ALASKA STATE LEG SLATURE
HOUSE RESOURCES STANDI NG COWM TTEE
April 4, 2014
1:12 p. m

VEMBERS PRESENT

Representative Eric Feige, Co-Chair
Representati ve Dan Saddl er, Co-Chair
Representati ve Peggy Wl son, Vice Chair
Representati ve M ke Hawker
Representative Kurt O son
Represent ati ve Paul Seaton
Representative Scott Kawasaki
Representative Geran Tarr

MEMBERS ABSENT
Representative Craig Johnson
COW TTEE CALENDAR

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 opnent Corporation; relating to an in-state
natural gas pipeline, an Al aska |iquefied natural gas project
and associated funds; requiring state agencies and other
entities to expedite reviews and actions related to natural gas
pi pelines and projects; relating to the authorities and duties
of the 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 conm 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 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
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interim advisory board to advise the governor on runicipal
involvenent in a North Slope natural gas project; relating to
the developnent 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 Slope
natural gas pipeline and a recomendation of a funding source
for energy infrastructure developnent; establishing the Al aska
affordabl 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 anendnents; and providing for an
effective date.”
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ACTI ON NARRATI VE
1:12: 39 PM

COCHAIR ERIC FEIGE called the House Resources Standing
Commttee neeting to order at 1:12 p.m Representatives Hawker
P. WIlson, Tarr, Kawasaki, O son, Seaton, Saddler, and Feige
were present at the call to order

SB 138-GAS PI PELINE;, AGDC, O L & GAS PROD. TAX

1:12: 54 PM

CO CHAIR FEI GE announced that the only order of business would
be 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
Al aska 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 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 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 Departnent of Revenue; relating to
apportionment 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 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 nmunicipal 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 opnent; establishing the Al aska affordable energy fund;
requiring the conmm ssioner of revenue to develop a plan and
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suggest legislation for municipalities, regional corporations,
and residents of the state to acquire ownership interests in a
North Slope natural gas pipeline project; nmaking conformng
anendnents; and providing for an effective date."

CO CHAIR FEIGE stated today woul d be the beginning of anmendnents
to CSSB 138(FIN) am He offered appreciation to M. Bullock and
Ms. Nauman of Legislative Legal and Research Services for their
work drafting the many anendnents.

1: 15: 20 PM

COCHAIR FEIGE noved to adopt Anmendnment 1, | abel ed 28-
GS2806\ 1. A. 29, Nauman/ Bul | ock, 4/2/14, which read:

Page 1, line 1:
Del et e "purposes, powers, and duties of the"

Page 4, followng line 11:
Insert a new bill section to read:
"* Sec. 3. AS 31.25.020(a) is anmended to read:
(a) The corporation shall be governed by a board
of directors consisting of
(1) five public nmenbers; and
(2) two individuals designated by the
governor that are each the head of a principal
departnment of the state, except that the conm ssioner
of natural resources and the comm ssioner of revenue
may not be designated to serve on the board [UNLESS
THE PRQIECT FOR WHICH A LICENSE IS |SSUED UNDER
AS 43.90 HAS BEEN ABANDONED OR IS NO LONGER RECEI VI NG
THE 1 NDUCEMENTS I N AS 43.90.110(a) OR THE COW SSI ONER
OF NATURAL RESOURCES AND THE COWM SSI ONER OF REVENUE
ARE NO LONGER SIGNATORIES ON A VALID CONTRACT UNDER
AS 43.90]."

Renunber the followi ng bill sections accordingly.
Page 14, line 3:

Del ete "sec. 14"

| nsert "sec. 15"
Page 17, |ine 24:

Del ete "sec. 17"

| nsert "sec. 18"

Page 21, |ine 16:
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Del ete "sec. 27"
| nsert "sec. 28"

Page 25, line 9:
Del ete "sec. 30"
| nsert "sec. 31"

Page 31, |ine 18:
Del ete "sec. 37"
| nsert "sec. 38"

Page 53, lines 24 - 25:
Del ete "sec. 23"
| nsert "sec. 24"

Page 54, |ine 25:
Del ete "sec. 14"
| nsert "sec. 15"

Page 56, |ine 6:

Delete "Sections 1 - 14, 16, 17, 23 - 27, 29, 30,
37, 39, and 55 - 61"

| nsert "Sections 1 - 15, 17, 18, 24 - 28, 30, 31,
38, 40, and 56 - 62"

Page 56, |ine 8:
Del ete "Secti on 38"
| nsert "Section 39"

Page 56, line 9:
Del ete "secs. 62 and 63"
| nsert "secs. 63 and 64"

CO CHAI R SADDLER obj ected [for purposes of discussion].

CO CHAI R FEI GE expl ained Amendnent 1 would delete the section in
existing law, AS 31.25.020(a), which allows the comm ssioners of
natural resources and revenue to come back on the board after
t hose events have occurred. He requested the admnistration to
comment on the proposed anendnent.

1:16: 14 PM
M CHAEL PAW.OWEKI Deput y Conmi ssi oner, Ofice of t he
Comm ssi oner, Departnment of Revenue (DOR), said Anmendnent 1

provides clarity that, regardless of whether the project |icense
under the Al aska Gasline |Inducenent Act (AG A) is abandoned, the
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commi ssioners of revenue and natural resources are prohibited
from serving on the board of the Alaska Gasline Devel opnent
Cor poration (AGDC). The adm nistration conditionally supports
Amendrent 1 and that support |ooks forward to other actions that
retain the caliber of professionalism that is had on the AGDC
board today. The caliber of the AGC board, which is appointed
by the governor, is extrenely inportant to the adm nistration
and the admnistration is interested in seeing those nenbers
continue to serve there.

1:17: 23 PM

REPRESENTATI VE KAWASAKI inquired whether the comm ssioners of
revenue and natural resources would be the best people for
serving on the AGXC board, and he further inquired whether an
appropri ate designee woul d be an equal .

MR. PAW.OABKI replied that when |ooking at this project and the
interrelated roles of +the departnents, there are very good
policy benefits to having a diversity of the cabinet represented
on the board in conjunction with the private sector expertise
that also sits on the board. If a dimnishnent is seen in the
private sector expertise on the board, the adm nistration m ght
view it differently, but, today, the comm ssioners of |abor and
commerce are other inportant voices of the adm nistration, given
that this project will have broad inpacts across the state's
wor kf orce, communities, and econony. O her sections in the
|l egislation create consultation processes between the agencies
as the resource owner; therefore, the admi nistration thinks the
interests of the Departnent of Revenue (DOR) and the Departnent
of Natural Resources (DNR) are protected in standing up as
custodians of the people' s resource. The way the bill is
currently constructed, the adm nistration does not see that same
concern, but if some of those were to change the adm nistration
woul d take a different view The administration is confortable
with the way it is constructed now

1:19: 19 PM

REPRESENTATI VE P. WLSON observed Anendnent 1 would add a new
[bill] section. She asked where in the bill it is said how many
menbers are on the board.

MR PAWOMKI confirnmed Anmendnent 1 creates a new section and

explained that existing statute from HB 4 established the
menbership of the board, which is five public nmenbers and two

HOUSE RES COW TTEE - 9- April 4, 2014



individuals that are the head of a principal departnment of the
state, designated by the governor.

1: 20: 16 PM

REPRESENTATI VE SEATON noted it is often the conm ssioner or the
desi gnee of the conm ssioner. He inquired whether it would be
val uabl e here to include the termthat it could be a designee of
t he conm ssi oner.

MR. PAW.ONSKI responded that the adm nistration would prefer not
to see a designee available on this board. He understood t hat
when HB 4 was drafted, the intent was that there are certain
boards wthin the state where the |evel of engagenment is
appropriate to reside in a conmssioner; for exanple, the
conmi ssi oner of revenue does not have the opportunity to appoint
a designee to the board of the Alaska Pernmanent Fund
Cor por ati on. The Al aska Gasline Devel opment Corporation is a
critical piece of the state's effort in advancing gas
devel opnent in Al aska. To that end, it nakes sense to retain
t he comm ssioner and not enabl e a desi gnee.

1:22: 01 PM

COCHAIR FEICGE related that as an entity of the state, AGDC is
subject to regulation by the departnments of revenue and natura
resour ces. He asked whether it is fair to say that by keeping
those two commi ssioners off of the board, a very bright line is
kept between the regulators and the regul at ed.

