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HOUSE BI LL NO 410

"An Act establishing the Al aska Natural Gas Devel opnent
Aut hority, a public corporation, and providing for its
structure, managenent, responsibilities, and operation, and
requiring the devel opnent of a project plan for the construction
and operation of a natural gas transm ssion pipeline project by
the authority.”

- HEARD AND HELD

HOUSE BI LL NO. 423

"An Act relating to the Al aska Railroad; authorizing the Al aska
Railroad Corporation to provide financing for the acquisition

construction, inprovenent, maintenance, equipping, or operation
of facilities for the transportation of natural gas resources
within and outside the state by others; authorizing the Al aska
Rai |l road Corporation to issue bonds to finance such facilities;
and providing for an effective date.”

- HEARD AND HELD
HOUSE BI LL NO. 394
"An Act relating to adjustnments to royalty reserved to the state

to encourage otherw se uneconom c production of oil and gas; and
providing for an effective date."”
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W TNESS REG STER

SCOIT HEYWORTH

(No address provided)

POSI TI ON STATEMENT: During hearing on HB 410, testified as one
of the primary sponsors of Initiative 01GSLN, which the bill
woul d suppl ant; suggested incorporating the nine-nenber Al aska
Gasline Port Authority board.

W LSON L. CONDON, Comnri ssioner

Depart ment of Revenue

P. 0. Box 110400

Juneau, Al aska 99811-0400

POSI TI ON  STATEMENT: Expl ai ned departnment's fiscal note for
HB 410; cautioned about the large anmount of upfront noney
required, no nmatter what size the project is.

NELS ANDERSON JR.
(No address provi ded)
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D |Ilingham Al aska
POSI TI ON STATEMENT: Uged that HB 410 be noved forward, but
suggest ed anmendnents.

DAVE DENGEL, City Manager

City of Valdez; and

Executive Director

Al aska Gasline Port Authority (AGPA)

P. O Box 307

Val dez, Al aska 99686

POSI TI ON  STATEMENT: Testified in support of HB 410 and
comercializing North Slope gas; requested anmendnent to include
t he AGPA.

ACTI ON NARRATI VE

TAPE 02-15, SIDE A
Number 0001

CHAIR SCOTT OGAN called the House Special Commttee on Gl and
Gas neeting back to order at 10:44 a.m Represent ati ves Ogan,
Dyson, Fate, Kohring, Guess, and Joule were present at the call
back to order; Representative Chenault arrived shortly
thereafter. [ For the overview presentation by Yukon Pacific
Corporation (YPC), see the 10:08 a.m mnutes for this date.]

HB 410- ALASKA NATURAL GAS DEVELOPMENT AUTHORI TY

[ Contains testinony pertaining to SB 221]
Number 0040

CHAI R OGAN announced the first order of business, HOUSE BILL NO
410, "An Act establishing the Al aska Natural Gas Devel opnent
Aut hority, a public corporation, and providing for its
structure, managenent, responsibilities, and operation, and
requiring the devel opnent of a project plan for the construction
and operation of a natural gas transm ssion pipeline project by
the authority.” [HB 410 was sponsored by the House Special
Committee on Ol and Gas. ]

CHAIR OGAN explained that he'd decided to introduce HB 410
because of his belief that [Initiative 01GSLN, "The All-Al askan
Gasline Initiative"] would be certified [to go on the Novenber
ballot], which had since happened. He offered his belief that
the bill alnost exactly mrrors the initiative, wwth a couple of
m nor changes; he referred nmenbers to the bill packet [which
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contai ned two nenoranduns, dated February 8, 2002, and March 13,
2002, from Jack Chenoweth, drafting attorney, D vision of Lega
and Research Services] with regard to the changes.

CHAIR OGAN said this creates the Alaska Natural Gas Devel opnent
Authority as a public corporation in the state; that authority
woul d acquire and condition North Slope natural gas, and woul d
construct a pipeline to transport that gas. The route would be
from Prudhoe Bay to tidewater in Prince WIliam Sound, with a
spur line to Gennallen and the Southcentral gas distribution
grid. The authority would operate and maintain the gas
pi peline, and would ship and market the gas. He pointed out a
five-page indetermnate fiscal note from the Departnent of

Revenue, saying he wanted to have discussion about it. He al so
noted that the bill is silent with regard to how it interfaces
with the proposed gas pipeline [that would parallel the Al aska
H ghway] . He said he believed there should at I|east be
di scussion of this issue, since it wll be on the ballot;
because it is a conmttee bill, however, he would defer to the

will of the commttee with regard to how to proceed.
Number 0230

CHAI R OGAN noted that the constitution allows the legislature to
anend an initiative at any tinme, or to repeal it [after] two
years. He suggested | ooking at whether there are flaws in the
initiative. He also suggested this is a huge policy call, since
he said it puts the State of Alaska in the business of building
a pipeline and doing what usually the private sector does; the

state would take the risks. In the alternative, legislators
could let the initiative go forward, with what "our attorneys
think are a couple of flaws in the bill, constitutionally and
statutorily.” Chair Ogan called on Scott Heyworth [one of the

primary sponsors of the initiative that HB 410 woul d suppl ant].
Nunmber 0393
SCOTT HEYWORTH testified via tel econference, as foll ows:

As guaranteed by our state constitution and state |aw,
the citizens of Alaska have gathered nore than

enough signatures required to place this gas Iline
initiative on the Novenber ballot. | have seen or
comm ssioned four statewide polls in the last year
showi ng that the people of Al aska favor this Valdez
route by over 65 percent. My poll done by I|van Moore
Research in just Anchorage alone shows a 70 percent
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"favorability” in the town that controls 40 percent of
the statew de votes. I"ve also polled the state with
the exact ballot l|anguage ... you just read, M.
Chairman, and it passes by 65 percent statew de today.

