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to Senator Loren Lenman

Al aska State Legislature
Capi tol Building, Room 516
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Juneau, Al aska 99801
POSI TI ON STATEMENT: Presented SB 121 on behal f of the sponsor.

JAMES E. EASON, Lobbyi st

for Foothills Pipe Lines Ltd.

8611 Leeper Circle

Anchor age, Al aska 99504

POSI TI ON STATEMENT: Testified in support of SB 121 on behal f of
Foothills Pipe Lines Ltd.

SENATOR JOHN TORGERSON

Al aska State Legislature

Capi tol Buil ding, Room 427

Juneau, Al aska 99801

POSI TI ON  STATEMENT: As chairman of the Senate Resources
St andi ng Conmi ttee, sponsor, presented SB 158.

LARRY PERSI LY, Deputy Conm ssioner

Depart ment of Revenue

P. 0. Box 110405

Juneau, Al aska 99811-0405

POSI TI ON STATEMENT: darified that Anendnent 2 to CSSB 158( RES)
woul d return the fiscal note to $215 [thousand]; stated personal
support for the anmendnent.

ACTI ON NARRATI VE

TAPE 01-29, SIDE A
Number 0001

VICE CHAIR HUGH FATE, chairing the neeting, called the House
Special Committee on Gl and Gas neeting to order at 5:09 p.m
Menbers present at the call to order were Representatives Fate,
Qgan (via teleconference), Dyson, and Kohring. Represent ati ves
Chenault and Guess arrived as the neeting was in progress.

SB 121 - RI GHT- OF- WAY LEASI NG ACT

Number 0090

VICE CHAIR FATE announced the first item of business, CS FOR
SENATE BILL NO 121(RES), "An Act adding, for purposes of the
Al aska R ght-of-Way Leasing Act, a definition of 'substantial
change' as applied to an anended right-of-way | ease application;
and providing for an effective date.”

Number 0129
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ANNETTE KREI TZER, Staff to Senator Loren Leman, presented SB 121
on behalf of +the sponsor. She requested that Jim Eason
[l obbyist on behalf of Foothills Pipe Lines Ltd.] join her at
the witness table. She then explained that Senator Leman wants
to renove real and potential roadblocks to the commercialization
of Alaska's North Slope gas. Therefore, SB 121 provides a
definition of the term "substantial change" as used in AS
38.35.050(c), which reads:

(c) Any anendnent to an application filed under
this section which constitutes a substantial change in
the application is subject to all provisions of this
chapter applying to an original application.

M5. KREI TZER poi nted out that currently whether an anendnent to
a pipeline is or isn't a substantial change is decided by the
Departnent of Natural Resources (DNR) on a case-by-case basis.
The concern isn't that, but is the challenge to that decision on
a case-by-case basis in which the court would nake the decision
instead of its being a policy [decision] of the departnent.

M5. KREI TZER noted that the followng would be consistent with
exi sting departnent policy, and under SB 121 would constitute a
substantial change that would require restarting the entire
process: a 10 percent net increase in state acreage beyond what
was in t he ori gi nal appl i cation; usi ng | ess-effective
environnmental or safety-mtigation measures than proposed in the
original application; or proposing a fundanental change in the
route as proposed in the original application.

Nunmber 0284

M5. KREI TZER drew attention to page 2 of the bill, suggesting
that the |anguage about the acreage not included in the 10
percent net increase may be sonewhat confusing. She rem nded
menbers that if it is a 10 percent net increase in state acreage
beyond what was in the original application, it wuld be a
"substantial change" under this bill. However, not i ncluded

woul d be acreage attributed to an anmendnent to an existing
right-of-way | ease across federal |lands originally issued by the

federal governnment - regardless of whether the state or federa
governnment adm nisters the land - or land under a federal right-
of - way gr ant t hat IS transferred to t he state for

adm ni strati on.
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MS. KREI TZER expl ained the reason for the foregoing exceptions.
Wen there are right-of-way |eases across federal and state
| ands, federal rights-of-way are, by law, 50 feet plus the

anount of the inprovenent - typically about 80 feet. By
contrast, state rights-of-way are 100 to 150 feet, and nost of
the North Slope rights-of-way are 150 feet. This provision

allows for alignnment of those rights-of-way w thout making them
subject to the 10 percent net increase.

