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SUMVARY

CSSB 129( FI N)
REAL ESTATE APPRAI SERS

CSSB 129(FIN) was REPORTED out of commttee with

a "do pass” recommendation and with one
previously published fiscal inmpact note: FN2
(CED).

CSSB 138( FI N) am
GAS PI PELINE; AGDC, O L & GAS PROD. TAX

CSSB 138(FI NN am was HEARD and HELD in conmttee
for further consideration.

CSSB 140( FI N)
Al DEA: ARCTI C DEVELOPMENT PROGRAM FUND

CSSB 140(FI'N) was HEARD and HELD in commttee for
further consideration.

CSSB 191(FI N)
GENERAL OBLI GATI ON BOND FUND TRANSFER

HCS CSSB 191(FIN) was REPORTED out of committee
with a "do pass" recomendation and wth one
previously published zero fiscal note: FN1 (REV).

CSSB 194( L&D
TOURI SM MARKET! NG BOARD

CSSB 194(L&C) was HEARD and HELD in commttee for
further consideration.

1: 45: 33 PM

Co-Chair Stoltze discussed the neeting agenda.

#sb191
CS FOR SENATE BILL NO 191(FIN)

"An Act relating to the authority of the Legislative
Budget and Audit Comrittee to approve the tenporary
transfer of noney from the gener al fund to
construction funds or accounts; and providing for an
effective date.”
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1: 45: 55 PM

Vice-Chair Neunman MOVED to ADOPT the proposed comittee
substitute for CSSB 191(FIN), Wrk Draft 28-1LS1483\C
(wal | ace, 4/16/14).

Co-Chair Stoltze OBIJECTED for discussion.

DANI EL  CGEORGE, STAFF, REPRESENTATI VE  BILL  STOLTZE,
expl ai ned the change in the CS, which began on page 1, |ine
14 with the addition of new | anguage:

If a tenporary transfer has already been nmade fromthe
general fund to the bond construction fund or account,
additional transfers may be nade, but the total anount
of the outstanding transfers not returned to the
general fund under (d) of this section nmay not exceed
25 percent of the amount authorized for the general
obl i gati on bonds w thout approval from the Legislative
Budget and Audit Comm ttee.

SENATOR ANNA FAI RCLOUGH, SPONSOR, was anenable to the
changes in the CS. She appreciated the conmttee's work on
the bill. She noted her intent to ensure that the
| egislature retained its oversight.

Co-Chair Stoltze WTHDREW his OBJECTION. There being NO
further OBJECTI ON, Work Draft 28-1LS1483\C was ADOPTED.

Representative Costello highlighted the zero inpact fiscal
note fromthe Departnent of Revenue.

Vi ce-Chair Neuman congratul ated Senator Fairclough on her
recent engagenent.

Vi ce-Chair Neuman MOVED to REPORT HCS CSSB 191(FIN) out of
commttee wth i ndi vi dual reconmendat i ons and t he
acconpanying fiscal note. There being NO OBJECTION, it was
so ordered.

HCS CSSB 191(FIN) was REPORTED out of conmttee with a "do
pass" recomendati on and with one previously published zero
fiscal note: FN1 (REV).

#sb129
CS FOR SENATE BILL NO. 129(FIN)
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"An Act extending the term nation date of the Board of
Certified Real Estate Appraisers; relating to real
estate appraisers; and providing for an effective
date."

1:49: 25 PM

SENATOR ANNA FAI RCLOUGH, SPONSOR, spoke to the purpose of
the bill. The legislation would extend the sunset date for
the Board of Certified Real Estate Appraisers. She detailed
that the federal government had outlined new requirenments
for the board; t her ef ore, its length of time for
reaut hori zati on was shortened in order to ensure there was
time to review the process for federal conpliance.

KRI'S CURTI S, LEGQ SLATI VE AUDI TOR, ALASKA DIVISION OF
LEA SLATIVE AUDIT, conmmunicated that the division had
conducted a sunset review of the Board of Certified Real
Estate Appraisers. The division had concluded that the
board was protecting the public's interest by effectively
licensing and regulating the real estate appraisers. The
audit recommended a four-year extension (half of the
maxi mum al | owabl e statutory extension) because the board' s
mandat ed responsibilities had been expanded by federal |aw
The audit included two recomendations for operational
i nprovenents, which were directed to the director of the
Division of Cor por at i ons, Business and Professional
Li censing. The first reconmendation was for the division to
inprove its admnistrative support to the board, including

addr essi ng del ays in i nvesti gati ons. The second
recommendation was to continue efforts to inprove the
investigative case nmanagenent systems integrity and

confidentiality. She relayed that the board and departnent
had both concurred with the recommendati ons.

1:51: 28 PM

Co-Chair Stoltze CLOSED public testinony. He asked if there
wer e any anmendnents.

Representative Costello discussed the previously published
fiscal inmpact note from the Departnment of Comerce,
Community and Econom c Devel opnent. The note included an
annual fiscal inpact of $7,400 in FY 15 through FY 20.
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Vi ce-
conmi

Chair Neunan MOVED to REPORT CSSB 129(FIN) out of
ttee wth i ndi vi dual reconmendati ons and t he

acconpanyi ng fiscal note.

CSSB
pass"

129(FIN) was REPORTED out of commttee with a "do
recommendation and wth one previously published

fiscal inpact note: FN2 (CED)

1: 53:

26 PM

AT EASE

1: 58:

49 PM

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
pipelines 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 | 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 Departnment of Natural Resources and the
Department of Revenue; relating to apportionnent
factors of the Alaska Net |Inconme 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 nunicipal involvenent in a North Slope
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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 Sl ope natural gas pipeline and a recommendation
of a funding source for energy infrastructure

devel opnment; establishing the Al aska affordabl e energy
fund; requiring the comm 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 conform ng anendnents;
and providing for an effective date.”

