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

"An Act relating to the purposes, powers, and duties of the
Al aska Gasline Devel opment Corporation; relating to an in-state
natural gas pipeline, an Alaska |iquefied natural gas project
and associated funds; requiring state agencies and other
entities to expedite reviews and actions related to natural gas
pi pelines and projects; relating to the authorities and duties
of the comm ssioner of natural resources relating to a North
Sl ope natural gas project, oil and gas and gas only |eases, and
royalty gas and other gas received by the state including gas
received as 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 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
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
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education «credit; requesting the governor to establish an
interim advisory board to advise the governor on runicipal
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 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; making conformng anendnents; and providing for an
effective date."

- HEARD & HELD
PREVI QUS COW TTEE ACTI ON
BILL: SB 138

SHORT TITLE: GAS Pl PELINE; AGDC, O L & GAS PROD. TAX
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W TNESS REG STER

M CHAEL PAW.OWBKI, Deputy Comm ssi oner

O fice of the Conm ssioner

Depart nent of Revenue

Anchor age, Al aska

POSI TI ON  STATEMENT: Answered questions during the hearing on
CSSB 138(FIN) am

JOE DUBLER, Vice President/Chief Financial Oficer

Al aska Gasline Devel opnent Corporation

Depart ment of Comrerce, Conmunity & Econom c Devel opnent
Anchor age, Al aska
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PCOSI TI ON STATEMENT: Answered questions during the hearing on
CSSB 138(FIN) am

JOE BALASH, Comm ssi oner

Department of Natural Resources

Anchor age, Al aska

POSI TI ON  STATEMENT: Answered questions during the hearing on
CSSB 138(FIN) am as Comm ssi oner-appoi ntee to the Departnent of
Nat ural Resources.

MARY GRAMLI NG Assi stant Attorney Ceneral

O1l, Gas and M ning Section

Cvil Division (Juneau)

Departnent of Law

Juneau, Al aska

POSI TI ON STATEMENT: Answered a question during the hearing on
CSSB 138(FIN) am

CHRI S POAG, Assistant Attorney General

Labor and State Affairs Section

Cvil Division (Juneau)

Depart ment of Law

Juneau, Al aska

POSI TI ON  STATEMENT: Answered questions during the hearing on
CSSB 138(FIN) am

ACTI ON NARRATI VE
8:07:03 AM

COCHAIR ERIC FEIGE called the House Resources Standing
Comm ttee nmeeting back to order at 8:07 a.m Representatives P.
W son, Hawker, Seaton, Saddler, and Feige were present at the
call back to order. Representatives Tarr, Kawasaki, Johnson,
and O son arrived as the neeting was in progress. [ The neeting
was previously recessed at 6:56 p.m on April 8, 2014.]

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

8:07:26 AM

CO CHAIR 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
Al aska Iliquefied natural gas project, and associated funds;
requiring state agencies and other entities to expedite reviews
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and actions related to natural gas pipelines and projects;
relating to the authorities and duties of the conmm ssioner of
natural resources relating to a North Slope natural gas project,
oil and gas and gas only |eases, and royalty gas and other gas
received by the state including gas received as paynent for the
production tax on gas; relating to the tax on oil and gas
production, on oil production, and on gas production; relating
to the duties of the conmm 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
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 municipal involvenent in a North Slope natural gas
project; relating to the developnent 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 comm ssioner of revenue to develop a plan and
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
anmendnents; and providing for an effective date."”

8:07:32 AM

REPRESENTATI VE SEATON noved to adopt Anendnent 39, |abeled 28-
GS2806\ 1. A7, Bullock, 4/1/14, which read:

Page 15, followi ng Iine 30:
Insert a new bill section to read:

"* Sec. 16. AS 38.05 is anended by adding a new
section to read:

Sec. 38.05.023. Timng of state investnent in a
North Slope natural gas project. An agreenent or
contract negotiated under AS 38.05.020(b)(11) or other
agreenent or contract in which the state is a party
and that is associated with a North Slope natural gas
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project nmay not require an investnment by the state in
the project until a final investnment decision is made
to construct the project.”
Renunber the follow ng bill sections accordingly.
Page 17, |ine 24:
Del ete "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"
Page 31, |ine 18:
Del ete "sec. 37"
| nsert "sec. 38"
Page 53, lines 24 - 25:
Del ete "sec. 23"
| nsert "sec. 24"
Page 56, |ine 6:
Del ete "16, 17, 23 - 27, 29, 30, 37, 39, and 55 -
61"
| nsert "16 - 18, 24 - 28, 30, 31, 38, 40, and 56
- 62"
Page 56, |ine 8:
Del ete "Section 38"
| nsert "Section 39"
Page 56, line 9:
Del ete "secs. 62 and 63"
I nsert "secs. 63 and 64"

CO CHAI R SADDLER obj ect ed.

REPRESENTATI VE SEATON expl ai ned Amendnment 39 would direct that
the timng of the state's investnent [in the project] would not
be wuntil the project was sanctioned or a final investnent
decision (FID) to construct the project was nade. He rem nded
the commttee that consultants representing the |egislature had
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previously testified on the anmendnent but they were not in
agreenent . Testimony was also heard from consultants
representing the admnistration. He requested the conmttee
hear the adm nistration's opinion on Anendnent 39 at this tine.

8:08: 43 AM

M CHAEL PAW.OWEKI Deput y Conmi ssi oner, Ofice of t he
Comm ssioner, Departnent of Revenue, said the admnistration
does not support Amendnment 39 for several reasons. Firstly, the
basic prem se of the Heads of Agreenent (HOA) was centered on
the percentage of state participation, the process to nove the
project forward and - nost inportantly - that the state wll
partici pate. He expressed the admnistration's belief that the
mat erial benefits for state participation early in the project
are interwoven through the HOA in terns of the devel opnent of
the comercial agreenents regarding expansion policies and the
access for third parties to gas. Al so, ensuring the state has
access to data and a full understanding of the project
indirectly through TransCanada (TC), or directly through the
Al aska Gasline Devel opnent Corporation (AGC), is critical to
the sizing and the design of the conponents of the project.
Lastly, the other parties to the HOA see state participation as
a key enabler for the project that denonstrates the state's
commtnent, and sends a nessage to the natural gas marketpl ace.
He stressed the inportance of the market's reception to the
project during the Pre-Front-End Engineering and Design (Pre-
FEED) st age. M. Paw owski restated the admnistration's
opposition to Amendment 39.

REPRESENTATI VE SEATON recal l ed the concern stated by Roger Marks
[contract petroleum econom st consultant to Legislative Budget
and Audit Committee] about circunstances that would result if
the project does not go forward and is not sanctioned. He
concluded that the subject has been thoroughly vetted, and
wi t hdrew Amendnent 39.

