should
al so be made available as a matter of public policy.

COWM SSI ONER GALVI N responded that Representative Guttenberg is
correct and this is why subsection (c) was added in the first
pl ace. However, |anguage was added to a separate provision
whi ch says that in order to apply, an applicant nmust comrt not
to challenge; therefore subsection (c) is no longer relevant.
He said a | obbying effort is not a | egal challenge and cannot be
regul ated, therefore it wll be incunbent upon the legislators
being | obbied to ask for that confidential information.
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CO CHAIR JOHNSON inquired as to what the "hamrer"” is for keeping
unsuccessful applicants from chal |l engi ng.

M5. DAVIS replied that one of the criteria in the application is
that the applicants agree to waive their right to contest or
chal | enge. Thus, subm ssion of an application is akin to a
contractual provision.

CO CHAIR GATTO surmsed that this is why subsection (c) is
super fl uous.

MS. DAVI S concurr ed.
REPRESENTATI VE W LSON wi t hdrew her obj ection

CO CHAI R GATTO asked whether there were any further objections.
There bei ng none, Anmendnent 25 was adopt ed.

6: 19: 15 PM

M5. DAVIS turned attention to proposed AS 43.90.170(a), which
now contains the clause "consider public comments received under
AS 43.90.160(a)," thereby making it explicit, rather than
inplicit, that the comm ssioners shall consider public comment.

REPRESENTATI VE GUTTENBERG asked whet her anything was changed in
proposed AS 43.90. 160(c).

COM SSIONER  GALVIN instead explained that through [the
applicants'] signing of the confidentiality agreenents, access
is granted to the legislative auditor, the fiscal analyst who
serves as head of the legislative finance division, agents and
contractors of the legislative auditor and the fiscal analyst,
and nenbers of the |egislature. It is the admnistration's
interpretation that this provision also applies to the
applications that are rejected by the conm ssioners. Therefore,
he said, the confidenti al information included in the
applications would also be available through the confidentiality
agreenents to the legislature when this process noves on to the
| egi sl ative round. In response to a statenent by Co-Chair
Gatto, Conm ssioner Galvin agreed that nothing in subsection (c)
allows confidential information to be released to the public.

REPRESENTATI VE SEATON referred to proposed AS 43.90.150(b), and

asked why the commssioners would be required to return
information that is not proprietary or a trade secret.
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COM SSIONER GALVIN explained that if an applicant submts
information that he/she clainms is a trade secret but the
conmi ssioners di sagr ee, the applicant wll be given the
opportunity to decide whether to keep this information in its
application for consideration by the comm ssioners. Information
that is deenmed nonconfidential, but still a part of the
application, will be released as public information. Therefore,
this provision allows the applicant to request that the
information be returned and not be considered as part of its
pr oposal .

6: 23: 09 PM

M5. DAVIS then pointed out that a conformng change to make
Version K simlar to the Senate version of the bill now has
proposed AS 43.90.170(b) providing discount rates of two, six,
and ei ght percent.

REPRESENTATI VE SEATON said he thought he heard in earlier
testinony that "five" was the percentage used in previous
anal yses and that "five" was inserted so that there could be a
conpari son between previous anal yses.

M5. DAVIS concurred, and said the DNR runs its analyses using
nodel s built around five percent, but the Senate said it would
i ke nodel s using six percent to be run as well.

COM SSI ONER GALVIN stated that previous economc reports done
on the "stranded gas contract” ran the nunber at six percent.
He relayed that the adm nistration prefers five percent because
it is the nunber that the admnistration provided in its slides
and it is the nunber recommended as the appropriate discount
rate from a governnental standpoint for |ooking at cash flows.
VWiile the adm nistration recognizes that there may be a desire
to have additional percentages thrown in and wll [|ook at
runni ng those additional nunbers, he opined that five percent is
the appropriate rate.

COCHAIR GATTO comented that five percent makes for a nice
| i near conpari son.

6: 25: 49 PM
REPRESENTATI VE SEATON noved Anendnent 26 as fol |l ows:

Page 12, line 6
Del ete "six"
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| nsert "five"
There being no objection, Arendnent 26 was adopt ed.

REPRESENTATI VE GUTTENBERG stated that if there is a conference
commttee, both bodies will have a chance to debate this nunber.

6:26: 53 PM

M5. DAVIS nentioned that proposed AS 43.90.170(b)(2) now uses
the term "net back”™ instead of "wellhead". For financi al
reasons, "net back" is a nore precise termthat clarifies where
the value stops because then the various deductions that vary
| ease by |ease do not have to be considered; this change was
recommended by the DNR

CO CHAIR GATTO commented that this was the underpinning of the
whole AG A bill - net back value and the |ikelihood of success.

M5. DAVIS offered that proposed AS 43.90.170(b)(2) now also
includes the words "and treatnent”; this captures the gas
treatnment valuation as well as transportation [valuation], and
so i s nore thorough.

6:28: 12 PM

M5. DAVIS pointed out that proposed AS 43.90.170(b)(5) now
reflects the change that resulted fromthe adoption of Amendnent
[11la] and reads: "(5) other factors found by the conm ssioners
to be relevant to the evaluation of the net present value of the
anticipated cash flow to the state, including the value of state
i ncome tax or equivalent paynent in lieu of tax and suppl enment al
profit-sharing to the state if contractually stipulated.™ In
response to comments, she indicated that this change addresses a
perception issue regarding the state's matching contri buti on.

REPRESENTATI VE GUTTENBERG referred to proposed AS 43.90.170(c),
and asked whether there was any change nade to the way the
comm ssioners will be evaluating the |ikelihood of success.

M5. DAVIS stated that no substantive change was made to proposed
AS 43.90.170(c).

COWM SSI ONER GALVIN, in response to questions, replied that the
adm ni stration does not oppose reinserting the |anguage, "the
anount of t he contribution by t he state under AS
43.90.110(a)(1)(A) and (B) proposed by the applicant under AS
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43.90.1230(9)" - from CSHB 177(C&35, proposed AS 43.90.170(b) (5)
- back in as an explicit consideration. However, if that
| anguage is left out, the contribution will be factored in under
the "catch-all provision."

CO CHAI R JOHNSON expressed concern that Version K is nerely a
Senate comm ttee substitute.

M5. DAVIS offered that 65-70 percent of Version K is not
reflected in the Senate's version of the bill, though Version K
does contain sone drafting changes.

6: 35: 24 PM

REPRESENTATI VE ROSES noved Conceptual Anendnent 27, to insert a
new paragraph in proposed AS 43.90.170(b) that would reinsert
t he | anguage:

the anmount of the contribution by the state under AS
43.90.110(a)(1)(A) and (B) proposed by the applicant
under AS 43.90.130(9);

REPRESENTATI VE W LSON obj ected for di scussi on purposes.

REPRESENTATI VE ROSES said he is nmaking the anmendnent conceptua
because of the references to title nunbers that nay no | onger be
appl i cabl e. The legislature has been very prescriptive and
consistent in outlining the 20 "nust haves", he stated,
therefore, it is inconsistent to leave up to the conm ssioners
what wi |l be consi dered.

REPRESENTATI VE W LSON wi t hdrew her obj ection

CO CHAI R GATTO asked whether there were any further objections.
There bei ng none, Conceptual Anendnent 27 was adopt ed.

6: 38: 06 PM

COM SSI ONER GALVIN, in response to comments, explained that he
and Ms. Davis are identifying all of the changes i ncorporated
into Version K from the Senate that were not in CSHB 177(C&G) .
He said there are two types of Senate changes: t hose changes
that were recomended by the adm nistration and those changes
that the admnistration is unconfortable wth, He assured the
coommttee that he and M. Davis wlill mke it «clear which
category a change falls into; he said the commttee will be made
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aware of all of the changes in the Version K that deviate from
CSHB 177( 080 .

M5. DAVIS, referring to proposed AS 43.90.170(c)(1), noted that
it no longer contains the clause, "the degree to which the
applicant intends to" was deleted; also, the words, "the plan

for encouraging” were replaced with the word, "encourage". In
response to a question, she reiterated that she did not consider
this to be a substantive change. She then nentioned that

proposed AS 43.90.180(a) has been rewitten to clarify that
consideration of public coments is to be done prior to
eval uating conpleted applications, and that a license refers to
a license issued under this chapter.

6:41:37 PM

M5. DAVIS then relayed that proposed AS 43.90.180(a)(2) now
reads, "publish notice of intent to issue a license under this
chapter with witten findings addressing the basis for the
determ nation; and"; that proposed AS 43.90.180(b) now reads,
“If, after the evaluation of conplete applications under AS
43.90.170, the comm ssioners determne that no application
sufficiently nmaxim zes the benefits to the people of this state

and nerits issuance of a license wunder this chapter, the
comm ssioners shall issue a witten finding that addresses the
basis of that determination.”; and that proposed AS 43.90.180(c)
no |onger contains the words, "for purposes of appeal to the

superior court".

M5. DAVIS then nentioned that proposed AS 43.90.180 no | onger
contains the |anguage, "(d) Wthin 90 days after a determ nation
under (b) of this section, the conm ssioners my issue a new
request for applications for a license under AS 43.90.120.",

adding that this provision is picked up, in part, in the
| egi slative review process wherein the conm ssioners, wthout a
set time limt, are authorized to issue a new request for

applications if there is a denial of the application.

COM SSI ONER GALVIN clarified that if the conm ssioners do not
receive any qualifying applications, or reject all applications,
or choose not to issue a license after receiving qualifying
applications, they are not authorized to start the process over
again unless the legislature fails to approve a selected
| i censee.

COCHAIR GATTO said it was his understanding that the
comm ssioners could not "fix the structure."
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COM SSIONER  GALVIN responded that such would require a
| egi sl ative change wherein everything would have to be re-
addr essed.

REPRESENTATI VE GUTTENBERG i nquired whether deleting the words
"for purposes of appeal to the superior court"™ changes any of
the |l egal actions that can be taken.

M5. DAVIS replied that that |anguage referred to an appeal that
no | onger exists.

6:45: 21 PM

M5. DAVIS relayed that changes were mnade to proposed AS
43.90.190 for the purpose of conform ng to Senate | anguage so as
to address procedural concerns regarding the legislative
approval process. Specifically, subsection (b) now also
i ncluded the |anguage, "passes the legislature wthin 90 days
after the last date a presiding officer receives a determ nation
by the comm ssioners under AS 43.90.180,", and there is a new
subsection (c) in tended to address the adm nistration's concern
regarding the legislative rule that prevents bills from being
carried forward for nore than 30 days during a special session

Furthernore, what is now subsection (d) reads: "(d) If the
| egislature fails to approve the issuance of the l|icense, the
comm ssioners (1) may not issue the license that the |egislature
failed to approve; and (2) may request new applications for a
| icense under AS 43.90.120." The purpose of this change is to
make it explicit, rather than inplicit, that the |egislature has
the right to preclude the executive branch from entering into a

contract that the |egislature has di sapproved of. This doesn't
raise any constitutional issues, she said, because iif a
provision is ruled wunconstitutional, it is unconstitutional

whether it is stated explicitly or inplicitly.

REPRESENTATI VE SEATON characterized 90 days as a lot of tine
spent in special session.

