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COW TTEE SUBSTI TUTE FOR SENATE BI LL NO. 138(FIN) AM

"An Act relating to the purposes, powers, and duties of the
Al aska Gasline Devel opment Corporation; relating to an in-state
natural gas pipeline, an Alaska |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 comm ssioner of natural resources relating to a North
Sl ope natural gas project, oil and gas and gas only |eases, and
royalty gas and other gas received by the state including gas
received as paynment 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 comm ssioner of
revenue relating to a North Slope natural gas project and gas
received as paynent for t ax; 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
Al aska 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
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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 natural gas project; relating to
the devel opnent of a plan by the Alaska 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 recomendation of a funding source
for energy infrastructure developnment; establishing the Al aska
af fordabl e energy fund; requiring the conmm ssioner of revenue to
develop a plan and suggest legislation for nunicipalities,
regional corporations, and residents of the state to acquire
ownership interests in a North Slope natural gas pipeline
project; making conformng anmendnents; and providing for an
effective date."

- HEARD & HELD
PREVI QUS COW TTEE ACTI ON
BILL: SB 138
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W TNESS REG STER

M CHAEL PAW.OWEKI, Deputy Comm ssi oner

O fice of the Conm ssioner

Depart ment of Revenue (DOR)

Anchor age, Al aska

PCSI TI ON STATEMENT: On behalf of the adm nistration, provided a
section-by-section review of CSSB 138(FIN) am

ACTI ON NARRATI VE

1: 06: 49 PM

COCHAIR ERIC FEIGE <called the House Resources Standing
Commttee neeting to order at 1:06 p.m Representatives Seaton,
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Tarr, Kawasaki, Owson, P. WIlson, Saddler, and Feige were
present at the call to order. Representative Johnson arrived as
the nmeeting was in progress. Representative Josephson was al so
present .

SB 138- GAS PI PELI NE; AGDC, O L & GAS PRCD. TAX

1: 07: 13 PM

CO CHAI R FEI GE announced that the only order of business is CS
FOR SENATE BILL NO 138(FIN) am "An Act relating to the
pur poses, powers, and duties of the Al aska Gasline Devel opnent
Corporation; relating to an in-state natural gas pipeline, an
Alaska Iliquefied 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 conm ssioner of revenue relating to a North
Sl ope 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
Nat ural Resources and the Departnment of Revenue; relating to
apportionnment 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 involvenment in a North Slope natural gas
project; relating to the developnment of a plan by the Al aska
Energy Authority for developing infrastructure to deliver
affordable energy to areas of the state that wll not have
direct access to a North Slope natural gas pipeline and a
recommendation of a funding source for energy infrastructure
devel opnment; establishing the Al aska affordable energy fund;
requiring the comm ssioner of revenue to develop a plan and
suggest legislation for nunicipalities, regional corporations,
and residents of the state to acquire ownership interests in a
North Slope natural gas pipeline project; nmaking conformng
anmendnents; and providing for an effective date."
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1: 07: 23 PM

M CHAEL PAW.ONBKI Deput y Comm ssi oner, Ofice of t he
Comm ssi oner, Departnent of Revenue (DOR), on behalf of the
adm nistration, began a section-by-section review of CSSB
138(FIN) am To aid his review he began with a PowerPoint
presentation of four slides. Displaying slide 2, he pointed out
that the Al aska Liquefied Natural Gas (LNG Project is really
three negaprojects in one: the gas treatnent plant and
transm ssion lines, the pipeline, and the LNG plant and marine
terminal. Wile the infrastructure gets a lot of attention, the
$45-$65 billion-worth of infrastructure is really a mechanismto
take gas from the North Slope, provide opportunity for gas to
Al askans, and convert that gas to LNG for export to markets. As
he reviews the bill, he said, he will be |Iooking at places where
the legislation differentiates between the gas resource, the
managenment of that resource, and the nmanagenent of the
infrastructure. The parties |listed under the gas treatnent
plant and pipeline are wthout the assunption that the state's
equity option in the Menorandum of Understanding (M) s
exer ci sed. Thus, slide 2 depicts day one after SB 138 passes,
should it garner the support of this conmttee and this body.
The parties in the gas treatnent plant and the pipeline would be

"ExxonMobi |, BP, ConocoPhillips, and TransCanada." The parties
in the LNG plant would be "ExxonMbil, BP, ConocoPhillips, and
the Alaska Gasline Devel opnent Corporation [AGDC." The gas

moves through this infrastructure and is then converted to LNG
The parties in that gas are "ExxonMbil, BP, ConocoPhillips, and
then the Departnent of Natural Resources [DNR] and Departnent of
Revenue [DOR] on behalf of the state.” The state's gas share is
t he conbination of the royalty gas plus the tax as gas.

1:10: 50 PM

MR. PAW.OABKI, nmoving to slide 3, stated CSSB 138(FIN) am poses
three general questions to the |egislature: WIIl the state
participate in the Alaska LNG Project and, if so, how? \What
Wil | be the process for developing the project-enabling
contracts that will let the project progress through the phased,
stage-gated approach? Wat wll be the percentage of the

state's participation?

MR. PAW.OASBKI, turning to slide 4, explained Sections 1-12 of
the bill describe the state's participation and relate to the
powers and authorities of the Alaska Gasline Devel opnment
Corporation. Sections 14-15 are the primary sections related to
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the process the state will use to develop and negotiate the

proj ect-enabling contracts that wll be brought back for the
| egislature to review and approve or reject. The reference seen
t hroughout the bill is AS 38.05.020(b) and it is referring back

to the DNR powers granted in Sections 14 and 15. Percentage is
the next mmjor concept that the legislation is oriented around.
The statute for tax taken as gas, AS 43.55.014, is tal ked about
in Section 36 but is referenced throughout the bill.

1:12: 56 PM

MR. PAW.OABKI began his review of CSSB 138(FIN) am turning to
Section 1, page 2, line 16, through page 3, |ine 29. He noted
AS 31.25.005 was passed last year in HB 4 and is the broad
purpose section that gives the Alaska Gasline Devel opnent
Corporation its overarching mssion as a corporation. The
proposed bill would anmend the purpose of the Alaska Gasline
Devel opnent Corporation to add in sone larger overarching
directions - these anendnents are foundational elenments of this
| egi sl ati on. Paragraph (1) would give the Al aska Gasline
Devel opnent Corporation the purpose to develop and have primary
responsibility for developing natural gas pipelines, an Al aska
liquefied natural gas project, and other nechanisnms to deliver
gas in the state. Thus, AGDC woul d be charged not just with the
advancenent of in-state natural gas pipelines but actual direct
participation in the Al aska LNG Project. Also key in this
| anguage is "primary responsibility for developing"” those
projects - AGC would lead the state's effort in the commerci al
relationship in the developnent of the infrastructure. He
reiterated the inportance of separating the idea of the gas
nmovi ng through the project fromthe actual infrastructure itself
and said this provision gives AGDC the primary responsibility of
devel opment of the infrastructure.

1:15: 12 PM

REPRESENTATI VE SEATON said the |anguage "other transportation
mechani snms” in paragraph (1) appears to be tied to just in-state
natural gas. He surmsed there is no inclusion of ocean tankers
in the purpose here.

MR. PAW.OASKI responded that could be a plain reading of the
statute, adding that the limtations of this section have not
been discussed in detail. Because it is for delivery of gas in-
state, he said he does not believe it would apply to ocean
t ankers.
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REPRESENTATI VE SEATON clarified he neans ocean export tankers,
as there has been discussion of small coastal tankers delivering
to coomunities within the state.

MR PAW.OABKI said he under st ood.

1:16: 08 PM
MR. PAW.OABKI returned to review of the bill, saying addition of
[ paragraph (2)], on page 2, lines 23-25, provides clarity and

direction to the Alaska Gasline Devel opnent Corporation, in that
its primary responsibility to develop this infrastructure is
done so as "to deliver natural gas in-state, provide econonic
benefits in the state, and revenue to the state", which gives
AGDC a m ssion and a net hodol ogy to eval uate that m ssion.