8:12:13 AM

REPRESENTATI VE SEATON noved to adopt Anendnent 40, | abeled 28-
GS2806\ 1. A. 99, Bullock, 4/6/14, which read:

Page 15, followi ng Iine 30:
Insert a new bill section to read:

"* Sec. 16. AS 38.05 is anmended by adding a new
section to read:
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Sec. 38.05.023. State access to data devel oped
under contract. An agreenent or contract in which the
state or an agent of the state is a party that is
negoti ated wunder AS 38.05.020(b)(11) nust include a
requirenment that, if the comm ssioner determ nes that
the North Slope natural gas project is not making
adequate progress toward a final investnent decision,
the state shall have access to data devel oped under
the agreement or contract in which the state has
participated financially. Access by the state to the
data may not be on terns that are nore restrictive
than the terns that are applicable for access by any
other party in the North Sl ope natural gas project.”

Renunber the followi ng bill sections accordingly.

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"

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

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

Page 56, |ine 6:

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

Insert "16 - 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:
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Del ete "secs. 62 and 63"
| nsert "secs. 63 and 64"

CO CHAI R SADDLER obj ect ed.

REPRESENTATI VE SEATON expl ai ned Anendnent 40 seeks to ensure
that the state's investnent leads to the use of data [that would
have been devel oped under contract] should the project not
achi eve sanction. He said he wants the [forthcom ng] agreenents

to make clear that after the state invests $600 million it gains
full use of the data pertaining to the project, should the
project not go forward. Representati ve Seaton related previous

testinmony by the legislature's consultants that projects "don't
get a vote of not going forward or not sanctioning” but can be
del ayed for years. Therefore, Amendnent 40 directs that if a
project stops meking adequate progress to FID after achieving
the FEED stage, the conm ssioner of natural resources can
determ ne that the project has stalled and the state can use the
data. He assured the committee the anmendnent does not take away
data from other parties and referred to page 1, lines 10-12 of
Amendnent 40 whi ch read:

Access by the state to the data nay not be on terns
that are nore restrictive than the terns that are
applicable for access by any other party in the North
Sl ope natural gas project.

8:15: 33 AM

REPRESENTATI VE SEATON then noved to adopt Anendnent 1 to
Amendnent 40 as foll ows:

Page 1, line 9, after "has":
Insert "directly"

REPRESENTATI VE SEATON expl ai ned Amendnment 1 to Amendnent 40 wil |
make sure "that we're not talking about our relationship wth
TransCanada."” He clarified that Amendnent 40 is applicable when
the state has put in its 20-25 percent of the costs in [the
project], and the state would then have the full use of that
data for another project if this one stalls.

8:17:19 AM
REPRESENTATI VE JOHNSON objected to Anendnment 1 to Anmendnent 40.

He requested clarification on whether the anendnent to the
amendnent specifically excludes information that the state may
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have paid for through TransCanada. He surmsed the state may
want access to that information as well as what the state has
"directly"” paid for. He expressed his concern that there are a
lot of things the state nmight not have access to because the
state wote the check to a second party who then got the data;
al though the state paid for it, it was not paid "directly."

MR. PAWOASKI said the principle of access to data is a key
interest of the state; the state's relationship with TransCanada
on a prospective basis is that TransCanada would be rmaking
expenditures directly, while the state, through Pre-FEED and
with 90-day notice, has the right to termnate the relationship
wi th TransCanada. In that event, the state would repay
devel opnent costs and allowance for funds used during
construction (AFUDC) if the state term nated, and TransCanada
woul d rel ease the data to the state "as is, where is." Thus the
intent of Amendnent 1 to Anendnent 40 is to recognize that the
af orenenti oned exchange of information has already been pre-
agreed to and specified in the Menorandum of Understandi ng (MOU)
[wth TransCanada] .

REPRESENTATI VE JOHNSON referred to the "as is, where is" clause
and expressed additional concern about how the data would be
acqui r ed. He requested clarification on how the two agreenents
with TransCanada conpare related to "what data is available
"under the current agreenent that we're replacing with this
agr eenment "

8:20: 57 AM

MR. PAW.OWSKI directed attention to the Letter of Carification
to Menorandum of Understanding (Letter of Cdarification) [dated
4/ 4/ 14] released to the commttee by the parties that describes
the process by which the previous relationship with TransCanada
under the Al aska Gasline |nducenent Act (AG A) [passed by the
25th Alaska State Legislature] wuld be termnated in a
sequential fashion. The terns of the MOU are built around the
contribution of the previous data "that the state has paid for a
portion of, a very substantial portion of, but not the entirety
of." The MU covers the use of that data and the purchase of
the data with the paynment of devel opnent costs should the state
exercise its termnation rights. On the matter of "as is, where
is," he pointed out the inportance of [Anendnment 13, adopted on
4/ 5/14,], which put AGC in a prinme consultative role with DNR
in the developnent of the agreenent. He explained it is
i nportant because AGC would be using the remanded data, and
having AGDC work directly with DNR neans to have the utnost use
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of the data after it is transferred. V. Pawl owsKi
characterized [Anmendnent 13] as one of the key factors to the
state's success in this process.

8:22:34 AM

REPRESENTATI VE JOHNSON said he was "not totally confortable with
t he expl anation” and opined the data is all the state has in the
proj ect even though a significant anount of noney has been pai d.
He said he wants full access to everything the state has paid
for, or invested in, or the state's partners have invested in.
He expressed his concern that he does not know if "this gets us
there" and whether "'directly' <changes it that nuch.” He
cautioned that not having the data may lead to a conpetitive
di sadvantage for partners in another project. There remain
i ssues about the data but "if we're paying for it we should own
it." He withdrew his objection to Anendnent 1 to Anendnent 40.

8:24: 56 AM

REPRESENTATI VE P. WLSON objected, and requested M. Paw owski
to further explain the admnistration's stance on the anmendnent
to the anendnent.

MR. PAW.OASKI explained that the way the anendnent is crafted
causes broad concern anobngst the parties. Speci fically,
"directly" is relevant to the [Alaska LNG M dstream Services
Term Sheet] agreed to with TransCanada in the MM, because post-
FEED, the <comm ssioner of DNR could exercise a different
termnation right than the ones that have already been agreed to
in the MOU. He restated that for the next 18-24 nonths the
state can termnate its relationship with TransCanada with 90-
day noti ce. At that point, the state would pay devel opnent
costs and AFUDC. Hs concern with Anmendnent 40, wthout
Amendnent 1, is that the anendnent would "clearly upend a term
in the MU relating to termnation events after, during, the
FEED st age. "

REPRESENTATIVE P. WLSON suggested the wuse of the word
"indirectly" instead of "directly."

8:27: 01 AM
MR. PAW.ONSKI expressed his understanding that in the context of
the anendnent "directly" recognizes that the state is not

directly paying for its share of the mdstream unless the state
exercises a termnation event wth TransCanada. In the
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m dstream TransCanada is "witing the checks ... and paying the
cash” and Amendnment 40 would upend the relationship where, if
the state termnates, a true-up occurs and the parties exchange
i nformation.

REPRESENTATI VE P. WLSON inquired whether, no matter what, the
state will get that information with Anendnment 1 to Amendnent 40
and the word "directly."

MR. PAW.OWBKI affirmed that the exchange of information is in
the Term Sheet of the MW, and when the state pays the
devel opnment costs, it gets the information. Because this
agreenent is in the commercial agreenents, he reiterated that it
is very inportant to the state to have AGC working with the
agencies since AGDC will be using the data and needs to be
engaged in the devel opnment process.