MR. PAWLONSKI  answered it is a policy concern that the
departnments deal wth across nultiple boards or nmultiple
agenci es. The degree to which it is relevant is up to the
comm ttee nenbers. The adm nistration sees the professionalism
of the current AGDC board as the key, and the diversity of voice
within the state admnistration being involved in this project
is inmportant. The departnents of |abor and comrerce each bring
an | mport ant perspective to the AGC board, so the
admnistration sees it as a bigger group working on gas
devel opnent in Al aska rather than a narrower group

1: 23: 25 PM
REPRESENTATI VE HAWKER, speaking as a prinme sponsor of HB 4,
whi ch put the AGDC board into statute, assured commttee nenbers

that Amendnent 1 acconplishes the objectives involved in
crafting HB 4. The objective is to preserve a very bright line
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between the regulators and the regul at ed. Q her provisions in
CSSB 138(FIN) am involve cross-comuni cations between AGC and
the departnents of revenue and natural resources, and those
provi sions give the proper direction for a business relationship
rather than a conflicted managenment relationship. He offered
his strong support for Amendnent 1.

1: 24: 30 PM

CO CHAI R SADDLER renoved his objection. There being no further
obj ection, Amendnent 1 was adopt ed.

1: 25: 12 PM

COCHAIR FEIGE noved to adopt Anmendnment 2, | abel ed 28-
GS2806\ 1. A. 17, Nauman/ Bul | ock, 4/2/14, which read:

Page 55, followi ng Iine 30:

Insert a new bill section to read:

"* Sec. 61. The wuncodified law of the State of

Al aska i s anended by adding a new section to read:

PRI VATE LETTER RULI NG Bef ore t he final
i nvestnment decision enabling a natural gas project
under this Act, the Alaska Gasline Devel opnent
Corporation (AS 31.25) shall obtain a private letter
ruling from chief counsel of the federal Internal
Revenue Service regar di ng taxability of t he
corporation and its activities related to a natural
gas project devel oped under this Act in the state.”

Renunber the followi ng bill sections accordingly.

Page 56, |ine 6:
Del ete "61"
| nsert "62"

Page 56, line 9:
Del ete "secs. 62 and 63"
| nsert "secs. 63 and 64"

REPRESENTATI VE HAVKER obj ect ed.

CO CHAI R FEI GE expl ai ned Anmendnent 2 would require that before
final investnment decision (FID) for a natural gas project
devel oped under the act, AGDC nust get a private letter ruling
(PLR) from the Internal Revenue Service (IRS) regarding the
taxability of the corporation. It is prudent to make absolutely
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sure that when becoming part of a business entity the state
knows exactly what the tax status of that entity is.

1:26:19 PM

REPRESENTATI VE OLSON understood that even a routine IRS private
letter ruling takes 18-24 nonths for sonething of this size. He
inquired as to the approximate tinmefrane for such a ruling on
this project.

COCHAIR FEIGE said the requirenent would be that a private
letter ruling be obtained before the final investment decision
and, right now, the tinmeline for FIDis four to five years.

1:27:00 PM
CO CHAI R SADDLER asked about the cost of private letter rulings.

COCHAIR FEIGE replied he is unsure what the cost is, but one of
the original ideas during the course of commttee testinony was
to have it due before Front-end Engineering and Design (FEED).
It was stated by the tax folks in testinmony that nore and nore
information is acquired as the project goes through the process
of Pre-Front-End Engineering and Design (Pre-FEED) and FEED.
Typically, a considerable anmount of information nust be included
in the application; the nore accurate and well defined the
information in the application, the greater the I|ikelihood of
success on the private letter ruling. Therefore, it makes sense
to delay it as long as possible, which would be until FID

1:28: 12 PM
REPRESENTATI VE HAVWKER strongly opposed Amendnent 2, pointing out

that all facts and circunstances nust be known and detailed as
best as possible when going forward with a private letter ruling

request. A private letter ruling takes an extraordi nary anount
of time that involves a legion of I|awers, consultants, and
account ants. This mandate is to obtain -- not ask for, but
obt ai n. It is unknown when all the facts and circunstances
necessary will be had for having the strongest position going
forward to obtain that letter. As was stated by counsel the

other evening, the IRS is not obligated to respond to requests
for private letter rulings. Every year the IRS issues a revenue
procedure, and the first one always talks about the types of
private letter ruling requests that the IRS wll be accepting.
So, it is not even known if the IRS would accept a private
letter ruling request on behalf of AGDC or this project. To put
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this mandate in the bill at this tine has a potential of
conprom sing forward nonentum on this project by introducing a
degree of wuncertainty. He offered his belief that the state's
agencies and AGDC will seek such a letter ruling if and when it
is appropriate and at the nost appropriate tine. This |evel of
m cromanagenent has the ability to unintentionally conprom se
forward notion on the project, rather than providing clarity and
certainty to the project.

1:31: 07 PM
CO CHAI R FEI GE requested the adm nistration to conment.

MR, PAW.OABKI replied Amendnent 2 can be read in multiple ways
and one concern identified by the adm nistration is use of the
words "taxability of the corporation and" on line 8  There are
mul tiple nuances to private letter rulings, and there m ght
actually be private letter rulings relating to different
activities within a project. So, taxability of the corporation

and calling that out specifically, rather than the broadest
possible directive, raises a concern. The adm nistration has
previously testified that this is going to be done and is a
necessary piece of the puzzle to nove this project forward.

1: 32: 20 PM

REPRESENTATI VE KAWASAKI recalled it being said in testinony that
private letter rulings take a long time and are rarely rescinded
once made, and asking for a ruling requires that all ducks be in
a row. He inquired whether the state will have all its ducks in
a row as anticipated under Anendnent 2.

MR. PAW.OABKI answered all of the appropriate information wll
have to be in place to nmake that final investnent decision. The
adm ni stration believes these issues will need to be clarified

if there are any issues. There may not be any issues dependi ng
upon the wultimate corporate structure, which is one of the
adm nistration's concerns because a ruling may not need to be
sought because it may be clear that a ruling is unnecessary.
The issue with taxability is that often private letter rulings
are needed related to financing and the adm nistration believes
that all of these things will be in place to nmake a final
i nvest ment deci si on.

REPRESENTATI VE KAWASAKI asked what the harm of Anendnent 2 is if

the ruling can be had at any tine before the final investnent
decision is made.
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MR. PAW.OABKI responded he is not talking about harm but is
trying to identify unintentional consequences as was described
by Representative Hawker. The administration's concern is that
the calling out of taxability sends a nmessage potentially in the
organi zation that may, today, be unproductive.

REPRESENTATI VE KAWASAKI posed a scenario in which a private
letter ruling is requested for this project for AGC to prove
that it is an integral part of the state, but the project does
not go forward. He asked whether that would then hanper AGDC if
it were to do sonmething different or would the private letter
ruling be specific to the project and the scope of the project
that is defined.

MR. PAW.OWSKI allowed the aforenmentioned is a good point. He
said the inpact of a private letter ruling sought on one issue
that may have inpacts on another project is sonething he is not
equi pped to describe today, but it is a potential issue.

1: 35: 33 PM

REPRESENTATI VE SEATON understood the problem with "shall obtain”
is that there are tinelines that m ght not occur. The conmttee
has had a lot of discussion about financing and whether tax-
exenpt bonds can be done, he said, which is sonmething the state
needs to know, and Anendnent 2 would put on sideboards or
requi renents of sonething that is very basic to the project.

The ram fications of taxable/nontaxable status m ght well inpact
what the legislature has to consider in future contracts. He
said he is less worried about finding out the taxabl e/ nontaxable
status than the portion where it says to obtain. He therefore
offered Anendnent 1 to Anmendnent 2: page 1, line 7, before
"obtain", insert "attenpt to". He said it is unknown for sure

what the application is with the IRS, but this way there is an
attenpt to find out that status before key decisions have to be
made. He clarified that under Amendnment 1 to Anendnent 2, |ines
6 and 7 would read "the Al aska Gasline Devel opment Corporation
(AS 31.25) shall attenpt to obtain a private letter ruling ...."

CO- CHAI R SADDLER obj ected for discussion purposes.
1: 38: 08 PM
COCHAIR SADDLER recalled the admnistration had previously

indicated that the information that would be developed in a
private letter ruling would be developed by the state anyway.
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He inquired at what point in the process the admnistration
would do this and further inquired whether there is sone other
way outside of a formal application to obtain the information
that would be gotten through a private letter ruling.

