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ACTI ON NARRATI VE

CHAIR CHARLIE HUGA NS called the Senate Resources Standing
Commttee neeting to order at 12:36:46 PM Present at the call
to order were Senators Wel echowski, Wagoner, Stedman, G een and
Huggi ns. Senator Stevens arrived a mnute |ater.

SB 104- NATURAL GAS PI PELI NE PRQJECT

12:38: 26 PM

CHAIR HUGGE NS announced SB 104 to be up for consideration. He
said the conmttee has two conmittee substitutes before it,
version C and version E. He said that version C was underlined
and therefore easier to work with so they would be working on
that version, but they would be adopting version E. He said
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their task today is to march through version E, discuss it, and
tomorrow they would revisit it and along with amendnents.

SENATOR STEVENS j oi ned the conmitt ee.

SENATOR STEDVAN noved to adopt version E as the working draft.
There were no objections and it was so ordered.

SENATOR W ELECHOWSKI asked if the only difference between
version C and version E is sonme underlining.

CHAIR HUGA NS replied that he couldn't guarantee that, but
general ly speaking it was.

MARCI A DAVI S, Deputy Conm ssioner, Departnent of Revenue (DOR),
added that the only other difference is that version C has a
couple of instances where underlined sections reside in
different locations within the sane section in version E. She
would try to point those out.

DONALD BULLOCK, Drafting Attorney, Legislative Affairs, began
pointing out the differences in versions C and E. He said the
first one was on page 8, lines 25 — 27, of version C. It changes
the 43.90.110 (1) and (2) on line 27 to (1) ( A and (B) and the
specifics in the |icense |anguage was noved to the end of the
sent ence.

The next change was deleting lines 12 and 13 on page 11. Al so on

page 11, |language was inserted into subsection (b) on line 3
saying when the conm ssioners are considering the net present
val ue of the cash flow they will use at a m ninmum di scount rates

of zero, six and eight percent. This |anguage canme from
subsection (d) on page 12 of version C

12: 42: 44 PM

MR. BULLOCK said that there are changes in version E that aren’'t
represented in version C. On page 13, AS 43.90.200 refers to
| egi sl ative approval and said that it was sent to the specific
standing committees of natural resources. Version E says the

| egi slature shall introduce a resolution. However, resolutions
need to have sponsors, so there is a drafting issue here. A tine
limtation was al so inserted on page 13, line 12.

12:43: 20 PM

He said the next change is to the inducenent section starting on
page 18, line 23. Language is added after AS 43.91.140(7) that
says if the Federal Energy Regul atory Comm ssion (FERC) does not
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have a rebuttable presunption in effect, that rolled in rate
treatment applies to the cost of expansion. A simlar change is
on page 19, line 24.

12: 45: 00 PM

M5. DAVIS went through all the changes referring to version C
She said there were no changes of substance to AS 43.90.010 on
page 1. Page 2, section AS 43.90.100 added a new subsection
saying “(b) Nothing in this section precludes a person’s
pursuing a gas pipeline independently from this chapter.” This
addition cane from the legislative side in an abundance of
caution to nake it very clear this was not the exclusive neans
of acquiring a right to build a natural gas pipeline in the
state. FERC law also says it is illegal for the state to
precl ude anot her natural gas pipeline project.

She said that subsection (1) (A in Section 43.90.110 (version
C) mekes a change that deals with the 50/50 state match with the
licensee to get to open season. That requirenment was renoved and
the bid is now variable so that the applicant is to specify in
the application what percent match it desires in a prior season.
The bid is conpletely variable and could be zero percent both
prior to and after the open season.

CHAIR HUGEA NS noted that the admnistration supports the
provi si on.

MR. BULLOCK remnded them that this is reflected in the
requi renents when entities are responding to the request for
applications (RFP) as well.

12:47: 58 PM

M5. DAVIS said subsection (3) in Section 43.90.110 on page 3 was
deleted. It dealt with the job program the state would provide
as an inducenent for the AGA license. It was noved to the back
of the bill into a separate article that nmakes it clear the
state will be doing this program but it is not an inducenent
that is tied only to the AG A pipeline. “It is available for any
pi peline.”

She said Section 43.90.120 on page 3 of version Crelates to the
abandonnent of a project. Concerns were expressed about
tightening up |anguage regarding the process for a third-party
arbiter. The revision authorizes both the state and the
applicant to select an arbiter and that they would choose a
chairman of a three-person arbitration panel pursuant to the
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American Arbitration Association (AAA) conmercial arbitration
rul es.

SENATOR W ELECHOWSKI asked her to nenti on ar eas t he
adm ni stration does not support or does not have a position on
as she goes through the substantive sections.

M5. DAVI S acknow edged that request and went on. She said (b)(2)
was added to 43.90.120 on page 3 that clarifies what happens
when one party thinks the project is deemed uneconom c and the
other party doesn't - after an arbitration.

12:50: 14 PM

She said page 3 of version C adds Section 43.90.120 (c) that
clarifies abandonnent of the project and clarifies that in the
event that the arbitration panel determnes the project is
uneconom c or the |licensee and the state agree that the project
is uneconomc that the state has a right to receive an
assignment of all the project data, engineering designs and the
license.

Section 43.90.130 on page 4 was originally suggested by the
adm nistration and it incorporated, by reference, the |anguage
of the Procurenment Code specifically dealing with appeals of the
award process and the appeals of the actual award. M. Bullock
made sone revisions to make this section conport with concerns
that that the procurenent code |anguage didn't exactly fit this
situation like a glove and the admnistration supports it. Now
the conm ssioners are directed to adopt, by regulation, their
own appeal provisions that are going to be substantially simlar
to the procurenment provisions.

MR. BULLOCK expanded that the reworded | anguage makes references
to the comm ssioners of the Departnent of Transportation and
Public Facilities and the Departnment of Admnistration and
acconplishes the same thing as far as rights and procedures in
t he Procurenment Code.

12:51: 54 PM

M5. DAVIS said Section 43.90.140 on page 5 of version C deals
with application requirements and is often called the “nust
have” section. The first change is under section (2)(B) which
el i m nat es i nstate delivery poi nts because t he
si ze/ vol une/ desi gn capacity of those points would be difficult
to know at the tine of the application.

12: 53: 12 PM
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M5. DAVIS said subsection (2) (D) was also anended to address
information |inked to Canadian portions of the project and the
liquid natural gas project. Additional information was inserted
into both of +these sections asking for specific detailed
information that wouldn’'t necessarily be applicable to a generic
all-Alaska line. Some of this information has come from the
adm nistration, sone of it from the legislature, and she was
confortable with the | anguage.

12:54: 08 PM

She said the next substantive change was in the application
criteria section (6) (A on page 7 of version C. The change cane
from the industry side and reflects its concerns about what
costs of expansion can be included. It was clarified that the
state anticipated increased fuel costs associated with expansion
and a reasonable return rate authorized by the regul atory body.