8:29:18 AM

JOE DUBLER, Vice President and Chief Financial Oficer, Al aska
Gasline Devel opnent Cor por ati on, Depar t ment of Commer ce,
Community & Econom ¢ Devel opnent, acknow edged that the access
to data has been a difficult issue for the state and TransCanada
under AG A and the Alaska Liquefied Natural Gas Project (the
Al aska LNG Project). He stressed that the data needs to be
available to AGDC in the event of the failure of the Al aska LNG
Project so the state can use the data that it has paid for in
the Al aska Stand Al one Pipeline (ASAP) project. Currently, AGDC
is not a participant "in the mdstreamt and would only
participate in the event of exercising the 40 percent option in
the MU wth TransCanada. If the project fails wthin 18
months, the state will not have spent noney on the data, thus
will not have access to the data. However, if the state
exercises its option at the end of Pre-FEED, the state has a
right to the data. The term"as is, where is" does not nean the
data is "locked up" but that TransCanada woul d provide the data
inits existing form

REPRESENTATI VE HAWKER turned the debate to Anmendnent 40, and
asked whether the state has access to the data if TransCanada
wi t hdr aws. The specifics of the anendnent are not about
TransCanada "going away" but are about "not nmaking adequate
progress.” He directed attention to page 9 [of Exhibit C of the
MU, Key Item 9, Term nation Event Al aska LNG M dstream Services
Term Sheet,] paraphrasing the itemas foll ows:
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Upon a termnation event and paynment for those
devel opnment costs, then the Transporter, TransCanada,
shall assign all of its interest in the Pre-FEED JVA
[joint venture agreenent] or the FEED Agreenent,
including all of its equity stake to the shipper, the
State of Al aska

REPRESENTATI VE HAWKER asked for verification that the preceding
statenment neans the state gets all the data upon a term nation
event . He began a review of several related points. It is
clear there is a list of termnation events that would result in
the state getting the data wthout the anendnent, including
gi ving 90-day notice before FEED. If the term nation event is
prior to the negotiations of the firm transportation service
agreenents (FTSA), the five-year "tag" goes away too. After
FEED, if partners withdraw or if the state is unable to sell gas
on acceptable terns, the state gets the data. At FID, the state
or TransCanada can wal k away from the project for any reason and
the state gets the data. Representative Hawker |isted further
termnation events specified in the MOU He then asked for
concurrence with his opinion that the state is adequately
protected under the MOU as previously cited, but warned that the
anendnent nodifies the MU by adding the descriptor of "not
maki ng adequate progress,” and further specifies that the state
gets "access," when the termnation event clause directs that
the state gets the data. Finally, Amendnent 1 to Amendnment 40
adds the nodifier of "directly" with the inplications thereof.
He said he does not agree with the anmendnent in general and
addition of the word "directly" boxes the state into sonething
that he does not want to go to.

8:37:23 AM

REPRESENTATI VE SEATON observed that the four parties to the
agreenent are the three producers and the state. The state nmay
subdivide its interest wth TransCanada, and the anendnent
addresses the state's access to the data with the other three
parties. The adm nistration suggested the addition of the word
"directly” to avoid the appearance of an "end run around the MU
and the termnation events." On the other hand, after a
termnation event, the state wll have directly participated
financially. The purpose of Anmendnent 40 is to ensure that if
the project does not proceed to FID but stalls, the state has
full access to the data for which it has paid $600 mllion.
Representati ve Seaton concluded that Anmendnent 1 to Anmendnent 40
ensures the relationships agreed to with TransCanada in the MOU
are not interrupted.
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CO- CHAIR SADDLER stated his opposition to Anendnent 1 to
Amendnent 40.

REPRESENTATI VE TARR observed that data not already established
in the MU with TransCanada would conme from the work of the
first joint venture during Pre-FEED. She asked whether the
state needs to address access to the data specific to the joint
venture work because the state's participation would not be
direct or indirect, but through AGDC s position in the joint
vent ure.

8:40: 35 AM

MR. PAW.OABKI rem nded the conmittee that the terns of the
termnation events as described in the MU wll be further
devel oped and expanded. In the HOA are found principles related
to the sharing, access, and use of data by the admnistration
and the parties. The Al aska Gasline Devel opnent Corporation
will be "in the roonf on substantial portions of the project and
now, with the anendnments made by this commttee, indirectly

t hrough the conm ssioner of natural resources on the devel opnent
of the transportation agreenments. During the devel opnment of the
commercial ternms that govern how data is shared and used by the
Pre-FEED joint venture agreement (JVA), ACGCDC will be working on
the state's behalf to ensure that the principle of the state's
access to data i s upheld.

CO- CHAIR FEIGE noted that the state's agreement with TransCanada
and the ternms regarding the data after a termnation event are
wel | -expl ained on page 9 of Exhibit C of the MU [Key Item 9
Term nation Event Al aska LNG M dstream Services Term Sheet]. He
surm sed that because Amendnment 40 pertains to the other parties
to the future JVA or other contracts, the word "directly" 1is
necessary.

8:43:17 AM

MR PAWLONSKI  responded that the suggestion of the word
"directly" was to recognize that there is an indirect
relationship in the mdstream and the specifics of how
TransCanada's interest is conveyed to the state are in the MU

The administration's concern is about the introduction of a new
subj ective standard - "if the conm ssioner determines that" - to
what is a detailed comrercial arrangenent where termnation
events are defined to both parties, so they are not subjective
as the project noves through the FEED stage. During Pre-FEED
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there is acceptance of a 90-day termnation event wth
TransCanada for any reason, because there is a |ower |evel of
commtnment before FID is nade. Al though this amendnent is
applicable prior to FID, he remarked:

It's [that] subjectivity that | think creates nore
confusion in what [are] comrercial terns and how
they' || be executed. That's why | think some of the

[di sconfort] cones from related directly to the
TransCanada mnenorandum of understanding, and the word
"directly."

COCHAIR FEIGE inquired as to whether [Amendnent 1 to Amendnent
40] is a support for the process, or creates a limtation on the
adm nistration's ability to negotiate in the future.

MR. PAW.OASKI said he viewed the word "directly" as a clarifying
term He deferred to the conmi ssioner of natural resources.

8:45: 49 AM

JOE BALASH, Commissioner, Departnent of Natural Resources,

speaki ng as Comnmi ssi oner-appointee to the Departnent of Natura

Resources, assured the conmittee the principle identified by the
[anendment and the anmendnent to the anendnent] is consistent
with the state's policy. In this context, the insertion of the
word "directly” introduces the question of timng, the state's
direct financial participation becones relevant if, or when, it
makes a paynment, which is not direct involvenent, but an
extension of the state's credit. At the point in time the state
makes a paynent, it has participated directly, financially.

Comm ssi oner Bal ash opined the word "directly” helps relative to
the state's relationship wth TransCanada, but does not
necessarily help in the state's relationship wth AGC, for
exanple, at the time the conm ssioner of natural resources and
the president of AGDC have to make an agreenment on mdstream
services for the liquefaction plant. He questioned whet her AGDC
is directly involved from the beginning due to its status as a
public corporation. He restated that the insertion of the word
"directly" helps in the case of the TransCanada MU, but was
unsure if it was helpful in the case of arrangenents w th AGDC.