MR. PAW.ONBKI deferred to Chris Poag of the Departnent of Law.
1:38:59 PM

CHRI STOPHER POAG, Assistant Attorney General, Labor and State
Affairs Section, Cvil D vision (Juneau), Departnent of Law
(DAL), noted that while he is not tax counsel he has been around
tax issues for the work he does for the Alaska Retirenent
Managenent Board and the Al aska Permanent Fund Corporation. He
recommended consideration be given to Representative Hawker's
concern that if a point in time is reached where the IRS is not
equi pped to, or offering, private letter rulings, the state may
seek through tax counsel an alternative letter, a device that
has been used by the state in other instances. This is a policy
call, he said, and he is not attenpting to curtail how the
commttee decides whether a private letter ruling should or
shoul d not be obtained; however, providing sone flexibility that
would allow AGDC to just get the assurances it needs to ensure
that there is not a tax consequence is probably nore appropriate
at this point in tinme, given the lack of clarity on where and
how the state is headed. He recommended that if the conmittee
wants to make a clear point that it would Iike to direct AGDC to
give strong consideration to seeking a private letter ruling,

the word "shall" be deleted and the words "may if appropriate”
be inserted. He added that "private letter ruling or advice
from tax counsel” could also be said. Alternatively, he

continued, the anmendnent could be wthdrawn and a clear
acknow edgenent be made on the record that AGDC probably already
understands that the tax consequences are an incredibly
important issue to this investnent. He clarified that these are
his thoughts and they are not legally driven.

1: 40: 50 PM

CO CHAI R SADDLER asked how the information devel oped through a
private letter ruling or advice from tax counsel would affect
AGDC s ability to participate and would taxability be a deal
breaker for the state.

MR, POAG replied no, it would nean that if AGDC sought a private

letter ruling and the IRS said AGDC is not an integral part of
the state or not a political subdivision and does not qualify
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for Section 115, then the income that was earned on that

i nvestment woul d be taxable and taxable at a corporate rate. In
further response, he said the same thing would go with tax-
exenpt bonding - [AGDC] would still want to issue bonds, but it

woul d pay a slightly different rate.
1:41:58 PM

REPRESENTATI VE KAWASAKI inquired whether the private letter
ruling for AGDC is project specific. He further inquired
whether it would be problematic for AGC to nove forward on a
different project if a private letter ruling finds AGDC not to
be an integral part of the state.

MR. POAG said he is unsure what is neant by problematic, but it
woul d nean that [AGDC] woul d pay tax on the incone it earned.

1: 42: 39 PM

REPRESENTATI VE HAWKER posed a scenario in which AGC as an
entity is challenged by the IRS as being a taxable entity. He
said he believes this possibility renote, but asked whether the
state woul d vigorously defend that position and believe it to be
conpl etely m staken

MR. POAG responded absol utely. State tax immunity has its core
in the constitution and [DOL] feels strongly about that tax
exenption that applies to the state and its public corporations.
| ncone earned by the state, whether from a proprietary or
governnent function, is imune from taxation. Congress, since
the beginning, has not taxed state entities, so [DOL] would
vi gorously defend that.

1:43: 45 PM

REPRESENTATI VE TARR commented that the suggested | anguage change
to "may" or "advice from tax counsel” is nore permssive in
terms of the information that the state m ght request. She said
she is trying to feel confortable with the idea that the state
would not nmmke a decision until such tinme that it had that
information and knew whether its revenue potential would be
conpr om sed. She inquired whether, wthout any of that
| anguage, M. Poag would feel confortable that that will happen

before getting to final investnent decision.

MR. POAG answered he does, saying those issues are already being
focused on, as can be seen. The taxation of the entity is an
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i nportant part of any investnent. As the facts start to get
concrete and the state knows which direction it is headed, tax
counsel wll be engaged to |ook at the issues and to highlight
if and when and how it is appropriate to seek a private letter
ruling if that is the right way to go.

1: 44: 50 PM

CO CHAI R SADDLER renoved his objection. There being no further
obj ection, Anendnent 1 to Anendnment 2 was adopt ed.

CO CHAI R FEI GE set aside Anendnent 2, as anmended, saying it wll
be worked on further and will perhaps be brought back |ater.

1:45: 44 PM

COCHAIR FEIGE noved to adopt Anendnent 3, | abel ed 28-
GS2806\ 1. A . 11, Bullock, 4/1/14, which read:

Page 4, following line 11:

Insert a new bill section to read:

"* Sec. 3. AS 31.25.020 is anended by adding a new
subsection to read:

(e) A public menber appointed by the governor
under (b) of this section shall be a citizen of the
United States. Notwi thstanding AS 39.05.100, a person
appoi nted under (b) of this section is not required to
be or have been a registered voter in the state and is
not required to reside in the state.”

Renunber the followi ng bill sections accordingly.

Page 14, line 3:
Del ete "sec. 14"
| nsert "sec. 15"

Page 17, |ine 24:
Delete "sec. 17"
| nsert "sec. 18"

Page 21, |ine 16:
Del ete "sec. 27"
| nsert "sec. 28"

Page 25, line 9:

Del ete "sec. 30"
| nsert "sec. 31"
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Page 31, |ine 18:
Del ete "sec. 37"
| nsert "sec. 38"

Page 53, lines 24 - 25:
Del ete "sec. 23"
| nsert "sec. 24"

Page 54, |ine 25:
Del ete "sec. 14"
| nsert "sec. 15"

Page 56, |ine 6:

Delete "Sections 1 - 14, 16, 17, 23 - 27, 29, 30,
37, 39, and 55 - 61"

| nsert "Sections 1 - 15, 17, 18, 24 - 28, 30, 31,
38, 40, and 56 - 62"

Page 56, |ine 8:
Del ete "Secti on 38"
| nsert "Section 39"

Page 56, line 9:
Del ete "secs. 62 and 63"
| nsert "secs. 63 and 64"

REPRESENTATI VE TARR obj ect ed.
CO CHAI R FEI GE addressed Anendnent 3, stating nmuch attention has

been paid to who sits on the board of AGDC He said the
anendnent clarifies that any U S. citizen may sit on the AGDC

boar d. This significant investnent by the state requires the
absolute very best mnds and people that can be put on the
boar d. Requiring that menbers of the AGDC board be Al aska

residents exclusively limts the pool of expertise.

REPRESENTATI VE TARR said her objection to Anmendnent 3 at this
tinme is because a separate piece of legislation was introduced
today to address this matter, the issue is tine sensitive, and
not wanting to put pressure on the rest of the legislation given
the confirmation hearings com ng up next week.

1: 48: 00 PM

REPRESENTATI VE P. WLSON supported Anendnent 3, noting it is
very inportant for this project to have the best that can be
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had. The people in Alaska are wonderful, but if they are not
the best for this situation then the state nust get the best
that it possibly can.

CO- CHAIR SADDLER supported Anmendnent 3, pointing out the

governor would still have the option to appoint an Al askan.
State law requires it be Alaska citizens for the nobst continua
ordinary run of business, but construction of a $40-$60 billion

natural gas pipeline project is not the normal run of business
and it is inportant the state open itself to the broadest
possi bl e real m of potential candi dates throughout the nation.

REPRESENTATI VE HAWKER supported Anendnment 3, saying it is a very
workable fix to what was an oversight in the passage of |ast
year's HB 4, which he sponsored. The anendnent woul d provide
statutory clarification for the sponsors' intent in HB 4, which
was stated in testinony in one conmttee.

1:50: 15 PM

REPRESENTATI VE = KAWASAKI opposed  Anmendnent 3, stating he
understands the need for getting the best expertise to nove
forward a project, especially one as large as this, and having
good staff at AGDC neans sonething. However, he said, it is
known that this is because of one person and one issue, and it
is insulting to think that the experience is not had in the
state and that the state nust shop around outside. |If that sane
logic were used for nenbers of the legislature, sone nenbers
woul d not be here. This person could be hired as a consultant.
When it cones to high Ievel decisions on policy, Al askans would
do a better job of representing Al askans' interest at the table.
A degree in engineering is not needed to do that; the person
needs to be qualified and have talents and there are people in
the state who have those talents. This person will potentially
be negotiating such things as em nent donmain and state takings
of public lands and an outsider should not be naking those
decisions. |If a person is counsel or staff to AGDC on contract,
that person's advice should be taken and heeded, but it is up to
the policy board of AGDC to nake those final decisions.

REPRESENTATI VE OLSON supported Anendnent 3, recounting that he
made the argunent yesterday in another commttee that the state
has been using the best and brightest all the way through this
process and sone of those people, such as the consultants in the
room today, are world class but not from Alaska. The gentl enman
being tal ked about is world class and will be reinbursed $400 a
day for his tinme, so this gentleman is truly offering to do

HOUSE RES COW TTEE -19- April 4, 2014



public service. To the best of his know edge no one wth
experience conparable to this gentleman's has put forth his or
her name, so in addition to supporting this anmendnent he wl|
support this particular gentleman next week.