CHAIR HUGA NS asked if the producers conmunicated this concern
to her or to the adm nistration.

M5. DAVIS replied that it was to her and there was no forma
witten docunent on it at this point. The admnistration
concurs.

12:55:17 PM

She went to subsection (6) (B) that was inserted to clarify what
is meant by requiring expansions based on reasonabl e engi neering
increments. This reflects conpression of pipe additions and a
concern that it be a certain scope of conpressor and pipe
change.

CHAI R HUGGE NS asked t he reasoni ng behind this nodification

M5. DAVIS replied that the only reason for the change was that
logically first expansions are usually conpression changes; the
second expansions are pipe changes and those terns were sort of
m xed up in the bill.

12: 56: 10 PM
SENATOR W ELECHOWNSKI asked for the rationale behind the added
| anguage.

M5. DAVIS replied these words are not added, but rather put in a
different order than in the original bill.

CHAI R HUGE NS expl ai ned that for consistency industry prefers to
start with conpression expansion and then go to pipe size.
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12: 56: 58 PM

V. DAVIS said the next substantive <change was in the
application criteria on page 8 where section (8) and reflects
the desire by the legislature to see nore detail concerning the
gas treatnent plant. The admnistration inserted the first
cl ause which required the applicant to propose how it was going
to deal with the North Slope gas treatnent plant regardless of
whether it was part of the proposal or not. She explained that
an applicant is not required to have a gas treatnent plant as
part of its application. But in the instance it would not, there
was concern about the viability of that project if it didn't
address how the gas would be treated. So, this requires themto
provi de information about that.

M5. DAVIS said the second half of the paragraph on page 8, |ine
20, described the gas treatnent plant including its design,
engi neering and construction. The legislature recomended these
details and the adm nistration was confortable wth eliciting
it.

CHAI R HUGE NS t hought he found a typo on page 14 — “that that”.
MR. BULLOCK responded that drafting style doesn't allow for
using “such that” and the second “that” refers to a specific
pl ant .

12:59: 41 PM
REPRESENTATI VE COGHI LL joined the comrttee.

1: 00: 07 PM

MR. BULLOCK said that this is the point at which there is a
di fference between versions C and E. Paragraph 9 on page 8 is
reworded thus: “(9) propose a percentage and total dollar anpunt
for the state’s matching contribution under AS 43.90.110(1) (A
and (B) to be specified in the license.” The change was not
substanti ve, however.

1: 00: 18 PM

M5. DAVIS went to page 9, line 17, and said that (16) was added
to the "Miust Haves" in response to considerable public testinony
to see the state commt to negotiate a project |abor agreenent
to insure expedited construction and |abor stability for the
pr oj ect by qual i fied residents of t he state bef ore
construction,

1: 01: 13 PM
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CLI CK BI SHOP, Comm ssioner, Departnent of Labor and Wrkforce
Devel opnent (DOLWD), based him comrents on a slide show called
"Jobs are Alaska's Future" to address project |abor agreenents
(PLA). He said, “A project |abor agreenment is a conprehensive
collective bargaining agreenent that sets the terns and
conditions of enploynent on a project, for that project only.”
The next chart showed the bargaining process between the
licensee and the appropriate entity that would do the
negotiation and how it would result in a collective bargaining
agreenent that would be agreed on by both parties. Then the
contractors and the subcontractors would work under the terns
and conditions of that agreenent.

He said PLAs were first used in the 1930s and are currently used
widely in both the private and the public sectors. Some private
sector exanmples are the Trans Alaska Pipeline (TAPS), the
Bristol Meyers Squibb project in New Brunsw ck, the Goldnman
Sachs O fice Towers in Jersey City, Red CGak Power Plant, Toyota
and Walt Di sney.

He related that a PLA U S. Suprene Court case set a precedent in
1993 and the Al aska Suprene Court had the Laborer’s Local 942 v.
Lanbkin 1998. PLAs prevailed in both those cases. He said sone
PLA- based public and private project exanples are the G and
Coolie Dam Hoover Dam TAPS, San Francisco's BART, and Puget
Sound Transit, a large nunber of power plants in California,
Seattle Airport, and Seattle Sound Transit.

The reasons to use PLAs are to have a stable work force, to
insure no strikes or lockouts, to neet project scheduling
chall enges, elimnate the need to negotiate nunerous separate
contracts with individual contractors, insure consistent terns
and conditions for all contractors; it’s a good vehicle for
Alaska hire including rural Alaskans, wonen and other groups,
and it’s an excellent apprenticeship opportunity vehicle.

1:05: 45 PM

M5. DAVIS noted that M. Bishop was mssing his daughter's
birthday today and that he also m ssed her birth because he was
making TAPS a reality. He hasn’'t missed a birthday since so she
hoped this |inkage with TAPS boded well for AGQ A

CHAIR HUGA NS asked if he thought this issue had “been put to
bed.”

1: 07: 51 PM
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MR. BULLOCK conmented that the issue of whether a government can
require a PLA is not clear. Some cases have said governnent can
i npose the condition when governnment noney is being spent, but
it’s not clear that it can be a requirement for a private
project. Under AG A, the project is licensed, but it is private.
The issue is somewhat mtigated in the bill because a person
nmust agree to it before submtting an application.

1:08: 51 PM

M5. DAVIS said subsection (17) on page 9, line 20, was added to
the application criteria to insure that the applicant doesn't
use the state’s $500 mllion in its rate base and that it is
used as a credit against the cost of service. “W wanted to
i nsure that upon receipt of any portion of the $500 million that
it would accrue to the benefit of the state as contenplated in
| owering the tariff.”

1:09: 33 PM

Subsection 43.90.160 on page 10, line 10, deals wth proprietary
information and trade secrets. The adm nistration has proposed
quite a few |anguage changes because of comments from the
public, industry and the legislative body. Subsection (a) keeps
certain information confidential until a successful licensee is
determ ned. The concern was that a successful applicant nust
have the application fully out there for the public to see in
its entirety.

CHAIR HUGA NS asked when the information would actually becone
publi c.

1:11: 11 PM

M5. DAVIS replied that happens after a license is awarded. She
said subsection (b) provides the ability for the applicant upon
submtting information to the conm ssioners and |learning their
determ nation as to whether the information nmay be earnmarked as
proprietary or trade secret or not, if it's not considered such

the commi ssioners will imediately comuni cate that back to the
applicant who will have the opportunity to decide to leave it in
knowing it will become public or pull it back out because it is

sensitive materi al .

1:11: 36 PM

Subsection (c) provides that an applicant who challenges the
award of a license or the process is deened to consent to the
di scl osures of confidential information. The concern here was
that an applicant who is challenging a successful |icensee not
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be able to “anbush from the bushes.” It was difficult to parse
out what woul d be appropriate for the public to see.

1:12:28 PM

M5. DAVIS said subsection (d) clarifies a little nore what is
“proprietary” by identifying information that would adversely
affect the conpetitive position of the applicant or materially
dimnish the value of that information to the applicant that
they consider to be confidential. Section 43.90.170 on page 10
has a lot of changes, she said, and deals wth application
eval uati on and ranki ng.