MR. DUBLER agreed with the testinonies of the comm ssioner of
natural resources and the deputy comm ssioner of revenue.
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REPRESENTATIVE P. WLSON asked for an opinion from the
Department of Law (DOL) on its interpretation of the effect of
Amendnent 1 to Amendnent 40.

8:50: 03 AM

MARY GRAMLI NG, Assistant Attorney Ceneral, G, Gas and M ning
Section, Cvil Division (Juneau), Departnent of Law (D),
advised that the addition of the word "directly" potentially
limts the type of participation considered under the anendnent.
%e type of the financial participation would be determ ned by
the terms of the contract and how the state has been invol ved.

MR, PAW.OWBKI stated it is difficult to put comercial terns
into statute due to the nuances of negotiated agreenents. The
adm nistration agrees wth the principle in the proposed
statute; however, unintended consequences around the words when
it comes to the comercial agreenents are a problem in Arendnent
1 to Amendnent 40, and, nore broadly, in Amendnent 40.

8:52:18 AM

REPRESENTATI VE P. W LSON renoved her objection to Anendnent 1 to
Amendnent 40.

CO CHAI R SADDLER obj ect ed.

A roll call vote was taken. Representati ves Johnson, Seaton
Tarr, Kawasaki, and Feige voted in favor of Anmendnent 1 to
Amendnent  40. Representatives Hawker, dson, P. WIson, and
Saddl er voted against it. Therefore, Anendnent 1 to Anmendnent
40 was adopted by a vote of 5-4.

8:53: 36 AM
CO-CHAI R FEI GE returned di scussion to Arendnent 40.

CO- CHAIR SADDLER expressed his concern about giving the
comm ssioner [of natural resources] the wunilateral right to
declare that there has not been adequate progress. Although not
a real termnation event, this declaration my lead to "a path
to failure.” He requested clarification on what data the state
woul d have access to during contract negotiations - after a
finding of insufficient progress or after termnation - that it
woul d not have ot herw se.

MR PAW.OMNSKI deferred to AGDC.
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MR. DUBLER responded that sone of the data acquired by AGDC and
applied to the Alaska LNG Project, from the Ad A-based project,
i ncl udes geol ogic borehole data, which helps deternmine how to
best drill through the subsurface, streamcrossing data, fish
surveys, cul tural resource surveys, and other Geol ogica
Informati on System (A S) data that helps the engineers that are
desi gni ng the pipeline.

8:56: 20 AM

CO CHAI R SADDLER asked whether this information is the type of
data that would becone avail abl e under contract negotiations for
the Al aska LNG Project.

MR. DUBLER replied correct, and added that if AGDC participates
in the mdstream which would exercise the 40 percent buy-in
option for the state, AGDC woul d have access to that information
t hrough the Al aska LNG Project. However, because ACGCDC woul d not
be an owner in the mdstream but only in the joint venture
AGDC s ability to access data has not been deterni ned.

CO CHAI R SADDLER t hen asked what "new' data the state woul d have
access to if there were a declaration of inadequate progress.

MR. DUBLER cautioned a declaration of insufficient progress
whi ch caused the project to "wind up”" would not necessarily give
the state unfettered access to data. The Al aska LNG Project has
restrictions on the release of data; thus, as long as the
producers think the project is going forward, the data woul d not
be available to be used on a different project.

REPRESENTATI VE SEATON pointed out Anmendnent 40 would preclude
the aforenentioned problem which is that if the project stalls
for many years, the state could not use the data it paid for to
design another project. The problemright nowis that the state

woul d pay for 25 percent of the data, and not wait until FID [to
make its investment of $600 million], but if the project is
del ayed, the data is wunavailable. He acknow edged that the

state would not have access to |icenses, but would have access
to information such as that on conpression station spacing,
whi ch would be of value to a different project. He warned of a
situation where the state has made an investnment of 25 percent,
but is unable to benefit due to the ternms of the Alaska LNG

Proj ect. Amendnment 40 asserts that each party is a "tenant of
the entirety of the data if the project doesn't go forward."
Representati ve Seaton stressed that each party will be able to
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use the data. Furthernore, prior agreenents have detern ned
what constitutes adequate progress, so Anmendnent 40 would apply
to a situation in which the project I|anguishes, and the state
would not have to prove that the project was unecononic. He
reiterated that Amendnment 40 establishes tenants by the entirety
of the data, only after tinelines that have already been agreed
upon have been net.

9:02:41 AM

CO CHAI R FEI GE observed that there are two elenments to Amendnent
40. First is the determ nation by the commi ssioner [of natura
resources] that the project is not nmaking adequate progress,
which is a matter of judgnent or further definition, and second
is that the terns are not nore restrictive than the terms of the
other parties to the project. He requested the admnistration's
advi ce on what would constitute not naking adequate progress and
on the terns for sharing data that are currently under
consi derati on.

COWM SSI ONER BALASH, regarding the determ nation of adequate
progress, opined the state is approaching the project through
the HOA which has established a stage-gated set of nechanisns.

There will be one agreenment to advance through Pre-FEED and
anot her to advance through FEED, and at that point there will be
a "bundle of work products and deliverables.™ |f parties are
not ready to advance at that point on the tineline, the reason
must be determ ned: underlying financial cat ast r ophe;
fundamental disruption in the marketplace; or other. He

suggested Anendnment 40 provides |everage that could be useful

but may cause a problem in getting agreenments executed on the
front-end because of fear about how the state may use that
| ever age. He said his view of adequate progress is progressing

from each phase or gate into the next as follows: Pr e- FEED,
FEED, sanction, the deliverables associated with each phase, and
the decisions to progress from one to another. Regardi ng the

typical terns applied to data-sharing in the agreenents,
Comm ssioner Balash said it is not unusual for each party to
have access to the data and deliverables; however, there are
limtations as to how the data can be used publically or
conpetitively, and that is where the limtations such as tine

[imts or exclusivity, nust be negoti ated. The adm ni stration
remains steadfast in its stance that all of the data associated
with the pipeline, and the corridor for the pipeline, 1is

available to the state for its use in the event the project does
not go forward. Under these terns, it would not matter what the
ot her parties do, and the state maintains a | evel of |everage.
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9:07:48 AM

REPRESENTATI VE JOHNSON stated that the MOU "bill-package" gives
up state ownership and control of state resources. He expressed
his belief that at conpletion, the agreenents w |l subjugate the
state to the role of junior partner at best. He renarked:

| use the word clawback [provision that noney or

benefits need to be returned] because | think that's
what it's going to take, to clawback any of that
ownership or control, is going to be sonmething that

I"'m going to have a hard tine not supporting. .
This doesn't get us anywhere near where | want to be
in terns of either of those ownership or control

issues. ... This doesn't get us close to where | think
we need to be in terns of recapturing sone of that
control and ownership, but | think | have to support
it just because it's so far the best thing ... to give

us even a little bit.