M5. KRElI TZER concluded by saying SB 121 provides an increased
nmeasure of certainty and will mnimze unnecessary challenges
and delays in processing, approving, and issuing right-of-way
| eases.

Nunber 0432

JAMES E. EASON, Lobbyist for Foothills Pipe Lines Ltd.
testified in support of SB 121, noting that [he and the conpany]
had worked closely with the sponsor to draft |egislation that
woul d neet the requirenents of DNR s pipeline office as well as
conport with what they believe to be the traditional criteria
that the department |ooks to in determ ning whether an anmendnent
to an application is or is not considered substantial.

MR. EASON agreed that the concern is not with the conm ssioner

or the pipeline office; instead, lacking a definition of
"substantial change" for the purposes of the statute, the courts
ultimately will nmake that decision on a case-by-case basis, if a

project has a high enough profile so that soneone challenges a
decision by the conm ssioner or the pipeline office regarding
whet her a change is substantial. M. Eason suggested that is
not in the best interest of either the state or a conpany trying
to commercialize gas on behalf of the state. He encouraged
adoption of the policy suggested by the bill, as well as the
definitions, in order to give guidance to the court, the
commi ssioner, and the comm ssioner's staff in processing and
adj udi cati ng applications.

Number 0555

VICE CHAIR FATE asked whether anyone else wished to testify;
t here was no response.

REPRESENTATI VE OGAN remarked that the bill has sone of the npst

common- sense, unanbi guous | anguage he has seen. He suggested it
is tinely and that it should be noved fromcommttee.
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Nunber 0641

REPRESENTATI VE DYSON made a notion to nove CSSB 121(RES) from
commttee with individual reconmmendations and the zero fiscal

note. There being no objection, CSSB 121(RES) was noved out of

t he House Special Commttee on Ol and Gas.

SB 158 - REPORT: STATE PARTI Cl PATE | N NAT GAS PI PE.

VICE CHAIR FATE announced the final item of business, CS FOR
SENATE BILL NO 158(RES) am "An Act directing the conm ssioner
of revenue to prepare a report to the legislature relating to
the state's participation in owning or financing a gas pipeline
project; and providing for an effective date."

Number 0802

SENATOR JOHN TORGERSON, Al aska State Legislature, cane forward
as the chairman of the Senate Resources Standing Committee,
sponsor of SB 158. He explained that he'd had SB 158 introduced
in order to have a study on whether the state should have any
sort of equity ownership in a pipeline, if and when one is
built. The "neat" of the bill, on page 2, stipulates sone of
the desired reporting, then goes on to look at the state's
financial position and whether this creates additional risk
regarding the state's creditworthiness, for exanple.

SENATOR TORGERSON pointed out that on page 3, the bill directs
the comm ssioner of [the Departnent of] Revenue to enter into a
contract with a qualified person or firm on [lines] 11-13,
because the contract is to be done imediately, it excludes that
fromthe conpetitive sealed-bid process. |In addition, paragraph
(b)(2) directs the comm ssioner to report to the chairs of the
standing conmttees [that have legislative jurisdiction over
natural resources ... or their designees] to provide the data
avai l abl e to nmake the report.

SENATOR TORGERSON al so alluded to paragraphs (b)(3) and (b)(4),

which stated that +the conm ssioner shall provide progress
reports to the chairs of the standing commttees at intervals of
no nore than 60 days, and shall prepare and deliver a
conprehensive report with final recomendations. He noted that

the report is to be done by January 31, 2002.

Nunber 1002
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REPRESENTATI VE OGAN t hanked Senat or Torgerson for presenting the
bill. He explained that his own thinking has changed over the
years about state ownership of a gas pipeline, through becom ng
nore famliar with the constitution and the fact that the state
owns the subsurface rights to the resources of the state, making
the resources basically publicly owned. He nentioned anbiguity
surrounding the oil pipeline and said he is nore interested in
at least exploring the opportunity on the gas pipeline project.
He asked Senator Torgerson to comment.

