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ACTI ON NARRATI VE

CHAIR CHARLIE HUGA NS called the Senate Resources Standing
Commttee neeting to order at 1:11:20 PM Present at the call
to order were Senators Stedman, G een, Stevens, W elechowski,
Wagoner, and Chair Huggins. Senator MGuire was excused.

SB 104- NATURAL GAS PI PELI NE PRQJECT

CHAI R HUGE NS announced SB 104 to be under consi deration.

1:12: 01 PM

SENATOR STEDVAN noved to adopt the new proposed conmittee
substitute (CS), |abeled 25-GS1060\M Bullock, 3/31/07. There
bei ng no objection, the notion carried and Version M was before
the conmttee.
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1:12:43 PM

DON BULLOCK, Attorney, Legislative Legal and Research Services,
Legislative Affairs Agency, explained that he'd prepared
Version M in response to suggestions from the comittee
yest er day. The first change, page 5 lines 3-4, relates to
recei pt and delivery points and the size and design capacity.
It adds "unless the application proposes specific in-state
delivery points". Before, it said such information isn't
required for in-state delivery points.

1:13: 50 PM

MARCI A DAVI S, Deputy Conm ssioner, Departnent of Revenue (DOR),
in response to Senator Welechowski, said the above suggestion
came from the admnistration after hearing discussion at
yesterday's neeting. Wen it says the information isn't
required for in-state delivery points, the intent was to not
require the five offtake points to be designated with such
certainty wth respect to sizing, quantity, and so on, until
there had been an opportunity to negotiate those terns with the
in-state recipients or suppliers. However, it mght have
sounded too exclusive, since applicants that are proposing
specific projects may have worked out the details for specific
in-state delivery points.

M5. DAVIS added that the adm nistration wants the |anguage to be
hel pful but not proscriptive. Thus if a project has specific
in-state requirenents, those could be provided and the
commi ssioners could consider that information in the application
eval uati on. In response to Chair Huggins, she said they didn't
want the comm ssioners to not be allowed to consider information
related to an in-state delivery point because of how the
criteria are worded.

1:15:19 PM

MR. BULLOCK told nenbers the next change, page 5, l|ines 19-20,
applies to the project itself. Paragraph (i), beginning on
line 13, says those provisions apply if the proposed project
involves a pipeline into or through Canada. The change to
paragraph (ii), starting at line 19, relates to a proposed
project involving marine transportation of |iquefied natural gas

(LNG) . Del eted was a reference to the pipeline from the North
Slope to tidewater. Thus this section just describes the marine
portion of the project.

MR. BULLOCK explained that the next change, page 10, line 26,
only relates to the placenent of a section that was noved ahead
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of the next section. The next changes, to Section 43.90.180(b),
lines 13-15, were insertion of "an undiscounted value" and
changing the discount rate from zero to two percent for
eval uati on purposes.

SENATOR W ELECHOWSKI asked about the six percent on that sane
l'ine, recal |l i ng M. Scott's t esti nony yest er day t hat
five percent is nore appropriate, being nore the industry
st andar d.

M5. DAVIS replied that the admnistration knows it wll do a
five percent case because of recomendations from its experts.

As legislative staff had pointed out, however, this |lists
m nimuns; thus the admnistration isn't precluded from using
five percent. She gave her understanding that |I|egislators

desire six percent because it mght relate to other technical
materials that could assist themin evaluating the project.

1:17:58 PM

M5. DAVIS, in response to Senator Stednman, began discussion of
conceptual Anmendnent 1. She referred to the fact that (b), on
page 11, lines 14-15, says in part: "the conm ssioners shall
use an undi scounted value and, at a mninum discount rates of
two, six, and eight percent”. She relayed the admnistration's
suggested wordi ng: "shall wuse, at a mninmm an undi scounted
val ue and discount rates of two, six, and eight percent”. She

deferred to M. Bullock's editing expertise

1:18: 45 PM
CHAIR HUGEA NS noved to adopt the aforenentioned as conceptual
Amendnent 1. He asked whether there was any objection.

SENATOR W ELECHOWEKI obj ected, asking to hear from M. Bull ock.

MR. BULLOCK said the way it is drafted now, there has to be an
undi scount ed val ue. In addition, there nust be a m ni mum of the
ot her di scount rates. l[t's still a mnimumlist.

M5. DAVIS indicated the suggestion was stylistic only, not a
substantive change in the nunber of nodels the admnistration
woul d be required to run.

SENATOR W ELECHOWEKI responded that he tended to agreed wth
M. Bullock and that the |anguage should be |eft al one.