My petitioners told ne it was the nost popular
petition that they've ever worked on in the state of
Al aska. That is why we were able to gather so nmany
signatures in the dead cold of winter, in so little
time, and without the state fair.

The bottom bottomline of this initiative is that the
people of Alaska wll now have a say in the
devel opmrent and commercialization of one of their
resources, natural gas. But the |egislature of our
great state has an even nore wonderful opportunity.
You all can pass ... substantially simlar |egislation
that we would agree on, that would speed this whole
project up by one year and allow for a nuch earlier
construction startup date. Representative Ogan has
introduced HB 410, and Senator Taylor has introduced
SB 221, which is in front of Senator Torgerson's

Resources Committee. | have reviewed both of these
bills, and, generally, | ... in nost cases agree that
they are substantially simlar to our gas Iline
initiative.

There are a few small things that mght be added. As
you know, the Alaska Gas Port Authority, or AGPA nmade
up of the three large boroughs of the North Sl ope,
Fai r banks, and Val dez, have been working |ong and hard

on their own port authority idea. In fact,

consciously stole many of their very good ideas and
wote them into this [initiative]. | would like to
suggest that if a substantially simlar bill does

energe, that you incorporate the seven-nenber board
the initiative purports wth the nine-nmenber AGPA
board's nodel . The reason for this is, it gives
greater voice to all of Al askans, including Juneau,
Sout heast, Bristol Bay, and/or the Southwest Al aska
muni ci pal conf erence.

Nunber 0653
MR. HEYWORTH told nenbers he was extrenely pleased to hear the

nunerous references to the phrase "in-state gas use" during the
presentation by M. Fuhs earlier in the meeting [on behalf of
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Yukon Pacific Corporation (YPC); see 10:08 a.m mnutes for this
date] . M. Heyworth said the potential for in-state gas use is
one of the nbst exciting aspects of the initiative. Al aska nust
devel op an energy plan for all Alaska and bring down the high

costs of rural energy as soon as possible. He reported that
propane in Dillingham costs $4.25 a gallon; in Anchorage, it
costs only $1.89. In Togiak in Bristol Bay, electricity costs
28 cents a kilowatt-hour; in Anchorage, it costs less than

9 cents. Devel oping a GIL [gas-to-liquids] and LPG [liquefied
petrol eum gas] or propane extraction plant in Valdez, he said,
could result in three new energy sources to fuel all of Al aska
conpressed gas, propane or LPG and LNG [liquefied natural gas].

MR. HEYWORTH said each coastal, urban, or rural conmunity m ght
be unique in how its infrastructure should be built to receive
this new "Al aska energy” from the North Slope; he said he |ooks
forward to helping make this energy plan a reality for al
Al askans. He added:

| want to rem nd each and every Al askan of one thing:
nei t her Yukon Pacific nor | have ever purported that
Yukon Pacific has any responsibility whatsoever to
deliver in-state gas directly by themto any rural or
urban area of Alaska. That is the sole responsibility
of this new gas authority, and you as |egislators,
even, perhaps. It is an exciting task to | ook forward
to creating the infrastructure and delivery systens
from Valdez and along the pipeline corridor to get
these new energy resources delivered. This wll
[most] |ikely be done by the private sector in
contracts with this new gas authority.

This initiative gives you, as |legislators, t he
potential to capture another revenue stream possibly
as early as 2007 or 2008, to help solve our fiscal gap
and budget problens. This is not the Delta barley

farms. It is not the mlk farnms or the hay farns over
at Point MacKenzie. It is patterned off the pernanent
fund | anguage. The permanent fund s sonething
Al askans trust and believe in. 1t has worked. So can
the Al aska gas authority concept. It is a stand-alone
proj ect.

Wth the bonding capacities ... and/or in conjunction

with the Alaska Railroad Corporation bond ideas that
have energed, the state would own 100 percent of this
proj ect. But this is very inportant to understand:
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it would contract out all the work to the private
sector. This is how an authority works. The State of
Al aska is not building the gas pipeline.

Number 0867

VR, HEYWORTH suggested reading [proposed] Sec. 41.41.400,
"Credit of state not pledged”, in order to fully understand that
this project doesn't put the permanent fund or the State of
Al aska at risk. Once this initiative or [bill] becones |aw, the
new y appointed board is charged with putting a working plan
together and presenting an economc nodel to Wall Street
i nvestors, he not ed.

MR. HEYWORTH concl uded by saying this nodel will offer a way to
get "our stranded gas to the narket, something that has never
ever happened before.” He added:

If the nodel is sound - and | believe your confidence
| evel should be a bit higher after you ve just seen
the nodel presented by M. Fuhs for Yukon Pacific -

then Wall Street investors will buy our bonds, and we
wi || begin to fully comercialize and finally
comercialize our North Slope natural gas. I | ook
forward to working with all of you to make this a
reality.

Number 0928

CHAIR OGAN pointed out that the fiscal note prepared by the
Departnent of Revenue asserts that there is sone risk to the
state; after confirmng that M. Heyworth hadn't seen the fisca
note, he said the commttee had just received it that norning.
Referring to "Devel opnent Costs,” beginning on the second of
five pages of the fiscal note and analysis, he read, "First, it
is inportant to point out there are no guarantees that this bil
wi | | result [in] a successful project [and,] under this
| egislation, the state would be exposed to taking comerci al
risks that no private firm has yet been willing to assune.”
Chair Ogan remarked that it seens to allude to putting the ful
faith and credit of the state at risk. He asked for M.
Heyworth's take on it.