1: 59: 06 PM

M CHAEL PAW.OWSKI, DEPUTY COWM SSI ONER, STRATEGQ C FI NANCE,
DEPARTMENT OF REVENUE, continued to address questions on
the legislation. He recapped that earlier in the day the
adm nistration had discussed the affordable energy aspects
and the ability to nove and look at infrastructure and to
nove benefits of the project across the state.

Representative Gara referred to a request for information
about where Alaska ranked in ternms of its potential
government take on the project. He stated that Roger Marks
[ Legi sl ative Consultant, Legislative Budget and Audit
Committee] estinmated the state's share at approximtely 60
per cent, which he deemed to be lower than other
jurisdictions taking simlar risks.

M. Pawl owski replied that the royalty study was avail able
on the Departnment of Natural Resources website and provided
a broad range of governnent takes across different types of
projects. He noted that he would work to provide excerpts
from the study. He relayed that the consulting firm Bl ack
and Veatch was updating the study to put the information on
one page.

Representative Gara wondered if the information would be
available prior to the amendnent process. M. Paw owski
replied that the ~consultants were working on the
information as fast as possible.

Representative Costello comunicated that her primry

concern about the current project was the state's
rel ationship with TransCanada. She asked about all of the
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opportunities the legislature would have the ability to
alter its relationship with TransCanada.

M. Pawl owski pointed to page 8, Exhibit C of the
Menor andum of Understanding (MOU) related to termnation
events (copy on file). The section described the rights
that the state and TransCanada had to reevaluate the
rel ati onship and choose to termnate. The initial and pre-
FEED [Front End Engineering and Design] stages were
estimated to conclude around the end of 2015; at that point
contracts with a longer duration would be ratified. He
detailed that the state had the right at any tine (provided
that 90-day notice was given to TransCanada) to reeval uate
and/or termnate the relationship prior to the ratification
of the <contract in 2015. He relayed that the firm
transportation services agreenent decision would be
required to be brought to the legislature and be nmade
public 90 days prior to the effective date; the MU
specified the date woul d be 90 days before the end of 2015.
The | egislature would have an opportunity to determine if
it wanted to continue noving forward with its partner
TransCanada.

M. Paw owski communicated that after the contract had been
approved, the FEED stage would be entered; during the FEED
stage through to the final investnent decision (FID), the
|l egislature and the state would retain an ability to
termnate the relationship with TransCanada for a coupl e of
reasons. Including, if within 60 days fromthe date, one or
nore of the producers or the transporter withdraws fromthe
project or at any time the shipper was unable to sign
agreenents to sell all of its royalty or tax gas on terns
acceptable to the shipper. He relayed that the |egislature
would play a role in the FID (nost |ikely through
appropriation powers). The state would have another
opportunity to reevaluate its relationship with TransCanada
at the FID stage; however, during the FEED and FID stages
there was a provision that would provide TransCanada an
option to participate in an alternative simlar project
advanced by the state. The opportunity was based on the MOU
terms (75 percent debt and 25 percent equity); however, the
cost of debt and return on equity were open to negotiation
based on conditions at the time. He summarized that there
would be multiple occurrences when the state had the
opportunity to weigh advancenent wth TransCanada; the
| egislature would make the next decision on the terns
towards the end of 2015.
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2:06: 57 PM

Representative Costello asked whether the state's buyback
option was always open or |limted. M. Paw owski replied
that the buyback option was only applicable in the
ratification of the firmtransportation services agreenent.
The provision would be in effect from the end of 2015
forward

Representative Costello referred to testinony from the
Department of Transportation and Public Facilities. She had
been surprised by the testinony related to the departnent's
|ack of awareness about |ogistical needs. She wondered
whether the logistics would be provided to the state at a
certain point or if the conversation would inprove wth
tine.

M. Pawl owski answered that the needs of the project
broadly and specifically related to transportation were
i ssues developed during the pre-FEED period. The phase
nmoved from a conceptual idea to a conceptual design. He
el aborated that the size of the pipe was devel oped during
the tinme period; all of the decisions inpacted the boom and
trench sizes in addition to other | ogi stics. The
devel opnment of due diligence conducted during the pre-FEED
time period, which was also inportant for the Federal

Energy Regulatory Comm ssion (FERC) environmental i npact
statenent (EIS) requirenents related to social inpacts. He
noted that the departnment would provide the list of

resource reports to the commttee. He sunmmarized that
during the next project stage the detailed work would begin
and the itens would be developed in order for the involved
parties to decide whether it was desirable to nove forward.

2: 09: 38 PM

Co-Chair Stoltze handed the gavel to Vice-Chair Neunan.

M. Pawl owski followed up on his response to Representative
Costello. He added that Black and Veatch was currently
updating the governnment take to include inplied state
expenditures for infrastructure; the information would be
provided to the commttee.

Vice-Chair Neuman referred to a 5 percent return on equity
(ROE) related to SB 21 [oil tax legislation that passed in
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2013]. He discussed a 5 percent per barrel of oil exclusion
on RCE in the Black and Veatch proposal.

M. Paw owski asked for verification that Vice-Chair Neunman
was speaki ng about the Black and Veatch fiscal analysis.

Vi ce-Chair Neuman replied in the affirmative.

M. Pawl owski explained that under SB 21 there was a credit

for the production of each barrel of oil. One of the itens
Black and Veatch had |ooked at was a simlar credit for
each mllion British thermal wunit (btu) or mllion cubic

feet (ncf) of gas produced. The goal had been to determ ne
a nodification that would create the sanme system The $5.00
had been divided by the energy equivalent, which created a
fixed credit per unit of gas. He believed it had been $5.00
di vided by 6 per ntf.

Vice-Chair Neuman asked for detail on off ranps [i.e.
term nation options].

