SENATE FI NANCE COWM TTEE
March 14, 2014
10: 16 a. m

10: 16: 16 AM

CALL TO ORDER

Co-Chair Kelly called the Senate Finance Commttee neeting
to order at 10:16 a.m

VEMBERS PRESENT

Senator Pete Kelly, Co-Chair

Senat or Kevin Meyer, Co-Chair

Senat or Anna Faircl ough, Vice-Chair
Senator dick Bishop

Senat or M ke Dunl eavy

Senat or Lyman Hof f man

Senat or Donny d son

VEMBERS ABSENT

None

ALSO PRESENT

M chael Paw owski, Deputy Comm ssioner, Strategic Finance,
Depart nent of Revenue; Joe Bal ash, Commi ssioner, Departnent
of Natural Resources; Tim Gussendorf, Staff, Senator Lyman
Hof f man; Bruce Canpbell, Staff, Senator Pete Kelly; Susan
Pol l ard, Assistant Attorney GCeneral, GO1l, Gas, and M ning
Section, Departnent of Law.

PRESENT VI A TELECONFERENCE

Joe Dubler, Vice President and Chief Financial Oficer,
Al aska Gasline Devel opnent Cor porati on.

SUMVARY

SB 138 GAS PI PELI NE; AGDC, O L & GAS PROD. TAX
CSSB 138(FIN) was REPORTED out of conmittee with
a "do pass" recommendation as anended wth a

previously published fiscal inpact note: FM
(REV); one new fiscal inmpact note from the



Departnment of Natural Resources, one new fisca
i npact note from the Departnent of Revenue, three
new fiscal inpact notes from the Departnent of
Commerce, Conmunity and Econom c¢ Devel opnent, and
a letter of intent from the Senate Finance
Comm ttee.

#sb138
SENATE BI LL NO 138

"An Act relating to the purposes of the Al aska Gasline
Devel opnent Corporation to advance to develop a |arge-
di aneter natural gas pipeline project, i ncl udi ng
treatment and Iliquefaction facilities; establishing
the |arge-di aneter natural gas pipeline project fund;
creating a subsidiary related to a |arge-dianeter
natural gas pipeline project, including treatnment and
liquefaction facilities; relating to the authority of
the comm ssioner of natural resources to negotiate
contracts related to North Sl ope natural gas projects,
to enter into confidentiality agreenments in support of
contract negotiations and inplenentation, and to take
custody of gas delivered to the state under an
election to pay the oil and gas production tax in
kind; relating to the sale, exchange, or disposal of
gas delivered to the state under an election to pay
the oil and gas production tax in kind; relating to
the duties of the conm ssioner of revenue to direct
the disposition of revenues received from gas
delivered to the state in kind and to consult with the
comm ssioner of natural resources on the custody and
di sposition of gas delivered to the state in Kkind;
relating to the authority of the conmm ssioner of
natural resources to propose nodifications to existing
state oil and gas |eases; making certain information
provided to the Departnment of Natural Resources and
t he Departnment of Revenue exenpt from inspection as a
public record; making certain tax information related
to an election to pay the oil and gas production tax
in kind exenpt from tax confidentiality provisions;
relating to establishing wunder the oil and gas
production tax a gross tax rate for gas after 2021;
making the alternate mnimum tax on oil and gas
produced north of 68 degrees North latitude after 2021
apply only to oil; relating to apportionnent factors
of the Alaska Net Income Tax Act; authorizing a
producer's election to pay the oil and gas production
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tax in kind for certain gas and relating to the
aut hori zati on; rel ating to nont hl y i nstal | ment
paynments of the oil and gas production tax; relating
to interest paynments on nonthly installnment paynents

of the oil and gas production tax; relating to
settlenments between producers and royalty owners for
oil and gas production tax; relating to annua

statements by producers and explorers; relating to
annual production tax values; relating to |ease
expenditures; anending the definition of gross value
at the 'point of production' for gas for purposes of
the oil and gas production tax; adding definitions
related to natural gas terns; clarifying that credit
may not be taken against the in-kind |levy of the oi
and gas production tax for gas for purposes of the
exploration incentive credit, the oil or gas producer
education credit, and the film production tax credit;
maki ng conform ng anmendnents; and providing for an
effective date.”

10:16: 40 AM

Vi ce-Chair Fairclough MOVED to ADOPT the proposed committee
substitute for SB 138 (FIN, WORK DRAFT 28-GS2806/R
(Bul l ock, 3/12/14) as a working docunent.

Co-Chair Kelly OBJECTED for the purpose of discussion.

10: 18: 41 AM
AT EASE

10:19:19 AM
RECONVENED

JOE DUBLER, VICE PRESIDENT AND CHH EF FINANCI AL OFFI CER,
ALASKA GASLI NE DEVEL OPMVENT CORPORATI ON (via
tel econference), discussed the new Departnent of Comrerce

Community and Economic Developnent (DCCED) fiscal note
appropriated to the Al aska Gasline Devel opment Corporation
(AGDC) . He referenced the AKLNG Expenditure Summary
anal ysis on page 4, of the fiscal note that contained the
projects total expenditure summary during the PreFEED (pre-
front-end engineering and design work) stage. He relayed
that the total appropriations included expenditures for FY
14 through FY 17. The expenditures for FY 16 and FY 17
woul d need future legislative appropriation. He reported
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that the expenditure for personal services was %$4.41
mllion.
Co-Chair Kelly interjected that $66 mllion of the total
appropriations was included in the FY 14 supplenental
budget .