SENATOR TORCGERSON said he agrees, but won't be sure until he
sees the report whether the state should take an equity
i nterest. At the tinme of the oil pipeline, he said few people
t hought state ownership was a good idea. However, there is a
| ot of discussion today that the state should at |east be at the
table for its 12.5 percent royalty interest; he suggested
perhaps 12.5 percent is what the state should own in the

pipeline, in order to be at the bargaining table and to be
informed regarding tariffs, for exanple, which now are
confidential. He expressed hope that the report generated by SB
158 will answer all the questions about whether it is a good or
bad i dea.

SENATOR TORGERSON noted that there was a simlar report in 1982;
it was a $27-billion project, and the reconmendati on was that
the state not get involved, "but that maybe we would issue what
they called 'senior debt' or maybe a guaranteed debt, in case
there [were] overruns on the pipeline and other things." Tines

have changed, however, and he said people are |ooking at the
history of TAPS [Trans-Al aska Pipeline Systen] and thinking
perhaps [the state] should have been part of that. He pointed
out that there are many nore possibilities for in-state usage of
natural gas than for oil, so it opens a lot of avenues. He
enphasi zed the need for the report in order to nmake sone of
t hose determ nati ons.

Number 1235

REPRESENTATI VE OGAN asked Senator Torgerson whether he had
t hought about nodifying the bill to study possible state
ownership up to a point, Ilike for the "hub"™ concept being
considered currently. He said it appears to be drafted for

ownership of the entire pipeline; he asked whether that is how
Senat or Torgerson envisions this being studied or whether there
woul d be enough latitude for the chairs to ask that the report
be broken out nore than one way, such as ownership to a point
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"where everybody connects,” from which the pipeline would
cont i nue,

SENATOR TORGERSON repl i ed:

First of all, | believe that any ownership would only
go to our borders; so it wouldn't be the entire |ine,
but it could be everything within the borders, if that
was determned ... that that's what we wanted to do.

In nmy thinking, we should be able to take the report,
and the conponents that are generated by that report,
and either back in or extend it to any degree we'd

like to, such as if ... the hub's in Fairbanks or Big
Delta, and that's as far as we want to own it, that
could very well be sonething that we could

mat hematically back into, once we take the conponents
that are generated by the report.

| believe that for a lot of in-state usage and excess
capacity in the line, we may have to pay for that

And ... that nay be dead space for a while, until we
find sone in-state usage. But, again, we don't know
until ... we have all this taken care of. But |
didn't really put "hub" in here for that reason, that
"owming all or a portion of the project"” [page 2, line
5] pretty well covers, | think, the latitude that I

want the departnent to have.

SENATOR TORCGERSON, in further response, surmsed that once the
state finally decides to be a part-owner, there will be further
st udi es, at | east through the admnistration and other
econom sts, "to grind out nunbers"” before signing on the dotted
line; he said he hinself would need that. It would require
another bill, he suggested, which would entail a |ot of research
in order to create authority or ownership, as well as agreenents
wWith the producers. This is just the first step, he concl uded.

Number 1462

REPRESENTATI VE DYSON drew attention to Anendnent 1, submitted by
Representative Ogan, which read [punctuati on added]:

Page 3, line 17:
Del ete "standi ng"

Page 3, line 22:
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Del ete "standi ng"

[ There were two versions; the corrected version added the
handwritten portion relating to page 3, line 22.]

REPRESENTATI VE DYSON asked Senator Torgerson whet her he intended
to preclude the participation of the House Special Conmttee on
Ol and Gas in the process.

Nunber 1564

SENATOR TORGERSON noted that the bill [page 3, lines 18-19] says
"standing conmttees ... or their designees". He stated, "It
was not to preclude anything else.” Senator Torgerson specified
that he had seen the proposed anmendnent and had no objection to
it, but added that "or designees" is wde-open to anybody

appointed to do it.

