1: 05: 40 PM

CALL TO ORDER

Co- Chair

HOUSE FI NANCE COW TTEE
April 13, 2014
1:05 p.m

Stoltze called the House Finance Conmittee neeting

to order at 1:05 p. m

VEMBERS PRESENT

Representati ve
Representati ve
Representative
Representati ve
Representati ve
Representative
Representati ve
Representati ve
Representative
Representati ve

VEMBERS ABSENT

Al an Aust erman, Co-Chair
Bill Stoltze, Co-Chair
Ma Costello

Bryce Edgnon

Les Gara

David Guttenberg
Li ndsey Hol nes
Cat hy Munoz

St eve Thonpson
Tamm e W1 son

Representative Mark Neuman, Vice-Chair

ALSO PRESENT

Joe Bal ash, Comm ssioner, Departnent of Natural Resources;

M chael Pawl owski, Deputy Conm ssioner, Strategic Finance,

Depar t ment of Revenue; Angel a  Rodel I, Comm ssi oner,

Departnent of Revenue.

SUMVARY

HB 89 AQUATI C | NVASI VE SPECI ES
CSHB 89(FIN) was REPORTED out of committee with a
"do pass" recomrendation and with one new fiscal
i npact note from the Departnent of Fish and Gane,
one new fiscal inpact note from the Departnent of
Nat ural Resources, one new zero fiscal note from
the Departnent of Revenue, one new zero fiscal
note from the Departnent of Envi r onnment al
Conservation, one new zero fiscal note from the
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Department of Environnental Conservation, and one
new zero fiscal note from the Departnment of
Nat ural Resources.

HB 287 APPROVE TESORO ROYALTY O L SALE
HB 287 was SCHEDULED but not HEARD

CSSB 138(FIN) am
GAS PI PELINE: AGDC, O L & GAS PROD. TAX

CSSB 138(FIN) am was HEARD and HELD in comittee
for further consideration.

1: 06: 29 PM

Co-Chair Stoltze addressed the fiscal notes for HB 89
bef ore enbarki ng on the presentation on SB 138.

#hb89
HOUSE BI LL NO. 89

"An Act relating to the rapid response to, and control
of, aquatic invasive species and establishing the
aquatic invasive species response fund."

Representative Costello discussed the fiscal notes attached
to the bill. She cited the new fiscal inpact note fromthe
Departnment of Fish and Gane (DFG for $299.1 thousand in FY
15 and $154.9 thousand in FY 16. She noted the new fisca

i npact note fromthe Departnent of Natural Resources in the
amount of $94.1 thousand in FY 15 and was indeterni nate for
FY 16 through FY 20. The remaining zero fiscal notes were
from the Departnent of Natural Resources (DNR), the
Departnment of Environnmental Conservation (DEC), and the
Depart ment of Revenue.

Representative Costell o MOVED to REPORT CSHB 89(FIN) out of
committee W th i ndi vi dual recommendat i ons and t he
acconpanyi ng fiscal notes. There being NO OBJECTIQN, it was
so ordered.

1:10: 35 PM
AT EASE

1:12: 29 PM
RECONVENED
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#sb138
CS FOR SENATE BILL NO. 138(FIN) am

"An Act relating to the purposes, powers, and duties
of the Alaska Gasline Devel opnent Cor por ati on;
relating to an in-state natural gas pipeline, an
Al aska l|iquefied natural gas project, and associated
funds; requiring state agencies and other entities to
expedite reviews and actions related to natural gas
pi pelines and projects; relating to the authorities
and duties of the conm ssioner of natural resources
relating to a North Slope natural gas project, oil and
gas and gas only |l eases, and royalty gas and ot her gas
received by the state including gas received as
paynent for the production tax on gas; relating to the
tax on oil and gas production, on oil production, and
on gas production; relating to the duties of the
conm ssioner of revenue relating to a North Slope
natural gas project and gas received as paynent for
tax; relating to confidential information and public
record status of information provided to or in the
custody of the Departnment of Natural Resources and the
Department of Revenue; relating to apportionnent
factors of the Alaska Net Incone Tax Act; anending the
definition of gross value at the 'point of production'
for gas for purposes of the oil and gas production
tax; clarifying that the exploration incentive credit,
the oil or gas producer education credit, and the film
production tax credit may not be taken against the gas
production tax paid in gas; relating to the oil or gas
producer education credit; requesting the governor to
establish an interim advisory board to advise the
governor on municipal involvenment in a North Slope
natural gas project; relating to the devel opnent of a
plan by the Al aska Energy Authority for devel oping
infrastructure to deliver affordable energy to areas

of the state that will not have direct access to a
North Slope natural gas pipeline and a recommendati on
of a funding source for energy infrastructure

devel opnment; establishing the Al aska affordabl e energy
fund; requiring the conmm ssioner of revenue to devel op
a plan and suggest legislation for nunicipalities,
regi onal corporations, and residents of the state to
acquire ownership interests in a North Slope natura
gas pipeline project; naking conformng anendnents;
and providing for an effective date.”
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JOE BALASH, COWM SSI ONER, DEPARTMENT OF NATURAL RESOURCES,
related that SB 138 was the enabling legislation that
supported all of the <concepts and docunents that the
cormittee had been reviewing the last several weeks
regarding a major natural gas project. He stated that there
were a nunber of specific concepts and principles enbodied
in the Heads of Agreenent (HOA) and the Menorandum of
Understanding (MJU) that the state would pursue in the
Al aska liquefied Natural Gas project (AK LNG agreenents.
He reported that the departnment would provide a sectiona
analysis and describe how the legislation provided the
tools for DNR, the Departnent of Revenue (DOR), and the
Al aska Gasline Devel opnent Corporation (AGDC) to acconplish
the agreenents that had been outlined in the HOA

M CHAEL PAW.OWSKI, DEPUTY COWM SSI ONER, STRATEGQ C FI NANCE,
DEPARTMENT OF REVENUE, pointed out that the House Finance
Commttee had listened to nmany hours of testinony from
consultants regarding the HOA and the M. He clarified
that the flow chart (copy on file) that was distributed to
menbers shoul d have been referenced as originating from DNR
and DOR

M. Paw owski relayed that during his review of the
| egislation, he would refer to the flow chart and sectiona
anal ysis (copy on file) for HCS CSSB 138 (RES) provided to
the commttee. He directed the commttee's attention to
Section 1 of the legislation found on page 3, line 2.

