M NUTES
SENATE FI NANCE COW TTEE
February 22, 2007
9:03 a.m

CALL TO ORDER

Co-Chair Lyman Hoffman convened the neeting at approximately
9: 03: 03 AM

PRESENT

Senat or Lyman Hof f man, Co- Chair
Senator Bert Stedman, Co-Chair
Senator Charlie Huggins, Vice Chair
Senator Kim Elton

Senat or Donny O son

Senat or Joe Thomas

Senat or Fred Dyson

Al so Attending: KAREN REHFELD, Director, Ofice of Managenent

and Budget, Ofice of the Governor; MKE BARNH LL, Assistant

Attorney General, Labor and State Affairs Section, Gvil

Division, Departnment of Law, JIM MERRINER, Chief of Staff,

Ofice of the Lieutenant Governor; LARRY OSTROVSKY, Chi ef

Assi stant Attorney GCeneral, Statew de Section Supervisor, Ql,

Gas and Mning Section, Cvil D vision, Departnment of Law, N CO
BUS, Director, D vision of Support Services, Departnent of

Nat ur al Resour ces; JERRY BURNETT, Director, Adm ni strative
Servi ces Di vi si on, Depart nent of Revenue; ERIC  SWANSON.

Director, Division of Admnistrative Services, Departnment of

Adm ni stration;

Attending via Tel econference: From an offnet |ocation: KEVIN
BANKS, Acting Director, Division of Gl and Gas, Departnment of
Nat ural Resources.

SUMVARY | NFORMATI ON

SB 61 - SUPPLEMENTAL APPROPRI ATI ONS
The Committee heard from the Ofice of Managenent and Budget,

the Departnment of Law and the O fice of the Lieutenant Governor.
The bill was held in Commttee.
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SB 82 - SUPPLEMENTAL APPROPRI ATIONS: O L & GAS

The Committee heard from the Ofice of Managenent and Budget,
the Department of Law, the Departnent of Natural Resources, the
Department of Revenue and the Departnent of Adm nistration. The
bill was held in Conmittee.

SB 83 - SUPPLENVMENTAL APPROPRI ATl ONS
This bill was schedul ed but not heard.
9:04: 42 AM

Co-Chair Hoffman directed attention to materials providing
addi ti onal information on the supplenental appropriation
requests [copies on file.]

9:05: 26 AM

Co-Chair Hoffman noted that Karen Rehfeld, Director, Ofice of
Managenment and Budget and David Teal, D rector, Division of
Legi sl ative Finance, would update the Conmittee on the history
of oil and gas matters.

#SB61
9:06: 21 AM

SENATE BILL NO. 61

"An Act maeking appropriations for qualified regiona
seaf ood devel opnent associations, for investigation and
l[itigation relating to the public enployees' retirenent
system and the teachers' retirement system and for a
speci al advisory election; and providing for an effective
date."

This was the first hearing for this bill in the Senate Finance
Conmittee.
9:07:31 AM

KAREN REHFELD, Director, Ofice of Managenent and Budget, Ofice
of the Governor, introduced the |legislation. She noted the total
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appropriation request was $13, 156,300, of which $1, 156,300 was
general funds and $12 nillion was other funds.

Ms. Rehfeld infornmed that the original submission of the bill
had been anended. One anmendnent changed an effective date to
allow the Departnment of Law, Cvil D vision, Labor and State
Affairs section to pay outstanding investigation invoices for
services rendered in Cctober 2006.

9:07:55 AM

Depart ment of Commrerce, Conmunity and Economni c Devel opnment

Section: 1

Departnment: Conmerce

Results Delivery Unit (RDU) or Conponent: Ofice of
Econom ¢ Devel opnent

Suppl emrent al Need: Regional Seafood Devel opnent Tax pass-
through to the Copper River/Prince WIIliam Sound Marketing
Association. This appropriation was inadvertently omtted
from the FY 07 budget bills. The 1% tax assessnent
generated $152,464 during cal endar year 2005, which was to
be appropriated to the association as of July 1, 2006.
Legislative Finance Division (LFD) Notes: The Departnent
informed Leg. Finance about this problem in August, 2006.
The Departnent is using Fisheries Revitalization funding to
fill the gap until this tax can be appropri ated.

$0
Ms. Rehfeld overviewed this item
9:08: 40 AM

Departnent of Law

Section: 2(a) - (b)

Departnent: Law

RDU or Conponent: G vil D vision, Labor and State Affairs
Suppl enment al Need: Funding for the investigation and
proposed litigation related to actuarial services received
by the State of Alaska. The investigation would be
conpl eted during FY 07. The anount of the appropriations is
the estimated cost to conplete the investigation and take
the case frominception through trial.

Amendnent Date: 2/16/07
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Amendnent No.: ES Law A
Amendnent Expl anation: Revise the funding split in sec. 2
to be in accordance with the Division of Retirenment and
Benefit's cost allocation plan and thus reflect:
72% PERS, and increase of $369,000 to $8, 640, 000, and
28% TRS, a decrease of $369,000 to $3, 360, 000
LFD Notes: It is wunclear how long the litigation is
expected to continue, but this funding is available for the
life of the project. The Departnent of Law believes there
is sufficient evidence of gross negligence to warrant
pursuing the case. There is no guarantee that the state
will receive any conpensation if +the state prevails.
Funding is requested to cover current attorney fees.
$8, 271, 000 PERS
$3, 729, 000 TRS
$12, 000, 000 Total Funds

Ms. Rehfeld reviewed this request.
9:09: 23 AM

Co- Chair Hoffman asked if $100,000 was appropriated for this
effort in FY 07.

9:09: 31 AM

MVs. Rehfel d responded t hat appr oxi mat el y $400, 000 was
appropriated to "begin an investigation" and this supplenenta
request was for funding to conplete the investigation. The total
cost of the investigation was estimated to be $850,000. The
remai nder of the suppl enental appropriation would be expended to
"proceed with litigation."

9:09: 51 AM

Co-Chair Hoffman asked if the funding were appropriated in this
| egi sl ation, when the Departnent of Law would proceed with the
| awsui t .