MR. HEYWORTH said he totally disagrees. He again referred to
proposed Sec. 41.41.400 and said, "That's not the way the
project's set up. The private sector wll invest in the bonds.
The project will sell itself. It doesn't put the state at any
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risk." He acknow edged that he didn't have [the fiscal note].
He al so enphasized his belief - from recent conversations wth
M. oinata, general counsel from Japan, and from testinony from
M. Miraki a year ago [at a joint hearing February 15, 2001

before the Senate Resources Standing Conmttee, the House
Resources Standing Conmttee, and the House Special Conmttee on
Ol and Gas] - that the Asian and Japanese markets are "hungry
and would love to buy our gas from Valdez.” He said in one year
not hi ng has changed, and that it is economcally feasible.

CHAIR OGAN indicated his own conversation with M. Obinata
hadn't conveyed such a strong comm tnent.

MR. HEYWORTH offered his belief that the general counsel is very
open to it, however.

Number 1163

REPRESENTATI VE GUESS questioned the wi sdom of specifying a route
in a bill or initiative, rather than having flexibility and
allowing the market or business [to determine it]. She asked
why the |anguage specifies that it go to tidewater, instead of
just saying it has to end in Al aska.

MR. HEYWORTH repli ed:

| think nmy answer would be sinply, nunber one, [the]
speed of the project, to get it going, and because,
obviously, the permts are all in line with Yukon
Pacific to go to Val dez. It was also, at one tineg,
tried to get the permits to go down to Kenai, which
passes through Denali State Park, the Mnto Flats,
and the Susitna wildlife refuge, and then under Cook
[Inlet], over to Kenai. And that just wasn't found
environmentally -- or a smart way to do it. And
that's why Yukon Pacific got the permtted route.

MR. HEYWORTH al so suggested that once it gets to Valdez, there
are multiple markets, not only to Alaska but also to Asia, the
West Coast, Mexico, and "everywhere." He said it 1is an
econom c, smart way to "bring our product to Valdez,"” and opens
up all kinds of different markets, including that spur |ine down
to Anchorage in order to hook into Southcentral Al aska.

Nunber 1270
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CHAIR OGAN, noting that the bill rmandates a spur line to
Anchorage, said the Departnment of Natural Resources (DNR)
believes there are significant gas reserves that haven't been

exploited in Cook Inlet, where drilling is just now beginning.
He asked what would happen if adequate supplies were found in
Cook Inlet for the "near and naybe md-term future.” He said he

has heard this spur line would be expensive, wouldn't pencil out
as far as what it would cost to build versus what could be
obtained for the gas, and wouldn't conpete with what could be
produced locally. He asked, "Have you done any anal ysis on what

the spur line would cost?" |If a |law passes that says there nust
be a spur line, he asked what would happen if it doesn't penci
out and new gas sources are found. If the initiative passed by

a vote of the people, he said, [the legislature] couldn't change
it for two years.

MR. HEYWORTH said he understood and thought there were ways to
get around it, if necessary. He said it is an intelligent
guestion. He added:

There's a nunber of things. First of all, it's if
anybody finds new reserves. The cost that ['ve seen
on a paper napkin is about $300 mllion; | could be

high or low, in that | think it's only about 3 percent
or 4 percent of the entire project if we added that

one, so | think it's insignificant. | say, why don't
we do things right the first time? ... W would wait
to find a spur line because "if sonebody finds sone
gas" - it's "if" and "ands" or "buts" - it's all 1've
heard ... for so many years.

| think it'd be smart to plan it and do it, and put it
in. And if we need ... to amend it or change it, as
you tal ked about, then the legislature can do that.
And |I'm not saying that | think it should be forced
down our throats. If you can show ne that it's not
right or it's not economical - |I'm a reasonable person
- then maybe we can't do it that way. But at the tine
that we put this initiative together six, eight nonths
ago -- every report that's out in front of you and
everyone in the state of Al aska says we're going to be
out of gas in Cook Inlet in ten years if we don't find

anynor e. Vell, there's that word "if" again. Vel |
what if we don't find any nore and we haven't put the
pipeline in? Then where are we at? So | think we

could work with it and |look at different options, and
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| think ... the wise people in the |egislature can now
work with us and help us figure that out.

Nunber 1470
CHAI R OGAN r emar ked:

One of the things that's happened since then is the
Regul atory Conmm ssion [of Alaska (RCA)] has tied the
price of gas that goes into the ENSTAR [Natural Gas
Conmpany] system to Henry Hub, or at least a fornula
based on Henry Hub, which has increased the interest
in creating ... sone nore conpetition for |ooking for
gas in Cook Inlet.

MR, HEYWORTH r esponded:

As you know, sone conpany that | don't renenber their
nane suddenly exposed thenselves six or eight nonths
ago and said they found all these reserves; that was
the first report. And then when you got to the bottom
of the whole newspaper article, the thing was, "Oh,
actually we haven't found the gas; we're going to
start looking for it next sumer.”

These are the kind of reports that keep com ng out, so
you and | and your conmttee and all of Alaska never
know what the truth is. They didn't find any gas

they're going to look for gas next year, but the

headline said they found 4 billion cubic feet of gas.
It's m sinformation. Nobody's found any gas recently.
They may start drilling for it this sumer; ... we'll
have to take a | ook at that. Ri ght now, we're going
to run out of gas, and everyone knows that's the
truth.