Co-Chair Stoltze requested that during the presentation the
departnents address prior concerns that had been raised
during the commttee's public testinony on the bill.

M. Pawl owski agreed and noted that there were two
particul ar areas of concern that would be addressed during
t he sectional analysis.

In response to a question by Co-Chair Austerman, M.
Pawl owski responded that he would be referring to |anguage
in the bill, the sectional summary, and the Sunmary of
Changes (copy on file).

M. Pawl owski explained that previous discussions had
focused on the three "P' s" that were necessary to advance a
liquefied natural gas (LNG proj ect . The enabling
legislation had to allow the state to participate in the
project, establish a process to negotiate the project’s
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enabling contracts, and define the percentage of the
state's share of the project. He pointed out that the bil
was broken up into three general areas; the first described
how the state would participate in the project. He spoke to
Section 1 of the bill and related that it anmended AS
31.25.005, which were the powers and duties of AGC as
enacted by the prior legislature. He related that HB 4
provided for narrow and targeted participation for the
state in a specific North Slope Gas project. He explained
that Section 1 expanded the powers of AGDC to perform a
dual mssion and provided flexibility to the board to
advance the small dianeter pipeline project and the |arge
scale AK LNG project. He cited page 3, lines 2 through 4 of
the bill:

..devel op and have primry responsibility for
devel opi ng natural gas pipelines, an Alaska liquefied
nat ur al gas proj ect, and ot her transportation
nmechani sns to deliver natural gas...

M. Pawl owski noted that it granted AGDC a broader purpose
as the "lead agency in devel oping the conmercial agreenents
as a public corporation.” He related that subsections 2 and
3 were added to Section 1 to give AGDC further direction in
devel oping the projects for the purpose of delivering in-
state gas and provide econom c benefits and revenue to the
st at e.

M. Paw owski added that subsection 3, lines 9 through 11
aut hori zed AGDC t o:

.assist the Departnent of Natural Resources and the
Department of Revenue to nmaximze the value of the
state's royalty natural gas, natural gas delivered to
the state as paynment of tax...

M. Pawl owski referenced subsection 4, page 3 beginning on
line 13 and pointed out that subsection 4 contained the
existing language from HB 4 related to advancing the in-
state natural gas pipeline and the new |anguage in
subsection 5 advanced the Alaska Liquefied Natural Gas
Project (AK LNG. He pointed to a key provision of
subsection 5 on line 24 through line 28 and read:

..Lf the <corporation provides a service under this

paragraph to the state, a public corporation or
instrumentality of the state, a political subdivision
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of the state, or another entity of the state, the
corporation may not charge a fee for the service in an
anount greater than the anount necessary to reinburse
the corporation for the cost of the service...

M. Paw owski elaborated that the adm nistration requested
the language to explicitly prohibit AGXC from profiting
fromits services to the state. He continued with Section 2
on page 4 and stated that it provided conform ng |anguage
to the structure of AGDC and recognized that AGDC was
acting in the "best interest” of the state for the purposes
delineated in Section 1. In addition, on page 4, line 19
the | anguage reiterated that AGC woul d have a dual m ssion
to advance an in-state natural gas pipeline or the AK LNG
proj ect .

M. Pawl owski noved to Section 3 beginning on page 4, line
21, which was new and renoved a provision fromthe original
HB 4 legislation that allowed the Conm ssioner of
Departnent of Natural Resources (DNR) and the Comm ssioner
of Department of Revenue (DOR) to serve on the AGDC board
after the project under the Al aska Gasline I|nducement Act
(AG A) had been abandoned. The original |anguage bracketed
on page 4 lines, 27 through 31 was deleted. He detailed
that the prohibition recognized a potential conflict in the
relati onship between DOR and DNR as gas owners utilizing
the services of the corporation [AGDC] that provided the
services. He ensured the commttee that the |I|egislation
contained language in later sections that established a
working relationship between the departnents and ACGDC in
order to advance the project together.

1: 24: 04 PM

M. Pawl owski turned to the newly added Section 4 begi nning
on page 5, lines 1 through 5 and pointed out that the
section contained clarifying | anguage that "a public nenber
of the AGDC board was not required to be or has been a
regi stered voter, and was not required to reside in the
state."”

M. Pawl owski related that Section 5 beginning on page 5,
lines 6 through 22 was a new section related to the powers
of AGDC and that it added sonme inportant parts. He noted
that the | anguage on page 5, line 8 directed the board to:

..maxim ze the efficient use of state resources...
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M. Paw owski explained that since AGC was advancing two
projects the admnistration guided the board to avoid
duplicative expenditures for the state when possible.
Conversely, subsection 2, beginning on line 9 nandated that
AGDC.

..establish appropriate separation wi thin t he
cor poration...

M. Pawl owski explicated that the board needed to maintain
"appropriate firewalls" between the sensitive information
of two projects "not governed under the cooperation
agreenents.” He furthered that subsection (d) on page 5,
lines 15 through 19 authorized the board to appoint program
directors for the two projects that reported to the AGDC
executive director.

M. Paw owski exami ned Section 6 on page 5, beginning on
line 22. He stated that the section anmended the provisions
regarding |egal counsel for AGDC and Section 7 contained
the "substantive" changes. He acknowl edged that the
Department of Law (DOL) provided the conmercial attorneys
and comercial and technical expertise for the negotiation
process. He elaborated that Section 6 and 7 intended to
recogni ze that the AK LNG project was a |arger endeavor
that required coll aboration between the different agencies.
The administration wanted unified |egal counsel for the
mul ti ple agreenents involved in the negotiations. He noted
that AGDC retained the authority to retain |egal counsel and
that Section 7 clarified that the attorney general was the
counsel for AGDC when involved in the developnent of
contracts for AK LNG The attorney general would provide
| egal counsel to DOR, DNR, and AGDC to maintain "a unified
| egal voice."

M. Pawl owski cited page 5, |ine 31 to page 6, line 1 and
specified that the attorney general nust consult with AGDC
when procuring outside counsel for | egal servi ces.
Typically, DOL contractually retained outside counsel that
were experts from exceptional law firnms to provide |egal
support for negotiations.

