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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.

#hb316
HOUSE BILL NO. 136

"An Act requiring the governor's fiscal plan to
include certain information."

8:36:18 AM

Co-Chair Stoltze referred to two anmendnments.

Representative Thonpson MOVED to ADOPT Anendnent 2, 28-
LS1362\P. 1, Wallace, 4/8/14 (copy on file):

Page 1, line 11:

Del ete "board and adopted by reference”

Insert "medical services review committee [BOARD] and
adopted by the board [ REFERENCE] "

Page 2, line 21:

Delete "(1)"

Del ete "board"

I nsert "nedical services review commttee"

Page 2, line 22:
Del ete "board"
| nsert "medi cal services review conmmttee"

Page 2, line 23, follow ng "adopted":
| nsert "by the board"

Page 2, line 23:
Delete ";"
| nsert "

Page 2, lines 24 - 29:
Delete all material.

Page 3, follow ng line 23:

| nsert a new subsection to read:

"(p) The nedical services review conmmttee shal
fornmul at e a conversion factor and subm t t he
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conversion factor to the comm ssioner of |[|abor and

wor kf orce devel opnent. |If the comm ssioner does not
approve the conversion factor, the nedical services
review committee shall revise the conversion factor

and submt the revised conversion factor to the
conm ssi oner for approval."

Page 4, follow ng line 15:

Insert a new bill section to read:

"* Sec. 4. AS 23.30.395 is amended by adding a new
par agr aph to read:

(42) "nedical services review comittee" neans the
committee established under AS 23. 30.0950)."

Renunber the followi ng bill sections accordingly.

Page 4, line 16:
Del ete "AS 23.30.097(j) - (o)"
Insert "AS 23.30.097(j) - (p)"

Page 4, line 18:
Del ete "sec. 4"
| nsert "sec. 5"

Co-Chair Stoltze OBIJECTED for discussion

Representative Thonpson explained that Amendnent 2 would
allow the nedical services review comrittee to directly set
t he conver si on rates for t he new fee schedul e.
Subsequently, the schedule would be subnmtted to the
Department of Labor and Wbrkforce Devel opnment comm ssioner
for approval. In the current bill version the conversion
factors were set by the 18 nenber workers' conpensation
board. The nedical services review conmttee was nade up of
9 people including menber s of the state nedical
associ ati on, chiropractic soci ety, nur si ng hone
association, a healthcare provider, four non-healthcare
provi ders, and the conmm ssioner's designee. He comuni cated
that the amendnent streanlined the process and had cone at
the bill sponsor's request.

Co-Chair Stoltze reiterated that the anmendnent |anguage had
been brought to the conmttee by the sponsor.

ANNA LATHAM  STAFF, REPRESENTATIVE KURT OLSON, confirned
t he sponsor's support of Amendnent 2.
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Co-Chair Stoltze asked for verification that the amendnent
| anguage had originated from the sponsor. M. Latham
replied in the affirmative.

Co-Chair Stoltze WTHDREW his OBJECTION. There being NO
further OBJECTI ON, Amendnent 2 was ADOPTED

Representative Gara MOVED to ADOPT repl acenent Amendnent 1:
Page 2, line 19:

Insert "(4) The fee schedules of (A - (C of this
subsection shall not be used for any procedure or
service unless they satisfy the service charge of
providers in an area so that patient access to quality
medi cal care is not conprom sed."”

Co-Chair Stoltze OBJECTED for discussion

Representative Gara pointed to a concern that the workers

conpensation rate would be the Medicare or Mdicaid rate

He wunderstood that it was not the sponsor's intention;
therefore, replacenent Anendnent 1 clarified that the
wor kers' conpensation rate would not be the Medicare or
Medicaid rates unless they were adequate to ensure patient
access to quality nmedical care. He stated that the sponsor
intended that there would be a nultiplier at some point in
tine.

Ms. Latham believed the amendnent had good intention;
however, she believed it was unnecessary for two reasons.
First, it created confusion in the interpretation that
Medi care or Medicaid rates would be used. Second, currently
32 states used the nethodology with a conversion factor set
by the state. The bill had been referred to the House
Finance Committee because of its $62,000 fiscal note
associated wth the nedical services review conmttee
setting the conversion factors.