Nunber 1535

CHAIR OGAN pointed out that there has been some success in
sout hern Cook Inlet.

MR. HEYWORTH replied in the affirmative, saying it is just a
little bit, however, and that the talk is about sending it to
Honer [and Kenai], to his belief, which doesn't solve problens
in Anchorage and Sout hcentral Al aska. He suggested, "I think we
can just all be reasonable and |ook at this." Enphasi zing his
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concern over the last 16 nonths that "our gas is stranded," he
cont i nued:

W're being told by the admnistration and the oil
conpanies that our project doesn't work; no one
provi des any nunbers. You just said you got a five-
page [fiscal note and analysis] that says it's a $16
billion project; we haven't seen it - | don't have it
in front of ne. W don't know what we're talKking
about at all. And yet, to make the Canadi an hi ghway
route work, the one the admnistration purports, they
want a $10 billion loan from Congress; the oi
conpanies need to have price-floor supports for sone
i magi ned $1.25 wel | head price, al | ki nds of
stream ined regulation, all kinds of federal corporate
wel fare to nmake the project work.

Qur project in Alaska doesn't ask for any of those

t hi ngs. And the oil conpanies today, as you well
know, ... don't even want to build the project, and
they still haven't given you the studies that they
prom sed to give you Decenber 31; now they're telling
you it's March 31. Wy won't they give you the
studi es? We're giving you our studies - at |east
Yukon Pacific is; it's right there in front of vyou
t oday.

Nunber 1624

CHAI R OGAN pointed out that the power of appropriation lies with
the legislature. He asked what happens if there is a law on the
books that the state doesn't have the noney to [fund].

MR. HEYWORTH replied that he'd heard Senator Torgerson say that
soneone had guessed it would be $3 million to $3.5 mllion to
start this. M. Heyworth said he hinself believed it would be
nore like $1 nmillion to $1.5 million, to bring a yearly revenue
stream to Alaska of at least $500 million a year, and possibly
as high as $750 mllion to $1 billion. He pointed out that [the
| egi slature] is being asked, nmeanwhile, to give noney to the
tourismindustry and to Arctic Power, for exanple. He suggested
[his proposal] is a small investnment relative to the return. He
said the state needs this huge new revenue source as well as in-
state gas. He called it an "interesting project to | ook at, and
soon, not later."”™ He suggested perhaps HB 410 could be conbi ned
wth Senator Taylor's bill in conference, and added, "I don't
think 1'"d nove to block it unless it was just trenmendously not
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substantially simlar, because | think all of us in this room
today and on these conference calls are working in the best
interests of Al askans, and that's what I'mtrying to do."

Number 1729

REPRESENTATI VE KOHRI NG nenti oned projects such as those at Point
MacKenzie and Delta in which the state invested in the past; he
voi ced concern that this will be another governnent boondoggle
and a col ossal waste of noney for which taxpayers will have to
pick up the tab |ater. He asked M. Heyworth what makes him
optimstic that this is viable and wll provide sone rea

benefit. He also asked why governnment should be involved in
sonmething that, in his opinion, the private sector should be
doi ng. He suggested that if the private sector isn't stepping
forward to do this, perhaps it isn't a viable project and
doesn't pencil out.

MR. HEYWORTH replied that the private sector isn't stepping into
the LNG project at Valdez or the "Canadian highway project" for

many reasons. He said this isn't a state project whereby the
state builds the pipeline, in contrast to the other projects
t hat Representati ve Kohri ng had correctly ment i oned.

M. Heyworth expl ai ned:

This is an authority. And the way an authority works
is, the state, yes, they do own the authority and the
proj ect. But everything is contracted and built by
the private sector. And that's the difference between
this project and the Delta barley farns and the Point
MacKenzie mlk farns and hay, and every other one

that's never worked. It's a stand-alone project. The
State of Alaska ..., through bonds or the railroad
bonds or whatever, ... could invest some noney if they
want ed to. But that's not ... the way the project is
fi nanced, Representative Kohring. It's 100 percent -
or should be or could be 100 percent - financed by
bonds. That's not any investnment by the State of
Al aska. It doesn't take any noney from the permanent

fund or the State of Al aska.

| ... personally think the State of Al aska should try
to owm this whole project, but that's through the
bondi ng process, not through investnent. And, again

|"ve said it and I think M. Fuhs correctly said it,
that if you put this economc nodel together and put
the plan in front of Wall Street investors, if they
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want to buy the bonds, that's what will determ ne the
efficiency of the nodel of the project, is Wall Street

i nvestors thensel ves. And if they don't want to buy
our bonds, then I'm wong and we don't have a project;
you're right. But if they do, we have a viable
project that'll bring a trenendous anount of revenue

to the State of Alaska, far nore than any Delta barley
farms [were] ever going to do.

Nunber 1912

REPRESENTATI VE KOHRI NG questioned whet her governnent should get
involved in a marketplace that "should be strictly a private-

sector effort.” If there are Asian nmarkets, for exanple, he
suggested oil conpanies wll try to neet that demand and, |if
there is a profit to be nade, will rise to the challenge and
step forward with their own plans and financing, and will build
the [pipe]lines. He said he believes the private sector knows
best and has the studies, for exanple. He concluded, "If they

haven't stepped to the plate, then I"'mreally nervous about [the
governnment's] getting involved."