M. Pawl owski related that Section 8 contained clarifying

| anguage that added references for the powers and duties of
AGDCin relationto the AK LNG project where needed.
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M. Pawl owski stated that beginning on page 8, |ine 13 the
| egislation included the addition of a new power and duty
in subsection 23 that granted AGDC the power to be directly
involved in liquefaction. He stated that subsequent to the
passage of HB 4 there had been a question whether AGDC
could be primarily involved in Iliquefaction. The bill
authorized AGDC to convey “the state's interest in the
liquefaction plant." Subsection 23 gave AGDC the authority
to acquire an ownership or partici pation i nt erest
specifically in the Alaska Liquefied Natural Gas Project.
He related that subsection 24 on page 8 beginning on line
15 granted AGDC the authority to enter contracts for
services related to the AK LNG project after consultation
with the commssioners of DOR and DNR The |anguage
clarified that the consultative relationship between the
agencies and AGC wuld be mintained prior to the
execution of contracts. He noted that the bill contained
simlar language in relation to both comm ssioners' powers.

In response to a request by Co-Chair Stoltze, M. Paw owski
responded that the conmercial agreenments AGDC would enter
into related to the described sections would not need
subsequent legislative authorization but would require
| egi sl ative appropriations. He voiced that advancing the
pr oj ect required the "comm tnent of capital ." The
| egi sl ative oversight for the comrercial agreenments would
be mintained through the appropriation process. He
remnded the commttee that AGC would enter into the
contracts after consultations wth the state agencies
clarified on page 8, line 20. He noted that the contracts
were dependent on the gas commtted by the agencies. The
agreenents to commt the gas for the LNG plant would be
entered into through the conmm ssioner of DNR and would
require legislative approval on an individual basis. The
adm nistration attenpted to build checks and bal ances but
the AGDC commercial contracts were a corporate activity
with board oversight and "not necessarily a state
di sposition.”

M. Paw owski spoke to Section 9 of the bill and explained
that the section clarified that the requirenment for AGDC to
submt a report to the legislature subsequent to an open
season specifically applied to the in-state natural gas

pi pel i ne open season currently in AGDC statutes. The AK
LNG project did not have an open season. He noved to
Section 10 found on page 9, Ilines 7 through 10 and
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el aborated that AGDC s authority to be involved in
liquefaction was limted to the AK LNG proj ect.

M. Pawl owski referenced Section 11 on page 9, lines 11
through 15 and stated that the provision enabled AGC to
share information with the conmnm ssioners of DOR and DNR
related to the AK LNG project negotiations "subject to the
limtations of confidentiality agreenents.” He cited the
statute on [ine 15; AS  38.05.020(b) (10) and AS
38.05.020(b)(11) and pointed out that the statute was the
broad reference that granted authority to the conm ssioners
to negotiate contracts. He related that Section 13, line 9
established a specific fund for the AK LNG project as a way
to advance the project and maintain |egislative oversight.
Therefore, Section 12 on page 9, lines 26 and 27 was
necessary to clarify that noney appropriated to the in-
state natural gas pipeline fund was wused solely for
advancing the in-state gas pipeline project and maintained
t he separation of assets.

1: 37: 38 PM

M. Pawl owski addressed Section 14 on page 10, line 12 that
revised AGDC s authority to create subsidiaries that were
"used as a corporate tool" to advance projects. The
bracketed |anguage on page 10, line 25 that cited AS
10. 20. 146 through AS 10.20. 166, which may have been read to
l[imt subsidiary formation to not for profit subsidiaries,
was renmoved from statute. He related that AGDC nmay use any
"subsidiary mechanismt that could advance the AK LNG
project. In addition, the |anguage on page 10, lines 17 and
18 that related to the state's share of royalty natural gas
was elimnated. The anendnent <clarified that AGYC may
create subsidiaries for the advancenent of the project and
provide infrastructure, but the state agencies (DOR and
DNR) "retained its role as the constitutional custodian of
the state's royalty or tax resource.”

M. Pawl owski identified Section 15 on page 11, lines 6 and
7 and lines 21 and 22 that made a conform ng anendnent to
AGDC s budgetary reporting to the legislature to include
the AK LNG project. He reported that Section 16 added a
definition of the Alaska liquefied natural gas project
according to the HOA and MOU agreenents. He summarized t hat
Sections 1 through 16 were the provisions related to AGDC
which reflected how the state would participate in the
project; AGDC will act as the state's corporate entity.
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M. Paw owski discussed Section 17 beginning on page 12,
line 28 related to exenptions to the application of the
state procurenent code AS 36.30.850(b). The anendnent
exenpted contracts for professional and technical services
by the DNR and was added in support of AS 38.05.020(b) (10)
and AS 38.05.020(b) (11) related to the authority of the
conmi ssioners to negotiate contracts.

Comm ssioner Balash related that highly specialized work
would be conducted subsequent to adoption of t he
| egislation and required aggressive tinelines. In addition,
t he departnment needed sone |atitude that was not contained
in the procurenent code when evaluating contractors. He
felt that wunder the "magnitude of the project,” the
department did not want to be constrained by choosing the
| owest bidder in every situation. He pointed out that in
cases of sone of the "upstream work" related to off take
and bal ancing agreenments and "downstreant work involving
t he managenent of capacity and “disposition” of the state's
share of natural gas and LNG the departnent needed the
flexibility to work "quickly and ninbly" and exercise
di scretion when evaluating potential bidders. He believed
the amendnent was a “fairly narrow crafting of the
exenption.”