M5. DAVIS clarified that the Senate bill has a 60-day limt, and
that the House Special Committee on Gl and Gas had approved a
90-day Iimt but it did not get included in CSHB 177( Q&G .
6:49: 25 PM

REPRESENTATI VE SEATON noved Anendnent 28 as foll ows:
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Page 14, line 5, before "days"
Del ete "90"
I nsert "60"

Page 14, line 12, after "the"
Del ete "90"
| nsert "60"

CO CHAIR GATTO objected saying that [such a change] would not
add any information or hel p.

COM SSI ONER GALVIN stated that the original structure of the

bill was basically the equivalent of a |legislative veto that had
to be exercised in 30 days otherwise the |icense would becone
ef fective. The bill was then changed to an approval process
under a tinmeframe to be chosen by the legislature, thus the
adm ni stration cannot move forward until the legislature
approves the bill that approves the |icense. He conmented that
deadl i nes often drive the tineline for making a decision; if it
is a 60-day tinmeline then it will likely take 60 days to reach a
deci si on. He relayed that the admnistration would be nore

confortable with 60 days than 90 days, and nore confortable
still with 30 days than 60 days.

CO CHAIR GATTO said he is thinking of a 30-day, or perhaps even
a 45-day limt.

REPRESENTATI VE SEATON submitted that 60 days allows a bill to be
carried over from one special session to another without having
to re-introduce it, but a bill cannot be carried over to the
first regular session of a |legislature. He opined that two
speci al sessions shoul d be enough.

REPRESENTATI VE ROSES agr eed.

REPRESENTATI VE W LSON pointed out that it took two special
seasons to address the production profits tax (PPT) |egislation.

6: 53: 34 PM

CO- CHAIR JOHNSON noted that a bill currently being considered,
[HB 117], would require the governor to give the legislature a

30-day notice prior to calling a special session. He asked
whether the time |imt would begin at the tine of notice or at
the start of special session should this bill becone |aw.
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COWMM SSI ONER GALVI N expl ai ned that the clock would start as soon
as the notice is received by the presiding officer, regardless
of whether the legislature is already in session or needs to be
called into special session.

CO- CHAIR JOHNSON surm sed that [under a 60-day tinefranme] the
| egi sl ature would only have 30 days to act follow ng the 30-day
noti ce.

COW SS|I ONER GALVI N concurr ed.

CO CHAI R GATTO pointed out that a 30 day tinmefrane woul d nmean no
time for the legislature to act.

COWM SSI ONER GALVIN said that if [HB 117] passes, that would be
t he case

CO- CHAIR JOHNSON stated that he thinks 90 days should be the
nunber until it is known whether that other |egislation passes.
He objected to Anendnent 28.

6: 56: 53 PM

A roll call vote was taken. Represent ati ves Seaton, Roses, and
Gatto voted in favor of Anendnent 28. Represent ati ves Edgnon,
Kawasaki, W/Ison, GQuttenberg, and Johnson voted against it.

Therefore, Amendnment 28 failed by a vote of 3-5.

M5. DAVIS drew attention to proposed AS 43.90.200(a) and (f)
which now refers to an adm nistrative appeal, and stated that
this is an inportant change because it restricts the tinme period
within which the applicant nust nove forward wth the
certificate. Once admnistrative appeals, which wuld cone
before the FERC, have been exhausted, a court process cannot
t hen be undert aken.

REPRESENTATI VE SEATON asked whether there is a need to have an
"anended certificate" addressed in this section.

M5. DAVIS responded that such would be a good clarification to
i ncl ude.

6:59: 58 PM
REPRESENTATI VE SEATON nobved Anendnent 29 as fol |l ows:

Page 14, line 22, after "certificate"
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| nsert "or anended certificate"

REPRESENTATI VE ROSES asked that Amendnent 29 be considered
conceptual in order that the additional wording could be
i nserted wherever appropriate throughout the docunent.

REPRESENTATI VE SEATON agr eed.

M5. DAVIS also agreed that this would be helpful because
Conceptual Anmendnment 29 would apply to subsections (b) and (c),
as wel | .

CO- CHAIR GATTO asked whether there were any objections to
Conceptual Amendnent 29. There being none, Conceptual Amendnent
29 was adopt ed.

7:01: 56 PM

M5. DAVIS nentioned that proposed AS 43.90.200(b) and (c) now
contain the caveat, ", at the tine the certificate is awarded,",
and surmised that it was nerely added by the drafter as a
clarifier. However, she said, this additional |anguage causes
the administration concern because subsections (b) and (c) are
both requirenents for an applicant. The |icensee must nove
forward to project sanction once a FERC certificate is received.
Subsection (b) states that the I|icensee nust nove forward to
project sanction within a year after the effective date of the
certificate once the licensee has credit support. She said she
believes that the drafter was trying to identify the point in
time at which credit support is obtained.

M5. DAVIS said that the admnistration has even nore concern
about the change to subsection (c) because "at the tinme the
certificate is awarded" neans that a |icensee that does not have
credit support has five years wthin which to wultimtely
sanction the project. She relayed that the admnistration's
view of that provision had been that it will take the |icensee a
period of tinme to get credit support, for exanple, two nonths
after being issued the certificate, at which point the |icensee
would then be expected to nove forward to sanction. The
adm nistration saw this as a fluid tinmeline, she argued, and
inserting "at the tinme the certificate is awarded” changes it to
an absolute tineline.

CO CHAIR GATTO inquired whether the aforenentioned additional
| anguage needs to cone out subsection (c), but be retained in
subsection (b).
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M5. DAVIS stated that it definitely needs to cone out of
subsection (c).

COWM SSI ONER GALVI N advi sed that the clause needs to conme out of
both subsection (b) and (c). He said that it needs to be clear
that if the licensee has credit support, he/she gets a year; if
he/ she doesn't have credit support, he/she gets five years from
the time the license is issued. He relayed that the
adm nistration believes this clause creates a different intent
than originally envisioned.

CO CHAIR GATTO surm sed that identifying the tinmeframe when the
| icensee has credit support is unnecessary.

COWM SSI ONER GALVIN concurred; the licensee will obtain credit
support either before or after receiving the certificate, and
the adm nistration wants the one-year tine period to kick in at
t hat point. In response to a question, he reconmmended that on
page 14, lines 24 and 30, followng "If", the words ", at the
time the certificate is awarded,” shoul d be del et ed.

7:07: 00 PM
REPRESENTATI VE ROSES noved Anendnent 30 as foll ows:

Page 14, line 24
Delete ", at the tinme the certificate is awarded,"

Page 14, line 30
Delete ", at the tinme the certificate is awarded,"

There being no objection, Arendnent 30 was adopt ed.
REPRESENTATI VE W LSON dr ew attention to pr oposed AS

43.90. 200(f), which defines the term "time the certificate is
awar ded", and asked whether this definition was still needed.

M5. DAVIS indicated that subsection (f) should instead define
the phrase, "the effective date of the certificate", which is
used in subsection (b) and (c) of proposed AS 43.90. 200.
REPRESENTATI VE W LSON noved Anendnent 31 as foll ows:

Page 15, line 17, after "section,"

Delete "tine the certificate i s awarded"
Insert ""the effective date of the certificate"
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There bei ng no objection, Arendnent 31 was adopt ed.
7:10:13 PM

M5. DAVIS referred to proposed AS 43.90.200(d)(1), and noted the
insertion of the words, "from the Federal Energy Regulatory
Conmi ssion  or the Regulatory Conm ssion of Al aska, as
applicable,”, and that the words, "and transfer the certificate"
were inadvertently omtted.

REPRESENTATI VE W LSON noved Anendnent 32 as foll ows:

Page 15, line 8, after "abandon"
I nsert "and transfer the certificate"

There being no objection, Arendnent 32 was adopt ed.
7:12:22 PM

M5. DAVIS pointed out that proposed AS 43.90.200(d)(2) now
r eads: "(2) assign to the state or the state's designee all
proj ect data, engineering designs, contracts, permts, and other
data related to the project that are acquired by the licensee

during the term of the license before the date of the
abandonnent or transfer." She then relayed that proposed AS
43. 90. 200(e) remains unchanged. It states that failure to

accept a certificate that is final, or failure to sanction a
project after a year following receipt of credit support, or
failure to sanction a project wthin five years if the licensee
did not have credit support, will be at no cost to the state.
However, in the admnistration's version of the bill, an
exception was made for the |ast category wherein the applicant
proceeded and worked hard, but through no fault of his/her own,
did not receive the credit support to proceed further. For this
scenario, she said, the admnistration had allowed for that
transfer to be at the licensee's net cost. She relayed that the
Senate's version of that |anguage was the sanme as the
adm ni stration's version.

COW SSI ONER GALVIN submitted that it is the admnistration's
belief that <changing this language is a nore commercially
reasonabl e of fer.

M5. DAVIS proposed that the commttee consider the follow ng

anmendnent : on page 15, line 15, insert "or" between "(a)" and
"(b)", and delete ", or (c)"; on page 15, line 16, add a new
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sentence stating, "A transfer under (c) of this section is at
the |icensee's net cost."”

7:15: 33 PM

REPRESENTATI VE SEATON noved Conceptual Anmendnent 383: on page
15, line 15, insert "or" between "(a)" and "(b)", and delete ",
or (c)", and on page 15, line 16, add a new sentence, "A

transfer under (c) of this section is at the licensee' s net
cost."”

REPRESENTATI VE GUTTENBERG obj ected and asked how the net cost
woul d be established and who would establish it, as this cost
coul d be hundreds of mllions of dollars.

COWM SSI ONER GALVI N responded that the net cost is intended to
capture the expenditures of the |licensee less the state
contribution that was received. In response to a further
question, he said the cost could be $500 nmillion or nore, but
the state contribution is capped at $500 nillion.

M5. DAVIS noted that what the state would be paying for is the
assignment under subsection(d)(2) for the data, engineering
designs, contracts, permts, and other project data which wll
have cl ear invoices and costs.

REPRESENTATI VE GUTTENBERG wi t hdrew hi s obj ecti on.

REPRESENTATI VE ROSES objected and stated that his understanding
of what is being talked about in [proposed AS 43.90.200(c)] is
force majeure, an act of God. He said he did not see how the
failure to get financial backing was an act of God.

COW SSI ONER GALVI N responded that the adm nistration does not
consider to this to be a force mjeure issue. He rel ayed that
if the licensee goes through the effort to get financing, but
fails to get credit support and cannot nove the project forward
by the end of the full five years, then this is the situation
described in [proposed AS 43.90.200(c)]. The question in this
i nstance, he said, is whether the state should be able to obtain
all of the work product for free. The House Special Conmittee
on Ol and Gas believed that the state should; however, he
stated, the administration does not think it represents a fair
of fer.

REPRESENTATI VE ROSES argued that applicants will have commtted
to the 20 "nust haves"” regarding financial stability, credit
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lines, and financing plans, therefore they should not be |et
"off the hook for free".

COWMWM SSI ONER  GALVIN acknowl edged that the aforenmentioned is

true. However, he contended, there is the potential situation
of an applicant's financing being contingent on getting gas
commtnments that then don't materialize. The question then

becomes whether the state should be able to get all of the
licensee's data for free or reinburse those costs.