M. Dubler answered in the affirmati ve.

M. Dubler listed the other project services expenditures:
$15.1 mllion for contractual services, $2.4 nmllion for
travel, $988.2 thousand for the lease for office space,

$582.6 thousand for ADGC board expenses, and $230 thousand
for capital outlay. He turned to the expenditure for State
Equity Participation, which reflected the state’'s 25
percent interest in the LNG facility [$57.8 mllion]. He
nmoved to the State 40 percent Option on TransCanada for
$42.25 mllion and detailed that the state negotiated a 40
percent buyout on TransCanada’s m dstream operations. He
defined “mdstreani as including the North Slope treatnent
facility and the main pipeline fromthe North Slope to Big
Lake. He identified the expenditure for the State's
Guarantee of TransCanada [$70.1 nmillion] and noted that the
state negotiated the reinmbursenment for all of TransCanada’s
m dstream expenses plus an interest rate of 7.1 percent if
the project was termnated for any reason other than
TransCanada’s voluntary wthdrawal from the project as
contained in the Menorandum of Agreenent (MOU). The project
total was $194 nmillion.

M. Dubler drew attention to page 2 of the fiscal note and
read the follow ng

This bill expands the purpose of the Al aska Gasline
Devel opnent Corporation (AGC) by authorizing it to
participate in advancing an Al aska |iquefied natural
gas project (AKLNG while continuing to advance the
in-state natural gas pipeline project...

M. Dubler related that AGC would continue to advance both
projects while avoiding intermingling or conflicts of
interest. He listed the additional positions that AGDC
woul d need to hire for the AK LNG project:

1 - VP, $410.0 annual burdened salary ($250.0 +
benefits)
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1 - Program Mnager, $410.0 annual burdened salary
($250. 0 + benefits)

1 - Contract Conmpliance Oficer, $196.8 annua

burdened sal ary ($120.0 + benefits)

1 — Senior Accountant, $164.0 annual burdened salary
($100.0 + benefits)

2 — Admnistrative Assistant, each at $106.6 annual

burdened sal ary ($65.0 + benefits)

M. Dubler noted that AGC would engage in contract
negoti ati ons for approxi matel y 50 contracts. The
TransCanada transactions and AK LNG project billings would
require an additional accountant. The two administrative
assistants were necessary for staff support.

M . Dubl er communi cated that ot her pr oj ect rel ated
expenditures were necessary in support of per sonal
services. The mpjority of the project related expenditures
were for contractual services. The corporation planned to
hire as many contractors as possible to maintain the
flexibility to add or renobve staff according to project
needs. He related that AGDC anticipated hiring tw |egal
contractors full time for approximately two years at
approxi mately $600,000 in annual salaries (approxinmtely
$300 per hour) to support AGDC s efforts in deal origination
and negotiation. He indicated that AGC would hire three
commercial contractors to assist in negotiations on gas
mar keting and gas distribution. He noted that the pipeline
would contain five off take points along the route. The
corporation would need to work with conmmunities along the
pipeline route in order to ensure participation and
adequate infrastructure for gas delivery. He reported that
AGDC would hire three full tinme gas marketing contractors
focused on marketing LNG gas overseas at a cost of
approxi mately $400 thousand per year.

M. Dubler expected that AGC would hire five engineering
contractors for the follow ng: North Slope facility,
pi peline, LNG facility, and two subject matter experts. The
project engineers would oversee the work that was being
done by the AK LNG project. He referenced the travel
expenses of $2.4 mllion on page 3 of the fiscal note. He
stated that nost of the neetings that AGDC held were
| ocated in Anchorage, Seattle, Washington and Houston,
Texas. Extensive and frequent travel expenses wll be
incurred by senior corporate staff. He noved to the AGDC
board appropriation and anticipated that its board neetings
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woul d run once per nonth and would take up to several full
days due to the increased responsibilities from the AK LNG
project [$582.6 thousand]. He pointed to the capital outlay
expenses of $230 thousand for conmunications equipnent,
| nformati on Technol ogy, and furnishings for expanded staff.
He discussed the Capital Investnent and Participation
Expenditures. He reported that AGDC s share of the pre-feed
LNG facility technical <costs set at 25 percent equity
participation were estimted at $42.5 mllion of the $170
mllion total. The corporation anticipated that an
additional $2 nmillion will be required to cover AGDC s
share of nontechnical project costs that included itens
such as public outreach for a subtotal of $44.5 mllion.

10: 29: 25 AM

Vice-Chair Fairclough referred to M. Dubler’s comments
t hat governnent | obbying was prohibited from AGDC s portion
of the nontechnical project costs.