1:14: 33 PM
She went to Version E that had subsection (b) on page 11, Ilines
2 - 4, that didn't appear in version C until subsection (d)

Added |anguage would now require the conm ssioners when
eval uating the net present value of the anticipated cash flow to
the state, to utilize, at a mninmm discount rates of 0, 6 and
8 percent.

SENATOR W ELECHOWEKI asked the rationale behind using O and 6
percent as opposed to 5 percent.

M5. DAVIS replied this change canme fromthe | egislative body and
provides a range of percentages for the commssioners to
consider so that the legislature and the public could |ook at
the evaluation and understand that there had been no effort on
the part of the commssioners to select a specific rate of
return that would optimze any particular application. The
admnistration has a little ~concern about |ease-specific
sel ected percentage rates and she wanted M. Scott to address
t hat issue.

1:17: 09 PM

ANTONY SCOTT, Division of Ol and Gas, Departnent of Natural
Resources (DNR), added that it nmakes sense to have a range of
di scount rates so no one rate is chosen to gain a result. He
expl ained that a discount rate of zero is not a discount rate
and does not provide particularly wuseful information when
evaluating different conparative streams of cash flow He
recommended picking a nunber other than zero for a |ow discount
rate to mmc a rate of inflation, for instance. He suggested
using 2 percent.

MR, SCOIT said he didn't know the notivation behind using 6
percent, but studies by august econoni sts have suggested that a
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nore appropriate discount rate for the state to use is nore on
the order of 5 percent.

CHAIR HUGE NS asked if 8 percent is an upper range.

MR. SCOTIT replied that 8 percent nmakes sone sense if you | ook at
the long term averaged over 10 years returns to the Permanent
Fund.

CHAIR HUGGE NS asked if he thought a range of increnents was
useful .

MR. SCOIT replied yes.

M5. DAVIS said the next change (version C) was on page 11, line
6 — (b) (2) and reflects what the admnistration calls “netback
val ue” which consists of capturing the value of the state cash
flow by taking the revenues mnus the expected costs. It was
previous referred to as “well head value.” She explained that the
admnistration felt there were advantages to using netback val ue
and M. Banks woul d describe those.

1:21: 23 PM

KEVIN BANKS, Acting Director, Division of QI and Gas,
Department of Natural Resources (DNR), said using "netback"”
i nstead of “well head” makes the arithnmetic nore explicit in the
calculation. He said that “wellhead flags” mght be the right
word to use because there are further deductions that nay be
made for some of the gas that is commtted to the pipeline and
that arises from allowable deductions for the gas treatnent
plant and field costs, which are identified in the 1980 field
cost agreenent, which is referenced in Article 3 of the bill.

CHAI R HUGE NS asked if they could resolve that by tonorrow.
MR. BANKS replied yes.

1:22: 50 PM

MR, BULLOCK reflected that the PPT discussions considered gross
value at the point of production from which to take deductions
for production of oil and gas. Perhaps “gross value at the point
of production” mght be an option. Because the definition of
“gross value at the point of production for gas” also speaks to
the gas treatnent plant and which ends of the plant that
val uation i s determ ned.
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MR. SCOTT said they are just trying to get to what the state’s
revenue is going to be.

CHAIR HUGA NS said for planning purposes if for some reason this
hasn’t been resolved by tonorrow it’s not a crisis. There 1is

still sonme time to go and they want to get it right.
1:23: 45 PM
M5. DAVIS went to page 11, line 12, for the next substantive

change that deletes (5) which related to the rmatching
contribution. The matching contribution is considered a “fairly
insignificant cost elenent” to the overall project’s cash flow
to the state and she felt it was picked up by other elenents
maki ng it redundant as well.

M5. DAVIS explained that these were the admnistration's key
el enents to tighten up the evaluation criteria.

CHAI R HUGE NS noted there were no questi ons.

1: 25: 06 PM
MR. BULLOCK enphasized that the structure of this section is
that for the valuation purposes, it first of all establishes

that the noney is there on paper and has to do with the tariff.
The second part in subsection (c) presunes it |ooks great, but
asked the question if it is going to happen. These are the
criteria that the comm ssioner is going to use. You don't want
to be too specific, but you want to be able to identify the nost
inmportant things to the state from a policy standpoint. He
enphasi zed that as they think about this bill, this is one of
its nost inportant parts.

1:26: 19 PM

M5. DAVIS pointed out that an addition was made by M. Bull ock
to both the net present value listing and the |ikelihood of
success factors in version E on page 11, line 13, that read

“(5) other factors found by the conmm ssioners to be relevant to
the evaluation of the net present value of the anticipated cash
flowto the state.”

She continued down to line 31 (page 11, version E) that inserted
“(6) other evidence and factors found by the conm ssioners to be
relevant to the evaluation of +the project’s |ikelihood of
success.” This provision provides the flexibility to insert
addi tional provisions as they becone inportant.

1: 27: 37 PM
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CHAIR HUGGA NS went to (version E, page 11) line 31 and asked if
the conmm ssioners have to address relevant |ikelihood of success
both positively and negatively.

M5. DAVIS replied:

W don't believe there is. It isn't that we have to

prove the negative — in other words, that we have
found no other factors that are relevant, but to the
extent a factor is considered, it wll have to be
evident in the findings and it wll have to be
somet hi ng t hat is appl i ed uni formy to t he

appl i cati ons.

VR. BULLOCK added that the extra provisions give the
conmm ssioners flexibility. He explained further:

If the award is challenged, the standard of review as
far as the comm ssioner’s decision is whether they
have abused their di scretion. So, t hey have
considerable discretion in identifying the nost
successful applicant. Their first review, when they
are considering the factors in (b) and (c) both, they
first of all are considering them anong the applicants
t hensel ves — how they conpare anongst thenselves. Then
secondly, they would apply these factors to what
appears to be the nost favored application and then
we'll be nore directly related to things like the
performance of that applicant. So, not only is it
better than the others, but it’s good enough that we
expect that the project wll actually happen.

1:29: 12 PM

SENATOR STEVENS said this is a crucial issue because integrity
and good business ethics are hard to weigh. He asked if the bil
could be nore specific about how the factors are wei ghted.

MR. BULLOCK explained that the comm ssioners have regulatory
authority so they can further define terns that are used in the
bill, but ultimtely even the regulations will be subjective in
that regard. He expl ai ned:

How do you decide good business ethics? Do you take
into consideration the nunber of indictnents or do
they just don’'t |ook good? It is subjective. There is
no way about it. But to the extent that you can
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identify some source that you can at |east start from
to say whether it’s good or bad. | nean...