7:21:26 PM

REPRESENTATI VE ROSES noted that there is a clause elsewhere in
the bill that says if a l|licensee abandons the project, his/her
data nust be given to the state. The ability to finance the

project and the kind of credit backing that an applicant has
shoul d be the key criteria, he opined.

COW SSIONER GALVIN clarified that the abandonment provision

provides that the state will receive the data at net cost should
the conmissioner and licensee agree that the project 1is
unecononi c. He reiterated the administration's belief that it

is reasonable for the state to acquire the data and nove forward
on its own should the |licensee be unable to nake the project
happen after a period of tine. However, he said, one nust also
ook at it from the applicants' point of view  Wen applicants
are considering the risks and the investnment of hundreds of
mllions of their own dollars in the [project], the state could
be viewed as being overreaching. The administration is
concerned this m ght deter soneone from applying, he rel ated.

CO CHAI R GATTO said that was al so his thought.

REPRESENTATI VE W LSON said she agrees that it m ght keep soneone
from applying because of the prospect of the producers not
showi ng up for the open season as a way to force the project to
start over again.

REPRESENTATI VE SEATON submtted that there are two situations

The first one is where the project is unecononmc and the state
woul d buy the data. The second one is where the project is
econom c but still doesn't happen for sone reason, such as the
producers not committing gas at open season. In this second
case, the state is left with no project, no certificate, and no
dat a. There needs to be sonme kind of future |everage and
liability if it is an economc project, he contended, and this
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seens reasonable, froma conmercial standpoint, for the state to
get applicants to the table.

REPRESENTATI VE ROSES argued that the bill references a |ack of
credit support, not a lack of an FT comm tnent. One of the
"must haves" is the financial viability to conplete this project
and [ Conceptual Amendnent 33] would nake it a "m ght have".

COWM SSI ONER GALVI N read al oud from subsection (c). It is all
tied together, he nmintained, because FT commitnents nmay be
relied upon in full or in part as a basis for credit support.
He explained that FT conmitnents are only one of the building
bl ocks upon which financing m ght be based. "It is the nature
of the offer that the state is making," he said, as to whether
the state gets the information for free or buys it at the
licensee's cost should the licensee becone unable to get the
necessary credit support.

7:29: 47 PM

CO-CHAIR JOHNSON asked if it would be possible to have a
scenari o wherein a licensee spends the [state's] $500 mllion on
sonmething else and spends his/her own noney on "this" so that
the state nust pay back the licensee in addition to being out
the $500 million.

COW SSI ONER GALVI N responded that the $500 million can only be
spent on those activities that bring the licensee to a FERC or
RCA certificate.

CO CHAIR GATTO surm sed that if half of the |licensee's noney and
half of the state's nobney have gone into the project up to that
point, then the licensee's net costs would exclude the portion
put up by the state.

COWM SSI ONER GALVI N concurr ed.

REPRESENTATI VE ROSES inquired whether Comm ssioner @Glvin saw
this as conprom sing or contradicting any of the "nmust haves" in
t he application process.

COWMM SSI ONER GALVI N r esponded no.

REPRESENTATI VE ROSES wi t hdrew hi s objection.

CO- CHAI R JOHNSON obj ect ed.
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A roll call vote was taken. Representatives Seaton, Guttenberg,
Edgnon, W/l son, and Gatto voted in favor of Conceptual Amendnent
33. Represent ati ves Roses, Kawasaki, and Johnson voted agai nst
it. Therefore, Conceptual Anendnent 33 was adopted by a vote of
5- 3.

The House Resources Standing Committee was recessed at 7:35 p. m
to be continued at approximately 7:45 p. m

CO- CHAIR GATTO called the neeting back to order at 7:52:38 PM
Representatives Gatto, Johnson, Roses, Cuttenberg, Edgnon,
W son, Kawasaki, and Seaton were present at the call to order.

[Fol lowng was discussion regarding rescinding a commttee
action.]

The commttee took an at-ease from7:53 p.m to 7:54 p.m

REPRESENTATI VE ROSES noved to rescind [the committee's action in
adopti ng] Conceptual Amendnent 33.

CO- CHAI R GATTO obj ect ed.

REPRESENTATI VE ROSES pointed out that under the current
provisions of the bill, there is a 50/50 match for the |icensee
up to the open season, and after the open season it is an 80/20
split up and through the certification process. |If the |licensee
spends $200 million to get to the open season, then the state
and the licensee will each have spent $100 mllion under the
50/50 split provision. |If the licensee then spends $500 nillion
for the next phase, the state's share under the 80/20 split wll
be $400 mllion and the licensee's share will be $100 mllion.
The total cost is now $500 million to the state and $200 million
to the licensee. |If, at this point, the |icensee |oses the ful
credit support that it had at the time of its application,
[ Conceptual Amendnent 33] allows for the licensee to now get out
of the contract and be reinbursed by the state for that
information - resulting in a cost of $700 nmillion to the state
and zero to the licensee. Is this really what the state wants
to do, he asked.

CO CHAI R GATTO inquired whether it is possible for the state to
expend nore noney than the |icensee.

COMWM SSI ONER GALVI N indicated that such could be the case. At

the tinme of application, the applicant does not have to
denpnstrate that it has the credit secured to finance the entire

HOUSE RES COW TTEE - 35- April 24, 2007



proj ect . Rat her, the applicant is providing a financial plan
that is conditional upon certain things occurring in the future,
such as FT commtnents or governnment support. It is not a
guestion of the credit support vanishing, he stated, but rather
that it didn't ever materialize.

COM SSIONER  GALVIN said that while he is swayed by
Representative Roses's scenario, from the perspective of the
applicant, should the credit support that is being planned on
not materialize, then the applicant is left with nothing. The
bi ggest risk, he said, is creating a framework that is deened
too nuch of a commercial risk by potential applicants, thereby
scaring off the very people that the state is trying to attract.
In trying to strike a balance, the question is, which risk is

the state willing to take. At this particular point in tine, he
stated, the admnistration feels it 1is nore appropriate to
create an attractive situation wthout inpedinents, while

recognizing that it <could put the state in a position of
spendi ng additional nonies to get the product.

8:03: 02 PM

REPRESENTATI VE ROSES acknow edged that point, but noted that
wi t nesses have stated several tinmes that the best work and best
anal ysis nust be done prior to getting to the open season. He
expressed his concern that a situation is being set up whereby
applicants are being encouraged to invest as little as possible
and do the |east anpunt of analysis possible because there is
little risk since they would be able to get their noney back.
He stressed his belief that having sonmething at risk going inis
what ensures that the applicants wll do their best work up
front.

REPRESENTATI VE ROSES explained that his intent in asking the
commttee to rescind its action in adopting Conceptual Amendnment
33 is to re-offer it with a change: instead of the state paying
100 percent of the licensee's net cost, the buy back would be at
50 percent of the licensee's net cost. This would strike a
happy nedium he said, because this way a |icensee would have to
expend at least $100 million of its own noney.

REPRESENTATI VE WLSON noted that during the discussions wth
producers and pipeline conpanies, both had said that there were
times when no applications were received for the open season.
Both said that this then resulted in negotiating a different
rate. Therefore, she asked, at what point is the licensee
abandoni ng the project and working toward anot her open season.
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COM SSI ONER GALVIN advised that after an unsuccessful open
season under AG A, the licensee would be required to continue
nmovi ng and nmaki ng expenditures towards getting the certificate.
During that period of time, the licensee would be free to hold
addi tional open seasons to try to obtain the needed conmm tnents.
At sonme point the certificate will be received and then, under
the section being discussed, the clock will start. Upon receipt
of FT commtnents and credit support, the |licensee has one year
to sanction the project and begin to nove. However, if the open
seasons continue to be unsuccessful, the licensee has five years
to continue holding open seasons, refine the project, and
negotiate ways to get those commtnents. If during this tine
the licensee gives up, then a different section of AG A applies
and the state obtains the information through that other neans,

he expl ai ned. If it goes all the way through that five year
period, it becones the scenario described by Representative
Roses. Under Conceptual Anmendnment 33, he said, the question
becomes whether the licensee nust forfeit all of the work

product to the state for free or receive paynment for net costs.

REPRESENTATIVE ROSES wthdrew his notion to rescind the
committee's action in adopting Conceptual Anendnent 33.

8:10:19 PM

REPRESENTATI VE ROSES noved Conceptual Amendnment 34, to change
the new sentence added to page 15, line 16, via Conceptual
Amendrment 33 to read: "A transfer under (c) of this section is
at 50 percent of the licensee's net cost." There being no

obj ecti on, Conceptual Anendnent 34 was adopt ed.

COWM SSI ONER GALVIN stated his support or Conceptual Amendnent
34, but noted that it causes a potential conflict if the section
on abandonnent is not simlarly anmended.

M5. DAVIS drew attention to proposed AS 43.90.210 wherein two
additional conditions were added - on page 15, lines 21-23 -
that would justify a nodification to the project plan; the new
| anguage reads, "inprove the net present value of the project to
the state, are necessary because of an order issued by the
Alaska O and Gas Conservation Conm ssion,". She noted that
| anguage on page 15, lines 25-29, now provides that an anmendnent
or nodification may not dimnish the net present value to the
state of the project or the Ilikelihood of success for the
project unless the amendnment or nodification was required by the
AQGCC.

HOUSE RES COW TTEE -37- April 24, 2007



COWMWM SSI ONER GALVIN pointed out a typographical error on page
15, line 27, wherein the word "Conservation” was omtted.

8:14: 31 PM
REPRESENTATI VE SEATON noved Anendnent 35 as foll ows:

Page 15, line 27, between "Gas" and " Conm ssion"
| nsert "Conservation"

There being no objection, Arendnment 35 was adopt ed.
M5. DAVIS referred to proposed AS 43.90.220(b) wherein the words

", books, and files" was added to expand what nmay be audited
The remaining portion of subsection (b) was rephrased to

accommodate a change in |anguage throughout the bill where the
word "contribution® was changed to either "state noney" or
"noney" . She noted that proposed AS 43.90.220(c) of Version K

now contains the |anguage found in proposed AS 43.90.220(b)(2)-
(3) of CSHB 177( &G .

M5. DAVIS said that proposed AS 43.90.220(d) gives the state a
seat at the table in perpetuity. However, she pointed out,
under the administration's version of the bill, that authority
woul d have ended with commencenent of commercial operations; the
adm nistration believes it is unnecessary to have a seat at the
table once the ©pipeline commences operation because the
adm nistration's primary concern is related to the period from
i ssuance of the license until financing of the construction. A
seat at the table in perpetuity would create difficulty for the
state regarding how to assign sonmeone these duties and ensure
that he/she does not comunicate inappropriately to others
within the state. Therefore, she advised, the adm nistration
recommends returning to the I|anguage, "until comrencenent of
commercial operations”; this |anguage would be inserted on page
16, line 11, in place of the words, "so long as the ternms of the
|icense continue to apply".

CO CHAIR GATTO noted that |anguage on line 12 only states that
the licensee "shall allow the comm ssioners”, and, therefore,
there is no necessity for the conmssioners to attend any
neeti ng.