MR. PAW.OABKI said the addition of paragraph (3), page 2, line
26, through page 3, line 3, provides direction to the Al aska
Gasline Devel opnent Corporation in its purpose to assist the
Department of Natural Resources and Departnent of Revenue "to
maxi m ze the value of the state's royalty, natural gas, and
natural gas delivered to the state as paynent of tax, and other
gas received by the state". This builds that collaborative
rel ati onship between AGDC and the departnments, where AGDC is
advancing the infrastructure, carrying the comercial interest
of the state, and supporting the departnments in their role as
the resource agencies and custodians of that resource on behal f
of Al askans.

MR. PAW.OASKI expl ai ned [paragraph (5)], page 3, lines 12-19, is
the inclusion of direction for AGDC to advance an Al aska
liquefied natural gas project by developing the infrastructure

and providing related services. Those services include
transportation, liquefaction, a marine termnal, marketing, and
commercial support. This puts AGDC clearly front and center in

supporting the state's effort and providing services to the
state or other holders of gas that would be interacting with the
state in that infrastructure. Line 15 gives additional
direction that if ACGDC provides a service to the state under
this paragraph it may not charge a fee for the service in an
anount greater than the anount necessary to reinburse AGDC for
the cost of the service. This provision ensures that, for the
state's gas, it is the | owest possible cost.

1: 18: 46 PM
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MR. PAW.OWNSKI addressed Section 2, page 3, line 30, through page
4, line 11, saying it is a conform ng section. Page 4, |lines 1-
2, add the language "acting in the best interest of the state
for the purposes required by AS 31.25.005," which is the statute

that gives those broader purposes to AGDC. Page 4, line 10,
adds the language "or an Al aska liquefied natural gas project.”
The bill addresses the question of the state's participation by

giving that primary participation role to the Al aska Gasline
Devel opnent Cor porati on.

MR. PAW.OASKI noted Section 3, page 4, lines 12-24, is new |aw
addi ng a new subsection that directs the AGDC board to maxim ze
the efficient use of state resources, establish appropriate
separation wthin the corporation, and appoint a program
director for an Alaska liquefied natural gas project. A bill
previously before the commttee, HB 277, envisioned a distinct
separation with a conplete statutory subsidiary wth a separate
boar d. However, that is elimnated under CSSB 138(FIN) am and
an LNG project is brought in under AGDC as a unified corporation
under the sanme board, in an effort to maximze the efficient use
of resources and the appropriate separation.

1:20: 52 PM

MR. PAW.OASKI pointed out Section 4, page 4, line 25, through
page 7, line 16, adds an Al aska liquefied natural gas project to
the powers and duties of the Alaska Gasline Devel opnent
Corporation that were granted last session in HB 4. A

conform ng section, it sinply adds an Al aska |iquefied natural
gas project to the appropriate places wthin the statute.
However, a substantive change is made on page 7, |ines 5-16.
New paragraph (23) provides the Al aska Gasline Devel opnent
Corporation with the power to acquire ownership or participating
interest in an Alaska liquefied natural gas project, thereby
providing AGDC with the power to be involved in liquefaction

specifically when it is related to an Al aska LNG project. New
paragraph (24) is built on the collaborative relationship
between the departnments and AGDC as the |ead developer in the
infrastructure. It directs there be consultation wth the
conmi ssi oners of revenue and natural resources when contracts on
an Al aska LNG project are entered into for the specific services
that AGDC is enpowered to provide under AS 41.25.005.

MR. PAW.OABKI explained Section 5, page 7, lines 17-29, is
clarifying |anguage because there is no open season on a |arge-
scale LNG project. Section 5 clarifies that commtnents for

firm transportation capacity, and the recording required around
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that, are related for the in-state pipeline. The Al aska Gasline
Devel opnent Corporation is given two mssions under one roof:
to advance the Alaska Stand Alone Pipeline (ASAP) and to
participate in and | ead devel opnent of the Al aska LNG Project.

1: 23: 21 PM

MR. PAW.OABKI said Section 6, page 7, lines 30-31, through page
8 I|ine 2, is conformng |language to the concept described in
[ Section 4], paragraph (23). Section 6 provides that the power
to develop liquefaction is only related to advancing the Al aska
LNG Proj ect .

MR, PAW.OWSKI stated Section 7, page 8, lines 3-7, adds a new
subsection directing the Al aska Gasline Devel opnent Corporation
to provide the comm ssioners of natural resources and revenue
access to information that is related to the devel opnent of
contracts under AS 38.05.020(b)(10) and (11). This statute is
the process that the conm ssioner of natural resources with the

comm ssioner of revenue wll lead in the negotiation of the
project-enabling contracts that wll allow the Alaska LNG
Project to nove forward. Under Section 7, AGDC wll provide

information, and access to information, to the conm ssioners
when it is under the confidentiality protections of (g) and (h)

of this [section]. In the Heads of Agreenent (HOA) the state
has access to information in its proprietary capacity and under
rel evant confidentiality protections. The intent is to capture

that concept, which is that the departnents have naturally
separate functions as the partners, but when the departnents are
wearing their "proprietary hats"™ managing the state's gas
interest and with the appropriate contracts, the state will have
access to the information.

1: 25: 43 PM

MR. PAWOWSKI noted Section 8, page 8, Ilines 8-19, is a
clarifying amendnment made necessary because of the addition of
Section 9. The | anguage added to this section on lines 18 and
19 clarifies that the noney in the in-state natural gas pipeline
fund established under HB 4 may be used to advance the in-state
natural gas project or the other projects in-state that AGC is
enpowered to pursue.

MR. PAW.OASKI pointed out Section 9, page 8, line 20, through

page 9, line 3, creates a separate fund within AGC specifically
directed to supporting the Al aska Liquefied Natural Gas Project.
Before, bright lines and statutory separation of corporations
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were being |ooked at. Now, the intent is to retain a clear
separation of the financial resources to advancing the project
so that the public and nenbers of the legislature can see that
separation within the structure of AGDC -- when resources are
commtted to the Alaska LNG Project they are in the Al aska LNG
fund and committed. However, this retains the flexibility to
appropriately share information - nonnonetary resources - to
maxi m ze the efficient use of state resources.

1:27:14 PM
COCHAIR FEIGE recalled [HB 277] separated out two subsidiary
cor por ati ons. He asked whether there was a question of tax
liability.

MR. PAW.OASKI brought attention to Section 10, page 9, lines 17-
18, which deletes specific |anguage included in HB 4 regarding
AGDC s powers to create subsidiaries. That |anguage said a
subsidiary corporation may be incorporated under AS 10.20.146 -
10. 20. 166, he explained. Those statutes are the nonprofit code,
so there was concern that by inplication it nmeant AGDC could
only use the nonprofit code to develop a subsidiary. I f that
was the case, it potentially could have tax inplications for the
state. Section 10 renoves this reference so as to allow AGC to
use any corporate nmechanismthat will maximze the efficient use
of state resources. It is a clarifying anendnment because the
intent in the drafting of HB 4 was to provide that flexibility
with the word "may." However, it could be construed that that
was a |limting section. Conti nuing, M. Paw owski turned
attention to the purpose section of AGDC, page 3, paragraph (5)
of Section 1. He noted lines 15-19 provide that when AGC noves
gas for an instrunentality, public corporation, or political
subdivision, it my not charge a fee for the service in an
anount greater than the anmount necessary. The issue of taxes
depends on the issue of profit or inconme and this section
attenpts to mninmze the incone or the opportunity for incone

when related directly to the state. Providing the corporate
flexibility for AGC to develop a subsidiary using whatever
corporate nechanism it wants, as well as establishing a

rel ati onship when supporting the state, addresses those problens
and enabl es both projects to come under one roof.

1: 29: 53 PM
REPRESENTATI VE P. WLSON drew attention to Section 8, |ines 16-

17, which state "appropriated to the fund wthout further
appropriation for the cost of managing the fund ...." She
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inquired whether there is noney in the other fund now and, if
so, how nuch

MR. PAW.OWBKI confirmed there is nobney in the in-state natura
gas pipeline fund, but deferred to AGDC to answer the question
He added that there is no noney in the new fund under Section 9.