9:10: 05 AM
M KE BARNHI LL, Assistant Attorney Ceneral, Labor and State
Affairs Section, Civil Division, Departnment of Law, testified

that once the funds were received, the Departnment would file the
| awsui t .
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9:10: 37 AM

Co- Chair Hof fman asked what options other than the calculation
of an hourly fee, had been considered in estimating the cost of
t hi s undert aki ng.

9:10: 49 AM

M. Barnhill had considered utilizing a contingency fee as well
as the cost to the State as neasurenents of the estimated cost
and had determned that an hourly fee method would generate the
best return for the State.

9:11:10 AM

Co- Chair Hof fman asked whether the Al aska Retirement Board (ARM
supported this litigation effort.

9:11: 20 AM

M. Barnhill affirmed the Board was in support, noting a
resol ution indicating such [copy on file].

9:11: 29 AM

Senator Thomas asked if an anticipated recovery anmount had been
esti mat ed.

9:11: 55 AM

M. Barnhill replied that such an anount had been projected.
However, because the conpliant had yet to be filed, the anount
should only be disclosed to the Commttee in the confines of an
executive session.

9:12:22 AM

Senator Thonas asked if the basis of the case would be errors or
om ssions on the part of the actuarial contractor.

9:12: 37 AM

M. Barnhill affirnmed that the Departnent has researched the
situation extensively. He again declined to divulge further
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detail, as it would be a nore appropriate discussion held in an
executive session.

9:12: 59 AM

Co- Chair Hoffnman announced his intent to convene an executive
session in the future to receive a detailed overview on the
situation. The issue was significant and had the potential to
generate "several mllion dollars"” for the State.

9:13: 21 AM

Co- Chair Stedman surnmised the $12 million requested would fund
the process through obtainnent of a trial date and that an
addi tional appropriation would be requested to fund the actua
trial expenses.

9:13:48 AM
M. Barnhill <corrected that $12 nillion was the anticipated
total cost, including a trial and any appeal. He could not

guarantee the anmount would be accurate, but assured it was the
Departnment's best estinate.

9:14:14 AM

Senator Elton noted that the $850,000 cost of the investigation
portion of this effort had not been detailed. He asked whether
t he investigation was conpl et e.

9:14: 38 AM

M. Barnhill responded that "for all intents and purposes” the
i nvestigation was conplete and that $850,000 was the accurate
cost .

9:15: 02 AM

Senator O son spoke to the process involved in lawsuits, noting
that the case would not reach trial for one to two years. He
therefore questioned the need to provide these funds as a FY 07
suppl ement al appropriation.

9:15:36 AM
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M. Barnhill explained that the funding was requested before FY
08 to allow the Departnment to "get started now'. The
investigation was conplete and the Departnent entered into a
“tolling agreenment” with Mercer Consulting last sunmer, which
was anticipated to expire March 8, 2007

9:16: 04 AM

Co-Chair Hoffman contended that the State was ultimately
responsible for funding the $8 to $10 billion unfunded
ltability. In retrospect the original enployer contribution
rates were too | ow and should have been higher. He asked why the
Department of Law "feels" that the State had a "strong case”
sufficient to justify a $12 mllion expenditure.

9:17:12 AM

M. Barnhill reiterated the due to the nature of the clains he
would defer his response wuntil the executive session was
convened.

M. Barnhill did share that in the investigation process, the

Departnment contracted with other actuaries and a law firm with
experience in this area. After review of the situation between
the State and Mercer Consulting, these consultants concluded
that the State has "good clains" for actuarial nmalpractice. This
is consistent with the State's and the ARM Board's fiduciary
duty to pursue these clains.

9:18: 03 AM

Co-Chair Hoffrman asked the "track record" of other conpanies’
suits agai nst actuaries.

9:18: 20 AM

M. Barnhill answered that approximtely six cases have occurred
involving a pension fund claim of actuarial nmalpractice against
an actuarial. The outcone of these cases was "m xed". Mercer
Consul ting had been sued by a conpany and the judge issued an
award of $3 million against a claimof $23 nmillion. Los Angeles
County filed a claim for $2 mllion against an actuary, which
was settled for a confidential amount. A claim by the State of
Texas was dismssed on sumary judgnent and is now being
appeal ed. However , i nstances of success exist. The firm
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contracted by the Departnment has had "great success" and
therefore "we think we'll have great success".

9:20: 26 AM

Ofice of the Governor

Section: 3

Departnent: Gover nor

RDU or Conponent: El ections

Suppl emental Need: Funding for the costs associated wth
the April 3, 2007, special advisory election required by
ch. 1, FSSLA 2006, on the subject of enploynent benefits
for sane-sex partners of public enployees and retirees.

LFD Notes: Although a fiscal note identified costs
associated wth this election, the note never becane an
appropriation; this request does not provide duplicate
f undi ng.

$1, 156, 300 General Funds

Ms. Rehfeld explained this item pertains to costs associated
with the schedul ed statew de el ection. The Division of Elections
had begun efforts and had obligated funds.

9:21:17 AM

Senator Elton asked the anpbunt spent to date.

9:21:27 AM

JIM MERRI NER, Chief of Staff, Ofice of the Lieutenant Governor,
testified that $228, 000 had been obligated to date.

9:21:47 AM

Senator Dyson understood that sonme absentee ballots had been
mai led to voters. He asked the cost to stop the el ection process
were this appropriation request not funded.

9:22:12 AM

M. Merriner answered, "Like | said, fromwhat | understand, and
| have the docunentation here, it appears that $228,000 had been

obligated to date. In other words, by April 3rd, $228,000 have
al ready been obligated in terns of printing and so if for sone

SFC- 07 (8) 02/ 22/ 07



reason this supplenmental was not to pass, we would have $228, 000
that the Elections would have to sonehow cone up wth that
noney. "

9:22:56 AM

Senator Dyson repeated his question that, if the election were
cancel l ed, what would be the cost to nmail notices to those who
were mail ed absentee ballots to disregard the ball ots.

9:23:22 AM

M. Merriner did not have an estinate.

9:23:28 AM

Senat or Dyson asked if any ballots had actually been mail ed.