M. Pawl owski pointed to page 8 of Exhibit C of the MOU. He
expl ai ned that the section was broken up into circunstances
under which the shipper could termnate, the transporters
could term nate, and cases where either the shipper or
transporter could termnate. He addressed the right to
termnate prior to the FEED stage; notice could be given by
the shipper (State of Alaska) any tine provided that a 90-
day notice was given to the transporter (TransCanada). From
the beginning of FEED through FID the shipper could
termnate within 60 days from the date one or nore North
Sl ope producers or transporter withdrew fromthe Al aska LNG
Project. Secondly, the shipper could termnate at any tine
if it was unable to sign agreenents to sell all of its
royalty or tax gas on ternms acceptable to the shipper.
Addi tionally, the shipper could choose to termnate for any
reason at FID

M. Pawl owski addressed that the transporter could choose
to termnate if the legislature failed to provide statutory
authority to the Department of Natural Resources (DNR) or
the Departnent of Revenue (DOR) to enter into the precedent
agreenent by June 30, 2014. He referred to additional
reasons listed in the MOU (Exhibit O):

» Shipper fails to execute the PA within the specified
time.
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e Shipper fails to execute the FTSA by Decenber 31,
2015.

* Shi pper fails to maintain the standard of
Credi twort hiness Requirenents. Transporter shal
provi de notice to Shipper of a failure to neet such
standards, and Shipper shall have a reasonable
period to cure.

« At FID, if all Transporter corporate/Board approvals
have not been obt ai ned.

e Wthin 3 nonths from FID, if debt financing has not
been secured on terns and conditions satisfactory to
Transporter in its sole discretion.

M. Pawl owski noted that the term sheet was a conceptual
docunent. The precedent agreenent would begin wth the
concepts and would add detail. The firm transportation
services agreenent would add a nore thorough |[|evel of
detail .

2:14:36 PM

Representative Quttenberg referred to DORs  earlier
testinmony that Black and Veatch was working on a new report
on governnent take. He believed it had been in the context
of t he state's obl i gation to expand and bui |l d
infrastructure. He was concerned about the issue because of
a report from the Departnent of Transportation and Public
Facilities. He wondered if there were things |Ilike
deductions for existing North Slope infrastructure,
expansion, and how it would affect the existing oil tax
rate.

M. Pawl owski responded that the deductibility of |ease
expenditures had been included in every nodel devel oped on
the project since the Dbeginning. He noted that the
deductions were often listed in Black and Veatch nodels as
a separate part of the negative calculation for the early
years. He clarified that the prior evening the departnent
had received a request by the commttee chair's office for
an update on the governnment take. Also requested was that
the state choose sone nunbers that it would be spending on
infrastructure. He believed it had been a specific request
to assune $1 billion or another anpbunt was spent by the
state on infrastructure. He explained that providing the
information required the nodels to be rerun; the nodels
were not based on anything other than a guess. He rel ayed
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t hat t he royalty report i ncl uded gover niment t ake
i nformati on.

Representative Quttenberg asked if there was one scenario
being run that included $1 billion as the infrastructure
needs. M. Pawl owski replied that the scenarios would
include $1 billion, $2 billion, and $500 million. He
provi ded a disclainer that the nunbers were arbitrary.

Representative Gara noted that a contract under forner
Governor Miurkowski had fallen apart when the I|egislature
had realized the governor could nove forward wthout
| egi sl ative approval. He asked for the neaning of FID.

M. Pawl owski replied that FID stood for Final |Investnent
Deci si on.

Representative Gara referred to departnent testinony that
the state's authority would be determned [at FID] when the
governor cane forward with a contract and the |egislature
coul d deci de whether appropriate the noney. He asked if his
under st andi ng was accur at e.

M. Pawl owski replied that he was hesitant to contenplate
what would be necessary for the FID. H's reference to
appropriations had been used based on his assunption that
appropriations would be necessary given the scale of the
FID and construction step. He communicated that any
contract with a duration exceeding five years would require
a legislative vote. He did not currently know how many
contracts would be necessary for the FID to take pl ace.

Representative Gara wanted to ensure that it was in witing
that at FID the legislature had the right to say no to a
contract. He did not want the legislature to be in a
situation where it was held liable for danages if it chose
not to appropriate noney.

2:19: 33 PM

M. Paw owski answered that the actual body of work that
would go into the FID was not currently known. To his
knowl edge there was nothing specific in the |egislation
that drove one single decision. The departnent had worked
to break the concept apart from previous efforts, that one
contractor or one execution wuld actually lead to a
project. There were nultiple contracts and agreenments. He
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detailed that part of the path was designing what would
occur in the pre-FEED stage. As the different work needed
was identified, it would becone clearer what would need to
be done in the FEED and FID stages. There were many
potential decision points leading up to FID, but they were
unknown at present.

Co-Chair Austerman noted that enalytica was available for
gquesti ons.

Representati ve WIlson wondered how to determ ne the project
was the best deal for the state's residents. She wondered
why the consultants believed the current project was the
best way to go or if there were other options it should
consi der.

2:22: 28 PM

JANAK NMAYER, PARTNER, ENALYTI CA, asked for clarification on
the question. He wondered if the question was primarily
focused on potential future gas prices for constituents
al ong the pipeline route.

Representative W/Ison agreed. She believed the state would
ensure the constituents were taken care of. She relayed
that the Fairbanks area was primarily on heating oil. She
wondered how gas would be different from heating oil for
Fai r banks and ot her areas.

Nl KOS TSAFQOS, PARTNER, ENALYTI CA, responded with advice on
t hinking about the issue at the 40,000-foot Ilevel. He
hi ghlighted that the state would sell gas in Asia. Once the
process began the state would realize that consuners were

using gas or fuel oil. He spoke to the conpetitiveness of
Al aska's gas in the Asian nmarket; it would need to be |ess
expensive than fuel oil. Wen oil prices had collapsed in

2008 and 2009 there had been a short period of tine where
oil was cheaper than gas. He stated that during the tine
the Korea Electric Power Corporation had switched from LNG

to oil. He reasoned that if gas was taken earlier it would
be able to conpete with fuel oil if the delivery price of
gas had to be lower than the fuel oil in Asia. He could not
think of many cases worldwide where gas traded at a
continuous premum to fuel oil. He detailed that in nost
| ocati ons gas gai ned market share by being nore conpetitive
than fuel oil, which was one reason gas prices in Asia and
Europe were linked to fuel oil. Distribution price was not
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yet known. He characterized his response as the highest
| evel observation that could provide any confort that the
energy delivered to Al askans would be nore conpetitive than
what they currently paid (especially locations that relied
heavily on oil -based energy).

