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COW TTEE SUBSTI TUTE FOR SENATE BILL 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
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Deputy Conm ssi oner

provi ded a

section-by-section review of CSSB 138(FIN) am a continuation of
a presentation he began on 3/19/14.

SUSAN POLLARD, Assistant Attorney Ceneral
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Ol, Gas & Mning Section

Cvil Division (Juneau)

Depart ment of Law (DQL)

Juneau, Al aska

PCSI TI ON  STATEMENT: During the admnistration's section-by-
section review of CSSB 138(FIN) am answered questi ons.

ACTI ON NARRATI VE
1: 08: 48 PM
COCHAIR ERIC FEIGE <called the House Resources Standing

Commttee neeting to order at 1:08 p.m Representatives Hawker
Kawasaki, P. WIson, Saddler, and Feige were present at the cal

to order. Representatives Seaton and Tarr arrived as the
meeting was in progress. Representati ve Josephson was also
present .

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

1: 09: 06 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 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 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
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the oil or gas producer education credit; requesting the
governor to establish an interim advisory board to advise the
governor on municipal involvenent 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
amendnents; and providing for an effective date."

1: 09: 15 PM

M CHAEL PAW.ONBKI Deput y Comm ssi oner, Ofice of t he
Conmi ssi oner, Departnent of Revenue, continued his section-by-
section review of CSSB 138(FIN am which he had begun
presenting on 3/19/14. He rem nded nenbers that Sections 1-12
of the enabling legislation are related to the Al aska Gasline
Devel opnent Corporation (AGDC) and how the state wll
participate in the [Al aska Liquefied Natural Gas Project (LNG

Project]. He further rem nded nenbers that the other sections
of the bill he discussed on 3/19/14 were related to the
Department of Natural Resources and the process for negotiating
the project-enabling contracts. He said today he wll discuss
the tax-related sections of the bill, Sections 27 and onward,
which are "the percentage questions.” The state's percentage of
gas share wll, in turn, determ ne what | evel of the
infrastructure the state will invest in.

MR. PAWOWSKI noted Section 27, page 21, lines 2-15, is a

conform ng anendnment to confidentiality and protecting taxpayer
i nformati on. Previous provisions are related to the Departnent
of Natural Resources (DNR) and AS 38.05.020, a statute that
links back to the powers of DNR to negotiate the agreenents and

contracts that will cone back to the |egislature for approval.
Because the Departnent of Revenue (DOR) will play a consultative
role with DNR and will need to have confidentiality protections,

| anguage needs to be added into the confidentiality protection
sections so that DOR can keep the information under those
negoti ati ons confidenti al .

1:11: 41 PM
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MR. PAW.OABKI expl ai ned Section 28, page 21, lines 16-29, is an
anmendnent . He rem nded nenbers about previous discussion
regarding effective dates and anendi ng sections just previously
anended, which is needed because the tax provisions are
effective 1/1/15. The |anguage inserted on page 21, line 21, is
an exception to information that [DOR] keeps confidential and is
related to the publication of the tax as gas provision.

MR. PAW.OABKI drew attention to Section 29, page 21, line 30

t hrough page 24, line 1. He said page 23, |line 31, through page
24, line 1, references AS 38.05.020(b), which is the DNR
provision for the negotiation of those agreenents. [ Section 29

anends AS 40.25.120(a) to establish an exception in public
records for information confidential under the new provisions of
AS 3.05.020(b) (related to contract negotiations for a North
Sl ope natural gas project).]

MR. PAW.OMNSKI said Section 30, page 24, line 2, through page 25,
line 8, expands the powers of the duties of the conmm ssioner of
revenue. Page 25, lines 6-8, is the new |anguage that deals
wth consultation with the comm ssioner of natural resources.
Just as the conm ssioner of natural resources is directed in the
DNR section to consult with the comm ssioner of revenue, in the
revenue section the commissioner of revenue is directed to
consult with the comm ssioner of natural resources.

1:13: 35 PM

MR. PAW.OABKI stated Section 31, page 25, line 9, through page
26, line 19, is the same section anended to account for the
effective date. Page 26, line 16, inserts new paragraph (17),

whi ch references AS 43.55.014(b), the statute for tax as gas

where the tax is taken as a percentage of the nolecules
produced. Section 31 relates to the conm ssioner of revenue and
calls out that it is the comm ssioner of revenue who directs the
di sposition of revenues received from the gas delivered to the
state in lieu of tax, gas that is then sold under agreenents
with the comm ssioner of natural resources. St at ut es have been
passed throughout tine that direct the disposition of revenues,
so this provision clarifies that it is the conmm ssioner of
revenue who directs that tax as gas. In the DNR sections, the
sale of royalty gas is talked about along with the cal cul ation
and direction of a percentage that goes to the permanent fund

If there are simlar directions to the comm ssioner of revenue,
they would do that with the tax proceeds. Today, proceeds from
tax go into the general fund and are available broadly for the
| egi sl ature to appropriate.
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1:15: 02 PM

MR. PAW.OABKI noted Section 32, page 26, lines 20-24, provides
an exception to taxpayer confidentiality for +those parties
electing to pay their tax with gas. The departnent is allowed
to publish the nane of the person and the anpbunt of gas produced
from each | ease or property that is effective for that election
He clarified that in the tax sections, "person" typically refers
to a corporation. Section 32 ensures that when a conpany pays
its taxes with gas, that information is public and is included
in DOR s revenue sources book so Al askans can see it and account
for it.

1:15: 52 PM

CO CHAIR FEI GE asked whether DOR will be required to have three
producers, as is currently the case, before the departnent can
publish a total nunber.

MR. PAW.OASKI responded the reason for the specific exenption is
so that those provisions do not apply. This will provide a
hi gher | evel of public disclosure around the tax as gas concept.

CO CHAIR FEIGE surm sed the people of the state will then know
exactly how much gas has been conveyed to the state, either for
royalties or for [the tax as gas].

MR. PAW.OABKI replied correct. For the tax as gas, the people
of Alaska w Il know how much, where it cane from and who
provi ded that gas.

1:16: 46 PM

REPRESENTATI VE TARR inquired how the dollar anmount for that gas
will be arrived at. She recalled that enalytica estimtes the
amount will be up to $350 million a year. She understood the
provision is that it will be in the revenue sources book as
projected from where it will be comng from rather than the
actual dollar anount. She presuned the dollar amount would be

found through the budget docunents.

MR. PAW.OABKI answered the point in Section 31 is for DOR to
direct the disposition of revenue received for the gas delivered

to the state under the tax as gas provision. The state wl
have an accounting of the sale of that gas, so the proceeds wl|
be known. Also, DOR wll have the essential paynent of the
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terms of nmoving the gas through the infrastructure and
ultimately a nunber that goes into the general fund.

REPRESENTATI VE TARR wunderstood that Section 32 would make
available to the public all the information absent a dollar
armount associated with it.

MR. PAW.OABKI responded correct.

CO CHAIR FEIGE said that is because the dollar amount is really
up to the state to sell that gas by whatever neans, such as
selling in-state or to a local utility.