M. Dubler confirnmed the statenent and acknow edged AGDC s
restriction on spending state funds to |obby state
gover nnent .

Vi ce-Chair Fairclough inquired whether AGDC could | obby the
federal government for the export permt.

M. Dubler answered that the application process for the
export permt was not considered a | obbying effort.

Vi ce-Chair Fairclough wanted to ensure that the |anguage in
the CS allowed the state to apply to the Federal Energy
Regul at ory Conmi ssion (FERC) for the export permt.

Co-Chair Kelly requested that M. Dubler follow up on the
concern.

M. Dubler agreed. He continued to speak to the fiscal note
and related that AGDC included a 30 percent contingency
[$13.3 mllion]. He explained that the estimated project
total of $435 nmillion was a rough approximtion that
initially was as high as $450 million to $550 million. The
contingency would allow AGDC to continue participating in
the project if a “cash call” for expended funds was
required by the lead participant. If AGC did not have
adequate funds the corporation would be in default and
barred from the project. He pointed to the state's 40
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percent buy-out option on TransCanada m dstream interests
of $26.5 mllion. |If exercised, TransCanada was entitled to
a reinbursenent for all of its non-technical costs on the
40 percent of its mdstream interest estinmated at $6.0
mllion subtotaling $32.5 mllion. |In addition, a 30
percent contingency of $9.75 mllion was added for a tota
of $42.25 mllion.

M. Dubler drew attention to the TransCanada |nvestnent
Return Guarantee expenditure on page 4 of the fiscal note.

He communicated that if TransCanada failed to progress to
the FEED stage of the project, the MU between the State
and TransCanada required the state toinclude the Pre-FEED
costs of 15 percent on TransCanada s m dstream share of the
total project costs anounting to $265 mllion, which
totaled $39.75 mllion plus any non-technical and
devel opnental <cost allocations estimated at $9 mnmllion
subtotaling $48.75 mllion. In addition, the 30 percent
contingency of $14.625 mllion and the 7.1 percent return
on the investnent AFUDC (allowance for funds used during
construction) of $6.749 mllion were included for the total

buy-out costs of $70.124 million. He reiterated that the
total FY 14 supplenental costs associated with the fisca

note total appropriation was $66.726 nillion.

Co-Chair Kelly inquired whether the request in the current
year was $66.726 mllion and that all of the fiscal note
expenditures would take place between enactnent of the
| egi sl ati on and the FEED st age.

M. Dubler replied in the affirmative.

Co-Chair Kelly questioned whether the remaining $194.018
mllion required future | egislative appropriation.

M. Dubler replied in the affirmative and relayed that at
the sanme tinme the legislature could choose to exercise the
40 percent TransCanada m dstream buy-out option.

Co- Chair Meyer inquired whether 30 percent was a usual or
customary anount for a contingency fee. He thought that the
anount was excessive.

M CHAEL PAW.OASKI, DEPUTY COW SSI ONER, STRATEGQ C FI NANCE,
DEPARTMENT OF REVENUE, replied that he did not have an
opinion on the contingency fee and stated that the project
manager woul d be better suited to answer the question.
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10: 38: 14 AM
AT EASE

10: 40: 22 AM
RECONVENED

M. Paw owski observed that the $70 million expenditure for
the investnent return guarantee and the state’s 40 percent
buy-out option with TransCanada would be a “participatory
decision” with the legislature. The costs were “outliers”
that m ght or m ght not occur.

Co-Chair Kelly noted that nmenbers were questioning a
contingency as large as 30 percent. He noted that 30
percent was probably not excessive considering the real
possibility of project cost increases of up to 25 percent.
He requested further justification for the 30 percent
conti ngency.

M. Dubler stated that the project was at the “conceptua
| evel” and that accurate cost estimations for a three year
period was extrenely difficult. The corporation felt that
the current estimates were low and had included the 30
per cent contingency to allow for AGDC s continued
participation in the event of cost overruns. He relayed
that the producers were including contingencies in their
cost estimates and TransCanada supported the 30 percent
figure.

Co-Chair Kelly remnded the commttee that the costs were
estimates and nuch of the appropriation would not be
expended in the current budget cycle. He supported the 30
percent contingency |anguage. He asked M. Pawl owski to
briefly summarize why the admnistration felt t he
relationship with TransCanada was a benefit to the state.

M. Pawl owski responded that the benefit of the TransCanada
partnership, beyond its expertise and support for the

state, was the commtnent of capital; if TransCanada was
not in the position of carrying the state’s share in the
m dstream Pr e- Feed portion of t he proj ect, t he

appropriation requests would be significantly higher. He
poi nted out that the nove by the conmittee to take a |arger
share of the gas and a larger position in the project was
supported by the partnership with TransCanada and in the
long terminterest of the state.
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Co-Chair Kelly wanted to discuss the new Departnent of
Natural Resources (DNR) fiscal note in the anmount of
$8.961.7 mllion in FY 2015.