9: 23: 33 AM

M. Merriner responded that ballots had been printed, but he was
unsure whet her any absentee ballots had been mailed to voters.

9:23:44 AM

Co-Chair Hoffrman asked if the election could only be cancelled
t hrough the passage of legislation; the election would still be
hel d even if funding were not all ocated.

9:24:11 AM

Ms. Rehfeld affirnmed that wthout a change in statue, the
Division would be required to continue with the election. The
Departnent of Law has advised the Dwvision on the actions
necessary to conduct this el ection.

9:24: 42 AM

Co-Chair Hoffrman clarified that the only way the election could
be canceled would be to pass legislation before the date of the
el ection.

9:24: 55 AM

Ms. Rehfeld shared this understandi ng.
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9:24:59 AM

M. Merriner furthered that if the appropriation were not nade,
the Division would still incur costs, including the hiring of
poll workers. However, the Division would be unable to pay the
vendors and poll workers, ensuing in |lawsuits for paynent.

9: 25: 55 AM

Ms. Rehfeld then noted that Sections 4 through 7 pertain to
Lapse Provisions, Retroactivity, and Effective Date.

9:26: 16 AM

Co-Chair Hoffrman established that the Commttee had no questions
on these itens.

Co-Chair Hoffman ordered the bill HELD in Committee.

#SB82
9: 26: 24 AM

SENATE BI LL NO. 82

"An Act nmaking supplenental appropriations and other
appropri ations; anending the |apse dates of certain
appropriations; and providing for an effective date."

This was the first hearing for this bill in the Senate Finance
Conmittee.

9: 26: 29 AM

Ms. Rehfeld stated that the total appropriation request in this
| egi slation was $33,071, 700, all of which is general funds. The
intent was to assist efforts to construct a natural gas
pi peline, get natural gas to market and address other oil-
rel ated issues.

9:27:27 AM

Departnent of Law
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Section: 1

Departnent: Law

Results Delivery Unit (RDU) or Conponent: Capital - Ql,
Gas & Mning

Suppl enental Need: Work related to the state gas pipeline
and bringing North Slope natural gas to market, and other
oil and gas projects. The Departnent of Laws Ol, Gs &
Mning section continues to play a mgjor role in the
State's top priority project related to the construction of
a gas pipeline and bringing natural gas to nmarket. A nunber
of contracts with outside counsel and experts are underway
and will continue to be needed as negotiations continue. In
addition the Departnent of Law anticipates the Exxon
Royalty Reopener will go to trial in either FY 07 or FY 08
and continues to prepare for a four to five week hearing
before the Federal Energy Regulation Commttee (FERC
considering (in part) the state's and Anadarko's chall enges
to the TransAlaska Pipeline Service (TAPS) 2005 FERC
tariff.

Legislative Finance Dvision (LFD) Notes: Anti ci pat ed
expendi tures: FY 07: $8,700,000; FY 08: $12,800, 000

$21, 500, 000 General Funds

LARRY OSTROVSKY, Chief Assistant Attorney General, Statew de
Section Supervisor, G|, Gas and Mning Section, G vil Division

Departnment of Law, testified that he would "put this request
fromthe GOIl, Gas and Mning Section into some context", given
the significant anount. The appropriation was "divided between"
approximately $9 mllion for expenditure in FY 07 and
approximately $12.8 mllion for expenditure in FY 08 He
expl ai ned, "The reason we rolled these together is because we
tend to look at lawsuits not in terns of fiscal years, but in
terms of the life of a suit. So we |ooked at the year ahead,
especially since it's February already."

M. Ostrovsky spoke to the decision to submt the request as a
suppl emental appropriation rather than included in the FY 08
budget. He divided the OIl, Gas and Mning Section into two
categories; litigation and non-litigation, the second of which
he defined as "gasline".

9:29: 29 AM

M. Ostrovsky stressed that the natural gas pipeline project was
the highest priority of the Mirkowski Adm nistration, and was
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likely the highest priority of the Palin Adm nistration as well.
Combined in FY 06 and FY 07, alnobst $10.5 mllion was expended
on this effort. This anpbunt was nore than anticipated during the
drafting of the regular budget proposals. It was expected that a
contract would be agreed upon with producers by January 2006 and
that the Legislature would approve that contract during that

| egi slative session. Instead, the contract was not released
until My, two special sessions were held and the contract was
still not approved.

9:30: 43 AM

M. Ostrovsky infornmed that 90 percent of the Section's efforts
were spent on activities not related to the natural gas
pi peline, but rather on litigation and providing advice to State
agencies. In FY 06 and FY 07, the D vision expended $8.89

mllion for outside council. The recovery from that expenditure
was over $92 mllion; a "better than ten-to-one ratio." This
ratio was "historically typical”". He knew of no case that the
Division prosecuted in which the State had not recovered the
fees invested as well as "quite a bit nore." This was not
"necessarily because we're the world' s greatest |awers," but

because the State only pursues those cases in which it
determ nes to have the strongest evidence to support a favorable
verdict, such as paynents owed by taxpayers, royalty owed by a
| ease hol der, or issues pertaining to pipeline tariff.

9:32: 08 AM

M. Ostrovsky identified the Trans Al aska Pipeline System (TAPS)
tariff as requiring the Ilargest portion of the requested
appropriation, with the exception of the natural gas pipeline
efforts. A proceeding was currently before the Federal Energy
Regul atory Commi ssion (FERC). A hearing lasting two and one-half
nmonths recently concluded in Washington D.C. and the matter was
"in the post hearing briefing."

M. OCstrovsky remarked that this case had "enornobus consequences
to the State." Three years ago, the Regulatory Conm ssion of
Al aska (RCA) deternmined that the "just and reasonable" tariff on
oil transported through TAPS for in-state use was approxi mtely
$1.96 per barrel

9: 33: 07 AM
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M. Ostrovsky stated that the TAPS owners "filed with the FERC
for a tariff" for 2005 "and going forward a tariff north of
$5.00". This was the same "barrels of oil traveling through the
sane pipeline” with a tariff of $1.96 for intrastate-bound oil

and over $5 for interstate-bound oil. The State's royalties and
taxes were "based on a net back". He described this as follows.
"You look at a barrel of oil - you back out the transportation
costs.”