MR. PAWLOABKI replied correct.
1:18: 20 PM

MR. PAW.OANBKI returned to his sectional analysis, pointing out
that Section 33, page 26, |line 25, through page 27, line 15, is
an anmendnent to the corporate income tax provisions in Al aska
statute. The changes on page 27, lines 1-15, are intended to
capture what is a business activity in the state. When a
conpany produces gas and pays a production tax, that volune of
gas is included in the conpany's apportionnent factor, which
affects the conpany's |level of corporate incone tax paid to the
state under current statute. Section 33 provides that the state

will include in the apportionnment factor the tax paid as gas.
1:19:16 PM
VR. PAW.ONSKI in response to Co-Chair Saddler, defi ned

apportionment factor, explaining that Alaska' s corporate incone
tax takes the broad business activity of a conpany and
apportions the inconme, for tax purposes, based on the business
activity in the state. Section 33 is a clarifying anendnent to
ensure the status quo of the regular production tax, or taxable
gas, will continue to be included, whether it is paid in-kind or
under the normal production tax. Previ ous versions of the bil

in the other body included clarifying |anguage intended to
capture the status quo treatment of inner-conpany transactions,
which are not taxed under Al aska's corporate incone tax. He
said the admnistration may be looking to work wth the
committee to provide that clarifying |anguage in statute to this

section. It is not intended to change DOR s treatnment of
corporate incone tax and there may be sone opportunities to
provi de additional clarity. However, the corporate incone tax
apportionment factor is in a separate section. The intent is
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not to change corporate incone tax, but rather provide clarity
to taxpayers. It is believed that this section clearly does
that for the extraction factor, while providing that the
business activity is taxed in the state of Al aska.

MR. PAWLONSKI , in response to Representative P. W son,
explained the extraction factor is part of the equation that
determ nes the business activity within the state of Alaska. In

further response, he confirnmed that the corporation is worldw de
and it is the part that the corporation does in Al aska. A proxy
is being created, he said, so the State of Al aska (SOA) can
calculate a corporate inconme tax liability.

1: 21: 40 PM

MR.  PAWOASKI resuned his sectional analysis, noting that
Section 34, page 27, line 16, through page 28, line 7, relates
directly to the production tax, which is found under
AS 43.55.011. Section 34 calls out the specifics of how the tax
regime wll work after 1/1/22. The operative |anguage is on
page 27, line 31, through page 28, line 7, which state that on
and after 1/1/22, the production tax for oil is separated out at
35 percent and the tax on gas is equal to 13 percent of the
gross value at the point of production of the taxable gas.

1:22:41 PM

REPRESENTATI VE HAWKER recal | ed that when introduced SB 138 had a
figure of [10.5] percent, which has been changed to 13 percent.
He requested the adm nistration's opinion on the change.

MR. PAW.ONSKI responded the original figure of 10.5 percent was
chosen by the adm nistration because, when |ooking at the broad
range of economcs in a status quo world, 10.5 percent seened to
be the nost likely crossover where the state preserved the val ue

that it would receive from going in a status quo world. The
intent of the state was to preserve value, not to say that a
status quo would actually work to advance a project. The

royalty study that DNR previously presented to the commttee
tal ked about fiscal changes that needed to be made to inprove
the econonmics. One opportunity was to do sonmething like is done
under royalty relief - reduce the royalties, reduce the state's
share - but the governor and the adm nistration said that was
not the intent. The intent was to nove the project forward
preserving the value that the state would get and that is where
the concept of co-investnent cane. The 10.5 percent was that
crossover. In the Heads of Agreenent (HOA), the parties have
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agreed that an appropriate production tax is sonewhere between 7
and 13 percent. The other body turned the dial to the maximm
of 13 percent which, when coupled with the royalty, noves the
state to an approximately 25 percent share. In that it is
within the boundaries of the range contenplated in the HOA it
is sonething that will continue nomentum on the project and the
adm nistration is supportive of the change.

1: 25: 03 PM

MR. PAW.ONSKI returned to his discussion of Section 34, stating
the adm nistration chose the date of 1/1/22 because there are
several ceilings designed in statute to limt the production
t ax. The admnistration was extrenely conscious of the
| egislature's direction that until 2022, gas produced and used
in-state, outside of the Cook Inlet, receives the sane tax rate
as Cook Inlet gas. Wth the "Interior energy project" |ooking
at entering into gas contracts today, that change in that tax
rate would have an inpact on consuners in the Interior during
the tinme period that that tax rate was provided by the
| egi sl ature. The adm nistration also |ooked at the timng of
advanci ng projects and decided that allowing that tax ceiling to
expire provided the predictability that people needed to plan
the projects they are |ooking at today, but provide the type of
clarity that the Al aska LNG Project needs to go forward.

MR. PAW.OWNSKI explained Section 35, page 28, l|line 8, through
page 29, line 25, is an anmendnent to the m ninmum tax provision
Under |ast year's SB 21, the state retained a mninum tax of 4
percent on the gross value for oil. That was particularly
inportant for the sliding scale credits that were per barrel and
developed in this commttee; those credits could not be used to
offset a tax liability below that mninmm tax. Now that there
will be two tax rates for oil and gas after 1/1/22, and one of
those is a gross tax rate on gas, it nmakes no sense to maintain
a mninmm 4 percent gross tax rate on gas if the tax rate is
just 13 percent of the gross value. So, the change on page 29,
line 3, is that the mnimumtax only applies for oil and that is
because the oil tax remains on the net value of 35 percent,
whereas the tax rate on gas is 13 percent of the gross val ue.

1:27:48 PM

REPRESENTATI VE SEATON, in regard to the gross value at the point
of production for oil after gas is out, inquired whether there
are gas expenses that will be subtracted fromthe val ue.
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MR. PAW.ONSKI replied the issue is not at the gross value at the
point of production; it is at the calculation of the production

tax val ue. Lease expenditures cone out of the gross value at
the point of production. Lease expenditures wll be taken
agai nst the production tax value overall and there will not be a

calculation of a gas production tax value because, under CSSB
138(FIN) am gas is 13 percent of the gross value at the point
of producti on.

1: 28: 45 PM

MR. PAW.OWSKI turned back to his sectional analysis, pointing
out that Section 36, page 29, |line 26, through page 30, |ine 22,
is the core section of the tax provisions, is the opportunity
for a conpany to pay tax as gas, and includes a couple of

triggering events. Page 29, lines 28-31, provide that [for gas
produced on and after 1/1/22], "the departnent shall allow a
producer to make an election ... to pay in gas the production
tax levied by this section in lieu of the tax otherw se |evied
for the gas by AS 4.55.011(e)." This neans that after 1/1/22, a
producer will have an opportunity to pay its production tax with

gas. Page 29, line 31, through page 30, line 3, provide that an
"election under this subsection applies only to gas produced

from oil and gas |eases nodified under AS 38.05.180(hh)". Thi s
subsection is in the powers of the conm ssioner of natural
resources, which begins on page 16, line 16, and which states

that the comm ssioner of natural resources is allowed to nodify
| ease terns on specific |leases to do a couple of things. One is
to make changes related to the ability to switch back and forth
between in-kind and in-value. The state has to nmake the
decision to nodify the | eases to provide the clarity so that all
the parties can go forward and nmeke determ nations on what gas
they have to be able to market it; it is a predictability issue.
When those |leases are nodified, the opportunity to pay tax as
gas under Section 36 is enabl ed.

1: 31: 50 PM

MR. PAW.OWBKI noted, however, that for federal |eases, DNR plays
no role and cannot nodify the |ease because DNR is not the
| andowner and therefore there would be no opportunity under this
bill to pay tax as gas. Under the Heads of Agreenent, Article
8, the decision to take gas in-kind, both for royalty and tax
purposes, is subject to a couple of things, the first being the
successful negotiation of project-enabling contracts. Those are
descri bed as offtake supply agreenents and bal anci ng agreenents,
as well as the satisfactory disposition of the LNG The state
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needs to know it has the right contracts in place and the
predictability to get its gas supply, just as the producer
parties need to know that the state is not going to change how
the state takes gas share during year five of a contract in
whi ch the producer has conmmtted to provide gas as LNG to a

buyer. Wth the agreenents that the legislature will assist the
adm nistration in drafting, and which come back to the
| egislature for approval, the state wll be in a position to

allow the nodification of |eases to occur and the opportunity to
pay tax as gas to happen. The adm nistration crafted a targeted
and limted opportunity. Once the leases are nodified by the
state, that opportunity is available to the taxpayer; DOR does
not get to take it away and, through the contractual
arrangenents, DOR will work how that election is determ ned.
The point is to provide predictability of gas for all of the
parties to be able to enter into the type of arrangenents the
commttee's consultants have described as critical to underlying
t he project.