SENATOR STEVENS said it has to be defensible, too.
MR, BULLOCK agreed and added:

It’s abuse of discretion — as long as there is a
reasonabl e basis for making the conclusion that they
did and the conclusion is that this is the best
applicant. So the evaluation mght be a little weak as
far as what integrity and good business ethics
constitute. But overall if it’'s subject to appeal, the
court is going to look at was this the right
applicant? Did they consider enough facts that a
reasonabl e person could agree with the comm ssioners’
decision? And that’'s the real issue. And that that’s
the issue that’s overriding all this as opposed to the
different elenents that are identified. And to the
extent that additional elenents can be identified -
t hey should be put in the bill.

CHAI R HUGA NS asked if he thought Al askans woul d have confi dence
in the nmechani smns.

MR. BULLOCK replied that it's a risky project and these itens
address that. This |language gives a good basis for the
conmm ssioners to nmake their decision.

1:33: 02 PM

SENATOR W ELECHOWSKI said because the legislature now has the
authority to approve the decision, it’s not really the standard
agency review. He asked if that didn't ultinmately take it out of
any sort of agency abusive-discretion review and put it in the
hands of the l|egislature, at which point there would be very
little review.

MR. BULLOCK replied that the legislative review will be its own
determ nation as to whether a decision is in the best interests

of the state. As this bill is witten, the |egislature probably
won't rewite whatever the agreenment is. It wll say an
applicant neets the qualifications or not. The bill is witten

with a final admnistrative decision after the |legislature
approves the license. That would be subject to appeal at that
point and is located in version C on page 13, lines 3 — 5. The
review would consider the actual record of the conm ssioners’
deci sion-making in determ ning the best applicant.
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1: 35: 09 PM

SENATOR W ELECHOWEKI said he wants to nmake this bill as bullet
proof as possible and he views this as essentially a legislative
action, so there is really very little right to an appeal.

M5. DAVIS responded that they had also |istened to Senator Ted
St evens when he spoke to the body and gave them the adnonition

“Make it unappeal able!” So, they have inserted |anguage in the
application Must Haves that says “as a condition to filing an
application, you hereby agree not to appeal, challenge, or
legally attack the award of the thing.” The Attorney Ceneral’s
anal ysis indicated that |anguage was | egal and constitutional.

MR. BULLOCK went on to explain that two issues were raised that
have to do wth separation of powers and approval of the
contract by the legislature is one. The other issue is the
| egislative confirmation of the AQ A coordinator. There are
constitutional limtations on nom nations so the |egislature has
the power to approve. There is also a constitutional issue as to
whether this form of a contract is an executive power and
whet her the legislature can actually kill it if the executive
believes it should go forward. This issue nmay affect the
ultimate approval .

He said this bill provides for legislative disapproval rather
than affirmative approval. This section now requires |egislative
action and affirmative approval. He wasn’t sure how the other
i ssues would be resolved. Once they are identified, the second
questi on becones who will bring it up.

1: 38:59 PM

M5. DAVIS went back to section AS 43.90.180 of version C on page
12, line 5, relating to the notice, review and comment period
It provides for the conm ssioners, once they have determ ned
applications are conplete, to publish notice that t he

applications are conplete and put them out for a public review
and coment for 60 days. The addition or change that the
admnistration nmade to this section is in subsection (b) — where
there is proprietary or confidential information being wthheld
from public review, the applicant is required to generate the
summary of that information, which if the conm ssioners find
that’s an adequate sunmary, that will be what is put out for
public review.

1: 40: 12 PM
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MR. BULLOCK had a structural suggestion to consider noving this
section above the criteria and add a provision in the criteria
that allows the commi ssioners to take the public coments into
consideration as part of their decision-naking process.

M5. DAVIS said the admnistration is confortable wth that
change.

SENATOR W ELECHOWEKI sai d he thought that was an excell ent idea.

MR. BULLOCK said the way it is witten now the public will be
looking at all applications by virtue of where the public
comment section was pl aced.

CHAIR HUGA NS said one of the scenarios he has heard is that the
| egislature will do further airing of the selected application
so Al askans understand why that application was considered to be
t he wi nni ng one.

MR, BULLOCK |ooked ahead at the alternative of |egislative
approval by resolution or bill. If it is introduced as a bill,
then it’s subject to the commttee process, the three readings
and the other requirenents that relate to bills.

1:42: 28 PM

M5. DAVIS said there are no substantive changes to section
43.90.190 — the notice to legislature of intent to issue |icense
on page 12 of version C. However, section 43.90.200 on page 13
has a substantial revision suggested by the |egislature.

MR. BULLOCK explained that version C says the comm ssioners
determine the nost |ikely applicant to receive the state’s
license and “send it to the House standing conmttee and the
Senate standing committee having jurisdiction over natural
resources.” The reason a specific conmttee was not nanmed is
because standing commttees are a matter of rule and not of
statute. In version E, jurisdictional |anguage for the House
standing commttee and the Senate standing conmittee isn't there
and It now  says “the legislature shall introduce a
resolution....” He said it would be helpful to identify a
sponsor and he suggested identifying a commttee or the speaker
or the president, to nmke that request through the Rules
Conmi ttee.

1: 44: 26 PM

The second change relative to version C on page 13, line 12, is
that version E adds “within 100 cal endar days” after the receipt

SENATE RES COW TTEE -17- March 31, 2007



of the determnation. This raises an issue simlar to the first
one that said the 30th | egislative day.

1:45: 00 PM

SENATOR WAGONER said this changes the whole tineline on the
process that was set up. The legislature does not have the
authority to make contractual changes so he didn't know why it
woul d take |onger than 30 days to review a contract. One hundred
days is way too long and he wanted to hear from the
adm ni stration on that.

1:45: 49 PM

COWM SSI ONER PATRI CK GALVI N, Departnent of Revenue (DOR), shared
Senat or Wagoner’s concern that 100 days would take them beyond
the 2008 field season, but he felt that it was needed in the
bill as a stop gap neasure in case there the conm ssioners’
deci si on.

SENATOR WAGONER said his biggest concern is the cost of the
project and how delays will affect it.

1:47:19 PM

MR. BULLOCK said the legislative approval raises a nunber of
i ssues. For exanple, the way bills carry over from the first
regular session to the next regular session. If it was
considered in a special session, the special session runs out of
time and you know that the resolution didn't pass and that it
wasn’t approved. If this 100 cal endar days happened when 20 days
were left in the first regular session, the session would run

out, but the bill wouldn't necessarily have failed, because it
could be carried over to the next general session. But wthin
100 days could still be 80 days after the session ends. So that

requires that the legislature be in session and be able to
consider and take action. He didn't know a best way to resolve
it.

1:48:23 PM

COWMM SSI ONER GALVI N added that they recognize the existence of a
nunber of parlianmentary questions associated within the various
options for approval.

1:49: 33 PM

SENATOR STEDMAN said they all recognize Senator Wagoner’s point
about delays and rising costs of materials. He expected that the
| egislature would be very focused on naking sure the state gets
the best project possible and he was confortable with the 100
cal endar days for approval.
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SENATOR WAGONER reflected that they hadn't gotten through AG A
yet and the PPT took 190 days to pass |ast year. The best laid
plans can go awmy. He really felt that 100 days was out of the
guesti on.