1: 30: 48 PM

REPRESENTATI VE SEATON requested clarification of paragraphs (5)
and (6) on page 3. He offered his understanding that paragraph
(5) would be Iimted to providing only gas because it applies to
a political subdivision, whereas paragraph (6) does not restrict
it to just gas because it applies to nunicipalities and
i ndustrial custoners.

MR. PAW.OASKI noted paragraphs (6) and (7) are |anguage in HB 4
that was renunbered as new [paragraphs] were added. Concern
about the additional |evel for the Al aska LNG Project conmes from
the issue that providing gas in-state is clearly a public
pur pose that benefits Al askans, but supporting gas for export to
foreign markets runs into a different |evel of corporate |aw
The relationship between the two nust be |ooked at under the
corporation's broader purpose for the benefit of Al askans. How
AGDC would structure that is, in his opinion, open to
interpretation in the way this | anguage is drafted.

1: 32: 40 PM

REPRESENTATI VE SEATON said he is pointing out issues that the
commttee mght |ook at and resol ve. Paragraph (5) relates to
pi peline gas that nust be delivered at the cost of providing the
servi ce. Par agraph (6) relates to propane and other
hydrocarbons associated wth natural gas other than oil, and
these products can be delivered to comunities at comrercially
reasonable rates, nmeaning above the cost of providing the
servi ce. He said he wants to ensure that natural gas and
propane are dealt with on the sanme terns for people in coasta
villages and along the rivers as for people in Fairbanks, Honer,
or el sewhere.

MR. PAW.OASKI urged caution. Noting that he wears another hat
as DOR s representative on the Al aska Industrial Devel opnment and
Export Authority (AIDEA) board, he said AIDEA is always
conscious of creating conpetition with the private sector. He
said [AIDEA] was confortable with the |anguage in paragraph (5)
because it specifically relates to activity within the Al aska
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LNG Project by the private sector that is directly part of the

proj ect . For the next step of noving beyond the Al aska LNG
Project, there will be an anendnent to provide opportunities to
deliver |l owcost energy to Al askans when it is the state that is
doing it. However, he advised, nenbers wll want to pay
attention to how that mght inpact conpetition with the private
sector to move with AGDC The aforementioned is the reason

paragraph (5) was done the way it is, and, he believed, the
reason why previous paragraphs (3) and (4) were structured in
AGDC s original purpose.

1: 35: 31 PM

REPRESENTATI VE KAWASAKI, regarding the topic of nonprofit versus
commercially reasonable rates, requested there be discussion at
sonme point on how the |anguage would be interpreted on page 3,
line 11, which states "at the | owest rates possible."

CO CHAI R SADDLER pointed out the |anguage on page 3, line 15,
says "the corporation provides a service" to the state, not that
the corporation is providing gas to the state.

MR. PAW.OWBKI confirmed Co-Chair Saddler is correct, explaining
that that is for AGDC as a part owner in a project in which 75
percent, as the bill is currently witten, is owed by the three
producers. The intent of this section is setting up AGDC s
relationship to the state as a shipper on the main project in
relationship to the state's gas.

1: 37: 02 PM

MR. PAW.OABKI resumed his review of CSSB 138(FIN) am nobving to
Section 10, page 9, lines 4-24, which relates to AGDC s power to
create subsidiaries, which, he said, is now a broad power.
Drawing attention to lines 9-10, which delete the words "the
state's royalty share of natural gas,” he noted AGC has the
power to acquire natural gas from the North Sl ope. As part of
the structure of bringing the Al aska LNG Project and maki ng AGDC
the primary devel oper of the project, the intent is to provide
separation between AGDC as the developer of the infrastructure
and the agencies as the custodians of the gas resource. Thi s
provi des separation between the comercial activity and the
managenment of the gas resource on behalf of the people. Li nes
14-17 direct that when the subsidiaries are created there is
still protection of the noney between one fund or the other to
retain that bright line of the resources appropriated by the
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legislature to either the in-state ASAP project or the |arger
Al aska LNG Proj ect.

MR. PAW.OMNSKI said Section 11, page 9, line 25, through page 10,
line 16, requires AGDC to provide annual reviews of the
corporation's assets to the legislature. Creation of the Al aska
liquefied natural gas project fund adds another fund on which
AGDC nust report to the legislature, so the changes made in this
section are conform ng changes.

MR. PAW.OWBKI addressed Section 12, page 10, lines 17, through
page 11, line 19, which is the last of the AGXC sections. This
section defines an Alaska liquefied natural gas project as it
has been used through the previous sections, he said. It is a
very detailed definition of the project-specific conponents that
are discussed in the Heads of Agreenment and the Menorandum of
Under st andi ng. Wiile things are quite different than what was
introduced at the outset in HB 277, he continued, on bal ance
they bring together a rational |evel of separation while at the
same tinme maximzing efficiency and bringing to bear the full
expertise of the Al aska Gasline Developnent Corporation in
developing the infrastructure in the LNG conponents of the
proj ect on behalf of the state.

1: 40: 36 PM

CO CHAI R SADDLER said reading Sections 1-12 rem nded him of the
significant powers that were granted to AGDC, including the
i ssuance of bonds, and that he had thought the role for the
subsidiary was going to be taking managenent of all of those
powers. He asked what other kinds of need there mght be for
subsidiaries that wuld have the powers laid out in the
| egi sl ation that was passed |ast year. He further asked whet her
ot her subsidiaries will be proposed.

MR. PAW.ONSKI responded he does not see the state directing
creation of subsidiaries unless there is a conpelling reason for
policy inplications. Current structure of the bill puts the
i npetus on the AGDC board and executive team to use the tool of
subsidiaries to nmanage what nay beconme nultiple projects and
multiple efforts wunder AGDC Gving AGX the purpose of
advancing the in-state line has noved the state forward. Now
the state has an opportunity to participate in a |arge project
and AGDC would do that as well. The broad powers in HB 4 allow
AGDC to step beyond the core infrastructure and really work on
delivering gas to Al askans. Subsidiaries are typically created
to protect assets and provide separation, and CSSB 138(FIN) am
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contenplates that this will be done by the AGDC board rather
than being directed by the state. That is consistent with the
Heads of Agreenment, which envisions that AGDC nmay or may not
create a subsidiary to carry the interest, and the board and the
executive team are the best equi pped to nmanage that.

1:42: 44 PM

REPRESENTATI VE SEATON inquired what the definition is of "off-
| oadi ng" |iquefied natural gas as used in the |anguage on page
11, line 8. He surmsed the definition is not foreign ports.

MR. PAW.OWBKI responded he will get back with the definition
but offered his belief that it is in reference to noving from
storage and fromthe plant on to the ships that would then carry
it to market.

1:43: 22 PM

REPRESENTATI VE TARR asked about the |anguage that would change
the nonprofit status.

MR. PAW.OANSKI replied the language is on page 9, lines 17-18

He said it is not really a change in the status, but rather a
clarification. Deleting that |anguage renoves the anbiguity
that by specifically calling out a type of corporate structure
it is inplied that that nmay be the only corporate structure that
can be used. He offered his belief that the original intent was
for AGC to have the maxinmum flexibility to use whatever
corporate structure is available under any law to benefit the
peopl e and be efficient in the use of state resources.

REPRESENTATIVE TARR said she is trying to wunderstand the
rel ati onship between AGDC as a nonprofit corporation that then
woul d have a subsidiary with sone other corporate structure
She asked how the relationship would work between AGDC and the
subsidiary and how the relationship of those two entities to the
state would work as it pertains to tax paynents.

MR. PAW.OWBKI answered he will find soneone to bring in to talk

about corporate structure. However, he explained, AGC is a
public corporation, an instrunentality of the state, not a
nonprofit. The reference here is the nonprofit code, which is

separate from being a public instrunentality that was created by
and enpowered by the legislature. The relationship between AGC
and a subsidiary would depend on the corporate structure, and
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AGDC has a direct relationship to the state through the board
and as a statutorily created entity.

