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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
SPONSOR(s): RULES BY REQUEST OF THE GOVERNCR

01/ 24/ 14 (S) READ THE FIRST TIME - REFERRALS

01/ 24/ 14 (S) RES, FIN

02/ 07/ 14 (S) RES AT 3:30 PM BUTROVI CH 205

02/ 07/ 14 (S) Heard & Hel d

02/ 07/ 14 (S) M NUTE( RES)

02/ 10/ 14 (S) RES AT 3:30 PM BUTROVI CH 205

02/ 10/ 14 (S) Heard & Hel d

02/ 10/ 14 (S) M NUTE( RES)

02/ 12/ 14 (S) RES WAl VED PUBLI C HEARI NG NOTICE, RULE
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02/ 12/ 14 (S) RES AT 3:30 PM BUTROVI CH 205
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02/ 14/ 14 (S) M NUTE( RES)

02/ 19/ 14 (S) RES AT 3:30 PM BUTROVI CH 205

02/ 19/ 14 (S) Heard & Hel d

02/ 19/ 14 (S) M NUTE( RES)

02/ 20/ 14 (S) RES AT 8: 00 AM BUTROVI CH 205

02/ 20/ 14 (S) Heard & Hel d
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-- MEETI NG CANCELED - -

FIN AT 9: 00 AM SENATE FI NANCE 532
Heard & Held

M NUTE( FI N)

FIN AT 5: 00 PM SENATE FI NANCE 532
Heard & Held

M NUTE( FI N)

FIN AT 5: 00 PM SENATE FI NANCE 532
Heard & Held

M NUTE( FI N)

RES AT 1: 00 PM BARNES 124

-- MEETI NG CANCELED - -

FIN RPT CS 6DP 1AM NEW TI TLE
LETTER OF | NTENT W TH FI NANCE REPORT
DP: KELLY, MEYER, DUNLEAVY, FAI RCLOUGH
Bl SHOP, HOFFNAN

AM  OLSON

FIN AT 9: 00 AM SENATE FI NANCE 532
Moved CSSB 138(FIN) Qut of Conmmittee
M NUTE( FI N)

RES AT 1:00 PM BARNES 124
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RES AT 1:00 PM BARNES 124

<Pendi ng Referral >

TRANSM TTED TO (H)

VERSI ON: CSSB 138(FI N) AM

READ THE FI RST Tl ME - REFERRALS
RES, L&C, FIN

RES AT 1:00 PM BARNES 124

Heard & Held

M NUTE( RES)

RES AT 1:00 PM BARNES 124

Heard & Held

M NUTE( RES)

RES AT 1:00 PM BARNES 124

Heard & Held

M NUTE( RES)

RES AT 4:30 PM BARNES 124

Heard & Held

M NUTE( RES)

RES AT 1:00 PM BARNES 124

Heard & Held

M NUTE( RES)

RES AT 4: 30 PM BARNES 124

Heard & Held

M NUTE( RES)

RES AT 1: 00 PM BARNES 124
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03/ 28/ 14 (H) Heard & Hel d

03/ 28/ 14 (H) M NUTE( RES)

03/ 31/ 14 (H) RES AT 1: 00 PM BARNES 124
03/ 31/ 14 (H) Heard & Hel d

03/ 31/ 14 (H) M NUTE( RES)

04/ 01/ 14 (H) RES AT 4:30 PM BARNES 124
04/ 01/ 14 (H) Heard & Hel d

04/ 01/ 14 (H) M NUTE( RES)

04/ 02/ 14 (H) RES AT 1: 00 PM BARNES 124
04/ 02/ 14 (H) Heard & Hel d

04/ 02/ 14 (H) M NUTE( RES)

04/ 03/ 14 (H) RES AT 4:30 PM BARNES 124
04/ 03/ 14 (H) Heard & Hel d

04/ 03/ 14 (H) M NUTE( RES)

04/ 04/ 14 (H) RES AT 1: 00 PM BARNES 124
04/ 04/ 14 (H) Heard & Hel d

04/ 04/ 14 (H) M NUTE( RES)

04/ 05/ 14 (H) RES AT 10: 00 AM BARNES 124
04/ 05/ 14 (H) Heard & Hel d

04/ 05/ 14 (H) M NUTE( RES)

04/ 06/ 14 (H) RES AT 1: 00 PM BARNES 124
04/ 06/ 14 (H) Heard & Hel d

04/ 06/ 14 (H) M NUTE( RES)

04/ 07/ 14 (H) RES AT 1: 00 PM BARNES 124
04/ 07/ 14 (H) Heard & Hel d

04/ 07/ 14 (H) M NUTE( RES)

04/ 08/ 14 (H) RES AT 8: 00 AM BARNES 124
04/ 08/ 14 (H) Heard & Hel d

04/ 08/ 14 (H) M NUTE( RES)

04/ 08/ 14 (H) FIN AT 8:30 AM HOUSE FI NANCE 519
04/ 08/ 14 (H) -~ MEETI NG CANCELED - -

04/ 08/ 14 (H) RES AT 4:30 PM BARNES 124
04/ 08/ 14 (H) Heard & Hel d

04/ 08/ 14 (H) M NUTE( RES)

04/ 08/ 14 (H) FIN AT 6:00 PM HOUSE FI NANCE 519
04/ 08/ 14 (H) -~ MEETI NG CANCELED - -

04/ 09/ 14 (H) RES AT 8: 00 AM BARNES 124
04/ 09/ 14 (H) RES AT 1: 00 PM BARNES 124

W TNESS REG STER

JOE BALASH, Comm ssi oner

Depart ment of Natural Resources (DNR)