M. Pawl owski noted that there was an additional exenption
for DOL on page 13 beginning on lines 1 through 5.

M. Paw owski reviewed Section 18 starting on page 13,
lines 6 through 25 that established the Al aska Affordable
Energy Fund as a special non-dedicated account in the
general fund wused to develop infrastructure for the
delivery of energy to areas in the state wthout direct
access to a North Slope natural gas pipeline. He offered
that there were areas in the Railbelt that were relatively
far from direct access to the gas. The |anguage recogni zed
that not all parts of the state would have direct access to
the resource. The fund helped provide resources for the
infrastructure to deliver energy comensurate wth the
areas of the state with direct access to natural gas. He
stated that the anmount designated in the fund was found in
subsection (b), line 14 and anounted to 20 percent of the
noney received from the state's royalty gas after paynents
to the Alaska permanent fund wunder AS 37.13.010. He
rem nded the conmttee that the project’s deposits into the
permanent fund resulted fromroyalty gas as a share of gas
that would be liquefied and portions would be exported. The
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revenues DNR received after the paynent of costs would be
the royalty revenue. Twenty five percent of the royalty
revenue would be deposited into the Permanent Fund and the
Al aska Affordable Energy Fund would receive 20 percent out
of the remaining 75 percent of the royalty. He estimted
that the energy fund would receive $180 mllion per year.

M. Paw owski remarked that the next several sections of
the legislation focused on the process. He noved to Section
19, beginning on page 13, |ine 26 that anended AS
38. 05.020(b); the Alaska Land Act and expanded the powers
of the conm ssioner of DNR He stated that the substantive
changes began on page 14, subsection 10. The subsection
allowed the DNR comm ssioner to enter into comercial
agreenents of not nore than two years duration for project
services related to a North Slope Natural Gas project. The
agreenents would not require legislative approval. The
agreenents were "operating agreenents" that governed the
project while the "firm agreenents” that advanced the
project were developing. He noted that the operating
agreenents and the "precedent agreenent” wth TransCanada
governed the project during the two years of the PreFeed
(pre-front-end engineering and design work) phase prior to
the firm transportation services agreenent, which actually
was the full commtment to TransCanada. He added that the
principle level agreenents between DNR and the producers
relating to off-take were interim agreenents and woul d not
cone back to the state for approval

1:50: 54 PM

Conmi ssioner Balash noted that Co-Chair Stoltze had
instructed the departnent to highlight concerns that had
been previously raised in public testinony. He rel ated that
t he anmendnent granted the departnment the authority to enter
into the agreenents in the near-term Once the project was
operational the departnent retained the ability to deal
wWith short-term needs such as a disruption in service. The
| onger-term contracts that obligated the state for |ong
periods of time, as specified in subsection 11 required
| egi sl ative approval. He pointed to subsection 12 on page
15, line 7 and noted that the provisions allowed DNR to
enter into confidentiality agreenents wth other project
entities t hat required t he i nformation remai ned
confidential wuntil the contracts were ready for public
review and approval. He cited Page 15, line 12 and rel ayed
that the terns of a proposed final contract nust be nade

House Fi nance Committee 11 04/ 13/ 14 1: 05 P. M



available to the public at Ileast 90 days before the
proposed effective date. He added that beginning on line 17
the confidentiality agreenents allowed the conm ssioner of
DNR to share confidential information during the contract
negotiation process wth the legislature in executive
sessi on.

Co-Chair Stoltze requested that the comm ssioner describe
for the public what confidentiality agreenents were.

Conmi ssioner Balash replied that as various contract
options wer e consi dered Wi th comer ci al entities
confidentiality agreenments would be entered into in order
not to avoid conprom sing or exposing the entities position
and negotiating strategies to its conpetitors. He stated
that the departnent's goal was to bring forward contracts
that would be approved by the legislature and that if it
was to be successful, the departnment had to confer wth
both | egislative bodies regarding the ternms of the contract
to determine the <confines of acceptability for the
| egi sl ature.

M. Paw owski added that the admi nistration understood the
need for guidance from the legislature and the ability to
interact with the legislature and its agents in order to
nove the process forward. He pointed to Page 15, lines 17
t hr ough 21 and stressed t he | mportance of t he
admnistration’s ability to confer with the |egislature,
its agents, staff, or consultants and keep the information
updated. He believed the provisions invited the |egislature
to have an active role in the devel opnent of the project as
it unfolds. He added that on page 15, lines 22 through 26
the provision directed the DNR conmmi ssioner to consult with
AGDC on specific contracts related to project services for
gas treatnment, the gas treatnent plant, the pipeline,
liquefaction facility, marine termnal, and transportation
servi ces.

M. Paw owski addressed Section 20 on page 15, line 29 and
noted that it amended Section 19. He indicated that the
bill contained two series of effective dates. One is an
imedi ate effective date that authorized confidential
negotiations and the other effective date was January 1,
2015 related to tax provisions. On page 17, lines 29
through 31, Section 20 allowed the DNR comm ssioner, in
consultation with the DOR comm ssioner, to take custody of
gas delivered to the state under AS 43.55.014(b), to manage
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project services for the gas. The provision created
efficiency in allowing the DNR comm ssioner to nanage tax
gas on behalf of the state while managing royalty gas. Al
of the same precedents and conditions on tax gas applied to
royalty gas.

Comm ssioner Balash interjected that DOR would absorb the
managenent costs of the provision on behalf of DNR

M. Paw owski reported that Section 21 contained additions
to sonme of the agreenments and contracts under AS
38.05.020(b) (11). He renmnded the conmttee that the
statute referred to the contracts that would need
| egi sl ative approval for a specified duration of tinme. He
delineated that the section required that any agreenent or
contract negotiated under 38.05.020(b) (11) granted the
state access to the data devel oped under the contracts if
the comm ssioner of DNR deternmined the project was not
adequately progressing. The state's ternms of access should
not be nore restrictive than any other party to the
agreenent. He read the I|anguage on Page 18, lines 13
t hr ough 15:

(b) A proposed agreenent or contract associated with a
North Slope natural gas project may not include a
provi sion that changes a paynment in lieu of property
tax on property that was previously taxable under AS
43. 56.