REPRESENTATI VE TARR shared others' concerns about how to nobve
forward after the failure of the project. Noting the five-year
clause that is incorporated in the MOU with TransCanada, she
observed that it seens reasonable to restrict how one of the
parties mght nove forward in the event of failure. She
surm sed Amendnent 40 gives the adm nistration sone direction,
and alerts the parties that the state intends to possess and use
assets towards a new project.

9:10: 04 AM

COWMWM SSI ONER BALASH recalled that part of +the reason the
admnistration is confortable with pursuing parallel paths on
two pipelines, ASAP and the Al aska LNG Project, in the Pre-FEED
phase, is to have cooperation and a sharing of the costs of
gat hering dat a. He stated that AGDC will continue to acquire
data and information to nove forward with ASAP in the Pre-FEED
stage, regardless. However, the nmmjor investnent that 1is
required to advance into the FEED phase, and the ternms and
conditions around the use of data in the event of a failure to
advance the project further, may inform the decision on whether
state resources are available for the ASAP project.

9:12:16 AM
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REPRESENTATI VE TARR suggested other |language to prevent a
simlar issue as the five-year provision wth TransCanada.
I mportant for her is that the state is not prohibited from

taking a new path by a time limtation. She offered the
f ol | owi ng:
There couldn't be a limtation on the state noving

forward on a simlar project.

COWMM SSI ONER BALASH acknow edged t hat t hose ki nds of

conversations have occurred. However, the proprietary value
associated with this data and whether it will be used to conpete
with the other parties is the "sensitivity that we will have to
work around." There is no opposition to the state constructing
a pipeline to deliver gas to Alaskans, but the problem arises
when the state proposes to sell to others. He observed this

matter nust be left to negotiation and agreenent by the parties.
9:14: 06 AM

REPRESENTATI VE KAWASAKI returned attention to Amendment 40 and
the issue of the determination of adequate progress by the
commi ssioner [of natural resources]. He posed the scenario of a
commi ssioner determining that there was not adequate progress at
atinme the state was not in a position to term nate.

COWM SSI ONER BALASH expected that the commensurate commtnents

within the phased agreenments will have sufficient definition to
provi de objective measures. As such, there will be deliverables
or a measurable scope of work to be acconplished by the project
at each phase. If there is a point where the deliverables are
in hand, and the parties are not prepared to proceed, the next
steps and decisions to be made will be apparent. On the other
hand, the hardest areas to neasure will be the progression of

the marketing agreenents for the sale of LNG because of the
[imtations inposed on the parties by anti-trust concerns. This
is the one area where neasuring progress wll be challenging.
In further response to Representative Kawasaki, Comm ssioner
Bal ash said the definition of adequate progress found in the MU
is sufficient for the subjects of data, information, and
drawi ngs - which are definable - but commercial areas are harder
t o measure.

CO CHAI R SADDLER described the benefits of building the project
with and wi thout partners, and asked whether Anmendnment 40 gives
the state access to data that can be wused commercially, or
whet her the data remains subject to contract negotiations.
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COWM SSI ONER BALASH opi ned Anendnent 40 gives the state access
to the data, but does not speak to any limtations on the
state's use of the data.

9:18: 50 AM

CO- CHAIR SADDLER asked for the neaning of "tenants of the
entirety" and if the principle applies to all of the agreenents
or solely to the sharing of data in the agreenent under
di scussi on.

COWMM SSI ONER BALASH deferred to the Departnent of Law.

CHRI S POAG Assistant Attorney Ceneral, Labor and State Affairs
Section, Cvil Dwvision (Juneau), Departnent of Law, qualified
he is not a property or estate |lawer, and provided an exanple
of tenants in the entirety. He remarked:

The concept woul d be: The whole is equally owned by
each, and if one leaves the party, the other entirely
owns it, and we don't have to go fight about ownership
i nterests.

REPRESENTATI VE HAWKER asked whether the "overall construct” of
the HOA and the MOU places the parties of the project as joint
tenants or as tenants in the entirety.

MR. POAG qualified he was not involved in the drafting of the
HOA or the MM, but expressed his belief that the project is
"nore of a joint tenancy."

9:22:16 AM

REPRESENTATI VE TARR referred to previous testinony that the
amendnent relates to access to the data, but does not address
how the data can be used. Her understandi ng of Anmendnment 40 is
that it directs that when the contract is negotiated, access to
data is to be a provision of that contract. She asked what
woul d happen if the amendnment was adopted but the other parties
refused to include the provision in the contract.

COW SSI ONER BALASH referred to the |ast sentence of Anendnent
40 whi ch read:

Access by the state to the data nay not be on terns
that are nore restrictive than the terns that are
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applicable for access by any other party in the North
Sl ope natural gas project.

COWM SSI ONER BALASH opined this sentence says that all the
parties have to agree to treat each other equally, thus all
could agree that all the parties can have a copy of the data,
but that would not ensure that the data can be used publicly.
He remarked:

That doesn't get us where | believe Representative
Seaton wants to go, and so I'm not sure it
acconplishes that particular goal in that regard, so,
and believe ne, that's not something we would seek to

achieve or agree to, and |'m not suggesting that
that's what any of the parties has talked about,
ei t her. But one thing I did just want to say on the
point of "joint"™ versus "entirety," is in this

particul ar phase that we're talking about with regard
to Pre-FEED, we're largely talking about information,
and | would characterize the conversations there as
nore of the tenant variety, in ternms of cost
al l ocation and ownership of information. But when it
comes to things that are indivisible assets -
property, |and, whatever - those are the things that
are going to be nore of the "joint" flavor, in terns
of who's paid for what and gets what.

9:24: 50 AM

REPRESENTATI VE TARR proposed |anguage for Anmendnent 40 as
fol |l ows:

Page 1, line 10, after "financially":
Insert ", without restrictions on how that data
coul d be used."

REPRESENTATI VE TARR explained this addition would put the state
closer to its goal, and asked whether this addition would be
| ooked at unfavorably by the other parties.

COWM SSI ONER BALASH advi sed the aforenentioned specific |anguage
woul d present a challenge since all of the parties are prepared
to advance their share of the costs "and treat each other the
sanme." However, if the state were able to unilaterally use the
data, the other parties would be justified in their opposition.
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REPRESENTATI VE TARR pointed out that her suggested | anguage
woul d be used in the situation where adequate progress was not
bei ng made and the project was stall ed.

COWM SSI ONER BALASH cautioned that the partners in the project
have certain commtnents and fidelity to each other with the

goal of continuing the progress of a major project. The parties
are prepared to share costs and information in a manner that
benefits all, but not if their investnent can potentially be

revealed to their conpetitors.
9:27:07 AM
CO CHAI R SADDLER proposed | anguage for Anendnent 40 as foll ows:

Page 1, line 8, after "access to":
I nsert "and commercial use of"

CO CHAI R SADDLER acknow edged this addition would also give a
party the unilateral right to pull out and use the data in a
conpeting conmercial project. He agreed with others about the
concern that the project could die of neglect, and the state
woul d want the opportunity to nake progress on a second project.