1: 20: 13 PM
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CHAIR HUGGE NS wi t hdrew conceptual Amendnment 1. He suggested
further work m ght be needed in a later commttee.

MR. BULLOCK highlighted a change on page 11, line 8, that the
conmm ssioners are to consider the public comments received

during the review and comrent period. Also on page 11, |ine 18,
par agraph (2), "well head val ue" was changed to "net back val ue",
based on advice from the admnistration. Furthernore, on
line 19, "and treatnment costs" was added along wth the

transportation; this references anything done to the gas
treatnment facility.

MR. BULLOCK noted on page 12, lines 16-17, statutory citations
were edited to reflect the change in order of the review

criteria with respect to public comrent. On page 13, line 10,
"cal endar days" was changed from 100 to 60. On lines 22-23, it
says "shall accept the certificate when all rights of

adm nistrative appeal relating to the certificate have expired."
This limts it to the appeal before the agency.

CHAIR HUGA NS suggested this gets to Senator Welechowski's
concern yesterday.

SENATOR W ELECHOWBKI asked what the maxi num anmount of time is
that an admi nistrative appeal could take.

M5. DAVIS recalled that yesterday M. Shepler said once the
appeal is filed, which nust be wthin 30 days, the Federal

Ener gy Regul at ory Conmmi ssi on ( FERO) undert akes its
consi derati on. There is no firmtineline for FERC to resolve
t hat appeal .

1:22:50 PM

DONALD SHEPLER, G eenberg Traurig, LLP, Consultant to the
Adm ni stration, concurred. The term used at FERC is "request
for rehearing,” which nust be filed within 30 days after the
order that is being appealed. Then FERC takes that under
advi senent . There is no tineline for its final decision.

Correcting his testinony yesterday that there is a 90-day period
after FERC acts on the rehearing before going to the court of
appeals, he said it is 60 days. However, that wouldn't be
relevant if the commttee adopts this change, Ilimting the
appeal right to the admi nistrative process.

SENATOR WELECHOMBKI said he wants to ensure there is no

m sunderstanding of what "admnistrative appeal"™ neans. It
refers to the FERC appeal within the adm nistrative process.
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VR. SHEPLER replied for a FERC proceeding, he believes
"adm nistrative appeal" is clear and generally understood. But
this also contenplates a review process if the project is
jurisdictional to the Regulatory Conm ssion of Alaska (RCA).
VWiile he couldn't speak to whether it is clear with respect to
RCA, he opined that it's generally understood to be the appea
within the agency's own rules and regulations and wouldn't
extend to a court chall enge.

SENATOR W ELECHOWSKI said this can be looked at in the Senate

Judiciary Standing Committee, but he wants it to be clear. H s
intent is adding |language to say these rights will expire once
soneone's right before FERC has expired. Sonmeone can still go

to the supreme court or the first circuit court, but that won't
hold up the gas line, the award of the certificate.

MR. SHEPLER opined that the aforementioned is enbedded in the
| anguage.

MR. BULLOCK added that perhaps sone |anguage could be suggested
such as "all rights of adm nistrative appeal before the agency
in this case". A simlar provision refers to the adnministrative
appeal before RCA, on page 14, lines 18-19. This nmakes the
certificate timng the sane, whether it's from FERC or RCA

MR. BULLOCK highlighted a stylistic editorial change on page 16,

lines 18-20, related to violations of the |icense. The term
"project data" was deleted and replaced with "other data"; it
occurs several other places that he didn't point out, since it's
not substantive. And on page 17, lines 23 and 25, "qualified"

was del eted before "person" at the administration' s request.

1:28: 08 PM

M5. DAVIS explained that as the team began working on the
requested definition for "or other qualified person" and
ensuring they were identifying the right category of persons
that this intends to benefit - those entitled to lock up initial
capacity in the first open season, and then to have the tax and
royalty associated with the gas shipped in that capacity receive
the benefit - the team needed to think about how the assignnment
provisions may or may not affect it. They realized it was a
nore conplicated fix, but they weren't able to provide a
definition of "qualified person" today.

M5. DAVIS el aborated, noting sonme places said "another person”
or "qualified person". They'd thought a partial fix would be to
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use just one term "other person". So this is the only place
where it said "qualified person". Al t hough they wanted to
elimnate it, they also wanted to put on the record that other
pieces may require tightening up, to ensure the definition works
correctly in the body of the bill.

1:29:19 PM
MR. BULLOCK said he'd asked and was told "qualified person” is a
person qualified under AS 43.90.300 to take the inducenent.

M5. DAVIS noted there's a difference between "qualified person”
and "person qualified". That is another reason to take out
"qualified" in this context. As M. Bullock said, the only tine
one sees "person qualified" it neans qualified under the section
. 300 i nducenent. She acknow edged the need for further cleanup.