2:27:05 PM

Representative WIson wondered if It cane down to
contracts. She asked how the state would nmake sure it would
have sufficient gas for instate use. She renmarked on
neeting demand and naking sure Alaska was not only
receiving a | eftover anmount of gas.

M. Tsafos replied that the issue could be thought of in
two different ways. He remarked that the concern was not
unique to Al aska; any sovereign devel oping LNG considered
to obtain conpetitive energy. He believed there were two
parts that would require managenent. First, when using gas
for heating it was difficult to know how much woul d be used
because it depended on the weather. He stated that the
l[imtation was well wunderstood and would require working
t hrough contracts. He explained that sales contracts
typically had upward or downward quantity provisions. For
exanmple, if 4 mllion tons were sold there was wusually
flexibility to go 10 percent higher or lower. Additionally,
there was a planned out nonthly delivery schedule. He
suspected that in Alaska it would be assuned that the state
needed nore gas in the winter; therefore, it would deliver
| ess during that period. He noted that it would al so depend
on the state's ability to produce nore. He communicated
that the state could produce at a flat anount and alter the
di stribution between donestic sales and exports or it could
produce nore when nore was needed and vice versa. Second,
the broader concern was what would happen if the state
underestinmated its need. He relayed that there were a
nunber of ways to nmanage the issue including studying what
the nunber would be. He referred to prior testinony that
AGC would work to determne the nost reliable nunber
possi bl e. He discussed the inportance of understandi ng what
the contingencies and spare capacities of infrastructure
would be. He referred to conmmttee discussions on surplus
infrastructure and spare capacity in order to enable other
producers to neet the demand. Additionally, it was
inportant to have a contractual access reginme that would
allow third-parties to supply the gas; the absence of a
well laid plan could be problematic. He stated that the
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optimal solution was not yet known. Sovereigns that failed
to do the proper due diligence had seen exports decline
because they had diverted gas to the donestic narket; sone
had paid penalties as a result. He detailed that there were
ways to mtigate the problem such as choosing to commt 80
to 90 percent of sales to long-term contracts in order to
provide nore flexibility and avoid penalties. He noted that
the state may want to consider marketing its gas in
di fferent ways than producers. Perhaps the state woul d want
to keep nore of its gas for the open nmarket in order to
retain gas for the "what if's."™ The comercial and
techni cal aspects would be worked through during the pre-
FEED and FEED stages. He reiterated that the concerns were
fairly common facing all LNG producers. He thought the best
thing to do was to |look at how various concerns were
addressed in each stage of the agreenents.

2:32:52 PM

Representative WIlson believed the state was |ooking for
answers that were not yet known. She noted that the answers
were desired before the start of the project, but the
| egislature was being told the project needed to start
before the answers could be obtained. She remarked that
AGDC and the adm nistration would direct the project on the
state's behalf. Currently TransCanada was the state's
partner and the three producers woul d each have 25 percent.
She believed nost of the gas would be takin in-kind versus
in-value. She believed the tax structure was being set
somewhat. She remarked on the pre-FEED and FEED stages. She
wondered if she was m ssing any pieces. She understood that
a contract would not be set at present.

M. Myer answered that there were a nunber of key itens
occurring at present. He discussed that the state was
acknowl edging a vision that addressed  whet her al

requi renents could be nmet for taking in-kind and having an
equity share. The |egislature was giving the adm nistration
the authority to negotiate the key points. He remarked that
the basic structure of a state gas share and direct
partici pation in t he pr oj ect provi ded signi ficant
flexibility for the state to solve the problem of obtaining
affordable gas prices in the state. The options would be
better understood as the process evolved. He relayed that
the state could decide to solve the problem by using its
own share of the gas to provide for the donestic demand
the price would have an inpact on the econom cs received by
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the state. The state could decide that it was a uniform
obligation across all project participants; if the other
partners believed the terns were not in their best interest
there may be negotiations. There were a wi de range of itens
that could be considered including neeting in-state denmand
not primarily wth gas from the project but from other
sources such as Cook Inlet or from other producers on the
North Slope (gas that was essentially stranded at present).
There were many different nechanisns the state could use
that would determne the ultimate delivery price.

Representative WIson asked what the state would be
required to approve next and when. M. Tsafos deferred the
gquestion to the adm nistration.

2:38: 16 PM

Representative WIson wondered if the consultants believed
the state would need to be able to neet the deadline for
the Asian market needs. There were other conpetitors
working to get the market as well. She wondered if 2022 was
the "drop dead" deadli ne.

M. Tsafos cautioned that it was dangerous to speak about
closing windows of opportunity. He stated that because of
the time the project would take, the farther out the
project went the better it |ooked because there were fewer
projects planned in the future. He discussed that currently
entities selling gas were aimng for delivery dates in 2018
t hrough 2021. Al aska was | ooking at a |later market that was
not as saturated by conpetition. He acknow edged that as
time went by, later future dates would becone saturated as
well. He stated that trying to capture a specific w ndow
was the wong way to nove forward. He believed the primary
reason to keep noving forward was due to the length of tine
the process took. He noted that everything was interrel ated
and one piece could not be noved without the other. It was
not possible to talk about marketing until conducting the
financing study; likewse it was not possible to know how
much gas there would be before conducting the engineering
study. Although the state would get to FID that included
financial, marketing, technical studies, the itens would
beconme nore final throughout the process. He concluded that
it was not possible to wait for everything to be done
before noving to the subsequent step because everything
woul d beconme obsolete if too much tinme passed.
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2:42:16 PM

Co-Chair Austerman believed that what the |egislature
approved in the current session would mean a two-year
timeframe on nobst contracts. He surmsed that if contracts
were not signed within the two years they would beconme null
and void; the contracts would be required to cone before
the legislature in order to nove to the next step. M.
Mayer answered in the affirmative. The contracts the
| egi sl ature was enpowering the adm nistration to negotiate
wi t hout comi ng back before the |egislature would govern the
pre- FEED phase. Contracts governing the project beyond pre-
FEED would cone back to the legislature for approval
(especially large contracts such as the joint-venture
agreenents and firmtransportation services agreenents).