REPRESENTATI VE SEATON poi nted out that there have been several
previ ous revisions of Amendrment 40. He assured the committee
the |anguage of the anmendnent was thoroughly reviewed by the
producers and state agenci es.

CO CHAI R SADDLER mmi ntai ned his objection to Anmendnment 40.

REPRESENTATI VE SEATON referred to the problem of "subjective

standard of decision.” He was reluctant to put a deadline for
FID in the anmendnent, as the project should progress naturally.
He concluded that if the project fails due to economcs, in

return for an investnent of $600 mllion the state should be
able to use the data in the sane way as the producers.

9:32:34 AM

A roll call vote was taken. Representati ves Johnson, d son,
Seaton, P. WIson, Tarr, Kawasaki, and Feige voted in favor of
Amendrent 40, as anmended. Represent ati ves Hawker and Saddl er

voted against it. Therefore, Anmendnent 40, as anended, was
adopted by a vote of 7-2.

9:33:18 AM
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REPRESENTATI VE SEATON noved to adopt Anendnent 41, |abeled 28-
GS2806\ 1 . A 103, Bullock, 4/8/14, which read:

Page 15, followi ng |ine 30:
Insert a new bill section to read:

"* Sec. 16. AS 38.05 is anended by adding a new
section to read:

Sec. 38.05.023. Limtation on the application of

a paynent in lieu of property tax. A proposed
agreenment or contract associated with a North Slope
natural gas project may not include a provision that
changes a paynent in lieu of property tax on property
that was previously taxable under AS 43.56."

Renunber the follow ng bill sections accordingly.

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"

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

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

Page 56, |ine 6:

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

Insert "16 - 18, 24 - 28, 30, 31, 38, 40, and 56

Page 56, |ine 8:
Del ete "Section 38"
| nsert "Section 39"
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Page 56, line 9:
Del ete "secs. 62 and 63"
| nsert "secs. 63 and 64"

REPRESENTATI VE JOHNSON obj ected for the purpose of discussion.

REPRESENTATI VE SEATON expl ai ned Amendnment 41 would disallow a
provision in an agreenent or contract on the Al aska LNG Project
that changes a paynent in |lieu of property tax on property that
was previously taxable under AS 43.56. Therefore, the existing
oil and gas properties that are paying property taxes to the
state and nunicipalities would not be included in the provision
of the bill that allows paynent in |lieu of taxes.

CO CHAIR FEI GE surm sed paynents in lieu of taxes (PILT) would
only apply to new infrastructure that directly pertains to a
North Sl ope gas project.

9: 34: 53 AM

MR, PAW.OWNSKI said the intent of Anendnent 41 is good. The
intent of the admnistration is to bring the nunicipalities
together for a public discussion through the [interim advisory
board to advise on the nmunicipal involvenent provision in the
bill]. The consensus recomendation of the advisory [board]
will determne "what we bring to the table.” The HOA is
specific to the Alaska LNG Project, but the amendnent "may take
things off the table, if a group w shes to discuss those." He
assured the committee it is not the intent of the adm nistration
to delve into PILT for previously taxable property.

9: 36: 08 AM

REPRESENTATI VE JOHNSON asked whether there are any shared
facilities related to oil production that may be also related to
gas production, and that may garner property tax and PILT. In
addition, if the oil and gas projects share assets, there nay be
an i ssue about paying doubl e taxes.

MR. PAW.OWBKI clarified that the relative key provision in HOA
is the definition of the Alaska LNG Project, which is the new
infrastructure including transm ssion lines from Point Thonson
to the gas treatnment plant (GIP), and the transm ssion line from
Prudhoe Bay to the GIP, so there really is not the shared
infrastructure. Upstream additional developnent of Point
Thonson, is a little different, but that is not included in the
Heads of Agreenent here.
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CO- CHAIR FEI GE observed that Amendnent 41 addresses the concern
of sonme nunicipalities that the PILT provision [in the bill]
would extend to oil property taxes. He stated that the PILT
provision would apply specifically to the new infrastructure
associated with the Alaska LNG Project or other North Slope
pi pel i ne projects.

9:38: 21 AM

REPRESENTATI VE TARR expressed her support for Amendnent 41 and
related that the namyor of Barrow said local revenue from
property taxes is a significant issue for Barrow

MR. PAWOWNSKI reiterated that changes to property tax are
achieved through law and not through a contract; in fact, any
changes to property tax nust be brought to the legislature for
aut hori zati on. He advised that Anendnent 41 is restrictive to
the admnistration and its ability to execute executive
privilege. He remarked:

the terms need to be authorized, need to be
enacted by the legislature prior to inclusion in the
contract, we think that's an inportant distinction
fromthis process and previ ous processes.

REPRESENTATI VE KAWASAKI expressed his and his constituents’
concern that the admnistration seeks an opportunity to shift
the tax burden away from a project in order to favorably affect
the economcs of said project. He stated his support for
Amendnent  41. He then asked the sponsor of the anendnent
whet her new and additional structures "m ght be part of a PILT."

REPRESENTATI VE SEATON rem nded the committee that property tax
on oil and gas is not a nunicipal tax but is a state property
t ax. Amendnent 41 directs that state property taxes under AS
43.56 are not to be changed to a different form for the Al aska
LNG Proj ect .

9:42:15 AM

REPRESENTATI VE JOHNSON renoved his objection to Anmendnment 41.
There being no further objection, Arendnent 41 was adopt ed.

9:42: 35 AM
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CO- CHAIR SADDLER rnoved to adopt Anendnent 42, |abeled 28-
GS2806\ 1. A. 101, Bullock, 4/7/14 which read:

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:

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 may not
allow a transporter to have an option to participate
in an in-state natural gas pipeline project that is
primarily intended to nmake natural gas, including
propane and ot her hydrocarbons associated with natural
gas other than oil, available to Fairbanks, the
Sout hcentr al regi on of t he st at e, and ot her
comunities in the state at the | owest rates possible.

(b) In this section, "transporter"” neans a
person providing gas treatnent plant processing and
natural gas transportation services in natural gas
pipelines and gas transmssion I|ines that are
conmponents of an Al aska |iquefied natural gas project,
as that termis defined in AS 31.25.390(7), enacted by
sec. 12 of this Act."

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"
9:42: 54 AM
CO CHAIR FEI GE objected for the purpose of discussion
CO CHAI R SADDLER expl ained Amendnment 42 seeks to clarify [Key
Iltem 9, Termnation Event, Alaska LNG M dstream Services Term

Sheet, Exhibit C in the MO, which reads [original punctuation
provi ded] :

Shipper's R ghts To Termnate (Shipper Term nation
Event):
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Prior to FEED

Any tinme provided a 90-day notice is given
to Transporter.

From start of FEED through FID:

Wthin 60 days fromthe date one or nore ANS
Producers or Transporter wthdraws from the
Al aska LNG Proj ect

At any time if Shi pper (or the ANS
Producers, if the SOA elects RIV) is unable to
sign agreenents to sell all of its royalty or tax
gas on terns acceptable to Shipper.

At FID, for any reason.

Transporter Ri ghts to Term nat e (Transporter
Term nati on Event):
Legislature fails to provide statutory authority
to DNRFDOR to enter into PAs by June 30, 2014.
Shipper fails to execute the PA wthin the
specified tine.
Shi pper fails to execute the FTSA by Decenber 31,

2015.