CHAIR HUGA NS surmsed a few elenents will have to be addressed
in another conmittee in order to maintain the nonentum of the
Al aska Gasline Inducenent Act (AGQA).

MS. DAVI S concurr ed.

MR. BULLOCK noted on page 18, line 13, "anmend" was changed to
"amends". The final change is on page 22, line 22, where he'd
spell ed out 500 mllion cubic feet numerically.

CHAIR HUGGE NS asked whether there were questions. He then
invited Ms. Davis to address the handout she'd provided.

M5. DAVIS said many of the changes to Version M that she would
propose are typographical or conform ng changes.

1:31: 20 PM

M5. DAVIS began discussion of Anendnent 2. She said lines 23
and 28 have essentially the sane | anguage, but one uses the word
"matching” and the other doesn't. The adm nistration has no
problem with taking M. Bullock's suggestion that "matching" be
del eted on line 28 to provide parallel construction.

MR. BULLOCK affirmed that "matching” is redundant | anguage

because it says the percentage that the state will contribute.
1:32:33 PM

CHAIR HUGE NS noved to adopt Amendnent 2, to delete "matching”
on page 2, line 28. There being no objection, it was so
or der ed.
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MS. DAVI S began discussion of Anendnent 3, relating to |anguage
that originally was the admnistration's. On page 3, the
par agraphs beginning at |ines 24 and 27 set forth the finding to
be made by the three-person arbitration panel. Unfortunately,
the original [|anguage had a two-pronged finding: that the
project is uneconomc and then whether it should be abandoned.
The adm nistration doesn't believe the question of whether it
shoul d be abandoned is an appropriate inquiry for an arbitration
panel, however. They want the question franed clearly: Is the
proj ect econonm c or unecononm c? So they recomrend del eting "and
shoul d be abandoned” on lines 24 and 27.

1:33: 46 PM
SENATOR W ELECHOWSKI pointed out that if there is a tenporary
dip in gas prices at the tinme of evaluation, an arbitrator could
say it isn't economcally feasible. However, gas prices could
rise |ater.

M5. DAVIS indicated if criteria for abandonnment were set up, it
m ght not be structured to address that concern, an inportant
one. Thus perhaps the framng of the "uneconom c" question
should be clarified and set within a tinmefranme, such as at a
point in tinme, over the life of the project, or for a range of
time in the future. However, she'd have concerns just letting a
three-party arbitration panel loose with regard to the range of
considerations they believe relevant to the question of whether
there should be abandonnment; she didn't know what the panel
woul d do. Usually, the desire is to be very tight as to what is
sent to an arbitration group.

1:36: 05 PM

PATRI CK GALVI N, Comm ssioner, Departnment of Revenue, added that
the admnistration intends to do further work on the definition
of "uneconom c" and have it tightened up before the next

conmittee. Once it's defined, he believes it wll answer
Senator Wel echowski's concern about ensuring it isn't just at
that particular nmonment in tinme. The panel should only decide

whet her the project is uneconom c under the definition provided,
and isn't to have a subsequent value judgnent that's undefined
about whether it shoul d be abandoned.

CHAI R HUGGE NS asked whet her t hat satisfied Senat or
W el echowski's concern.

SENATOR WELECHOWSKI said this is turning over a trenendous

anount of power and authority to the arbitrators. He urged
cauti on.
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M5. DAVIS agreed, but opined that tightening the aforenentioned
definition to include the frame of reference for timng would
satisfy Senator W el echowski's concern. Furt hernore, including
"and should be abandoned” would turn over even nore power to a
three-party panel to make further value judgnents beyond the
math and timng of the project evaluation on econom c terns.

COW SSIONER GALVIN, in response to Chair Huggins, clarified
that today they're asking to elimnate "and shoul d be abandoned”
on page 3, line 24, as well as "and should not be abandoned” on
line 27, to make it clear that the issue for the arbitration
panel is just a determnation of whether it 1is uneconomc.
Subsequent | vy, t he adm ni stration wi | further defi ne
"uneconom c" so it clarifies what that determ nation is.

1:38:29 PM

CHAIR HUGA NS noved to adopt Amendment 3, on page 3, to delete
"shoul d be abandoned"” on line 24 and to delete "should not be
abandoned"” on line 27. He asked if there was any objection.

SENATOR W ELECHOASBKI objected. He said he'd alnost rather |eave
it asis, until there is further definition.

MR. BULLOCK suggested one issue is whether abandonnment wll
automatically follow "uneconom c". That is a policy decision.
Anot her is, uneconomc for whon? Does it relate to the state's
econom c interest until the certificate is issued, or just that
it's no longer a good project for the |icensee?