1: 53: 33 PM

REPRESENTATI VE SEATON said he supported Amendnent 3, noting his
coments are not related to any specific person and he agrees
that a broad field is needed. The appoi ntnent by the governor
for this particular expertise is broader than, say, the nornal
commi ssioner who is dealing specifically with Al askan issues al
the tine. Wile a piece of legislation containing this
provision was introduced in the House, he has been assured by
the sponsor of that l|egislation and the person that makes the
assignnments that there is agreenent to offer that sane idea here
in this legislation and the bill will not be pulled from anot her
conmittee, as that is not done wthout concurrence of both the
comm ttee chair and the sponsor.

COCHAIR FEICGE stated there is no effort to pull the bill from
another conmttee; it is an anendnent that stands al one.

1: 55: 19 PM

REPRESENTATI VE P. WLSON said em nent domain is another reason
she supports Amendnent 3 as she would rather have an unbiased
person hel pi ng make those deci sions than an Al askan because many
times Alaskans are a bit biased depending on where they live
Sonmeone from outside the state would have a refreshing and
uncl ouded vi ew.

REPRESENTATIVE TARR said she thinks the other piece of

legislation wll have to be dealt with because |egislators would
be prohibited from appointing this individual next Friday since
the bill before the conmttee will not have becone | aw by then.

CO- CHAIR SADDLER comented that this is a law of genera
applicability, a law for any individual, and he is unconfortable
wi th tal king about an individual.

REPRESENTATI VE KAWASAKI continued his opposition to Amendnent 3,
remarking that if the best is wanted then why is the anmendnent
restricting the public nmenber to being a US. citizen. He
pointed out that the legislature's consultants are not U S.
citizens.
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COCHAIR FEICGE responded it would require a change to the
state's constitution.

1:57: 37 PM

REPRESENTATI VE TARR nuai nt ai ned her objection to Arendnent 3.

A roll call vote was taken. Representati ves Hawker, d son,
Seaton, P. WIlson, Saddler, and Feige voted in favor of
Amendnent 3. Representatives Tarr and Kawasaki voted against

it. Therefore, Amendnent 3 was adopted by a vote of 6-2.
1:58: 54 PM

REPRESENTATI VE HAWKER noved to adopt Anmendnment 4, |abeled 28-
GS2806\ 1. A. 48, Nauman/ Bul | ock, 4/2/14, which read:

Page 9, line 2, follow ng "fund":
Insert "of the state"

CO- CHAI R SADDLER obj ect ed.
The commttee took a brief at-ease.
2: 00: 19 PM

REPRESENTATI VE HAVWKER expl ai ned Amendnent 4 addresses a response
he received to the question asked of tax counsel, Mnley &
Brautigam [on 4/1/14] about how the state could posture itself
in statute to give the greatest possible advantage if and when a
private letter ruling is pursued. The section of statute where
"of the state"” would be added provides that the comm ssioner of
revenue direct where the net revenue received from the
corporation is to go. He allowed that saying "fund of the
state" rather than just an open-ended fund is a tax geek nit,
but said it is exactly as recommended by tax counsel.

CO CHAIR FEICGE requested the admnistration's conments on the
amendnent .

MR. PAW.OASKI supported Anendnment 4, saying the adm nistration
t hi nks the anendnent is an inportant one.

2:02: 23 PM

CO CHAI R SADDLER renoved his objection. There being no further
obj ection, Amendnent 4 was adopt ed.
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2:03: 20 PM

COCHAIR FEIGE noved to adopt Anmendnment 5, | abel ed 28-
GS2806\ 1. A. 13, Nauman/ Bul | ock, 4/2/14, which read:

Page 13, line 14, follow ng "revenue":
| nsert "and the Alaska Gasline Devel opnent
Cor poration (AS 31.25)"

Page 15, line 8, follow ng "revenue":
| nsert "and the Alaska (Gasline Devel opnent
Cor poration (AS 31.25)"
CO CHAI R SADDLER obj ect ed.

CO CHAI R FEI GE expl ai ned that under Anmendnent 5, the |anguage in

the bill on page 13, line 14, would in part read, "in
consultation with the comm ssioner of revenue and the Al aska
Gasl i ne Devel opnment Corporation (AS 31.25), participate". Thi s

woul d ensure there is plenty of consultation between DNR and DOR
as well as between AGDC and the departnents of the state, he
said. It also seeks to clarify that the consultation will go in
both directions in the production of the agreenents that wll
cone back at sone point towards the end of Pre-FEED

2:05: 23 PM

REPRESENTATI VE SEATON inquired whether the intent of the
| anguage on lines 17-18, "a North Slope natural gas project”,
means any project and does not specifically relate to [the
Al aska LNG Project].

COCHAIR FEIGE believed the way "North Slope natural gas
project” is defined includes both the [A aska LNG Project] and
t he Al aska Stand- Al one Pi peline (ASAP)

CO- CHAIR FEI GE, responding to Representative Kawasaki, confirned
that Section 14 deals wth the powers and duties of the
commi ssi oner of revenue.

2:06: 38 PM
REPRESENTATI VE HAWKER endorsed having cross comrunications
between all of the agencies and that it is spelled out clearly

in statute, but requested coment on Anmendnent 5 from the
adm ni stration.
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JOE BALASH, Conmi ssioner, Departnent of Natural Resources (DNR),
offered the admnistration's support for the spirit of the
amendnment, but said the admnistration has crafted a simlar
anmendnent that is nore narrowmy tailored to achieve the
objective that is appropriate here. The burden of consultation
on AGDC with the two departnents is narrow and AGDC is not
obligated to consult with [the admi nistration] on all contracts
or activities that AGC engages in or enters into. Engaging in
consultation with AGC needs to be for the appropriate
contracts, and basically that is for the infrastructure, the
m dstream services, i quefaction services, and potentially
marketing if AGDC engages in marketing activities for the LNG
The admi nistration prefers the anendnent that it has provided to
the conmttee because it is nore prescriptive and nore specific.

2:08: 39 PM

CO- CHAIR FEIGE responded that [the adm nistration' s] [|anguage
has not yet conme back fromthe drafter.

MR. PAWONSKI said the admnistration believes the intent
under |l yi ng the conversation about consultation is inportant.

The conmmittee took a brief at-ease.

CO- CHAIR FEIGE set aside Anendnent 5, reserving the right to
bring it back or to offer the admnistration's anendnent that
deals with a simlar problem

The comm ttee took anot her brief at-ease.
2:11: 45 PM

COCHAIR FEIGE drew attention to the amendnents |abeled 28-
GS2806\ 1. A . 49, Nauman/Bul |l ock, 4/2/14, and 28-GS2806\I1.A. 79,
Nauman/ Bul | ock, 4/4/14 [text provided at the end of this
docunent]. He requested M. Pawl owski to relate the concern had
by the comm ssi oner of revenue.

MR. PAW.OABKI turned to page 54 of CSSB 138(FIN) am explaining
that Section 60 requires the Departnment of Revenue to develop a
plan for nunicipalities, regional corporations, and residents to
participate in the ownership of a North Slope natural gas
pi pel i ne. Regardi ng 28-GS2806\1.A. 49 (.49), he said DOR sees
some good additions to the study that would be called for in
this section; they could be characterized as buyer-beware

HOUSE RES COW TTEE -23- April 4, 2014



opti ons. The anmendnment captures potentially significant issues
to individual Al askans, nunicipalities, and other investors in a
natural gas project; for exanple, the inconme tax consequences to
the holder of that investnment. Amendnment 28-GS2806\1.A 79 (.79)
woul d require a study to be done on the financing options. For
the efficiency of needing only a single contract, he said the
department woul d encourage the commttee to consider conbining
amendnents .49 and .79 and put them under Section 60 such that
it is one report delivered to the legislature, rather than a
series. This way, DOR is not |ooking at nultiple contracts with
mul ti pl e engagenents all around the concepts of financing, be if
for the state, individuals, nmunicipalities, or corporations.
Regarding the reporting requirenents proposed in amendnent .79,
he said the comm ssioner of revenue would request that an
interimreport cone back to the legislature in January 2015 and
a subsequent followup report when the contracts are submtted.
This recognizes that nore information will be developed over
time and the full range and suite of options, as called for in
t he anmendnents, need to be delivered to the |legislature so that

menbers have information and DOR continues to do work. The
departnment is trying to consolidate the efficient use of
resources to do the study, but the increased [work] wll add

something to DOR s fiscal note, which is «currently being
anal yzed.