M. Tsafos conmunicated that the fiscal notes only covered
the pre-feasibility study. The FEED stage would cost
hundreds of mllions of dollars.

Co-Chair Austerman surmi sed that by the tine the state got
to the FEED stage there would be a special session in |ate
2015 to discuss the issue. M. Tsafos replied that it
sounded reasonable, but he deferred the question to the
adm ni stration.

Representative Gara was interested in the ability to get
extra gas in the pipeline. He discussed expanding by
conpression up to 1 billion cubic feet; expansion beyond
t he anmount would becone difficult wthout help from other
parties. He referred to a provision in the HOA that
represented risk for the state, but reward for the other
conpani es. He el aborated that if the state wanted to expand
the pipeline, as long as it and a new shipper cane in and
expanded, the state had to share the benefits w th Exxon,
Conoco, and BP. Once the expansion got the state back to
the cost of the initial shipping rate the state would be
required to bare all of the cost. He remarked that if the
cost of expansion increased the tariff up to the original
rate, the state and shipper would be required to pay the
cost. He wondered why the provision was fair.

2:46: 37 PM

M. Mayer replied that there were two inportant itens to
di stinguish pertaining to Representative Gara' s question.
The first item pertained to the parties involved in an
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expansi on and who bore the direct capital cost. The second
item related to the total per unit capital costs for the
entire pipeline, whether the costs were higher or |ower
t han previously, and whether there was a benefit or cost to
the expansion in terns of the inplied tariff. He stated
that anong the parties to the HOA there were active
explorers who may have additional gas in the future that
they would like to see an expansion for (that the state may
or may not want to participate in). He noted that the
agreenent allowed a party that wanted to expand to do so
unilaterally w thout being held back by the other parties.
He nentioned that under the HOA any benefits of an
expansion would go to all parties; however, when costs rose
they were borne by the parties executing the expansion. He
agreed that greater symretry from the state's perspective
was preferable. However, he noted that reasonable people
could disagree on the subject. He had heard testinony that
the tradeoff was that the initial investnent enabled the
expansion; therefore, the initial investors should benefit
in sone way. However, when |ooking solely at the state's
interest, it would be reasonable to say that only expanding
parties bore costs and benefits or that if benefits were
shared that costs would also be shared. He stated that in
negotiations if one party was adamant about wunil ateral
expansi on, sharing the costs may be given up.

2:50: 29 PM

M. Tsafos referred to discussions about the inportance of
initial design and how to build a pipeline that was as
expandabl e as possible as cheaply as possible. He reasoned
that if the state wanted its partners, which would be
baring 75 percent of the cost, to put down 75 percent on a
slightly larger or nore expandable pipeline, one way to
encourage the partners towards the option would be to
provide them with a benefit. He noted that the tradeoff
could be inportant.

Representative Gara believed the state had the nost
interest in bringing in new parties. He opined that the
producers did not care about the ability to bring in new
parties. He stressed that the state cared how nmuch nore of
the North Slope was devel oped. He hoped the state would be
actively seeking new partners; however, he reasoned the
partners would not develop unless they could get their gas
in the pipeline. He commented on the state giving producers
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the benefit of reduced shipping rates if there was an
expansi on.

Co-Chair Austernman asked Representative Gara to avoid
maki ng statenments about how producers would act in response
to certain things.

Representative Gara agreed. He wondered why it would not be
fair for producers to share in costs. He asked about the
fairness of allowng the state to bring the cost back up to
the original rate in order to expand.

M. Mayer answered in terns of the inplied pipeline tariff,
the arrangenment seenmed to be a fair and equitable. He could
not say whether the arrangenent would ensure the state with
the right of wunilateral expansion that was provided in the
current contract.

2:54: 10 PM

Representative Guttenberg wondered if the consultants could
answer a question related to the mdterm service agreenent
in the MU, Exhibit C M. Mayer replied that he would try
to answer the question.

Representative GQuttenberg |ooked at the docunent and
observed that TransCanada would have the ability to wite
off its property taxes against the capital expenditures,
whi ch was 100 percent recovered through tolls. He surm sed
that Anchorage and Fairbanks would charge property taxes
and they would charge the taxes to the state. He observed
that the noney noved in a circle.

M. Mayer answered that there were a series of costs
incurred in the developnent of a project. The costs wth
al l omances for the return on debt and equity would be
recovered by the project builder over the lifespan of the
proj ect . The costs i ncl uded t he upf ront capital,
mai nt enance, operating, and those associated wth taxes
such as federal, state, and property taxes etc.; the costs
were all built into the nodel determning the tariff.

Representative GQuttenberg observed that it was noney noving
inacircle.

2:56:41 PM

House Fi nance Conmmittee 18 04/ 16/ 14 1:44 P. M



Co-Chair  Austerman asked for verification that t he
consultants were under <contract wth the Legislative
Affairs Agency. M. Mayer replied in the affirmative
(specifically under the Legislative Budget and Audit
Comm ttee).

Co-Chair Austernman asked when the contract expired. M.
Mayer replied that it expired on January 31 of the
foll ow ng year.

Co-Chair Austerman asked for verification that t he
consultants would be available over the upconming interim
M. Mayer agreed.

Co- Chair Austerman relayed that amendnments on the bill were
due at 4:00 p.m that day.

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

2:58: 07 PM
AT EASE

3:04:49 PM
RECONVENED

#sb140
CS FOR SENATE BI LL NO. 140(FIN)

"An Act creating the Arctic infrastructure devel opnent
program and fund in the Alaska Industrial Devel opnent
and Export Authority; and relating to dividends from
t he Al aska | ndustri al Devel opnent and Export
Aut hority."