JCE BALASH, COWM SSI ONER, DEPARTMENT OF NATURAL RESOURCES
reported that the departnent’s fiscal note renmai ned
unchanged from the original version of the legislation. The
expenditures were related to the departnment’s participation
in devel oping the upstream and marketing agreenents, which
i ncluded contractual spending for |egal counsel and
consul tant experti se.

Senator Bishop wondered whether the departnent would
encounter difficulty in recruiting consultants wth the
requi red expertise.

Comm ssi oner Bal ash thought that the opportunity to be part
of the project would attract the required caliber of staff
necessary to succeed.

Co-Chair Kelly continued with the fiscal notes. He cited
the new zero CCED fiscal note appropriated to the Al aska
Energy Authority (AEA). He pointed to a new zero fiscal
note appropriated for Fund Capitalization.

Co-Chair Meyer interjected that the DCCED [ AEA] fiscal note
contained a capital cost [$1.375. mllion].

Co- Chair Meyer requested a sunmary of the fiscal notes.
Co-Chair Kelly requested that additional information on the
AGDC fiscal note was sent to nenbers before the bill went
to the Senate floor for a vote.

M . Dubl er agreed.

10: 53: 19 AM
AT EASE

11: 00: 22 AM
RECONVENED

Vice-Chair Fairclough observed that there were two AGDC
fiscal notes that both referenced the $66.726.7 mllion FY
14 suppl enental cost and asked for clarification.
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M. Dubler explained that the first DCCED fiscal note he
previously discussed granted the actual authority to spend
the fund. The fund source code listed on the fiscal note
(1178 tenporary code) was the fund that the other new Fund
Capitalization fiscal note created. The Fund Capitalization
fiscal note transferred the $66.726 mllion into the Large
D anmeter Natural Gas Pipeline Fund and the DCCED [AGDC]
fiscal note authorized expenditures fromthe fund.

Vi ce-Chair Fairclough requested additional clarification.

M. Dubler replied that the Fund Capitalization fiscal note
transferred the $66.726.7 mnmllion from the general fund
into the Large D aneter Nat ur al Gas Pipeline Fund
established in SB 138. He recounted that once the funds
were transferred into the pipeline fund the DCCED [ACDC]
fiscal note authorized expenditures fromthe fund.

M. Pawl owski conmunicated that the other fiscal notes had
previously been submtted by DOR and that there were no
changes from the previous versions. He delineated that the
DOR (FN 4 (REV) fiscal note appropriated $250 thousand to
the Departnent of Law for devel oping regul ati ons regarding
the new tax provisions and $500,000 was appropriated for
contracts to upgrade the tax revenue nanagenent systemto
reflect the tax law changes in SB 138. He reported that the
new DOR fiscal note in the anmpunt of $500 thousand was a
direct result of an anendnent added in the Senate Resource
Commttee version nmandating DOR to undertake a study to
determine how individual Al askans can invest in the
pi peline project, which was expanded to nunicipalities and
regi onal corporations in the Senate Finance Comm ttee.

Co-Chair Meyer inquired what the total FY 14 expenditure
was.

11: 06: 12 AM
AT EASE

11: 07: 21 AM
RECONVENED

Co-Chair Kelly related that the comittee was in the
process of verifying the fiscal notes for the record.

11: 07: 48 AM
AT EASE
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11: 09: 32 AM
RECONVENED

M. Pawl owski recounted that in FY 15, the appropriations
for DOR were $750 thousand and $500 thousand. The FY 15
appropriation for DNR totaled $8.961.7 million and $1.375
mllion in capital costs that were appropriated for AEA
The total in FY 15 was $11.586.7 mllion. He added that
$1.394 mllion fromthe AGC fiscal note was not counted in
the total because the nobney was comng from the FY 14
appropriation of $66.726.7 mllion.

Co-Chair Kelly noted that the $1.394 nmillion was a capita
appropriation.

Co-Chair Meyer wondered what the fund source for the
fundi ng was.

M. Pawl owski replied that the fund source was the genera
fund.

Co-Chair Meyer inquired if the source of the general funds
was the Statutory Budget Reserve (SBR)

M. Paw owski responded in the affirmative.

Co-Chair Kelly requested that Comm ssioner Bal ash provide a
brief synopsis of the Senate Finance Committee’s changes to
SB 138.

Conmmi ssi oner Bal ash comuni cated that the comm ttee enabled
the process to advance to the PreFEED phase and devel op the
next round of agreenents. The |egislation authorized DNR to
participate in the project at the 25 percent threshold and
provided a process for advancenent of the project, which
included briefing legislative conmttees in executive
session. Additionally, the commttee had identified ACGDC s
role very clearly in terns of the agreenents that it would
sign. He enphasized that AGC would be the signatories for
the equity agreenents. Consequently, a mdstream services
agreenent between DOR and DNR was necessary. AGDC woul d be
the signatory for the agreenents along wth the producers
and TransCanada. The rest of the agreenments: royalty,
fiscal, upstream balancing, off take agreenents, LNG
mar keting, and the md-stream services agreenents would
require the signatures of DOR and DNR He thought that the
committee had clearly identified t he rol es and
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responsibilities of the departnents and AGDC. He added that
AGDC was authorized to pronote both the AK LNG project and
the in-state gas pipeline project efficiently with the
option to pursue either project in the future.