2:15:45 PM

REPRESENTATI VE HAWKER, sponsor of anendnent .49, said he is very
anenable to DOR s proposal .

COCHAIR FEICGE, responding to Representative Seaton, confirnmed
anendnents .49 and .79 wll be sent back to Legislative Lega
and Research Services to be conbined into one new anendnent.

REPRESENTATI VE TARR inquired whether 28-GS2806\1.A 32, by Co-
Chair Saddl er and about |egislative briefings, is sonething the
committee may al so want to consider at this tinme.

COCHAIR FEIGE replied he will bring it up separately because
anmendnents .49 and .79 are both about financial analysis by the
Department of Revenue so it makes sense to conbine them

CO CHAI R SADDLER, regarding anmendnments .49 and .79, said the
idea is intriguing, but cones with challenges and questions. It
is appropriate to ask and answer these questions before people
get their expectations up and their checkbooks out. G ven the
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conplexity, the idea of an interim report followed by a nore
detailed report is appropriate.

CO- CHAIR FEI GE inquired whether DOR has an idea on a tineframe
for the interimand final reports.

MR. PAW.OABKI drew attention to anmendnent .79, page 1, line 18

whi ch provides the expectation that "the report described in (a)
of this section" is "available to the legislature on the first
day of the First Regular Session of the Twenty-Ninth Al aska
State Legislature.” He said that seens appropriate for an
interimreport that is starting to identify the range of options
so that nenbers can start to consider the suite of opportunities
available to the state on a financing side. The report
currently existing in Section 60, and in which DOR would ask to
put both amendnments .49 and .79, is for when the contracts are
submtted to the legislature, which would be the latter part of
2015. That would be the nore appropriate place for the fina

report, recognizing that a final report in this stage would be
an identification of the range of financing options. During the
FEED process, those will narrow as options get taken off the
table in this Pre-FEED stage. So, it is nethodical steps
towards resolution as DOR does nore detail ed due diligence.

CO- CHAI R FEI GE set aside anendnments .49 and . 79.
2:19: 37 PM

CO- CHAIR FEIGE, for discussion purposes, brought attention to
the anendnents |abeled 28-GS2806\1.A. 18, Nauman, 4/2/14 (.18)
and 28-GS2806\1.A. 54, Nauman/Bullock, 4/2/14 (.54) [text for
both anendnments provided at the end of this docunent]. In
review ng CSSB 138(FIN) am he explained, it was determ ned that
sone of the proposed changes would have inpacts on other parts
of the state besides the North Sl ope. Under current statute

certain exenptions on Cook Inlet oil and gas expire at the end
of 2021. Under CSSB 138(FIN) am the new provisions would begin
at the start of 2022. Thus, there is a question as to the exact
i ssues and how best to resolve them He asked M. Paw owski to
provi de suggesti ons.

2:21: 09 PM

MR. PAW.OASKI noted anendnent 28-GS2806\I1.A. 18 (.18), page 2,
line 1, lays out two reports for the Gl and Gas Conpetitiveness
Revi ew Board, which was established |ast session by SB 21 and is
| ocated within the Departnent of Revenue. The board woul d be
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charged with making witten findings and recomendations in
subparagraph (A) before the date of January 31, 2015 and in
subpar agraph (B) before the date of January 31, 2021.
Subpar agraph (B), sub-subparagraph (iii), describes "a review of
the current effectiveness and future value of any provisions of
the state's oil and gas tax laws that are expiring in the next
five years.” He said |ooking ahead to the expiration of sone of
the incentives and ceilings that currently exist in Cook Inlet
is good guidance and DOR sees this as an opportunity to cone
back to the legislature with conprehensive review of the issues
related to the Cook Inlet oil and gas tax reginme. Amendnent .54
identifies the inportant issues of conpetitiveness, tax regine,
and incentive reginme within Cook Inlet, which are broader than
the Gl and Gas Conpetitiveness Review Board. For exanple, page
1, lines 16-18, talks about unique econonmc circunstances,
clearly identifies the reduction in gross value at the point of
production as a nechanism to achieve the replacenent of the tax
ceilings, and looks at the effect specifically in the area of

Cook Inlet. Amendnents .18 and .54 are seen by DOR as
conpl ementary, with sone valuable |anguage in.54, as well as the
dat e. Bei ng conscious of the reports and burdens that DOR is

| ooking at, DOR |likes the date in amendnent .54 of January 15,
2017, whereas the date in anmendnent .18 of January 31, 2015,
does not provide enough tinme to do a credible review and bring
forth recommendations to the legislature, public, and interested
parties. M. Pawl owski requested that the committee consider
conmbi ni ng anendnents .18 and .54 into one anendnent, saying .54
gives the Ol and Gas Conpetitiveness Review Board appropriate
direction with which to advance this issue.

2:24: 40 PM

CO- CHAIR FEIGE understood M. Pawl owski to be saying January
2017 is the preferred date for the additional report requirenent
for the revi ew board.

MR. PAW.OWSKI confirmed the aforenmentioned as correct, but added
also with the unique |anguage that is included in anendnment .54
because there are unique circunstances in the Cook Inlet basin
that need to be consi der ed.

2:25:12 PM

REPRESENTATI VE HAWKER inquired whether the Ql and Gas
Conmpetitiveness Review Board has yet been constituted.

MR. PAW.OABKI responded it has not yet been appoi nt ed.
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REPRESENTATI VE HAWKER said he is a bit unconfortable conmendi ng
a very inportant study and very inportant issue when, if it is
unaddressed, will result in a likely massive increase in taxes
and utility rates and a very chilling effect on the successful
enhancenent that has been achieved in Cook Inlet devel opnent and
production w thout having a better feeling as to who, what, how,
and why that review board mght be constituted. He queried
whet her M. Pawl owski can allay his anxiety in this regard.

MR. PAWOASKI replied the conposition of the Gl and Gas
Conpetitiveness Review Board, as developed |ast year, provides
the opportunity for the right type of people to be appointed.
Wil e he has not been engaged with the governor's office around
specific appointnments to this board, other people have been.
The inportant thing is the 2017 date of the report called for in
amendnent . 54. The review board with the broad perspective is
an appropriate place for this, he said, adding he understands
the concern that the board has not yet been appointed. The
expiring tax ceilings and naintenance of positive nonmentum in
Cook Inlet are seen by DOR as a critical issue that nust be
dealt with in the longer termand done in a deliberative way.

2:27:56 PM

REPRESENTATI VE SEATON drew attention to the Ilanguage in
anendnent .54, line 18, which states "could be achieved by
authorizing a reduction in gross value at the point of
production.”™ Noting the state is currently using tax rates and

royalty nodifications, he asked what would be |ooked at by the
report in regard to authorizing a reduction in the gross val ue
at the point of production.

MR, PAW.OWSKI answered the gross value reduction (GV/R) is a
mechani sm of taking a unified system and nmat hematically reducing
that effective tax rate and the curve, while nmintaining the

shape of the curve. A useful tool in differentiating between
specific tax treatnments of resources, this was done in SB 21
around specifically new geologic oil and also an additional
differentiation around units with a higher royalty rate. The

same nechani sm could be used in Cook Inlet, or any basin, wth
just a very sinple gross value reduction built into the
architecture of the existing system It is seen by DOR as
mat hematically a good approach to |ook at and provide a
recommendat i on.

2:29: 36 PM
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REPRESENTATI VE SEATON understood the report would have the other
conponents and would look at it from other aspects as well. He
inquired whether reduction of gross value at the point of
production would be an additional conponent or the only thing
that is anal yzed.

MR. PAW.ONSKI deferred to the sponsor of anendnent .54, but said
his reading is that the study nust also take into account, as
witten on page 1, lines 16-17, "the unique economc
ci rcunstance of each producing area south of 68 degrees North
|atitude” and focus on the gross value reduction as a tool to
achieve the type of differentiation within the basins that is
now done with tax ceilings.

2: 30: 36 PM

REPRESENTATI VE SEATON believed it is talking about these two in
conbination and said he wants to ensure that what DOR is
anticipating is not supplanting anmendnent .18, which |ooks at
tax rates and other things, with only a report based on the
reduction of gross value at the point of production.

CO CHAI R FEI GE responded anendnent .18 only adds one particul ar
paragraph at the end. It basically adds to the subjects of the
report due at the end of January 2015.

REPRESENTATI VE SEATON understood that is a review of the tax
structure and rates.