CHAIR HUGA NS said he agreed, but he also made the case for
having 100 days — because of how long it took to get the PPT.

SENATOR WAGONER responded that they aren’'t taking action on the
contract. It’'s an up or down vote.

CHAI R HUGA NS asked Conmi ssioner Galvin when the legislature is
schedul ed to receive the contract.

COWM SSI ONER GALVIN replied around md-Decenber to the end of
January dependi ng on how conplex the issue is. He projected that
the comm ssioners’ decision and notice to the |egislature would
happen at the end of January.

1:55:01 PM

CHAIR HUGEA NS rem nded them that the legislature will l|ast for
90 days next year and that it’s undeterm ned about when it wll
start. They mght not be in session when the conmm ssioners
deci de.

1:57:49 PM
COW SSI ONER GALVIN responded that the tineline is a balance
bet ween wanting public confidence and | egislative approval.

1: 59: 13 PM

MR. BULLOCK commented that they need to consider how much tine
the legislature as a practical matter will need to do this and
if it wll be in session at the tinme - while the clock is
runni ng.

SENATOR STEDMAN said he couldn't inmgine that the |legislature
woul dn't take pronpt action on the biggest project facing any
generation that’'s alive today. The legislature could call itself
in.

2:00:46 PM

SENATOR WAGONER said he has heard those statenents before and
getting the nunber of people to vote to call them back into
session is not that easy — even facing a gasline and he thought
they were stepping into a quagmre.
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CHAIR HUGA NS said he thought it was fair to say that the
average Al askan wants | awmakers to get this done and he has ful
confidence that they will do that. He said they went with 100
days because that is what it took to get this bill to nove to
t he next comm ttee by next Monday.

2:02: 00 PM

M5. DAVIS went to version C, Section 43.90.210 on page 13, line
19. The adm nistration reconmended changing subsection (a) to
insure that because a licensee is being directed to accept the
certificate from FERC or the RCA, recognizing that there could
be oner ous condi tions or condi tions t hat t hey find
i nappropriate, it wanted to provide tine for themto be able to
appeal and challenge those before they were required to accept
the certificate. So |anguage was inserted at the end that
provides that they nust accept “when all rights of appeal
relating to the certificate have expired.”

SENATOR W ELECHOWEKI asked how | ong an appeal can | ast.

M5. DAVIS said that additional |anguage needs to be inserted
that makes it clear it’s the admnistration’s position they are
tal king about an administrative appeal as opposed to further
judicial and court appeals.

2:03: 29 PM

DON SHEPLER, Attorney, G eenberg and Traurig, representing the
Adm ni stration, answered that the FERC has a process known as
“rehearing” and once a certificate order is issued, it could
have conditions wth it. The party that receives that
certificate has 30 days by law in which it can request a
rehearing of that order. Once rehearing has been sought, there
is no deadline for the commssion itself to act on that
rehearing application. It’s an open-ended process at the FERC

To the extent that this |anguage tal ks about court appeals, once
the FERC is through with the proceeding and has issued its final
order on rehearing, that order can be appealed to the Court of
Appeals for the District of Colunbia circuit within 90 days.
Under a 2004 federal statute, the <court 1is charged wth
expediting any appeals comng out under the 2004 federal
| egi sl ation. That being said, he pointed out that they are stil
waiting for a decision fromthe same Court O Appeals on FERC s
order in 2005. He el abor at ed:

It all depends as to how long the regulatory process
can take. The regulatory process, itself, is open-
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ended in that while the certificate holder has a tine
period within which it has to act, there’'s no drop
dead date for the comm ssion and certainly while there
is an obligation on the certificate holder, a deadline
within which it has to file an appeal, there is no
deadl i ne by which the court has to act.

2:06:11 PM

SENATOR W ELECHOWSKI asked if this was industry standard. *“Wy
do we have to have that when all rights of appeal have expired?
Could we essentially force them to accept the certificate after
t hey’ ve been awarded the certificate?”

MR. SHEPLER replied that would be an option available to the
state. However, the thinking on the admnistration’s part is
that the applicant should have the ability to nmake its case for
changes to the conditions. But their thinking is also that at
the end of the day when all appeals are over and done with, what
you have is a finding, potentially affirmed by the Court of
Appeals, that this package of certificate and conditions is
required by the public convenience and necessity. Their thinking
was that at that point, the findings had been nmade and it was
i ncunbent upon the applicant to accept that certificate on the
basis that the federal governnment had found that this was the
public conveni ence and necessity required.

SENATOR W ELECHOWSKI asked if this is standard |anguage — to
have the certificate issue after all rights have expired and if
it would be bad public policy to force it before their rights of
appeal have expired? He was worried about this getting strung
out for years.

2:08:11 PM

MR. SHEPLER replied that was a fair question. The difficulty as
a matter of public policy is when you say it should go forward.
You could say it’'’s after the FERC axe, because then the
applicant would potentially be deprived of their right under the
Natural Gas Act to seek judicial review

He explained that pipeline conpanies and entities that are
regul ated by FERC routinely engage in what are called settlenent
agreenents to resolve typically rate cases, certificate cases,
and whatever else cones before the commssion. It is not
uncommon for the provisions to require certain actions to be
taken, but only when there is a final non-appeal able order from
the conmi ssion. “So, waiting until the final shoe has dropped,
so to speak, is somewhat conventional in the industry.”
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2:09: 23 PM
CHAI R HUGGE NS asked the origin of this anmendnment.

M5. DAVIS replied that it came from industry concerns that the
certificate would be onerous and they wanted an opportunity to
fine-tune the certificate for purposes of meking the comrercia
project the best they thought it needed to be.

She thought the |anguage “all rights of appeal” was fairly broad
and included both admnistrative appeals and judicial court
appeal s. She suggested one option for the legislature would be
tolimt it to the admnistrative appeal, for instance. But that
would require industry having to forego the judicial review —
unl ess there’'s an opportunity to accept the certificate after it
has been finally appealed to the FERC wth the condition that
they could continue to fight issues at a court |evel.

2:10: 58 PM

MR, BULLOCK |ooked at the reasons a certificate maght be
appeal ed. Under the abandonnment provision in AS 43.90.120, the
state could review whether the project was becom ng uneconom c
after a while and whether it should be abandoned or not so the
state could try for another project. In that section,
"uneconom c¢c" has not been defined as to whether it’s from the
standpoint of the project or the state or both. If the appeal
goes on too long, a point could be reached where the project is
no | onger econom c for anybody.

CHAI R HUGGE NS asked M. Shepler what he recommended.

MR. SHEPLER agreed with MS. DAVIS that the state should allow
the applicant to go to the FERC, but it would have to abide by
what the FERC decided. That would certainly be a shorter process
than waiting wuntil the end of a court appeal. If the
| egislature’s interest was in timng and speed, then cutting
this off at md-stream woul d be their answer.