MR. HEYWORTH reiterated that the state would own the authority
and would contract wth private-sector conpanies to do this
whol e project, including going to Asia to "make the offers to
develop the infrastructure to build the pipeline." He |ikened
it to how the John F. Kennedy (JFK) International Airport works,
or the Houston Ship Channel; he further reported that nost
sports arenas are under an authority whereby the city owns it
but the private sector builds it and then runs it. In response
to Representative Kohring' s suggestion that it should be left to
the private sector, M. Heyworth said that is what has been for
25 years, which is why the gas is stranded.

Number 2050

REPRESENTATI VE FATE told M. Heyworth he may disagree a bit
because the stranded gas has to do wth the econonics.
Referring to M. Heyworth's nention of efforts at the federa
| evel , he remarked:

They're doing this because of the tremendous risk
i nvol ved. This is a huge, huge project. They're
doing this to try to lessen that risk, and then doing
this to raise the return on investnents. You' ve
inplied here that this will be private people doing
this work; now, they're going to have a return on
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their investnent also. So are we saying now that
there's no risk in just going to tidewater, or that
there is sonehow an attenuated risk that is not
conparable to the risk going down the southern route?

MR. HEYWORTH repli ed:

| think ... the last sentence you said is exactly
correct, sir. Their project is a $20 billion-plus
project trying to nove sonewhere between 4 to 6
billion cubic feet of gas into a market in the M dwest

that doesn't need the gas, has no gas shortages. And
... that gas, if it ever does get there in 2010,
[ 2012, or 2015], wll flood the market and drive the
price of gas right down to the bottom and then the
federal price support will have to cone in, and then
the taxpayers are paying for the whole project. None
of that happens with this state project.

REPRESENTATI VE FATE responded that it still doesn't attenuate
the risk, and that supposition cannot be relied upon; whether
the $16 billion figure is valid or not, it wll be a huge

nunber, inplying a huge risk
Number 2170

MR. HEYWORTH replied that the risk would be taken not by the
state, but by the market itself - Wall Street investors or
conpani es that would invest in the bonds; it wouldn't indebt the
state or the pernmanent fund. He suggested | ooking "happily" at
these smaller nunbers [put forth by M. Fuhs], which M.
Heyworth said work because of a smaller project. He agreed that
there would be risk, but suggested if the nodel were put to the
mar ket, Wall Street experts would decide whether the project is
vi able, and would give either a "thunbs up" or "thunmbs down" to
peopl e to buy the bonds. He added:

We don't incur any debt until the bonds are bought and
we start the project. That's when it happens. e
don't accrue any risk to go forward with this and see
what happens, to see if it is viable. Let the market

deci de. W're not going to go into debt. ... W're
not investing in the project before it's been decided
by Wall Street that it's a viable project. It doesn't
wor k that way. And | really believe that it's just

such an econony of scale of the Canadi an hi ghway route
that nmakes it such a big project that you have to have
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all those federal - what | call corporate welfare - to
make sure that it all works, as opposed to this nuch
smal ler project that is nmuch nore sensible, deals with
multiple markets, and has nmany, many places to spread
that risk out that you tal k about, sir.

Nunber 2245

CHAIR OGAN asked M. Heyworth whether he was willing to share
t he pol ling nunbers.

MR, HEYWORTH answered in the affirmative, noting that he has
given them out freely but hasn't had success in getting them
publ i shed i n newspapers.

CHAIR OGAN offered to fax M. Heyworth the five-page fiscal note
and anal ysi s.

Number 2359
WLSON L. CONDON, Conmm ssioner, Departnent of Revenue, cane

forward to discuss the departnent's fiscal note for HB 410,
expressing surprise at the controversy. He pointed out that the

initiative - as well as the bill, to his belief - nentions
getting a project up and running by 2007; he offered that it is
too optimstic. He said that clearly the objective is to get
the project done quickly, which will require upfront noney. He

acknow edged that the departnment could have put in a fiscal note
that sinply contenplated a board and support staff that would
constitute the gas devel opnent authority; those could then "go
around and talk to people and see what you m ght put together."

COM SSI ONER CONDON told nenbers that in order to conplete a
project by 2007, 2008, or 2009, there is a need to start to
spend real noney now. He cited the need to nmake arrangenents to

buy the gas on the North Slope and to engineer the project. In
addi tion, although YPC has done lots of work to get the permts
necessary for part of the proposed project, it isn't known

whet her YPC woul d sinply donate those pernmits to the project or
if the project would have to pay YPC for them Furthernore, a
whole set of contracts would have to be negotiated wth
cust oners. Al that work would have to be done by soneone
before there was the ability to go to Wall Street and sell
bonds. Therefore, he said, the departnent doesn't know at this
point how big the nunber is in terns of "front-end dollars" that
have to be put into this project.
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COM SSI ONER  CONDON  expl ained that even though it IS

contenplated that the work wll be done by private-sector
contractors, they will expect to be paid; the party responsible
for paying themis this devel opnment corporation, which nust have
upfront noney. Until it has the contracts in place and has a
project engineered, it won't be able to borrow that noney on
Wall Street, and yet the cost to put this together wll be
substanti al . "Geat if it's done by the private sector,” he

added, "but nobody's going to donate the kind of comrercial and
engi neering services that are going to be necessary to put this
proj ect together."