3:04:54 PM

Co-Chair Stoltze noted the intent to hear an explanation of
the bill, brief questions, and public testinony.

JESSEE LOGAN, STAFF, SENATOR LESIL MCGUI RE, addressed the
| egislation. The bill would create an Arctic Infrastructure
Devel opnent Fund within the Al aska Industrial Devel opnment
and Export Authority (AIDEA) and addressed one of the
principle elements in the Alaska Arctic Policy Conm ssion's
(AAPC) legislative package. He detailed that the AAPC had
been created to prepare t he Arctic pol i cy and
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i npl enentation plan for the state for the legislature's
consideration. The bill would attract private investnent to
pair with public investnent in Alaska's infrastructure in
the Arctic. Although AIDEA currently had the authority to
invest in many of the areas, it had no specific prograns
directed to attract private investnent. There were specific
limtations to the package financing. He asked for the
conmittee's preference on how to proceed.

Co-Chair Stoltze asked for a brief description of the goals
and aspirations of the bill.

M. Logan addressed the sectional analysis. Sections 1
through 8 were Dboiler plate and put the Arctic
I nfrastructure Developnment Fund in line with other funds
within AIDEA (e.g. the revolving fund and the Sustainable
Energy Transm ssion and Supply Developnent Fund (SETS)).
Additionally, the sections described net incone, ways to
generate incentive packages within the funds, and what the
funds consist of. He spoke to the Iimtations on financing.
For |and-based infrastructure AIDEA would be authorized to
give loans for one-third of the capital cost or |oan

guarantees up to $20 mllion. There was a project life of
up to 40 vyears; AIDEA was also authorized to provide
securities for bond guarantees. Page 7, lines 9 through 15

included a fisheries provision, which was limted to |oan
guarantees only (no direct |oans) because the Al aska banks
were currently very active in the sector; the sponsor did
not want to create undo conpetition. The |oan guarantees
had a floor of $7 million to ensure that it did not
conflict or create conpetition with other state or federa
prograns. Additionally, the | oan guarantee could not exceed
nore than one-third of the project's capital costs. The
eligibility for the |oan guarantees would be the purchase
or repair of vessels used in federally managed fisheries or
the purchase of quota shares or individual quota shares in
federally nmanaged Arctic fisheries.

Co-Chair Stoltze asked for a description of the fisheries
in the Arctic. M. Logan replied that the fisheries were
primarily cod and pollock fisheries. The bill |ooked
primarily at Bering Sea fisheries that included nostly
| arge fisher/processor trolls. He relayed that nost of the
fishing entities were |ocated outside of Alaska. He
expl ained that because AIDEA was forbidden to operate
outside of Alaska, any fishing entity taking advantage of
the financing opportunity would be required to relocate to
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Al aska. The purpose of the provision was to repatriate sone
of the quotas and vessels to the state.

Co-Chair Stoltze asked how large the boats were. M. Logan
did not know.

3:09: 30 PM
AT EASE

3:09:41 PM
RECONVENED

M. Logan replied that the fund did not specifically choose
Wi nners or losers or look for specific projects; it would
wait for private entities to seek out the funding. He did
not know who woul d be seeking the funds.

Co-Chair Stoltze wondered about the vessel size and asked
if they would be trawlers or draggers. M. Logan believed
the vessels would be trawlers and processors. He relayed
that Sarah Lunkin with PT Capital was available to answer
detailed fishery provision questions.

Co-Chair Stoltze asked for verification that PT Capital was
a private entity. M. Logan replied in the affirmative.

Representative Edgnon took exception to use of the word
Arctic because technically it was the Bering Sea. He noted
that the federal definition of the Arctic extended down
into the upper Bering Sea. He asserted that there were
currently no fisheries in the Arctic and may not be for the
next 50 years.

3:11: 03 PM

Representative Costell o asked for verification that outside
conpanies would be able to benefit from the bill's
fisheries provision. M. Logan replied in the affirmtive.
He added that the asset taking advantage of the funds or
| oaned against would be required to remain in Al aska.

Representative Costello asked if the asset could also be
repatriated. M. Logan answered in the affirmative.

Representative Costello noted that geographically Al aska
was an Arctic nation. However, the infrastructure fund
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woul d only benefit projects in one region of the state. She
wonder ed why the fund should not apply to the entire state.

M. Logan pointed to page 8, lines 4 through 7 that defined
the state's geographical boundary of the Arctic. He pointed
to a map included in nenbers' packets that had been taken
fromthe federal Arctic Region Policy Act of 1990 (copy on
file). The map included all areas north of the Arctic
Circle to the north and west of the Yukon boundary; it also
included the Bering Sea. He referred to the definition of
Arctic devel opnent on page 7 of the bill, which included
the construction, inprovenent, rehabilitation, or expansion
of a facility in the Arctic to aid in devel opnent or neet
energency response or anywhere in the state if the
construction, inprovenent, rehabilitation, or expansion
supported the further developnent of a facility in the
Arctic.

Representative Costello asked for the location in the bill.
M. Logan pointed to page 8, lines 8 through 15 that
included the Arctic infrastructure devel opment definition.
In response to Representative Edgnon's comment, he agreed

that the bill pertained nostly to the Bering Sea; however,
because the bill used the definition of the Arctic it also
used the Ilanguage "federal fisheries in the Arctic.”" He

agreed that there were no fisheries located north of the
Arctic Crcle; there was a noratorium on any fisheries in
the location for the foreseeable future.

Representative Costello surmsed that there would be a
hurdle that would need to be overcone in lines 13 through
15. She wondered if it would be a substantial hurdle or one
that could easily be overcone.

M. Logan answered that it would depend on the individua
project. The purpose of the bill was to create incentives
for infrastructure in the state's |east devel oped areas. He
el aborated that if devel opnent in other areas would further
the developnment in the state's |east developed areas (i.e.
the Arctic) they would be eligible. He provided the deep-
water draft port in the Arctic as an exanple. The Arny
Corps of Engineers had identified Port Clarence as a likely
target. He expounded that for the project to be built over
the course of several years, staging grounds in other ports
woul d be necessary due to the limted anmount of shipping
available for the area. Oher ports may include Dutch
Har bor, Seward, or Ketchikan. He stated that if storage
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capacity was increased in the areas to provide for staging
they would be eligible for the funds.

