SENATE FI NANCE COWM TTEE
April 16, 2010
2:55 p.m

2:55:22 PM

CALL TO ORDER

Co-Chair Stednman called the Senate Finance Committee
nmeeting to order at 2:55 p.m

VEMBERS PRESENT

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

Senat or Denni s Egan

Senat or Donny d son

Senat or Joe Thomas

VEMBERS ABSENT

None

ALSO PRESENT

Representative Les Gara; Mde Lesmann, Conmunity Rel ations
Manager, Departnent of Health and Social Services; Derek
MIller, Staff, Representative Mke Kelly; Kevin Brooks,
Deputy Conmm ssioner, Departnent of Admnistration; Geg
W negar, Director, Al aska Di vi si on of | nvest nent s,
Department of Commerce, Community and Econom c Devel opnent;
Ted Leonard, Executive Director, AIDEA, Tracy LarBarge,
Tracy's King Crab Shack; Representative Ws Keller; Kevin
Banks, Director, Division of QI and Gas, Departnment of
Nat ural Resources; Fred Hageneyer, Managing Director, Black
and Veat ch Cor ps.

PRESENT VI A TELECONFERENCE

Amanda Metivier, Statew de Coordinator, Facing Foster Care
in Al aska; Carl Berger, Executive Director, Lower Kuskokw m
Economic Council; Mke Borgford, made in Mat-Su, MatSu;
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Marty Metiva, President, Al aska Partnership for Econonic
Devel opnent; Yukon Tanner, Tal keetna, Veterans and Fam |y.

SUMVARY
HB 126- EXTEND/ RESUME STATE CUSTODY OF CHI LDREN

HB 126 was HEARD and HELD in Conmmittee for further
consi derati on.

HB 184- DEBT AUTHORI ZATI ON FOR UNI VERSI TY

HB 184 was HEARD and HELD in Conmmittee for further
consi derati on.

HB 421- PUBLI C EMPLOYEE SALARI ES

HB 421 was HEARD and HELD in Conmmittee for further
consi derati on.

HB 412- M CROLOAN REVOLVI NG FUND

HB 412 was HEARD and HELD in Conmmittee for further
consi derati on.

HB 226- NAM NG VETERANS' WAY | N IVAT- SU

HB 226 was HEARD and HELD in Commttee for further
consi derati on.

#hb126
CS FOR HOUSE BILL NO. 126(FI N

"An Act relating to extensions and resunptions of
state custody of <children; and providing for an
effective date.”

2:55:44 PM

Co-Chair Stednan explained that the bill addresses debt
authorization at the university. He nentioned three fisca
notes from the Departnent of Health and Social Services
(DHSS). One fiscal note is designated for children service
managenment for $103,700 in general funds and $73,500 in
federal nmatch, one fiscal note for foster care special
needs for $38,800 in general funds and $2,200 in federal
match. The final fiscal note is for foster care base rate
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in the ampunt of $186,800 in general funds and $37,200 in
federal match

2:57:40 PM

AMANDA WMETI VI ER, STATEW DE COORDI NATOR, FACI NG FOSTER CARE
I N ALASKA (via teleconference) testified in support of HB
126 which extends foster care to age 21 and allows youths
to reenter foster care. She clainmed that 40 percent of
youth who age out of foster care in Alaska end up honel ess
and 30 percent incarcerated. She spoke of her successful
experience of extending foster care until age 22 because of
foster parents allowing her to remain in their care. She
appreci ated the proposed extension of the foster care age
to 21 years.

2:59: 49 PM

M DE LESMANN, COVMUNI TY RELATI ONS MANAGER, DEPARTMENT OF
HEALTH AND SOCI AL SERVICES, stated that the departnent
recogni zes the value of the legislation. He noted that the
| egislation may be valuable for sonme youth who are not
equi pped to exit care before age 21. He added that policy
and procedure revisions and updates to the nmanagenent
information system and the office of children's services
can i nplenment the |egislation.

HB 126 was HEARD and HELD in Commttee for further
consi derati on.

#hb184
HOUSE BI LL NO. 184

"An Act relating to the debt authorization of the
Uni versity of Al aska."