Number 2602

COW SSI ONER CONDON said the best indicator of the noney needed
is the kind of noney spent by conpanies when |ooking at
engi neering a project and other upfront work before being able
to turn to Wall Street for financing. He added, "So, if we're
really serious about doing this, if we want to get underway and
see whether or not the business nodel that's proposed in this
| egislation will work, then we've told you in the fiscal note
that we think that the kind of wupfront cash that's needed is
sonething on the order, over a two-year period of tinme, of 175

to 250 mllion bucks.” He said it mght not turn out to be that
much, but enough noney ought to be appropriated to get it done;
if it costs less, the noney can be returned. "And if we're
actually able to put the project together, we'll be able to

convert part of what we spent into borrowed nopney, through
bonds, on Wall Street," he added.

COMM SSI ONER CONDON reiterated that [the state] won't be able to
convert all this to bonds on WAll Street, or even borrow on Wl

Street, unless it has spent the noney upfront to put the project
together; he said the only way he sees of getting noney to do
that is to appropriate the noney "through the corporation from
sonme source,” which is the basis of the fiscal note. He added,
"Now, the fiscal note then goes on and puts sonme big nunbers on

the table, because presunably ... the entity, the gas
devel opnment authority, ... once it's got everything together,
will go to Vall Street and borrow the noney. ... And a

projected streamof dollars is reflected in the fiscal note.”
Nunber 2721
COMM SSIONER  CONDON  also cautioned that the state could

appropriate and spend the $250 nmillion in the fiscal note
through getting all the arrangenents in place, and then Wall
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Street could turn it down. O nost of the arrangenents coul d be
put in place, but not all of them and the state would be unable
to go to Wall Street and expect to borrow the noney. He said

"In either of those eventualities, we're sinply going to be out
the noney, and that's the risk we take if we're going to put
this authority in place and seriously contenplate that they're
going to put this project together."

COMM SSI ONER CONDON indicated the fiscal note lists what the
Departnent of Revenue staff see as the risks. He acknow edged
that others evaluate these risks differently, but said, "Qur job
is to tell you what we think. And your job is to decide whether

.. we have the capability to think better [than], or not as
well as, M. Heywrth and others ... that see a little rosier
picture with respect to this proposed project than we do."
Drawing attention to the last couple of pages of the fiscal
note, which list some points with respect to the general market
around the Pacific Rm he explained:

The way we see it is that there are lots of reserves
at tidewater with easy access ... to the places around
the [Pacific] Rm that need energy, and that wth
respect to all of those reserves, ... we believe they
have about a $1.50-per-mllion-Btu advantage over gas
noving from the North Slope through a I|iquefaction
plant in Prince WIliam Sound and via LNG tanker
either to the West Coast of North America or to Asia.
And that relative disadvantage, we think, holds up at
the small-sized project that the Yukon Pacific
[ Corporation] people propose, as well as the larger
project that we nentioned in our fiscal note, which is
a project that would be many tinmes that size.

In the past, Alaska's had one advantage wth respect
to many of the places where LNG m ght be marketed, and
that is that, in terns of the marine-shipping distance
from south Alaska to Japan and the marine-shipping
di stance from south Al aska to Southern California and
Northern Baja, we're closer. However, that advantage
has shrunk over the last four or five years with the
decline of the cost of LNG tankers, and, consequently,
the one advantage that we had ... in the business has
shrunk sone.

Nunber 2917

COVM SS|I ONER CONDON conti nued:
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Wth respect to focusing just on ... the Asian narket,
again, lots of gas chasing a limted nmarket. And npst
of the gas that we're conpeting against doesn't have
what we characterize here as the "pipeline
di sadvant age. " And the market in Asia is changing.
How quickly it wll change, we're not sure. But in
Japan the energy market for that country has changed
with the introduction of deregulation in their
el ectric power and distribution industry. And we do
not know at this point what kind of pressure that's
going to put on prices that you can get in Asia, and
in Japan in particular. Hi storically, LNG has noved
into the ... market in Japan at parity with crude oil
There has been sonme softening in those arrangenents,
and ... over the longer term we nmay see a situation
where the gas price becones "delinked" [from the oil
price]. [The bracketed portion isn't on tape, but was
recorded in the committee secretary's |og notes.]

TAPE 02-15, SIDE B
Number 2961

COVM SS|I ONER CONDON conti nued:

When you look at the California market, the way we've
analyzed it, we believe that it's cheaper to bring gas
from el sewhere around the Pacific Rmto California by
LNG tanker than it would be to bring gas from Al aska.

The lowest that ... our analysis has yielded is
about a $4 ... per-mllion-Btu cost into Southern
California; if we're right there, obviously, it takes
a $4 price.

And, finally, in terns of the analysis we' ve done,

we've concluded that it's cheaper to nove gas to
California by a pipeline to md-North Anmerica, and
then a redistribution of gas resources in the
Lower 48, rather than a pipeline to Prince WIIliam
Sound and an LNG tanker to Southern California.

Now, we nmay be wong in all those assessnents.
Qoviously, the ... possibility that we may be right is
sonething we think you should evaluate before you
undertake ... to set up this business and capitalize

it with the kind of noney that we think you'd need to
capitalize the business with, in order to put things
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together and go to Wall Street and buy bonds and so

on.

Nunber 2879

REPRESENTATI VE GUESS asked whether, if the state wants to get
into the gas pipeline business, an authority like this 1is
needed.

COW SSI ONER CONDON answered, "There probably are other ways
that ... you could structure the governnent's getting into the
gas pipeline business. But if we are going to get into the
business, in nmy judgnent, this would be the best way to go."

Nunber 2841
CHAI R OGAN asked, "Were did you cone up with the $16 billion?"