REPRESENTATI VE DYSON suggested that if Representative QOgan, as
chairman of the House Special Commttee on QI and Gas, was
confortable with it, the |eadership wwuld add the commttee to
prevent the bill from having to go to a conference comittee,
for exanple.

REPRESENTATI VE DYSON then referred to page 2, beginning at I|ine
8, and asked Senator Torgerson whether he intended to preclude
the investigation of wusing the permanent fund corpus as a
fi nanci ng vehicle.

Nunber 1564

SENATOR TORGERSON answered, "No, | just didn't list it." He
referred to [page 2, lines 10-12], which says "issue debt ... in
[ anot her] appropriate fornt. He stated, "The reconmendations
could be anything." He added that he wouldn't reconmmend paying

cash for it upfront.

REPRESENTATI VE DYSON indicated investing in this project m ght
be a better investnent [for the permanent fund than investing in
stocks, which had declined in value recently].

SENATOR TORGERSON r esponded:
| didn't think it necessary for us to do that. [f we
want to pay cash for it, that's a legislative decision

down the road a ways, and certainly ... the governor
woul d have the right to veto that. But ... | don't
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think you'll see a recommendation to just throw cash
on the table.

Now, it may be that a GO [general obligation] bond,
you're actually pledging the assets of the state, so
any GO bond, we're actually pledging the pernmanent
fund because it is an asset of the state. ... And that
is going to give us ... probably a higher bond rating
because we do have that; of course, we have no debt,
ei t her

REPRESENTATI VE DYSON nentioned another option, formng a new
corporation and having the permanent fund owning sone or a |ot
of the stock. He then asked, "So, on the record, this bill does
not preclude exploring that option?"

SENATOR TORGERSON replied, "No."
Number 1741

REPRESENTATI VE OGAN made a notion to adopt Amendnent 1 [text
provi ded previously].

REPRESENTATI VE DYSON objected in order to ask Representative
Ogan whether he'd heard Senator Torgerson indicate he didn't
believe Amendnent 1 was necessary because there could be a
desi gnee of the standing conmttee.

REPRESENTATIVE OGAN said he had heard that, and expressed
confidence that the House Resources Standing Conmittee woul dn't
have a problem designating the House Special Commttee on Q|

and Gas. However, this puts the conmttee in the |oop wthout
having to go through the designation process. He said it just
means that the conmttees being reported to will be the Senate

Resources Standing Commttee, the House Resources Standing
Comm ttee, and the House Special Commttee on Ol and Gas.

REPRESENTATI VE DYSON renoved his objection.
Nunmber 1795

VI CE CHAIR FATE asked whether there was any further objection.
There bei ng no objection, Amendnent 1 was adopt ed.

Nunmber 1805

HOUSE O&G COW TTEE -11- April 18, 2001



VI CE CHAI R FATE brought attention to Anendnent 2, also submtted
by Representative Ogan, which read:

Page 3, lines 1 - 7:
Delete all material

The | anguage bei ng del eted by Anmendnent 2 read:

6) consistent with the constitutional authority

t hat requires provi si on for "t he utilization,
devel opnent, and conservation of all natural resources
belonging to the state . . . for the naxi mum benefit

of its people,” state participation under (1), (2), or
(5) of this subsection would ensure or materially
contribute to natural gas devel opnent and distribution
within the state by installation of additional
pipeline facilities connecting to population centers
in the state, thereby supplying the energy base
required for t he state's | ong-term econoni ¢
devel opnent . |

REPRESENTATI VE OGAN brought to the conmttee's attention that
the above |I|anguage, inserted by an anendnent on the Senate
floor, had resulted in a substantial fiscal note; he said the
fiscal note |ooks inflated. He said he doesn't disagree wth
the |anguage, but "population centers" is sonmewhat anbiguous;
Bet hel, for exanple, is a population center in its region. He
said it is a "no brainer" that it would happen if there were a
pi peline built down the southern route.