Anchor age, Al aska

PCOSI TI ON STATEMENT: Answered questions during the hearing on
CSSB 138(FIN) am as Comnm ssi oner-appoi ntee to the Departnent of
Nat ural Resources.
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M CHAEL PAW.OWBKI, Deputy Comm ssi oner

Ofice of the Conm ssioner

Departnent of Revenue

Anchor age, Al aska

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

DON BULLOCK, Attorney

Legi sl ative Legal Counsel

Legi sl ati ve Legal and Research Services

Legi slative Affairs Agency

Juneau, Al aska

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

M LES BAKER, Director

Government Rel ations and External Affairs

Al aska Gasline Devel opment Corporation (AGDC)

Departnent of Comrerce, Community & Econom c Devel opnment

Anchor age, Al aska

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

ACTI ON NARRATI VE
1: 05: 49 PM

COCHAIR ERIC FEIGE called the House Resources Standing
Commttee neeting to order at 1:05 p.m Representatives Seaton,
Tarr, Kawasaki, Hawker, Johnson, P. W]Ison, Saddler, and Feige
were present at the call to order. Representative O son arrived
as the nmeeting was in progress.

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

1: 06: 06 PM

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
and actions related to natural gas pipelines and projects;
relating to the authorities and duties of the conmm ssioner of
natural resources relating to a North Sl ope natural gas project,
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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 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 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 conmm 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."

1: 06: 18 PM

REPRESENTATI VE TARR noved to adopt Anmendnent 43, |abeled 28-
GS2806\ 1. A. 100, Bullock, 4/7/14, which read:

Page 1, line 7, followng "on gas;"

Insert "relating to a report and reconmendations
by the comm ssioner of natural resources regarding the
delivery and availability of North Slope natural gas
in the state, including the identification of risks
and recomrendations for mtigation;"

Page 53, following line 14:
Insert a new bill section to read:

"* Sec. b8 The wuncodified law of the State of
Al aska i s anended by adding a new section to read:
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REPORT AND RECOMVENDATI ONS BY THE COVMM SSI ONER OF
NATURAL RESOURCES ON THE DELI VERY AND AVAI LABILITY OF
NORTH SLOPE NATURAL GAS |IN THE STATE; | DENTI FI CATI ON
OF RISKS AND RECOMVIVENDATIONS FOR M TIGATION. (a) The
conm ssioner of natural resources shall prepare and
make available to the legislature a report on a plan
and alternatives to nake North Slope natural gas
available for delivery and use in the state. The
report nust address

(1) the neans by which North Slope natura
gas may be delivered for use in the state;

(2) the anticipated benefits, risks, and
liabilities associated with the sale by the state to
utilities and other custoners in the state of natura
gas received by the state as royalty in kind or as
paynment of tax;

(3) the effect and consequences, i ncluding
the fiscal effect and liability to third parties, of
the state's transport of a reduced anobunt of natura

gas south  of an in-state delivery poi nt or
underutilizing capacity in a liquefied natural gas
pl ant; and

(4) other issues the conm ssioner of

natural resources deternmines are relevant to the
delivery and use of North Slope natural gas in the
state and shoul d be considered by the |egislature.

(b) In conjunction with the report in (a) of
this section, the comm ssioner of natural resources
shal | recoomend the neans for elimnating or

mnimzing the risks and liabilities identified in the
report. The recomendations for mnimzing risk and
liabilities while still allowng the state to neet the
natural gas requirenents of residents of the state may
include authorizing the comm ssioner of nat ur al
resources to

(1) negotiate agreenents wth other
shippers to provide natural gas to the state in
proportion to the shipper's share of the capacity in a
North Slope natural gas project for the purposes of
mai ntai ning balance in the system downstream of a
delivery point;

(2) acquire addi ti onal i ncrenent al
transportation capacity on an as-needed basis to neet
demand for natural gas in the state; or

(3) make unused transportation capacity
held by the state available to other shippers subject
to ternms that do not reduce the state's receipt of
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revenue below the anobunt the state would receive if
the state's gas were not sold in the state.

(c) The comm ssioner of natural resources shal
make the report and recomendations required by this
section available to the legislature on or before the
date a firm transportation services agreenent in a
North Sl ope natural gas project to which the state is
a party is submtted to the |legislature for approval.

(d) In this section, "North Slope natural gas
project” has the neaning given in AS 38.05.965, as
anmended by sec. 23 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"

CO CHAI R SADDLER obj ect ed.

REPRESENTATI VE TARR expl ai ned Amendnment 43 directs that a report
be provided to the legislature to discuss an in-state pipeline

and the use of in-state gas. The anendnment is related to the
3/26/14 letter sent to Co-Chairs Feige and Saddler from
Representatives Tuck, Kawasaki, and Tarr, which asked the
foll owi ng questions: W wll supply gas for in-state use? Wo
will be penalized for selling gas in-state? Can we ensure in-

state gas is affordable? Are we bearing too nmuch of the burden
for supplying in-state gas? Can Cook Inlet producers benefit?
She concl uded, saying Anendnent 43 will allow for a process to
report to the legislature the answers to the above questi ons.

1: 07:45 PM

COCHAIR FEIGE requested the admnistration's position on
Anmendnent 43.