CHAI R HUGE NS wondered what would happen if they cut it off at
adm nistrative appeal and it affects other people.

2:13:21 PM
MR. SHEPLER pointed out that other provisions in the bill
provide that the |licensee <can tender back the accepted

certificate to the state or its designee by going through
what ever process is necessary at the FERC to have sonebody el se
step up to the plate and take over the certificate. But then he
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argued that perhaps it would be best to allow things to go
through the judicial process as well, even though that would
clearly add del ay.

CHAIR HUGE NS asked him to come up with reasonable fixes for
this issue before tonorrow.

SENATOR W ELECHOWSKI said as a matter of public policy, this
section has the potential of setting the project back for years
and costing the state billions of dollars.

CHAIR HUGG NS asked if Drue Pearce mght have a role at this
time.

2:15: 37 PM

MR. SHEPLER replied that he thought this would be outside her
jurisdiction because two federal entities are involved- the FERC
and the Pipeline Coordinator’s Ofice which is in charge of
insuring that all of the other federal entities do expeditiously
what they are required to expeditiously.

2:16:43 PM
CHAIR HUGE NS recognized a Marine who just stepped into the
room M. Josh Tipple.

2:16: 55 PM

M5. DAVIS pointed out that when they say that all rights of
appeal relating to the certificate have expired, they have not
restricted it to appeals by the applicant. It mght be the
state’s appeal or a shipper’s appeal or environnental issues
relating to environnental permts or requirenents.

CHAIR HUGE NS said he thought that an environnental challenge
would put interested parties in a dilemma and that would drag
things out. They know this happens quite often.

MR. BULLOCK added that any process like this has environnental
provisions in a tariff that would be addressed |ike dissenbling
the pipeline at the end of a project. “The risk is there.”

2:18: 26 PM

M5. DAVIS went to page 14, line 17, of version C that inserts
simlar language in (f) that defines the date by which the
requi renent for sanction either within one year or five years is
benchmarked off of and making the effective date of the
certificate of public convenience and necessity issued by the
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FERC or RCA to be the date when all rights of appeal relating to
the certificate have expired.

She said a sonewhat substantive change is in Section 43.90.220
on page 14, line 21, where the admnistration recomends an
additional criterion for balancing whether a nodification should
be allowed and that 1is whether it affects the project’s
i kelihood of success; before it just related to the value of
t he project.

She said Section 43.90.230 on page 14 - 15 relates to the
reports, records, conditions and audit requirenments and has been
changed in subsection (b) to clarify the intent that the ability
of comm ssioners to audit relate only to those of an entity that
has received the state noney or has made expenditures with it.
The industry was concerned this could be used as an opportunity
to springboard into many of their corporate records that m ght
not relate to the state funding requirenents. Subsection (c)
attenpted to do the same thing by inserting |anguage that tied
it to the rights to conduct hearings and investigative
enquiries, conpel attendance, and production of docunments wth
respect to information relating to the project. Again, it ties
it back to the project. M. Bullock perforned his magic on
reworking the diction which explains sonme of the differences in
t he CS recommendati ons.

2:20:51 PM
SENATOR W ELECHOWSKI asked if there was a substantive change in

(b).

M5. DAVIS replied the only change was switching “licensee” it to
“the entity receiving the state noney or nmaking expenditures.”
That was because “licensee” is defined in the bill as including

all of its affiliates. “Affiliates” are defined as any entity in
which it owms a 10 percent interest which casts a very broad net
fromthe industry’s perspective. She said:

This section didn't get changed with respect to the
scope of searching out where the state nopnies were
spent or covering it — because this section is
targeted toward the use of the state matching nonies.
Section (c) opens it up nore broadly for the nore
general review of records and docunents that relate to
the Iicense in general.
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SENATOR W ELECHOWNSKI said that was his concern. The state still
has the ability to conpel that information if it feels the
entity is dragging its feet.

M5. DAVIS said that was correct.

2:22: 47 PM
M5. DAVIS said the next substantive change was in section
43. 90. 240 which begins on page 15, Iline 20,. The key change

recommended by the admnistration is a piece that was mssing
froma list of the renedies available to the conm ssioners which
was the ability to require the assignnent of the engineering
data, contracts, permts, etc. It has the |icense revocation
provision, but not one for the state to get back its matching
f unds.

She said Article 3 contains a section on resource inducenents.

2:23:43 PM
SENATOR W ELECHOWSKI asked regarding page 16, line 19, section
(4) if a catch all phrase should be added - “and any other

information pertinent to the project” or sonething of that
nat ure.

M5. DAVIS agreed and said that 1is consistent wth the
adm nistration's intent. She went on to say section 300 sets up
the qualification to receive resource inducenents which are the
tax and royalty benefits. There have been |anguage additions to
this section as well as 310 and 320 that relate to the
admnistration’s desire to tighten up the underpinning of these
i nducenents as contract rights. Again, the effort is to insure
that the state is supporting the constitutionality provisions in
insuring they will be durable and wthstand any sort of judicia
chall enges. So, the last line on page 16 of version C states
specifically “The inducenents set out in section 310 and 320 are
contractual .”

She explained the reason for this is because the courts are not
going to presune a contract. They need to see an express
legislative statement of intent that a right that has been
created is in fact intended to be a contractual right.

M5. DAVIS said the other change in these three sections is where
“l essee” has a following clause added that says “or other
qualified person”. The reason the admnistration recomended
this change is because it becane aware in talking to people in
the industry, that particularly people who are going to buy gas

SENATE RES COW TTEE -25- March 31, 2007



from producers, that there is a |likelihood or a possibility that
they would buy gas on the North Slope and be responsible
t hensel ves both as the purchaser to take care of the shipnent of
that gas. Previously, the tax and the royalty benefits flowed to
a |lessee and the concern is that the lessee in that case would
not be acquiring capacity to ship that gas. They instead would
be having soneone else buy it and then the person buying it
woul d not receive the benefit of those resource inducenents.
“This opens that up so that if the purchaser acquires the
capacity to ship gas which enhancers our ability to have a
pi peline, the tax and royalty benefits wll flow through to the
gas that they have purchased and the |essee that holds it wll
be able to pass that benefit on to the purchaser of that gas as
they currently pass on the burden of those el enents.”

2:26:36 PM
CHAIR HUGGA NS said he didn't think any parties would object to
that and “it’s a net gainer for the state in flexibility.”

M5. DAVIS said she's been told they mght want to add a
definition of “other qualified persons”.

CHAIR HUGA NS said lets do that.

SENATOR W ELECHOWBKI pointed out a spelling error on page 18,
line 14 where “anend” should be “anends”.

2:28:00 PM

M5. DAVIS said the other key change to this section was the
addition l|language from the l|egislature saying that attenpts to
modify the existing |anguage which requires a contractual
commtrment by the entity receiving the resource benefits that
they not protest the rolled-in rates that are required to be
proposed and supported by the pipeline conpany. As it exists
under the bill, those obligations are identical for the pipeline
conpany as well as for the holder of the resource inducenents.