M. Ostrovsky explained, "Were the two sides are now, between
$5 and $1.96, has an inpact we estimate in taxes and royalties
of alnpst $100 mllion a year through the life of TAPS"
according to the provisions of the TAPS settlenment agreenent
The agreenent could "end as soon as 2009 or continue to 2011".

M. Ostrovsky reiterated, "This is a case with |arge stakes",
and noted that "big cases such as this tend to be very expensive
cases" due to higher rates for attorneys with experience before
the FERC. The Departnent estinmated approximately $2.5 mllion
would be expended on this case in the <current vyear and
approximately $1.3 million on this case "and sone other tariff
rel ated cases” in the follow ng year

M. Ostrovsky infornmed that the TAPS owners "did a strategic
reconfiguration” of the TAPS "line", which had "exceeded costs
by hundreds of mllions of dollars”, which nay not be "prudently
incurred costs.” Those costs not prudently incurred should not
be "rolled into the rate base."

M. Ostrovsky then told of several corporate incone tax cases

He was unable to discuss the details of these cases in a public
session because the nanme of the taxpayer nust be kept
confidential. These cases were "worth many many mllions of
dol lars” and due the size and nature of the cases, which were
"“docunent intensive", are also expensive to pursue. The
taxpayers are international corporations and the process of
determ ning the income subject to Al askan taxes is extensive.

M. Ostrovsky gave an exanple of a case in which the first set
of materials received in the discovery process contained over
200, 000 docunents. He predicted that the State would receive
"many many tines this" before the case was conpl ete.

M. Ostrovsky reported that the Departnent was also involved in
"a nunber of royalty matters that probably won't be that
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expensive" and would likely be handled in arbitration. Royalty
matters were addressed alnost every year and subjected to
arbitration. Approximately $1.5 mllion had been expended on
these matters involving outside counsel in the past year with a
return to the State of over $23 mllion. O the cases handl ed
internally, the Departnent had recovered approximtely $44
mllion.

9:36: 43 AM

M. Ostrovsky admtted that expenses were underestimted for the
Point Thonson litigation. He originally projected the cost at
approximately $1 mllion because it was expected to be addressed
as an admnistrative appeal. Admnistrative appeals "tend to be
easier cases to handle because there's a finite record
briefing and oral argument in front of the court”. The expenses
of discovery and trial preparation are not incurred. However,
"that case has norphed into sonething far larger” and currently
involve five lawsuits. Exxon Mobil, Chevron, Conoco Phillips and
BP filed appeals, each in separate cases. Additionally, Exxon
Mobile filed an "original action for breach of contract to the
Point Thomson Unit Agreenent” and was requesting danages.
Qut si de counsel would be enpl oyed for these cases, some of which
have been consolidated. These cases would be "very expensive to
manage. "

9:38: 23 AM

M. Ostrovsky stated that efforts related to the proposed
natural gas pipeline project would also require funding. He had
anticipated expenditures for the previous year to be $500, 000
per nmonth, an anount precipitated by the use of "$500 per hour
| awyers". The continuation of this |level of expenditure would be
dependant upon Governor Palin's "approach"”. The approach taken
by former Governor Miurkowski was "very very |awyer intensive"

involving "many many nonths of negotiations.” The GCGovernor's
office had "controlled the pace and scope of things" through
"meeting | aw' W th many qual ified attorneys spendi ng

considerable tinme in Juneau and Anchorage "a lot of tinmes sort
of waiting for things to happen.”

M. OGstrovsky noted that the current Admnistration had
indicated a different approach. The Departnent of Law had been
given nore control over budgetary itens, including costs related
to the natural gas pipeline project. A new firm had been engaged
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to assist the Departnment in addition to Morse and Forrester, a
firm used by the State for 35 years. A third firm based in
Washi ngton D.C., had represented the Al aska Legislature and had
al so been hired by the Departnent.

9:40: 20 AM

M. Ostrovsky reported that "alnost nothing”, which he defined
as "the few hundreds of thousands” of dollars had been spent on
the natural gas pipeline project effort during the nonths of
Decenber 2006 and January 2007, while the Palin Adm nistration
was being established. However, if a gas pipeline agreenment was
passed, significant work would be required to progress the
matter through the FERC process. This process would "define the
scope and the tariffs and this and that."

9:41:19 AM

M. Ostrovsky totaled the aspects of his comments as
justification of his request of $8.75 nmillion for FY 07 and
$12.8 million for FY 08. Approximtely $500,000 per nonth woul d
be expended on natural gas pipeline efforts and the remainder
woul d be expended on litigation matters.

9:41: 37 AM

M. Ostrovsky remarked that a "perfect storm of inportant
matters - matters that are really significant to the State
treasury at this tine" has occurred.

9:41: 47 AM

Co- Chair Hoffman commented on the |arge anount of this proposed
appropriation. He request ed a detail ed accounti ng of
expenditures intended for FY 07 and those anticipated for FY 08,
as well as projected expenditures on the matter before FERC
regarding justification of a $5 per  barrel tariff and
expenditures relating to the proposed natural gas pipeline.

9:42: 42 AM
Co-Chair Hoffman asked the wtness's opinion of whether the

decrease in the amount of oil transported through the TAPS was
the justification of the increased tariff.
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9:43: 07 AM

M. Ostrovsky deferred to the Assistant Attorney Cenera

assigned to this case to provide details. He agreed that, as the
flow decreases in the pipeline, the cost per barrel increases.

Conversely, this was bal anced agai nst depreciated assets, which
were al so countered with new investnment in the pipeline. The RCA
had considered all these factors, in addition to "a reasonable
rate of return" to the TAPS owners, to deternmine the $1.96 per
barrel rate. The TAPS owners subsequently requested "nore for
interstate" transport. The State argued based on the "Interstate
Commerce C ause", that discrimnation should not be allowed
between interstate and intrastate "barrels"” and requested that
FERC utilize the RCA nethodology for determning a reasonable
rate of return. However, the TAPS owners argue in support of
"exactly the opposite” solution, which would require the FERC to
increase its tariff to match the RCA tariff.