Representative Gara asked for verification that the
Medi care and Medicaid |anguage in the bill did not nean
that the state would adopt those rates if they were
i nadequate to provide quality nedical services and access.
Ms. Latham replied in the affirmative and pointed out that
the conversion factor was a large conmponent of the
| egi slation for that reason
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Representative Gara was satisfied with the information put
on record by the sponsor's staff. He W THDREW Anendnent 1

8:42:16 AM

Vice-Chair Neuman referred to the unique nature of
wi despread costs in Alaska due to availability of nedica
services statewide. He imagined that cost differentials in
rural Alaska could be quite varied. He wondered about
alignnment with Medicaid values. He asked if conparisons had
been done statewide to determne how costs would average
out .

Ms. Latham replied that the geographical differential had
been included specifically for rural areas. She added that
the bill included an exenption for rural (critical access)
hospi tal s.

Representative WIson asked if there was a place on the
board for physical therapists. WM. Latham replied that
there was one open seat for a healthcare provider on the
medi cal services review conmttee. She relayed that based
on testinony, physical therapists did not account for the
application of a conversion factor. The testifiers had
di scussed their experiences using Medicare rates, which was
not the intent of the legislation. She believed sone
confusion existed related to the testinony.

Representative WIlson pointed out that there was an
opportunity for physical therapists to apply for a nedica
services review conmttee seat if they were interested.

Representative Costello discussed the fiscal not es
including one fiscal inpact note from the Departnent of
Labor and Workforce Devel opnent totaling $62,000 in FY 15
and $54,000 in FY 16 through FY 20; and one indeterm nate
note fromthe Departnent of Adm nistration

Vice-Chair Neuman MOVED to REPORT CSHB 316(FIN) out of
committee w th i ndi vi dual recomrendat i ons and t he
acconpanyi ng fiscal notes.

CSHB 316(FIN) was REPORTED out of conmittee wth "no
recomendati on® and with one new fiscal inpact note from
the Departnent of Labor and Workforce Devel opnent and one
new i ndeterm nat e not e from t he Depart ment of
Adm ni stration.
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8:45:42 AM
AT EASE

8:47:53 AM
RECONVENED

#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 at i on;
relating to an in-state natural gas pipeline, an
Al aska |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 conmm ssioner of natural resources
relating to a North Slope natural gas project, oil and
gas and gas only |l eases, and royalty gas and other 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
commi 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 Departnent 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 opnent; establishing the Al aska affordabl e energy
fund; requiring the comm ssioner of revenue to devel op
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a plan and suggest legislation for nunicipalities,
regi onal corporations, and residents of the state to
acquire ownership interests in a North Slope natural
gas pipeline project; naking conform ng anendnents;
and providing for an effective date.”

8:47:58 AM

Co-Chair Austerman requested an explanation as to why the
Department of Transportation (DOT) had not been involved in
conversations about the infrastructure needs. He pointed
out to the commttee that the HOA states that the state was
going to be responsible for the infrastructure liability.

JOE BALASH, COW SSI ONER, DEPARTMENT OF NATURAL RESOURCES,
answered that the understanding was that the gasline was
going to work like any other commercial entity or project
approaching DOT for transportation and infrastructure
services. He relayed that the HOA contenplated that the
state would take actions to facilitate and support, but
whenever a commercial party approached DOT |ooking for
infrastructure, funds were provided by the party but there
would still be an wunderlying appropriation required. He
said that the actions that had been conmtted to in Article
10 were mnisterial. He though that it was inportant to
hi ghl i ght | anguage in Article 9, which would give
assurances that the state would not be "on the hook" for
all of the costs. He referred to Article 9.3.1, part b:

The Parties wuld establish a series of inpact
paynments to be paid by the Al aska LNG Parties to help
of fset increased service and other costs borne by the
State and | ocal governnments during construction of the
Al aska LNG Proj ect.

Comm ssi oner Bal ash said that he had every expectation the
project would pay for the +things that were solely
attributable to the project. He expected that DOT would be
maki ng the decisions as to what things were 100 percent of
the project and what things were partially attributable to
t he project.