1: 33: 43 PM

CO- CHAIR FEIGE inquired whether the decision to pay the royalty
in-kind is still an irrevocabl e deci si on.

MR. PAW.OWSKI answered that the original language in this tax
provision to pay the tax was an irrevocable decision and was
nodified with the word "may". The other body deleted "may",
inserted "shall", and repealed "irrevocable". So, [page 29,
line 29,] now says that [DOR] shall provide an election for the
taxpayer to nmke its paynent with gas. The decision to take
royalties is the province of DNR

CO CHAIR FEI GE asked whether the taxpayer can switch back and
forth between in-kind and in-val ue.

MR. PAW.OMSKI replied the key is the contracts which underpin
the nodification. The satisfactory contracts that will be the
foundation for the nodification of |eases are where the state
will bind the parties in their ability to make an el ecti on.

1:34:53 PM
REPRESENTATI VE P. WLSON understood the state is binding itself

and the taxpayer to make that deci sion. She inquired whether
t he taxpayer can change it |later through an agreenent.
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MR. PAW.OWNSKI responded that is part of the agreenents which
wi |l be devel oped under the earlier sections. In no way can the
state allow the other parties to swtch, just as the state
cannot switch

REPRESENTATI VE P. WLSON said she is confused, then, given that
"irrevocabl " was del et ed.

MR. PAW.OASKI answered Legislative Legal and Research Services
t hought the term "irrevocable", as introduced in HB 277, raised
some issues around tax and binding around tax. The operative
term was taken out because "shall" provide an el ection provided
the necessary clarity for the state and the taxpayer.

1: 36: 10 PM

CO CHAIR FEI GE understood the departnents are being given the
opportunity to nmke the choice available to the conpanies.
Then, when tine conmes to sign the final contracts between the
producers and the state, the parties beconme bound in a |long-term
contract.

MR. PAW.OABKI replied correct. [ The admi nistration] envisions
the conpanies will have to commt to how they w Il nake that
el ection in the contracts for the contract term There nay cone
a point after the initial contract term where the necessity for
tax as gas is not in the same place as it was to get the project
up and noving. That flexibility down the road may be inportant.

1: 36: 59 PM

CO CHAI R SADDLER asked whether there is a risk if the producers
choose to not exercise their provision to pay tax in gas, given
the project is envisioned [wWwth the state taking tax as gas].

MR. PAW.OWNSKI responded [the adm nistration] believes that is
unlikely, and he does not believe the state would execute the
associated contracts necessary to nove the project forward if
the state allowed the producers that opportunity. For the sane
reason the state wants «clarity on these provisions, the
producers want clarity. He recalled the conmttee's 3/19/14
di scussion about this dilemma of sw tching when a conpany nakes
a long-term commitnent to provide LNG to a buyer. The conpany
nmust have nolecules to nmove through the LNG plant for turning
into LNG for shipping out. [If, five years into the project, the
state says it wants sonme of that gas for sonething the state
wants to do and takes the gas in-kind instead of in-value, the
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conpany would then not have the gas necessary to neet the

contract it had commtted to. It is a predictability issue for
the conpanies as well as the state, because the state will also
be entering into contracts either directly or through the
producers or other agents or other parties. The disposition

agreenents for sale go through the royalty process with all the
associ ated statutory protections and governi ng precedent.

1: 38: 50 PM

MR.  PAW.OWSKI resunmed his discussion of Section 36, draw ng
attention to page 30, lines 4-7, which state that a "production
tax levied by this section is equal to 13 percent of the gas
ot herwi se taxable under AS 43.55.011(e)(3) produced from each
oil and gas lease to which an effective election under (a) of
this section applies, when and as that gas is produced."” He
said the difference here is an operative one. The key is that
the state is not doing a value calculation and then turning it

into nol ecul es. The state is actually taking a percentage of
the gas produced. That is inportant because gas is used in the
project as fuel. The state was concerned that doing a value
cal culation would present an opportunity for that to get |ost.
Just as with royalty, the state will get the gas produced and
will then be able to use gas to neet the fuel obligations that

the state will have in the project.
1:40: 13 PM

REPRESENTATI VE SEATON requested a refresher on where is the
poi nt of production.

MR. PAW.OASKI answered the definition of the point of production
is being nodified to be the farthest upstream of the inlet to

the transm ssion lines going to the treatnent plant. For Poi nt
Thonmson it will be the entry of the pipeline |eaving the Point
Thonmson fi el d. For Prudhoe Bay it will be wherever the gas is

| eaving the infrastructure at Prudhoe Bay to go to the treatnent
pl ant .

REPRESENTATI VE TARR inquired what the actual nonetary value is
of doing the tax as gas provision nodel ed agai nst several ranges
of production tax.

MR. PAW.OASBKI believed [the adm nistration's consultant], Black
& Veatch, have done sone of this in its presentations. He
conplimented the legislature's consultants [enal ytica], however,
as doing the best work on this by showi ng how in-kind across a
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range of prices delivers better production to the state. He
encouraged nenbers to |ook at [enalytica' s] nodeling for in-kind
versus in-val ue when the consultants cone before the commttee.

CO-CHAIR FEIGE advised that the npbst recent posting on the
Legi sl ative Budget and Audit Commttee's web site includes about
22 pages from enalytica in which there is a specific section
dealing with this nodeling.

REPRESENTATI VE TARR clarified she is asking about the tax as gas
provi sions, not the royalty-in-kind.

MR. PAW.OABKI answered that is what he is referring to.

MVR. PAW.ONBKI in response to Representative P. WIson,
reiterated the definition of point of production as being the
farthest upstream of the inlet of the pipelines that lead to the
gas treatnent plant.

1: 42: 38 PM

MR. PAW.OWSKI returned to his sectional analysis, addressing
Section 37, page 30, line 23, through page 31, line 16. Not i ng
that credits are available for taxpayers to apply against their
tax liability, he pointed out that page 30, line 25, deletes
"due under this chapter” for the education credit applied
agai nst the production tax. Under current |aw the credit can be
applied against the tax "due wunder this chapter”, but the
dilemma is that wunder Section 36 a producer wll have an
opportunity on certain gas on certain leases to pay its tax
l[itability with nol ecul es. However, as discussed on 3/19/14, a
tax credit cannot be taken against a nolecule because it does
not make sense. Section 37 clarifies that the tax credit for
education may be used only against the tax paid in-value. The
[ Senate] expanded this tax credit to allow the education credit
agai nst the production tax to be generated on investnent in a
nonprofit regional training center or an apprenticeship program
that is registered under the U S. Departnment of Labor, page 31,
lines 2-6. This expansion of applicable expenditures did not
change the limt of those expenditures. Responding to Co-Chair
Feige, M. Pawl owski said a list of the qualifying nonprofit
regional training centers is currently being put together.

1:44:. 48 PM
MR. PAW.OAMSKI resunmed his sectional analysis, stating Section
38, page 31, line 17, through page 32, line 3, is a simlar
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anendnent to the education tax and expands what qualifies for
the education credit. It provides for vocational education
courses, prograns, equipnment, and facilities by a state-operated
vocati onal technical education and training school.