M5. DAVIS responded that having a right wusually presunes

exercise of that right in sonme fashion. She acknow edged t hat
Co-Chair Gatto is correct, but that the state's legal rights
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could be conprom sed sonewhere down the road if the state has
objections or concerns about actions that were taken by the
pi pel i ne conpany. The pipeline conpany could then argue that
the state had a right to be at the table but waived its rights
to object by choosing not to attend.

REPRESENTATI VE GUTTENBERG asked whether the administration
considers that the terns of the license no |onger apply at the
poi nt of commercial operation.

M5. DAVIS answered no, the adm nistration believes the license
woul d continue to apply so long as the pipeline is operating.

8:20: 49 PM
REPRESENTATI VE W LSON noved Anendnent 36 as foll ows:

Page 16, line 11, after "and"
Delete "so long as the terns of the |icense continue

to apply"
Insert "until commencenent of commercial operations”

COCHAIR GATTO asked for the definition of "conmer ci a
operations”.

M5. DAVIS said |anguage on page 28, |lines 20-21, defines
"conmmencenent of conmercial operations” to nean "the first flow
of gas in the project that generates revenue to the owners".

REPRESENTATI VE ROSES objected to Anendnent 36. Al t hough not
exercising a right could put the state in a cunbersone position
in the event of adjudication, would the state not also be in a
difficult position if it was a nenber of the board and the state
chose to adjudicate, he asked.

M5. DAVI S responded that being on a board with the power to sway
votes and influence the outcone of neetings would put a party in
the position of being bound by not acting. Having the right of
observation puts a party in the situation wherein it is aware of
information so that a failure to act could be argued as being a
wai ver . However, in terns of the state being bound by the
actions being taken, she said she did not believe that would be
an issue here because of the observation rights as opposed to
the ability to influence votes.

REPRESENTATI VE ROSES i nquired whether there could be a situation
at a neeting wherein the information is deenmed proprietary by
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the licensee and therefore [the state representative] would be
unable to share the information, thus defeating the purpose of
the state being at the table.

M5. DAVI S explained that part of having this right of access and
right to information is what brings the state within the veil of
any argunent that that information is proprietary. By essence
of this being law, the |icensee has waived any argunent that the
state cannot access the information.

REPRESENTATI VE ROSES wi t hdrew hi s objection.

CO CHAI R asked whether there were any further objections. There
bei ng none, Amendnent 36 was adopt ed.

8:23:53 PM

M5. DAVIS relayed that proposed AS 43.90.220(e) now reads, "(e)
A licensee shall maintain the records and reports required under
this section for seven years fromthe date the |icensee receives
state noney under this chapter.”, and that proposed AS
43. 90. 230(a)-(d) now reads:

(a) A licensee is in violation of the license if the
conmmi ssioners determne that the |icensee has
(1) committed noney received fromthe state under

this chapter for an expenditure that is not a
qualified expenditure under AS 43.90.110;
(2) substantial ly departed from t he

specifications set out in the application wthout
state approval of a project pl an anmendnent or
nodi fi cation under AS 43.90. 210;

(3) violated any provision of this chapter or any
other provision of state or federal law material to
the license; or

(4) otherwise violated a material term of the

i cense.
(b) The comm ssioners shall provide witten notice to
the licensee identifying a license violation. The

commi ssioners and the |licensee have 90 days after the
date the notice is issued to resolve the violation
informally.

(c) The commssioners may suspend disbursenent of
state matching contributions to the |icensee begi nning
on the date that the notice of violation issued under
(b) of this section is sent to the licensee. The
conmi ssioners may resune di sbursenent on the date that
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the commi ssioners determne that the violation is
cured.

(d) If the comm ssioners and the |icensee are unable
to resolve the violation within the tine specified in
(b) of this section, the conm ssioners shall provide
the licensee with notice that the violation has not
been cured and provide the opportunity for the

licensee to be heard. |If after notice and hearing the
conmi ssioners determne that the violation has not
been cured, the conm ssioners shall issue a witten

decision that is a final admnistrative action for
pur poses of appeal to the superior court in the state.

M5. DAVIS noted that one of the changes to proposed AS
43.90.230(d) ensures that the State of Al aska has jurisdiction
She also nentioned that proposed AS 43.90.230(e)(1)-(4) now
reads:

(e) If the determnation issued under (d) of this

section finds an unr esol ved vi ol ati on, t he
conmmi ssioners may inpose one or nore of the follow ng
remedi es:

(1) di sconti nuati on of state mat chi ng

contributions under this chapter;

(2) recoupnent of state noney that the [|icensee
has received under this chapter to date, wth
interest, regardless of whether the |icensee has
expended or conmtted that noney;

(3) license revocation;

(4) assignnent to the state or the state's
designee of all project data, engineering designs,
contracts, permts, and other data relating to the
project that are acquired by the |icensee during the
termof the license; and

M5. DAVIS recommended that proposed AS 43.90.230(f)(2) be
anended by inserting the words "or the state's designee" between
"state" and "all". This wording is needed throughout the bil
because there may be instances where it is appropriate for the
product, or material, to be in the hands of a designee.

8:27:46 PM

REPRESENTATI VE ROSES noved Conceptual Amendnent 37, to insert
the words, "or state's designee" after the word, "state" on page
17, line 31, and to add this wording throughout the bill where
needed.
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REPRESENTATI VE GUTTENBERG obj ected to express disfavor with the
entirety of subsection (f).

COCHAIR GATTO asked whether there were there were any
objections to Conceptual Anendnent 37. There being none,
Conceptual Amendnent 37 was adopt ed.

REPRESENTATI VE GUTTENBERG, referring to subsection (f), asked
how t hat provision relates to enforcenent.

COMM SSI ONER GALVIN referred to subsection (e), which provides a
list of renedies available to the conm ssioners should it be
determined that a violation has occurred. That [|ist includes
| icense revocation and assignnent of the data. He conveyed that
the House Special Commttee on G| and Gas wanted to specify

that if |Ilicense revocation is chosen as the renedy, then
assignment of the data is required, and subsection (f) ensures
that this occurs. In response to a question, he said that

should it be determned that a violation has occurred that has
not been resolved, then the conmi ssioners can determnm ne which

remedy is appropriate or if all of them are appropriate. In
regard to whether subsection (f) is necessary, it is sinply a
mat t er of whet her a revocation of the license should

automatically be tied to a requirenent of assigning all of the
dat a.

8:31: 34 PM

REPRESENTATI VE  GUTTENBERG inquired whether subsection (f)
provides the authority to have everything that has been done by
the |licensee assigned to the state.

COWM SSI ONER GALVIN indicated that it did; the state already has
that authority under the current |anguage in subsection (e),
and, again, subsection (f) sinply elimnates the conmm ssioners'
discretion to revoke the license and choose not to require
assignment of all of the data. He relayed that the
adm nistration opposed this <change by the House Speci al
Commttee on Ol and Gas, and would therefore not be opposed to
del eti on of subsection (f).

CO CHAI R JOHNSON asked whether the definition of "matching" on
page 17, line 6, would al so enconpass the "80/20."

M5. DAVIS said it applies regardless of whether the ratio is
50/ 50 or 80/ 20.
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REPRESENTATI VE SEATON conment ed that subsection (f) prevents re-
application by the |icensee as well as assigns the data.

COWM SSI ONER  GALVI N concurr ed. He acknow edged that this is
potentially troubling because there could be a scenario in which
events occur that would preclude the conm ssioners and the
licensee from nodifying the project plan because doing so would
reduce the NPV of the project. This could force a violation to
occur even if the licensee acted in good faith and the state
wanted to allow the licensee to conpete in the next phase wth
new information beconing avail able. Having the licensee
precluded may potentially run counter to what would be in the
state's interests at that particular tinme, he argued.

COM SSIONER GALVIN, in response to a question, presented a
scenario in which an applicant comes in with a certain project
design but is forced to request a nodification because it turns
out that the gas isn't there or sonmething else affects the
licensee's ability to deliver that type of a project. Even if
t he comm ssioners support the proposed nodification, they do not
have the authority to authorize it if it lowers the project's
NPV. The project may still be economic, but cannot be nodified
and the |icensee now cannot fulfill the application. This would
result in having to go through the violation and revocation
provision or result in a voluntary relinquishment on the part of
t he appli cant.

8:36:10 PM

REPRESENTATI VE ROSES remarked that he cannot understand how that
scenario could occur because after the open season the criteria
allows the licensee to nodify the project to fit that open
season.

COW SSI ONER  GALVIN responded that this applies only if a
contingency clause was included in the |licensee's original
pr oposal . If there is no such contingency clause in the
original proposal, then only those changes allowed under the
nodi fication provision can be undertaken and they cannot reduce
the NPV of the project.

REPRESENTATI VE RCOSES stated that was one of the reasons for his
amendnent that allowed an applicant to propose various pipe
capacities in order to nmake adjustnents for possible variations
in the FT at the open season. Gven this paraneter, why allow a
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licensee to re-bid on a project that should have been bid
properly in the first place, he asked.

COM SSIONER GALVIN replied that it is a nmatter of when the

state goes back out for applications. Should a I|icensee be
automatically precluded from submtting a new bid or allowed to
conpete with a new proposal based upon what wll be new

i nformati on, he asked.
8:37: 53 PM

REPRESENTATI VE ROSES argued that the 1licensee should not be
allowed to re-bid because the other bidders are not allowed to
participate once they are rejected. He contended that this
allows the licensee who bid incorrectly to conpete with a bidder
who may have had the correct proposal to start with but was not
chosen.

M5. DAVIS rem nded the commttee that in the evaluation criteria
there is a specific provision relating to track record,
experience, business integrity, and other elenments that can be
scrutinized. She commented that should a subsequent application
be received from a previous licensee, it wll receive close
scrutiny as opposed to an application that was right the first
tinme.

M5. DAVIS said the licensee is going to be a naned entity, and
in all likelihood it wll be a large |imted Iliability
corporation consisting of multiple parties. She predicted that
it would be difficult to forma new entity for submtting a bid
the next tinme around, or that there would be a different m x of
pl ayers. It would be problematic for the state to assess
whether or not the sanme Ilicensee is submtting a new
application, she opined, because there would be no guidance as
to whether being the same neans nore than 50 percent of the sane
owner shi p. The state could find itself in a very bad position
trying to admnister this provision, she argued. The
adm nistration's belief is that subsection (f) creates nore
difficulty than it solves, she relayed, particularly since there
is another mechanism in place to solve the aforenmentioned
pr obl em

CO CHAI R GATTO conmented that the part of the project plan that

caused the licensee to default would probably be changed in the
new application.
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REPRESENTATI VE W LSON i nqui red whether the admi nistration w shed
to renove subsection (f).

M5. DAVIS said just paragraph (1) of subsection (f) needed to be
renoved

COM SSI ONER GALVIN clarified that he would prefer the renova
of all of subsection (f).

M5. DAVIS, in response to a coment, clarified that if
subsection (f)(1) is renoved, the state still has a neans under
the application evaluation criteria to identify whether the sane
licensee is comng back through the second round. She further

stated that she did not believe subsection (f)(2) was necessary
given that subsection (e) provides that the conmm ssioners nay
apply "one or nore of the followng renedies" which include
i cense revocation and assi gnnent of the data.

8:42: 30 PM

REPRESENTATI VE W LSON noved Anendnent 38, to delete proposed AS
43.90. 230 (f).