M CHAEL PAW.OWSKI, DEPUTY COWM SSI ONER, STRATEG C FI NANCE,
DEPARTMENT OF REVENUE, pointed to the Page 15 of the HOA
He said that the provision recognized the principle of
i npact paynents to the state to offset sonme of the inpacts
at the state and community level. He said that the
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devel opnent of an inpact paynment schedule was part of the
negotiations to be determ ned. He relayed that the decision
in the announcenent that N kiski was the termnus for the
project, and the preferred direction, had cone in Cctober
2013. He stated that part of the point of the state
participating early was to get the state in at the ground
floor of the project as it was being devel oped, and that
the state would be fully aware of the needs of the project,
and that the state would be influential of the decisions
made on the project; for exanple, the size of pipe. He said
that the size of the pipe had a material inpact on the
conpressor stations and the anount of work that would need
to be done on infrastructure.

Representative Thonpson spoke  of Stranded Gas  Act
di scussions. He warned of the large inpact on the Cty of
Fai rbanks once construction began on the pipeline. He
nmentioned the inpact on police departnments, energency
services, and residents quitting their current jobs to work
on the pipeline for increased pay. He believed that there
should preconstruction dollars in order to address
preconstruction concerns, and that those concerns should be
addressed at | east a year before construction began.

8:56:44 AM

ANGELA  RODELL, COW SSI ONER, DEPARTMENT OF REVENUE
answered that the concern that had been discussed but not
in great detail. She said that in wrking on the
Adm nistrative Oder it had been recognized that social
i npacts would need to be considered. She thought that nuch
could be learned fromthe TAPS construction.

Vice-Chair Neunman referred to Page 15 of the HOA He
requested a Ilist of the inpacts of the infrastructure
within the state.

Comm ssioner Balash answered that he would provide a
description of all the required reports for the Federal
Energy Regul atory Comm ssion (FERC) process. He inforned
that conmttee that there was one report in particular that
spoke to the socioeconomc inpacts of the project
constructi on.

Vice-Chair Neuman declared that he was interested in the
i nfrastructure inpact.
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Conmmi ssi oner Bal ash understood. He believed there was a
specific conmponent t hat spoke to transportation
i nfrastructure.

Vice-Chair Neuman queried the differentiation between tax
deductions for the gas pipeline and those used against the
oil taxes on the upstream side of point of production, pre
flow.

9:01: 18 AM

M. Pawl owski answered that the expenditures would be
deducted against the production tax value for oil. He
stated that there was no need to differentiate whether a
certain piece of equipnent would be used for oil and
another for gas, the deductions occurred against the
production tax value of oil. He said that the upstream

i nvestnments that had been nodel ed included a revenue inpact
primarily from the build out at Point Thonson and sone at
Prudhoe Bay. He relayed that Point Thonson carried
additional oil production when nore gas was being produced
and that those revenue were included in the nodels. He
shared that the way that the bill was structured there
woul d be no separation of the deductions.

Vi ce- Chair Neunan expressed concern with the issue. He felt
t hat the oil conpany should be putting as much
infrastructure as was necessary to handle the gas, and the
upstream costs, in order to deduct if off of the taxes that
woul d be paid on the oil. He wondered what protected the
state from being charged hundreds of mllions in
deduct i ons.

M. Paw owski directed commttee attention to Page 57 of
the bill. He spoke to the del eted | anguage on the page:

(© FOR GAS RUN THROUGH AN | NTEGRATED GAS PROCESSI NG PLANT
AND GAS TREATMENT FACILITY THAT DOES NOT ACCURATELY METER
THE GAS AFTER THE GAS PROCESSING AND BEFORE THE GAS
TREATMENT, THE FIRST PO NI WHERE GAS PROCESSING IS
COWPLETED OR WHERE GAS TREATMENT BEG NS, WH CHEVER IS
FURTHER UPSTREAM ;

M. Pawl owski explained that the |anguage had been deleted
for clarity; the point of production was of the utnost
i nportance. He said that the point of production was noved
to the inlet of the pipeline |leaving the fields in order to
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nove it up and away from the gas related process and
treatment facility. He recognized that there were inpacts
upstream particularly in the Point Thomson field. He
stated that the Point Thonson settlenment provided two
opportunities for the developnent of the Point Thonson
unit: a nmajor gas sale and a cycling project. He said that
if the cycling project were to occur under existing |aw,
only producing liquids and re-injecting the gas, all of the
expenditures would be deductible. He stressed that the
natures of the fields were interconnected and that the
poi nt of production had been pushed as far upstream as
possible in the |egislation.