CO- CHAIR FEIGE inquired whether Section 38 elimnates several

credits under an effective date of 2022. He wunderstood that
between sections 37 and 38, sone credits are dropped from the
statute. He further inquired whether that is because those

credits expire.
MR. PAWLOABKI deferred to the Departnment of Law for an answer.

REPRESENTATI VE SEATON understood the aforenentioned deals wth
the education tax credit wunder which there is a nunber of
different term nation dates. Thus, to renmain, the tax credits
must be repeated throughout several sections.

SUSAN POLLARD, Assistant Attorney GCeneral, Gl, Gas & Mning
Section, Cvil Division (Juneau), Departnent of Law (DQ.),
confirmed the amendnent in Section 38 addresses a springing
sunset date for the education credits, which is seen again in
the effective date of Section 63 on page 56, |ine 8.

1:47:16 PM

MR. PAW.OASKI turned back to his sectional analysis, noting that
Section 39, page 32, lines 4-8, is a clarifying anmendnent to the
regul ar production tax under AS 43.55.011(3), hence the deletion
on line 6 of the words "this chapter”.

MR. PAW.OWNSKI explained Section 40, page 32, line 9, through
page 39, line 24, addresses the nonthly installnent paynents of
production tax that are paid to the State of Al aska. The
changes begin on page 37, line 9, for oil and gas produced on or
after 1/1/22. A good exanple of the change is the 35 percent
for oil which is on page 38, line 20, and the 13 percent for gas

which is on page 38, line 27. The language clarifies to a
taxpayer how to make its nonthly installnment paynents against
its production tax for the world as it will exist after 1/1/22

shoul d this | egislation pass.
1:49:19 PM
REPRESENTATI VE TARR asked why the |anguage "for oil and gas

produced” is added in paragraph (1) on page 32, line 12, and in
par agraph (5) on page 35, line 4.
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MR. PAW.OABKI believed it is a conformng anmendnent related to
the state's tax ceiling. He deferred to Ms. Poll ard.

M5. POLLARD explained Section 40 is the nonthly installnent
paynments for the production tax; although the tax is levied

annually, it is paid in nonthly installnents. [ Under CSSB
138(FIN) an], there are three different scenarios for those
monthly installnment paynents. [Gl and gas produced] before

1/1/14 is addressed on page 32, |ine 10, through page 35, I|ine
[3]. Ol and gas produced after 1/1/14 and before 1/1/22 is
addressed on page 35, line 4, [through page 37, line 8]. The
reason "oil and gas" is underlined is to clarify or flag what is
happening in this long section.

MR. PAW.OABKI interjected the point is that the production tax
is on both oil and gas.

REPRESENTATI VE TARR observed that the third scenario is for oi
and gas produced on or after 1/1/22 [addressed on page 37, line
9, through page 39, line 24].

M5. POLLARD responded correct, noting this is addressed on page
37, line 9, [through page 39, line 24].

1:52:13 PM

MR. PAW.OABKI continued his sectional analysis, stating Section
41, page 39, line 25, through page 40, line 15, and Section 42,

page 40, line 16, through page 41, line 4, are conformng
changes for interest on overpaynment or underpaynent of the
af orenenti oned nonthly installnment paynments. The additions on
page 40, line 7 and lines 18-19, are to account for the

renunbering in Section 40.

MR. PAW.OABKI advised Section 43, page 41, lines 5-23, and
Section 44, page 41, line 24, through page 42, line 14, are
conform ng anmendnents for oil and gas produced before 1/1/22 and
for after 1/1/22 as it relates to the private |andowner royalty.
No change is made to the private | andowner royalty, it is just a
clarification.

1:53:11 PM

REPRESENTATI VE SEATON asked about paragraph (8) on page 39,
lines 15-18, which states, "an anpbunt cal cul ated under (7)(C) of
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this subsection may not exceed four percent of the gross val ue
at the point of production”.

MR. PAWLOABKI responded the 4 percent is the mninmmtax.
REPRESENTATI VE SEATON said that is why he does not understand
He asked whether the anount calculated under (7)(C is the oi
and gas produced from | eases subject to [AS 43.55.011(p)].

MR. PAW.OABKI deferred to Ms. Pollard for an answer.

M5. POLLARD replied that (7)(C, on page 38, lines 17-19, is the

reference to the tax ceiling that applies to Mddle Earth -- oi
and gas produced south of 68 degrees and outside the Cook Inlet
sedi mentary basin. That particular tax limtation on oil and

gas is that it not exceed 4 percent of the gross value at the
poi nt of production and that limtation is extended until 2027.

MR. PAW.OASKI apol ogi zed, saying he got his "4 percents m xed
up." He concurred it is the tax ceiling for Mddle Earth.

1: 56: 30 PM

MR. PAW.ONSKI noved back to his sectional analysis, explaining
that Section 45, page 42, line 15, through page 43, line 13, is
an anendnent to the annual statenents nade by the producers and
explorers to require the separate identification of the anpunt
of gas produced and the lease to which it is effective. A
previ ous section sets up the tax delivered to the state as gas
as separately reported, so a change nust be put in statute to
require the producer to identify that to the state on the
producer's annual statenent. Thus, it is conformng to the
transparency of that public information.

REPRESENTATI VE SEATON i nqui red what the reason is for this.

MR. PAW.OASKI answered the opportunity to pay tax as gas depends
on certain |leases being nodified. The state wants to know where
that gas is comng from because the |eases may be different
bet ween, say, Point Thonmson and Prudhoe Bay. The state wants to
be able to identify where the tax as gas is conmng from and the
state wanted to error on the side of transparency of public
i nformati on.

REPRESENTATI VE SEATON understood the |eases may have different

royalty rates but said he does not think different tax rates are
bei ng establ i shed.

HOUSE RES COW TTEE -19- March 21, 2014



MR. PAWOWSKI confirned different tax rates are not being
established for gas to the royalty rate under Section 45. He
said amendnents to that effect are in future sections.

REPRESENTATI VE SEATON understood the royalty rates wll be
mai nt ai ned throughout for gas produced from those |eases that
have differing royalty rates.

MR. PAW.OANSKI replied correct; there will be different royalty
rates between the Point Thonson unit and the Prudhoe Bay unit,
for exanple. Poi nt Thonson typically has a higher royalty rate
than the Prudhoe Bay unit. The tax will apply to the taxable
production and it will be a uniformtax between the two units.

1:58: 54 PM

MR. PAW.OABKI turned back to his sectional analysis, noting that
Section 46, page 4, |line 14, through page 45, line 22, is the
calculation of the annual production tax values and is a
clarification for oil and gas produced before 1/1/22, except as
provided in (b), (f), and (g) of this section. It is about the
tax ceilings that are in statute for Cook Inlet, Mddle Earth

and gas produced and used in-state.

MR. PAW.OASKI advised that Section 47, page 45, line 23, through

page 46, line 11, provides for the determ nation of excess |ease
expenditures for the purpose of calculating a carry forward | oss
credit. This section clarifies that "or (h)" rnust be included

in the calculation, the (h) being added in Section 50.

MR. PAW.OABKI skipped to Section 50, page 47, line 15, through
page 48, line 22, explaining it is the operative section that
deals wth |ease expenditures. On the North Slope, |ease
expenditures are those qualifying expenditures made above the
poi nt of production, which are currently deductible in Al aska's

production tax system Those expenditures are nade for what
really are blended oil and gas; oil and gas cone out of the sane
wells typically on these units and on the North Sl ope. The

pur pose of Section 50 is to allow | ease expenditures to continue
to be deductible for the purposes of determning a taxpayer's
production tax val ue. The production tax value is the nunber
agai nst which that 35 percent tax rate is applied. Separ at el y,
there is the 13 percent tax rate on the gross value of gas.
There wll not be separate accounting for determning which
expenditures are for gas and which are for oil.
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2:02: 00 PM

REPRESENTATI VE SEATON asked whether a chart is available for how
t he af orenenti oned would work and what the effect would be since
all of the gas expenditures will be taken against oil.