1:45: 47 PM

CO CHAI R SADDLER understood the project definition goes fromthe
outlet of Point Thomsen and Prudhoe Bay gas treatnent down to
the terminal in Nikiski and stops there. He inquired whether
consideration was ever given to expanding the project definition
to include the tanker ships that would deliver the product to
Asian markets or to small tankers that could re-gasify LNG for
delivery to rural Al aska.

MR. PAW.OWASKI responded the broader AGDC retains powers to
devel op transportati on mechanisnms to deliver gas in-state. So,
smal | LNG barges used today in countries such as Norway are in a
separate part. The aforenentioned is the definition of the
Al aska LNG Project specifically and it is consistent with the
Heads of Agreenent (HOA) and Menorandum of Understanding (MW).
The state is extrenely hesitant to step into transnational
shi ppi ng arrangenents directly.

1:47:11 PM

REPRESENTATI VE P. W LSON understood that, at this point in tine,
AGDC s responsibility is to the state to find an in-state

gasl i ne. She further understood [CSSB 138(FIN anm would
provi de AGDC the power to create subsidiaries and a subsidiary's
authority would be directed by the AGDC board. She asked
whet her AGDC woul d still be under the legislature's authority.

MR. PAW.OABKI replied a subsidiary is a tool in AGC s tool box
that can be used to advance the different projects that AGC is
charged with. The board and executives wll figure out whether
a subsidiary offers opportunities or inefficiencies. Currently,
AGDC is charged with delivering gas in-state through ASAP. Once
that gasline is devel oped, AGC is charged with |ooking at the
opportunity to nove gas around the state. Under [CSSB 138(FIN)
anj, AGC would also be given the task of taking the lead for
the state in developing the Alaska LNG Project at the project
| evel . How to do that will be up to the AGDC board. The bil
directs for a separate program director, but would |eave it up
to AGDC to set the appropriate separation needed to do these
t hings, which, commercially, have a tendency to get nobre and
nore conplex as they nove forward. [ The adm nistration]
believes it is inportant to leave the maximum flexibility in the
board to be able to nanage those issues as they conme up.
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REPRESENTATI VE P. W LSON surm sed that, in the process, AGC may
decide to join everything into one |ine.

MR. PAW.OASKI answered the tinme at which the broader state would
make a decision to advance either the ASAP Project or the Al aska

LNG Project is in the future and will happen as nore is known
about both projects. That is not a blanket decision given to
AGDC, AGDC has powers to advance projects. In the future there
are agreenents and additional steps that will be com ng back to

the legislature, but today it is to continue advancing the two
projects to maxim ze the opportunity for Al askans.

REPRESENTATI VE P. W LSON asked whether joining the two projects
coul d happen.

MR. PAW.OASKI responded [the adm nistration] does not believe
that two projects woul d be advanced for very | ong.

1:51:12 PM

REPRESENTATI VE TARR, in regard to public corporations, requested
somreone be nmade available to answer questions about tax
liability to the state, how those financial relationships would
wor k, and what the state's financial outlook would |ook like in
a stress-case scenario.

MR. PAW.OWABKI agreed to do so. He added [the adm nistration]
had been finalizing answers to questions from conmttee nenbers,
but is now revising those answers to be appropriate to this
bill, CSSB 138(FIN) am rather than HB 277.

1:52: 23 PM

MR. PAW.OASKI returned to his review of CSSB 138(FIN) am noting
Section 13, page 11, |line 20, through page 12, line 8, would add
a new section to law that creates the Al aska affordable energy
f und. The purpose of the fund, page 11, lines 24-25, is "to
provide a source from which the legislature my appropriate
nmoney to develop infrastructure to deliver energy to areas of
the state that are not expected to have or do not have direct
access to a North Slope natural gas pipeline." It would be the
source of funding for opportunities that are not directly
related or expected to have direct access to the main trunk
line, such as those described by Representative Seaton. The
anount of noney to be deposited into this fund, page 11, Ilines
28-31, is 10 percent of the revenue received from the state's
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royalty gas after paynment to the Al aska permanent fund. Wi | e
nmoney is deposited in this fund, page 12, lines 1-2, direct that
it is the legislature that nakes appropriations fromthe fund.

1: 54: 06 PM

CO CHAI R SADDLER requested el aboration on how the calcul ations
woul d be done to arrive at the 10 percent.

MR. PAW.OWNSKI replied it is known a certain percentage of the
gas noved through the Al aska LNG Project wll be royalty gas. A

certain amount of the LNG will be sold on behalf of the state
either directly or through an arrangenent for joint marketing
wi th an individual producer. To denonstrate the cal culation he

wor ked backwards, starting with an LNG price of $15, a price
that he picked solely for the convenience of show ng how the
mat h woul d wor k. If the cost of shipping the LNG in a tanker
is, say, $1; and AGC s charge to nove the gas through the LNG
plant is, say, $4; and the cost of nobving the gas through the
pi pe and gas treatnment plant is, say, $6 - then a bal ance of $4,
woul d be left, which, in essence, is the wellhead val ue. O
that $4 remaining, 25 percent, or $1, wuld go into the
permanent fund, |eaving a balance of $3. Under the proposal, 10
percent of that $3, or 30 cents, would be deposited [into the
Al aska affordable energy fund]. The remaining $2.70 would go
into the general fund, although, he believed, a snmall portion of
that $2.70 would go into the public school trust fund since it
is the sale of royalty.

1: 56: 37 PM

REPRESENTATI VE SEATON surm sed the amount of LNG being sold
woul d be royalty gas plus tax gas.

MR. PAW.OABKI answered correct.

REPRESENTATI VE SEATON inquired whether in his calculation M.
Pawl owski was backing both the royalty gas and the tax gas
through the formula, such that 25 percent of the well head val ue
of all of the gas sold is being considered as royalty gas.

MR. PAW.OASKI responded no, the deposits to the permanent fund
are based on the sale of the royalty gas. The tax gas would be
sold separately and the Departnent of Revenue would direct that
back to the general fund, which he will explain |ater.

1:57: 33 PM
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CO- CHAIR FEIGE, regarding use of the affordable energy fund to
develop infrastructure, asked what would happen when al
infrastructure is in place.

MR. PAW.ONSKI replied he does not believe that is contenpl ated.
However, he pointed out, the fund is a repository of noney and
the legislature retains the power of appropriation and it is not
a dedi cated fund.

REPRESENTATI VE TARR said the |anguage reads to her as if the
af fordable energy fund is a dedicated fund. She requested an
explanation for why it is not considered a dedicated fund.

MR. PAW.OABKI deferred to the Department of Law for a |egal
interpretation of why it is not a dedicated fund. He offered
his belief that it is simlar to other funds where it 1is
designated that revenues go into the fund but the state
mai ntai ns the power to appropriate fromthe fund.

CO- CHAIR FEIGE pointed out that page 12, line 3, states it is
not a dedicated fund.

1: 59: 25 PM

CO CHAI R SADDLER observed there are no provisions for how the
proceeds of the affordable energy fund are to be invested or
reinvested, as is often the case for other state funds. He
i nqui red whether this is sonething that needs to be consi dered.

MR. PAW.OASKI concurred the state has other funds simlar to
t his. He explained that in its fiscal note for CSSB 138(FIN)
am DOR recognizes the affordable energy fund would be a fund
within the general fund and would therefore be managed on a
bl ended basis with the other funds, so there wuld be no
managenent cost to DOR

REPRESENTATI VE TARR surnmised the idea is that these funds would
be a supplenent to existing state funds that would continue on
in the future.