CO- CHAIR FEI GE replied correct.

REPRESENTATI VE SEATON reiterated he wants to ensure that when
the anmendnents are conbined those tax structures and rates are
not totally being supplanted by only | ooking at reduction in the
gross value at the point of production.

CO CHAIR FEI GE answered he plans to set aside anendnents .18 and
.54 so the conbination | anguage can be worked on.

2:31:57 PM
COCHAIR FEIGE related that a nunber of wutility contracts are
expiring in 2018 and what is trying to be done is give certainty

to those explorers and utility conpanies as to what their tax
situation is going to be in the years beyond 2018. He asked
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whet her getting a report by January 15, 2017, is enough time to
give them certainty.

MR. PAW.OWNSKI responded the tax ceilings in the Cook Inlet basin
expire in 2022; so, DOR believes January 15 2017, gives an
appropriate anount of tinme to pass recommendations to the
| egi sl ature. These would just be recomendati ons because it is
the legislature's role to enact tax policy, and there would be
suitable tinme for the legislature to act.

2:33: 15 PM

REPRESENTATI VE KAWASAKI asked how DOR would take the definition
for uni que econom c circunstance.

MR. PAW.OABKI deferred to the sponsor of the anendnent for
clarification, but he said his initial interpretation is that
there are unique economc circunstances in, for exanple, Mddle
Earth, which has a very different producing econom c situation
because there is no infrastructure at this point for sonme of the
basi ns. Wiile the tax ceilings in Mddle Earth were extended
beyond 2022, it would be inportant to consider any work in Cook
Inlet as a potential nodel to fit into those. The direction in
anendnent .54 is for areas south of 68 degrees North |atitude
whi ch he read as inclusive, so when he thinks of unique economc
circunstances he is thinking about different infrastructure
support in producing basins.

REPRESENTATI VE =~ KAWASAKI under st ood M. Pawl owsKi to be
qualifying unique as unique in the state, not conpared wth
ot her producing basins or simlarly situated produci ng areas.

MR. PAW.OWBKI answered DOR engages with consultants to |ook at
multiple different producing basins. Every basin is different,
but there are simlarities that DOR will draw from He said he
does not want to put it that DOR wll not |ook at other
anal ogous basins around the world, but DOR will |ook at what is
uni que about each place. I nteresting about Mddle Earth is the
lack of infrastructure and very little investnent in pipe. The
area where the Chair is frommy be very different than the area
where another representative is from He said he takes unique
to mean DOR should pay special attention to what is very
different and specific about the l|ocation being worked on and
will | ook broadly at other anal ogous areas.

2:35:57 PM
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REPRESENTATI VE KAWASAKI observed anendnent .54 includes the
| anguage "the departnent shall deliver a report to the
| egislature that includes the results of the study and a
proposal " [page 1, lines 19-20]. He inquired what "a proposal”
nmeans to M. Paw owski .

MR. PAW.OANSBKI responded it is solely the legislature's power to
set tax rates. He said he reads this |anguage as being a
requi renent for the Departnment of Revenue to conm ssion a study
and to then bring a proposal forward, either through |egislation
or recommendations in a report, using the tool of a gross value
reducti on. In that proposal would be a nunber, but w thout the
study he cannot predict today what that number woul d be.

REPRESENTATI VE KAWASAKI queri ed whether "a proposal"™ potentially
means |l egislation in the future.

MR. PAW.OABKI believed it would be either legislation or a
recommendation in a report that a nmenber of any |egislative body
could pick up and choose to introduce on his or her own. No
change to the tax rate, extension of the ceilings, or actual
change can be done without legislation, so what is done wth
that study and report is up to future nenbers, or future
governor, or departnent head.

REPRESENTATI VE KAWASAKI said he shares [Representative Tarr's]
concern about dealing specifically with using the gross val ue at
the point of production as a neans to potentially increase
production of oil. He expressed his hope that it is part of the
matrix and not limted to only that.

2:38: 03 PM

CO CHAIR FEIGE set aside anendnents .18 and .54 so they can be
conbi ned i nto one anendnent.

2:38:57 PM

COCHAIR SADDLER noved to adopt Anendnent 6, |abeled 28-
GS2806\ 1. A. 32, Nauman/ Bul | ock, 4/2/14, which read:

Page 55, followi ng Iine 30:
Insert a new bill section to read:
"* Sec. 61. The wuncodified law of the State of
Al aska i s anended by adding a new section to read:
LEGQ SLATI VE BRI EFI NGS. Before the first flow of
gas in an Alaska liquefied natural gas project
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devel oped under this Act, the parties to the project
shall, at |east once each calendar quarter, provide
briefings to interested | egi sl ators, | egi slative
staff, and |egislative consultants on the progress of
an Alaska |liquefied natural gas project devel oped
under the authority of this Act. A Dbriefing under
this section nust be acconpanied by a witten report
of the anmpbunt of noney the state may be liable to pay
a third party if an Alaska liquefied natural gas
project is termnated before the first flow of gas in
t he project.”

Renunber the followi ng bill sections accordingly.

Page 56, |ine 6:
Del ete "61"
| nsert "62"

Page 56, line 9:
Del ete "secs. 62 and 63"
| nsert "secs. 63 and 64"

CO- CHAI R FEI GE obj ect ed.
2:39: 05 PM

CO CHAI R SADDLER expl ai ned the Heads of Agreenent prom ses that
during Pre-FEED the project parties shall provide regular Al aska
LNG Project briefings and updates to the adm nistration, the
| egi slature, and the public. He said he hopes alignment wth
this is sufficiently strong to enshrine it in statute. It needs
to be ensured that the public is inforned, transparency is
mai nt ai ned, and that TransCanada's devel opnent costs are kept up
with, given the state may at sonme point be liable to reinburse
t hese costs. The Heads of Agreenment only covers the Pre-FEED,
and there are going to be certain tines in this project tineline
where, if the agreenent is termnated, the state is going to be
required to reinburse TransCanada [for its costs] plus the 7.1
percent allowance for funds used during construction (AFUDC)

Amendrent 6 woul d ensure that at |east quarterly the |egislature
and the public are updated on how the tab is running for
devel opnment costs and the anount of noney the state could be on
the hook for should the project falter or should TransCanada
termnate its involvenent. Amendnent 6 does not require
di scl osure of any proprietary information or information that
would interfere with or supplant the ability of legislatures to
neet to be privy to certain information wunder a signed
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confidentiality agreenment or an executive session. Respondi ng
to Representative Seaton, Co-Chair Saddler confirmed the report
to the legislature would not need to be given when the
| egislature is in session.

2:40: 54 PM
CO- CHAIR FEIGE asked whether the |anguage on line 6 of the
amendnent, "the parties to the project shall,” inplies that DNR

or that all of the parties nust give a briefing.

COWMM SSI ONER BALASH replied DNR reads "the parties" as being all

of the parties, not a singular entity. Dependi ng upon the
particul ar phase the project is in, and whether it is talking
about the project sponsors per se, DNR and DOR wll not be

necessarily signatories to the equity agreenents directly.
Those would be signed by the private parties as well as ACDC
So, this would be inposing on those private parties, but that is
appropriate as they will be the project sponsors and able to
informthe | egislature and the public of the activities.

2:42: 05 PM

COCHAIR FEIGE inquired whether the aforenentioned is the
sponsor's intention.

CO CHAIR SADDLER answered that, to the extent DNR and DOR are
going to be involved, he would like to have the reports from
them He requested M. Balash to restate his point.

COWM SSI ONER BALASH responded "the parties" generally were all
of the parties to the Heads of Agreenent, including private
parties as well as the agencies. As things nove forward and the
venture agreenents are signed and executed, DNR and DOR wi || not
likely be parties to those agreenents. As the joint venture
organi zation conmes together, DNR or DOR staff wll not be
seconded to that organization, but enployees of each of the
other parties wll be. If the intent is for the agencies to
report, then he would recommend stating it in that manner.

CO CHAI R SADDLER understood that at a certain point the interest
of the state will be picked up by AGC and AGC wll becone a
party for that purpose. It would be his intention, after DNR
and DOR step back, to have the responsibilities seconded to AGDC
so ACGDC woul d becone one of the parties that nust report.

COWMM SSI ONER BALASH said that is correct.
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2:43: 43 PM

REPRESENTATI VE HAWKER asked whether Amendnment 6 would restrict
the ability of any legislative conmmttee from at-will convening
a commttee and requesting the same sort of briefings as is
attenpted to be codified in the amendnent.