9:07:19 AM

Vi ce-Chair Neuman argued that Point Thonson was a different
unit. He wanted to discuss standard, typical processing
units for gas. He wondered where the point of production
changed ot her than the Point Thonson field.

M. Pawl owski answered that the gas treatnent plant would
be within the Prudhoe Bay unit. He said that was excl uded
from the point production; it was downstream of the
pipeline, leaving the central gas facility to the gas
treatment plant, and the costs were not included in
upstream costs for the purposes of |ease expenditures.

Vice-Chair Neuman said he understood. He asked where the
point of production was. He asked where the point of
production woul d be 100 mles west of Prudhoe Bay.

M. Pawl owski replied that the point of production would be
the point where the gas was after nechanical separation
leaving the field to go to the inlet of a pipeline to
transport the gas to nmarket. He stated that the point was
to take out the point of production the pipelines that were
noving the gas fromthe fields to the treatnment plant and
make t hem downstream expendi t ures.

M. Paw owski pointed to Page 57 of the bill:

(1) not subjected to or recovered by nechanica
separation or run through a gas processing plant, the
farthest upstream of the first point where the gas is
accurately metered, the inlet of any pipeline
transporting the gas to a gas treatnent plant, or the
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inlet of any gas pipeline system transporting the gas
to a market;

(1) subjected to or recovered by nechani cal

separation but not run through a gas processing plant,
the farthest upstream of the first point where the gas
is accurately netered after conpletion of nechanical
separation, the inlet of any pipeline transporting the
gas after conpletion of nmechanical separation to a gas
treatnent plant, or the inlet of any gas pipeline
system transporting t he gas after mechani ca
separation to a market;
(ti1) run through a gas processing plant, the farthest
upstream of the first point where the gas is
accurately netered downstream of the gas processing
plant, the inlet of any pipeline downstream of the gas
processing plant transporting the gas to a gas
treatnent plant, or the inlet of any gas pipeline
system downstream of the gas processing plant
transporting the gas to a market

[;

Vi ce-Chair Neuman asked if all of the equipnment used prior
woul d be the sane that would be used in oil production.

Conmi ssioner Balash replied in the affirmative. The
equi pnent was needed to initially separate gas from oil

the equipnent was associated with oil production. The
recognition was that the facility was needed onsite in
order to get the oil; therefore, it was appropriate to

deduct the expense.

Vi ce-Chair Neunman replied that that was his point. He asked
how the state would differentiate deductions taken under SB
21 for work done primarily for SB 138. He reiterated that
the state could lose mllions of dollars.

9:11:12 AM

Comm ssi oner Bal ash asserted that the installation of new
oil facilities would be a good thing for the state. He
pointed out to the commttee that when it canme to gas the
state would receive 13 percent of the gross profit, which
was an excellent position for the state even if the
upstream costs were allowed to be deducted as |ease
expendi t ur es.

House Fi nance Committee 11 04/ 15/ 14 8:35 A M



Vi ce- Chair Neunan asked where the point of production would
change in the differentials of Point Thonmson when gas was
nmovi ng as opposed to solely noving oil.

M. Paw owski replied that for Point Thonson the point of
production would be simlar because there would be a new
pipeline built to nove the gas from Point Thomson to the
treatment plant at Prudhoe Bay; the liquids |line that was
being built would nove 70,000 barrels per day to allow for
the additional oil production that would cone from the
expanded build-out of the Point Thonmson unit. He relayed
that the point of production would be where the gas was
leaving the field and going into the new pipeline to nove
it from Point Thonson to the gas treatnent plant.

Vi ce-Chair Neuman asked whether the point of production
woul d be at the inlet or outlet well.

9:13:40 AM

Vi ce-Chair Neuman asked if they would be upstream

M. Pawl owski answered in the affirmative. He relayed that
the point of production would be where the liquids
separated fromthe gas and went into a neter or the line to
nove the gas from Point Thonmson to the treatnment plant. He
said that the gas that would cone out of Point Thonson
woul d contain inpurities and would need to be cl eaned.