MR. PAWOABKI answered that both the admnistration's and the
| egislature's consultants have provided such charts and these
charts have been run on [the admnistration's] predictions as
well as with cost overruns. Lease expenditures for gas happen
when the gas is going to be produced, so internal rates of
return on that deduction for the state have al so been | ooked at.
For the prior few years, the effect ranges sonmewhere between
$200 and $300 million a year depending on the nunber that was
used. This information has been presented in other commttees
and when the consultants come before this conmttee they wll
call out where those nunbers are happening.

2:03: 23 PM

REPRESENTATI VE TARR stated the aforenentioned is what she was
referencing earlier when she related that enalytica said it
could be between $250 and $375 million per year, but also that
this could reduce oil tax collections from Point Thonson to
nearly zero.

MR. PAW.OABKI responded Point Thonmson is tricky because it is
confidential information. He said [enalytica] has sone nodeling
assurmed around that and encouraged that this question be asked
of [enalytica]. The idea that it reduces oil taxes on Point
Thomson toward zero is not sonething he has seen or would be
able to testify to. Mddeling presented to the other body by M.
Poduval of Black & Veatch pointed out that expanded production
at Point Thonmson to develop gas leads to higher [|iquids
production and in the nodel the additional production was about
6 percent of the total revenues that the state was receiving.
He said he will work with DOR s |egal counsel on how to answer
Representative Tarr's question.

REPRESENTATI VE TARR remarked it is inmportant to know the overal

i npact because that loss of revenue is not reflected in the
fiscal not es, which only reflect the state's financial
contributions to noving forward.

MR. PAW.OASKI replied the timng of those inpacts typically wll

fall outside the range of a fiscal note right now  The inpacts
have been in every nodel the state has presented and have been
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put out in every conmittee in which [the adm nistration] has
testified. Wien reading Section 50 it is hard to see that that
is what is actually happening, so [the adm nistration] has put
it on the record in every committee and it is in the Heads of
Agreenent for the deduction of |ease expenditures. It is part
of the economcs of the project, and the revenues the state
receives in the long run are from that gas production and
addi tional |iquids production.

2:06: 20 PM

MR. PAW.OMSKI returned to his sectional analysis, specifying
that Section 48, page 46, lines 12-30, relates to the issue
raised by Representative Seaton about <creating essentially
different effective tax rates based on different royalty rates.
He explained these are the gross value reductions that were
included in SB 21 |ast year. Section 48, [lines 25-27], state,
"This subsection does not apply to gas produced before 2022 that
is used in the state or to gas produced on and after January 1,
2022. " Thus, the value of gas is being pulled out of the
determ nati on of those gross value reductions. Section 48 is an
excl usion section because it would be inappropriate for the gas
to create that gross value reduction with the way the tax system
i s being done.

MR. PAW.OWSKI advised a simlar change is nade in Section 49,
page 46, line 31, through page 47, line 14. He rem nded nenbers
that in addition to a 20 percent gross value reduction there is
an additional 10 percent gross value reduction; Section 49
[ excludes the additional 10 percent gross value reduction] for
t he gas produced after [1/1/22].

MR. PAW.ONBKI stated Section 51, page 48, |ine 23, through page

51, line 22, is a clarifying anendnent. Page 49, Iline 26,
provides that tax as gas is not considered |ease expenditure
under AS 43.55.014 [or AS 43.55.011]. Section 51 is all the
things that are not considered | ease expenditures.

2:08:34 PM

MR. PAW.OWASKI pointed out that Sections 52-55, page 51, line 23,
through page 53, line 7, are anmendnents on the point of
producti on. He said this is inportant because the point of

production is the point at which things upstream towards the
wells are | ease expenditures and things downstream are recovered
through tariffs in the charges for the infrastructure.
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MR. PAW.OANSKI directed attention to Section 53, page 52, [lines
9-10], which delete the |anguage "OTHER THAN GAS DESCRIBED IN
(O OF TH S PARAGRAPH', and to [lines 12-15] which state
"farthest upstream of the first point where the gas 1is
accurately netered, the inlet of any pipeline transporting the
gas to a gas treatnent plant, or the inlet of any gas pipeline
system transporting gas to a narket". The del eted |anguage in
Section 53, page 52, line 27, through page 53, line 1, is |egacy
| anguage the adm nistration thought potentially unclear about

where the point of production is. The administration believes
t he | anguage, as anended, provides very clear direction of where
that point of production is. The concept of an integrated gas

processing plant and gas treatnent facility, the inlet of the
pi peline, has the effect of clarifying, for exanple, that the
Poi nt Thonmson pipeline would not fall into a |ease expenditure,
whi ch would be deductible in the production tax, and which is
the reason the admnistration defined the point of production
consistent with the Heads of Agreement and the description of
what is contained in the Al aska LNG Project.

2:10: 32 PM

MR. PAW.OWNSKI specified Section 54, page 53, lines 2-4, is an
anendnent adding a new definition of "gas treatnent plant”.

MR. PAW.OWSKI said Section 55, page 53, lines 5-7, is a
recommendation from Legislative Legal and Research Services to
fix the definition of "point of production” for the purposes of
AS 43.90. 900. It is related to the inducenents that were
of fered under the Alaska Gasline |nducenent Act (AG A), which
i ncluded an exenption from changes in gas production tax for 10
years after commercial production for those producers that bid
during the first binding open season. Because the point of
production plays an inportant point in the calculation of that
production tax, Legislative Legal and Research Services believed
Section 55 was necessary in case an inducenent was available to
a taxpayer. The administration does not believe there is an
i nducenent available to a taxpayer. Section 55 is an anmendnent
added in the other body for clarification on this statute.

CO- CHAIR FEIGE inquired whether Section 55 would be clearer if
the | anguage was the text [of AS 43.55.900] as it read on [the
date of 6/8/07].

MR. PAWLOABKI answered it is stylistic.

2:12: 26 PM
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MR,  PAWOWSKI turned to Section 56, page 53, lines 8-13,
expl ai ning the change made on line 11 makes the film production
tax credit applicable specifically against the production tax.
Tax as gas is excluded fromthe film production tax credit.

MR. PAW.OWBKI rem nded nenbers that Section 57, page 53, line
14, was discussed during his review of the Al aska Gasline
Devel opnent Corporation (AGDC) statutes. This section repeals
AS 31.25.080(f), which directs AGXC to cooperate with a large
di ameter project. This directive is now unnecessary given the
re-purposing of AGDC under Sections 1-12 to participate in a
| arge gasline devel opnent project under the unified unbrella of
AGDC.

MR. PAW.OWBKI specified that Section 58, page 53, lines 15-25,
directs the governor to establish an interim advisory board to
bring together interested and affected comunities to make
recommendati ons around the property tax system as described in

the Heads of Agreenent. Subject to consultation, t he
adm nistration will engage with communities to devel op a paynent
in lieu of tax (PILT) system as well as inpact paynents.
Large-scal e construction projects like this have an inpact on
comunities throughout the state in addition to the conmunities
that are directly affected. The recommendations w |l be brought
back to the legislature for consideration, nost likely in the

2015 | egi sl ati ve session.

CO CHAI R FEI GE understood the aforenentioned is a specific term
wi thin the Heads of Agreenent (HOA).