M. Paw owski explained that AS 43.56. was the statew de
oil and gas property tax statute. Article 9, Sections 3 and
4 of the Alaska Constitution clearly stated that exenptions
to property tax were provided by law not by contract. The
admnistration added the Ilimting |anguage to assure
muni cipalities that the admnistration was not attenpting
to make property tax changes that were prohibited by the
Constitution. He added that the governor established a
muni ci pal advisory group via admnistrative order. The
advi sory group was conprised of mayors or their designees
and would engage in an open public process to discuss the
property tax issues related to the project, such as paynent
in lieu of tax and inpact paynents designed to address the
infrastructure inpact on nmunicipalities. The admnistration
woul d bring the advisory group reconmendati ons back to the
| egislature for authorization of any necessary statute
changes bef ore engagi ng in property t ax contract
negoti ati ons.
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2:06:29 PM

M. Pawl owski related that Section 22 on page 18, begi nning
on line 16 was conformng |anguage to a DNR exploration
incentive credit. The broad production tax (AS 43.44) cited
on line 28 was deleted and replaced with AS 43.55.011 (the
traditional paynent of production tax). The section
clarified that a <credit could be levied against AS
43.55.011 but not against a paynent where the state
received a share of gas as royalty. The situation appeared
in several other sections throughout the bill related to
the film tax «credit and sone education credits. He
summarized that if a producer was paying its tax with gas
the credits could not be used to offset a tax paynent.

M. Pawl owski turned to Section 23 beginning on page 19,
line 1. He pointed out that the section permtted the DNR
commi ssioner to propose nodifications to existing |eases
that related to switching between taking royalty gas in kind
or in value, provided a nethod to establish a fair market

val ue, and clarified what nmust happen before the
conmi ssi oner can nake changes to the |ease. He noted that
page 18, lines 21 through 24 allowed the nodification of

net profit sharing and sliding scales unless they transfer
value. The conm ssioner nust determne that the rate
yi el ded the same value under the ternmsthe state would have
recei ved before a nodification

Comm ssi oner Bal ash enphasi zed that the section of statute
was giving the comm ssioner of DNR the authority to nodify
| eases. He reported that DNR had |eases in place for over
50 years and a great many of those involved in the project
had been in place since the original sale in 1969 at
Prudhoe Bay. The departnment could only go as far as the |aw
allowed in nmaking changes to the | eases. He voiced that AS
38.05.180 (hh) [Section 23 of the bill] authorized the
commi ssioner of DNR to nodify |eases under very specific
circunstances following the determ nation process specified
in AS 38.05.180 (ii). The authorities granted the
comi ssi oner needed to be broad enough to accompdate any
variety of circunstances. The departnent could not predict
what ot her projects would present thenselves in the future.

Comm ssi oner Bal ash referenced DNR s ability to switch back
and forth between in kind and in value. He explained that
LNG was sold under very specific long-term agreenents. He
expected that the AK LNG contracts would be long-term The

House Fi nance Committee 14 04/ 13/ 14 1: 05 P. M



state's ability to switch options needed to be constrained
in order to avoid comercial instability that created a
lower price climate. Currently, the state had 90 and 180
day options to switch. He believed that wunder certain
circunstances the state wanted to retain the right to
switch albeit, under longer periods of time and in other
circunstances the state would want to permanently nodify
the right to swtch. He noted that Section 24 repeated the
nodi fications to the commssioner's authority on |ease
changes related to gas delivered to the state under AS
43.55. 014 found on Page 20, line 21.

Comm ssi oner Bal ash spoke to Section 25 on page 21, lines 4
through 12 that anended AS 38.05.182. He expounded that the
original statute directed DNR to take all of the states
resource royalties in value except for oil and gas. He
observed that the statute directed DNR to take its gas in-
kind unless the conm ssioner finds that taking the royalty
in value was in the state's best interest. He nentioned a
study DNR conducted |ast year that determned a nunber of
risks were associated with taking gas in kind and could
eventually lead to a finding that taking gas in kind was
not in the best interest of the state. He qualified that
the departnent was aware of the issues with taking gas in
kind and held discussions with the counterparties involved
in the project. The issue was viewed as a "mmjor stunbling
bl ock”. He expressed nmjor concerns wth the state's
ability to manage capacity, market LNG and receive a price
equal to the state's counterparties. The issue was
addressed in the HOA in 8.3.1 wherein each of the conpanies
individually agreed to negotiate disposition agreenents at
the state's request. The agreenents allowed the state to
| everage the producers marketing expertise and sales
agreenents to sell the state's share of the LNG

2:17: 00 PM

Comm ssi oner Bal ash stated that in sonme instances it could
be nore beneficial for the state to market its LNG
i ndependently. He cited the new | anguage on page 21, lines
8 through 12 that read:

It is not in the best interest of the state to take
royalty on gas in noney froma | essee transporting gas
in the North Slope natural gas project if the |essee
has commtted to dispose of or market the state's
royalty gas taken in kind on the same terns and
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conditions as the |essee narkets or disposes of the
| essee’' s gas.

Comm ssi oner Bal ash reported that the | anguage was added in
the previous conmttee in an attenpt to add limts to the
ci rcunstances under which the state takes its royalty in
kind. He thought that the issue mght be better addressed
or inproved through the House Finance Conmttee process. He
pointed out that the HOA contenplated the risk and
addressed nechanisns to mtigate the risk for the state. He
t hought that better |anguage could be crafted that provided
"sideboards"” and established a confort level for the
| egislature and public regarding the circunstances under
which the state would take its gas in kind.

M. Paw owski turned to Sections 26, 27, 28, and 29, that
added | anguage that referenced AS 43.55.014(b); the statute
that allowed production tax to be paid in kind. He
expl ai ned that each section governed how DNR disposed of
royalty gas. The disposition and sale of tax gas would be
governed exactly the same as the disposition and sale of
oil. The bill was l|leveraging the sanme statutory precedents
regardi ng the disposition of gas in kind.

M. Pawl owski nmoved to Section 30 on page 22, line 26
t hrough page 23, line 6 and reported that the section added
definitions enployed throughout the section. He directed
attention to the definition for "project services" found on
page 23, line 4. He explained that the definition was used
in the definition of "consultation”™ between DNR and AGDC.
He read the | anguage, "services provided by a gas treatnent
pl ant, pipeline, liquefaction facility.” and noted that the
| anguage reflected the types of agreenents such as, the
firm transportation services agreenent wth TransCanada;
subject to legislative approval for use of a pipeline. He
interjected that the contract allowng the state's use of
the LNG plant would occur between the state and AGDC and
was al so subject to |legislative review and approval.

M. Pawl owski related that Sections 31, 32, and 33 were
conform ng anmendnents to DNR He explained that agencies
nmust expedite a review on permt applications from any AGDC
proj ect .