Vice-Chair Neurman asked if there was anything in the HOA
that specifically stated where the point of production was
and which equi pnent would be covered as upstream cost and
whi ch woul d not .

M. Pawl owski replied that there were specific definitions
of the Alaska LNG project, which was where the point of
production was defined. He said that there was a side issue
concerning the agreenent in the Point Thonmson settlenent
about the treatnent of upstream costs and the inplications
that had for royalty or other parts of the fiscal system

Vi ce-Chair Neuman wondered if the upstream wells would be
al | owabl e deducti ons.

M. Pawl owski replied yes because they would be producing
both oil and gas.
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Vi ce-Chair Neunman understood that deductions under SB21
woul d be al | owed.

M. Pawl owski said that was correct.

9:16: 04 AM

Representative CQuttenberg pointed to Page 11 of the bill
whi ch defined the Natural Gas Act using flanges, which was
sonething that could nobve. He expressed concern for
possi bl e shenani gans.

M. Paw owski answered that the difference was where and
why the definitions were found in the legislation. He said
that the reference Representative CQuttenberg referred to
appeared in Section 16, page 11, line 25 through page 12

line 27, and was a specific definition of the Alaska LNG
project only for the purposes of authorizing and specifying
AGDC s participation in the project. He furthered that the
definition had been taken from the MM and had no
relationship to state tax or royalty law, but was in the
authorizing statute for AGDC to participate in a project.

He stated that the AGC s power to participate in
liquefaction was |imted to its participation in the Al aska
LNG project, therefore the specific and available
definition of the Al aska LNG project had been used. He said
that the other sections were consistent with state | anguage
used to build on all of the regulatory body of support that
had been devel oped.

Representative (Quttenberg asked about the point of

production for oil. He pointed to Pages 56 and 57 of the
bill, which related to oil. He believed that the
definitions in the bill for oil and gas point of production

wer e anbi guous.

9:20: 52 AM

M. Pawl owski replied that the departnent inplenented the
regul ations that provided the specificity. He said he would
research whether there was an upgrade that would support
clarity on the point of production.

Representative Cuttenberg asked about infrastructure and

hi ghway mai ntenance. He requested the proposed cost to
mai nt ai n hi ghways during construction and operation.
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Comm ssioner Balash replied that DOT planned carefully to
di stingui sh how noney would be spend and where. He said
with regard to the condition of the Dalton H ghway, and the
need to add to the material in the road base, the
departnment would work with DOT on the issue. He relayed
that the list of projects on the highway identified in 2005
had | ed to substantial inprovenents on the Dalton Hi ghway.
He stated that he wuld attenpt to get additiona
information from DOT on the definition and specificity of
deferred nmaintenance versus heavy nmintenance versus
possi bl e road hei ght and cl earance i ssues.

Representati ve Gut t enberg asked about settl enment
surroundi ng the Yukon Ri ver Bridge.

9:26: 07 AM

Conmi ssioner Balash was famliar with a slide that had
occurred and was a concern for settlenment and stability. He
believed that the D vision of GCeologic and Geophysical
Survey was doing work to understand the geo-hazards in the
region. He admtted that what exactly needed to be done
with the bridge was a bi g question.

Co-Chair Austerman asked for clarification on the project
titles: Alaska LNG Project and the North Slope Natural Gas
Pipeline Project. He felt that the two titles indicated two
di fferent projects.

M. Pawl owski shared that the legislation was enabling
| egislation for the Al aska LNG Project as described in the
HOA, and was al so general |aw, applicable and inportant to
advance any natural gas project. He said that the state was
currently looking at two natural gas projects and that the
reference to the North Slope Natural Gas pipeline was
necessitated by building off of the architecture of HB 4.
He explained that the terns and powers, the need for the
Department of Natural Resources to facilitate gas noving
through a project, would be needed for any project wth
which the state went forward. He asserted that the law in
SB 138 would support all forms of gas devel opnent on the
Nort h Sl ope.