MR. PAW.OABKI responded correct.
2:14:29 PM

REPRESENTATI VE TARR understood the HOA envisions the PILT, but
said it is an issue around which there is tension and not full
agreenent . The mayors of four cities have witten a letter
about wanting to be a part of this. Questions have been asked
about the kind of nodifications that could be made to those

exi sting docunments before it becones a deal breaker. She
inquired how the interim advisory board can participate in a
nmeani ngful way based on the limtations of the HOA and the

requirenent that it be within the PILT franmeworKk.

MR. PAWOWNSKI replied the admnistration believes the PILT
framework offers the best opportunity for predictability on the
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proj ect . In testinmony on the Alaska LNG Project, the nayors
have not necessarily objected to the PILT;, they have asked to be

at the table. The other key piece is that there are inpact
paynment s. There are inpacts prior to the real taxable value
bei ng achi eved. The concept in the Heads of Agreenent was

subject to consultation. Under the direction of Section 58, the
adm nistration intends to bring together the mayors of affected
communities, as well as the mayors of comunities not directly
affected, to work on the broader concept of the inpacts of this
pr oj ect and the property tax for this project. The
adm nistration believes this open process wll provide the
maxi mum flexibility for the admnistration and comunities to
conme back to the legislature with a unified reconmendation for
that project. This is inportant because recommendations that
come outside of that process will not carry the sane weight with
the legislature and the public as those reconmmendations
del i beratively devel oped wth the comunities at the table. The
governor has described his work on the admnistrative order
underlying this concept. This is an opportunity consistent with
the HOA. How the framework gets designed will be the subject of
much work going forward with the nunicipalities at the table.

2:17: 06 PM

REPRESENTATI VE TARR remarked that Section 58 reads nore |ike
intent |anguage that does not have the sanme strength as
statutory |language. Further, it does not include any perm ssion
for those affected nunicipalities to be a voting nenber in that
deci si on naki ng. She asked to what extent the |anguage in
Section 58 wll give the nmunicipalities the opportunity to
participate in a nmeaningful way.

M5. POLLARD answered it is wuncodified law which is typically
done when sonmething is perhaps of limted duration and perhaps
will not be in effect for five years. A direct answer to the
question is "no, it is not a statutory provision that is going
to ... have absolute legislative direction,” although the
| anguage is very clear. This is typically the type of provision
where | awrakers express their intent. Lawmakers have |istened
to municipalities and have asked for the governor to establish
t hi s board.

MR. PAWOANSKI interjected that in the state constitution,
Article 9, Sections 3 and 4, clearly state that the property
tax, as well as changes to the value, are prescribed by |aw
Concern was expressed about whether the state can contractually
do sonet hi ng. Under the state constitution, changes to the
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property tax are necessary prior to any execution or devel opnent
of a project. Changes nust conme back to the legislature for
consi der ati on.

2:19: 18 PM

REPRESENTATI VE SEATON i nqui red whether the information that this
board is going to look at will be required to be confidential.

MR. PAW.OABKI responded the way this is structured now he does
not believe so. The opportunity for confidential information is
a tricky one that the admnistration would want to carefully
work on with the commttee to see how that is authorized. He
offered his belief that the language itself in uncodified |aw
does not extend the confidentiality protections available to the
departnent for taxpayers.

CO- CHAIR FEIGE said he does not think the information that wll
be discussed under this wll include trade secrets. It is al
about how to structure a PILT or a property tax so as to take
care of the expected inpacts and expected future needs of those
muni ci palities inpacted by this project.

REPRESENTATI VE SEATON pointed out that the deliberative process
of advisory commttees within an admnistration is sonetines

confidenti al . He said he wants to ensure this statute will not
establish a deliberative process which then nuzzles the
muni ci palities. Saying he knows this is not the intention, he

asked whether something should be included in this |anguage to
clarify that the deliberations of this board will be public.

MR. PAW.ONBKI replied the adm nistration will be happy to work
with the commttee. He said the intent is to nmake this a very
open process of consultation with the |ocal governnents to put
forward the best product possible to support the state through
i npact paynents and provide predictability to taxpayers
t hroughout the life of the project.

REPRESENTATI VE SEATON offered his appreciation that everyone has
the same intent, but reiterated it would be beneficial to nake
Section 58 clear in this regard.

2:22:10 PM

CO CHAIR SADDLER requested further elaboration regarding the
di fference between paynment in lieu of property taxes and inpact
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aid, given one mght apply to every place and sonme might apply
to just where the inpact is greater.

MR. PAW.OABKI answered the concept of inpact paynents is that
values are associated with a project and the infrastructure
bei ng devel oped during construction. There are also effects on
the communities as well as needs of the state. The i npact
paynment concept is to schedule a series of predictable paynents
during that time period so that when the state and the producers
are running their economcs in their investnent they can plan on
it because that is upfront cash prior to operation. The next
stage is the paynment in lieu of tax during the operation of the
life of the project that on the infrastructure is intended to be
desi gned as sonething that is predictable for the parties, given
that property taxes is a nassive nunber on this project. A
traditional property tax starts out high and then depreciates
and declines over time as the value of the property depreciates.
The opportunity contenplated in the Heads of Agreenent, however,
is for potentially escalating paynents -- starting off |ow and
gr ow ng. As municipalities think about their needs and as the
state thinks about its needs going forward, it mght be found
that an escalating paynent is nore in the state's interest.
That needs to be hashed out around the table and brought back to
the legislature for consideration and authorization.

2:24:07 PM

COCHAIR FEIGE inquired whether the admnistration has any
intent to norph this PILT concept over to existing oil-related
facilities.

MR. PAW.OWSKI hesitated before responding, but then said that
the concept is centered on the definition of infrastructure in
the Alaska LNG Project. The reason for his hesitation, he
explained, is there are other parties potentially involved,
meani ng some of the local governnments have been talking about
property tax on existing structure. He said he does not want to
make an intent statenent when he knows other parties may want to
bring that up.

2:25:01 PM

REPRESENTATI VE TARR requested the conmittee receive further
information given recent news reports about some contentious
di screpancies between values of existing oil infrastructure.
This is of concern in regard to how the conmttee resolves this
situation in ternms of the value on the assets that would be
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built during the construction and throughout the life of the
Al aska LNG Project. The concern with inpact paynents is timng
and whet her those paynents will fully cover the expense and true
inmpact to those conmunities during that timefrane, so it is
inmportant for the commttee to have good information.

MR. PAW.OWSKI concurred, saying it is very inportant for the
state to collaboratively determ ne the inpacts on comunities by
sitting around the table with the communities, rather than just
the state nmaking determ nations. | npact paynents are also
especially inportant in that comunities like the Minicipality
of Anchorage and potentially the Fairbanks North Star Borough
may not have a direct taxing interest on this project because
the route may go outside of their borders but yet have distinct
muni ci pal inpacts. Conmunities that do not have a direct taxing
interest, such as those in Southeast Al aska, have an interest
through the statewide property tax which goes to the genera
f und. Wiile at the table, the state will play the role of
| ooking out for the interests of all of Al aska.

CO- CHAI R FEI GE understood that the initial concept of the PILT,
as laid out in the Heads of Agreenent, is it will be based on
t he t hroughput of the pipeline.

MR. PAW.OASKI replied that is the initial concept that is put on
the table for discussion and the adm nistration sees plenty of
benefits around that.

2:27:18 PM

MR. PAW.OABKI resuned his sectional analysis, noting Section 59,
page 53, line 26, through page 54, line 18, is another piece of
uncodified law. He rem nded nenbers that Section 13 of the bil
creates the Al aska affordable energy fund to provide resources
to build infrastructure for those comunities not expected to
directly benefit from the gas noving throughout the project
corridor. Section 59 enpowers the Al aska Energy Authority (AEA)
to work with AGDC, the Al aska Industrial Devel opnent and Export
Aut hority (AIDEA), and DOR to devel op regional energy plans for
delivering various types of energy sources to areas of the state
that do not have direct access to the gas pipeline.