11:15: 38 AM
AT EASE

11:15: 59 AM
RECONVENED

Co-Chair Kelly WTHDREW his OBJECTION. There being NO
further OBJECTI ON, WORK  DRAFT  28-GS2806/ R (Bul | ock,
3/ 12/ 14) was ADOPTED as a wor ki ng docunent.

11:16: 07 AM
AT EASE

11:45:11 AM
RECONVENED

Co-Chair Kelly introduced Anendnent 1.

11:46: 02 AM
AT EASE

11:51:19 AM
RECONVENED

Senator Bishop MOVED to ADOPT Anendnent 1 28-GS2806\R. 1,
Nauman/ Bul | ock 3/13/14 (copy on file):

Page 2, line 4, follow ng "gas;";

Insert "relating to the oil or gas producers education
credit;"

Page 30, line 19, follow ng "prograns,":

| nsert "equi pnent, "

Page 30, line 20, follow ng "school ":

| nsert ", a nonprofit regional training center
recogni zed by the Departnment of Labor and Wrkforce
Devel opnent, and an apprenticeship program in the
state that s registered with the United State
Department of Labor under 29 U. S.C. 50- 50b (National

Apprenticeship Act)"
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Page 31, line 1:

Del ete "and"

Fol | owi ng "2012"

| nsert "and sec. 36 of this Act"”

Page 31, line 10-11:

Delete all material and insert:

"(3) for vocational education courses, prograns,
equi pnment , and facilities by the state-operated
vocational technical education and training school, a
nonprofit regional training center recognized by the
Department of Labor and Workforce Devel opment, and an
apprenticeship programin the state that is registered
with the United State Departnent of Labor wunder 29
U.S.C. 50-50b (National Apprenticeship Act); and"

Co-Chair Kelly OBJECTED for the purpose of discussion.

Senator Bishop spoke to Amendnent 1. He offered that the
intent of the amendnent was to increase and inprove the
wor kforce for the 15,000 direct and 25,000 indirect jobs
that would be created from a gasline system He delineated
that roughly three years ago the Departnment of Labor and
Wor kf orce  Devel opnent (DOL) had identified about 15
r egi onal training centers however, the centers were
ineligible for the education tax credit that was enacted
under previous oil and gas legislation. He pointed out that
the anmendnent qualified the training centers for the tax
credit and included apprenticeship prograns.

Co-Chair Kelly asked what type of apprenticeship prograns
qualified for the credit.

Senator Bishop answered that wunion, non-union, jointly
adm nistered trust, and single enployer apprenticeship
prograns all qualified for the tax credit.

Co-Chair Kelly WTHDREW his OBJECTION. There being NO
further OBJECTI ON, Anmendnent 1 was ADOPTED

Senator Hof fman MOVED to ADOPT Anendnent 2, 28-GS2806\R. 2
Bul | ock, 3/13/14 (copy on file):

Page 2, line 13, follow ng "devel opnent;":
I nsert "establishing the rural capital energy fund;"

Page 11, followi ng |ine 26:
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Insert a new bill section to read:

"*Sec. 13. AS 37.05 is anended by adding a new section
to article 6 to read:

Sec. 37.05.610 Rural capital energy fund.(a) The rural
capital energy fund is created as a special anmount in
the general fund. The fund consists of the anount
determ ned and deposited in the fund under (b) of this
section and interest earned on the fund bal ance. The
purpose of the fund is to provide a source from which
the legislature my appropriate noney to develop
infrastructure to deliver energy to areas of the state
that are not expected to have or do not have direct
access the a North Sl ope natural gas pipeline.

(b) The anmount to be deposited in (a) of this
section is 30 percent of the revenue received fromthe
state's royalty gas transported in an Al aska Liquefied
natural gas project that renmains after the paynent to
t he Al aska permanent fund under AS 37.13.010.

(c) The Legislature may nake appropriations from
the rural capi tal energy fund for the purpose
described in (a) of this section.

(d) Nothing in this section creates a dedicated

fund.
(e) I'n this section,
(1) "Alaska Liquefied natural gas project”
had nmeani ng given in AS 31.25. 390;
(2) "North Slope natural gas pipeline" has
t he neaning given in AS 42.06. 630."
Renunber the follow ng bill sections accordingly.

Page 13, |ine 21:
Del ete "sec. 13"
| nsert "sec. 14"

Page 17, line 11:
Del ete "sec. 16"
| nsert "sec. 17"

Page 21, line 3:
Del ete "sec. 26"
| nsert "sec. 27"

Page 24, |ine 27:
Del ete "sec. 29"
| nsert "sec. 30"
Page 52, |ine 31:
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Del ete "sec. 15"
| nsert "sec. 16"

Page 53, lines 18-109:
Del ete "sec. 22"
| nsert "sec. 23"

Page 54, line 17:
Del ete "sec. 13"
| nsert "sec. 14"

Page 55, |ine 29:
Delete "Sections 1-13, 15, 16, 22-26, 28, 29, 36,
38, and 54-61"
| nsert "Sections 1-14, 16, 17, 23-27, 29, 30, 37,
39, and 55-62"

Page 56, line 1:
Del ete "secs. 62 and 63"
| nsert "secs. 63 and 64"

Co-Chair Kelly OBJECTED for the purpose discussion.