3:01: 40 PM

DEREK M LLER, STAFF, REPRESENTATIVE MKE KELLY expl ained
that the bill raises the current bond debt cap for the
University of Alaska to reflect today's construction
prices.

Co-Chair Stednman asked if the bill allows the university to
i ncrease bonding for the Life Sciences Building. M. Mller
responded that if the bill passes, the additional notice

requi renent for the bondi ng woul d not be necessary.
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Co- Chair Stedman pointed out one zero fiscal note.

HB 184 was HEARD and HELD in Commttee for further
consi derati on.

#hb421
HOUSE BI LL NO. 421

"An Act relating to the conpensation of certain public
officials, officers, and enployees not covered by
col | ective bargaining agreenents; and providing for an
effective date.”

3:03: 07 PM AT EASE
3:06: 04 PM RECONVENED

KEVI N BROOKS, DEPUTY COWM SSI ONER, DEPARTMENT OF
ADM NI STRATI ON explained that the departnent negotiated
with the five largest l|abor unions resulting in voluntary
agreenents. The nonetary terns were subnmitted to the
| egi slature. The bill addresses 3000 non-covered enployees
in the three branches of governnent.

Co-Chair Stednman pointed out one fiscal note from the
executive branch for $4,182,300 in FY1l1 wth the cost
doubling in FY12. The second fiscal note is from the court
system for $1,346,000 in FY11 with the cost doubling in
FY12 and one fiscal note from the legislature for $741, 800
in FY 11 al so doubling in FY12.

M. Brooks explained that the anmpunt doubles because the
FY11 anmount rolls into the base.

HB 421 was HEARD and HELD in Commttee for further
consi derati on.

#hb412
CS FOR HOUSE BILL NO 412(FIN)

"An Act establishing the Alaska mcroloan revolving
fund; making loans for commercial purposes from the
fund; relating to the fund and |oans; and providing
for an effective date."

3:08:46 PM
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GREG W NEGAR, DI RECTOR, ALASKA DIVISION OF | NVESTMENTS,
DEPARTMENT OF COWMERCE, COVMUNI TY AND ECONOM C DEVELOPMENT,
explained that the bill is nodeled after other mcro-I|oan
progranms offered throughout the United States. A sinilar
program is not yet available in Al aska due to a lack of a
qualified internmediary lender as required by the Small
Busi ness Association (SBA). He expounded the goal of
providing loans for up to $35 thousand for an individual
and $70 thousand for two or nore individuals. The |oan
proceeds are available for working capital, inventory,
| ease hold inprovenents, and other business related
matters. The | oans nust be collateralized. He infornmed that
the fiscal note requests $81 thousand in operating expenses
to hire a loan officer to process |oan requests. The fund
is established as a revolving fund. The departnent supports
the bill.

3:11: 13 PM

Co-Chair Stedman pointed out one fiscal note from the
Department of Conmerce, Community and Econom ¢ Devel opnent
(DCCED) for $3,577,700 in Al aska Industrial Devel opment and
Export Authority (AIDEA) dividends to capitalize the fund.
He expressed concern with the issue of capitalization as it
is abnormal to capitalize a fund wth a fiscal note. He
cited an over appropriation of the fund. According to
Legi sl ative Finance, the AIDEA funds have been expended in
the FY1l budget. He asked about the state as a banking
institution versus the private sector.

M. Wnegar responded that he was under the assunption that
a new fiscal note had been prepared. He stated that the
| oan anmpbunts are small and short term wi th higher risk. He
stated that the SBA nmakes the program available in 46 other
states for the sanme reason.

3:13: 09 PM

TED LEONARD, EXECUTIVE DI RECTOR, AIDEA stated that the
proposed | oan programis not an Al DEA program He nentioned
that AIDEA's strategic planning process during a spot
analysis of the Al aska econony identified a gap in the
tools available to help snall businesses. He voiced that he
was once the Chief Financial Oficer (CFO for a small
corporation. He explained that cash flow is the blood of a
smal | business. The business cycles do ebb and flow and
occasionally a business requires a loan to allow a business
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to continue. He stated that the small econom c devel opnent
supported the need for helping small businesses wth
capital. While the programis not an Al DEA program he did
support the goal of helping small businesses with working
capi tal

3:15: 06 PM

CARL BERGER, EXECUTIVE DI RECTOR, LONER KUSKOKW M ECONOM C
COUNCIL (via teleconference) testified in support of the
| egislation. He noted that the support extends to other
small comunities. The amount provided is exactly what
communities require. He stated that Alaska is one of four
states without a mcrol oan program

M KE BORGFORD, MADE I N MAT-SU, MATSU (via tel econference),
testified in support of the legislation. He clained that HB
412 was the nobst inportant snmall business legislation in
the last 30 years.