M5. DAVIS replied that the admnistration is taking that point
into consideration. The definition needs to focus on the frane
of reference. It isn't an easy definition, since they're
wor ki ng through different party references.

COWM SSI ONER GALVIN opined that the two phrases which are the
subj ect of Anendnent 3 don't need to remain as placeholders. It
m ght give the false inpression that the adm nistration is going
to define both whether a project is unecononmc and whether it

shoul d be abandoned. The administration considers the section
as a whole to establish that relationship. The primary issue
wi |l be defining "uneconom c".

1:40: 58 PM

SENATOR WELECHOANBKI said as he reads the statute, this
authority is being given to the arbitrators, who have two
decisions to make: 1) whether the project is uneconomc and
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2) whether it should be abandoned. The statute does take into
account that there could be a price dip or other factors in the
world that affect the price of natural gas. If "and should be
abandoned” is renoved, then the sole <criterion for the
arbitrators is whether it is uneconomc. He disagreed with the
assessnment, saying this gives the arbitrators a trenendous
anount of additional power, which he also disagreed wth.

M5. DAVIS opined that they were saying the same thing, not
wanting to give the arbitrators a trenendous anount of power and
agreeing that, as this is witten, it requires the arbitrators

to make two findings. The administration wants one finding,
based on a finding of "uneconomc". Unfortunately, the
| egi sl ature doesn't have the definition that wll be provided

yet and thus doesn't have assurance that the timng issue wll
be addressed. She said there are many paths to the right place.

1:42:18 PM

COWM SSI ONER GALVI N added that when the structure was set up, it
was to allow one party to say the project is uneconomc and
won' t wor K. If that is determned to be correct, the desire is
to give the party a chance to get out of having to nove the
proj ect forward. The administration didn't intend for there to
be other considerations. Rather, the intention was for a
determ nation that a project is uneconomc to be the determning
factor on whether to allow the abandonnent provisions to then
kick in. It wasn't viewed as a two-part test.

The comm ttee took an at-ease from 1:44:15 PMto 1:45:59 PM

CHAIR HUGA NS wi thdrew Anendnent 3, saying the commttee would
defer it based on the objection and the adm ni strati on.

M5. DAVIS called attention to page 5, I|ine 20, paragraph
(D (ii), noting it wasn't |isted on the handout because it arose
when the adm nistration saw Version Mthis norning. M. Bullock
had thought the language transmitted to him last night was a

little odd because it said "if the proposed project involves
marine transportation of liquefied natural gas that is bringing
North Slope gas to the tide line". He' d questioned the concept

of a boat bringing gas from the North Slope to the tide Iine,
and thus he'd elimnated that phrase.

M5. DAVIS said while M. Bullock's change mght be fine, the

admnistration is mndful of possible types of projects.
Concei vably, an LNG plant on the North Slope could involve
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marine transportation. She asked those present whether they had
any suggestions for this |anguage.

MR. BULLOCK noted the project only involves North Sl ope gas.

1:47:53 PM

M5. DAVIS suggested discussing the |anguage during the next
recess to confirm whether anything needs to be reinserted. She
turned to page 18, Ilines 22-23, and identical |anguage on
page 19, |ines 25-27. As discussed yesterday, this inserts a
qualifier on the requirenent of a receiver of the resource
i nducenments to not protest the rolled-in rates relating to the
15 percent that the pipeline conpanies are required to propose
and support. This was an effort to have an internediate
position that says: As long as there is a FERC rebuttable
presunption, that receiver of the resource inducenment isn't
bound to honor the nonprotest of rolled-in rates for the
15 percent that the pipeline conpany has.

M5. DAVIS noted the adm nistration expressed concern about this
| anguage yesterday and has had nore tinme to think about it. She
asked M. Shepler to articulate the concerns. She clarified
that the suggested anendnent would elimnate that insert in the
royalty section and the tax section, to restore the requirenent
that sonmeone receiving resource inducenents has to honor the
rolled-in rates plus 15 percent, just as the pipeline builder
woul d in the pipeline-construction inducenment phase.