CO CHAIR SADDLER replied no, that is not his reading or intent.
He further said it is envisioned that there mght be other
confidential briefings to |legislative commttees.

REPRESENTATI VE SEATON inquired whether TransCanada would be
considered one of the parties on behalf of the state or as an
entity nmaking expenditures. He said he wants to ensure the
report will be inclusive of the information that is desired.

MR. PAW.OMNSKI allowed that is a good point and said direction of
who does the witten report is inportant. He said he |ooks at
the anendnent as having two separate concepts -- the project
provi ding updates and a witten report being provided about the
anount of noney the state may be obligated to pay. He
recommended that DNR be the one developing the report for the
| egi slature, given it would be the lead in this negotiation of
contracts. Gven that the agreenent between DNR and TransCanada
would be that of shipper/transporter developed under AS
38. 05.020(b)(10) and (11), it may be appropriate to get specific
about exactly the relationship and the expenses that are
obl i gated under those contracts. He offered to work with the
amendnent sponsor to come up wi th additional |anguage.

2:46: 39 PM
CO- CHAIR FEIGE asked whether the sponsor is asking for the

quarterly reports to be delivered fromthe unified project wth
all parties as signatories or individual reports from each

party.
CO CHAI R SADDLER answered his intent is for a collective report.

REPRESENTATI VE TARR i nquired whether anendnents to Anendnent 6
wi |l be made now.

CO- CHAIR SADDLER responded he w il take the anmendnment back and
wor k on the changes.
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REPRESENTATI VE HAWKER drew attention to the |anguage on [line 7]
of "interested" legislators, legislative staff, and |egislative
consul tants. He asked whether the intent is for public
briefings or for executive session confidential briefings.

CO CHAI R SADDLER replied the briefings woul d be public.

REPRESENTATI VE HAWKER comrent ed t he anendnent seens redundant to
the power that |egislative commttees al ready have.

2:48: 49 PM
CO-CHAI R FEI GE set aside Anendnent 6
2:49: 54 PM

COCHAIR SADDLER noved to adopt Anendnent 7, |abeled 28-
GS2806\ 1. A. 46, Bull ock, 4/2/14, which read:

Page 53, followi ng line 14:
Insert a new bill section to read:
"* Sec. 58. The uncodified law of the State of

Al aska i s anended by adding a new section to read:

AGREEMENTS AND CONTRACTS RELATING TO THE
TRANSPORTATI ON OF NATURAL GAS. (a) An agreenent or
contract entered into by the state or an agency of the
state for the transportation of natural gas nay not
allow the transporter to have an option to participate
in an in-state natural gas pipeline project as
described in AS 31.25.005(4).

(b) In this section,

(1) "Alaska |iquefied natural gas project”
has the neaning given in AS 31.25.390(7), enacted by
sec. 12 of this Act;

(2) "transporter” means a person providing
gas treatnent plant processing and natural gas
transportation services in natural gas pipelines and
gas transmssion lines that are conponents of an
Al aska |iquefied natural gas project.”

Renunber the followi ng bill sections accordingly.
Page 56, |ine 6:

Del ete "61"

| nsert "62"

Page 56, line 9:
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Del ete "secs. 62 and 63"
| nsert "secs. 63 and 64"

CO CHAI R FEI GE obj ect ed.
2:50: 04 PM

CO CHAI R SADDLER, to address Amendnent 7, explained that Section
9 of the MU provides TransCanada with what he calls the "back
in provision' or what has been terned the right of first
refusal . Under this provision, if the state's agreenent wth
TransCanada is termnated and the state pursues a substantially
simlar project within five years, TransCanada nust be offered
the opportunity to cone back into the deal. The MOU states that
this "back in provision" would only apply to sonething that is
substantially simlar to the full-bore Al aska LNG Project, he
said, but there is not a clear definition of "substantially
simlar." The commttee has heard that there is no bright line
definition that delineates what is a small dianeter ASAP line
and what 1is a substantially simlar Alaska LNG Project,
particularly if the constraints of AGA are lost as is proposed
in the bill. VWiile optimstic that a large dianeter line wll
be built, and that the Heads of Agreenent and Menorandum of
Under st andi ng provide a good shot at getting there, he said it
must be ensured that the clear backup plan will not get hung up
or confused. However, should the Alaska LNG Project falter,
there needs to be a way to go forward with a smaller dianeter
pl an, a backup option, that includes a clean break between what
TransCanada woul d or would not be allowed to back into.

2:51: 30 PM

REPRESENTATI VE KAWASAKI requested clarification of "codified"
and "uncodi fied" law and the full inpacts of the bill.

MR. PAW.OABKI deferred to the Departnent of Law for an answer.

SUSAN POLLARD, Assistant Attorney General, Ql, Gas & Mning
Section, Cvil D vision (Juneau), Departnent of Law (DOL), spoke
to the difference between uncodified law and something that is
in statute, noting that quite a few anmendnents here are being
pl aced in uncodified |aw She explained that when sonething is

of short-term duration, such as one contract that wll happen
and that wll not be a |law of general applicability, the drafter
will put it in uncodified | aw because it is not going to need to

be adhered to five years from now when the situation has
changed. Sonetines there is the belief that uncodified | aw does
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not have to be conplied with, but that is not necessarily
accurate. It wll still be in the statute books and it nust be
paid attention to. Wen it is there, but there for a limted
duration, it is not like it can just be ignored.

2:53: 50 PM
REPRESENTATI VE P. W LSON requested a restatenent of Amendnment 7.

CO- CHAIR  SADDLER  expl ai ned Amendmnent 7 woul d pr ohi bi t
TransCanada from exercising its right of first refusal, or "back
in provision" as he ternms it, to a project described as ASAP,
the smaller in-state line, should the large dianmeter line be
t erm nat ed.

CO- CHAIR FEI GE surm sed the sponsor's reasoning is that ASAP is
not a substantially simlar project to the Al aska LNG Project.

CO- CHAI R SADDLER responded the reason for Amendment 7 is that it
is not clearly delineated whether ASAP is substantially simlar
and it is not clear when it mght change from one or the other.
Amendnent 7 woul d establish a bright line that TransCanada woul d
not have the right to join the ASAP |ine as described under AS
31.25.005(4); it would keep the state's backup plan cl ean.

The commttee took a brief at-ease.
2:55: 59 PM

COCHAIR FEIGE clarified that AS 31.25.005(4) is new and is
included in CSSB 138(FIN) am page 3, line 4.

REPRESENTATI VE HAWKER under st ood Anmendnent 7 would deny, in any
one of the contracts that woul d be executed under passage of the

bill, the five-year period in which TransCanada can cone back in
and participate in another project in the state of Al aska that
is substantially sinmlar. In the anmendnent, page 1, lines 7-8,

state that the transporter, TransCanada in this case, would not
be allowed to have an option to participate in an in-state
natural gas pipeline project as described in AS 31.25.005(4).
Directing attention to the bill, page 3, lines 4-11, he pointed
out that the I|anguage is carryover |anguage from HB 4, |ast
year's original AGX legislation, which talks about noving
forward a natural gas pipeline in accordance with the project
plan under House Bill 369 while AGDC was a subsidiary
corporation of Al aska Housing Finance Corporation (AHFC). The
words "with nodifications" allowed AGDC to nove forward but
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nodi fy that original project plan as determned by AGDC to be
appropri at e. Some of those nodifications cane into fruition
under the 7/1/11 project plan as AGC noved into its own Pre-
FEED process; a project is nodified as it evolves into what it
is going to becone. Bringing attention to subsection (b) of
Amendnent 7, Representative Hawker noted it defines an Al aska
liquefied natural gas project and asked where the |anguage is
that is relevant to this section. The prohibition is against an
in-state nat ur al gas pi peline pr oj ect defi ned in AS
31.25.005(4), but the wrds "Alaska liquefied natural gas
project"” are not seen in that paragraph or in the paragraph
descri bing the prohibition.

CO CHAI R SADDLER responded it is an artifact of bill drafting

requiring a definition of transporter. It is easier understood
if (b)(2) of the amendnent is taken first. It is necessary to
define transporter as done in the anmendnent, page 1, line 7, and

then go to (b)(1l). The transporter is defined as a party in the
Al aska liquefied natural gas project and the project in (b)(1)
is defined as AS 31.25.390(7).