9:44:. 44 AM

Co- Chair Hoffrman asked whether, given the significance of the
FERC determnation, it would set a precedence of increased
tariffs as production on the North Sl ope continues to decline.
9:45: 06 AM

M. Ostrovsky affirmed. The tariff nethodology was "one of the
nost significant fiscal issues facing us because the dollars are
so large."

9: 45: 28 AM

Co-Chair Hof fman asked if production was currently approxinmtely
fifty percent of peak production.

9:45: 34 AM

M. Ostrovsky guessed the peak flow was approximately two
mllion barrels per day and the current rate was approxi mately
800, 000 barrel s per day.

9:45: 40 AM
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Co- Chair Hof fman asked the history of tariffs at peak production
conpared to the current FERC-recommended tariff of over $5 per
barr el

9:45: 53 AM

M. Ostrovsky deferred to Philip Reeves, the attorney handling
this matter. M. Reeves could provide a witten or oral history
of the TAPS Settlenment Agreenent, which established the rates

as well as information related to the current matter. Litigation
began on the rate system "alnost as soon as the TAPS |ine was
built” and was resolved after "many years", addressing tariff
depreciation, cost per barrel allowances, and other relevant
matters. The settlenent agreenent was open to renegotiation
starting in 2007. The State could vacate that agreenent two
years after providing notice and "attenpting” to renegotiate its
provisions. The State provided such notice on January 1. He
anticipated that the State would enter into negotiations wth
the TAPS owners to attenpt to reduce tariffs. However, this
process was awaiting the outcone of the current litigation.

9:47: 32 AM

Co-Chair Hoffman requested M. Reeves' information be submtted
inwitten formto the Commttee.

9:47:44 AM

Senator Thomas, referencing testinmony taken by the Senate
Resources Committee from industry representatives, asked if the
State had reserved adequate funding for litigation relating to
PPT.

9:48: 07 AM

M. Ostrovsky was unsure. Mre information would be available
after the first tax paynents were nmade and after the Departnent
of Revenue has reviewed the filings.

9:48: 33 AM

Senator Thomas requested additional explanation of the cost

overruns of the TAPS litigation. He understood the process was
not conpl et ed.
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9:48: 53 AM

M. Ostrovsky replied that the project was originally budgeted
at approximately $250 mllion. An updated estimate of over $450
mllion was issued |last year and the cost had increased since.
Factors included parts that were ordered wth incorrect
specifications. Normal care and diligence in engineering and
desi gn woul d prevent sone of the expenditures.

9:49: 37 AM

Senat or Thomas asked the success rate of related litigation in
t he past 30 years.

9:49: 54 AM

M. Ostrovsky shared his experience of the |ast year and one-
hal f of a success ratio of ten to one. He recalled prior success
as "very substantial". Industry representatives claim that such
success "leads to a climate of wuncertainty" because retroactive
paynents were required. However, the Departnment considers its
duty to "hold people to their obligations". Asserting the
State's rights and requiring parties to fulfill their
obligations does not <create such a climte of wuncertainty.
Rat her, the climate of uncertainty is created when a party pays
| ess then what is owed.

9:51: 23 AM

Department of Natural Resources

Section: 2(a)

Department: Natural Resources

RDU or Conponent: Capital

Suppl emrent al Need: Gas Pipeline Analysis
Qutside experts and consultants will be retained for
work related to the gas pipeline, including outside
| egal counsel and experts on federal pipeline |aw and
FERC procedures. A consultant to advise the state on
crafting an RFP [request for proposals] consistent
with the Alaska Gasline Inducenment Act (AGQ A for
gasline proposals and with analyzing those proposals
under AJ A for gasline proposals and with analyzing
t hose proposals under AGA will also be retained.

LFD Notes: RFP Consultant: $4.5 million
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FERC Experts and Qutside Counsel: $1.25 mllion
Addi tional Work Needs: $800, 000
$6, 550, 000 General Funds

Nl CO BUS, Director, Division of Support Services, Departnent of
Nat ural Resources, detailed the request that would be expended
in tw fiscal years. Experts would be contracted to address FERC
procedure, tariffs, cost overrun, royalty eval uation

enforcenment, renedies, l|lease terns and other mtters. The
consultant would subcontract nany of the activities. O the
appropriation, $4.135 mllion would be expended in FY 07 and
$2.4 million would carry forward to FY 08.

9:53:12 AM

Co-Chair Hoffman asked the portion of this appropriation that
would be related to the Governor's proposed Alaska Gasline
| ncentive Act.

9:53: 29 AM

M. Bus responded that the entire appropriation would be
directed toward the effort.

9:53:48 AM

Co- Chair Hoffman asked why the funds were not requested in the
form of a fiscal note acconpanying the proposed |egislation
rat her than as a suppl enental appropriation request.

9:53: 56 AM

M. Bus expressed intent to begin efforts in February, before
the effective date of the proposed |egislation.

9:54:17 AM

Senator Elton asked if a system exists to overlap receipt of
services from outside counsel on FERC matters.

9:54:57 AM
M. Ostrovsky answered that such oversight is conducted. He

described in detail how the Departnent of Natural Resources
request included provisions pertaining to | egal services and how
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ot her expert services wuld be billed as subcontract work
through the primary legal services contractor. He told of the
| egal advice necessary for drafting the request for proposals in
addition to other types of advice.

9:57:49 AM

Senator Elton recalled serving in the Executive Branch and the
requirenent at the tine that any outside |egal counsel be
secured through the Departnent of Law.

9:58: 15 AM

M. Ostrovsky affirnmed that the Departnent of Law hires the
| egal counsel. However, experts in other fields are sonetines
billed through | egal counsel as subcontractors.

9:59:27 AM

M. Bus assured that duplication of services would not occur.
The Departnment of Natural Resources requires sone |egal
expertise, which it obtains through the Departnent of Law.

9:59: 53 AM
Co-Chair Hoffrman pointed out that $4.5 million was requested for

efforts to ensure that the proposed natural gas pipeline project
be conpetitive for all applicants. The projected cost of the

project itself had increased to $30 billion and woul d be one of
the | argest construction projects in North Anerica. He
guestioned the expenditure  of $4.5 mllion given the
unlikelihood that just one oil conpany would construct the

pi peline. Instead, a group of producers, such as those involved
in the contract negotiated by the Mirkowski Adm nistration,
woul d i kely undertake the project.