[ The conmittee decided that the change proposed by Concept ual
Amendnent 37 would still apply throughout the remai nder of the
bill.]

CO- CHAIR GATTO asked whether there were any objections to
Amendrent 38. There bei ng none, Amendnent 38 was adopt ed.

8:43: 31 PM

M5. DAVIS directed attention to proposed AS 43.90.240(a), which
now uses the word, "inducenent” rather than the word

"entitlenment”. Proposed AS 43.90.240(b) no |onger contains
references to the Commercial Arbitration Rules of the Anmerican
Arbitration Association; inserted in its place is the clause
"under the substantive and procedural laws of this state". She
said this change was nade to the Senate's version of the bill
because there was concern that reference to Commerci al
Arbitration Rules would be confusing given Alaska' s adoption of
the Uniform Arbitration Act. Furthernore, subsection (b)
specifies that a judgnent nay be entered in the state's superior
court.

M5. DAVIS, in response to a question, explained that the word
"entered" as used in subsection (b) is a legal term meaning that
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an arbitration award has the sanme force and power as a superior
court deci sion. In response to further questions, she relayed
that once an arbitration award is entered as a judgnent in the
State of Alaska, it can then be enforced in other states, and
that an arbitration award can be enforced in other countries
provided the United States' treaty with a particular country
recogni zes enforceability of judgnment agreenents.

M5. DAVIS nentioned that subsection (b) now clarifies that all
arbitrators shall be selected from the American Arbitration
Association's National Roster. In response to coments and a
guestion, she said that the admnistration is not "forum
shopping” relative to choice of law, the admnistration has
deci ded to abide by state | aw.

M5. DAVIS, in response to another question, explained that the
words in subsection (a), "under (f) of this section and AS
43. 90. 220" refers to subsection (f) of proposed AS 43.90.240 and
to the entirety of proposed AS 43.90.220. She noted that
proposed AS 43.90.240(b)(1) now Ilonger <contains the words,
"project shall be abandoned" because the admnistration is
trying to get away from having project abandonnent be a decision
point and instead stay focused on whether the project is
economi c.

8:51: 00 PM

M5. DAVIS relayed that proposed AS 43.90.240(b)(2) now reads,
"(2) not wuneconomic, the obligations of the |icensee and the
state continue as provided under this chapter and the |icense.",
and that proposed subsection (c) is essentially a new subsection
defining the term "uneconom c" so as to provide guidance to the
arbitrators regardi ng whether a project i s uneconomc

CO CHAI R GATTO surm sed that "preponderance of the evidence" is
a lower bar than "clear and convincing".

M5. DAVIS concurred; the state could be the party seeking to

prove sonmething is uneconom c and, thus, this standard will keep
things fair. She then explained that the definition of
"uneconom c" has two prongs. The first prong, proposed

subsection (c)(1), states that either the applicant or the state
woul d need to denonstrate that the "project does not have credit

support sufficient to finance construction of the project”. She
poi nted out that ownership and control of gas resources does not
qualify as «credit support. This is because a producer

affiliate-owned pipeline would be unable to denonstrate that it
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had no control of gas, therefore this type of pipeline owner
would be precluded from ever showing that a project is
uneconom c. A producer affiliate-owned pipeline could certainly
have a situation, she offered, where a project was unecononic
due to such things as commodity pricing of the gas, construction
mat eri al, and market conditions.

8:53: 04 PM

M5. DAVIS referred to the second prong of the definition of
"uneconom c" - proposed subsection (c)(2) - and relayed that the
gas team had extensive discussions as to what constitutes
uneconom c, and determ ned that an objective test would be for
the arbitrator to look at whether there would be shippers
willing to ship gas on the pipeline wunder the economc
assunptions of a fully loaded pipeline and the market prices
predicted for the tine that the gas would be brought on. Thus,
paragraph (1) is a subjective standard, she said, and paragraph
(2) is an objective standard.

COCHAIR GATTO commented that the words “"typically” and
"prudent” as used in paragraph (2) could be interpreted
differently dependi ng on which side of the fence a person is on.

M5. DAVIS stated that proposed AS 43.90.240(d) relates to the
burden of proof. However, she reported, this |language creates a
probl em because under Al aska |aw, the burden of proof is already
adequately dealt with through the statutory structure of the
Uniform Arbitration Act. Therefore, the admnistration would
not oppose deletion of this subsection in order to avoid
conf usi on.

8:55:32 PM

REPRESENTATI VE SEATON noved Anmendment 39, to delete subsection
(d) from page 19, lines 3-4, and renunber the rest of the
subsections accordingly. There being no objection, Anendnent 39
was adopt ed.

M5. DAVI S noted that proposed AS 43.90.240(f) now reads:

(f) If the comm ssioners and the |icensee agree that
the project is wuneconomc or an arbitration panel
makes a final determination that the project is
uneconomi c, the licensee shall deliver to the state or
t he state's desi gnee al | engi neering desi gns,
contracts, permts, and other data relating to the
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project that are acquired by the |icensee during the
term of the |license upon rei nbursenent by the state of
the net anmount of expenditures incurred and paid by
the licensee that are qualified expenditures for the
pur poses of AS 43.90.110.

M5. DAVIS said that this |anguage is consistent throughout the
rest of the bill and clarifies that the data being turned over
is data and information acquired during the termof the |icense.

M5. DAVIS next directed attention to proposed AS 43.90. 250,

regarding the Al aska Gasline Inducenment Act coordinator. She
relayed that much of the debate on this issue is focused on
| anguage in subsection (D), regarding the coordinator's

appoi ntment being subject to confirmation by the |egislature.
She said that according to the drafter, this position does not
fit wthin the list of positions that require confirmation under
the Al aska State Constitution

8:57:47 PM

REPRESENTATI VE EDGVON noved Anmendnent 40, which read [origina
punct uation provided]:

Page 19, |ines 26-29:

Del et e: "The initial appointnent is subject to confirmation by
the legislature and an appointnent is subject to reconfirmation
by the legislature during the first regular |egislative session
after a general election at which a governor is elected.”

CO CHAI R JOHNSON obj ected for the purpose of discussion

COCHAIR JOHNSON inquired whether there is a way for the
| egislature to appoint the coordinator wthout himher being a
conmmi ssioner. He voiced his opinion that the |egislature should
have a say in who is appointed.

COWM SSI ONER GALVIN conveyed that the drafter has identified
this as being a constitutional issue, and that there had been an
anendnent to overcone that by making it a conm ssioner-type of
posi tion. He said the adm nistration has no recommendati ons as
to how to overcone the |legal issue. He relayed that he was
previously the director of the Division of Governnental
Coordination within the governor's office and was responsible
for coordinating the policy decisions anongst the resource
agenci es. It was very simlar to the function of the
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coordi nator position described in HB 177 as far as being
responsible for working with all the departnments and ensuring
that the regulatory prograns are operating as efficiently as
possible, as well as wusing the influence of the governor's
office to establish what the decision should be wthin the
bounds of each agency's respective authority. Hi s position was
appointed by the governor, he said, and was not subject to
confirmation by the |egislature. Therefore, it is not an
unprecedented type of authority or position, he argued, and the
guestion becones whether the legislature feels confortable
creating such a position under the constitutional limtations
poi nted out by the drafter.

9: 02: 08 PM

REPRESENTATI VE EDGVON remar ked that he, too, was skeptical until
hearing the description from the conm ssioner and |earning that
the position is nostly that of a facilitator and does not have
fiduciary responsibilities |ike conm ssioners do. This is a
clear line in the sand, he said, regarding whether the person
hol ding this position should be confirned by the legislature or
be sel ected by the governor.

COM SSIONER GALVIN added that the position's authority 1is
extrenmely Iimted since the coordinator does not have authority
to adopt regul ations, and has no oversight of a budget or staff.
The coordinator's role is only that which is established in
subsections (b)) and (c) of proposed AS 43.90.250. The
coordinator is subject to support by the governor's office as
wel | as renoval for any cause, he stat ed.

CO-CHAIR GATTO commented that the word "coordi nator" sounds |ike
a liaison position.

COWM SSI ONER GALVI N agr eed. He said the coordinator's nost
significant role wll be acting as an information |[|iaison
between state agencies, f eder al agenci es, and pipeline

proponents.

CO- CHAIR GATTO stated that given there is no staff, he is
reluctant to establish the position at a comm ssioner |evel.

REPRESENTATI VE ROSES observed that a previous anendnment of his
that failed was not advocating for adding another comm ssioner

but for sinply having the opportunity for a confirmation process
if that was so chosen. Amendnent 40, he said, is a matter of
whether to risk running into a constitutional issue by |eaving
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the language in or to avoid that possibility by taking the
| anguage out.

CO CHAIR JOHNSON withdrew his objection, but said that approva
of the coordinator is sonething that he would like to pursue.

CO CHAIR GATTO asked whether there were any further objections.
Ther e bei ng none, Amendnment 40 was adopt ed.

The commttee took an at-ease from9:06 p.m to 9:15 p. m

REPRESENTATI VE EDGVON noved Anendnent 41, to delete the word
“"typically" from page 18, |ine 31. There being no objection,
Amendnent 41 was adopt ed.

9:16: 38 PM

M5. DAVIS nentioned that proposed AS 43.90.250(b), on page 19,
line 29, the word, "person" was replaced wth the words,
"individual serving as the Alaska Gasline Inducenent Act
coordinator” and that no changes were nade to proposed AS
43.90. 250(c)-(d) or proposed AS 43.90.260. Furthernore, what is
now proposed AS 43.90.300(a) no longer contains a reference to
the tax exenption in AS 43.90.320 and changing the inducenent to

being contractual. She said this change was made in the Senate
version of the bill and relates to the debate regarding the
constitutionality of the tax exenption provision. Proposed AS

43. 90. 300(b), beginning on page 21, line 3, is a new subsection
relating to a new voucher, and | anguage establishing the voucher
can be found in proposed AS 43.90. 330.

COM SSIONER  GALVIN returned the <conmttee's attention to
proposed AS 43.90.240(f), and reconmmended that the conmttee
consider adding a "50 percent" l|limtation simlar to what was
added via Conceptual Amendnment 34 to proposed AS 43.90.200(e).

REPRESENTATI VE ROSES noved Anendnent 42 as foll ows:

Page 19, line 17, after the second "of"
I nsert "50 percent of"

REPRESENTATI VE ROSES stated that he had intended for [ Conceptual
Amendrent 34] to apply throughout the entire bill.

COW SSI ONER  GALVIN suggested that such a change be done
separately throughout the bill, rather than globally, because
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there are different justifications each tine for what the
di stribution of the costs m ght be.

CO- CHAIR GATTO asked whether there were any objections to
Amendnent 42. There being none, Amendnent 42 was adopt ed.

9:22: 08 PM

REPRESENTATI VE GUTTENBERG, referring to page 21, lines 1-2 -
proposed AS 43.90.300(a) - requested further explanation of the
i nducenent in proposed AS 43.90. 310 being contractual.

M5. DAVIS expl ained that when HB 177 was originally introduced,
it had two provisions for inducenents for resource owners - a
royalty provision and a tax exenption provision. The royalty
provision clearly needed to be contractual, she said, because it
affects the royalty terns in the |lease. The adm nistration also
originally wote the tax exenption as contractual because it
called for a tax certificate to be signed by the comm ssioner
and the resource owner. Under terns of the tax certificate, the
state would provide the tax exenption in exchange for the
resource owner commtting gas at the initial open season and
agreeing to the rolled-in rate treatnments that the pipeline
conpany was bound by.