JOE BALASH, Conmi ssioner, Departnent of Natural Resources (DNR),

speaking as Conmi ssioner-appointee to DNR informed the
commttee the admnistration supports the overall intent of the
amendnent, wth reservation. He directed attention to the
anendnent, beginning on page 2, line 6, after "report" and

continui ng through line 16, which read:
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The recommendat i ons for m ni m zi ng risk and
l[iabilities while still allowing the state to neet the
natural gas requirenents of residents of the state may
include authorizing the conmm ssioner  of nat ur al
resources to

(1) negotiate agreenents wth other
shippers to provide natural gas to the state in
proportion to the shipper's share of the capacity in a
North Slope natural gas project for the purposes of
mai ntaining balance in the system downstream of a
delivery point;

(2) acquire addi ti onal i ncrenent al
transportation capacity on an as-needed basis to neet
demand for natural gas in the state; or

(3) make unused transportation capacity
held by the state available to other shippers subject
to terms that do not reduce the state's receipt of
revenue below the anobunt the state would receive if
the state's gas were not sold in the state.

COWM SSI ONER BALASH said the adm nistration would support the
anendnent if the above identified | anguage were renoved.

REPRESENTATI VE HAWKER said the aforenentioned |anguage is very
probl emati c. He suggested that many of the questions are
answered in the project plan and expressed his preference for
DNR to answer questions before the legislature, rather than
t hrough a report added to statute.

REPRESENTATI VE KAWASAKI pointed out that the 2011 Al aska Gasline
Devel opnent Corporation (AGC) snall pipeline proposal is much
different than [the Alaska LNG Project] proposal; nmany of the
concepts materially change AGDC. He opined it is in the state's
best interest to know how the delivery and offtake points are
going to inpact aspects of the project, such as the tariffs. He
urged the commttee to support [the intent of the amendnent] in
uncodi fied | aw or el sewhere.

1:11: 30 PM

REPRESENTATI VE TARR noved to adopt Anendnent 1 to Amendnent 43,
as foll ows:

Del ete the fol |l ow ng:
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The recommendat i ons for m ni m zi ng risk and
liabilities while still allowng the state to neet the
natural gas requirenents of residents of the state may
include authorizing the comm ssioner  of nat ur al
resources to

(1) negotiate agreenents wth other
shippers to provide natural gas to the state in
proportion to the shipper's share of the capacity in a
North Slope natural gas project for the purposes of
mai ntai ning balance in the system downstream of a
del i very point;

(2) acquire addi ti onal i ncrenent al
transportation capacity on an as-needed basis to neet
demand for natural gas in the state; or

(3) make wunused transportation capacity
held by the state available to other shippers subject
to ternms that do not reduce the state's receipt of
revenue below the anobunt the state would receive if
the state's gas were not sold in the state.

There being no objection, Anmendnent 1 to Anmendnment 43 was
adopt ed.

1:13: 01 PM

REPRESENTATI VE TARR noved to adopt Amendrment 2 to Anendnment 43
as foll ows:

Page 1, line 13, after "resources":
Insert "in consultation with the Al aska Gasline
Devel opnent Cor poration”

There being no objection, Anendnent 2 to Amendnent 43 was
adopt ed.

REPRESENTATI VE SEATON  expressed hi s under st andi ng t hat
specifying a report [by adopting Amendment 43] would give DNR a
framework in which to report to the public, and said he
supported the inclusion of the report.

COCHAIR FEICGE directed attention to the anendnent, page 2,
subsection (c), noting the report and recommendati ons would be
available to the legislature on or before the date a firm
transportation services agreenent (FTSA) is submtted to the
| egi slature for approval. He requested clarification on when
the report woul d be nmade publi c.
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COM SSI ONER BALASH surnmised the report would be made public
prior to the proposed date. He expected that, prior to
presenting an FTSA to the legislature for approval, the
information required by the report, such as how in-state gas is
managed, would have already been explained "in the course of
bringing sonething forward,"” and added "putting that specific

report in one place ... mght be useful to the public and the
bodi es. "
1:16:45 PM

REPRESENTATI VE JOHNSON asked whether the admnistration finds
t he amendnent hel pful, or just does not object to the anmendnent.

COW SSI ONER BALASH clarified that the administration does not
object to the anmendnent, and "having sone guidance in terns of
what it is the legislature wants to see fromus ... | prefer
that ...."

CO CHAI R SADDLER directed attention to Anendnent 43 begi nning on
page 1, line 18, which read:

(2) the anticipated benefits, risks, and
liabilities associated with the sale by the state to
utilities and other custoners in the state of natura
gas received by the state as royalty in kind or as
paynent of tax;

CO CHAI R SADDLER asked whether the issue of the sale of gas to
the utilities is addressed by "the market." He observed that if
a utility wants to buy or bid for gas, it considers the cost,
liabilities, and benefits to nmke that assessnent, and he

concluded that [the proposed report] is duplicative. He then
directed attention to |anguage beginning on page 1, |line 21,
whi ch read:

(3) the effect and consequences, including
the fiscal effect and liability to third parties, of
the state's transport of a reduced anount of natura
gas south  of an in-state delivery poi nt or
underutilizing capacity in a liquefied natural gas
pl ant; and

CO- CHAI R SADDLER r emar ked:

There's talk about the effect of a reduced anount of
natural gas and that presunes that there's sone other
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normal way to reduce ... of natural gas. | don't know
who sets that anobunt and who defines what is a reduced

anmount, if it's below capacity - design capacity -
it's just not quite clear what that is. And
underutilizing on line 23: Wat is wunderutilizing?

What is the proper utilization? Those are [anal yses]
that m ght be done by those [who] design the size of
the pipeline, not necessarily the conm ssioner.

And ... we talk about "south" of in-state delivery, |
would ... amend it to "downstrean; that m ght nmake
nore sense.