9:29: 15 AM

Representative WIson understood that the under the
| egislation the state would take all earning in gas.
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Comm ssi oner Bal ash replied that there would be nuch taken
in gas but that there would be fairly significant streans
taken in cash; specifically, the corporate incone tax and
property tax.

Representative WI|son asked how the state could guarantee
that credit given would be seen as revenue.

M. Pawl owski replied that the arrangenents would be | ong-
term contracts and woul d have a noving price nechanism One
of the reasons why the state could want to be hesitant
about only using the producers to sell the gas would be
because the producers would had a different risk tol erance
than the state. He said that sonetines LNG projects were
designed with an "s" curve, one of many terns that were
negotiated in the contracts and each contract would be
different. The contract would specify how nobney changed
hands for the gas.

9:32:19 AM

Representative WIson understood that M. Paw owski spoke
of the terns to sell the gas and not the gas that the state
would take in lieu of taxes. She expressed concern for
fluctuating gas prices and the state not receiving full
paynent .

M. Paw owski believed it was inportant to renenber that
under the in-value circunstance, the producer would take
the gas and sell it for a price with was in constant fl ux;
the difference in in-kind was that the state was taking and
selling the gas. He said that the price change woul d occur
with both an in-value of an in-kind scenario. He stated
that unless the state was directly holding the gas it
risked losing control over the appropriate deductions being
in place at the LNG plant. He stressed that the state had
nore control in an in-kind situation for the project.

Representative WIl son mai ntai ned her di sconnect.
Comm ssi oner Bal ash pointed out to the commttee that with
a project with such a large price tag, property tax would

be a significant cash flow el ement.

9:36: 31 AM
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Representative WIson asserted that the state needed
affordable natural gas. She probed the definition of
"direct access."

Conmi ssi oner Balash admtted that there were many unknowns.
He referred to page 60, Section 67 of the |egislation,
which required DNR to identify the various scenarios and
met hods of getting gas from the North Slope to market and
within the state. He said that the issue of who was
responsible to satisfy in-state denmand woul d be discussed.
He believed that part of the answer would be driven by
mar ket factors and part would be driven by which players
were engaged. He shared that one of +the reasons the
admnistration liked that each party would be responsible
of its share of the gas, infrastructure and capacity was
because then everything would be even along the way. He
said if the state alone was responsible for satisfying in-
state demand then the state's share of the project at the
i quefaction plant would be altered. He noted that MOU with
TransCanada contained provisions for Dbackhaul service,
whi ch would allow the same |ow prices for gas to be all owed
t hr oughout the state.

9:40: 10 AM

Representative WIlson remarked that the Interior had access
to heating oil but that it was not affordable.

Representative Minoz noted that the bill allowed AGC to be
involved in 2 projects. She wondered at what point the
efforts would cone together to focus on one project.

Comm ssi oner Balash answered that the work that would be
done during the pre-FEED phase would include and assessnent
and efforts to initiate marketing of the LNG by each of the
parties. He said that the key question was: would any of
the parties be able to sell the LNG fromthis project at a

price that warranted the required investnment. He said that
the cost of continuing into the FEED phase would rise to
approximately $2 billion, which was a | arge anount of noney

even when spread across the parties involved. He said that
if the decision to go forward was a positive one, the
project would go forward. He stated that AGC and the
Al aska Stand Al one Project (ASAP) project would assure that
if Alaska LNG did not go forward there was an alternative
project in place. He could not speak to which project would
nove forward nore quickly and believed it should be left to
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the AGDC board of directors. He said that the changes nade
to the AGDC statues in the legislation wuld give them the
flexibility to decide how and when to advance the ASAP
project. He believed that the decision as to which project
woul d nmove forward woul d be made in 2015.

9:46: 37 AM

Co- Chair Austerman asked for further explanation of ASAP.

Conmi ssioner Balash replied that with the passage of HB 4
the legislature gave AGDC a mission to develop the in-state
natural gas pipeline project. He relayed that ASAP referred
to The Al aska Stand Al one Project.

Conmi ssioner Balash said that the ASAP project remained
avai lable to pursue in the years to cone if the Al aska LNG
project failed to nove forward.

Co-Chair Stoltze spoke to the potential for a special
sessi on.