M5. DAVIS relayed that the administration believes this to be a
superior approach because it considers AGA to be a law of
general application and, because the constitution states that
the taxing power nay be contracted away, the contractual
structure did not conflict wth constitutional requirenents.
However, she said, the Senate believes that this exenption is
granted by contract and not by general law, and therefore [the
Senate] stripped out the contractual wunderpinnings for the
exenpti on. So, she stated, it becones a debate of whether AGQ A
is a law of general application that then allows a contract to
be entered into versus does it just provide a tax exenption
because of the contract.

REPRESENTATI VE GUTTENBERG offered his wunderstanding that the
Senate thought having it as a law of general applicability was
stronger constitutionally than contractually.

M5. DAVIS offered her belief that the Senate felt it was a
stronger exenption, she said, as no contractual provision
preserves the ability of future legislatures to make changes.
She pointed out that wunder the Constitution of the United
States, future |legislatures are prohibited from inpairing
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contracts authorized by earlier legislatures, provided it 1is
expressly stated that that original contract was intended by
that legislature to be treated as a contractual conmtnent.

REPRESENTATI VE GUTTENBERG opi ned that one |egislature does not
have the authority to bind future |egislatures, but acknow edged
the adm nistration has a different position.

REPRESENTATI VE ROSES said the state is going to offer a license
to sonmeone for years to come and if the next |egislature can
decide to undo it, then no one will ever want to bid on anything
the state is going to do, he opined.

REPRESENTATI VE GUTTENBERG submtted that for the bidders it is
an uncertainty that has to be overcone. He stated that he wants
to make sure that if that law is struck down it cannot be | ocked
in and that it doesn't becone an excuse for [the licensee] to
stop the contract.

REPRESENTATI VE SEATON observed that proposed AS 43.90.310 is the

royalty inducenent, not the tax inducenent. Since the tax
i nducenent is not specifically cited as being contractual, it
can be presunmed that it is not contractual. Under general | aw,

he said, tax and royalty are treated separately.

COWMM SSI ONER GALVI N suggested that further discussion in regard
to contractual issues be postponed wuntil the actual tax
provisions are reviewed in later sections of the bill.

9:30: 02 PM

M5. DAVIS went on to explain that proposed AS43.90.300(b) was
inserted to address the situation wherein a gas producer 1is
recei ving a voucher, which is a mechani sm whereby a buyer of gas
can purchase gas on the North Slope and acquire capacity in the
pi pel i ne even though the buyer is not a producer, and the buyer
can then ship gas down the pipeline. This ensures that AQA
incentivizes not only gas producers to acquire pipeline
capacity, but also buyers of gas. She relayed that wutility
conpani es and other gas buyers wanted to receive the benefit of
the resource inducenents. The voucher allows the gas buyer to
transfer royalty and tax benefits to the producer in return for
a |lower gas purchase price. She said that currently on the oi

side, buyers typically buy at a flat rate plus the tax and
royalty because the producers do not want to take the risk that
tax and royalty mght vary over tine. Vouchers will enable a
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producer to establish a price and then get the benefit of
reduced royalty and tax.

REPRESENTATI VE SEATON asked about the tine period referenced in
proposed AS 43.90. 330(b).

M5. DAVIS referred to the clause in proposed AS 43.90.330(b),
which states, "entitles the holder of the voucher to the
resource inducenents in AS 43.90.310 and AS 43.90.320". She
expl ai ned that the inducenents in AS 43.90.310 and AS 43.90. 320
are tied to the duration of the capacity commtnent, so it is an
indirect reference to that period. Separately, she said,
proposed AS 43.90330(c) provides that once a buyer delivers the
voucher to the producer, the voucher's duration is the earlier
of the duration of the buyer's gas purchase agreenent with the
producer or the expiration of the inducenent by operation of
I aw. Thus the expiration of the inducenment ties back to AS
43.90. 310 and AS 43.90.320. The tax is 10 years and the royalty
is the duration of the FT commtnent; they are different which
is why there are references to operation of |aw

REPRESENTATI VE SEATON asked whether it makes a difference that
one is contractual and the other is operation of |aw.

M5. DAVIS replied no.
9:35:21 PM

M5. DAVIS turned attention to proposed AS 43.90.310(a) -
specifically the language that says, ""or shipped in the firm
transportation capacity described in a voucher received by the
gas producer under AS 43.90.330; this new |anguage references
the royalty inducenment and ties in the voucher provision. She
then noted a typographical correction that was nade to the end
of proposed AS 43.90.310(a)(2)(D): i nsertion of the word "and"
after the sem col on.

REPRESENTATI VE GUTTENBERG asked whether "the royalty settlenent
agreenent” was in court.

COWMWM SSI ONER GALVIN responded that a settlenment agreenent was
reached; the 1980 royalty settlenent agreenent for Prudhoe Bay
permtted certain deductions, so "this" is just acknow edging
"t hose. ™"

M5. DAVIS nentioned that proposed AS 43.90.310(a)(3)(A no
| onger references a "qualified person", but rather just "other
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person". She explained that the word, "qualified'" was an
artifact from earlier draft when the intention was to define a
qualified person, and that the voucher essentially enbodies that
concept. She pointed out that the wording in proposed AS
43.90.310(a)(3)(B) has sinply been reordered. She referred to
proposed AS 43.90.310(b)(1) wherein there is a reference to the
requirenent that the initial regul ations enacted by the
conmmi ssioner of the DNR could be contractually incorporated and
anmended and put into the |ease. Every two years thereafter the
commi ssioner of the DNR is to review the regulations and revise
them if they were not producing the benefits prom sed by AGA,
and there could be a second election by the producer to
incorporate the revised regul ations. The drafter placed these
two concepts into two subparagraphs, she said; subparagraph (A
references the incorporation of the new regulations, and
subparagraph (B) references the election and incorporation of
revised regulations. (V) Davis noted that proposed AS
43.90. 310(b) (2) now contains subparagraphs (A) and (B) due to
t he adoption of an anmendnent on 4/23/07.

9:39:18 PM

REPRESENTATI VE SEATON noved Anendnent 43, which read [origina
punct uation provided]:

Page 22, line 26 After "notice"
I nsert "to two years"”

REPRESENTATI VE KAWASAKI obj ect ed.

COM SSI ONER GALVIN said that while the adm nistration has been
thinking of two years with regard to altering the current 90-day
notice provision, it has not done any evaluations and is
therefore envisioning that these provisions would be established
through regulations, which would allow for coments from the

parties that the state is trying to attract into this
i nducenent. He said that at this point he is unconfortable with
establishing a fixed tine. The bill nakes a clear statenent

that the intent is to provide an inducenent that is attractive
and neets the |essees’ comercial concerns, and the |ength of
the notice period and the remai nder of the commercial risk taken
on by the state will have to be addressed via regul ations.

REPRESENTATI VE ROSES surm sed, then, that the admnistration is
asking for sonme flexibility.
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COMM SSI ONER GALVIN said he is suggesting that it may not be in
the state's best interest to specify a nunber at this tine
because the information upon which to make such a decision is
not avail abl e.

REPRESENTATI VE SEATON i nqui red whether the 90-day limtation for
switching between [royalty in-value (RIV) and royalty in-kind
(RIK)] is established in regulation or in the | ease terns.

COW SSI ONER GALVIN stated that it is established in the |ease
terns, though not in all |eases. He said 90 days is used
because it is the nobst comon tinmefrane. In response to a
guestion, he said that contractual ternms are offered during a
particular |lease sale, and are at the discretion of the DNR
commi ssioner within a certain statutory franmework.

REPRESENTATI VE SEATON noted that a term of two years has been
used throughout many di scussions. He requested that in future
presentations it be made clear that a negotiated timefrane may
be | onger than two years.

REPRESENTATI VE SEATON wi t hdrew Amendnent 43.

COWM SSI ONER GALVIN clarified that the details of the inducenent
provi sion would be established via regulations and would be set
prior to the open season and not subject to individua
negoti ations; after regulatory devel opnent and public comrent
period, the DNR would decide what the notice tinefrane should
be. He said he is only suggesting that there is not enough
information at this point to establish that tineframe, but it
w Il be established sonetine before open season.

9:46: 41 PM

M5. DAVIS noted a typographical error on line 15, page 22,
wherein the words, "incorporate into the lease ternms of the
relevant regulation as fixed contract ternms" ought to be
replaced with the words, "incorporate as fixed contract terns

the rel evant revised regul atory provisions".

REPRESENTATI VE ROSES noved Anendnent 44 as foll ows:

Page 22, line 15, after "and"

Delete "incorporate into the |lease terns of the
rel evant regul ation as fixed contract terns"

Insert "incorporate as fixed contract ternms the

rel evant revised regulatory provisions”
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There bei ng no objection, Arendnent 44 adopt ed.

9:49: 04 PM

M5. DAVIS pointed out the addition of the words, "lessee's or
person's”, on page 23, line 15 - proposed AS 43.90.310(c);
subsection (c), furthernore, no l|longer contains the words, "if

t he Federal Energy Regul atory Conm ssion does not have a policy
in effect that presunes that rolled-in rates apply to the
recovery of expansion costs for the project;".

REPRESENTATI VE SEATON noved Anmendnent 45, which read [origina
punct uation provided]:

Page 23, line 17 After "AS 43.90.130(7)"

Delete "."

| nsert "if t he Feder al Ener gy Regul at ory
Comm ssion does not have a policy in effect that
presunes that rolled in rates apply to the recovery of
expansion costs for the project;”

REPRESENTATI VE KAWASAKI obj ect ed.

A roll call vote was taken. Representati ves W/ son, Seaton,
Roses, Edgnon, Gatto, and Johnson voted in favor of Anmendnent
45, Representati ves Quttenberg and Kawasaki voted against it.

Therefore, Amendnent 45 was adopted by a vote of 6-2.
9:52:23 PM

REPRESENTATI VE SEATON noved Anmendnent 46, which read [origina
punct uati on provided]:

Page 24, line 18 After "AS 43.90.130(7)"

Del ete ";"

| nsert "if t he Feder al Ener gy Regul at ory
Comm ssion does not have a policy in effect that
presunes that rolled in rates apply to the recovery of
expansion costs for the project;"”

The commttee took an at-ease from9:53 p.m to 9:57 p. m
REPRESENTATI VE GUTTENBERG and W LSON obj ected to Amendnent 46

REPRESENTATI VE SEATON stated his opinion that the House Specia
Commttee on G| and Gas struck a very good bal ance because if
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the FERC has the presunption of rolled-in rates, the pipeline
entity must propose and support rolled-in rates. Amendnent 46
says shippers only get the inducenent if the FERC is presum ng
rolled-in rates and then the shippers can argue whatever they

want; if the FERC changes and elimnates the presunption of
rolled-in rates, then the shippers are required to support
rolled-in rates. This affords sone balance between the

i nducenent and the requirenent for rolled-in rates, he opined
because rolled-in rates are what [the legislature] is trying to
get to ensure exploration.