REPRESENTATI VE =~ KAWASAKI observed this anmendnent addr esses
specifically in-state use because it is known that taking gas
off this line potentially harns residents downstream or south
[of the delivery] point, due to wunderutilization of the
pi pel i ne. He said either the term downstream or south is
accept abl e.

1: 20: 02 PM
M CHAEL PAW.OWEKI Deput y Conmi ssi oner, Ofice of t he

Comm ssi oner, Departnment of Revenue (DOR), stated there is no
intent to design overcapacity in the systemin a way that would

have adverse effects on the state. In that case all of the
parties, including AGC and the state, would not be operating
"in the fashion that these projects get designed and devel oped
on." He stressed that he did not want there to be the

perception that as part of the Pre-FEED stage, adverse
consequences for capacity are sonething "that's a given in this
project, or sonething that the state would actively walk into."

REPRESENTATI VE TARR responded to Co-Chair Saddler's coments to
the | anguage in the anendnent begi nning on page 1, l|lines 18-19,
sayi ng she reads the provision fromthe opposite viewoint. The
utilities would decide what their contract would be from the
perspective of the utility. She conti nued:

This would be us looking at it from the opposite
viewpoint of the state and so how those wutilities
would inpact us. ... They're looking to serve their
custoners and from that perspective; we're |ooking at
it from frompreserving the use of in-state gas.

CO- CHAIR SADDLER suggested clarifying the intent by the
insertion of "to the state.”
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1:22:15 PM

REPRESENTATI VE TARR noved to adopt Anmendnent 3 to Amendnment 43
as foll ows:

Page 1, line 18, after "sale":
Insert "to the state"

The commttee took a brief at-ease.
1: 24: 13 PM

REPRESENTATI VE TARR noved to adopt an amendnent to Amendnent 3
to Anendnent 43 as fol |l ows:

Page 1, line 18, after "liabilities"
Insert "to the state"

There being no objection, it was so ordered.

[ The conmittee treated the adoption of the anendnent to
Amendnent 3 to Anendnment 43 as al so the adoption of Anmendnent 3
to Anendnent 43.]

CO- CHAIR SADDLER mmintained his objection to Anendnent 43, as
anended.

1: 25: 10 PM

REPRESENTATI VE TARR said the admnistration is supportive of
Amendnent 43, which is a way to reassure Alaskans who are
seeking an opportunity for in-state gas, and which provides
guidance to the admnistration on the type of information
desired by constituents.

1: 25: 48 PM

A roll call vote was taken. Represent ati ves Kawasaki, Seaton
P. Wlson, Tarr, and Feige voted in favor of Anmendnent 43, as
anended. Representatives Hawker, dson, and Saddler voted
against it. Therefore, Amendnent 43, as anended, was adopted by

a vote of 5 to 3.

REPRESENTATI VE TARR recalled previous discussion regarding
changes to the [interim municipal advisory board created in the
bill] in order to ensure that the proposed statute directs that
the board is not an interim board, but one that is nore
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permanent and created under the existing statute for boards and
conmi ssi ons. She advised that the issue would not be broached
in commttee but that the admnistration would address this
issue in the next commttee of referral.

1:27:26 PM
REPRESENTATI VE KAWASAKI noved to rescind the conmttee's action
on 4/8/14 [neeting called to order at 4:34 p.m] in failing to
adopt Anendnent 38, |abeled 28-GS2806\1.A 21, Bullock, 4/1/14,
whi ch read:
Page 11, |ine 28:

Del ete "10"

| nsert "[20]"
REPRESENTATI VE HAVWKER obj ect ed.

REPRESENTATI VE KAWASAKI stated his intention to change his vote.

1:31:14 PM

A roll call vote was taken. Representati ves Seaton, P. W] son,
Tarr, Kawasaki, and Feige voted in favor of the notion to
rescind. Representatives Hawker, Johnson, O son, and Saddler
voted against it. Therefore, the notion to rescind the

commttee's action in failing to adopt Anendnent 38 was adopted
by a vote of 5-4.

1: 32: 08 PM

REPRESENTATI VE P. WLSON noved to adopt Anendnent 38, |abeled
28- GS2806\ 1. A. 21, Bullock, 4/1/14, which read:

Page 11, |ine 28:

Del ete "10"

| nsert "[20]"
[Note to reader: The anendnent |abeled 28.GS2806\I1. A 21,
Bul l ock, 4/1/14, provided by Legislative Legal and Research
Services, Legislative Affairs Agency, is not the version of

Amendnent 38 offered in conmttee. ]
CO- CHAI R SADDLER obj ect ed.

COCHAIR FEICGE clarified this was the same Anendnment 38 [offered
at the commttee's 4/8/ 14 neeting, called to order at 4:34 p.m]
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REPRESENTATI VE P. WLSON restated her notion and informed the
commttee the anmendnent directs a change in the percentage of
revenue [that is received fromroyalty gas and is to be paid to
the Al aska affordable energy fund] from 10 percent to 20
percent. After allowing for [paynent to the Al aska Permanent
Fund Corporation] the actual percentage would be increased from
7.5 percent to 15 percent of revenue.

CO-CHAI R FEI GE asked for the effective date.

REPRESENTATIVE P. WLSON responded the anendnent would be
effective at the tinme "the [gas] starts flow ng."

REPRESENTATI VE KAWASAKI said at the tine of the previous vote on
Amendnent 38 it was unclear to him whether Fairbanks would
benefit from direct access [to the pipeline] or [from the funds
paid into the Al aska affordabl e energy fund].

CO CHAI R SADDLER nmi nt ai ned hi s objection.