M. Pawl owski indicated that Section 34 dealt with DOR He

reiterated the process of the agreenents outlined in the
legislation. He exenplified the relationship between the

House Fi nance Conmmittee 16 04/ 13/ 14 1: 05 P. M



state and TransCanada and detailed that if SB 138 passed,
the state would enter into a precedent agreenent using AS
38.05.020b (10), which limted the agreenent's duration to
two years. Subsequently, a term sheet attached as "Exhibit
C'" to the MOU would be used to create operating agreenents
between the state and TransCanada. He addressed sone key
itenms in the MOU. He detailed that the state would approve
the work plan and budgets according to the terns contained
in the term sheet and the relationship set up by the
precedent agreenent. The initial PreFEED stage of the joint
venture agreenment was a cost sharing activity. The state,
in consultation with AGDC would review plans submtted by
TransCanada and approve or deny expenditures. The precedent
agreenent would also conmt the state to paying for
devel opnment costs plus the AFUDC (all owance for funds used
during construction) [a rate of 7.1 percent]. He rem nded
the coomttee that the devel opnment costs were the costs the
state would have encunbered if it developed the project
al one. A conparable agreement would be struck with AGDC
over the LNG portion of the project. The next step in the
process was developnent of a firm transportation services
agreenment between TransCanada and AGDC |asting nore than
two years and governed under AS 38.05.020b (11), which

required legislative approval. He restated that as the
agreenents were developing the legislation granted the
adm ni stration authority to consul t directly W th

| egi sl ators. He believed that when the final contracts were
presented to the legislature for approval 90 days before
the effective date, the agreenments would w thstand public
scrutiny.

2:27:30 PM

M. Pawl owsKki communi cated that t he rest of t he
legislation's focus was on the state's percentage of the
project related to the tax sections under DOR He indicated
that the legislation was establishing a tax rate up front
which provided predictability for investors. How the
contract terns related to the tax rate would be devel oped
with the legislature and the public through the process
established in the | egislation.

M. Paw owski turned to Section 34 beginning on page 23,
line 28 that exenpted DOR from confidentiality related to
informati on under AS 38.05.020(b) (12), which enabled DNR
to share information with DOR He reported that Section 35
on page 24, line 11 required public notifications on any
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taxes paid as gas and would be noticed in the Revenue
Source Book. The administration believed that receiving gas
in kind needed to be a transparent process.

M. Pawl owski addressed Section 36 on page 26, lines 26
and 27 that contained conformng confidentiality |anguage
under AS 38.05.020(b) (11) and AS 38.05.020(b) (12
relating to the conm ssioner of DOR

M. Pawl owski observed that Section 37 related to the
duties of the conm ssioner of DOR He cited page 28, line 1
that nmodified the powers of the comm ssioner of DOR to
consult with the DNR comm ssioner on the mnmanagenent of
contracts and the managenent of tax as gas.

M. Paw owski spoke to Section 38 on page 29, lines 11
through 14 relating to AS 43.55.014(b), the reference to
tax as gas, which was a conformng anendnent to a
previously anended section. He noted that throughout the
| egislation, there were two core sections; AS 38.05.020(b)
(10) and AS 38.05.020(b) (11) concerning the powers of the
DNR  conmi ssi oner to negotiate, and AS 43.55.014(b)
providing for gas in kind. The nmgjority of the rest of the
sections were conformng to the two concepts and the
references to the statutes were repeated throughout the
| egi sl ation.

M. Pawl owski nmoved to Section 39, page 29, line 15 that
exenpted the taxpayer confidentiality provisions and
allowed the departnment to disclose the taxpayer's nane
paying the production tax in gas, the anount of gas, and
the | ease the production canme from

M. Paw owski addressed Section 40 that anended the
corporate inconme tax statutes to conform to paying tax in
gas. He cited page 30, lines 1 through 6 that affected the
sales factor of the state’'s corporate income tax and
expl ai ned that subsection (ii) clarified for the taxpayer
that DNR would not "deent the paynent of tax as a sale.

Simlarly, the state does not tax "inter-conpany"
transactions as sales. He noted that subsection (iii) on
page 30, line 4 clarified that the fees on the project were

not sal es on corporate incone tax.
M. Pawl owski drew attention to Section 41, page 31, lines

2 through 3 that clarified gas paid as a tax was included
in the extraction factor. He elucidated that the paynent of
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gas as tax was still produced gas and the adm nistration
wanted the gas included in the corporate income tax.
Section 41 "ensured an adequate and appropriate share of
corporate incone tax for the state." He comented that
Section 42 anended the act ual production tax AS
43.55.011(e), on page 31, line 31, and read "..on and after
January 1, 2022."" He shared that after 2022, the tax on oil
remai ned at 35 percent provided for in SB 21 [OL AND GAS
PRODUCTI ON TAX - Adopted 2013] but the tax on gas would
change to 13 percent of the gross value at the point of
production. He delineated that the admnistration had
selected 2022 in order to allow the tax ceiling on gas
produced on the North Slope and used in-state and subject
to the sane tax ceiling as Cook Inlet gas tax to expire as
specified in statute. Taxes on gas were transferred through
the sales contract on to rate payers. Currently, North
Sl ope gas was contractually involved to supply the Interior
energy project. The adm nistration did not want to increase
the cost of the contracts. In addition, the adm nistration
wanted to provide a predictable planning environnment for
both the in-state and AK LNG project so investnent
deci sions would not be affected in the future. He qualified
that the 13 percent production tax established in the
legislation was in value and not in kind. The |egislation
established I|imted circunstances where in kind was
authorized to pay tax as gas.

M. Pawl owski spoke to Section 43 beginning on page 32 that
adjusted the mninumtax. He cited page 33, lines 3 through
35 that provided that the mninum tax would only apply to
oil on and after January 1, 2022. The tax on gas production
woul d be 13 percent of the gross value, well above the
m ni mum set at 4 percent of gross val ue.