1:50: 08 PM

MR. SHEPLER told nenbers the admnistration's position since
introduction of AG A has been that rolled-in pricing for an
expansion of the line, up to a 15 percent rate bunp-up for
exi sting shippers, is essential. As originally drafted, w thout
t he phrase under consideration, AG A has an obligation for the
pi peline conpany to file at FERC for rolled-in pricing. As a
condition to getting the inducenent, there is a parallel
obligation by the resource owners that get the upstream
i nducenment to agree not to protest that aspect of the pipeline
conpany's filing. So there is increased certainty as to how an
expansion will be treated for rate purposes. This symetry in
obligations by the pipeline conpany and the shippers that are
receiving resource inducenents exists in the original AG A

MR. SHEPLER expl ained that the added |anguage says so |ong as
FERC has a rebuttable presunption in favor of rolled-in pricing,
the wupstream party receiving the resource inducenent isn't
commtted to not oppose the pricing. He acknow edged the double
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negati ves. He said FERC has a policy, applicable only in
Al aska, of a rebuttable presunption in favor of rolled-in
prici ng. This | anguage says that if the expansion were filed
today, the existing shippers - the upstream "inducees" - could
protest the rolled-in treatment that the pipeline is obligated
to propose to FERC. This sets the stage for litigation.

MR. SHEPLER noted at FERC the pipeline conpany proposes a
certificate application for the expansion and proposes how the
rates will be derived. Under AJ A even with this | anguage, the
pi pel i ne conpany presumably would propose rolled-in treatnent.
But wi thout the quasi-contractual commtnent, the shippers - the
resource inducees - would be free to protest the price increase.
Thus whet her the expansion would be priced increnentally or on a
rolled-in basis is unknowmn and indetermnable until a
certificate is issued at the end of the FERC process. In
addition, if this issue has arisen, the resolution can go to the
court of appeals, further delaying the final answer.

1:55:32 PM

MR. SHEPLER recalled testinony yesterday that an explorer mnust
have sone confidence as to how an expansion wll be priced
before investing. He indicated the |anguage under question in

these two sections allows litigation and elimnates the degree
of certainty, disrupting the symetry attenpted in the original
bill and adding delay to the process. Thus the adm nistration
recommends deleting from Version M the phrase on page 18, |ines
22-23, and on page 19, lines 25-27.

SENATOR W ELECHOWEKI recalled testinony from TransCanada on the
inmpact of rolled-in rates, assumng a 4.8 billion cubic foot
(bcf) line up to, say, 6.0 bcf, essentially nodeling the J-
curve. He asked whether the administration has a simlar type
of nodeling.

1: 58: 06 PM

KEVIN BANKS, Acting Director, Division of QI and Gas,
Department of Natural Resources (DNR), replied there is sone
nodel ing of the inpact to all shippers of such an expansion with
respect to rolled-in tariffs; it was described in the second
presentation to the commttee a couple of weeks ago.

SENATOR W ELECHOASKI asked how critical rolled-in rates are to
t he whol e concept of AQ A

MR. BANKS replied they are very critical because they have a
tremendous inpact on how explorers will evaluate an exploration
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pr ogram Under the bill, explorers can anticipate an
opportunity every two years to respond to a solicitation by the
pi peline conpany to expand the pipe. If they may conme into an
open season for that expansion but don't know the outcone for
the tariff, however, it affects their attitude about proceeding
wi th exploration activities.

MR. BANKS noted the second issue is potential delay, should
there be an appeal at FERC of the tariff resulting from the
expansion. Even a year's delay, under the nodeling shown a week
or so ago, can kill an exploration prospect. Expl orers
econonics are fairly tight, and any delay or carving away wth
respect to the rates can steal trenendous value from the
expl orer and severely damage the potential for new gas com ng
off the North Sl ope.

SENATOR STEDVAN said the state wants rolled-in rates. But the
future nodels haven't been reviewed yet, and the Legislative
Budget and Audit Commttee hasn't yet br ought forward
consultants to assist with sonme of these questions. He recalled
testinmony showing that the tariffs under expansion could rise
fall, or stay the sane. He suggested there is tinme to work
t hrough these issues and others. He said this bill is being
noved along fairly fast.

2:02: 05 PM

CHAIR HUGA NS recalled that MdAnerica described nmultiple
scenarios with rolled-in rates, nost of which depressed the
price to the shipper. As for the 15 percent, he said he'd yet
to hear soneone testify that the 15 percent plateau could be
bunped up against. He asked about the likelihood that rolled-in
rates will raise the price for the shipper, noting he'd heard
t he producers say they'd be subsidizing new gas in the pipe.

MR. BANKS responded that if the expectation is that rolled-in
rates will be the actual rates paid, an explorer asking for the
expansion can figure out what it will be. Wth this provision,
however, at the outset the explorer won't know the outcome of a
FERC open season or the expansion rate, whether rolled in or
i ncrenent al . That's the uncertainty. And then there is
potential for having the expansion del ayed because of an appeal .

2:03: 51 PM

SENATOR W ELECHOWBKI gave his understanding that under current
FERC rules and regul ations, there cannot be rolled-in rates for
a new tariff if they'll be subsidized. He asked how that rule
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applies under the bill's current |anguage, and if there would
still be no subsidies on tariffs if the | anguage were taken out.