1:34: 48 PM

A roll call vote was taken. Representatives Seaton, P. W] son,
Tarr, Kawasaki, and Feige voted in favor of Amendnent 38.
Representatives Johnson, { son, Hawker, and Saddler voted
against it. Therefore, Amendnent 38 was adopted by a vote of
5-4.

The conmttee took an at-ease from1:35 p.m to 1:36 p.m
1:36: 10 PM

CO CHAIR FEIGE, for purposes of discussion, directed attention
to the Letter of Intent for SB 138 [adopted by the Senate on
3/ 18/ 14] . He requested the admnistration's position on the
Letter of Intent.

COWM SSI ONER BALASH said the admnistration was a signatory to
t he Heads of Agreenment (HOA) which includes the |anguage of the

Letter of Intent, and believes the |anguage represents a
commtnment by all of the parties to include the terns and future
rel evant agreenments contained therein. He pointed out specific

terms in the Letter of Intent are not appropriate in a general
statute, but that does not obviate the adm nistration's intent
to pursue the terns. He urged that the Letter of Intent be
forwarded with the fiscal notes attached to the bill.
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REPRESENTATIVE P. WLSON asked whether Article 11.2 of the
Letter of Intent directs that each person working on the project
must be a nenber of a | abor union.

COWM SSI ONER BALASH explained that Article 11.2 represents a
commtnment to negotiate a project |abor agreenment (PLA), which
is a tool used by project sponsors and funding sources to ensure
| abor stability in order to prevent increases to the overall
cost and schedule of a project. The terns of a PLA are
negoti ated; PLAs are varied and can be union, non-union, or
ot her.

1:40: 01 PM

REPRESENTATI VE SEATON inquired as to whether a PLA directs that
contractors ensure t hat enpl oyees have appropriate
certifications and experience.

COM SSI ONER  BALASH noted that DOR and DNR w | not be
signatories to a PLA Al though the state will sign the FTSA
with the sponsors and equity owners, the sponsors and equity
owners in the venture will execute PLAs.

COCHAIR FEIGE clarified that the purpose of the Letter of
Intent was to focus on Article 11 in the HOA, because Article 11
could not be drafted into the body of the bill. The Letter of
Intent wll attach to the bill and becone a pernmanent part of
the public record with the intent to provide clear |egislative
gui dance through the conpletion of the Iliquefied natural gas
(LNG) project.

The conmttee took an at-ease from1:43 p.m to 1:47 p.m
1:47: 48 PM

REPRESENTATI VE KAWASAKI inquired about the inpacts of the Letter
of Intent for CSSB 138(FIN) am - which addresses Al aska hire -
versus uncodified |l aw, and whether they carry the same effect.

DON BULLOCK, Attorney, Legislative Legal Counsel, Legislative
Legal and Research Services, Legislative Affairs Agency,
informed the committee that adopting a Letter of Intent is
simlar to passing a resolution in that it is not binding and is
not | aw. Codified law and statutory law are both binding |aws
in place and may have requirenents and prohibitions, so a Letter
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of Intent says, "W'd sure like this to happen.” He added that
a Letter of Intent expresses the preference of the |egislature.

REPRESENTATI VE KAWASAKI recalled that in 2007 simlar |anguage
was included in the Alaska Gasline Inducenent Act (AG A) [passed
in the 25th Alaska State Legislature]. A requirenment was put
into codified law for "a commtnent to negotiate before
construction a project |abor agreenment to the mnmaxi mum extent
permtted by law " He asked whether |anguage to ensure PLAs are

negoti ated would be a problemto put into the bill.

MR. BULLOCK said it is possible; however, the context of AS
43.90.130 was the solicitation of applications for the AQJA
license, and the abovenentioned |anguage was one of the
requi renents of the application. He questioned how the proposed
requirenment could be enforced, but acknow edged it has been
codified before and could be again, particularly wth the
[imtation "to the maxi num extent of |aw. "

1:52: 07 PM

REPRESENTATI VE JOHNSON assured the conmittee that a project of
this size will have a PLA, saying it will be essential and wll
be part of the project. However, for the legislature to include
the requirement for a PLA in statute adds a limtation on the
contractor to the negotiations. The | abor unions can provide
this and he expressed his preference to utilize the Letter of
I ntent.

CO- CHAIR FEI GE pointed out the benefits fromthe sections of the
Letter of Intent that address Alaska hire, vocational training
through the Departnent of Labor & Wrkforce Devel opnent, and
| ocal advertising for |abor.

REPRESENTATI VE TARR appreci ated the discussion of the Letter of
I ntent. Al 't hough her preference is for the |anguage that
requires a PLA to be included in the bill, she agreed wth
Representative Johnson that [a PLA] wll be negoti at ed.
Furthernore, the producers have indicated PLAs will be necessary
for the project. The Al aska hire and PLA conponents are very
inmportant to her and to the public, and recent projects have
shown their successful use.

1: 56: 22 PM

REPRESENTATI VE HAWKER noved to adopt the Letter of Intent for SB
138, written on Senator Cick Bishop's |etterhead, and adopted
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by the Senate on 3/18/14. There being no objection, it was so
or der ed.

CO-CHAIR FEIGE directed attention to the current fiscal notes
attached to the bill and the effects of anmendnents thereon.

REPRESENTATI VE HAWKER deferred to agency representatives to talk
about the fiscal notes. He pointed out that the fiscal notes
fund the project for two years.

