M NUTES
SENATE FI NANCE COWM TTEE
March 7, 2007
9:15 a.m

CALL TO ORDER

Co-Chair Lyman Hoffman convened the neeting at approximately
9:15: 22 AM

PRESENT

Senat or Lyman Hof f man, Co- Chair
Senator Kim Elton

Senat or Donny O son

Senat or Joe Thomas

Al so Attending: KAREN REHFELD, Director, Ofice of Managenent
and Budget, Ofice of the Governor; JERRY BURNETT, Director,
Adm nistrative Services Director, Departnent of Revenue; RAY
RI UTTA, Executive Director, Al aska Seafood Marketing Institute,
Depart ment of Commerce, Conmunity and Econonic Devel opnent; TINA
KOBAYASHI, Assistant Attorney Ceneral, GIl, Gas & Mning
Section, Cvil Division, Departnment of Law,

Attendi ng via Tel econference: LARRY OSTROVSKY, Chief Assistant
Attorney GCeneral, Statewi de Section Supervisor, Ql, Gas and
M ning Section, Cvil Division, Departnent of Law, RI CHARD TODD,
Seni or Assistant Attorney General, G, Gas and Mning Section,
G vil Di vi si on, Departnment of Law, KEN DI EMER, Assi st ant
Attorney General, Ol, Gas and Mning Section, CGvil Division,
Department of Law, KEVIN BANKS, Director, Division of Gl and
Gas, Departnent of Natural Resources.

SUMVARY | NFORVATI ON

SB  82- SUPPLEMENTAL APPROPRI ATIONS: O L & GAS

The Conmittee went into Executive Session to discuss
confidenti al matters pertaining to this [|egislation. The
Committee heard from the Ofice of Managenent and Budget, the
Departnment of Law, the Department of Natural Resources, the
Departnment of Revenue, and the Alaska Seafood Marketing
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Institute. A commttee substitute was adopted and the bill was
reported from Conmitt ee.

#SB82
9:15:30 AM

SENATE BI LL NO. 82

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

This was the second hearing for this bill in the Senate Finance
Conmi ttee.

9:16:19 AM
Senator O son made the foll ow ng notion.

M. Chairman, | nove the Senate Finance Conmittee go into
Executive Session under Uniform Rule 22(b)(1) discussion of
matters, the imedi ate know edge of which would adversely
affect the finances of a governnent wunit; and 22(b)(3)
di scussion of a matter that may, by law, be required to be
confidential .

9:16: 44 AM

There was no objection and the Committee went into Executive
Sessi on.

Co- Chair Hof f man announced that Tina Kobayashi, Larry Ostrovsky,
Richard Todd, and Ken Diener of the Departnent of Law, Kevin
Banks of the Departnment of Natural Resources and ot her
| egislators would be allowed to participate in the Executive
Sessi on.

Co-Chair Hoffman noted that confidentiality agreenents nust be
signed by those participating in the Executive Session.

EXECUTI VE SESSI ON 9:17:21 AM/ 9:57:18 AM

The Conmittee continued with the public portion of the neeting.
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9:57:27 AM

Co-Chair Hoffman noted a draft commttee substitute had been
distributed along wth a corresponding spreadsheet. The
spreadsheet reflects the provisions of the conmttee substitute
with the exception of the provision nmaking the appropriation
contained in Section 2(a) contingent upon passage of separate
legislation relating to the A aska Gasline Inducenent Act
(A A, introduced at the request of Governor Sarah Palin, which
was not reflected on the spreadsheet.

9:58: 20 AM

Co-Chair Hoffman requested the Ofice of Managenent and Budget
speak to the Governor's schedule for devel opnent of a natural
gas pi peline and passage of the enabling AG A | egislation

9:58:40 AM

KAREN REHFELD, Director, Ofice of Mnagenent and Budget, Ofice
of the Governor, appreciated the Comrmittee addressing this bill,
given that it had not yet had an opportunity to consider the
AG A bill. Wth the funding provided in SB 83, she expressed,
"it's our hope that we'll be able to get started on sone of
those «critical conponents dealing wth noving the gasline
forward."

9:59: 37 AM

Co-Chair Hoffman asked if Governor Palin's position that
"groundwor k™ on the natural gas pipeline wuld begin in the
sumer of 2008 was unchanged.

9:59: 51 AM

Ms. Rehfeld responded that the intent with the passage of the
AG A bill was to publish the request for proposals (RFP) and
receive applications. The timng for field work would begin the
next year, although sone assessnment could occur during Fiscal
Year (FY) 08.

10: 00: 15 AM

Co- Chair Hof fman di sclosed that by taking "early" action on this
suppl enental appropriation |egislation, a nessage would be sent
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to the Governor and the public that the Legislature was
interested in proceeding with the devel opnent of a natural gas
pi peline and considers the pipeline of "great inportance."

10: 00: 49 AM

Senator O son offered a notion to adopt CS SB 82, 25-GS1016\K
as a wor ki ng docunent.

10: 01: 00 AM

There was no objection and Version "K' was ADOPTED as a working
docunent .

10: 01: 11 AM

Co-Chair Hoffman requested M. Rehfeld overview conponents of
the conmmttee substitute.

10: 01: 18 AM

MVs. Rehfeld noted that departnental representatives were
available to respond to questions. She appreciated the
appropriation that would allow the Alaska Seafood Marketing
Institute (ASM) salnon nmarketing efforts to continue in the
current fiscal year.

Ms. Rehfeld furthered that the Executive Branch intended to
cooperate with the Legislature in conplying with the contingency
| anguage of Section 8 of the conmittee substitute.