The suggested change fromthe |egislative body is that
the obligation on the part of the resource hol der be
different and that they not have that obligation to
support a 15 percent on top of a maxi mum recourse rate
unless the existing rebuttable presunption with FERC
goes away. This achieves the obligation on the part of
a resource holder to undertake the potential for this
future obligation if FERC changes its current rules

So, it's a contingent obligation and it only cones
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into play if FERC nobves away from its rebuttable
presunption in favor of rolled-in tariff rates.

2:29: 30 PM

MR. SHEPLER stated that AGQ A was drafted symetrically. In
exchange for the license the entity had to conmt to file for
rolled-in rates for expansions up to the 15 percent limt. The
symmetry was achieved in tying the resource inducenents, the
royalty and tax benefit certainties, to the commtnent by those
entities receiving those benefits fromthe state that they would
not in turn litigate the rates the state is demanding that the
pi peline conpany file for at the FERC

This amendnment delinks that symetry and inplicates
whether or not the state is really going to get or
must have rolled in pricing for expansions up to sone
ceiling. The thinking was that in large part, the
resource inducenents, the royalty and the production
tax certainty, would go to parties that would be the
shi ppers on the pipeline. Now with the fact that the
pi peline had to file for rolled-in rates conmbined with
the fact that those entities agreed not to protest the
rolled-in pricing as required by for the pipeline, the
state has sone degree of certainty that expansions are
going to be priced on a rolled-in basis. | say sone
degree of certainty because the FERC is at the end of
the day going to make the decision. And what the
pi peline proposes may or may not be what the FERC
di sposes of and resol ves.

But if the pipeline line proposes and the shippers do
not oppose before the conm ssion rolled-in pricing and
so long as the commssion itself has a rebuttable
presunption in favor of rolled-in pricing, the state
has a high degree of confidence that rolled-in pricing
at the end of the day is going to be the rule for

pi peline expansions. Now, | think Antony can discuss
with you sone of the inplications of whether you have
that certainty or not, because | think it’s very

critical to the future of the state

2:32: 54 PM
MR. SCOIT explained that the bill contenplates certainty for
three different parties, sone of whom may all be the sane

parties - the initial shippers only, the md-stream entity that
receives the license (the damage provisions insure that “the
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state dances wth whom we brung,” so it doesn’'t abandon
potential pipeline applicant if another party cones forward with
what it thinks is a sweeter deal). The certainty created around
rolled-in rates is very inportant for potential explorers. The
proposed change to the bill would create sonme significant
uncertainty as to the wultimate pricing and the value of
prospects where having rate structure is very inportant. “So the
admnistration's view is that it is appropriate to maintain the
symmetry that M. Shepler referred to earlier in the bill.”

2:35: 06 PM
CHAIR HUGA NS asked him to continue |ooking at these provisions
and advi se the commttee.

The comm ttee took an at-ease from2:36:08 PMto 3:02: 13 PM

3:02:13 PM

M5. DAVIS went to page 19, line 5 that is the gas production tax
exenption. The |anguage change is to enphasize the contractua
nature of the commtnent. In addition in version E, page 19,
line 25, the sanme l|anguage that relates to changing the
requirenent that the resource shipper commt to accept the
rolled-in rate provisions of the pipeline conpany have been
nodi fied here as well at line 25. It is the exact |anguage that
was inserting in the previous royalty provision.

SENATOR W ELECHOWSKI went up to line 13 and remarked that the
whol e contract has been using both comm ssioners and then all of
sudden it switches to the commissioner of the Departnment of
Revenue. He asked if that was intentional.

3:03: 56 PM

M5. DAVIS replied that in the royalty provision which precedes
this section 310, there is a form for commtnment to this
contractual provision and that is entered into just between the
comm ssioner of the Departnment of Natural Resources and the
resource holder for the benefit; so it is a contract just
between the two. In this instance, because it's the tax
provision, the contract is being entered by the conm ssioner of
t he Departnent of Revenue (DOR) and the resource shipper because
royalty is within the jurisdiction of resource and the tax
provisions would be wunder jurisdiction of the Departnent of
Revenue.

MR. BULLOCK added that he was commenting on the tax exenption

and that Article 9, Section 1, of the constitution prohibits
contracting away or suspending the state's taxation power. To
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the extent that this is interpreted to lock in a tax rate and
pr event a future legislative adjustnent to it, it is
unconstitutional. There is an exception to Article 9, Section 1

and Article 9, Section 4, which provides for exenptions.
Exenptions may be enacted and it specifically requires that they
be enacted by general law that would be subject to review by a
future | egislature.

Making this a contractual provision not only violates
Article 9, Section 1, but it brings in, |like M. Davis
said, Article 1, Section 15, that prohibits the
| egislature from passing a law that inpairs the
obligation of a contract. By nmaking it a contract, you
violate both the Article 9 provision and present an
Article 1, Section 15, issue to a future |egislature.

3: 06: 06 PM
CHAI R HUGE NS asked for the sol ution

MR. BULLOCK replied that the solution is to back up and | ook at
what they are dealing with. The state has two interests in the
oil and gas resources; it's an owner and it's the taxing
authority. As an owner, it can negotiate |eases with contracts

There is no provision in the constitution that prevents
adj usting the | eases.

As a matter of fact, what the royalty inducenent
offers is a basis for anending existing contracts.
Those regulations will come up with an alternative for
the determ nation of the state’'s royalty share. And as
an owner, you could negotiate on the anmount of
royalty. So there is flexibility there.

The Article 9, Section 4, is an exception, the only
exception in Article 9 which is the financial part of
the constitution - provides for exenptions. And if you
took the |anguage strictly there, you could arguably
create an exenption for say 10 percent of the
t hroughput of a producer through the capacity that
they identify during the first binding open season.
But, again that would be a general |aw and subject to

review — if you started off, say with 10 percent. And
it turned that was giving the effect you wanted, well
then, you would be free to raise it [indisc.]. If the

state had another earthquake or a flood, and the state
needed revenue, which historically has happened, you
could reduce the 10 to 5, but the flexibility is
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there, because it’'s not |locked in the contract and the
power to tax has not been suspended.

Hi storically, TAPS was delayed. In COctober 1973 there
was a special session of the legislature that enacted
a tax on the oil and gas production property and in

1975 TAPS was still delayed — the |egislature enacted
a reserves tax. By locking it into contract, you not
only are inviting litigation, [indisc.] buy youre

al so tying the hands of future legislators that would
have to deal with the Article 1, Section 15, as to
whet her they are inpairing a contract.

3:08: 37 PM

M5. DAVIS reflected that it is the departnent’s intent to
created fiscal <certainty around the tax relief or the tax
benefit this section creates and to do it in the nost
constitutionally defensible manner possible. They have been
working on it and continue to inprove it. She has heard
different view expressed by different |earned people regarding
the interpretation of Article 1 and Article 9 and whether the
| egislature can bind future |egislatures and exenptions. They
will whatever is necessary to nmake this |anguage worKk.