MR. SHEPLER replied that FERC Orders 2005 and 2005-A said FERC
intends to continue to balance two objectives: 1) no subsidy of
one shipper by another and 2) for the Al askan project, the
statutory mandate of Congress in 2004 that FERC adopt
regul ations that encourage the exploration, production, and

devel opnent of the Al askan resources. I n bal anci ng those, FERC
has come to its current policy: a rebuttable presunption in
favor of rolled-in pricing. Order 2005-A discussed what
constitutes a subsidy. Just because one rate is higher than
another and it raises an existing shipper's rate, that isn't
necessarily a subsidy. Rat her, FERC would have to investigate

it in the context of a particular application.

MR. SHEPLER opined that since that FERC policy is in place, the
| anguage being discussed here invites an existing shipper that
receives the resource inducenent to protest the rolled-in
treat nent. Rolled-in rates will go down under sone scenario0s,
but if they rise it can be expected that the existing shippers
will protest, resulting in litigation, delay, and uncertainty.

2:07:56 PM

MARTY RUTHERFORD, Deputy Conm ssioner, Departnent of Natural
Resources, added that the state mde a conscious decision,
recognizing rolled-in rates could result in increased prices
borne in part by the state; this is associated wth the net
backs for tax and royalty purposes. But because the expansion
provisions for the North Slope are so critical to the state's
interests, to ensure that new exploration activities occur and
that there are reasonable tariff structures available to the gas
outside the original 37 trillion cubic feet (TCF) or 35 TCF, it
was decided that this is absolutely in the state's interest.
The administration believes allowing a shipper to challenge
rolled-in rates is antithetical to the state's interest, and
thus they oppose the anmendnment and support the original
construct of Ad A

2:09:18 PM

CHAIR HUGGE NS recalled that Anadarko, the only explorer the
commttee had heard from alluded to the inportance of the rate,
saying the inportant thing was a successful gas pipeline open
season. He asked for Ms. Rutherford's comments.

M5. RUTHERFORD replied she hadn't heard that testinony, but
Conmi ssioner Galvin could speak to it. However, having had many
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di scussions with Anadarko, British Gas (BG, and Shell about the
importance of rolled-in tolls to their exploration interests,
she firmy believes they think this is a critical elenent of
AG A

2:10: 23 PM

COM SSI ONER GALVIN noted they'd heard from "two and a half"
explorers: Anadarko and the BG group spoke favorably about the
expansi on provisions, including rolled-in rates, with the latter
particularly expressing nuch nore confidence that its gas could
get into a |ine. And Chevron said half the conpany would
support rolled-in rates, but the other half mght not. He told
menbers that everyone has been clear that, from an explorer
standpoint, rolled-in rates are great; however, soneone wth no
intention of exploring and bringing in new gas or who doesn't
own the pipeline will see it differently.

COW SSI ONER GALVI N added that the administration believes the
i nducenent offered here has value, with a twofold goal: getting
conpanies to conmt gas while ensuring that explorers feel
confident they can participate in this line in the future and

therefore should start drilling wells. The amendnent strips
away half - though not half the overall value, since getting the
gas conmtted is the primary interest - of what the

admnistration is trying to get in exchange for the upstream
i nducenments. They want it preserved in the bill.

2:13: 04 PM
CHAIR HUGGA NS said he tends to agree, but asked what incentives
for exploration exist wth PPT - known as the petroleum

production tax or petroleumprofits tax - or el sewhere.

COW SSIONER GALVIN replied that PPT has the equivalent of
42.5 percent of exploration costs that the state will reinburse
through credits or deductions off the tax bill. On top of that,
there are opportunities to have 20 or 40 percent of exploration
costs - depending on whether it is located within a producing
unit or the distance from it - under the exploration incentive
credit (EIC) program Prograns within DNR s |easing program
offer incentives for particular |eases where it is deened
appropri at e. And there are sonme for Cook Inlet exploration as
wel | . The state has prograns geared towards providing a state
contribution to an exploration's cost.

COMM SSI ONER GALVI N recalled that ConocoPhillips requested that

the producers which make the initial shipping comtnents not
have to bear the burden, since the state has nmany tools to
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provi de exploration incentives. In that scenario, he said, the
state would shoulder it in the form of another incentive credit.
The adm nistration believes that in exchange for the certainty
provided on the royalty and tax, however, the state should
receive a conmmtnent to accept rolled-in rates. It's an
exchange being offered. The admnistration believes it provides
significant value to explorers. They'd like to see it stay.