MR. PAW.OWNSKI agreed that the current fiscal notes relate to the
Pre- FEED stage, which is direct costs through the end of fiscal

year 2015 (FY 15). He turned to fiscal note nunber 10
[identifier: SB138CS( FI N) - DCCED- AGDC- 03- 16- 14; pr epar ed by
AGDC], which requested $1,394,000 in personal services. He

deferred to AGDC.
1: 59: 11 PM

M LES BAKER, Director, Gover nnent Rel ations and External
Affairs, AGDC, said AGC prepared two fiscal notes. Fiscal note
nunber 14 [identifier: SB138CS( FI N) - FUNDCAP- LDNPF- 03- 16- 14;
prepared by AGDC] capitalizes the new Alaska LNG Project fund,
and requests $66, 726, 700 for an FY 14 supplenmental request. For
menbers to better understand the requests, he returned attention
to fiscal note nunber 10, and explained that as part of the
budget process, AGDC, in order to inplenent HB 4 [passed in 2013
by the 28th Al aska State Legislature], recognized that it only
subnmitted for personal services in its FY 15 budget subm ssion.
O her operating costs are associated with the corporation, but
to be consistent with AGDC s initial submssion, the fiscal note
was prepared with only personal services included. Through the

budget process, additional AGDC costs, such as travel, |ease
expenditures, contractual services, and additional AGDC board
expenditures have been included in other project-related
expenditures shown on page 2 of the fiscal note. When the
fiscal note is updated, the aforenentioned expenditures wll be
nmoved from the analysis section to the nunbers section. Al so,
the nane of the new fund has been changed. In essence, the

fiscal note recognizes the additional responsibilities given
AGDC to participate in the Alaska LNG Project, which are to
create a new allocation called the Alaska LNG Participation to
track the costs of the project and add six positions, including

a program nmanager. The analysis on the fiscal note reflects
Pre- FEED costs through FY 17, but the fiscal note requests cash
necessary for the remainder of FY 14 and FY 15. Returning to

contractual services, he said AGC anticipates utilizing two
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full-time equival ent (FTE) | egal contractors, three FTE
positions for commercial gas narketing and engineering design
contractors for a total of $15 million through FY 17. Returning
to other additional costs, M. Baker explained that many of the
nmeetings to negotiate contracts and coordination are occurring
out of state, nore |eased space is needed, and the AGDC board
will be neeting nore frequently.

2: 05: 50 PM

MR. BAKER continued to the next sections of the fiscal note
which further the analysis of the state's equity participation
in the project - AGDC s 25 percent share of the LNG facility -
which is $57, 850, 000. He said a 30 percent contingency is
i ncl uded, which is based on the rough initial cost estinmates and
on the requirenents of the cash calls agreed to in the joint
venture agreenents (JVA). Al so, the state's 40 percent option
is estimted at $42,250,000. At this time, AGC is not
requesting the 40 percent option funds that are not needed
before FY 16. Page 4 includes the analysis of the state cost to
nmeet the conditions of the Menorandum of Understanding (M)
bet ween TransCanada (TC) and the state to reinburse TransCanada
for developnment costs and allowance for funds used for
devel opnment costs (AFUDC) should the project fail. Further, the
fiscal note summary contains an Al aska LNG Project expenditure
sutmary from FY 14 through FY 17, including an FY 14
supplemental in the amount of $11,188,200, and an FY 15
suppl emental in the amunt of $55,538,500, for a total of
$66, 726, 000. Lastly, the legislation creates a new fund simlar
to the in-state gas pipeline fund; AGC wll track the two
projects separately, requiring a cost allocation system for
each.

2:10: 20 PM

REPRESENTATI VE TARR recalled that there has been concern about
keeping the funds for ASAP separate from funds for the Al aska
LNG Project. She asked whether any of the $400 mllion
appropriated for ASAP have been used for the Al aska LNG Project
and if so, if the ASAP fund woul d be rei nbursed.

MR. BAKER was unsure of the balance remaining in the ASAP fund.
In further response to Representative Tarr, he said ACDC s
involvenent with the Alaska LNG Project coincided with the
appoi ntnent of the new AGDC board. HB 4 granted AGDC the
authority to work on alignnent with the Al aska LNG Project as
long as the ASAP project was not adversely affected, and ACDC
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managenment and board are aware that the allocated funds were to

be used for noving ASAP to open season. A separate fund was
established for the Alaska LNG Project, and prior to work -
beyond attending neetings - a separate appropriation from the
| egislature is warranted in order for AGDC to pursue [HB 4]. He
described the anmount of noney that has been paid for staff
travel as de mnims. M. Baker was wunsure whether these

charges would be transferred to the "new appropriation”;
however, the cost allocation nethodology is being developed to
track expenses such as administrative staff, finance team staff,
| eases, supplies, and board nenber travel.

2:15:32 PM

REPRESENTATI VE TARR directed attention to page 3 [of fiscal note
nunber 10]. She questioned why there will be high expenses for
contractor services instead of hiring nore FT staff for the
cor poration.

MR. BAKER responded that AGDC has tried to keep true to the
directive given in HB 4 that while the tineline for the project

is long, the project will end, and so AGDC will only maintain
the level of state enpl oyees absolutely necessary. Al so, sone
staff will be highly specialized, and only needed for a short

period of tine.

REPRESENTATI VE TARR observed that if the state purchases the
pipeline at the end of the first term expert staff wll be
needed to continue operations and hiring now would provide the
time and opportunity to build staffing for the future.

MR. BAKER agreed with Representative Tarr's assessnent and said
AGDC anticipates proposing sonme in-house hiring to the
| egi slature, especially on the gas-marketing side.

2:20: 51 PM

REPRESENTATI VE HAWKER recalled that proponents of HB 4 were
cauti oned agai nst building a base of enployees, but rather staff
at AGDC were to be task-focused and di sm ssed. He said this is
not a "continuing operations staff.”