10: 01: 39 AM

M. Bus replied that the request for proposals was necessary to
determ ne the benefit of such activities. If a party other than
the three producers that were involved in the previous pending
contract submtted a "better offer” the $4.5 mllion would have
been a worthwhile investnent.

10: 02: 04 AM
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Co-Chair Hoffman asked if this would apply given the parties
that owned the rights to the gas reserves.

10: 02: 16 AM

M. Bus answered yes.

10: 02: 22 AM

Section: 2(b)

Departnment: Natural Resources

RDU or Conponent: Capital

Suppl enmental Need: Q1 and Gas Lease Litigation
This project will help offset the costs of litigation
arising out of the DNR s exercise of the state's
rights under its |leases and the unit agreenent (Point
Thonson appeal ). This request will help fund the costs
of outside experts and | egal counsel.

LFD Notes: The Point Thonson appeals were filed in Decenber

2006, so funding is not included in the current FY 07 or FY

08 budget .

$1, 500, 000 CGeneral Funds

M. Bus outlined this request.

10: 03: 02 AM

M. Ostrovsky interjected that he had overviewed this nmatter in
his earlier statenent. The Departnent of Natural Resources would
enpl oy experts, which would be hired as subcontractors to
out si de | egal counsel secured by the Departnent of Law.

10: 04: 28 AM

Section: 4(a)

Departnment: Natural Resources

RDU or Conponent: Gas Pipeline

Suppl enental Need: Extend | apse date from June 30, 2007, to
June 30, 2008, for the Bullen Pt. Road right-of-way
permtting nulti-year allocation in sec. 7(d)(1), ch. 6,
SLA 2005, pg. 11, as anended by sec. 34(c), ch. 82, SLA
2006, pg. 151. The anmount expected to be available is
$100, 000. The | apse extension also applies to sec. 7(d)(2)
Division of Gl and Gas Increased Wrkload, which expects
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$150,000 to be available. The |apse extension also applies
to sec. 7(d)(3) Comm ssioner's Ofice increased workload
This allocation is expected to be fully expended by June
30, 2007.
LFD Notes: As of 2/20/07
Bullen Pt. Road appropriation, original amunt =
$2, 400, 000 and the current bal ance = $534, 000
Ol & Gas Increased Wrkload appropriation, origina
amount = $2, 025,000 and the current bal ance = $776, 300

Comm ssi oner's Ofice. Wor kl oad appropriation,
original amunt = $150,000 and the current balance =
$86, 600

$0
M. Bus outlined the four elenents of this item

10: 05: 46 AM

Co-Chair Hof fman asked the status of the road project and why
the project was behind schedul e.

10: 05: 55 AM

M. Bus explained the road would |ink Point Thonmson to the North
Sl ope road system and nust be conpleted to allow for devel opnent
of a natural gas pipeline.

10: 06: 26 AM

Co-Chair Hoffrman again asked why the project was not on
schedul e.

10: 06: 31 AM

M. Bus spoke to the lengthy permtting process through the US
Corps of Engineers, and the need to begin the process early to
allow for this project to proceed.

10: 06: 56 AM

Senator O son asked the nunber of enployees that woul d be hired.

10: 07: 06 AM
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M. Bus responded that consultants, including surveyors, would
be utilized for the Bullen Point road project. The appropriation
requested for the increased workload of the Ofice of the
Comm ssioner would be wutilized to continue funding staff
positions wthin the Commssioner's Ofice as well as the
Division of Ol and Gas.

10: 07: 32 AM

Senator O son asked if all the positions would be located in
Anchor age.

10: 07: 35 AM

M. Bus affirned.

10: 07: 37 AM

Senator (A son asked the intended status of the positions
enployed to secure the right of way on the Bullen Point Road
once that project was permtted.

10: 07: 47 AM

M. Bus replied that the personnel needs of the Bullen Point
Road permtting process were nostly contracted. Once the
permtting process was conpl et e, t he Depar t ment of
Transportation and Public Facilities could begin construction of
t he road.

10: 08: 01 AM

Senator Elton asked the | ocation of the proposed road.

10: 08: 09 AM

M. Bus explained that the proposed road would connect Point
Thonson to the Haul Road.

10: 08: 17 AM

Senator Elton asked if the project should be held until other
i ssues involving Point Thonmson were resol ved.

10: 08: 28 AM
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M. Bus stressed the need to develop the infrastructure
necessary to develop the resources at Point Thonson. The
reserves at the Point Thonson field were significant and
securing the right of way to the site was a critical aspect of
construction of a natural gas pipeline.

10: 08: 55 AM

Senator Elton wunderstood but surmsed that |ease ownership
di sputes of the Point Thonmson resources were "getting in the
way" of infrastructure devel opnent.

10: 09: 15 AM

M. Bus gave an analogy of the unfeasibility of a subdivision
t hat had no access to it.

10: 09: 34 AM

Senator Elton asked the length of time to construct the road
once the permts were issued.

10: 09: 56 AM

M. Bus deferred to M. Banks.

10: 10: 04 AM

KEVIN BANKS, Acting Director, Dwvision of Gl and Gas,
Departnent of Natural Resources, testified via teleconference
from an offnet location to the inportance of an access road to
Point Thonson. This field contained one of the |argest
concentrations of undeveloped resources in North Anmerica and
construction of a road would occur. Permts should be obtained
now because the litigation would not continue for "decades".

10:11: 20 AM

Senator Thomas asked the location on the Haul Road that the
Bul | en Point Road would intersect. He asked if the site would be
on the downhill side of the security gates, or through territory
with existing industry clainms on the eastern side.

10: 11: 45 AM
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M. Banks would confirm his understanding that the new road
woul d intersect the Haul Road "above" the security gate.

10: 12: 00 AM

Senator O son asked what entity would own and naintain the road
once it was conpl et ed.