2:15:55 PM

CHAIR HUGA NS indicated the incentives just described were
deened generous when PPT was being discussed, but now there is
concern about inpeding exploration. He said the incentive is
rolled-in rates, and he hadn't conme to that concl usion yet.

COM SSI ONER GALVIN replied he wouldn't characterize rolled-in

rates as an incentive to exploration. Rather, it is an
assurance that the commercial terns available to an explorer
will be predictable, be reasonable, allow them to comercialize

gas, and allow them to expect a decision within a period of
tinme. That's a different offer than covering sone costs. The
adm nistration sees rolled-in rates as a way for the state to
use the inducenents in this package to get commtnents, from
both the pipeline conmpany and the initial shippers, that they'l
have terns for explorers that are fair.

2:18: 01 PM

MR. BANKS pointed out that while the timng of the capital
credits offered to an explorer is inportant, happening early in
the devel opnent of a prospect, the value of rolled-in rates
continues through the life of the project, past the point where
capital credits m ght have been used.

M5. RUTHERFORD opined that it furthers the state's interests and
the partnership arrangenent. Through PPT last year, the State
of Al aska has becone a partner through its tax role with respect
to exploration and devel opnent. She sees rolled-in rates
simlarly. It is in the state's long-terminterest to maxim ze
exploration and full-basin developnent in all the basins and
of fshore. Rolled-in rates encourage this.

M5. RUTHERFORD said for short-term expansions, everyone wll be
advant aged; for the expensive expansions, everyone wll take a
bit of a hit, although the 15 percent elenment would limt that.
Those who don't currently hold proven reserves have said how
critical it is. And the results of rolled-in rates are seen in
the Canadian Alberta Basin areas. She said she wants to
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replicate that nodel of developnent in Alaska, into the years
beyond the 35 TCF.

2:20: 22 PM

CHAIR HUGGE NS urged caution about disadvantaging the state or
inviting litigation, but acknowl edged the inportance of
assurance for explorers. He indicated the need to see nodeling

or sonething beyond opinions, even if the opinions mght be good
ones.

SENATOR W ELECHOMBSKI asked if the PPT incentives were too
gener ous.

CHAIR HUGA NS indicated he didn't want to expand the
conversation in that direction

COMM SSIONER GALVIN referred to previous testinony from the
different players. He said clearly the administration is trying
to balance the various interests while recognizing how the state
will facilitate the desired behavior. Wil e acknow edgi ng
concern voiced about the possible use of rolled-in rates, he
didn't recall any direct testinony that this provision would
precl ude soneone from accepting the upstream i nducenent package.

2:22:50 PM

CHAIR HUGA NS offered his feeling that in a best-case scenari o,
the three big producers would cone forward in the open season,
but others would defer until [later. The producers would say
they are subsidizing others' gas noving through the pipeline.
He surm sed that this provision grew out of that frustration

COWMM SSI ONER GALVI N expressed confusion, noting he hadn't heard
anyone say that if the explorers find gas before the open season
they'Il wait because of sonme intent to get a better deal |ater
Rather, as soon as they find gas they intend to make a
commtnent, rather than riding on the coattails of sonmeone el se.

M5. RUTHERFORD said she hadn't heard the testinony, but she'd
had conversations wth sone explorer conpanies in the |ast week.
She'd heard conplaints from sone that if their reserves don't
allow participation in the initial open season, they wll -
t hrough the construct of AGA as it currently exists - mss the
opportunity for the upstream inducenents. So they want to avai

t hensel ves of those val ues. She opined that while an initial
conpression expansion mght lower the tariff structure, the
val ues of the AQ A-provided upstream i nducenents will counteract
any predisposition to waiting and, in fact, wll encourage them
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to be ready for the initial open season if there is any
opportunity for themto do so.

The comm ttee took an at-ease from 2:25:26 PMto 2:47:22 PM

CHAIR HUGE NS reported that they'd conferred about this |anguage
and agreed it would remain. The admnistration would conme back
with data, |egislators would get data, and it would be addressed
in a subsequent conmtt ee.

MS. DAVIS told nenmbers that was the end of the administration's

suggested changes. However, regarding the change nmade on
page 13, line 10, with respect to the legislative approval, the
admnistration is still concerned that even wth the 60-day
provision there wll be timng problens. Nonet hel ess, the

admnistration is confortable wth Jletting this provision
continue to be debated and worked in the next commttee.

2:49: 04 PM
MR. BULLOCK noted the first section of the bill, where it talks
about the $500 nmillion, needs to be fleshed out with regard to

howit will be handl ed.

CHAIR HUGA NS said it appears it will be addressed in the Senate
Fi nance Conmittee.