MARTY METI VA, PRESI DENT, ALASKA PARTNERSH P FOR ECONOM C
DEVELOPMENT (via teleconference), testified in support of
the legislation. He stated that the situation analysis of
the state's econony provided a statew de econom c strategy
i npl ementation plan. He stated that the raw data from the
analysis includes that from over 300 business comunity
| eaders. He noted that the two key findings addressed
i nclude the access to the capitol. He believed that HB 412
conpliments the existing financing opportunities.

3:20: 47 PM

TRACY LABARGE, TRACY'S KING CRAB SHACK, testified that she
is a small business owner who purchases her inventory form
| ocal fisheries. She wor ked W th Juneau Econom ¢
Devel opnent Council (JEDC) and |ocal banks to establish
creative nethods of financing. She stated that she requires
a loan for inventory. She stressed that the bill allows her
busi ness the opportunity for success.

3:23:17 PM

Senator O son asked iif $35 thousand was enough to
capitalize a small business. M. Wnegar responded that the
amount of $35 thousand is patterned after the SBA program
The private sector is a better place to obtain |[|arger
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anounts of capital. He specified that HB 412 targets
smal | er | oans.

HB 412 was HEARD and HELD in Commttee for further
consi derati on.

#hb226
CS FOR HOUSE BILL NO. 226(TRA)

"An Act renaming Seldon Road and that portion of
Bogard Road that extends between Palnmer and Meadow
Lakes as Veterans' \Way."

3:25:12 PM

REPRESENTATI VE WES KELLER discussed the legislation as an
opportunity to honor veterans. He described the need for
the signage as the current situation proves confusing to
drivers.

Co-Chair Stedman nentioned the fiscal note from Departnent
of Transportation and Public Facilities for $8,500 in
general funds to install signs.

Senat or Huggi ns supported the legislation and spoke to the
popul arity of the bill.

3:27:14 PM

YUKON  TANNER, TALKEETNA, VETERANS AND FAMLY (via
tel econference) stated that the opportunity to renane the
signs on the street was supported by the community. He
noted further support fromthe veterans.

Representative Keller affirmed the positive support for the
| egislation expressed to him during his travels between
Pal mer and Meadow Lakes.

HB 226 was HEARD and HELD in Commttee for further
consi derati on.

3:29:05 PM AT EASE
4:07:27 PM RECONVENED

APresentation by DNR on AG A regul ati ons
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KEVIN BANKS, DI RECTOR, DIVISION OF OL AND GAS, DEPARTMENT
OF NATURAL RESOURCES, explained that the presentation
includes regulations regarding oil and gas and the Al aska
Gas I nducenent Act (AG A as a potential inducenent for the
calculation for the royalties for oil and gas. The
presentation includes regulations designed to establish
value for natural gas and other royalty issues. He stated
that he had colleagues available to answer questions. He
spoke to the challenges in statute and regul ati ons.

4:11: 48 PM

M. Banks began with the "Proposed AGA Royalty
Regul ations” (copy on file). He presented the overview
beginning with Slide 3, "Overview of the AGA Royalty
Regul ation."