10: 02: 21 AM

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

Department of Law, testified via teleconference from an offnet
location that the Departnent had requested $21.5 mllion. He
referenced a nmenorandum he wote to the Commttee dated March 1,
2007, which provided a "general breakdown of the Departnent of
Law s oil, gas and mning funding requirenments for the remainder
of FY 07 and FY 08", as foll ows.

FY 07 Suppl enment al FY 08
TAPS [ Trans Al aska Pi peline System
Tariff $2.8 million $1.3 nillion

SFC- 07 (4) 03/ 07/ 07



| ncome Tax 2.8 mllion 4.45 mllion

Royal ty 0.3 mllion 1.0 mllion

O her Litigation 1.0 mllion .05 mllion

Gas Pipeline 2.0 mllion 6.0 mllion

Tot al $8.7 mllion $12.8 mllion
10: 05: 04 AM

Co-Chair Hoffman noted this relates to the previous presentation
of the appropriation requests.

10: 05: 16 AM

KEVIN BANKS, Director, Dwvision of Ol and Gas, Departnent of
Nat ural Resources, testified via teleconference from an offnet
| ocation that the funding request addressed in Section 2 of the
commttee substitute pertained to "royalty valuation issues.”
The AG A legislation would provide for "upstream' inducenents
for those producers that conmt gas resources to the proposed
natural gas pipeline. The funding appropriated in SB 82 would be
utilized in efforts "to provide sone kind of certainty about
what royalty paynents will be required” as well as determ ning
how royal ty-in-kind and royal ty-in-gas woul d be consi der ed.

10: 06: 14 AM

M. Banks continued that the Departnment would also expend the
suppl enent al appropriated funds to <continue nodeling the
different pipeline configurations with respect to royalty val ues
and tariff "consequences" in the tariff structure proposals the
State would receive from applicants. This would involve
enpl oyment of technical experts famliar with gas markets and
Federal Energy Regul atory Comm ssion (FERC) regul ations.

10: 07:11 AM

Co-Chair Hoffman requested coment from the Departnent of
Revenue on the appropriation provided in Section 3 relating to
commerci alization of North Sl ope gas.

10: 07: 30 AM

JERRY BURNETT, Di rector, Adm nistrative Services Director,
Department of Revenue, testified that the $3 nillion requested
consi sts of approximately $419,000 intended to develop
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additional expertise of the internal econom sts. Approximtely
$1.5 million of the appropriation would be utilized to contract
with external economcs firnms and commercial analysis firnms to
review tax ternms and other issues. The remaining approximte $1
mllion woul d be expended for outside |egal counsel.

10: 08: 34 AM

Ms. Rehfeld, responding to Co-Chair Hoffman's query, noted that
the requests for extended | apse dates on previous appropriations
were summarized on the aforenentioned spreadsheet and would
ef fect several departnents.

10: 08: 55 AM

Co-Chair Hoffman rem nded that this information was addressed
"extensively" during the previous hearing on this bill and SB
61.

10: 09: 04 AM

Co-Chair Hoffman asked for an explanation of the appropriation
made in Section 5.

10: 09: 15 AM

RAY Rl UTTA, Executive Director, Al aska Seafood Marketing
Institute (ASM), Departnent of Commerce, Community and Econom c
Devel opnent, testified that the funding would be expended to
continue the Institute's television marketing canpaign for
Al aska sal non through the remainder of the current fiscal year
and "into the fall" of 2007. The canpaign began the previous
year and this funding would allow additional tine slots to be
purchased. The nobst advantageous tine slots nust be purchased in
advance.

10: 10: 34 AM

Ms. Rehfeld and Co-Chair Hoffnman explained that Section 6
provides that the appropriations made in this bill would not
| apse in one year but would be extended as provided in AS
37.25. 020.

10: 11: 57 AM

SFC- 07 (6) 03/ 07/ 07



Co-Chair Hoffrman pointed out that Section 8 contains the
af orenenti oned contingency provision requiring passage of the
Al aska Gasline Inducenent Act to authorize the appropriation of
$6.55 mllion to the Departnent of Natural Resources.

10: 12: 13 AM

Ms. Rehfeld stated that the |anguage of Section 9 would allow
the appropriation to the ASM to be nmade March 16, 2007.

10: 12: 28 AM

Senator Elton asked the consequence to the efforts of the
Depart nent of Nat ur al Resources in the event the AGA
| egi sl ati on was not passed.

10: 13: 09 AM

M. Banks responded as foll ows.

| think the budget supplenental ...and the funds that we have
now included here for "07 will carry us through. Then the
AG A fiscal note, of course, wll associate for FY 08
starting in June - about the tinme the RSA wll hit the
street. So the answer is: no, we have and are turning the
wheel s on our nodels today and we do have outside experts
working either directly for the Division or the Departnent
or through funds that have been RSA'd through the
Department of Law for this kind of expertise.

10: 14: 18 AM

Senator Thomas, referring to the appropriation to ASM, asked if
a simlar supplenental funding request was anticipated for FY
08.

10: 14: 42 AM

Ms. Rehfeld replied that the Governor's proposed FY 08 budget
i ncludes sufficient funding for the canpaign in the next fiscal
year. This supplenmental appropriation is necessary to address a
"timng issue".

10: 14: 59 AM
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Co- Chair Hoffrman asked if a timng i ssue would occur next year.

10: 15: 04 AM

Ms. Rehfeld answered that one was not anti ci pat ed.

10: 15: 08 AM

Senator O son offered a notion to report CS SB 82, 25-GS1016\K,
fromCommttee with individual recommendations.

Wt hout objection, CS SB 82 (FIN was REPORTED from Conmitt ee.

#
ADJ OURNIVENT

Co- Chair Lyman Hof f man adj ourned the neeting at 10:15: 36 AM
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