REPRESENTATI VE TARR returned attention to the supplenental
request of [$582,600 on page 3 of fiscal note 10] for increased
responsibilities and authority for the AGDC board. She
guesti oned whether the board will be overburdened with the tasks
of both ASAP and the Al aska LNG Project proposals.
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The conmi ttee t ook a bri ef at - ease due to t echni cal
difficulties.

2:24: 38 PM

MR. BAKER answered that the AGDC board neets in person and
tel ephonically nonthly, and subconmttees also neet. However,
the board is neeting frequently because it is a new corporation;
of the $582,600, $285,000 is for travel, approximtely $200, 000
is for stipends, and $100,000 is for associated costs. He
advised that this is a reasonable estinmate for work during the
remai nder of this fiscal year and all of the next fiscal year.

REPRESENTATI VE HAWKER clarified the nunber being discussed on
page 3 of fiscal note 10 is $582,600. On page 4 this anmount is
shown as the total required for the AGC board for FY 14-FY 17.

MR. BAKER said correct.
2:28: 25 PM

MR. PAW.OWSKI addressed fiscal note nunmber 11 [identifier:
SB138CS( FI N) - DOR- TRS- 03- 16- 14; pr epar ed by t he Treasury
Di vi sion, DOR]. He said page 1 includes a $500,000 item for
services for FY 15, and for FY 16 there is a $150,000 item for
services to the Treasury Division of DOR  The analysis on page
2 explains that the allocations are in response to Section 13 of

the bill, which creates the Al aska affordable energy fund.
There should be no administrative costs to managing the fund,
however, Section 60 of the bill directs the conm ssioner of DOR

to develop a plan for nunicipalities, regional corporations, and
residents to invest in the project, and it is estimted that
developing the plan wll cost $500, 000. Al so, providing a
broader range of understanding the financing of the project wll
require additional funding to the Treasury D vision on fiscal
note 11 to develop the financing matrix, although no additional
staff will be hired.

MR. PAW.OWSKI continued to fiscal note nunber 13 [identifier:
SB138CS( FI N) - DOR- TAX- 03-16- 14; prepared by DOR]. | ncl uded on
page 1, for FY 15, is a $750,000 item for services to the Tax
Division of DOR  The analysis on page 2 explains that $500, 000
is for expenses incurred while the Tax D vision installs and
upgrades the tax revenue nmanagenent system to account for the
changes nmade to the production tax. Finally, $250,000 is for
rei nbursabl e services agreenents (RSAs) with the Departnent of
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Law related to regulations that are needed to inplenment the
bill. Again, no new positions wll be added for the
af orenenti oned tasks. M. Pawl owski pointed out that the
i ncorporation of the analysis of Cook Inlet for the Ol and Gas
Conpetitiveness Review Board and the targeting of the gross
val ue of reduction wll not require new positions or contractors
up to the FY 17 date; thus, the only addition is for the
financing options in the report required by the anended version
of the bill.

2:32:41 PM

REPRESENTATI VE TARR directed attention to the |anguage in fiscal
note 13, page 2, paragraph 2, which is related to the education
tax credit, and paraphrased the | anguage as foll ows:

It is difficult to determine how this |anguage wll
affect taxpayer behavior and, t her ef ore, it is
difficult to determine if this bill wll affect
revenue fromthe oil and gas production tax.

REPRESENTATI VE TARR asked whether information on how an
education tax credit was previously used can be nmde avail able
to the commttee.

MR. PAW.OABKI said he would research the Tax Division annual
report and the Revenue Sources Book for this information. He
explained that reporting on these types of credits is delayed
because they are applied for in the follow ng tax year.

2:34: 06 PM

COW SSI ONER BALASH drew attention to fiscal note nunber 12
[identifier: SB138CS(FI N) - DNR- NSG- 3- 16-14; prepared by DNR].
Comm ssi oner Bal ash stated part of the reason DOR s fiscal notes
are so low is because DNR holds nuch of the responsibility

related to the bill: In FY 15 and FY 16, DNR s [estimated
operating expenditures total ed $8,961, 700 per year]. He pointed
out that the enabling contracts will be brought forward wthin

FY 16, which begins 7/1/15. The various line itens include six
positions to be hired under the special exenption clauses of [AS
39.25 the State Personnel Act], as new hires wll be "off
[ sal ary] schedule"” in order to hire those qualified in the gas
marketing effort. In addition, travel costs are high in
anticipation of overseas travel to Asia in order to determne
how to market the gas. Also anticipated is a high cost for
contractual services for subject-matter experts, especially for
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RSAs with DOL to support the devel opnent of contracts. However,
Comm ssi oner Bal ash doubted if there would be an increase to
fiscal note 12 for costs associated with issuing the report
requi red by Amendnent 43.

2:37: 07 PM

REPRESENTATI VE KAWASAKI observed that there are several DNR
expenditures associated wth marketing, travel, and services
that are simlar to the request by AGDC. He asked whether these
are duplicative functions wthin the agency.