MR. PAW.OABKI specified that Section 60, page 54, line 19,
t hrough page 55, line 30, gives direction to DOR to develop a
plan for nunicipalities, regional corporations, and residents to
directly participate in investnment in the North Slope natural
gas pipeline. This plan, which will be a challenge to DOR, wll
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be brought back to the legislature under AS 38.05.020(b)(11),
which is the contracts that conme back to the legislature for
approval that are negotiated under the DNR sections.

2:29: 16 PM

REPRESENTATIVE TARR recalled there was another piece of
| egislation that was the permanent fund dividend opportunity.
When SB 138 was anended in the other body, this provision was
swept in for municipalities and regional corporations. She
asked whether any nmunicipality or regional corporation has
expressed an interest in being a participant in the ownership of
this project. She further asked whether nore information is
avai | abl e on the nmechanics of how this will work.

MR. PAW.OAMSKI believed it premature to answer [the latter]
guestion, saying this is why it is an inportant step in
challenging DOR to come up with a plan to enable this. At the
sane tinme as DOR is developing that plan, it will also work with
the communities in the advisory group. Whil e he does not know
the degree of interest, he said he can see synergies and
opportunities to maxim ze value for Al askans by having those two
di scussions in parallel, potentially |led by DOR

REPRESENTATI VE TARR observed that page 55, |ine 2, paragraph
(2), states "through the purchase of stock in a publicly traded
corporation that invests". She inquired whether that is

envi sioned to be potentially the AGC subsidiary.

MR. PAW.OABKI offered his understanding that page 54, line 29,
paragraph (1), is to lay out options for DOR to consider. He
offered his belief that page 55, lines 2-5, is not an intention
to take the Al aska Gasline Devel opnent Corporation public. I t
is to put every option on the table for DOR to consider, which
is not an easy thing to do given there are very clear and strict
rul es about engaging individuals in investnment opportunities. A
regional corporation or nunicipality may have a different |eve

of sophistication. He reiterated that the synergy of doing this
work while DOR is engaging the nunicipalities provides the
opportunity for people to broaden their thinking in this regard.
Because this is not a sinple thing, DOR has a fiscal note
associated wth the anticipated work that it will take.

2:32: 24 PM

REPRESENTATI VE TARR understood there is not at this tinme a
publicly traded corporation associated with the project that an
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i ndi vi dual Al askan, corporation, or nunicipality would be able
to invest through.

MR. PAW.OWBKI answered there are four because Al askans can buy
shares in any of the corporations involved in this project
today. However, there is not a state entity.

REPRESENTATI VE TARR commented that a previous section changes
AGDC s ability for subsidiaries, so she would |ike to understand
whet her the two sections are rel ated.

MR. PAW.ONSKI offered his belief that this is not set up that
way, but, in theory, it could be read to inply what is being

said by Representative Tarr. For exanple, the state could spin
off, say, the equity option with TransCanada through a publicly
traded corporation. However, that would create expenses that

woul d be inefficient for the state.

2:33:23 PM

REPRESENTATI VE HAWKER opined that Section 60 has many defects
and is fraught wth challenge and peril if the commttee fails
to get it right. For this provision to stay in the bill, the

commttee is going to have to spend sone resources on it.
Taking statute literally, he said his attention is caught by the

| anguage on page 55, lines 22-23, which states "the neans by
which an individual may qualify as a resident for purposes of
investing in an ownership interest." In regard to nunicipality,

he asked whether this section should state "Al aska municipality”
unless the intent is to open this up to any municipality. G ven
that [paragraphs (a)(1)-(a)(7)] specifically state what 1is
want ed, he asked whether the commttee mght want to consider
adding things |ike addressing the ability of those equity
interests to, say, [neet] cash calls on the project or cash
calls for expansion. He said he does not want to give anybody
the inpression that investing one's permanent fund dividend wll
result only in collecting noney. One way or the other there are
consequences. The conmmttee may want to specify in this section
that depending on the ownership interest involved, there could
be tax consequences where a person could be attributed the
taxabl e incone allocable to that equity interest wthout having
received a penny in cash distribution. Because there could be
huge hidden tax inplications for people, the commttee should
ensure that the report identifies those concerns. Regarding the
limtation to an Alaska municipality, Al aska corporation, or
Al aska resident, the conmttee may want the report to address
possi ble constitutional and interstate comerce issues related
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to restricting [investnent] to Al askans only. | f Section 60 is

kept in the bill, he reiterated, it needs to be fleshed out nore
t hor oughl y.

CO CHAI R SADDLER said he understands people's desire to own a
pi ece of what he thinks will be a profitable enterprise for the
state. He said he thinks the private interest is subsunmed in
the public interest -- the vision of having noney cone to the
State of Alaska, which wll help provide for the needs of
Al askans. Additionally, he noted, stock can be purchased in the
three publicly owned conpanies that wll have the majority

ownership of this pipeline.
2:37:24 PM

MR. PAW.OASBKI appreciated the aforenenti oned gui dance on Section
60, saying constructive additions will help DOR in the report it
prepares and brings back to the legislature for consideration.
He recalled the concept of "mni bonds" where in the past the
state has done a nunicipal issuance in denom nations at a size
that is available for the public to purchase.

MR. PAW.OWSKI concluded his sectional analysis, by pointing out

that Section 61, page 55, line 31, through page 56, line 5,
all ows the Departnent of Natural Resources and the Departnent of
Revenue to adopt regul ations. Sections 62-64, page 56, lines 6-

10, are the effective dates; the tax sections would take effect
1/1/15 and the powers that enable the departnments to initiate
t he negotiation process woul d happen i medi ately.

2:39: 23 PM

MR. PAW.OABKI, at the commttee's request, reviewed the flow
chart, or decision tree, that he had provided in the conmttee
packet. He began at the top left of the chart, noting the date
of January to April 2014 is the introduction of SB 138 in which
the administration is asking for opportunity to enact "the three

P's": the state participating in the project, a process to
negotiate the enabling contracts to nove this project forward
and setting the general percentage of the state's share. The

decision tree depicts a 25 percent share [for the state] because
that is the percentage currently in CSSB 138(FIN) am The
| egislature is westling with three options for the State of
Al aska. The first option is the state going it alone, taking
the full 25 percent equity share. The second option is for the
state to participate at 25 percent share, but wth TransCanada
as a partner per the Menorandum of Understanding (MU). The
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third option is recognition of the opportunity later in the
process to re-assert a 40 percent share of the 25 percent share
that TransCanada is carrying on behalf of the state in the gas
treatment plant and the pipeline. The question before the
conmttee is whether to pass enabling |egislation. I f enabling
legislation is not passed, the state has an opportunity to
continue with the abandonnent of AG A At that stage, the state
can choose to exercise an opportunity to buy the data that
TransCanada and the Al aska Pipeline Project (APP) partners have
devel oped during the AGA tine. The value of this data is
sonewhere |l ess than $130 million.