COWMWM SSI ONER CONDON said the analysis was done by one of [the
departnent's] analysts. He added:

| don't know where he cane up with that nunber.

There are all kinds of different-sized projects that
peopl e have put on the table. You've got the port
authority, which has proposed a big project, and you
now have Yukon Pacific, which is proposing a snmaller

project. And if there is a specific-sized project and
a specific-cost project that you would like us to
nodel, we'd be glad to do that. W were not trying to
find a project ... that was ... big that we could

sonehow "dis" this idea wth.

The point we wanted to nmeke is that ... if we're
really serious about doing this, whatever size project
it is, we've got to be prepared to cone up with a | ot
of cash right now to get going.

Nunmber 2758

NELS ANDERSON JR testified via tel econference, enphasizing the
need for gas. He commended the commttee for putting HB 410 on
the table, suggesting it is one way to "maybe shake up the oi

and gas industry that's been stranding that gas on the North

Slope.” He said energy costs in the area [near Dillinghan are
much higher than elsewhere than in the state, although cheaper
in Dllingham than in nearby villages. Wt hout sonething such

as what HB 410 proposes, he said he doesn't know what wl]l
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happen in rural Al aska. He therefore urged that the bill be

noved forward with dispatch. However, he expressed concerns
about the bill as witten, suggesting that there be anendnents
to clarify that "the State of Alaska, with its gas, would nmake
sure that there is in-state, guaranteed use.” He said there are

in-state markets and that Anchorage has been depending on the
Cook Inlet reserves, which are depleting rapidly; he nentioned
the need there for long-term energy, and also nentioned the
Lower 48 and the Pacific Rm

MR. ANDERSON specified that he'd |ike HB 410 to be in conpliance
wth Article VIII, Section 2, of the state constitution

Therefore, he requested the follow ng anmendnents. First, he
referred to Section 2 [page 3] under Sec. 41. 41. 010,
"Establishnent of the authority", [paragraph] (4) [which read

"the design, construction, and operation of other facilities
necessary for delivering the gas to market and to Southcentra

Al aska; and"]. He asked that it be anmended to read, "the
desi gn, construction, and operation of ot her facilities
necessary for delivering the gas to market and to comunities
t hroughout Al aska, including Anchorage and the Rail belt".

Number 2555

MR. ANDERSON, in response to Chair Ogan, agreed to provide
suggestions in witing. Continuing with his anmendnents, he next
referred to Section 5 [page 15], "DEVELOPMENT OF PRQIECT PLAN,"
[ paragraph] (6) [which read, "a plan for delivery and pricing of
natural gas to conmmunities along the pipeline route and to
Sout hcentral Al aska through a spur line;"]. He suggested adding
the phrase "including Anchorage and the Railbelt"” after "spur
i ne".

MR. ANDERSON then referred to Section 5 [paragraph] (7) [which
read, "a plan for delivery and pricing of liquefied natural gas
to Yukon River and coastal comrunities;"]. He suggested addi ng
"t hroughout Al aska" after "communities".

MR. ANDERSON concl uded by saying, "The sooner we get this thing

going, the better. | would rather see substantially the sane
| anguage passed as is found in the petition. "' m wondering if
42,000-plus registered voters of Alaska can be wong, in that

they want to use Alaska's gas for their use to bring down the
cost of energy."

Nunber 2467
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CHAIR OGAN nentioned ©polls indicating people support the
initiative, but questioned how many really know what they are

signing with regard to initiatives - what the costs are, for
exanpl e, or whether the producers wll be wlling to sell the
gas. He also inquired about the incentive to sell if there is a

floor price of $1.25.

MR. ANDERSON said this is the only ganme in town that has any
prospect of providing long-term | ow cost energy for Al aska. He
suggested the state should do everything possible to nmake
sonething like this happen. He said the only time North Sl ope
gas will be devel oped and noved is when the State of Al aska puts
pressure on the oil and gas industry by taxing that gas in the
ground and thus giving an incentive to nove it. He said the
signers of the petition, even if they don't know all the
details, are naking a demand or call on "our gas that's sitting
stranded in the North Slope.” He added, "And we need it." He
said he sees this as a "hopeful, very positive nove in the right
direction to develop our gas for our use, and also provide for
the markets that | think are out there in the Pacific R m and
the Lower 48."

CHAI R OGAN responded that he shares the desire to see the North
Sl ope commercialized; he surmsed that nobst Al askans feel the
sane. He recalled countless hours of talking about it in
committee.

Number 2234

DAVE DENGEL, City Mnager, City of Valdez; and Executive
Director, Al aska Gasline Port Authority (AGPA), cane forward to
testify. He told nenbers:

|'"'m here today to offer Valdez's support to House Bil
410 and the idea of commercializing Alaska's North
Sl ope gas. As you know, the City of Valdez, along
with the Fairbanks North Star Borough and the North
Sl ope  Borough, formed the Alaska Gasline Port
Authority [AGPA] ... in fall of 1999. The m ssion of
that port authority is to develop Alaska's North Slope
gas for the maxi mum benefit of all Al askans, which ..
is very simlar to what HB 410 wants to do and what
M. Heyworth's initiative wants to do.

Since the fall of 1999, when the port authority was

approved by the voters of Valdez, Fairbanks, and the
North Slope, over $6 nillion has been expended by the
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Bechtel Corporation, Taylor-Dedongh, and O Melveny &
Myers in helping the port authority to develop a cost
estimate and an econom c nodel for the devel opnent of

North Sl ope gas. The econom c nodel [that] has been
devel oped for the port authority shows that our
concept is economc. It also shows that it wll have
a return to the State of Alaska of between $500
mllion and $750 mllion a year.