Representative Holnmes referred to talk about the financia
risk the state would bear during the early years. She asked
about sideboards and protections for the state's interest.

Comm ssioner Balash replied that the state was seeking
allies. He said that the alliances shifted from topic to
topic. He thought that the balance of interest and the
tension between the parties would ultimtely work in the
state's favor. He explained that the state was aligned with
producers in ternms of wanting to keep overall project costs
down while seeking the highest value for the resource
itself. He opined that where alignnment broke down was in
the developnment of gas that did not belong to the
producers. He said that the state had a financial interest

through either royalty, production tax, or both, in
hundreds of trillions of cubic feet below ground in the
North Sl ope region. He stated that he was encouraged in the
al i gnnent of i nt erest with TransCanada to optim ze

expansions in the future. He furthered that having a
conpany that was looking out for its own financia
interests was sonething that the admnistration saw as
val uabl e. He spoke to provisions that were built into the
MOU requiring TransCanada to check with the state on work
plan and budget. He said that if a matter arose that the
state was dissatisfied with and opposed to, TransCanada was

House Fi nance Committee 17 04/ 15/ 14 8:35 A M



required to vote against it per the governance structure of
the joint venture. He asserted that the state would be
aware of the goings on of the project, while relying on
TransCanada's specific expertise day-to-day for t he
ultimate execution of the project. He reported that there
was a provision in the HOA that was intended to support the
conveyance of information by TransCanada and AGDC during
t he devel opnent phase, which gave themthe ability to share
information with state agenci es.

9:54: 02 AM

Representative Hol nes wondered whether the obligation for
TransCanada to vote down elenments that were unattractive to
the state was | egally binding.

M. Pawl owski replied that the provision could be found on
Page 6, exhibit C the term sheet to the MU He said that
the MU had a different threshold of whether it was legally
binding and the ternms would be incorporated into the
agreenent. He said that the |anguage would be binding in
the interim agreenment executed by the Conm ssioner of
Nat ural Resources. He concluded that it would ultimtely
have to conme before the | egislature for approval.

Representative Holnmes asked for the adnministration's
position on the 20 versus 25 percent, and when and how the
nunmber woul d get | ocked in.

M. Paw owski replied that the 25 percent was the
conbination of the state's royalty share plus the
production tax; the production tax was Ilevied after
royalty, so the 13 percent production tax, when conbined
with the royalty share equated to approximately 25 percent.
He furthered that the adm nistration's decision surrounding
the appropriate tax rate was part of the work that DOR and
DNR had undertaken during the royalty study. The question
of when ternms would be | ocked in remai ned open.

9:59: 02 AM

Representative Holnmes assuned that the state's ownership
share of the infrastructure would conme before the
| egi sl ature, she queried whether the adm nistration had any
recommendat i ons.
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Comm ssioner Balash replied that in reviewing the project
the admnistration had estimated that being an equity
participant in the project nmade sense as long as the
state's share of the project was 20 percent or greater. He
said that if the nunber were to fall below 20, the
adm nistration would likely recommend a different course of
action. He shared that the agreenents that would be
devel oped over the next 18 nonths would deal with the |ong-
term equity shares in the infrastructure and the offtake
and balancing agreenents. He said that the agreenents
needed to "sync up." He stated that time would be spent to
identify the details around net profit share |eases and
sliding scale royalties. He asserted that SB 138 would
assure that the state's production tax interest was "x",
and would allow the state to go forward and develop the
remai nder of the agreenents to bring back to the
| egi sl ature.

10: 02: 08 AM

Co-Chair Stoltze contested that TransCanada had not been
the state's first choice for a partner in the venture. He
suggested that the state had been <coerced into the
part nershi p.

Representative Costello asked whether the state should be
attenpting to pay down its debt over the next decade.

Comm ssi oner Rodell answered that the state currently had
commtnents and liabilities to consider before entering
into the FEED stage of the project in 2016. She thought
that the state should be set up in the position where
current liabilities wer e managed and wi thin t he
| egi slature's control and the state's rating was naintained
in order to receive credit frominvestors and partners.

10: 07: 08 AM

Representative Costello wunderstood that because of the
i nvol venent with TransCanada, when the gas started flow ng
the state would see $300 million less coming into the state
annually. She wondered whether the admnistration had
conducted a risk reward analysis. She felt that the nunber
was significant.