COWMM SSI ONER GALVI N conveyed the administration's opposition to
Amendnent  46. He indicated that the |anguage being added via
Amendnent 46 is not the |anguage that the admnistration started
with. The adm nistration believes that if a conpany is going to
obtain the value of the upstream royalty and tax inducenents,
then it should not be able to counter the state's interest on
the rolled-in rates. The state fought for the FERC presunption

he said, because rolled-in rates are so valuable to the state.
The admnistration prefers keeping the existing |anguage, he
advi sed, to preclude a conpany from nmaki ng such a chal |l enge.

A roll call vote was taken. Represent ati ves Seaton, Roses, and
Johnson voted in favor of Anendnent 46. Representatives WI son,
GQuttenberg, Edgnon, Kawasaki, and Gatto voted against it.
Therefore, Anendnment 46 failed by a vote of 3-5.

REPRESENTATI VE GUTTENBERG noved to rescind the commttee's
action in adopting action on Anendnent 45.

REPRESENTATI VE SEATON obj ect ed.

A roll call vote was taken. Representatives Guttenberg, Edgnon,
Kawasaki, WIson, and Gatto voted in favor of rescinding the
commttee's action. Representati ves Seaton, Roses, and Johnson
voted against it. Therefore, the commttee's action in adopting
Amendrent 45 was rescinded by a vote of 5-3.

10: 05: 21 PM

M5. DAVIS referred to proposed AS 43.90.320(b), and expl ained
that it no Jlonger references the execution of a signed
certificate; this change renoves a contractual elenment for the
tax exenption. Subsection (b) now references the inducenent in
connection wth the voucher for buyers. Proposed AS
43.90. 320(c) now uses the words, "person claimng the exenption”
in place of the words, "exenption issued"; the words, "shall
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agree" replaces the reference to a contractual agreenent; and
the rebuttal presunption is no |onger included.

COM SSI ONER GALVIN explained that elimnating the contractua

aspect el i m nates durability, t her eby el i mnating t he
expectation on the part of the party that is receiving the
i nducenment to know that it will have the value of the tax freeze

for the entire 10 years. As witten, the intent of this change
was to promse an exenption in an anount equivalent to the
change in the tax rate, but the exenption can be renpved at any
time by the legislature. The aforenentioned was not included in
the original legislation and was not an intended inducenent.
Throughout, the adm nistration has acknow edged that what was
proposed would be  subject to a court chal | enge and
constitutional challenge. Furthernore, no assurance was nade
that it would be proven constitutional. The |anguage in Version
K basically elimnates the concern of a constitutional challenge
because there is no binding effect on a future legislature, and
thus the question is whether it is of nuch value to the parties
that AG A |ooks to induce. M. Glvin noted that it is a
significant change, which he characterized as a |essening of the
potential perceived val ue.

10:10:18 PM

M5. DAVIS, in response to a question, explained that this change
was not part of CSHB 177(0&35; it was incorporated into Version
K by the drafter because it was a change nade in the Senate's
versi on of AQ A

REPRESENTATI VE W LSON surm sed that this change neans there wl|
no | onger be a 10-year period of certainty.

M5. DAVIS responded that it takes away the |anguage that was in
the tax exenption that established the exenption as a matter of
contract, so that nakes it changeable. In further response, she
said that it could be fixed through a conceptual amendment that
restores the |anguage to what was in CSHB 177(C&G . She said
t he conceptual anendnent would apply to subsections (b) and (c),
[lines 9 and 15, respectively,] as well as to page 21, line 1

CO CHAI R GATTO asked what happens if the difference is |ess than
zero.

M5. DAVIS answered that the focus is not whether the nunber

woul d be zero, but whether it would be a negative nunber. The
goal is to ensure that the individual does not end up with a
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credit that is carried forward. The issue is the tax rate in
effect at open season versus a future tax rate. If the tax rate
went down in the future as conpared to what it was during open
season, this would prevent the difference from being considered
a tax credit that could be carried forward. Such | anguage is
enbodied in other tax statutes, she remarked.

10: 14: 11 PM

COWM SSI ONER GALVIN, in response to questions, clarified that it
is the tax rate in effect "at the tinme" of open season. If a
22.5 percent tax rate was reduced to 20 percent just prior to
open season, then the effective tax rate reference point would
be 20 percent. If a 22.5 percent tax rate was increased to 25
percent just prior to open season, then the effective tax rate
reference point would be 25 percent.

M5. DAVIS further stated that it doesn't matter what the tax
rate is "before" open season, only what it is "at" open season
The tax rate "at" open season is the reference point. VWhat ever
the tax rate is "at" open season is what can be banked on and
used in the licensee's comercial nodels.

COWM SSI ONER GALVI N gave the follow ng exanple: |If the tax rate
is 25 percent "at" open season and it goes down to 20 percent,
the |licensee then pays 20 percent. If the rate goes up to 23
percent, then the |icensee pays 23 percent. But if it is goes
up to 26 percent, the licensee wll receive a 1 percent credit.

REPRESENTATI VE ROSES i nquired whether this |ocked-in rate is for
a successful open season or just an open season.

COW SSI ONER GALVIN answered that it is for the initial open
season for the licensed project.

M5. DAVIS further stated that it is the initial open season at
whi ch that producer comrits its gas.

COWMM SSI ONER GALVI N explained that it is the initial open season
for the licensed project - whatever gas is committed there. | f
there is a subsequent open season and sonmeone commts gas, even
if it is the first tinme that he/she comnmts gas, he/she does not
get the credit. An initial open season will be identified in
the license and wll be clearly designated as the one that
receives [the locked in rate], he said.

HOUSE RES COW TTEE -59- April 24, 2007



REPRESENTATI VE ROSES expressed concern that if [the state] goes
to open season and no one conmits and [the state then] goes to a
second open season, it only counts at tinme of conmm tnent.

COWM SSI ONER GALVIN, in response to another question, stated
that a coomitnent nade at a second open season wll receive no
i nducenent what soever. For exanple, if a party conmts a
certain anount of gas during the first open season at a tax rate
of 20 percent and then the sane party commts another anpunt of
gas at a second open season at which the tax rate has risen to
25 percent, only the anmpbunt of gas commtted at the first open
season wWill receive the inducenment of using the 20 percent tax
rate as the point of reference.

REPRESENTATI VE ROSES presented a scenario of no one conmtting
gas in the first open season and then three years later there is
a second open season. Does this nean no one will receive the
10-year fixed rate, he asked.

COWM SSI ONER GALVI N replied yes.

10: 19: 49 PM

REPRESENTATI VE SEATON surmised that the policy call is whether
to say that taxes wll be contractually obligated or be by
general | aw.

M5. DAVIS responded that the admnistration is creating an
exenption by general law which is AGA and the direction from
the legislature is to inplement that general |aw by instructing
the conmm ssioners to enter into contracts for those specific
provi si ons.

REPRESENTATI VE ROSES remarked that this is the result of the
commttee's request to have the admnistration's stack of [54]
amendnents put into a CS for the commttee's consideration and
now the comrittee is dealing with having to take things out that
it mght never have put in had the anendnents been addressed
i ndi vi dual |y. The question is whether to have the CS conform
with the Senate Judiciary Standing Conmttee's |anguage on this
issue or with what cane out of the House Special Committee on
Ol and Gas.

10: 21: 50 PM
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REPRESENTATI VE ROSES noved Conceptual Amendnment 47, to replace
the language in proposed AS 43.90.320(b)-(c) wth "the
appropriate | anguage"” from CSHB 177( Q&G .

CO- CHAI R GATTO obj ect ed.

COWM SSI ONER GALVIN clarified that Conceptual Amendnent 47 woul d
not include the oil and gas section that was the subject of the
previ ous notion on the FERC presunption | anguage.

M5. DAVIS pointed out that Conceptual Anmendnent 47 would also
not include the voucher |anguage currently on page 24, |lines 12-
14.

REPRESENTATI VE ROSES concurr ed.

M5. DAVIS inquired whether Representative Roses w shed to also
include within Conceptual Amendnent 47 the I|anguage from page
21, line 1, which says, "The inducement in AS 43.90.310 is
contractual "

REPRESENTATI VE ROSES clarified that Conceptual Anendnent 47
provides that the |anguage on page 24, lines 9-21 is to be
replaced with the "appropriate” |anguage from CSHB 177(0&5 and
the change would need to be carried throughout the |egislation
to include the referenced points.

REPRESENTATI VE GUTTENBERG obj ect ed. He commented that in many
ways this is just an argunment regarding how to get to the sane
place in the safest way. The adm nistration has the opinion
that this can be done while others say that it cannot. He said
he would stick with the |anguage currently in Version K because
there was a | ot of work done to make other people feel secure.

REPRESENTATI VE SEATON posited that the Senate Judiciary Standing
Comm ttee developed the Senate's |anguage as the safest |egal
way to inplenment the 10-year tax exenption

CO CHAI R GATTO expressed his confidence in those who purport the
constitutionality of a 10-year fixed rate.

10: 26: 25 PM

REPRESENTATI VE ROSES relayed his understanding that t he
adm nistration believes the language in Version K would not
actually lock in the rates for 10 years.
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M5. DAVIS replied that this is correct with respect to the
changes that are currently in Version K because the contractua

under pi nni ngs have been stripped out and because the purpose of
stripping out that language is to ensure no durability for 10
years. She relayed that what the administration is hearing from
the producers is that they are making a huge investnment and can
assune the risks associated with the costs of materials and the
costs of the comodity, but that they do not want to assune the
risk that the fiscal reginme can be changed. She said she could
not speak to whether they would be happy with 10 years.

REPRESENTATI VE ROSES voiced his concern that taking away the
i nducenent |anguage and turning it into a potential incentive
di m ni shes the effectiveness of its intent.

10: 29: 59 PM

REPRESENTATI VE GUTTENBERG argued that with Version K's current
| anguage there won't be a constitutional challenge because the
grounds for a challenge have been renoved, whereas the |anguage
in CSHB 177(0&5 guarantees a constitutional challenge. The
intent is to not have the bill be constitutionally chall enged.

COWM SSI ONER GALVI N opined that offering the inducenent gives a
potential gas commtter the ability to nmake a determ nation

regarding what the inducenent's value is. One factor in
determining the value relates to the chance of the tax rate
increasing during the 10-year period. The second factor in

determning the value relates to how nmuch the | egislature can be
relied upon to keep that aspect of the prom se. Supporting the
anmendnent, he said, adds another factor relating to whether this
can be counted on as being constitutional so that if the

| egi sl ature does change its mnd, there wll be protection
provided by the court. This anmendnent provides that |ast
st opgap.

CO CHAIR GATTO stated that if he were a bidder he woul d consi der
the existing |l anguage as an addition to his NPV.

REPRESENTATI VE GUTTENBERG advi sed that the industry knows both
the people and the geology of the state very well. In 2002
there was an 8.+ earthquake and the Trans-Al aska Pipeline noved
about 80 feet, which was right within the industry's disaster
pl anni ng paraneters. The industry also knows the paraneters of
how the state's people operate - since 1975 the tax rate has
gone down.
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REPRESENTATIVE ROSES inquired whether, in the event of a
"political earthquake" causing a "shift", a future |egislature
could undo this | anguage and choose to have the fixed rate apply
for 30 years.