The port authority economc nodel shows that a
publicly owned project is economc and wll provide
[a] substantial return to the state and to the
municipalities. [The] port authority nodel shows that
using the port authority concept, ... the project can
be 100 percent debt-financed. And this is a little
bit different than what M. Fuhs indicated with their

nodel, ... 75-25. W believe that our nodel and our
project can be 100 percent financed ... Dby the
investors so that there'd be no ... cash required by

the port authority.

The City of Valdez has worked with M. [Heyworth] and
his petitions, and we support his efforts. He al ong
with nenbers of the |egislature have brought to the
forefront the need to develop our natural gas
resour ces. Val dez and the port authority have a very
good working relationship with Yukon Pacific. Yukon
Pacific brings the permts and their econom c nodel;
the port authority brings our econom c nodel and our
cost estimates and concept; and the initiative effort,
and the legislature, brings the political will to do
the right thing in devel opi ng our natural gas.

Valdez is supportive of a project that takes natural
gas to tidewater, and manufactures LNG and LPG and
transports it to markets within ... Alaska, within the
United States, and within the Pacific Rm

Nunber 2120

MR. DENGEL conti nued:
We support House Bill 410 and the initiative. Because
of the work that has been conpleted to date by the
port authority, Valdez would like to offer that the

pr oposed | egi sl ation be anended slightly to
incorporate the work that the Alaska Gasline Port
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Aut hority has done, nuch like what M. Heyworth had
i ndi cat ed. By incorporating our existing board and
our work into this, we can continue to nove forward
with this and not have to wait one year, two years, or
three years in which to develop this project.

Il want to applaud you, M. Chairman, and other

| egi slators - Senator Taylor and Representative
Wi taker - who have ... introduced legislation in the
past ... to form a statewi de authority to devel op our

Al aska North Slope gas. It's our belief that by using
the port authority that is in place now and working
with the legislature to amend the proposed | egislation

to include the port authority, ... Al aska can nove
forward with the developnment of our natural gas
resources W thout delay. By wusing your politica
will, Yukon Pacific's permts and econom ¢ nodels, and
the Al aska Gasline Port Authority's concept, | believe

that we can achieve the goals of this l|egislation and
of M. Heyworth's initiative to develop North Slope
natural gas for the maxi num benefit of all Al askans in
the very near future.

Number 2056

MR. DENGEL conti nued:

A couple of things that |1've heard in the past about
why we should wait for the private sector ... to do
this project: | think when you |look at what's driving

the industry and the producers on the North Sl ope,
|'ve been in YPC s offices a nunber of tinmes, and they
have a large map of the world on one of their walls;
it shows where all the other LNG projects are
t hroughout the world, and who owns them And | think
that that's what the North Slope gas project is
conpeting against, ... all these other projects.
Some of those countries have put requirenents on those
producers that they nust develop those gas resources
within a certain tine. W don't have that on ours,
and that's what we're conpeting against. And they're
going to develop those projects before they devel op
our project.

And | think it's incunbent on us as Al askans, and

you as our |legislative |eaders, that we need to do
sonething with that North Slope gas now. W need to
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get that into production, and get it comercialized so
that Al askans can use it to reduce our electric costs,
our high costs of living, and also to inprove the
econom c picture for Alaska by providing petrochem ca
plants and whatever mnmght cone of that, as well as
providing revenue back to the state from the sale of
that ... North Sl ope natural gas.

MR. DENGEL concluded by offering to provide the commttee with a
presentation by the AGPA on its econom ¢ nodel and view of what
i's going on.

Number 1958

REPRESENTATI VE CHENAULT asked where the petrochem cal plant is
proposed to be situated.

MR. DENGEL replied that it hasn't been determ ned yet, although
there would be a fractionation plant in Val dez. He offered his
understanding that WIllians is looking at putting a plant in
Fai rbanks, and said there may be other plants |located in Val dez
as well. He also nentioned the possibility of facilities in
Sout hcentral Al aska if the spur |line goes there.

REPRESENTATI VE CHENAULT conveyed interest not only in using the
gas in-state, but also in having val ue-added products produced
in Alaska, which he said interests him nore than LNG even
t hough LNG will be a big portion of this project.

MR. DENGEL concurred but said LNG drives the project and hel ps
to pay for it; if the value-added end can be pushed as well
that will be gravy to the State of Alaska. 1In response to Chair
Qgan, he agreed to provide a copy of his witten testinony.
[HB 410 was hel d over.]

HB 423- NATURAL GAS TRANSPORTATI ON BY ALASKA RR

Nunmber 1815

CHAIR OGAN briefly brought before the commttee HOUSE BILL NO.
423, "An Act relating to the Alaska Railroad; authorizing the
Al aska Railroad Corporation to provide financing for the
acqui sition, construction, inprovenent, maintenance, equipping,
or operation of facilities for the transportation of natural gas
resources within and outside the state by others; authorizing
the Alaska Railroad Corporation to issue bonds to finance such
facilities; and providing for an effective date."
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CHAI R OGAN asked whet her anyone wi shed to testify at the current
hearing, rather than wait until the next neeting; there was no
response. [HB 423 was hel d over.]

ADJ OQURNVENT
Nunmber 1754
There being no further business before the commttee, the House
Special Conmittee on Ol and Gas neeting was adjourned at 11:56

a.m [For the overview presentation by Yukon Pacific
Corporation (YPC), see the 10:08 a.m mnutes for this date.]
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