Representative Costello asked how the dividend aspect
worked in the bill. M. Logan referred to page 2, lines 14
through 19. The dividends were the sanme as those set up
from the revolving and SETS funds. He explained that
between 25 and 50 percent of noney the fund earned through
| oan proceeds would be returned to the general fund
annual | y. For exanpl e, in the current year AIDEA s
di vidends provided approximately $20.5 nmillion to the
general fund.

3:15: 30 PM

Co-Chair Stoltze asked if the SETS fund was a nodel for the
bill's fund. M. Logan answered in the affirmative.

Co-Chair Stoltze wondered if the fund would be drained in
two years. M. Logan replied that the bill did not seek
capitalization at present; therefore, there was nothing to
dr ai n.

Co-Chair Austernman referenced the building of ports. He
stated that fisheries was only a portion of the bill. He
spoke to the original intent of the bill to devel op areas
that were not devel oped in the Arctic.

Representative WIson asked for verification that one of
the projects would not qualify wunder AIDEA's current
structure. M. Logan replied that AIDEA could invest in
infrastructure in nost of the areas contained in the bill;
however, there was no existing provision to specifically
attract outside investnent. The loan |limtations in the
bill were a signal to outside investors that the state
would help provide capital at a slightly reduced rate if
i nvest ment was brought to Al aska.

Representative WIson wondered how the commi ssion was
connected and if AIDEA would look for private investors.
M. Logan replied that the conm ssion was not connected to
AIDEA in any way. He assumed AIDEA could market the fund if
it chose to do so, but that was not the sponsor's
intention. The intention was to provide AIDEA w th another
tool and to allow conpanies to submt proposals.
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Representative Wl son thought nost of the itens in the bill
(with the exception of fisheries provisions) coul d
currently occur through AIDEA. She wondered about the
purpose of the bill. She remarked that it nade sense for
Al DEA to | ook for businesses to bring back to Al aska.

M. Logan could not speak to AIDEA's marketing ability. He

explained that the bill created an incentive. Currently,
AIDEA's funds were not designed to be |limted to certain
portions of the capital investnent or the overall costs

(wth the exception of the SETS fund). Wthout |egislative
approval AIDEA could not issue a loan for nore than one-
third of the capital cost; however, the loan for one-third
of the capital cost could be significantly below market
val ue, which would be a trigger to investors. He did not
know whet her Al DEA woul d actively seek the investors.

3:19:43 PM

Representative Costello remarked on M. Logan's testinony
that there was no connection between AIDEA and the Arctic
Pol icy Comm ssion. She wondered whether the conmm ssioner of
the Depart nent of Conmmer ce, Community and Econom c
Devel opnent (DCCED) sat on both boards.

M. Logan replied that AIDEA had its own board; in statute
the participants were referred to as nenbers, but in
practice it was a board of directors.

Representative Costello asked whether the comm ssioner of
DCCED sat on the board. M. Logan believed so.

Co-Chair Stoltze replied in the affirmative.

3:20: 52 PM

RON LONG MANAGER, CITY OF SEWARD (via teleconference),
spoke in support of the legislation. He highlighted his top
five reasons for supporting the bill. First, t he
| egislation did not ask for capitalization and used AlDEA s
authority to guarantee | oans and transfer between funds. He
stated that the Alaska Arctic Policy Conm ssion identified
that needs and opportunities in the Arctic would generate
billions in private capital that would go to the region.
Second, the bill wuld allow AIDEA to give Al aska
busi nesses better-than-market rates to nobve the noney
through the state's resources (e.g. oil and gas, response,

House Fi nance Committee 24 04/ 16/ 14 1:44 P. M



search and rescue, tourism fisheries, and econom c
sectors). He bel i eved t he definition of Arctic
infrastructure recognized that ports outside the geographic
arctic would play a critical logistics and support role in
developing the Arctic. Third, the bill made Al askan ports
nmore conpetitive than outside ports; it would take severa

Al aska ports to get everything acconplished. Fourth, the
fisheries conponent created an economc reason for the 90
percent of the federally managed Bering Sea fisheries
currently nonetized out-of-state to honme port in Al aska,
adding to the 10 percent currently allocated to the CDQ
[ Comunity Devel opnent Quota] prograns. Fifth, he believed
the federal government had done little to advance Al aska's
goals in the Arctic; however, the bill would enable Al aska
to make the U. S. a participant rather than an observer.

Co-Chair Stoltze referred to a resolution on by-catch. He
spoke to concern about bringing in by-catch wth a
conflicting goal of bringing nore Dby-catch in for
subsidizing. M. Long replied that the bill did not add a
new quota to fully allocated fisheries. He surm sed that
the bill may change sonme of the quota ownership from non-
Al askans to Al askans.

Co-Chair Stoltze asked if it was okay for Al askans to by-
catch Chinooks. M. Long answered in the negative.

3:23: 24 PM

SARAH  LUNKI N, CEO PT PUBLIC PQOLICY, LLC, shared
information about the conmpany. She explained that the
conpany was the only private equity firm headquartered in
Al aska that was focused exclusively on deploying capital in
the Arctic. The conpany expected to deploy approximtely 80
percent of the total noney raised in Al aska; the other 20
percent would be deployed in Iceland, Geenland, and
Canada.

Co-Chair Stoltze appreciated the information.

Ms. Lunkin thanked the sponsors for their work on the bill.
She shared that PT was currently in the mdst of speaking
with global investors about deploying significant capital
in Arctic Alaska. She planned to speak primarily on the
bill's fisheries provision.
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Co-Chair Stoltze asked f or i nformati on about ot her
provi sions as wel|.