COWMM SSI ONER BALASH responded that AGC s narketing efforts in
the next two years will be primarily related to the in-state
aspects [of marketing natural gas]. Potentially, a separate
subsidiary to market LNG exports may be fornmed - which would
preclude hiring marketing experts at DNR - as the in-state and
export marketing functions are distinct. Regardi ng | egal
services and support, there are five categories of agreenents -
two will be signed by AGDC and four will be signed by DNR - thus

there will be sone overlap, although the total nunber of the
agreenents remains the sane. In response to Representative
Tarr, he clarified that the agency and AGDC will be signing the
m dstream services agreenent for |iquefaction service, as the
category of mdstream services agreenents involves both the
state and AGDC Regarding equity or governance-type of
agreenents, only AGXC wll sign; on the other hand, upstream
of ftake, and bal ancing agreenents wll be signed only by the
agenci es. For fiscal, or enabling-type contracts and | eases,
agencies only wll sign. Finally, the disposition agreenents

wi Il be signed by the agencies and naybe by AGDC.
2:41: 34 PM

MR. PAWOABKI directed attention to fiscal note nunmber 15
[identifier: SB138CS( FI N) - DCCED- AEA- 03-17-14; prepared by the
Al aska Energy Authority (AEA)]. He said operating expenditures
for FY 15 to the Department of Conmmerce, Conmunity & Econom c
Devel opnent (DCCED) are zero. However, there is an estimated
capital cost of $1,375,000 in response to the requirenment in the
bill for the Al aska Energy Authority (AEA), in consultation with
AGDC, the Alaska Industrial Developnment and Export Authority
(AIDEA), and DOR to develop a plan for infrastructure to deliver
nore affordable energy to areas of the state that are not
expected to have direct access to the North Slope natural gas
pi pel i ne. The plan will coordinate AEA' s existing work around
regi onal energy plans and begin the groundwork for the novenent
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to other energy sources for the aforenentioned regions of the
state. In response to Representative Tarr, he understood that
t he abovenentioned capital expense will be a line item in the
capi tal budget.

REPRESENTATI VE SEATON offered his appreciation for all of the
wor k that has been done regarding CSSB 138(FIN) am He inforned
the commttee that a nunmber of issues that were not appropriate

for the codified sections of the bill would be incorporated in a
sign-on letter to ensure that the issues would be clear to the
agenci es. The sign-on letter will be offered to the committee

menbers for signature.
2:44. 41 PM

CO CHAIR SADDLER provided a summary of the work done on CSSB
138(FIN) am the governor and admnistration's proposal and
path to the project was anal yzed; questions were asked and nost
were answered; the HOA and MOU were eval uated; processes and a
variety of scenarios were discussed to better understand what
lies ahead; a record nunber of anendnents were offered to
inprove the environment in which to negotiate contracts;
si deboards for the prelimnary agreenents were sought to protect
Al aska's interests; clear intent on the final agreenments was
provi ded; the option of ASAP was preserved; and hard work was
done to understand the details of the project.

The commttee took a brief at-ease.
2:47: 43 PM

REPRESENTATI VE JOHNSON agreed that the work of the committee
provided a way forward, although he renmined cautious about
ownership and control of the project. He opined the project has
the potential for success and urged the adm nistration and the
agencies to ensure that the project is the best for the state.
He expressed support for the bill, adding that he w shes to
review the proposed committee substitute and fiscal notes when
possi bl e.

CO CHAIR FEIGE stated that the committee will receive copies as
request ed.

2:51: 30 PM

REPRESENTATI VE TARR expressed her goals for the committee's
wor K: direct benefit to Al askans; a fair return for the
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resource; and a good process to follow Many of the amendnents
addressed concerns related to these topics, and she is pleased
Amendnent 43 was adopted because the report on in-state gas wll
have an effect on the direct benefit to Al askans. Although the
committee did not have nuch inpact on the process, she noted
that the commttee was able to express its concerns and wl
provi de addi ti onal gui dance to "t he depart ment” Vi a
Representative Seaton's sign-on letter. O great inportance is
a fair return for the resource, and she rem nded the conmttee
that during the lean years ahead the proposed project wll
create the state revenue needed. Representative Tarr said she
is glad to hear representatives of DNR and DOR state their
i nvol venent in the project in order to avoid past m stakes. She
conplinmented the work of the adm nistration, the commttee, and
especially that of M. Bullock at Legislative Legal and Research
Servi ces.

REPRESENTATI VE KAWASAKI appreciated the amount of tinme the
commttee spent wth consultants and the admnistration,

al though he still has questions on ownership and control that he
hopes wi || be addressed by the House Finance Conmitt ee.
2:56:45 PM

REPRESENTATI VE P. WLSON said she felt the bill was inproved and
fair for all Al askans. She thanked everyone for their work.

CO CHAI R FEI GE observed the conmmttee considered the bill for 25
days of neetings and he appreciated the work of all of the
menbers of the commttee. The staff and committee aides also
worked long hours, as did Legislative Legal and Research
Services, especially M. Nauman and M. Bull ock. By its review
of the anendnents, the Letter of Intent, and the fiscal notes,
the commttee has taken a close look at the bill, as wll the
next commttee of referral, he said.

3:00:19 PM

REPRESENTATI VE HAWKER told a personal story and then stated that
there are areas of the bill he wwuld like to see done
differently, such as the transfer of wealth to TransCanada in
the MOU and the HOA, and the ownership and control provisions;
however, there are other elenents to be |auded. On bal ance, he
said he would support the bill. He rem nded the commttee that
votes against anendnents in committee would not restrict
subsequent negotiations by DOR, DNR, or AGDC on topics related
to the failed anendnents.
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3:03:14 PM

REPRESENTATI VE HAWKER noved to report [CSSB 138(FIN) an], as
anmended, and wth the attached Letter of Intent, out of
commttee with individual recomendations and the acconpanying
fiscal notes. In addition, Legislative Legal and Research
Services is authorized to make any necessary conform ng
anendnent s. There being no objection, HCS CSSB 138(RES) was
reported fromthe House Resources Standing Commttee.

3:04: 01 PM

ADJ OURNVENT

There being no further business before the conmttee, the House
Resources Standing Commttee neeting was adjourned at 3:04 p.m
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