2:40:17 PM

M. Paw owski pointed to Section 44 on page 33 that added
AS 43.55.014, related to the paynent of production tax in
gas and page 33, line 28 that specified the option was
avai l abl e after January 1, 2022. He read the follow ng:

".the departnent shall allow a producer to nmake an
el ection, under regulations adopted by the departnment,
to pay in gas the production tax levied by this
section in lieu of the tax otherwse levied for the
gas..'
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M. Pawl owski enphasized the inportance of page 33, line 31
to page 34, and read:

.An el ection under this subsection applies only to gas
produced from oil and gas |eases nodified under AS
38. 05. 180( hh)

M. Paw owski explicated that the option to take royalty
gas in kind was only available for |eases nodified by DNR
The provision had two inportant effects from DNR s
perspective; it was consistent with the HOA. The comm t nent
to accept in kind was subject to the devel opnent of project
enabling contracts and satisfactory agreenents for the
di sposition of the state's gas. Secondly, it allowed DNR to
participate with DOR at the negotiation table. The state's
production tax applied to nore than just state |[and,
without the commtnents to produce gas and w thout the
ability to interact with the |easeholder the state would
not be able to obtain the contracts to provide the
certainty to take gas in kind. The admnistration limted
the provision solely to |eases the comm ssioner nodified.
He noted that the provision did not apply to the Nationa

Petrol eum Reserve Al aska, which were federal |[|ands and
| eases.
M. Pawl owski turned to page 34, line 4 that set the rate

and page 34, line 9, which allowed DNR to manage the gas
['the custody and disposition of gas delivered to the
state"].

M. Pawl owski relayed that page 34, line 12 through page
35, line 10 established how DOR would deal with the over
paynment or underpaynent of taxes and in particular allowed
the interest rate to be paid in value or in kind. Sections
45 and 46 were amendnents to the education credit. He
stated that the |anguage on page 35, line 20 was specific
to the production tax since credits could not be taken
against gas in kind. The provision included an addition of
qualified expenditures for the education «credit that
i ncl uded nonprofit regional training centers recognized by
the Departnment of Labor and W rkforce Developnent. He
stated that Section 46 contained simlar |anguage due to
t he repeal and reenactnment of the education credit.

M. Pawl owski addressed Section 47 on page 36, |ine 30,

which clarified that the production tax was to be taken in
val ue for the purposes of the credit.
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M. Pawl owski spoke to Section 48 and related that it was a
| ong section because the state had nultiple production tax
segnents; the North Slope, mddle earth, Cook Inlet, gas
produced and used in the state, and Cook Inlet Gas. He
noted the section directed the taxpayer on how to pay the
tax. He delineated that the state currently collected tax
in nmonthly install ments based on estimates and were settled
at the end of each year. On page 42, line 4 through page
44, line 19 the | anguage specified that the tax ceiling for
m ddle earth applied beyond January 1, 2022 and directed
t he taxpayer on how to pay the nonthly tax.

M. Paw owski discussed Section 49 and Section 50 that were
conformng changes related to the nonthly installnent
paynments on the calculation of interest on underpaynents or
over paynments.

M. Paw owski pointed out that Section 51 and Section 52
were conformng anendnents related to a private | andowner
royalty owner. The state was not anending production taxes
for private | andowners.

M. Paw owski spoke to Section 53 on page 47, lines 22
through 24 that required reporting by the taxpayer on the
anount of gas produced froma |leasefor which tax is |evied.

\V/ g Pawl owsKki comrent ed t hat Section 54 required
cal cul ation of annual production tax values to clarify the
levy of tax under AS 43.55.011(e) (2) for oil and gas
produced before January 1, 2022.

M. Paw owski stated that Section 55 was related to |ease
expenditures. He delineated that |ease expenditures would
still be deductible under the legislation because it was
extremely difficult to determne which portion of a |ease
expenditure was made for gas or and which expenditure was
made for oil. Lease expenditures wuld nost Ilikely be
deducted from the 13 percent tax on the gross value of the
gas. The | anguage would allow for the deduction. The result
i npacted the oil tax revenue in the near term but benefited
from production and revenue when the production cones
online. "Lease expenditures were still deductible in the
calculation of an oil tax whether the cal culation was nade
for gas or oil."
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M. Pawl owski remarked that Section 56 and Section 57 were
related to the gross value reduction established in SB 21
for certain oil and gas produced and did not apply to the
val ue of gas produced after January 1, 2022.

2:52: 05 PM

M. Paw owski directed the conmttee's attention to Section
60 and Section 61 beginning on page 56. He explained that
the "point of production® was the min factor in
determ ning |ease expenditures. Any expenditure "upstreant
of the point of production was a |ease expenditure and the
costs were witten off. Any expenditure downstream of the
| ease expenditure were recovered through tariffs. He
enphasi zed that determning the point of production was
significant in order to demark where deductible expenses
occurred and where the expenses that were rolled into a
tariff occurred. He cited Section 61 on page 57, lines 25
t hrough 30 which deleted the definition of "the point of
production” as defined in existing statute. He el aborated
that the admnistration wanted to establish clarity on
where the point of production for the AK LNG project was.
He revealed that the point was "the entrance where the gas
was |eaving Pt. Thonpson into the transm ssion line." The
adm ni stration did not want the point of production to nove
downstream so that the pipelines and portion of the gas
treatment plant were included as a |ease expenditure. He
illumnated that the effect of the anendnents were to place
t he poi nt of production upstream

M. Paw owski summarized that the first part of the
| egi slation guided how the state would participate in AK
LNG by expansion of the powers of AGDC. The second piece
described how DNR would lead the process of negotiations
along with AGDC and work with the legislature to devel op
the contracts slated for l|egislative approval. The third
part dealt wth the 13 percent tax rate on gross
production. He noted that after royalty the state's share
was approximately 25 percent. He offered that the foll ow ng
sections were concerned with other issues that were raised
during the bills deliberations. He related that Section 65,
page 59, lines 14 through 25 anmended the powers of the
Al aska Conpetitiveness Revi ew Board to i ncl ude
recomendations to the |egislature before January 15, 2017
regarding the state's tax structure, rates, and incentives
for oil and gas production south of 68 degrees North
|atitude. The date allowed time for potential devel opers
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and investors to plan for any potential changes before the
exi sting incentives expired.

M. Paw owski reported that section 66 repealed an AGDC
statute that directed AGDC to cooperate with a |large
project as long as it did not delay progress on the in-
state project. The statute was unnecessary since ADGC s
pur pose had been broadened to both projects.