Ms. Lunkin clarified that the fisheries provision was
focused on AIDEA financing federally managed industrial
fisheries in the Bering Sea. The Alaska fishing industry
was the largest enployer in Alaska and was the third
| argest industry in the state; nearly 60,000 Al askans were
enpl oyed in comrercial fishing and seafood processing. She
stated that an additional 11,000 jobs in the state were
created by support services industries. She relayed that
nost additional jobs created by Alaska's fisheries were
| ocated outside of Alaska. She stated that the conmpany saw
the provision as bringing some of the outside fisheries
jobs back to Alaska. She detailed that jobs would be
brought back in-state if AIDEA had the ability to guarantee
bank | oans for quota and or vessels used in the Bering Sea
for fisheries including pollock, crab, and cod. The
fisheries provision also provided A DEA |oans for shore-
based plants, facilities, and equipnment within the State of
Al aska that were used in support of the Bering Sea fishery.
The conpany believed the bill would increase economc
devel opnment, infrastructure, opportunities, and keep |obs
and profits in-state.

3:27:56 PM

Representative WIson asked what new authority the bill
woul d provide to Al DEA

TED LEONARD, EXECUTI VE DI RECTOR, ALASKA | NDUSTRI AL
DEVELOPMENT AND EXPORT AUTHORITY (via teleconference),
answered that the bill would establish a new fund that
would allow AIDEA to nove forward on Arctic projects
assisted by the legislature. He conmuni cated that Al DEA had
the ability to finance the projects through its revolving
fund, but there were side bars for a sanple of |oan
participation that allowed the agency to provide investnent
at its cost of capital. He noted that devel opnent projects
t hrough the agency's devel opnent program were based on its
cost of capital. The different fund would allow the agency
to assist the legislature wth projects that it wanted to
fund and allowed the legislature to set the type of cost of
capital for the project; it also set limts on investnent.
Additionally, the bill wuld allow the legislature to
increase the investnment anount through |legislation. He
provided the Interior energy project funded by the SETS
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program as an exanple. Under the SETS program the
| egislature had instructed AIDEA to invest up to $125
mllion in lowcost loans at a rate of no nore than 3
percent and had provided a capital appropriation to use in
conbination with the loans. He elaborated that the fund
would allow the sanme type of flexibility for the
| egislature to use AIDEA as a tool in financing projects
that it wanted to nove forward. Finally, the bill set up a
different fund; therefore, it would not inpact the bond
rating of the AIDEA revolving fund and funding of other
proj ect s.

3:31:40 PM
Representati ve Edgnon spoke in support of the bill that he
believed was forward |ooking. He believed the bill dealt

with an issue that was not presently on the radar of the
mai nstream public. He stated that things were happening
qui ckly associated to the potential opening of the Arctic
and issues pertaining to the Arctic Policy Conm ssion. He
viewed the bill as providing simlar building blocks as
those that had |led the legislature to the current gas
| egi sl ation. He opined that the opening of the Arctic would
mean bigger things for Alaska. He noted that the fund
focused on fisheries.

Co-Chair Stoltze made a remark about the state's commerci al
fisheries.

CSSB 140(FIN) was HEARD and HELD in conmttee for further
consi derati on.

3:33:45 PM
AT EASE

3:43: 27 PM
RECONVENED

#sb194
CS FOR SENATE BILL NO 194(FIN)

"An Act creating the Alaska Tourism Mrketing Board
and relating to tourism marketing."

3:43: 41 PM

Co-Chair Stoltze spoke to the intent of the bill hearing.
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GENEVI EVE WOJTUSI K, STAFF, SENATOR LESIL MCGUI RE, discussed
the bill. The bill wuld create the Al aska Tourism
Marketing Board within the Departnent of Commer ce,
Community and Econom c Devel opnment (DCCED). There were 21
menbers on the board; one nenber was appointed by the
Senate, one was appointed by the House, and one was
appoi nted by the DCCED conmi ssioner. The remaining 18 were
menbers of the Alaska Travel Industry Association (ATIA)
representing Southeast, Southcentral, Southwest, Interior,
and Far North. The regions were designated by the Al aska
State Travel Planner. She detailed that the categories
involved in ATIA were accomodations, activities and
attractions, transportation, cruise travel, tour operators,
and destination rmanagenent organi zations such as the
Anchorage Convention and Visitors Bureau and the JCB. The
bill would require the departnent and the board to work
together to plan and execute a destination tourism
marketing plan for Al aska. The public nenbers of the board
served at no cost to the state. The bill would sunset in
2018. She added that the bill did not change how tourism
marketing was currently funded or how expenditures were
made by the departnment; it would formalize the board,
recognizing it as an inportant part of the process in the
devel opnment of a marketing plan for the state. She
communi cated that having significant tourism marketing
experience and know edge from the private sector at the
tabl e woul d be very beneficial to the state.

3:45: 21 PM

Co-Chair Stoltze asked about the history and why the
| egi sl ation proposed to place the board under DCCED. M.
Whjtusik replied that DCCED was supportive of housing the
boar d.

Co-Chair Stoltze noted that the board had been through
different iterations. Ms. Wjtusik agreed.

Co-Chair Stoltze CLOSED public testinony with the intent to
reopen it if needed. He assuned that the nmjority of
potential parties wishing to testify would be advocates of
t he | egislation.

CSSB 194(L&C) was HEARD and HELD in commttee for further
consi derati on.
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Co-Chair Stoltze discussed the evening neeting.

Representative Gara relayed that the administration had
expressed concern over tw of the mnority amendnents
[pertaining to SB 138]. Subsequently the anmendnents had
been submitted for rewording by Legislative Legal Services.
He noted that the concern was over rolled-in rates. He did
not want to increase anyone's cost for gas if the state did
not receive tax for the gas.

Co-Chair Stoltze replied that the anendnents would be
considered tinely.

Representative Holmes expressed a simlar concern to
Representative Gara's over an anmendnent she was working on

#
ADJ OURNVENT

3:50: 02 PM

The neeting was adjourned at 3:49 p.m
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