® Purpose of the regulation is to nmake offer to nodify
state | ease contracts, consistent with requirenents of

t he Al aska Gas I nducenent Act (AQ A)
® Establish method to determne “fair market value”
(FMV) of the state’s royalty share of gas

producti on t hat i ncreases clarity and
predictability of royalty val ue
® Establish ternms under which the state will nodify

its ability to exercise current rights to switch
between taking royalty in value (as noney) or in
kind (as gas), that reduces |essees exposure to
stranded or insufficient transportation

® lLessee who qualifies for royalty inducenents can
elect either (or both) Valuation or Royalty
Swi t chi ng provi sions

4:15: 33 PM

M. Banks continued with Slide 4. "Requirenents in Ad A"

® Val uation regul ati ons nust:

® Mnimze retroactive adjustnments in royalty val ue

® Establish FW based on reliable trade
publ i cati ons

® Allow reasonable and actual deductions for
transportati on and processing

® Allow for reasonabl e share of unused capacity

® Allow deductions under the 1980 settlenent
agr eenent
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4:18: 44 PM

M. Banks addressed Slide 5: "Dynamc North Anerica Natura
Gas Market" He explained that oil travels down a pipeline
and is evaluated at "punp station one," Valdez, or
refineries on the west coast. The oil values are reported
effectively. He noted that the North Sl ope adds conplexity
with the assunption that the gas will flow into Al berta. He
noted that the gas m ght bypass Alberta to go into the West
Coast. He pointed out that other areas exist within the
pi peline system to capture value for the purposes of
calculating royalty and to provide relevant and correct
transportation tax deduction. Thirty years ago, gas in the
United States was under strict regulation by the federal
government. He spoke of a current liquid market for gas
t hroughout the country. He observed that the market of the
changes include the developnent of a royalty system that
captures enough flexibility and allows for understandi ng of
t he expectati ons.

4:22:10 PM

M. Banks described Slide 6: "Overarching Principles"

1. Reduce | essee uncertainty

2. Maintain state's full royalty val ue

3. Incorporate natural gas industry practices to the
extent doing so is consistent with (1) and (2)

He stated that the |essees account for royalties using the
sane accounting systenms and nmarketing tools already
est abl i shed. He explained that a prediction of the
royalties is not possible.

4:24:29 PM

M. Banks di scussed "Overarching Pri nci pl e: Reduce
Uncertainty” on Slide 7.

* Elimnate "higher-of" |ease valuation terns
« Establish val ue based on published prices
e Mnimze or elimnate retroactive adjustnents

 Allocate volunmes Pro rata to increase clarity of gas
val ue and costs of transportation and processing

M. Banks elaborated on the various slides. The published
prices will be a nechanism to capture full fair market
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value. He conmented on the need for regulations to allow
updates of the price publications, destination markets, and
| ocation differentials as the market evol ves.

4:27:31 PM

M. Banks elaborated on Slide 8. " Overarching Principle:
Ful I Val ue Under Lease"

® “Full Value” w thout gross proceeds

® (Gas conmponents are valued for residue gas, gas
pl ant products, unprocessed gas, LNG

® Published prices in destination nmarkets establish
val ue

e Ability to update price publications, destination
mar kets, location differentials

e Val uation backst op “basket” ensur es
unrepresentative destination nmarket publ i shed
price doesn't distort reasonable val ue

e No negative royalty

® Pro rata allocation of value and costs back to the
| ease establishes fair distribution and ensures full
val ue

4:29:31 PM

M. Banks Slide 9: "Overarching Principle: Incorporate Gas
| ndustry Practices”

® Use well est abl i shed regul atory structure and
net hodol ogy wher e practi cal to det erm ne
transportation costs (i.e. FERC

® |ncorporate use of published indices based on

commerci al practices
® Used elenents of MVS regul ations

e Used as baseline; nodified where necessary to
reflect differences in circunstances of Al aska
pr oj ect

e North Slope producers have extensive experience
in conplying with MVS gas regulations in Lower 48

FRED HAGEMEYER, MANAG NG DI RECTOR, BLACK AND VEATCH CORPS
di scussed Slide 10: "Key Val uation Concepts and Approaches"
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1. Destination where gas is val ued

2. Publishing value at destination

3. Backstop neasure of FMW for residue gas

4. "Actual and reasonable" transportation and processing
deducti ons

5. Appropriate deductions for unused capacity

4:33: 09 PM

M. Hageneyer comented on Slide 11: "How to Determ ne
Desti nati on"

® A lessee’s gas is valued for royalty at “Destination”
® A lessee’'s qualified gas is generally considered to be
at “Destination” when it first:
1. Enters a first destination market;
2. Has been sol d in an arm s | ength
transaction; or
3. Has been processed to extract residue gas
and gas plant product
® “Destination values” are determned with reference to
“first destination markets”
® First destination market is the first liquid market
where ANS gas is physically transported to and bought,
sol d, processed, or regasified that has a reliable and
w dely avail abl e published price