3:01: 51 PM

COWMM SSI ONER BALASH said he woul d appreciate further explanation
of intent fromthe sponsor in regard to line 8 of the amendnent,
whi ch describes the ASAP project as originally planned in 2011
but then nodified. He asked whether nodified is up to the
present date or as it continues to be nodified over tine. He
said he is concerned that the AGDC board in the future might
further nodify the ASAP plan to be substantially simlar;
therefore, he is trying to get his arnms around this particular
reference and what is being said. Is the legislature saying
that [the state's] agreenents cannot include options on then?
[ The adm nistration] has had conversations with TransCanada and
AGDC, and AGC and TransCanada have had conversations, that
TransCanada is not particularly interested in participating in
ASAP. TransCanada is not part of the builder, owner, operator
process that has been going on. If a stake could be driven in
the ground on this reference in AS 31.25.005(4) to ASAP today,
it is an easy no-harm no-foul approach.

CO CHAI R SADDLER replied there seens to be a lingering trail in
the bill on page 3, line 6, and the word "nodifications" such
that what he is trying to address here could continue to
transnogrify over tine. Therefore, at this tine, he does not
know how to re-craft the anendnent to cut off that |ine of
devel opnent .
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3:04: 19 PM
The commttee took a brief at-ease.

CO-CHAIR FEI GE said discussion of Anmendment 7 will be continued
on April 5, 2014.

[ CSSB 138(FIN) am was hel d over. ]

3:05: 24 PM

ADJ QURNIVENT

The House Resources Standing Committee was recessed at 3:05 p. m

to be continued at 10:00 a.m on 4/5/14.

Followng is the text for amendnents |abeled 28-GS2806\I. A. 49
28- 52806\ 1. A. 79, 28-GS2806\1.A 18, and 28-GS2806\ 1. A. 54:

Amendnent [ by Representative Hawker], | abel ed 28- GS2806\ 1. A. 49,
Nauman/ Bul | ock, 4/2/14

Page 54, |ine 28:
Del ete "of"
I nsert "and anal ysis by"

Page 55, |ine 21:

Del ete "and"
Page 55, line 23, following "interest":
| nsert ";

(8 whether the ownership interest held by
a municipality, regional corporation, or resident
woul d be subject to project assessnents;

(9) how cash calls for the project and the
expansi on of the project would be nanaged;

(10) the income tax consequences to the
hol der of an ownership interest, including the timng
and recognition of incone related to the ownership
interest, including differentiating incone related to

the ownership interest from the receipt of dividends
or other distributions;

(11) the risk that the receipt of a benefit
from the project by a person other than the state
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woul d neke inconme received from the project by the
state subject to federal incone tax; and

(12) constitutional 1issues that my be
inplicated by restricting ownership interests under
the plan to residents and nunicipalities in the state”

Page 55, followi ng line 24:
I nsert a new paragraph to read:
"(1) "municipality" nmeans a nmunicipality in
the state;"

Renunber the followi ng paragraphs accordingly.

Amendnent by Representative Feige, |abeled 28-GS2806\1. A 79,
Nauman/ Bul | ock, 4/4/14

Page 2, line 5, followng "credit;":

Insert "requiring the comm ssioner of revenue to
provide a report to the legislature on financing
options for state ownership and participation in a
North Sl ope natural gas project;"

Page 53, following line 14:

Insert a new bill section to read:

"* Sec. 58. The uncodified law of the State of
Al aska i s anended by adding a new section to read:

| DENTI FI CATI ON OF AND REPORT ON FI NANCI NG OPTI ONS
FOR STATE OANERSHI P AND PARTI CI PATION I N A NORTH SLOPE
NATURAL GAS PRQJECT. (a) The conm ssioner of revenue
shall identify and report to the legislature on a
range of financing options for state acquisition of an
ownership interest and participation in a North Slope
natural gas project. The report nust include a
description of the risk associated with each option
and the effect of each option on the bonding capacity
and bond rating of the state. In this subsection,
"North Slope natural gas project”™ has the neaning
given in AS 38.05.965, as anended by sec. 23 of this
Act .

(b) The comm ssioner shall wmake the report
described in (a) of this section available to the
| egislature on the first day of the First Regular
Session of the Twenty-N nth Al aska State Legislature.”

Renunber the followi ng bill sections accordingly.
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Page 56, |ine 6:
Del ete "61"
| nsert "62"

Page 56, line 9:
Del ete "secs. 62 and 63"
| nsert "secs. 63 and 64"

Amendnent by Representative Feige, |abeled 28-GS2806\1. A 18,
Nauman, 4/2/14

Page 2, line 14, followng "projects;":
Insert "relating to the duties of the G| and Gas
Conpetitiveness Revi ew Board;"

Page 53, following line 13:
Insert a new bill section to read:
"* Sec. 57. AS 43.98.050 is anended to read:
Sec. 43.98.050. Duties. The duties of the board
i ncl ude the follow ng:

(1) establish and nmaintain a salient
collection of information related to oil and gas
expl oration, developnent, and production in the state
and related to tax structures, rates, and credits in
other regions with oil and gas resources;

(2) review historical, current, and
potential levels of investnent in the state's oil and
gas sector;

(3) identify factors that affect investnent
in oil and gas exploration, devel opnent, and
production in the state, including tax structure,
rat es, and credits; royalty requi renents;

infrastructure; workforce availability; and regul atory
requi renents;

(4) review the conpetitive position of the
state to attract and maintain investnment in the oil
and gas sector in the state as conpared to the
conpetitive position of other regions with oil and gas

resour ces;

(5 in order to facilitate the work of the
boar d, establish procedures to accept and keep
confidential information that 1is beneficial to the

work of the board, including the creation of a secure
data room and confidentiality agreenents to be signed
by i ndi vi dual s havi ng access to confidenti al
i nformation;
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(6) nmake witten findi ngs and
recommendations to the Alaska State Legislature before

(A January 31, 2015, or as soon thereafter
as practicable, regarding

(1) changes to the state's regulatory
environment and permtting structure that would be
conducive to encouraging increased investnment while
protecting the interests of the people of the state
and the environnent;

(ii) the status of the oil and gas industry
| abor pool in the state and the effectiveness of
wor kf or ce devel opnent efforts by the state;

(tii) the status of the oil-and-gas-rel ated
infrastructure of the state, including a description
of infrastructure deficiencies; [AND]

(iv) the conpetitiveness of the state's
fiscal oil and gas tax reginme when conpared to other
regions of the world; and

(v) a review of the state's tax structure
and rates on oil and gas produced from deposits south
of 68 degrees North | atitude;

(B) January 31, 2021, or as soon thereafter
as practicable, regarding

(1) changes to the state's fiscal regine
t hat woul d be conducive to increased and ongoi ng | ong-
term investnent in and devel opnment of the state's oil
and gas resources;

(1) alternative neans for increasing the
state's ability to attract and maintain investnent in
and devel opnment of the state's oil and gas resources;
and

(tiit) a review of the current effectiveness
and future value of any provisions of the state's oil
and gas tax laws that are expiring in the next five
years."

Page 56, |ine 6:
Del ete "61"
| nsert "62"

Page 56, line 9:
Del ete "secs. 62 and 63"
| nsert "secs. 63 and 64"

Anendnent by Representative Hawker, |abel ed 28- GS2806\ 1. A. 54,
Nauman/ Bul | ock, 4/2/14
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Page 2, line 14, follow ng "project;":

Insert "requiring the Departnent of Revenue to
deliver a report and recomendations relating to a
reduction in gross value at the point of production or
creation of other incentives for production of oil and
gas in the state south of the North Sl ope;™

Page 55, follow ng Iine 30:
Insert a new bill section to read:

"* Sec. 61. The wuncodified law of the State of
Al aska i s anended by adding a new section to read:

STUDY AND REPORT ON OL AND GAS PRODUCTION

| NCENTI VES. The Departnent of Revenue shall study the
effect of providing a reduction in the gross value at
the point of production for oil and gas produced in
the state south of 68 degrees North latitude that is
simlar to the reduction in gross value at the point
of production in AS 43.55.160(f) and (g), as anended
by secs. 48 and 49 of this Act, for certain areas
north of 68 degrees North latitude. The study nust
take into account the unique econom c circunstance of
each producing area south of 68 degrees North
latitude, and estimate the additional production that
could be achieved by authorizing a reduction in gross
value at the point of production. Before January 15

2017, the department shall deliver a report to the
| egi slature that includes the results of the study and
a proposal to create an incentive for oil and gas

production south of 68 degrees North latitude in the
form of a reduction in the gross value at the point of
production or by other neans.”

Renunber the followi ng bill sections accordingly.
Page 56, |ine 6:

Del ete "61"

I nsert "62"
Page 56, line 9:

Del ete "secs. 62 and 63"
| nsert "secs. 63 and 64"
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