Senator Hoffman MOVED to ADOPT Anendnment 2 wth the
foll owi ng nodification:

Page 1, line 14:
Del ete "30"
| nsert " 10"

Co-Chair Kelly stated that the notion needed to be offered
as an anendnment to Anendnent 2 and would be addressed
| at er.

TIM GRUSSENDORF, STAFF, SENATOR LYMAN HOFFMAN, spoke to
amendnment 2 and related that the amendnent’s intent was to
respond to nenbers' concerns that all regions of the state
woul d benefit from the proposed LNG pipeline. He explained
that Section 59, page 53 of the current version of the
legislation (CS Wrk Draft SB 138 (FIN 28-GS2806/ R
directed AEA and Al aska Industrial Developnment and Export
Aut hority ( Al DEA) to devel op a pl an and make
recommendations to the legislature by January 1, 2017 on
infrastructure needs to develop and deliver any type of
affordable energy to all regions of the state wthout
direct access to the North Slope natural gasline. The
amendnent established a fund from the natural gas pipeline
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royalties. He noted that line 14 established the rate of 30
percent and would be drawn on the anmount after the deposit
to the permanent fund. He cited line 18 (c) that clarified
that the legislature “nmay” authorize the appropriation in
order not to conmmt future |legislatures. He referenced |ine
20 (d) that specified that the fund woul d not be dedi cated.
He reported that the rest of the anmendnent contained
definitions and conform ng changes.

Co-Chair Kelly MOWED to AMEND Anendnent 2 wth the
fol | owi ng change:

Page 1, line 14:
Del ete "30"
| nsert "10"

There bei ng NO OBJECTI ON, Anmendnent 2 was AMENDED.

Co-Chair Meyer noted that he |iked the amended version of
Amrendnent 2, set at 10 percent instead of 30 percent much
better, but thought that the project would benefit the
entire state of Alaska. He opined that "a rising tide
raises all ships" and thought that there would be nore
revenue comng into the general fund, which would result in
nore funding to distribute throughout the state. He
expressed concern that the amendnment was potentially taking
nmoney from future |egislatures who m ght need the noney for
Medi caid, the unfunded liability, or education. He stated
that the state had well over one hundred different fund
sources and that the anmendnent was creating another fund

He noted that there were already several funds set up to
address the energy problenms in Rural Alaska. He pointed to
the Power Cost Equalization (PCE) Fund and noted that it
had a |arge endowrent for Rural Al aska. He nentioned the
Low I ncone Home Energy Assistance Program (LIHEAP) and the
Renewabl e Energy Fund and related that nost of the
progranms’ funding was going to rural Alaska. He believed
that Alaska already had a Ilot of funds that addressed
energy needs in Rural Alaska, but wunderstood that sone
needs were not being addressed. He reiterated his concern
that the consequences of adopting Anmendnment 2 would take
away sone flexibility and options for future legislators
that m ght need the funding in the general fund.

11:59: 18 AM
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Senat or Hoffrman offered that the problemw th the high cost
of energy in Al aska was that people were |eaving Fairbanks,
Rural Al aska, and the state. He wondered what good the
| egi slature was doing developing energy resources if it
could not address the energy needs of Al askans. He thought
that Al aska needed to nonetize the gas, but that it needed
to be sure that all Alaskans benefited from the |ower
energy costs. He felt that Al askans agreed with his belief
that Alaskans should benefit from energy devel opnent
t hrough reduced energy costs. He related that even with all
of the energy assistance prograns, people in Rural Al aska
were still spending 40 percent to 60 percent of their
di sposable income on energy needs. He believed that if
people were paying 40 percent to 60 percent of their
di sposabl e incone on energy needs in any urban comunity,
remedi al action would be taken.

Senat or Hoffrman furthered that the effect of the amendnent
would not be imediate. The state would have to wait at
| east eighteen years before the pipeline could provide
relief from high energy costs. He felt that the anmendnent
gave hope to all Al askans.

12:02:16 PM
AT EASE

12:02: 45 PM
RECONVENED

Vi ce-Chair Fairclough inquired whether any effective dates
in the bill were altered by Anendnent 2.

Senator Hoffman replied that effective dates would not be
af fected by the anendnent.

Vi ce-Chair Fairclough requested clarification on the record
regarding what the definition of "rural" was. She pointed
out that her district had a rural conponent even though it
was close to an urban center

Senator Hoffman stated that for the purposes of the rural
capital energy fund the anendnent specified who would
benefit fromthe fund on |ine 12:

.areas of the state that are not expected to have or

do not have direct access to a North Slope natural gas
pi pel i ne.
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Vice-Chair Fairclough appreciated the clarification and
noted that there were many different definitions in Al aska
statutes to describe "rural”

Co-Chair Kelly supported the |anguage in the anendnent.