4:34: 20 PM

M. Hageneyer discussed Slide 12: "Departnent to Publish
| nformati on Necessary to Determ ne Destination Val ue”

® The departnent wll publish on its website prior to
the royalty reporting period:

® The location of all First Destination Markets

® The name of the source of the published price for
residue gas, gas plant products at the First
Desti nati on Market

® Appropriate location or quality differentials to
establish FMW with reference to First Destination
Mar ket

® Reasonable gas treatnent, processing, or re-
gasification cost allowances

4:36:15 PM
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M. Hageneyer discussed Slide 13: "Alternative Destination
Val ue for Residue Gas"

® Basket of published indices wused to calculate a
“backstop” fair nmarket value to published index prices
at destination markets

® Basket is relied upon only when the published price at
a destination market is less than 95% of the basket
price; i.e. a safety valve

® The alternative destination value protects the State
from being locked in to a valuation rule that fails to
reflect fair market val ue

® Pricing elenents nmking up the basket determ ned by
market liquidity criteria

® Basket reflects the volune weighted average of value
recei ved by the market.

4:37:44 PM

M. Hageneyer discussed Slide 14: "Actual and Reasonable
Cost of Transportation and Processing- Non Arnms Length
Transacti ons”

® Non-armis length transportation cost allowance for

Al aska and Canadian mainline is based on the terns
proposed in the Open Season offer

® |f affiliated |essee negotiates a |ower rate,

then the transportation cost allowance wll be
based on this negotiated | ower rate
® O her pipelines - Cost deductions calculated using

FERC based cost of service nethodol ogy
® Cenerally follow MVS nethodology to establish non-
arm s |length processing deductions

4:39:13 PM

M. Hageneyer discussed Slide 15: "Deductions for Unused
Transportation Capacity"”

® Unused capacity deductions were designed to balance
the need to mtigate producers risk, but not expose
the State to bearing unintended costs

® Deductions are allowed for Unused Capacity on Al aska
and Canadi an nainlines

® Unused Capacity = Allocated Capacity - Allocated
Shi prent s
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® Allocated Capacity - Portion of firm
transportation capacity acquired by lessee in
first binding open season to transport production
from state |eases; neasured with reference to
actual state |ease production

® Allocated Shipnments — greater of shipnents of
production from state leases or a pro-rata
all ocation of total shipnments fromall sources

4:40: 46 PM

M. Hageneyer acknowl edged Slide 16: "RIK/ RIV Swtching
| ssue”

® Under lease the State has the option of taking its
royalty share of production either in kind (RIK) or in
value (RIV). This option creates a risk for shippers.
® |[f the State switches from RIV to RIK, shippers
may have stranded capacity corresponding to the
royalty vol unmes
® |f the State switches from RIK to RV, shippers
may not have sufficient capacity on a tinely
basi s
® Additionally, shippers’ nmarketing arrangenents
need to be reconciled with the State’s R K RV
el ection
® Gven the substantial tariffs on the Al aska project,
the potential exposure associated wth the State’'s
RIVVRIK option is significant

4:42: 27 PM

M. Hageneyer noted Slide 17: "RIK/RIV Solution: "Capacity
Fol | ows the Gas"

® Switching fromR YV to R K
® State obligated to seek capacity corresponding to
the State’s RIK share (“RIK Capacity”) from the
Producers via a pre-arranged deal
® Rel eased capacity wll be acquired at original
contract rates (state forgoes opportunity to get
a better deal)
® Switching fromR Kto RV:
® Capacity corresponding to the State’s RIK share
(“RIK Capacity”) reverts back from the State to
t he Producers at contract rates
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® State requested and FERC approved a waiver to allow
pre-arranged deals for FT capacity at contract rates,
consistent with these terns
® | ncrease notice period for RIK/ RV sw tching
® 120 days when between 100, 000 & 200, 000 Mwbtu/d
® 180 days when quantity is greater than 200,000
Mwbt u/ d