3:10: 39 PM
CHAIR HUGA NS asked M. Bullock if he said “exenption” my be
nor e pal at abl e.

MR. BULLOCK responded that was nore likely than not to be
accept abl e, because the constitution says it can be an exenption
and that it has to be enacted by general |aw.

CHAIR HUGA NS said it is an inportant provision and they wll
continue to work on it.

MR, BULLOCK noted that ultimately the Al aska Suprenme Court wl|
deci de whether sonething is constitutional or not, but the
| egi sl ature has the opportunity to decide how nmuch risk it wants
to take.

SENATOR W ELECHOWSKI said he thought there were ways to do it -
| egislatures bind future legislatures all the time - on things
i ke | eases.

MR BULLOCK reflected that he review state contracts that the

| egislature enters into and they always have a provision that
even in a long-term lease, that the |lease is subject to
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appropriation by future legislatures; so they are not binding on
future legislatures. This is inportant for long-term |eases in
the context that it has becone a debt obligation to the state.

3:13: 07 PM

M5. DAVIS went on to Article 4, which contains the AGQA
coordi nator section of 43.90.400 at the bottom of page 19 of
version C. The only change that the adm nistration wanted to
make was to change the wording to make it clear that the
position will term nate, not the person.

MR. BULLOCK said the Ilegislative confirmation issue in the
section raises a separation of powers issue. The constitution
recogni zes that heads of agencies and quasi-judicial agencies
are subject to confirmation by the legislature and it’s been
quite narrowy construed. It's an executive versus |egislative
branch i ssue.

M5. DAVIS said Section 43.90.410 on expedited review has no
substantive changes. The follow ng section is new, 43.90.420 and
it is a restatenment of what used to appear at the begi nning of
the bill under the listing of inducenents for an AGQ A pipeline
buil der. So, the job devel opment programis no longer linked to
just the AQA license project, but it is now a stand-alone
program that would be focused on any pipeline, not just this
specific project.

3:15:31 PM
SENATOR STEVENS said he assunes it says elsewhere that the
person who receives a contract will utilize this.

M5. DAVIS replied absolutely. There is a requirenment to commt
to use the workforce in the nust have section. She went on to
Article 5 which contains the m scell aneous provisions and there
are no substantive changes to 43.90. 500, .510,.520 .

SENATOR W ELECHOWSKI said the original version of the bill had a
section on statute of limtations and asked where those reside
in the new version

MR. BULLOCK renarked that the AGQ A coordinator and the expedited
review by state agencies were noved out of Article 3 into
Article 4, because they were nore applicable generally than just
to the inducenents and those sections had to be renunbered.

3:17:29 PM
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M5. DAVIS said the next substantive change was on page 22, |ine
3, of version C, section 43.90.540. The change was reconmended
by the admnistration and deals with the commtnent by the state
that it wll honor and stand behind the licensee that 1is
selected under AG A and that it won't back another project
financially or through tax or royalty preferences. It clarifies
that the commtnent by state only endures prior to the
commtnment of a commercial operation of a project. The other
piece that is changed is at the end of the section there is an
added sentence that says “In this section, a conpeting natura

gas pipeline project neans a project designed to accomnmodate
t hroughput of nore than 500 Mrcf/day of North Slope gas.” The
intent is not disable the state’s ability to provide support

nonet ary, royalty tax support for a project that would
essentially be either the spur line off of a main line or the
bullet line from the North Slope to Fairbanks. She nentioned a
typo of having to insert a large “M.

SENATOR W ELECHOWNSKI asked if a project delivers gas to Canada
woul d t he ANGDA proposal be considered as conpetition.

M5. DAVIS replied if the ANGDA proposal is a pipeline that
carries a 1.5 bcf/d fromthe North Slope all the way to Val dez
for the purpose of an LNG project that would exceed 500 mles
and would be a conpeting project if another pipeline had been
licensed for that route. If the licensed project is designed to
go from the North Slope to Al berta or Chicago and the ANGDA
group cones forward and seeks to have an instate tie to that
line, that would then go down to Valdez, that spur technically
would not be a conpeting line — notwithstanding the fact it
m ght be | onger than 500 m | es- because no portion of that route
is the sane route as the |icensed pipeline project.

3:20: 52 PM

SENATOR W ELECHOWSKI  said he thought that definition was
extrenely broad and presented potential problens for spur I|ines
and bullet |ines.

MR. BULLOCK added that right now the Iimtation is how nuch goes
through and that it originates on the North Sl ope and nore could
be done in terns of allowing differing routes.

M5. DAVIS said they would work to further refine the definition

so that it doesn't exclude things they don't intend to or
i nclude things they don’t intend to include.

SENATE RES COW TTEE - 32- March 31, 2007



She went to 43.90.550 on assignnents that had no substantive
changes. That a transfer would not inpair the |Ilikelihood of
success of the project in addition to not inpairing the value
was added to (a)(2). Section 43.90.560 on conflicting laws on
page 23 of version C had no changes. Section 43.90.570 added a
section entitle “severability”. The purpose of this section is
to shore up the act in the eventuality that a section was deened
unconstitutional. “Again, the intent here is to reflect the fact
that under the tax and royalty provisions, whether sonething is
deened constitutional is not a risk that’s being taken by the
state, but rather we would expect the bill to march forward
regardl ess of an ultimte determ nation on those provisions.

Article 6 on general provi si ons, Section 43.90.900 on
definitions had a substantive change on page 24, |line 17 where
it adds a definition for North Slope. Section 43.90.990 has not
change. Section 2 on page 25, line 5 of version C had a small

anendnent to change from a third party arbiter to arbitration
panel to conformto the other changes regarding the arbitration.

3:24:02 PM

M5. DAVIS said there are no nore technical changes. Section 4
previously had a provision that dealt with insuring under the
public records act, the state was exenpting from disclosure
records that were proprietary or trade secret or pending the
confirmation that applications have been received and actions
taken such that they becone disclosed either because they are
the successful applicant or there’s a challenge. To conformwth
| egislative drafting requirenents, M. Bullock had incorporated
the entire section into which this change is inserted. It’s nore
of a format presentation difference.

CHAIR HUGE NS went back to page 23, section 43.90.900 where
“other qualified person” was defined.

M5. DAVIS said she had already noted that definition was going
to be added.

CHAIR HUGEA NS asked if there were any nore comments.

3:26:08 PM

MR, BULLOCK wanted to comment on sone things that m ght help the
anmendnents nove nore easily with the commttee. The best way to
get what they want is to start off with the version of the bil
that is being anended and wite what they want on the page.

The commttee took an at-ease from 3:27:42 PMto 3:35:04 PM
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CHAIR HUGGA NS said the parties would get together with M.
Bullock so they could have a CS by tonorrow. There being no
further business to cone before the conmittee, he adjourned the
nmeeting at 3:36:03 PM
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