MR. PAW.OASKI answered he thinks that is true, but comrented
that without the large project there is no revenue going into
this fund. The fund is created but the funding source does not
happen until royalty gas is produced, which is expected to be in
the m d-2020s for the Al aska LNG Project. What ot her prograns
remain in place in the md-2020s is hard to presune.
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2:01: 38 PM

MR. PAW.OASKI resumed his review of the bill, bringing attention
to Section 14, page 12, line 9, through page 15, line 30. The
changes on page 13 are the core for how the project-enabling
contracts will be devel oped, he explained. Section 14 revises
AS 38.05.020(b), the reference used in the AGDC statutes about
the sharing of information. The substantive provisions start on
page 13, line 12, [paragraph (10)], which states that power is
granted to the conm ssioner of natural resources to "enter into
comercial agreenents with a duration of not nore than two years
for project services related to a North Slope natural gas
proj ect.” Page 20, lines 9-11, define "project services" as
"services provided by a gas treatnent pl ant, pi pel i ne,
liquefaction facility, or marine termnal, marine transportation
services, or other services necessary to transport natural gas
to market." These services are related to a "North Slope
natural gas project” which is defined on page 20, lines 6-11, as
"a project to produce natural gas from state oil and gas and gas
only leases that include land north of 68 degrees North |atitude

for transport in a gaseous state from the North Slope.” Thi s
| anguage, he said, neans that the conm ssioner of natural
resources wll be able to negotiate with a provider of a
service, such as in the gas treatnent plant. Under the concept

put forth by the MU that would be TransCanada; so, the state
would enter into an interim agreenment wth TransCanada to
provide treatnment services for gas noving through on behal f of
the state. Simlarly, AGC in the Iliquefaction plant would
provi de services in the liquefaction plant for state gas. Those
interim agreenents would have duration of not nore than two
years. Moving back to page 13, |line 14, he read from [ paragraph
(11)] which states, "in consultation with the comm ssioner of
revenue, participate in the negotiation of agreenents that
i ncl ude bal ancing, mnmarketing, disposition of natural gas, and
of ftake and contracts associated with a North Slope natural gas
project." He rem nded nenbers that when the word including is
used in statute it neans including but not limted to. This is
the large project-enabling contracts which, as seen on lines 18-
19, are not effective unless the legislature authorizes the
governor to execute the agreenment or contract. In the MU the
state would enter into a Firm Transportation Services Agreenent
with TransCanada to provide transportation services to the state
for a tariff. That Firm Transportation Services Agreenment would
be devel oped under AS 38.05.020(b)(11) and brought back to the
| egislature to authorize the governor to execute that contract.
Simlarly, in the Heads of Agreenent, an offer is nmade by the
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producers to enter into individual narketing arrangenments wth
the state to dispose of the state's share of LNG That
di sposition agreenent would be negotiated under AS 38.05.020(b)
and returned to the |l egislature for approval.

2: 06: 29 PM

REPRESENTATI VE SEATON requested an expl anation of the context of
a project services contract of not nore than two years when
talking about a |l|iquefaction facility, pipeline, or marine
terminal. He presuned that going forward there is going to be a
| onger term secure contract that is not renewed every two years.

MR. PAWLOANSKI  concurred, saying the long term comrercial
arrangenents will be done under long-term contracts, both in the
project itself and throughout the daisy chain of relationships
that get developed. Oten a Precedent Agreenment or sonme interim
agreenent is there prior to the firm agreenent that comes back
[to the legislature]. The tinmesheet in the MOU will need to get
turned into a Precedent Agreenment that can be a foundation for
the nore detail ed agreenent that conmes back to the |egislature.

REPRESENTATI VE SEATON surmi sed these agreenments are in place but
not really operating a liquefaction plant or anything el se; they
are just for going through the process while getting everything
al i gned.

MR. PAW.OABKI agreed, saying it is a process of taking what are
very short docunents and nmaki ng them bigger and then making them
much bigger to come back to the legislature and the public.

2:08: 08 PM

CO CHAIR SADDLER understood that effective with passage of the
bill the comm ssioner can nmake comrercial agreenents of not nore
than two years, so therefore not for services that would
continue through the duration of the entire project. He inquired
what those services m ght be.

MR. PAW.OWSKI replied it mght be for two years because the
parties are comng back with the contracts that are needed for
operating over the long term The tinmeline for the Pre-Front-
End Engineering and Design (Pre-FEED) stage is 18-24 nonths.
The state needs flexibility to enter into these interim
agreenents, but those are not binding in the way the |ong-term
contracts are. In further response, he said it is Precedent
Agreenents for those services that are envisioned for those two
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years, not that those services are actually there yet. The
Precedent Agreenent phase occurs before the Firm Transportation
Servi ces Agreenent, which would govern the full operation.

2: 09: 36 PM

MR. PAW.OWSKI reconmenced his presentation of CSSB 138(FIN) am
noting the next addition nmade in Section 14 is paragraph (12),
page 13, lines 21-31. This provision, he said, enpowers the
comm ssioner to enter into confidentiality agreenents to
maintain the confidentiality of information related to these
contract negoti ations.

2: 09: 57 PM

REPRESENTATI VE SEATON asked how binding the two-year contracts
woul d be, given that the long-term contracts comng back to the
| egislature for approval nmay include elenents the |legislature
does not agree to.

MR. PAW.ONSBKI responded the interim agreenents are not binding
in the way the full contracts are binding. The full contracts
will be binding with the Ilegislature's authorization. For
exanpl e, under a Precedent Agreenent the state will be entering
into a relationship per the MM wth TransCanada to have
of ferings, and with those offerings associ ated devel opment cost.
Those agreenents are binding in that the state is commtting to
sonmething within those two years, but they are not the |long-term
agreenents that then are precursors for the |egislature' s up-or-
down approval

REPRESENTATI VE SEATON inquired whether the two-year conmerci al
contracts nmade by AGDC will have provisions that allow things to
be cancelled without obligations if the |egislature does not go
with a longer termcontract.

MR. PAW.OANSKI replied this section relates to the Departnent of
Nat ural Resources and the comm ssioner of natural resources, not
AGDC, entering into the resource agreenents. |t would piggyback
on the royalty process the departnment goes through.

REPRESENTATI VE SEATON rephrased his question, asking whether the
two-year commercial agreenents that the Departnment of Natural
Resources would be allowed to enter into could have provisions
that bind the legislature or that conmt to reparations if the
| egi sl ature di sapproves of the long-term contract. He presuned
t hat agreenents and contracts are viewed as the sane thing.
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MR. PAW.OASKI answered he will ook at the various possibilities
and get back to the committee. He said the way the |anguage is
crafted, agreenents are viewed as slightly different from

contracts; it provides flexibility to enter into interim
agreenents and nove things off the list prior to the large
contracts that will come back [to the |egislature].

2:14: 33 PM

MR. PAW.OABKI returned to his review of Section 14, paragraph
(12), drawing attention to lines 29-31, which state "the
commi ssioner may share confidential information obtained under
this paragraph with the legislature only in conmttees held in
executive session or under confidentiality agreenents.” The
goal, he said, is to work with the legislative body over the
period the contracts are devel oped so that a suite of agreenents
is created that will neet with success, rather than sonething
the public and the |egislature cannot support. Just as parties
were brought together in the Heads of Agreenment to nobve the
project in Alaska forward, the idea is to now expand the circle
to include the legislature to keep noving this project forward.

2:16: 09 PM

REPRESENTATI VE TARR inquired whether the comm ssioner "shall"”
share confidential information would be stronger than "my"
share. She said "may" mght |leave it open to the conmm ssioner's
di scretion as to whether that information is shared with the
| egi sl ature. If the intent is for the legislature to have
access to that information, the |anguage needs to be clear that
that is the case.

MR. PAW.OABKI offered his belief that this was a change made in
the other body at the direction of Legislative Legal and
Research Services. He said the conmmttee and the adm nistration
can | ook back through the record to get an answer.

2:16: 55 PM

COCHAIR FEIGE said the intent is clearly there that the
| egislature should participate with the departnent. Al t hough
not necessarily participating in the negotiations, t he
| egislature would be aware of the process and would perhaps
provi de advice to the admnistration. |f sonebody starts down a

path that |egislators know is not going to fly, it is better for
the admnistration to know that up front and not waste tine
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goi ng down what the |egislature would know to be a dead end. He
said his reading of this language is that |egislative nenbers
would have to sign confidentiality agreenents and anyone
unconfortable with signing a confidentiality agreenent would not
be allowed to participate in those sessions.