Shipper fails to nmaintain the standard of
Credi twort hi ness Requi renents. Transporter shal
provide notice to Shipper of a failure to neet
such standards, and  Shipper shall have a
reasonabl e period to cure.

At FI D, i f al | Transporter  corporate/Board

approval s have not been obt ai ned.

Wthin 3 nmonths from FID, if debt financing has
not been secured on terms and conditions
sati sfactory to Transporter in its sol e
di scretion

Ei t her Transporter or Shipper nmay term nate:
If term(s) of the FEED Agreenent or Definitive
Agreenents is/are not acceptable to Shipper or
Transporter
Wthin 90 days from the date of issuance of any
final regulatory authorizations, certificates, or

permts that includes materi al unaccept abl e
conditions(s) or requirenents(s) to Transporter
or Shi pper

At FID, if not all right-of-ways, easenents and
| and | eases have been secured

Conveyance of Transporter Alaska LNG Project Interest
t o Shi pper:
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Upon a Termination Event and paynent to
Transporter of the Developnent Costs, and the
associ ated AFUDC, as applicable, Transporter
shall assign all of its interest in the Pre-FEED
JVA or the FEED Agreenent, including all of its
equity stake in the AKLNG Project, to the Shipper
pronptly wthout addition consideration. Any
such assignnment shall be nade on an "as is, where
is" basis, wthout representation or warranty of
any kind by Transporter.

Wthin a period of 5 years of SOA exercising its
termnation right, iif SOA participates in a
pi peline project to comercialize North Slope gas
that is substantially simlar to the Al aska LNG
Project, SOA shall offer to Transporter an option
to participate in the GIP and Pipelines of such
project on ternms and conditions consistent wth
those set forth in this Term Sheet, except the
cost of debt and ROE to be negotiated based on
conditions existing at the tine. The SQA shall
not be obligated to offer the foregoing option to
the Transporter if:
i the Transporter is in nmaterial default of
the PA or FTSA at the tine of the term nation,
and

i the material default was capable of being
renmedi ed, and

iti. Transporter was offered a reasonable tine
period to remedy the nmaterial default and failed
to do so.

9:43: 07 AM

CO CHAI R SADDLER expl ained the aforenentioned provision directs
that if an agreenent between TransCanada and the state is
termnated, for the next five years TransCanada has the right of
first refusal on any gas pipeline project in which the state
becomes involved that is substantially simlar to the Al aska LNG
Proj ect. He said he was looking for a definition of
substantially simlar that would positively indicate whether a
smal | -di ameter, in-state pipeline is simlar to a |arge-dianeter
pipeline for the export of natural gas. Co- Chair Saddl er
expressed his concern that if the Al aska LNG Project falters,
there would be a threat to ASAP. Anendnent 42 woul d ensure that
TransCanada woul d not use its negotiated right to participate in
the in-state line, and that a project with the primary purpose
of delivering affordable natural gas for use within the state is
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not substantially simlar to the Alaska LNG Project. He
described previous iterations of Anmendnment 42 and assured the
commttee the concerns of the admnistration were addressed. In
the amendnment, the in-state pipeline project is defined as one
that "has the primary purpose of making natural gas available to
Fai r banks, Southcentral, and other communities in the state at
the | owest possible rates.” Further, the anmendnent does not bar
AGDC from involving TransCanada if desired. He concl uded that
t he anendnent protects TransCanada's rights to a l|large pipeline
and protects the state's ability to pursue an in-state pipeline
if the large pipeline falters.

9:45: 38 AM

REPRESENTATI VE HAWKER pointed out the difference in the
presentation of Amendnent 42, during which was stated "primary
purpose,” and the |language in the amendnent, which was
"primarily intended." He opined that is a material difference.
Already in the MW is the undefined clause "substantially
simlar" and the anmendnent conplicates the circunstances by the
use of substantially simlar or primarily intended - a "doubling
of the standard of anbiguity.”" Representative Hawker suggested
a different amendnment that directs the state to develop its
contracts, such as the FTSA to set a better contractual
definition of substantially simlar in the business terns that
are being negotiated, rather than adding a second vague
standard. He said the anmendnent fails to clarify a vague cl ause
by increasing the density of the fog.

9:47. 48 AM

REPRESENTATI VE TARR suggested wusing Anmendnent 42 as the
opportunity to define substantially simlar. In further
response to Co-Chair Saddler, she said the definition would use
t he | anguage in Amendnent 42, beginning on page 1, line 8, after

"intended," and paraphrased as foll ows:

to make natural gas, including propane and other
hydrocarbons associated with natural gas other than
oil, available to Fairbanks, the Southcentral region

of the state, and other communities in the state at
the | owest rates possible.

REPRESENTATI VE TARR said this would be the definition of a not
substantially simlar project.

CO CHAI R SADDLER deferred to the Departnent of Law
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REPRESENTATI VE SEATON called attention to Anmendnent 42, page 1,
line 11, which read:

at the | owest rates possible.

REPRESENTATI VE SEATON said this statenent nmkes a problem
because to achieve the |lowest rates possible the pipeline nust
be large in diameter and carry the highest nunmber of nolecules,
which would be a substantially simlar pipeline. He suggested
Amendnent 42 should end at page 1, line 10, which read:

avai l abl e to Fairbanks, the Southcentral region of the
state, and other communities in the state

9: 50: 38 AM

CO CHAI R SADDLER stated the | anguage in Amendnment 42 is based on
the intent of AGDC s ASAP pipeline. If the large dianeter
pi peline project fails and ASAP proceeds, ASAP seeks to provide
gas to Al askans at the | owest rates possible.

REPRESENTATI VE KAWASAKI directed attention to page 3, line 13,
par agraph 4, of the bill which read:

(4) advance an in-state natural gas pipeline as
described in the July 1, 2011, project plan prepared
under fornmer AS 38.34.040 by the corporation while a
subsidiary of the Al aska Housing Finance Corporation,
wi th nodifications determ ned by the corporation to be

appropriate to devel op, fi nance, construct, and
operate an in-state natural gas pipeline in a safe,
prudent, economical, and efficient manner, for the

pur pose of making natural gas, including propane and
ot her hydrocarbons associated with natural gas other
than oil, available to Fairbanks, the Southcentral
region of the state, and other comrunities in the
state at the | owest rates possible;

REPRESENTATI VE KAWASAKI said the abovenentioned descriptor would
need to be added to Anendnent 42.

MR. PAW.OASKI acknowl edged Co-Chair Saddler's many efforts to
address this issue. He stressed that the in-state pipeline plan
was designed specifically to allow the [AGC board of directors]
to make nodifications to the project, thus even while follow ng
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the project plan, the board has wide latitude to nmanage how AGDC
woul d advance the interests of the state.