4:45:18 PM

M. Hageneyer detailed Slide 18: "Value of Royalty
| nducenent to Producers”

® The AG A regulations provide value to producers while
protecting State interests

® Sone of the key provisions that provide value to
producers incl ude:

® Val uation - novi ng away from “higher-of”
provi si on
® Transportation —
® Adopting FERC-|i ke approach for

transportation deductions, rather than MVG-
i ke approach
® Allow ng deductions for unused capacity
® RIK/RIV switching — FERC waiver allows capacity
transfer deal at contract rates

4:47:54 PM

M. Banks discussed Slide 19: "Aggressive Assunptions were
made to Establish Upper Bound of Value to Producers”

® Recognize that the value of and need for these
provi sions may be | ower depending on the facts of the
proj ect going forward:
® Methane valuation - Assunmed inpact of noving
away from “higher-of” provision is not offset by
mar ket basket concept
® Transportation deduction for non-arnis length

transactions — Assuned that alternative was MB
net hodol ogy
® Unused capacity deduction — Assuned that no YTF

gas is found
® RIK-RIV switching - Assuned that entire royalty
volune is switched fromin-value to in-kind
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® Very approximate estimates of the value to producers
from provisions in the 1980 Royalty Settlenent
Agreenent have also been shown here to provide a nore
conplete picture of royalty value to producers

4:52:41 PM

Co-Chair Stednman wi shed to comunicate the anount of npney
di scussed and the potential liability exposure.

M . Hageneyer noted that the assunption shown on Slide 20:
"Estimated Value or Range of Value to Producers from Key
Provisions in AQA Regulations and 1980 RSA. " The
assunption is that the state takes the RIK for the entire
25 year period without a waiver or regulatory elenent. The
exposure exenplified in the graph is to the producer wth
RIK RV swi tching.

M. Hageneyer noted that the exposure to the producer could
equal either zero or $17 billion. He spoke to the agreenent
that fuel cost allowances, gas treatnent plant allowances,
and the central conpressor plant allowances conbi ned over
twenty five years equal $6 billion. He highlighted that the
cal cul ati on enconpasses 25 years. He pointed out that the
assunptions are aggressive.

4:56:17 PM

M. Banks clarified that "higher up" is a retroactive
calculation involving auditing to capture the "higher up"
value. Transportation deduction is a conparison of a
nmet hodol ogy. He estimated that approximately 127 trillion
cubic feet of undi scovered economcally recoverable
reserves exist on the North Slope, which neans that if any
gas is found the nunber for unutilized capacity is altered.

Co-Chair Stedman clarified that the RIK-RIV switching is on

the industry side of the ledger with a $7 billion exposure
to the state. M. Hageneyer agreed, in a worst case
scenari o.

4:58: 49 PM

Co-Chair Stednan asked about the md-range expected. He
referenced Slide 16 and asked about the comment regarding
significance to switching. He asked if the industry's
liability was $17 billion. M. Hageneyer clarified that the
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reference on Slide 16 exhibits the exposure to the
pr oducer.

M. Banks pointed out that it is as if one eighth of the
pipeline is enpty regarding the industry's exposure. He
explained that the state's royalty share equals one eighth
of total production.

5:01: 10 PM

Co-Chair Stedman asked for an estimation of current gas
consunption with five hundred as the royalty share. He
estimated that the current natural gas consunption in Cook
Infet is 250 mllion cubic feet per day. He advocated for
i n-state devel opnent of our gas resources.

Co-Chair Stedman stated that 500 is a large anmount of gas
for the state. M. Banks agreed.

M. Banks pointed out that RIK oil is not sold in spot
sales as long termcontracts are preferred allowing for the
devel opment of |ocal refineries.

Co-Chair Stedman asked if the regulations lock the state
down under Ad A M. Banks responded t hat t he
transportation deduction mght provide an entitlenent in
terms of an interpretation of actual and reasonabl e.

Co-Chair Stedman asked about a deadline of My first
regardi ng regul ations. M. Banks responded that the coment
period is over and the regulations will be published by the
end of the open season. Co-Chair Stedman asked if the AG A
| ock down date was May first. M. Banks did not agree. He
expl ai ned that regulations nust be pronulgated during the
open season.