MR. PAW.OABKI concurred. Stating that this is a really
i nportant topic, he brought attention to the Heads of Agreenent,
page 14, Article 8.3.3. During the Pre-FEED stage, he said,
individually the conpanies and the state are talking about
initiating the process of assessing the LNG nmarket to see if
there really are opportunities for Alaska gas to conpete. At the
same tinme, the state wll be working disposition agreenents
potentially, or prelimnary disposition agreenents, with each of
the three producers individually or other parties that m ght be

interested in managing LNG on behalf of the state. The state
could be negotiating with, say, ExxonMbil, while at the sane
time negotiating a separate agreenent with BP for the
di sposition of LNG and one wth ConocoPhillips. Under no

circunstances would [the admnistration] want to put the
| egislature in a position of telegraphing the different terns in
t hose agreements to the detrinent of the state or allowng the

parties to see what is going on between them The
confidentiality provisions are critical to protecting the
state's I nt er est as it st eps into t hese commer ci a
rel ati onshi ps. This can be seen today with the Departnent of

Nat ural Resources and the disposition of royalty-in-kind oil.
This is a key piece of the legislation that the admnistration
| ooks forward to discussing with the commttee.

2:20: 39 PM
REPRESENTATI VE JOHNSON said he is wunsure whether under the

legislature's uniform rules a legislator could be kept out of
executive commttee, plus it is possible for a legislator to

come in who is not a nenber of the conmttee. He therefore
suggested that "or" may need to be changed to "and" on page 13,
line 31. He requested that Legislative Legal and Research

Services explore this as well as whether a |egislator who does
not sign a confidentiality agreenent could be kept out of
executive conmttee even if "or" is changed to "and" on |ine 31.
REPRESENTATI VE SEATON recalled that when doing this before,
people individually signed confidentiality agreenments and went
to neetings, although neetings were not necessarily established
| egi sl ative neetings.
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REPRESENTATI VE JOHNSON said that is his point about "any
committee or" and if a conmttee is convened, he does not think
it has the right to restrict. Wile there may be a way around
that he is unsure that this is the right answer.

2:22:29 PM

MR. PAW.OANSKI resuned his review of CSSB 138(FIN) am noting
Section 15, page 14, line 3, through page 15, line 30, is a
repeat of Section 14. Throughout the |egislation, he explained,
a section is anmended that was just anended. The bill has
different effective dates for different provisions. Sever al

years ago it was |learned that having tax provisions take effect
hal fway through a tax year causes disaster for the Departnent of
Revenue because taxes are paid on an annual basis, not a fisca
year basis. Thus, annualizing the tax laws is |looked for. The
tax provisions in the bill take effect 1/1/15 and the other
provi sions take effect inmediately. The purpose of a section
that is anmending the section just anmended is to incorporate the
change in tax law that is happening later in the |egislation.
This is seen on page 15, where all of the language from the
previ ous section is repeated, but a new paragraph (13) is added
to reference AS 43.55.014, which is the concept of tax as gas.
Tax as gas does not becone an opportunity until the provision
that enables tax as gas happens, which is 1/1/15. There are two
sections because the comm ssioner of natural resources cannot be
given direction to consult with the conm ssioner of revenue in a
provi sion that does not exist yet. Paragraph (13) sets up in
the powers of the conmm ssioner of natural resources the
direction to manage tax gas but in consultation wth the
Department of Revenue. Currently, the Departnent of Natural
Resources (DNR) rmanages royalty-in-Kkind. A royalty board
conposed of comercial analysts and know edgeable staff uses
process, statute, and precedent to enter into disposition
agreenents and to nanage oil and gas. However, the Departnent
of Revenue (DOR) does not have this. When considering tax as
gas, the admnistration |ooked at having DNR |everage its
expertise to nanage that on a day-in-day-out basis on behal f of
DOR so that the tax gas would be disposed of in the sane way as
for royalty gas. This allows the state to be efficient and not
bul k up two organi zati ons when DNR can be relied upon to do it
and to do it in consultation with DOR since it is DOR that takes
proceeds from the sale of tax gas and designates it to the
general fund or wherever else the |egislature has directed.

2:27:02 PM
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MR. PAW.OWNSKI said Section 16, page 15, line 13, through page

16, line 15, is a conform ng amendnent to an exploration credit
already on DNR s books. The anmendnent, which is on page 16,
line 12, changes the statute from AS 43.55 to AS 43.55.011,
which is the state's production tax. This change happens
t hroughout the bill and relates to credits and the application
of tax credits and this is the first instance of that change
Under this bill, a taxpayer, under specific circunstances, can
pay tax obligations with nolecules, just like what is done when
the state takes royal ty-in-Kkind. However, tax credit cannot be

appl i ed against a paynent in nolecules, so, wherever AS 43.55 is
referenced, a conform ng anendnent nust be made by changing it
to AS 43.55.011, which is the regular paynment in cash that the
state receives fromthe taxpayer

2:29: 03 PM

REPRESENTATI VE JOHNSON inquired whether it is being said that
the state would be able to take gas in |ieu of taxes.

MR. PAW.OWBKI replied yes. Instead of a tax paynent, the state
under CSSB 138(FIN) am has an opportunity to take a |larger share
of the gas fromcertain | eases and under certain circunstances.

REPRESENTATI VE JOHNSON posed a future scenario of the pipeline
at 100 percent capacity and the three producers saying they want
to pay their tax in gas. He posited that what the producers pay
the state they would take up by selling their own, and therefore
the state would have no way to transport that tax payment.

MR. PAW.OABKI responded Section 17 is a precursor for the option
to do tax as gas. The opportunity for a taxpayer to do tax as
gas depends upon the Departnent of Natural Resources nodifying
t he | ease. If the lease is not nodified, the option will not
exi st . State control is built in this way because, per the
Heads of Agreenent, the state sees a real opportunity in taking
the nolecules and maxim zing that resource on behalf of the
peopl e of Alaska. At the sane tine, the opportunity for tax as
gas is subject to certain agreenents being struck to the
satisfaction of the state. This provides a process and the
mechanism to set that up because it is correct to be concerned
about what happens to the state in a situation where it receives
nol ecul es but has no capacity to place them The state nust be
careful and set up nechanisnms that prevent that, which is why
the state is being put into the driver's seat for enabling the
option to begin wth.
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2:31: 03 PM

REPRESENTATI VE SEATON observed Section 16 deals with exploration
incentive tax credit credits that may not exceed 50 percent [of
the paynent toward which it is being applied]. He asked whether
these credits are being applied against oil taxes or gas taxes.

MR. PAW.OANSKI answered this is a legacy credit which has only

been used a few tines. It is a credit against royalty paynents
or production tax paynents, and is production tax on gas,
royalty on gas, royalty on oil. This is a |legacy power that the

conmmi ssioner of natural resources has in statute and this is a
conform ng anendnent to how that credit could be appli ed.

REPRESENTATI VE SEATON understood a new credit is not being
created here. He said his question cones down to the problem
that the state changed its tax system |ast year, especially in
relationship to high anbunts of credits that the state would be
liable for, wparticularly at low prices. He expressed his
concern that going forward the state does not have a system that
relates to expenses in gas that then get applied to further
reduce the state's oil revenue at low prices. |If this is being
revanped, he said, nenbers need to understand how these credits
are going to inplicate the state's future liabilities if things
do not go the way the state wants themto go.

CO-CHAIR FEIGE stated it would be useful, to that end, to know
what the historical utilization of those credits is.

MR. PAWOANSKI offered his belief that as this bill has noved
t hrough the process, the adm nistration has answered and done a
history on this particular credit, which he will provide to the
comittee. He added he knows that there has been other

di scussi on of credits.

REPRESENTATI VE SEATON said his concern is that now the state is
entering a phase not of history of where the credit was used,
but of trying to nake gas production accentuated. Therefore, he
is worried nore about the possibility of what the credit could
do if left in place in the future than whether it was used in
t he past.