9:52: 34 AM

MR. POAG qualified he did not participate in drafting Exhibit C
to the MOU. He directed attention to page 9 of Exhibit Cin the
MU [Key Item 9, Termnation Event, Alaska LNG M dstream
Services Term Sheet] and said the |anguage specifically refers
to a project that is substantially simlar to the Al aska LNG
Project, which is capitalized in the text of the MOU because it
is a defined termin Article 1.1 (f). The definition of the
Al aska LNG Project in the MM extends beyond "a pipeline to
deliver our gas to our Alaskans" and has nany conponents,
including a marine termnal and an LNG facility. Al t hough the
term substantially simlar is not defined in the MM, he opined
that a project that delivers gas to Alaskans and does not
involve marine termnals or i quefaction would not be
substantially simlar. He noted that the intent of the
amendnent is to nodify existing |anguage, and referred to the
Al aska State Constitution, Article 1, Section 15, which read:

Prohibited State Action~No bill of attainder or ex
post facto |aw shall be passed. No |aw inpairing the
obligation of <contracts, and no I|law making any
irrevocable grant of special privileges or imunities
shal | be passed. No conviction shall work corruption
of blood or forfeiture of estate.

MR. POAG expl ained that the anmendnent cannot nodify a contract
that has already been "inked"; however, the anendnent would
provide guidance to the admnistration on future contract
negotiations and provide clarity about the term substantial
simlarity. M. Poag further advised that an in-state gas
pipeline is not substantially simlar to the Al aska LNG Project.

9:55: 09 AM

CO CHAIR SADDLER wunderstood that AGDC has the authority to
expand the capacity of the ASAP project in size and volune after
the AGA Iimtation of [500 mllion cubic feet per day of gas]
is term nated. Furthernmore, the demand for gas in Alaska is
approximately 250 mllion cubic feet per day of gas, thus other
custoners are necessary to keep costs low and there will be an
econom c incentive to expand the scope of ASAP to include
I iquefaction and export. In this manner, Co-Chair Saddler
cautioned that an in-state project could quickly norph into a
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project that could be substantially simlar to a |large
[ di anet er ] pi pel i ne. He related his efforts to define
substantially simlar, and asked DOL for gui dance.

MR, POAG said if the legislature wants to provide to the
adm nistration |anguage to define what Is or s not
substantially simlar to include in future contracts, DOL wll
research case law for a definition.

9:57:10 AM

CO CHAIR SADDLER asked M. Dubler whether the unanswered
guestion of what is substantially simlar has an effect on the
progress of the ASAP project.

MR. DUBLER advi sed that the issue of the five-year claw back for
TransCanada gives AGDC uncertainty in its search for an owner-
bui | der-operator for the ASAP project. The search is for a
firmor a pipeline conpany - simlar to TransCanada - that would
build and operate the project on behalf of the state and AGDC.
He explained that ASAP would progress only if the Al aska LNG
Project fails, and if TransCanada has the right to replace
ASAP' s designated owner-buil der-operator, AGC would have to
negotiate a clause directing that "we would have to nmke them
whole in the event TransCanada comes back in through this five-
year clawback." He advised this contingency would not be cheap
and described the ternms of the five-year provision wth
TransCanada. Further, M. Dubler addressed the possibility of
expanding ASAP to a project simlar to one that Exxonhbbil,
ConocoPhi | i ps, and BP deem uneconom c, and said that
possibility is "kind of a naive position, in ny opinion .... |If
the big three conpanies that do these projects all over the
worl d, and are very good at it, can't make it happen, the chance
that the State of Alaska is going to be able to step in their
pl ace and make it, is very, very slim"

10: 00: 38 AM

REPRESENTATI VE KAWASAKI remarked to M. Dubl er:

| think I heard you say that that while you' re working
on the ASAP line, trying to find an owner-builder-
constructor, that if this bill were to pass wthout
this anmendnent, that sonehow AGDC s m ssion would be
conpletely different, or maybe go away.
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MR. DUBLER said no. He clarified that as |ong as TransCanada
has a five-year clawback, AGDC s negotiations with an owner-

bui |l der-operator wll require a provision to pay the owner-
bui | d-operator off, plus AFUDC, in the event they are renoved
fromthe project. Further, he cautioned that prospective owner-

bui | der-operator firnms may not want to take the risk of working
on a project that they nay | ose.

REPRESENTATI VE KAWASAKI questioned whether AGDC s ability to
hire a firm to build the project is |essened wthout the
adopti on of Amendnent 42.

MR. DUBLER st at ed:

We've actually spoken quite a  bit with the
conm ssioner of DNR and the deputy conmm ssioner of
revenue about this and ... we believe through our
di scussions and the clarification that we got in the
letter from TransCanada and the conmm ssioners of DNR
and DOR, that it did clear up sonewhat, ... the timng
of the ... firm transportation agreenents. And the
... agreements they've got wth TransCanada w Il nake
it such that the likelihood that this actually happens
is very slim but it's a policy call ... and that's up
to the legislature and the adm nistration.

10: 03: 38 AM

MR. PAWOWSKI remnded the committee of the contents of the
Letter of Carification issued by TransCanada. He said the
i kelihood of the state choosing to make a multi-mllion dollar
commitment to nmove through the FEED stage with the Alaska LNG
Project, while <continuing to progress an alternative ASAP
project is mnimal. According to the MU and the Letter of
Clarification, the state is fully able to pursue both projects
"W th no hands being bound” until 12/31/15. Subsequently, wth
the commtnment to proceed to FEED, and with the execution and
ratification by the legislature of a firmtransportation service

agreenent, the state's position wll be different than it is at
this tinme. M. Pawl owski said the purpose of the 90-day
termnation right to the state, prior to the entry into FEED,
was to create the "exit from AGA, into a commercial

relationship where the state has a cooling-off period to work
t oget her coll aboratively on this project going forward in the
state's interest, while maintaining nonmentum on other options as
well, that was the policy call the admnistration nmade in
advancing both of those ...."
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REPRESENTATI VE SEATON acknow edged there is the concern about
"tying the hands of AGDC to go forward." However, the condition
is that the projects nust be substantially simlar; thus, if
ASAP is not substantially simlar, the five-year provision does
not apply. He opined the circunstance of the state building a
project substantially simlar is renote, and said he is not in
favor of changing a negotiated comrercial relationship.

CO- CHAI R FEI GE mai ntai ned his objection.

10: 07: 32 AM

A roll call vote was taken. Represent ati ves Kawasaki, Saddler,
P. W son, and Tarr voted in favor of Anendnent 42.
Representatives Seaton, Hawker, Johnson, O son, and Feige voted
against it. Therefore, Anendnent 42 failed by a vote of 4-5.

REPRESENTATI VE HAVWKER said he is very troubled by Amendnent 42,
which could be read many different ways. H s negative vote on
the anmendnent was not a reflection that he is in favor of the
five-year tag provision in the MO in fact, the five-year tag
provi sion may be the |anguage that "sinks the entire package of
| egislation that these fol ks are asking us to pass ...."

REPRESENTATI VE JOHNSON agreed, adding "... and ny 'no' vote
doesn't in any way soften ny belief that this is the wong path
for the State of Alaska to follow "

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

10: 09: 23 AM

ADJ OURNVENT

There being no further business before the conmttee, the House
Resources Standing Committee neeting was adjourned at 10:09 a.m
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