Senator Dunl eavy supported the anendnent and wanted to be
added as a sponsor to Anendnent 2. He offered that he
represented a district where sone areas would not have
direct access to the gas pipeline.

Co- Chai r Kelly commented that after much conmittee
di scussi on he thought that Senator Hoffrman was on the right
track offering the amendnment in order to ensure that the
entire state benefited fromthe project.

Co- Chair Kelly W THDREW hi s OBJECTI ON.

Senator O son wanted the public to be aware that the
committee was |ooking out for all of the residents of the
state. He disagreed with Co-Chair Meyer's comment that "a
rising tide raises all ships.” He believed that the natural
gas pipeline would not benefit isolated areas of the state
in Rural Al aska. He pointed out that Al aska was an “owner”
state and all of the residents of Al aska owned the
resource. He wanted to help all of the “disenfranchised”
people of the state that pay high energy costs and woul d
not benefit from the resource when the gas pipeline was
operational. He thanked the conmttee for its support of
the anmendnent especially for the residents that would
benefit fromits adoption.

Co-Chair Kelly believed that the legislature would | ook
back at Amendnent 2 as a |egacy decision creating a |egacy
f und.

There being NO further OBJECTION, Anendnent 2 was ADOPTED
as anended.

Co-Chair Kelly MOVED to ADOPT Anendnment 3, 28-GS2806\R. 3,
Bul | ock, 3/13/14 (copy on file):

Page 8, line 22-24:

Delete ", but may not use noney appropriated for the
pur poses as described in AS 31.25.005(5)"
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Page 9, lines 8-9"

Delete ", but the corporation may not use the npney
appropriated to the fund for the purposes described in
AS 31.25.005(4)"

Page 9, line 20-23:

Delete "A subsidiary corporation created under this
section may be incorporated under AS 10.20.146 -
10. 20. 166, or ot her | aw appl i cabl e to t he
incorporation of the subsidiary corporation. Subject
to the exceptions and”

| nsert "Subject to the"

Page 9, line 25, followng "[":

Insert "A SUBSI DARY CORPORATI ON CREATED UNDER THI' S
SECTION MAY BE | NCORPORATED UNDER AS 10.20.146 -
10. 20. 166"

12:11: 15 PM

BRUCE CAMPBELL, STAFF, SENATOR PETE KELLY, spoke to
Amendnent 3. He relayed that AGDC had operated as two
di stinct subsidiaries; one in the interest of the in-state
gas pipeline and another in the interest of the AK LNG
project. In an effort to create efficiencies, the previous
committee renoved the separation that caused AGC to act as
two subsidiaries. However, the |I|anguage prohibiting the
corporation from expending funding appropriated to one fund
for the purposes of another renmained in the bill. He
expounded that the amendnent mai ntained the funds
separation but renoved the prohibition to allow operationa

ef ficiency and avoi d needi ng separate staff for each fund.

Co-Chair Kelly WTHDREW his OBJECTION. There being NO
further OBJECTI ON, Amendnent 3 was ADOPTED

Co-Chair Kelly nmoved to Amendnent 4 and expl ained that the
anendnent addressed a change that the conmttee included in
the current version of the bill, which related to the
restriction on enploynment subsequent to work on the AK LNG
project. He indicated that the language in the previous
anendnent was too restrictive and may have unintended
consequences. The language already existed in ethics
st at ut es.

Co-Chair Kelly MOVED to ADOPT Anendnent 4, 28-GS2806\R. 4,
Bul | ock, 3/14/14 (copy on file):
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Page 2, lines 5-7
Delete all material.

Page 52, |ine, through page 53, line 8:
Delete all material .

renunber the following bill sections accordingly.

Page 55, |ine 29:
Del ete "54-61"
| nsert "54-60"

Page 56, line 1:
Del ete "secs. 62 and 63"
| nsert "secs. 61 and 62"

Co- Chair Meyer OBJECTED for the purpose discussion.

SUSAN POLLARD, ASSI STANT ATTORNEY GENERAL, QA L, GAS, AND
M NI NG SECTI ON, DEPARTMENT OF LAW discussed anendnent 4.
She described how the Executive Ethics Act affected public
officers [enployee] and enpl oynent restriction after
| eavi ng board nenbership or state enploynment. She detail ed
that the Anendnent related to Section 57 in the current
version of the bill and referenced the ethics act |ocated
in Title 39, Chapter 25, Section 100, which specifically
restricted public enploynent after |eaving state service.

The bill did not change the act except for the uncodified
law that related specifically to the contract negotiations
in Section 13 of the bill. She el aborated that AS 39.52. 180

limted a public officer (enployee) or a board nenber “from
accepting conpensation for services after leaving state

service related to a matter.” “Mitter” was specifically
described in the act as “includes a case preceding
application contract determ nati on pr oposal or
consideration of a Ilegislative bill, a resolution, a

constitutional anmendnent, or other legislative nmeasure,
proposal, consideration, or adoption of an admnistrative

regulation.” She added that “if a person participated
personally and substantially in a particular matter they
would be limted under the two year tine period of the

Executive Ethics Act from acting on the matter for
conpensati on” subsequent to |eaving state service.