Comm ssioner Rodell replied that the departnent had | ooked
at issue as a cost/benefit analysis, rather than a
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risk/reward analysis. She felt that the forgone revenue was
a cost of participation that would yield greater benefits
to the state. She estimated that going forward al one was
not an option because of the burden and cost it would place
on the state was too significant.

10: 09: 49 AM

Co-Chair Austerman believed the conmttee needed to spend
nore tinme on the issue. He requested that the departnent
research the issue and bring nore information at the next
bi Il hearing.

Representative Costello queried the issue of rolled-in
rates.

Comm ssi oner Bal ash responded that ternms were driven by the
tariff design. He said that the capital structure, the debt
to equity ratio for the tariff, was huge. He stated that
the state would get further by having a |larger debt
conponent than squeezing down on the return on equity
conponent. He divulged that lowest tariffs possible were
the goal. He stated that the partners in the venture did
not have the same desire for low tariffs because they were
involved in the entirety of the value chain. He said that
access to the pipeline and pipeline facilities as well as
the liquefaction plant had been taken into consideration.
He relayed that FERC woul d have exclusive jurisdiction on
the regulation of the Iliquefaction plant, which was
centered on health, safety and the environnent. He
furthered that FERC did not regulate for access or rates

so the state had nothing to rely on from a regulatory
perspective to assure that those things happen. He asserted
that the solution to the problem was for the state to step
into the participation role where each party would be
responsible for their share of the project. He said that
there would be four pipes in the pipeline and not one
tariff; in the suggested proprietary arrangenent each party
woul d be responsible for the financing of its share of the
project and therefore able to set its own comercial
arrangenments for use of the capacity built with the capital
expenditure, extending all the way down to the |iquefaction
plant. He said that the question about rates becane
obsol ete because there would not be a rate that all of the
parties wuld pay and contribute to, each would be
responsi ble for their own share. He pointed to Appendix A
in the HOA, which listed the ability for any of the parties
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to expand any conponent to the project as long as the other
parties were held harm ess, others could participate but
did not have to. He thought that this would result in a
situation where third parties would be confident in their
ability to access capacity on the share of the pipe for
whi ch the state and TransCanada were responsi bl e.

10: 16: 58 AM

Comm ssioner Balash furthered that an agreenment had been
secured in the MM on the capital structure for any
expansi ons, even though it was unknown what the cost of
debt or equity would be in the future. He stated that the
anount of spare capacity present in the line would depend
on the specific size of the pipe. He shared that the
initial plan was for the pipeline to be 42 inches, the
initial throughput was expected to be in the 2.8 billion
cubic feet per day range. He understood that there was to
be upwards of a billion cubic feet per day of capacity
avai |l abl e through conpression until |ooping was necessary.
He relayed that |ooping increased costs and hei ghtened the
need for a rolled-in rate approach. He said that the
department would confirm during the pre-FEED phase what the
capacity of the project wultinmately was and what the
increnents | ooked like. He remarked that the pipe would
have flexibility in size, but that the liquefaction plant
was not as flexible. He said that an expansion to support
another Iliquefaction train would need to be very |arge and
would require a large discovery of gas. He believed that
t he departnment had been successful in achieving access and
a capital structure resulting on low tariffs. He did not
believe that rolled-in rates would be necessary, it would
depend on the size and capacity of the project from day one
to what it was expandable to w thout | ooping.

Representative Costello understood that the nature of the
proj ect being unregulated would be a hinge-point for other
deci si ons.

Co- Chair Austerman di scussed the direction he hoped to take
during the upcomng 1:30 pm neeting. He hoped to focus on
the state shifting from a tax based to a profit based
structure. He discussed further housekeeping.

Representative Gara asked if the admnistration would

address a provision in the contract concerning who paid the
full cost of future expansion.
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Co-Chair Austerman reiterated his desire to concentrate on
the tax portion of the issue.

CSSB 138( FI N)am was HEARD and HELD in conmittee for further
consi derati on.

#

ADJ QURNVENT

10: 24: 33 AM

The neeting was adjourned at 10:24 a. m
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