VICE CHAIR FATE announced that the additional anmount s
$375,000; the fiscal note started at $215 [thousand] and is now
up to $590 [thousand].

REPRESENTATI VE OGAN, noting that Senator Torgerson had voted
agai nst the Senate floor amendnent, asked, "What are we going to
get for 300,000 bucks?"

VI CE CHAI R FATE expressed his own concern that it may |egislate
the distribution of gas into areas that may not be practical

NOWw. In addition, it cuts out private industry; wusually, the
market will dictate where the gas will go, and people who can
make a profit wll take the gas there. He noted that on the

House side, a study is in its final stages, and it |ooks
prom sing that sonme entrepreneur in the private sector wll
undertake that project. He said [the section] isn't applicable
at every point, especially in rural Al aska; other than the way
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it is structured, however, he had no problemwth it. He added
that things may be demanded of the state, which perhaps is the
reason for the escalation of the fiscal note.

Nunmber 2016
SENATOR TORGERSON said everyone wants gas in all t he
comunities, but it just doesn't fit in the bill; that is why he

opposed it on the floor. He told nenbers:

This is a bill that |ooks at financing and whether or
not the state should take participation in financing,
not a bill on routes, and not a bill on additional
pipelines to try to supply routes sonewhere. That's
an engi neering question and a financing question. And
that's why the fiscal note is so high

SENATOR TORGERSON i ndi cated the Departnent of Revenue woul d have
to hire an engineer to determne what will be built, including
details, and then have to conme up with a nunber to determ ne
whet her the state should be part of that, as far as building it
or owing it. He said it is a great piece of legislation for
another bill, "once you get things figured out," but just
doesn't fit into this bill

Nunmber 2053

REPRESENTATI VE DYSON expressed concern about the tinme left in
this session. He asked whether, if this conmttee deleted the
section, that would cause problens on the Senate fl oor.

SENATOR TORGERSON said he didn't know He reiterated that it
didn't belong in the bill to begin with, then suggested the
| anguage perhaps could be fixed by making it a financing study,
whi ch would be germane to the bill, rather than an engi neering
st udy. "You can't use population center,” he added, concurring
w th Representative Ogan

REPRESENTATI VE DYSON replied that if Anmendnent 2 were noved, he
woul d support it.

REPRESENTATI VE OGAN suggested that anending the |anguage back
out of the bill at least would draw attention to it. He said it
is inportant |egislation and enphasi zed the need to pass it this
sessi on. He then said he wanted the record to clearly reflect
that [Anmendnent 2] is in no way discouraging the devel opnent
[and distribution] of gas to these areas.
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Nunmber 2236

REPRESENTATI VE OGAN nmade a notion to adopt Amendnent 2 [text
provi ded previously]. There being no objection, Arendnent 2 was
adopt ed.

Nunmber 2269

LARRY PERSILY, Deputy Conm ssioner, Departnent of Revenue,
testified briefly via teleconference. He sought confirmation
that Amendnent 2 would take out the Senate floor anendnent, then
agreed that the fiscal note would return to the original anount

of $215 [thousand]. He commented, "That's fine. W were not
excited about becom ng engineers.” In response to a question
regar di ng whet her it coul d be i nterpreted t hat t he

adm ni stration supports the anendnent, M. Persily stated, "You
[can] interpret that | support the anendnent.”

Nunber 2340

REPRESENTATI VE DYSON nade a notion to nove CSSB 158(RES) am as
anended, out of commttee with individual recommendations and a
fiscal note of $215 [thousand].

VICE CHAIR FATE thanked the sponsor, then announced that the
bill was noved fromthe committee.

REPRESENTATI VE KOHRI NG pointed out that he hadn't heard Vice
Chair Fate ask whether there was any objection. He said he'd
been going to object, but instead would address it on the House
floor.

[ There being no objection, HCS CSSB 158(0%G5) was noved out of
t he House Special Commttee on Ol and Gas.]

ADJ OQURNVENT
There being no further business before the comrttee, the House

Special Conmmttee on Ol and Gas neeting was adjourned at 5:45
p. m
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