M. Pawl owski reported that Section 67 required DNRtoreport
to the |l egislature on how to nmake North Sl ope gas avail abl e
for delivery and use in the state and recomend ways to
address any risks identified in the report.

Conmi ssioner Balash voiced that Section 67 addressed
concerns that had been identified centered on the state's
long term gas needs. The gas project was anticipated to
last twenty to thirty years. He delineated that the demand
for gas in the state was expected to grow over tine. Since
the state wuld own a certain percentage of t he
infrastructure and gas, the concern focused around how the
states growing gas needs would be nmet, who would provide
the gas, and whether the infrastructure's capacity would
need to be expanded or reallocated, which created increased
capacity downstream The decisions around who would be
responsible or how the gas wuld be allocated or
real | ocat ed anongst t he parties currently remai ned
undeci ded in negotiations. He thought that when the issues
were addressed in contracts the required report and
analysis would help the overall process and contract
ratification. He noted that DNR supported but did not
initiate the reporting provision in the legislation. The
departnent would have the responsibility for the report and
would consult with AGC. He felt that the bill's |anguage
left out sone matters that the commttee mght want to
consider. The questions around the size and ultimte
capacity of the pipeline after conpression was added to
increase capacity needed to be addressed. A 42 inch
pipeline allowed for additional capacity wth additional
conpression. A key question was how nmuch nore additional
capacity the pipeline could handle efficiently until the
need for nore costly pipeline was necessary. He offered
that there needed to be a set of ternms and nmechani sns built
into the legislation that allowed for future exploration in
the areas beyond Prudhoe Bay and Pt. Thonpson. Di scussions
with the producers concluded that building a |I|arger
dianeter pipeline mght be warranted. The questions
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addressi ng need, cost, and capacity needed to be answered.
He recomended addressing the issue in the sane report
since sone of the sanme issues linking back to the question
of capacity woul d be exam ned.

3:03:17 PM

M. Pawl owski spoke to Section 68 on page 61 that
established an interimadvisory boardto advise the governor
on rmunicipal involvenent as requested by Myor Hopkins
[ Fairbanks North Star Borough]. The board was established
t hrough executive order. He noted the reference to AS
44.19. 028 on page 61, line 9 that established the board and
felt that the statute was not as "durable" as the statute

enployed in the executive order. He noted that the bill's
| anguage was specifically desi gned to mat ch t he
adm nistrative order developed in consultation wth

muni ci pal mayors. The Departnent of Revenue was designated
as the |ead agency for recomendations regarding property
taxes in relation to the AK LNG project.

M. Paw owski interjected that the admnistration did not
request an additional appropriation in support of the
advisory board. He related that when DNR initiated its
royalty study last summer DOR joined in to |everage the
allocation for consultants therefore, additional funding
was not necessary. He notified the committee that the
departnents were creating efficiencies whenever possible.

M. Paw owski spoke to Section 69 and pointed out that the
section addressed the devel opnent of regional energy plans
to benefit areas of the state not expected to have direct
access to a natural gas pipeline at the direction of Al aska
Energy Authority (AEA), in consultation wth AGDC, other
energy groups [including Al aska Industrial Devel opment and
Export Authority (AIDEA)], and DOR

M. Paw owski stated that Section 70 instructed the
comm ssioner of DOR to identify and report to the
| egislature on financing options for state ownership and
participation in a North Slope natural gas project. He
noted that DOR was requesting an additional fiscal note
appropriation for the effort.

ANGELA  RODELL, COWMM SSI ONER, DEPARTMENT OF REVENUE

reiterated that Section 70 nandated the developnent of a
financing options plan. The provision required two reports;
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an interimreport due before the beginning of next session
to guide the legislature through the session and in
preparation for a special session and a final report due
prior to submitting contracts for approval. She expounded
that the purpose of the conprehensive financing report was
to outline all of the financing and investnent options. The
report would consider all of the state's financial
resources as well as investnent opportunities from
i ndi vi dual s, regional corporations, and municipalities. The
report would also examine all of the risks involved in
financing the project for the state and individual
investors, and any potential inpacts on the state's bond
rating. She informed the comrmittee that tax attorneys and
financi al consultants were needed to assist in the
preparation of the report and required additional fiscal
not e appropriation.

M. Pawl owski noted that the previous comrttee wanted an
in-depth investigation regarding the financing alternatives
in consideration of the tinme when the project advances past
t he Pre-FEED st age.

M. Pawl owski noved to Section 71 begi nning on page 65 that
required the parties to the AK LNG project to provide
briefings to interested |legislators, their staff, and
consultants on the progress of the project at |east once
every four nmonths and a report from DNR specified on page
65, lines 13 through 15:

A briefing under this section nust be acconpani ed by
a witten report provided by the Departnent of Natural
Resources of the anobunt of noney the state may be
obligated to pay a third party under an agreenent or
contract under AS 38.05.020(b)(10) or (11)...

M. Pawl owski rem nded the conmttee that within the next
two years the precedent agreenment required the state to pay
devel opment costs which represented the relationship wth
TransCanada and the AFUDC. The provision nmandated that DNR
woul d report the anmount expenditures at every four nonth
briefing. He reiterated that the bill contained three main
ar eas; partici pation, which expanded AGDC s  powers;
process, DNR leads contract negotiations developed in
consultation with the |legislature requiring legislative
approval ; and finally, the percentage of the state's share;
a 13 percent tax on gas after 2022.
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3:12: 51 PM

Co-Chair Austerman instructed the committee nenbers to
subnmit their questions in witing.

M. Pawl owski pointed out that all of the questions and
answers from previous conmttee hearings were included in
t he menbers' bill packets (copy on file).

CSSB 138(FIN) am was HEARD and HELD in conmittee for
further consideration.

#hb287
HOUSE BI LL NO. 287

"An Act approving and ratifying the sale of royalty
oil by the State of Alaska to Tesoro Corporation and
Tesoro Refining and Marketing Conmpany LLC, and
providing for an effective date."

HB 287 was SCHEDULED but not HEARD

#
ADJ OURNIVENT

3:15: 07 PM

The neeting was adjourned at 3:15 p. m
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