10:12:13 AM

M. Banks responded that the State would initially own the right
of way, which would be transferred to the |easeholder. Simlar
to the operation of other roads |ocated on the North Sl ope, the
Bul | en Point Road would be maintained by the owner of the right
of way. Timng would determine the party that would actually
construct the road. If the State transferred the right of way to
the | essee before construction, the |ease holder would build and
maintain the road. This scenario was the expectation of the
Depart nent .

10: 14: 09 AM

Senator Elton asked if the right of way were transferred after
construction was conplete, whether the |essee would reinburse
the State for the construction cost.

10: 14: 33 AM

M. Banks was unsure.

10:14: 42 AM

Senator Elton requested the history of instances in which the
State secured permts and right of ways then transferred
owner shi p.

10: 15: 05 AM

M. Bus assured he would provide this information.

10: 15: 09 AM

Co- Chair Hof fman asked who the current | andowner was.
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10: 15: 15 AM

M. Bus replied that the State and the federal governnent owned
different portions of the land in question.

10: 15: 23 AM

Co-Chair Hoffman clarified that none of the |land was owned by a
Nat i ve corporation

10: 15: 27 AM

M. Bus indicated he would verify this.

10: 15: 39 AM

Section: 4(b)
Departnment: Natural Resources
RDU or Conponent: Gas Pipeline
Suppl enental Need: Extend | apse date from June 30, 2007, to
June 30, 2008, for the gas pipeline risk analysis and
royalty issues nulti-year allocation in sec. 20(c)(1l), ch.
3, FSSLA 2005, pg. 107, line 2. The anount expected to be
avai l able is $1,500,000. The |apse extension also applies
to sec. 20(c)(2) gas pipeline corridor geol ogic hazards and
resource evaluation. This allocation is expected to be
fully expended by June 30, 2007.
LFD Notes: AS of 2/20/07

Gas Pipeline Risk Analysis appropriation, original

amount = $2,500,000 and the current balance =
$1, 661, 600

Gas Pipeline Corridor Geologic Hazards & Resource
Eval uati on appropriation, original anount = $2, 000, 000

and the current bal ance = $71, 500
$0

M. Bus outlined portions of this request. The Corridor would be
| ocat ed between Delta and the Canadi an border.

10: 16: 55 AM

Section: 4(c)
Departnment: Natural Resources
RDU or Conponent: Gas Pipeline
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Suppl enrent al Need: Extend |apse date from June 30, 2007, to
June 30, 2008, for the Bullen Pt. Road right-of-way
permtting nulti-year allocation in sec. 20(d), ch. 82, SLA
2006, Pg. 151. The anmount expected to be available is
$800, 000. The | apse extension also applies to sec. 20(d)(2)
Division of Ol and Gas Increased Wrkload. This allocation
is expected to be fully expended by June 30, 2007. The
| apse ext ensi on al so applies to sec. 20(d) (3)
Comm ssioner's office increased workload, which expects
$10.0 to be avail abl e.
LFD Notes: As of 2/20/07

Bul I en Poi nt Road Ri ght - of - Wy Permtting

appropriation, original anpbunt = $800,000 and the

current bal ance = $800, 000

Ol & Gas Increased Wrkload appropriation, origina

amount = $675, 000 and the current bal ance = $106, 100

Comm ssi oner's Ofice. Wor kl oad appropriation,
original anpbunt = $50,000 and the current balance =
$20, 000

$0
M. Bus explained this itemwas simlar to that of Section 4(a).

10:17:48 AM

Co- Chair Hof fman requested an overview of the expenditures made
to date.

10: 18: 02 AM

Senator Thomas, returning to Section 4(b), asked for an
expl anation of the resource eval uation.

10: 18: 16 AM

M. Bus replied that geologists would study the proposed
pipeline corridor to determ ne any geological hazards such as
fault lines. At the sanme tinme, the geologists wuld identify
gravel extraction sites for utilization during construction.

10:18: 51 AM

Co-Chair Hoffrman asked iif this project would require an
Environnental |npact Statenent (EI'S) study.
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10: 19: 06 AM

M . Banks responded that the portions of the corridor |ocated on
federal lands <could require an EI'S; however, because the
corridor would be onshore, a full ES mght not be required.
Determ nation would depend upon the US Corp of Engineers
assessnment of the construction project.

10: 20: 11 AM

Depart nent of Revenue

Section: 3(a)

Depart nent: Revenue

RDU or Conponent: Capit al

Suppl ement al Need: Commercialization of North Sl ope Gas
$419,500 - two internal econonmists to work on gasline
i ssues
$1,630,000 for two contractual econom sts and/ or
commercial analysts' firms to assist in nodeling and
analyzing tax incentives and i npacts, mar ket i ng
options and «criteria to evaluate applicants and
proposed projects
$50, 900 for other costs, including financial and |egal
research

LFD Notes: The funding for the two econonmists (currently on

staff) is based on 17 nonths work; the funding for

contractual economc and legal analysis is an estimte of

what m ght be needed under AG A

$3, 000, 000 General Funds

JERRY BURNETT, Director, Admnistrative Services D vision

Departnment of Revenue, outlined this item testifying that the
Department would coordinate with the Departnment of Natural
Resources and the Departnent of Law to ensure that no
duplication of |egal work occured.

10:21:17 AM

Co-Chair Hoffman again noting that this appropriation was
intended for expenditures related to legislation that would be
introduced at the request of Governor Palin, asked why it was
not contained in a fiscal note rather than as a supplenenta
budget item
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10: 21: 39 AM

\V/ g Bur net t understood the pending legislation would be
i ntroduced the foll ow ng week and would pass into |law after ful
review by the Legislature. The intent is to begin working on
analysis efforts prior to the bill's adoption. This was
especially inportant with regard to upgrading the capabilities
of the Departnent's econoni sts.

10: 22: 31 AM

Co-Chair Hoffrman asked if the econonmists would be hired solely
for the termof this project.

10: 22: 37 AM

M. Burnett responded that the length of enploynent would depend
upon the ternms of the contract as well as needs for additiona
wor k. The positions would be hired as "project econom sts"”.