2:42:56 PM

MR. PAW.OASKI continued his review, specifying that if the state
goes forward with the Alaska LNG Project, the data collected by
TransCanada and APP, as well as the data devel oped by BP and
Conoco wunder the Denali Project, wll be contributed to the
effort. That would take the project into the Pre-Front-End
Engi neeri ng and Design (Pre-FEED) stage, which is the stage that
the legislature is |ooking at enabling. The tineline for Pre-
FEED is May 2014 to Decenber 2015. The question confronting the
state is the three options. In the first option of the state
going it alone, the state's direct expenditure to support a 25
percent share during Pre-FEED is roughly $108 mllion. In the
second option with TransCanada, the state is paying 25 percent
of the LNG plant and TransCanada will be paying 25 percent of
the pipeline and gas treatnent plant, which reduces the state's
[direct] cost to $43 mllion during Pre-FEED. He clarified that
these direct costs do not include the appropriate contingencies
or agency costs that advance the project, which are included in
the fiscal notes. [The third option] envisions the [40 percent]
equity option being exercised after Decenber 2015, wth the
state's direct cost again being at $43 nillion.

MR. PAW.OASKI continued, explaining that after noving through
Pre- FEED by Decenber 2015, the question before the |egislature
will be whether to stop or to advance the project to the stage
of Front-End Engineering and Design (FEED). I f the project
stops, the legislature by not enacting the contracts can exit
the project. In exiting the project, the state is conmtted
under the MOU to pay TransCanada the devel opnent costs it has
incurred on behalf of the state, which will be about $65 million
in Pre-FEED plus $6 mllion in allowance for funds used during
construction (AFUDC). That total of $71 million is the off-ranp
of the state's risk in the decision. |If the state noves forward
with the project, the next step is the FEED stage. He noted
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that the cost estimates in the flow chart fromthis point onward
are broad ranges based on the understanding that is had today.

2:45:54 PM

CO CHAI R SADDLER understood that exercising the off-ranp, which
woul d generate the paynment to TransCanada, can be activated by
either the state or TransCanada deciding to not go ahead. He
asked whether it is reasonable to require that expense only if
the state elects not to go forward, positing that if TransCanada
deci des not want to go forward then it should bear sone of those
costs.

MR,  PAW.ONSKI responded the MM is structured such that if
TransCanada exercises one of its several options to walk away
from the project, the state would owe TransCanada devel opnent
costs but none of the AFUDC. Thus, it would be essentially a 0
percent interest loan for the state through that tinme period

If the state asks TransCanada to |eave, the state then owes the
AFUDC cost .

2:47: 07 PM

REPRESENTATI VE KAWASAKI asked what tinefranme the |egislature has
bet ween Decenber 2015 and expiration of the MOU or HOA

MR. PAW.OASKI replied the times in the flow chart are the best
that can be done to predict timng. The HOA, Article 7.5, page

13, states "legislation in "a'" 2015 legislative session", rather
than "the" 2015 legislative session. It is recognizing that the
anmount of work on these larger contracts wll likely require one

or nore engagenents in 2015 with the |egislature.

MR. PAW.OABKI, responding to Representative P. WIson, explained
that AFUDC is the acronym for allowance for funds used during
construction, a concept in the pipeline tariff-nmaking world that
can be thought of as an interest expense.

2:49: 43 PM

REPRESENTATIVE TARR cited a recent report by Ilegislative
consul tant Roger Marks which states that the aggressive tineline
to get Alaska gas to market nay not be ultimately in the state's
long-terminterest. She requested M. Paw owski to comment.

MR. PAW.OABKI responded delays in the project are material to
not just the state but also the other investors in the project.
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Modeling by the state's consultant, Black & Veatch, estimtes

that $800 million is the inpact on the net present value of a
del ay. A broad nunber of projects are currently |ooking at
conpeting into the market. The adm nistration believes delay is

not in the state's interest because the nonentum behind the
project matters for the signal it sends the world that Al aska is
nmoving forward, building on the success that has occurred in the
state's petrol eum province over the last two years.

2:51:23 PM

CO CHAI R SADDLER observed that the MOU prohibits the state from
selling its equity share to a conpetitor of TransCanada. He
i nquired whether the state, under the MM, could sell its share

to any of the three producer conpani es.

MR. PAW.OASKI replied he does not have a comercial attorney
present to whom he could defer for an answer. He expl ai ned the
adm nistration has a |large teamthat worked on these docunents.

2:52:33 PM

REPRESENTATI VE P. WLSON commented this is not going to be an
easy task because fromthe tinme the Pre-FEED stage is finalized
in 2015 until construction begins in 2019, there wll have been
three new and di fferent |egislatures working on the project.

MR. PAWLONSKI answered that in addition to three new
| egislatures there will also be different admnistrations and
adm ni strati on personnel. He agreed the opportunity for change
during this process is material. However, the partnership, the
conpanies, and the stability of AGDC, can be |ooked to for
continuing to nove this project forward. The project is
i mrensely chall enging and is not easy for anybody invol ved.

REPRESENTATI VE HAWKER remarked that the flow chart shows the
project comencing in January 2014, but in reality this effort
commenced about June 2003.

2:54:44 PM

MR, PAW.OABKI resuned his review of the flow chart, saying the
nunbers on the chart are daunting for this major endeavor by the

st at e. The state's long-term outlay will range between $13.8
and $9.6 billion. However, 75 percent of the investment [$41.2
billion] is being carried by the other partners -- ExxonMbil,
ConocoPhil l'i ps, and BP. The adm nistration believes putting
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that private sector at the table with the state as a co-investor
offers the best efficiency and chance for the state to maxim ze
val ue. The adm nistration has pushed for a commensurate staged
process because it is unknown all the way how this project is
going to work out. The state is making conmtnents as the other
parties mnmake commtnents. Diligent steps are being taken
together and commensurate investnent is increased as nore and
nore diligence is done.

2:56: 20 PM

COCHAIR FEIGE drew attention to the MJ, Exhibit C, Page 9,
Conveyance of Transporter Alaska LNG Project Interest to
Shi pper, which states, "Wthin a period of 5 years of SOA
exercising its termnation right, if SOA participates in a

pipeline project to comercialize North Slope gas that is
‘substantially simlar' to the Al askan LNG Project ' He
asked whether "substantially simlar” would include the in-state
bul I et gasline.

MR. PAW.OWNSKI responded he would have to talk to the partners in
the MOU, but the intent when this was being discussed was that
it would not apply to the in-state gasline.

CO CHAIR FEI GE understood it would have to be a l|arge dianeter
line as opposed to a snaller dianmeter |ine.

MR, PAW.OABKI noted that followng the aforenentioned |anguage
it states, "conditions consistent with those set forth in this
Term Sheet, except the cost of debt and ROE [return on equity]
to be negotiated based on conditions existing at the tine."

REPRESENTATI VE HAVKER posed a scenario in which the Al aska LNG
Project falters and goes away, so the state reverts to an AGDC
only project that is no longer under the AJA constraints. In
this case, he posited, it would be highly likely that the AGDC
project would not be configured as it is today, which is a
restriction to 500 mllion cubic feet per day. The project
m ght be substantially |arger because that would be the right
size project for the time, which could be construed to be a

substantially simlar project. Cauti oni ng about absolutes, he
said he does not want the take-away here to be that the state
wWill remain restricted to an AGC project of under 500 mllion

cubic feet per day if the Al aska LNG Project goes away.

2:59:18 PM
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CO- CHAIR SADDLER inquired whether DOR s opinion is that the
Al aska Stand Al one Pipeline (ASAP), as currently configured, is
not substantially simlar.

MR. PAW.OABKI replied correct.

CO CHAI R SADDLER presuned that if the Alaska LNG Project fails
to happen, the aforenentioned five-year provision mght counter
the idea of increasing the ASAP |line to a |larger capacity |ine.

MR. PAW.OWSKI responded he will get back to the commttee with
an answer .

[ CSSB 138(FIN) am was hel d over. ]
3:00: 11 PM
ADJ QURNVENT

There being no further business before the commttee, the House
Resources Standing Commttee neeting was adjourned at 3:00 p. m

HOUSE RES COW TTEE - 36- March 21, 2014