2:34: 32 PM
MR, PAWOWSKI, returning to his review of CSSB 138(FIN) am

expl ai ned Section 17, page 16, line 16, through page 17, line
23, anends the power of the conm ssioner of natural resources to
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nodi fy | eases. Amendrent of AS 38.05.180(hh) is a key section

of the bill, he said, and is a precursor to the availability of
the option for a taxpayer to pay its tax wth gas. The
commi ssi oner has an opportunity after making a witten
determnation to nodify |eases; | eases are contractual

rel ati onships between the state and the lessor that may be
nodi fied. A key change that nust be done to nobve a gas project

forward is on page 16, |ines 25-29. Under the current | eases,
the state has the right to swtch fromtaking in-value to taking
i n-Ki nd. This creates significant problenms in a gas project
because a gas project depends on capacity being subscribed for
long periods of tinme and fully utilized. For exanple, say a
producer enters into a long-term contract to sell a certain
anmount of LNG to a buyer for the next 25 years and the producer
has nade that decision with the state taking in-value. If six

nmonths later the state says it wants to take its gas nol ecul es
as nol ecules, that producer is now short nolecules to turn into

LNG to neet its contract. Under oil, this power to switch the
state's lease ternms nakes a |ot of sense; however, in long-term
gas conmtnments it <creates real instability for both the
producer and the state. Likewwse, if the state nakes a

commtnent to provide LNG and there is the ability to nove back
and forth between in-value and in-kind, the state could be short
the gas it has conmitted to those contracts. This would all ow
the conm ssioner to nodify the leases to put limtations on the
right to switch between in-value and in-kind so that they do not
unreasonably interfere with the long-term nmarketing of natural
gas by the lessee of the state or another person. It supports
the long-term marketing of that natural gas and fulfillnent of
t he contract.

2:37:50 PM

CO CHAIR FEIGE agreed the termis inportant and inquired whether
it is worth putting into statute here limtations on the terns
or a mnimumterm peri od.

MR. PAWONSKI replied page 16, lines 21-23, state that "the
nodi fication shall be in effect during the initial project term
that has acquired the major permts required for the work plan
and budget ...." So, it is contenplated to be limted to that
period of the initial contract.

CO CHAIR FEI GE surmi sed the first 25 years.

MR. PAW.OABKI agreed that woul d be about right.
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2:38:30 PM

REPRESENTATI VE SEATON understood the nodification being made is
just switching an in-kind and is not a percentage of the bid
anmount .

MR. PAW.OASKI replied correct, adding that he will be discussing
the nunber in a few m nutes.

2:38:55 PM

REPRESENTATI VE TARR drew attention to page 16, |ines 28-29,
which say, "the state's actions do not unreasonably interfere
with long-term marketing of natural gas by the I|essee, the
state, or another person” and inquired how "unreasonably"
interferes woul d be determ ned.

MR. PAW.OASKI answered he will have to see whether there is a
distinct |egal standard around unreasonably and will get back to
the commttee in this regard.

2:39: 45 PM

REPRESENTATI VE OLSON noted that historically LNG exported from
Al aska has been sold on a British Thermal Unit (BTU) basis. He
asked what unit was used for a tax base.

MR. PAW.OABKI responded he cannot renmenber whether it is a BTU
or a volunetric thousand cubic feet (MCF). He said he will get
back to the commttee with an answer, but added he knows that
DOR takes a nunmber and back calculates for the purpose of
cal culating a tax.

REPRESENTATI VE OLSON added that historically the state adjusted
the BTU content due to the fluctuations and supply during the
m ddl e of w nter. He said he is therefore confused on whether
the state was doing it on volune for taxes and doing it on BTUs
when there mght not be correlation because the BTU content
woul d change per | oad. He believed it was neasured in N kiski
and again at "Tokyo Electric" when the delivery arrived.

MR. PAWOANSKI replied he wll get back to the comittee
regarding the way that that gets levied by DOR as well as how
DNR does the royalty calculations. The predom nant value in
t hat exchange cones through the royalty, he added, which often
uses a different nunber than the tax nunber. He believed the
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production tax under the carve-out for Cook Inlet is based on a
vol unetric.

2:41:48 PM

CO CHAIR SADDLER brought attention to page 16, Ilines 21-22,
which state that the nodification shall be in effect "during the
initial project term and inquired whether the |anguage should
instead read "during the initial termof a project.”

MR. PAW.OASKI agreed to |ook at the suggestion, but advised that
“initial project ternf is a defined term

CO CHAI R SADDLER pointed out that the "termi does not require
permts; the "project" requires permts.

MR, PAW.OWEKI agr eed.
2:42:44 PM

MR. PAW.OABKI returned to his review of Section 17, noting page
17, lines 5-8, address setting an appropriate fixed royalty
share. A dilemma in places |ike Point Thomson, he said, is that
there are many royalties with a fixed share and sone that are

net profit share or sliding scale. This provision allows the
Department of Natural Resources to nove to a fixed value for
t hat | ease. After much discussion, this provision has evolved

to require that the fixed royalty rate nust "yield a value to
the state that the comm ssioner determnes to be not |ess than
the value the state would have received under the ternms of the
| ease before a nodification under this subsection.”

2:44: 05 PM

CO CHAI R FEI GE asked whether it is a general intent to nake al
gas | eases across the North Slope the sanme, or fairly close to
t he sane, royalty share.

MR. PAW.OASKI answered it is not the intent to do that on | eases
across the North Slope, but rather to rationalize nunbers within

a unit. A unit will be nade up of a suite of leases wth
different terns, he explained, and a bl ended nunber is needed to
calculate the state's gas share for royalty purposes that, in

conjunction with the production tax, creates the volunme of gas
that the state has to support its share in the project.

2:44: 48 PM
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CO CHAI R SADDLER, regarding page 17, line 7, understood that the
| ease nodification would not take place w thout both parties -
the state and the producer - agreeing. He observed the proposed
| anguage of "not less than the value" does not include a cap.
He inquired whether this nmeans there is no prohibition against
it being adjusted such that it is a higher value to the state.

MR. PAW.OASKI replied he will discuss this with DNR and get back
to the commttee wth an answer, but said that that 1is
absolutely not the intent here. The intent is to arrive at a
fixed percentage for variable |eases that does not transfer
val ue between the parties but sets a fixed percentage for the
state to be able to nove forward.

2:45: 46 PM

REPRESENTATI VE SEATON, regarding page 17, line 5, asked why oil
is included in the provision for nodifying net profit shares
rat her than only gas.

MR. PAW.OWSKI understood it is because those are oil and gas
| eases; the | eases may not be gas only | eases.

REPRESENTATI VE SEATON said he wants to nake sure apples and
oranges are not being m xed when tal king about royalty shares on
gas and royalty shares on oil, and he wants to ensure that oil
IS segregated from gas.

MR. PAW.OWSKI responded that, given the length of the bill, he
may not be able to get to this today, but he will cone back to
discuss it in a future conversation because there very nmuch is a
connection between oil and gas. Under the Heads of Agreenent,
he continued, Point Thonson is one of the anchor fields for this
project and the production of oil is actually production of
associated liquids that comes directly from the gas production

The rel ationship of |ease expenditures being applied against the
regul ar production tax will be discussed later. The ability to
separate is a very difficult one, he said.

2:48: 08 PM

MR. PAW.OWBKI resuned his review of CSSB 138(FIN) am pointing
out Section 18, page 17, line 24, through page 18, line 17, is

another section that 1is being anended imrediately after
previ ously being anended, so it is a repeat of Section 17. The
change on page 18, line 5, says that this also can include gas
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delivered to the state wunder AS 43.55.014, which is the
reference to tax as gas; thus, it is a conformng change to
account for establishnent of the tax-as-gas option.