10: 23: 27 AM

Senat or O son pointed out that the previous expert hired by the
Department was Pedro Van Meurs. Senator O son asked the intended
expenditure on expert services for AG A, noting the request of
over one mllion for "specialized | egal counsel”

10: 23: 59 AM

M. Burnett answered that during the Mirkowski Adm nistration
the departnents of Law, Revenue and Natural Resources expended
approximately $24.9 nmllion on legal counsel, econonmsts and
ot her expert services. M. Van Meurs was paid a total of $2.8
mllion by the State. M. Burnett could not provide an estinmate
of future expenditures.

10: 24: 59 AM

Section: 3(b)

Departnent: Revenue

RDU or Conponent: Tax Division

Suppl enent al Need: Petrol eum  Production Tax (PPT)
i npl enent ati on costs:
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$521,700 for three positions and contracts for
devel opi ng regul ations, expenses for public hearings
and | egal advice on regul ations
Fiscal note identifies alnost $1.4 mllion for a full years
i npl ementation. That is the anmount requested for FY 08.
This is identified as the bare m ni nrum necessary for FY 07.
$521, 700 General Funds

M. Burnett stated that this funding was necessary to inplenment
the provisions of HB 3001 adopted by the 24th Legislature. That
bill included a fiscal note for $1.4 nillion, although an
appropriation was never made and subsequently no funding was
provided to inplenent the Petroleum Profits Tax (PPT). The
Departnent had begun inplenentation efforts, including conputer
programming and proposing regulation, to allow for the
collection of the tax. The first paynment was due the follow ng
week.

10: 26: 53 AM

Section: 3(c)

Department: Revenue

RDU or Conponent: Tax Division

Suppl emrent al Need: Language to allow the departnent to nmake
refunds for capital expenditures and | ease bids as provided
in the PPT, AS 43.55.023(f).

LFD Notes: This |anguage appropriates the funding for the
transferable tax credit refunds in FY 07. Expected to be

significantly less the projected $25 mllion in the Gov's
FY 08 budget.
$0

M. Burnett relayed that Departnment analysis predicted that the
clained tax credits would be less than $25 mllion as originally
proj ect ed.

10: 27: 44 AM

Section: 4(b)

Departnent: Revenue

RDU or Conponent: Conm ssioner's Ofice

Suppl enental Need: Extend | apse date from June 30, 2007, to
June 30, 2008, for the gas pipeline devel opment nulti-year
appropriation nade in sec. 20(e), ch. 3, FSSLA 2005, pg
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107, line 13. The anount expected to be available is
$100, 000.

LFD Notes: Funding is being used in FY 07 to fund the 2
exenpt gasline economsts currently working for the
departnment. FY 08 funding for these positions is being
requested in the $3 nmllion request in 3(a) above.

$0

ltem 12

Section: 4(b)

Departnent: Revenue

RDU or Conponent: Al aska Natural Gas Devel opnent Authority
Suppl enental Need: Extend | apse date from June 30, 2007, to
June 30, 2008, for the gas pipeline devel opment nulti-year
appropriation nmade in sec. 20(f), ch. 3, FSSLA 2005, pg

107, Iline 16. The anount expected to be available is
$500, 000.
$0

M. Burnett explained these itens pertain to |apse date

ext ensi ons.

10: 28: 19 AM

Senator Elton cited a nenorandum dated February 9, 2007 from
Eric Swanson of the Departnent of Adm nistration to Joan Brown
of the Ofice of Managenent and Budget [copy on file] in support
of this appropriation. The menorandum reads in part, "Litigation
with EXXON over Pt. Thonmson has interrupted the flow of
necessary data fromthat operator to our staff and consultants.™

Senator Elton requested background information. He remarked that
"sonme kind of mssion" nust continue regardless of litigation
and an obligation by the party to provide infornmation.

10: 29: 10 AM

M. Burnett would provide additional information.

10: 29:18 AM

Co- Chair Hoffman al so expressed interest in this matter.

10: 29: 36 AM
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Senator Thomas asked whether the State would provide funding to
the Al aska Natural Gas Devel opnent Authority (ANGDA) for efforts
to devel op a natural gas pipeline.

10: 30: 11 AM

M. Burnett responded that funding for the Authority was not
included in the Governor's proposed budget. He alluded to a
request of $5 million for ANGDA. The Departnent of Revenue woul d
not "sponsor" this request, but would not oppose it either.

10: 30: 47 AM

Senat or Thomas asked if the reason was to avoid indication of a
bias toward ANGDA because a natural gas pipeline proposal based
on interstate use of natural gas could be nmade in conpetition to
ot her proposals.

10: 31: 11 AM

M. Burnett affirned.

10: 31: 22 AM

Depart nent of Adm nistration

Section: 4(b)

Departnment: Adm nistration

RDU or  Conponent: Alaska Gl and Gas Conservation
Conmmi ssi on

Suppl emrental Need: Extend the |apse date from June 30,
2007, to June 30, 2008, for the gas pipeline devel opnent
mul ti-year appropriation made in sec. 20(a), ch. 3, FSSLA
2005, pf. 106, line 21. The anpbunt expected to be avail abl e
is $250, 000

LFD Notes: $1.2 mllion was appropriated for FY 06-07.
$950, 000 already obligated through the end of this year
| eaving $250,000 balance. This extension wll allow the
department to wap up current work on studies needed to set
gas off take rates for Pt. Thonson.

$0

ERIC SWANSON. Director, Division of Admnistrative Services,
Departnent of Admnistration, testified to this item The
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Depart ment expected to encunber approximately $322,000 of this
appropriation during the renmai nder of FY 07.

10: 32: 34 AM

Senator Elton asked if the witness was aware of the situation in
whi ch Exxon was not supplying necessary data to staff and
consul tants.

10: 33: 02 AM

M. Swanson did not have this information but would speak to the
chair of the Alaska Ol and Gas Conm ssion (AOGC)

10: 33: 22 AM

V5. Rehfeld announced this concluded overview of t he
suppl emrental requests in this |egislation.

Co-Chair Hoffman ordered the bill HELD in Commi ttee.
#
ADJ OURNIVENT

Co- Chair Lyman Hof f man adj ourned the nmeeting at 10:34:19 AM
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