Co-Chair Stedman asked if the tax structure is |ocked down
in statute instead of the regulations. Co-Chair Stedman
asked how confident M. Banks was about his answer. M.
Banks responded that he would return to the conmmttee with
a confident answer.

Co-Chair Stedman wunderstood that regulations allow the
ability to expose the state to billions of dollars and | ock
the state down.

5:06: 20 PM
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M. Banks responded that conmitnents are defined in the
regul ations. The access to the regulations is made in the
open season commtments. The lessee is required to provide
an open bid in the open season to have a precedent
agreenent within 120 days. The |lock down occurs in the
acceptance of the state's offer. The qualification for the
offer is defined in the regulations. The transportation
services agreenents allow for the open season and the
regul ations accepted in the offer. The qualification for
the of fer depends on the conmtnent to the pipeline.

Co-Chair Stedman clarified that the lock down is a
contractual bind beginning on May first, but there may be
ability for the state to <change the regulations in
Septenber. He expressed concern about the ability to expose
the state to up to $7 billion without nuch input from the
| egi sl ature. When low gas and high oil prices occur, a
substantial offset to our revenue stream exists. He clained
that he asked to have a cash flow analysis run regarding
expected outcones for the state. He requested a net cash
flow analysis for a worst case scenario. He stressed that
the policy calls were sizeable.

M. Banks stated that there is an approxi mate indication of
the cash flow analysis in the graph shown on Slide 20.

5:09: 51 PM

M. Banks noted the consequences of making decisions during
the devel opnment of regulations designed to strike mddle
ground. He cited fiction in the valuation nunber because of
the assunption that the state wll acquire greater than
fair market val ue.

Co- Chair Stednman stated his concern involving $7 billion of
exposure wi thout any state input. He discussed the idea of
a cash flow analysis for the state. He asked about the net
cash flow in the worst case scenario. He expressed great
concern that $7 billion is a sizable policy call.

5:12: 48 PM

Co-Chair Stedman voiced that the legislature was not privy
to the full exposure of the treasury. He observed that the
presentation included only small snapshots of the analysis

Senat e Finance Committee 17 04/ 16/ 10 2:55 P. M



run. He stressed that his confort | evel with the
information provided is | ow.

5:15: 09 PM

Co-Chair Stedman alleged that the |l egislature receives only
bits and pieces of information from the adm nistration. He
asserted that the state mght face a fully subscribed
gasline while the ability to maneuver under AG A remains
restricted.

M. Banks responded that if the departnment was attenpting
to obscure the downside risk assuned by the state, he would
not have offered the presentation. He noted the regul ations
mtigate for a balance and resolve the exposure problem for
the conpanies. He did not believe that the presented
assunptions would be the outcone. Co- Chair St edman
r esponded t hat wor st case scenari os occasional ly
materialize. He wshed to see a worst case scenario run on
t he proposal.

M. Banks comented on past proposals. Co-Chair Stedman
added that the past proposals were thoroughly discussed
with the legislature. M. Banks clarified that the current
proposal was to build a pipeline as opposed to nerely
pl anni ng one.

5:20: 46 PM

Senator Thonas asked about the mtigating factors on Slide
17. He asked about the assunptions regarding the reasons
for switching that led to the chart on Slide 20. M.
Hageneyer explained that Slide 17 explains the actions to
mtigate the risk perceived by the producers. He continued
that Slide 20 suggests the potential of a lack of
mtigation of risk.

Senator Thonmas asked about the concerns regarding the
reasons for switching and its frequency. M. Banks
responded that concerns raised include unused capacity.
Anot her concern was that a producer may have mdterm or
long term contract commtnents and gas taken in the form of
Rl K woul d conprom se those conmmitnents.

5:24: 36 PM
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Co- Chai r St edman appr eci at ed t he presentati on. He
mai ntai ned that the nagnitude of the state's exposure nust
be discussed. He stressed the hope for a gasline and a
successful open season. He hoped for the success of AGQA,
but wanted to ensure anpl e revenue.

#
ADJ OURNVENT

The neeting was adjourned at 5:25 PM
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