MR,  PAW.OWSKI explained Sections 19-22, page 18, line 18,
t hrough page 19, line 30, are conform ng changes for tax as gas.
These sections are statutes governing the Departnment of Natura
Resources' disposition of royalty-in-Kkind. It is existing |aw,
exi sting practice, for how DNR does the sale, exchange, or other
di sposal that conmes as a royalty; it adds the tax as gas to

these sections to give consistent treatnent. It would go
through the sane process, | everaging the royalty board,
providing the same side bars, just in the nmanagenent of

Departnent of Revenue's tax gas because these would already
apply to the Departnment of Natural Resources' nanagenent of
royalty oil. [ The adm nistration] wants the same custom and
practice to apply to Departnent of Revenue tax gas.

MR. PAW.OABKI addressed Section 23, page 19, line 31, through
page 20, line 11, rem nding nenbers that these are the
definitions reviewed earlier for the initial project term the
North Sl ope natural gas project, and project services.

2:51: 08 PM
MR. PAW.OWNSKI said Sections 24-26, page 20, line 12, through
page 21, line 1, are an anmendnent that attenpts to conform

Provisions in HB 4 directed the Departnment of Natural Resources
to give priority to the in-state natural gas pipeline project
when doing permtting. These sections delete the reference to
the in-state natural gas pipeline project and insert a project
under AS 31.25, the Alaska Gasline Devel opnent Corporation. So,
rather than a narrow prioritization for AGDC in the permtting
project process, it is given an expansive definition so the
projects that AGDC is pursuing on behalf of the state get the
same benefit whether it is an in-state project, the Al aska LNG
Project, or a project to deliver gas to Al askans under any
ci rcunst ance.

MR. PAW.OWNSKI noted Section 27 is the beginning of the bill's
tax sections. He ended his review of the |egislation, saying he
woul d continue his review at the commttee's next neeting [on
3/ 21/ 14].

2:53: 12 PM

HOUSE RES COW TTEE -32- March 19, 2014



REPRESENTATI VE JOHNSON i nquired where the tax is assessed on the
gas.

MR. PAW.OABKI responded the point of production for tax is
nodified in this legislation to provide clarity of where that
happens. For the Al aska LNG Project, the point of production is

the inlet of the transmi ssion |ines. For Point Thonson, it is
the pipeline that takes the gas from Point Thonson to the
treatnment plant. For Prudhoe Bay it is the transmssion line

that takes the gas from Prudhoe Bay to the treatnent plant even
though the treatnment plant is actually likely to be within the
Prudhoe Bay unit.

REPRESENTATI VE JOHNSON understood the point of production is
basically where the gas enters the treatnent plant, or where it
enters the pipeline to the treatnent plant.

MR. PAWLOABKI replied correct.
REPRESENTATI VE JOHNSON commented that that is al nost wel |l head.
MR. PAW.OABKI answered it is very close to well head.

REPRESENTATI VE JOHNSON surnmised if the state takes gas in taxes
it will be on the hook for transportation.

MR. PAW.OABKI responded correct.

REPRESENTATI VE JOHNSON asked whether the state is figuring that
in. For exanple, the state is owed $1, it takes the state 2
cents to [transport it], and so the state gives the producer 98
cents in credit; or, the state gives full value and eats the
transportation. Wile the state gets to market the gas, he
continued, it is also taking the risk of anything that m ght
happen downstream from that opening.

MR. PAW.OWBKI concurred, saying the agreenments in the Heads of
Agreenent to enable that are twofold. The upstream agreenents
guarantee delivery, the offtake for the state, and bal ancing
between the two fields to provide the gas for the project. The
di sposition agreenments allow the state to cover that cost in
between, so it is correct that, in-kind, the state is taking
that transportation responsibility. Whet her that is shifted in
the future is open for debate, but in today's circunstances that
i s what woul d be happeni ng.

2:55: 56 PM
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REPRESENTATI VE JOHNSON i nquired whether it is a one-way street
in that only the producers can cone to the state or whether it
is a tw-way street in that the state can go to the producers
saying it wants gas in |lieu of taxes.

MR. PAW.OWNSKI replied that under the provision for nodification
of |eases, the producers and the state will have to sit down and
nmodify |eases, particularly around the question of swtching,
and make a decision of in-kind or in-value. Once those | eases
are nodified, a producer will have the right to choose to pay
[indisc.--mcrophone bunped]. "So, it is the state election,
col | aboratively with the producers in the nodification of the
| eases that enables the opportunity for tax as gas," he said.

REPRESENTATI VE JOHNSON renmarked he still does not know that he
has an answer to his one-quarter of the pipeline. He posed a
scenario in which there is agreenent to nodify the |eases and
the state has 27 percent of the gas, but the producers still
want their 25 percent, resulting in the state stranding its tax
paynent . It is taxed before it goes in the pipe, he said, so
the state is stranding that paynent.

MR. PAW.OABKI responded that is why the state ownership of
capacity nust match up wth the state opportunity for the gas
paynent . It is why those offtake agreenments are so inportant
and it is why the bal ancing agreenents are so inportant. Those
agreenents clarify how the gas is delivered, how nmuch the state
has so it can match it up with the capacity and can manage t hat
question. |If one of those does not work, the opportunity itself
w il not work. So, all of those are negotiated in tandem and
noved forward through this process as the project noves through
t he Pre- FEED stage and into the FEED stage.

2:58: 24 PM

REPRESENTATI VE JOHNSON said he needs nore clarity and still has
guestions because he can already see a way to gane the system
The state is taking responsibility for that paynent of the
state's 25 percent; the state is taking the gas in-kind. He
asked whether the state would be sacrificing some of its revenue
to its partner if the gas is taken in-kind. The state is paying
to have that gas noved, he continued, so the state would not get
full benefit for that if it is taken as gas because the state
must share it with sonebody.
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MR. PAW.OWSKI confirned there is an obligation, a cost to the
state, of that fixed tariff from having a partner in any el enent
of the mdstream However, that conmes at the benefit of the
i nvestment up front.

REPRESENTATI VE JOHNSON, qualifying that for purposes of his
guestion it be ignored that the state has an investnent and a
partner, inquired why the state, knowing it nust share that
portion of the revenue it is taking in taxes, would ever take it
in gas. He further inquired under what scenario would it nmake
sense for the state to take any gas when the state nust share
it, be responsible, and nmarket it. He said he cannot see why
this is needed because he cannot see a situation where the state
woul d ever want to take revenue for gas.

MR. PAW.OABKI answered the opportunity [the adm nistration] sees
in taking tax as gas is the same opportunity the state sees with
royal ty-in-kind. The conmbination of the two, plus the state
investnment, allows the state to nove the Alaska LNG Project
forward with the partners in a way that allows the state to
maxi m ze val ue. [The admnistration] does not see the
alternatives of reducing tax rates and royalty rates to enable
the project as being in the long-terminterest of the state or
one that would nove a project forward with the partners. [ The
adm ni stration] believes the state's co-investnent and the state
taking a larger share of the gas provides the naxinmm
opportunity for nmaking a project actually happen.

3:01: 08 PM

REPRESENTATI VE JOHNSON opi ned that |egislators are wasting their
time if the profitability of a $40-$80 billion project is
dependent upon the state taking gas instead of taxes; that is

such a small nunber in the overall. He said he questions this
incentive and does not know why it is needed, although he
understands why the producers would want it. "If we are
depending on that, this project is in trouble,” he said.

MR. PAW.ONSKI  responded he wll bring the conmttee the
econonics for why it benefits the project. It is inportant to

remenber, he said, that in a traditional tax role the deduction
for transportation, whether for royalty or for tax, is to get to
the well head. The state is paying for transportation costs and
the state does not have control over those costs and that is
part of the litigation and valuation disputes that the state has
had over the last 30-40 years regarding the Trans-Al aska
Pi peline System (TAPS) tariffs. They conme out in the in-value
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equation in the same way they would if the state was paying the
i n-kind equation. He offered his belief that the state
typically achieves a higher value in the in-kind scenario than
it does in the in-value scenario.

REPRESENTATI VE JOHNSON said the difference between TAPS and what
was just stated is that there is no partner with whom the state
nmust share profits.

3:03: 21 PM

ADJ OURNMENT

There being no further business before the commttee, the House
Resources Standing Commttee neeting was adjourned at 3:03 p. m
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