COWM SSI ONER GALVI N replied yes.

REPRESENTATI VE ROSES asked whether [future] legislatures could
extend the tax rate to 30 years under the |anguage in CSHB
177( &G .

COWM SSI ONER GALVI N answered yes, primarily because the party is
going to accept it as a contractual provision.

REPRESENTATI VE SEATON referred to testinobny presented by the
producers wherein they indicated that they do not trust the
state and that wunless the state also fixes their oil tax,
corporate income tax, property tax, and other things, they have
no security in the 10 years of the contract because the state
could just raise one of the other taxes. He said it seens to
him that the Ilaw of (general applicability provides the
assurance.

A roll call vote was taken. Represent ati ves Roses, WIson, and

Johnson vot ed in favor of Concept ual Amendnment 47.
Representatives QGuttenberg, Edgnon, Kawasaki, Seaton, and Gatto
voted against it. Therefore, Conceptual Anmendnent 47 failed by

a vote of 3-5.

10: 37: 50 PM

M5. DAVIS pointed out that proposed AS 43.90.330 pertains to the
previ ously described inducenent vouchers, which give gas buyers
the ability to indirectly partake in the resource inducenents by
trading the vouchers to producers. Referring to proposed AS
43.90. 400, she relayed that it now uses the term "matching
contributions" on page 25, lines 14, 24, and 26. 1In response to
a question, she noted that the Senate's version of the bill no
| onger contains the sentence beginning on line 15 that states,
“"Money appropriated to the fund may be spent for the purposes of
the fund wthout further appropriation.”, or the sentence
beginning on line 18 that states, "Nothing in this subsection
creates a dedicated fund."

M5. DAVIS offered that proposed AS 43.90.420 now uses the

phrase, "court of the state of conpetent jurisdiction" as a
clarification of jurisdiction. Proposed AS 43.90.440, regarding
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|icensed project assurances, deals with paynent of 300 percent
of the costs if the state gives preference to a conpeting
project. She noted that subsection (a) no |longer uses the term
"nonetary treatnent" because there was concern that this term
was too vague; subsection (a) now just refers to, "preferentia

royalty or tax treatnment or grant of state noney". On line 19,
she noted the insertion of a conma after the word, "state" and
the addition of a new sentence on lines 25-26: "The paynent

under this subsection is subject to appropriation.”

COCHAIR GATTO inquired whether failure to make the
appropriation would be a contract violation.

REPRESENTATI VE ROSES responded yes.

M5. DAVIS remarked that the party could sue and get nore noney
than the first 300 percent of qualified expenditures.

COW SSIONER  GALVIN clarified that this only kicks in if
preferential treatnent is given to a separate project, not if
there is a failure to appropriate.

10: 41: 34 PM

M5. DAVIS nentioned that the |ast sentence of proposed AS
43.90. 440(a) now refers to, "all engineering designs, contracts,
permts, and other data related to the project”, adding that the

drafter will be making conform ng changes throughout the bill
where necessary. She further noted that this l|ast sentence no
| onger uses the words, "are owned or"; this ensures that what

the state is receiving is data and materials that were acquired
fromthe date the state issued the |icense and forward.

M5. DAVIS reported that proposed AS 43.90.440(b) now reads:

(b) I'n this section,

(1) "conpeting natural gas pipeline project”
nmeans a project designed to acconmodate throughput of
nmore than 500, 000,000 cubic feet a day of North Sl ope
gas to nmarket;

(2) "preferential royalty or tax treatnent” does
not i ncl ude

(A) the state's exercise of its right to
resol ve disputes involving royalties and taxes;

(B) the state's exercise of its right to
nodi fy royalties as authorized by law in effect on the
effective date of this section; or
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(C the benefits of a large project permt
coordinator authorized by a law in effect on the
effective date of this section

M5. DAVIS offered that the |anguage in paragraph (1) clarifies
that the project is delivering gas to market and is not just a
recycling project that keeps the gas on the North Slope, and
that the |anguage in paragraph (2) clarifies what preferential
royalty or tax treatnent does not include. This latter
clarification was made at the admnistration's request, she
said, because of concerns expressed by the industry that this
provision sets up an exclusivity situation; the new |anguage
makes it clear that the state does not give up its right to
resolve disputes involving royalties and tax. Ms. Davis
expl ained that paragraph (2)(B) excludes the DNR s existing
authority wunder statutes to nake changes to royalty rates
regarding field termnations and other challenging situations,
and that this is based on laws in effect as of the date of the
Act . She said that paragraph (2)(C) references DNR s existing
authority to provide | arge project coordination.

M5. DAVIS relayed that proposed AS 43.90.450(a) now reads in
part: "(a) A licensee may transfer all or part of the I|icense,
including the rights and obligations arising under the I|icense,
if, after publishing notice of the proposed transfer, providing
notice to the presiding officer of each house of the
| egi slature, and providing a period not less than 30 days for

public review and coment,” This |anguage addresses the concern
that there should be public and legislative notice when the
license is being assigned. She said that 1in proposed AS

43.90.450(b), on line 23, the word, "regarding”" was inserted
after "AS 43.90. 220". Proposed AS 43.90.450 now contains a new
subsection (d) that deals with the assignnent of vouchers, and
puts voucher assignnment on par with the assignnent rights of a
resource owner having the resource inducenents, she said.
Vouchers can only be assigned with transfer of the conplete
capacity that was acquired by that buyer at the initial binding
open season.

10: 46: 45 PM

REPRESENTATI VE GUTTENBERG noved Conceptual Anmendnent 48, which
read [original punctuation provided]:

Page 28, line 12

add
Sec. 43.90. 480
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The Alaska G| and Gas Conservati on Comm ssion and the
Department of Revenue shall jointly develop a report
that anal yzes the oil production and state oil revenue
impacts of increasing the gas off take rates from
North Sl ope fi el ds.

The report shall be delivered to the presiding
officers of each house of the l|legislature by March 1,
2008.

CO- CHAI R JOHNSON obj ect ed.

REPRESENTATI VE GUTTENBERG sai d Conceptual Anendnent 48 asks the
AOGCC and the DOR for a report analyzing the inpact of
increasing gas off-take rates on oil production. He said that
the AOGCC al ready does a British Thermal Unit (BTU) analysis and
this anmendnent asks the AOGCC to also do an analysis on revenue
in order to get a better understanding of what the state is
| ooking at in value for the off-takes. The March 1, 2008, date
is arbitrary. It is inportant to have a better understandi ng of
what is happening on the North Slope as far as value of the
product, he opined. The AOGCC will not do an off-take anal ysis
without a request and it cannot do the analysis wthout the
assi stance of the DOR

10: 49: 11 PM

COM SSI ONER GALVIN remarked that the issue of oil off-take
impact is highly conplex. It is primarily an engineering
guestion about the inpacts to the reservoir when it 1is
depressurized by taking off the gas and the ultimte inpact that
this will have on long-term oil recovery. Wthin the DOR, he
said, there is no expertise that would allow such an analysis.
VWat is being attenpted here is to make a distinction between
what the AOGCC evaluates when it exercises its statutory
obligations to prevent physical waste. The goal of the AOCGCC is
to ensure that the maxi mnum nunber of nolecules gets pulled out
of the ground, regardless of how much those nolecules are worth
and whether it wll ultimately result in less value comng out
of the ground. It is recognized, he said, that the state nmay
reach a point where this analysis needs to include the econonic
value of the resource when the decision is nmade as to how nuch
gas can be taken off. But, he enphasized, it is not the DOR
that will be making that eval uation. The adm nistration is in
di scussions with the AOGCC as to the proper way to request the
AOGCC to nmove forward with an analysis of the appropriate off-
t ake point. Conceptual Amendnment 48 wll not drive that any
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further along, he opined, nor wll it address the economc
issues that may ultimately need to be dealt with once nore is
known.

COW SSIONER GALVIN, in further response, clarified that the
AOGCC may have the expertise to do the analysis of economc
val ue, but it does not have the authority to do so.

REPRESENTATI VE GUTTENBERG wi t hdr ew Anmendnent 48.

CO- CHAIR GATTO inquired what enabling legislation is necessary
to obtain a report.

COM SSI ONER GALVIN reiterated that the admnistration is in the
process of evaluating that. The first step, he said, is to have
the AOGCC | ook at the physical waste in order to know whether
the next step of an economc analysis is necessary because the
physi cal evaluation may be sufficient enough. The economic
expertise may be within the DNR because, as it relates to the
state's oil and gas resources, the departnent conducts anal yses
regardi ng nmanagenment of the economi c value of those resources.
He noted that there may be authorities within the DNR s unit
management prerogatives that would allow the departnment to do
this type of analysis as it pertains to particular units and the
treatnment of the gas/oil relationship.

CO CHAI R GATTO comrented that the state does not want to destroy
the field and wants to ensure the longest field |ife and maxi num
wi t hdrawal of product.

10: 56: 52 PM

M5. DAVIS directed attention to proposed AS 43.90.900(15), and
noted that the definition for open season was nodified and
ti ghtened by referencing the specific standard that applies, and
defines what an open season has to be for an Al aska natural gas
pi pel i ne; paragraph (15) reads:

(15) "open season" neans the process that conplies
with 18 CF.R Part 157, Subpart B (Open Seasons for
Al aska Natural Gas Transportation Projects);

M5. DAVIS referred to Section 2, proposed AS 36.30.850(b)(45),
and noted that the words, "whether a project is uneconomc" were
inserted in order to track the arbitration provisions.
Referring to Section 5 of Version K, she explained that it now
pertains to the first request for applications for the I|icense.
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Section 6 of Version K relates to expedited consideration of
court cases, and passage of this court rule change provision
requires a two-thirds vote of the House and Senate; this
provision requests the ~court system to give expedited
consideration to cases arising under proposed AS 43.90.

CO- CHAIR GATTO inquired whether the courts would ignore the
| egi sl ature despite a two-thirds vote.

COWMM SSI ONER GALVIN replied that this language is taken fromthe
redistricting statutes and that the court responded to the nost
recent redistricting in a tinely nmanner. He said that the
adm nistration believes that this provision does add value
because it makes it clear that this is an issue of paranount
i mportance to the state, adding that he did not think there wll
be a problem

M5. DAVIS, after noting that Section 7 - the severability clause
- remains unchanged, relayed that Version K no |onger contains
provisions pertaining to the gas utility revolving |oan fund.
Section 8 of Version Kis the imedi ate effective date cl ause.

11: 02: 22 PM

REPRESENTATIVE WLSON noved to report the proposed CS for
HB 177, Version 25-GHLO060\K, Bullock, 4/24/07, as anended, out
of comittee W th i ndi vi dual recommendat i ons and t he
acconpanying fiscal notes. There being no objection, CSHB
177(RES) was reported from the House Resources Standing
Comm ttee.

REPRESENTATI VE ROSES commented that the anendnents he offered
that did not pass were neant to provide flexibility, and
expressed his hope that the admnistration is 100 percent
correct in its belief that +the bill already offers the
flexibility that is needed.

[CSHB 177(RES) was reported fromconmttee.]

ADJ OURNMENT

There being no further business before the commttee, the House
Resources Standing Committee neeting was adjourned at 11:05 p. m
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