Senator O son referenced AS 39.52.010 regarding the public
of ficers and enployees under the Alaska Executive Branch

Ethics Act. He read: “(6) no code of conduct, however
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conprehensive, can anticipate all situations.”” He believed
the situation was unique; the state would be a partner in
the largest project in North America. He wanted to avoid a
situation where a forner state enployee involved in the AK
LNG project would work for related industry after |eaving
state enploynent. He shared that a simlar situation
happened in the past.

Co-Chair Kelly asked whether the Executive Ethics Act woul d
cover the scenario and if the act applied to conm ssioners.

Ms. Pollard explained that according to the act, after a
public officer left state service a designated ethics
supervisor would determne what matters the individua
woul d be restricted from working on. The ethics act would
apply to a conmssioner but it would depend on each
particular situation to determ ne whether the ethics act
specifically applied.

Co-Chair Kelly asked whether the Executive Ethics Act
envi sioned specific scenarios simlar to the situation
Senat or O sen descri bed.

Ms. Pollard remarked that soneone substantially involved in
a contract negotiation would be prohibited, under the act
from ot her enpl oynent involved in that particular matter.

Vice-Chair Fairclough wanted to ensure that any effective
date and section nunber changes due to adoption of multiple
amendnents woul d be accurately revised in the final version
of the | egislation.

M. Canpbell responded that Section 37 had a different
effective date of January 1, 2021 and Section 62 and
Section 63 had effective dates of January 1, 2015 and woul d
be appropriately revised by Legislative Legal Services.

Co-Chair Kelly noted that |egal services had orders to
conform all of the anendnents to the actions taken by the
comittee.

Co-Chair Meyer WTHDREW his OBJECTION. There being NO
further OBJECTI ON, Amendnment 4 was ADOPTED

12: 22: 51 PM
AT EASE
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12: 24: 39 PM
RECONVENED

M. Canpbell spoke to the technical drafting corrections
(copy on file):

1) Page 16, |ine 20: Delete: "form replace wth
"from

2) Page 17, line 29: Delete: "fornt replace with
"from

3) Page 10, Lines] 5 & 16, Section 12, (7)(CO. Style
i ssue, there appears to be an extra "and" or one
t oo many conmas.

4) Page] 9, line 25, after "fromstate oil and gas",
insert: "and gas only" Conforns | anguage to the
technically correct reference in DNR statutes, per
t he convention throughout 38.05, which refers to
"oil and gas and gas only" | eases.

5) Page 52, line 31, after “enacted by section”
Del ete: “15” insert “13”

M. Canpbell turned to the “Summary of Proposed Changes”
(copy on file). He indicated that the changes were the
amendnents drafted into the current version from prior
conmittee actions.

Senator Bishop read the Letter of Intent (copy on file):
Letter of Intent for SB 138

It is the intent of the Al aska State Legislature that
the Alaska LNG project honor the conmtnents, as
copied below, nmade in "Article 11: Alaska Hre and
Content"”, agreed to in the Heads of Agreenent by and
anong the Administration of the State of Al aska,
Al aska Gas-line Developnent Corporation, TransCanada
Al aska Devel opnent Inc., ExxonMbil Alaska Production
Inc., ConocoPhillips Alaska, Inc., and BP Exploration
(Al'aska) Inc. through construction of the project.

ARTI CLE 11: ALASKA H RE AND CONTENT
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11.1 For the Alaska LNG Project, the Alaska LNG
Parties will, within the constraints of |aw

a. Enploy Alaska residents and contract with Al aska
businesses to the extent they are qualified,
avai l abl e, ready, willing and cost conpetitive;

b. Use, as far as practicable, job centers and
associ ated services operated by the State Departnent
of Labor and Workforce Devel opnent;

c. Participate with the State Departnment of Labor and
Wor kf orce Devel opnent to update the training plan for
an LNG export project including main operations;

d. Advertise for available positions locally and use,
as far as practi cabl e, Al aska j ob service
organi zations to notify the Al aska public; and

e. Wrk wth the State Departnent of Labor and
Wor kforce Devel opnent and other organizations to
provi de training.

11.2 Prior to construction, the Al aska LNG Parties
commt to negotiate in good faith project |abor

Senator Dunl eavy requested clarification that the Letter of
I ntent was not codified | aw

Co-Chair Kelly answered in the affirmative.

Vi ce-Chair Fairclough MOVED to REPORT CSSB 138(FIN) out of
commttee as anended wth individual recomendations and
with the acconpanying fiscal notes from the Senate Fi nance
Comm ttee. There being NO OBJECTION, it was so ordered.

12:29: 36 PM
#
ADJ OURNVENT

The neeting was adjourned at 12:29 p. m

Senat e Fi nance Comm ttee 23 03/ 14/ 14 10:16 A M