CHAIR HUGE NS noved to adopt conceptual Anendnent 4, to agree
with the changes to be inplenmented by M. Bullock, whether they
were from the administration or M. Bullock. There being no
objection, it was so ordered.

2:50: 08 PM
SENATOR WAGONER noved to adopt conceptual Anmendnment 5, on
page 13 of Version M deleting Section 43.90.200, titled

"Legi slative approval; issuance of license", and replacing it
with the |anguage from Version A, the original bill. Not i ng
M. Shepler had spoken about wuncertainty and potential delays
relating to FERC, he said it is the same thing here. He

believes there is a lot of uncertainty and potential delay if
the legislature is allowed even 60 days to review a contract
that it doesn't have authority to change.

SENATOR WAGONER added that it seens preposterous to take that
responsibility to the legislative |evel. If the adm nistration
provides the legislature with a copy of the contract and bull et
points explaining what is in the contract, he doesn't see any
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need for nore than 30 days, which he views as generous for such
a review.

2:52: 02 PM
CHAI R HUGGE NS obj ected to the anendnent.

SENATOR GREEN pointed out differences in wording. Version A
refers to the 30th |egislative day, whereas Version M says 60
cal endar days. She asked how those conpare.

SENATOR WAGONER replied it would be about 45 days. He indicated
t he amendnment was offered to generate di scussion.

CHAIR HUGE@ NS said another difference 1is approval versus
di sapproval .

SENATOR WAGONER concurr ed.

2:52: 44 PM

SENATOR W ELECHOWEKI spoke against conceptual Amendnment 5

Wiile saying it is inportant to get this done as quickly as
possi bl e, he voiced concerns about the first version. First,
perhaps it should be approval rather than disapproval, an issue
likely to be addressed in the Senate Judiciary Standing
Conmi ttee. Also, he'd like the admnistration to consider
having the legislature approve it as a bill, rather than a
resolution, to make it nore "bulletproof."”

SENATOR W ELECHOWNSKI referred to the issue of 60, 30, or
100 days. He opined that 60 is a fair conprom se, since 100
seens too long and 30 too short. It is "within" 60 days, so it
coul d be done nore quickly than that. Furthernore, he envisions
the admnistration comng forward and presenting a trenendous
anount of detailed information, including economcs and
nodel i ng. It's a highly inportant decision for the state, and
30 days seens to short.

SENATOR STEDMVAN told nenbers he agreed with nost of what Senator
W el echowski sai d. He opined that this is the nost inportant
decision the legislature has faced in the |last several decades.
Getting as much buy-in as possible with the people is inportant.
The legislature needs to review the decision and ratify it so
it's clear to all the players that Al askans stand behind it and
are noving forward to get a gas pipeline.

CHAIR HUGA NS agreed wth Senator Welechowski, adding that
there is a potential for going to Al askans and explaining the
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nerits of the entity that is awarded the I|icense, and then
getting Al askans' comments.

SENATOR WAGONER sai d he doesn't disagree, but doesn't believe it
is the legislature's responsibility; it is an admnistrative
function. He expressed hope that when the Senate Judiciary
Standing Conmittee reviews this bill, it will look at who has
authority to negotiate and approve contracts under the
constitution. It's not the legislature. 1t's the governor.

CHAIR HUGG NS said that is a good point.

The conmm ttee took an at-ease from 2:55:55 PMto 2:56:11 PM

A roll <call vote was taken. Senat or \Wagoner voted for
conceptual Anmendnent 5. Senators Geen, Stedman, Stevens,
W el echowski , and Huggins voted against it. Ther ef or e,

conceptual Anendnent 5 failed by a vote of 1-5.

2:56:42 PM

SENATOR W ELECHOWNSKI referred to discussion about rolled-in
rates, pages 18, lines 22-23, and page 19, lines 25-27. He
opined that this is an inportant policy call requiring a |ot
nore di scussi on. He expressed concern that adding that
provision could delay the project and discourage expansion of
the line. He'd 1like to see nore nodeling from the
adm nistration on actual econom c inpacts. He'd also like to
hear from experts as to whether this wll inpact an open season

and future expansion. He noted he wasn't offering an amendnent.

2:57:38 PM

SENATOR STEDVMAN nmoved to report CSSB 104(RES), 25-GS1060\M
Bul  ock, 3/31/07, as anended, from commttee wth individual
recomendati ons and acconpanying fiscal notes. There being no
obj ection, CSSB 104(RES) was reported from the Senate Resources
Standi ng Comm ttee.

There being no further business to cone before the committee,
Chair Huggins adjourned the Senate Resources Standing Conmttee
neeting at 2:58:18 PM
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