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extension of oil and gas |eases containing natural gas that is
capabl e of production in paying quantities; and providing for an
effective date.”
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W TNESS REG STER

NEI L SLOTNI CK, Deputy Conm ssi oner

O fice of the Conm ssioner

Departnent of Revenue

P. O Box 110405

Juneau, Al aska 99811-0405

POSI TI ON STATEMENT: Presented HB 423 and answered questi ons.

SENATOR JOHN TORGERSON

Al aska State Legislature

Capi tol Buil di ng, Room 427

Juneau, Al aska 99801

POSI TI ON STATEMENT: Provided information pertinent to HB 423.

PATRI CK GAMBLE, President and CEO

Al aska Rail road Corporation (ARRC)

Department of Comrunity & Econom c Devel opnent

P. 0. Box 107500

Anchor age, Al aska 99510-7500

POSI TI ON STATEMENT: Testified on the inpacts HB 423 m ght have
on the Al aska Railroad.

DANI EL R FAUSKE, CEQ Executive Director

Al aska Housi ng Fi nance Corporation (AHFC

Depart ment of Revenue

P. O Box 101020

Anchor age, Al aska 99510-1020

POSI TI ON STATEMENT: Testified in support of the concept of HB
423 and answer ed questi ons.

JCE DUBLER, Finance Director
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Al aska Housi ng Fi nance Corporation (AHFC)

Depart ment of Revenue

P. O Box 101020

Anchor age, Al aska 99510-1020

POSI TI ON STATEMENT: Answered questions relating to HB 423.

JOHN WAGNER, Seni or Part ner

Kut ak Rock LLP

(Address not provided)

POSI TI ON STATEMENT: As tax counsel for AHFC, answered questions
relating to HB 423.

M CHAEL J. HURLEY, Senior Commercialization Speciali st
ANS Gas Conmmerci al i zati on

Phillips Al aska, Inc.

P. O. Box 100360

Anchor age, Al aska 99501

POSI TI ON STATEMENT: Testified in support of HB 423.

PAUL FUHS, Lobbyi st

for Yukon Pacific Corporation

1635 Sitka, Nunber 301

Anchor age, Al aska 99501

POSI TI ON  STATEMENT: Testified in support of HB 423, but
request ed an anmendnent.

DAVE MacDOWELL, External Affairs Manager

for Gas Activities in Al aska

BP Expl oration (Al aska) Inc.

17600 Rosenont Drive

Anchor age, Al aska 99516

POSI TI ON STATEMENT: Testified in support of HB 423.

PAM LaBOLLE, President

Al aska St ate Chanber of Comrerce

217 2nd Street, Suite 201

Juneau, Al aska 99801

POSI TI ON STATEMENT: Testified in support of HB 423.

ERI C WOHLFORTH, Attorney at Law

wWohl forth, Vassar, Johnson & Brecht, APC

900 West 5th Avenue, Suite 600

Anchor age, Al aska 99501

POSI TI ON  STATEMENT: As bond counsel, answered question
regarding Section 5 of HB 423, saying there is no reason the
definition couldn't be expanded.
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ACTI ON NARRATI VE

TAPE 02-18, SIDE A

Nunber 0001

VICE CHAIR FATE called the House Special Conmttee on Gl and
Gas neeting to order at 9:08 a.m Representatives Fate,
Chenaul t, Kohring, Guess, and Joule were present at the call to
order. Representative Dyson arrived as the neeting was in

progress. [Representative Ogan was excused. ]

HB 423- NATURAL GAS TRANSPORTATI ON BY ALASKA RR

Number 0066

VICE CHAIR FATE announced that the commttee would hear HOUSE
BILL NO 423, "An Act relating to the Alaska Railroad;
aut horizing the Alaska Railroad Corporation to provide financing
for the acquisition, construction, inprovenent, rmaintenance,
equi pping, 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."

VICE CHAIR FATE invited M. Slotnick to explain the bill [which
was sponsored by the House Rules Standing Conmttee by request
of the governor].

Nunber 0101

NEI L SLOTNI CK, Deputy Comm ssioner, Ofice of the Comm ssioner
Depart nent of Revenue, informed the commttee that t he
department has been working extensively with outside consultants
and the Alaska Railroad Corporation (ARRC), analyzing the
concept in HB 423, which is using the ARRC s exenption to the
"tax-exenpt financing laws”" in the Internal Revenue Code to
fi nance devel opnment of a natural gas pipeline in Al aska.

Number 0176

MR.  SLOTNI CK brought attention to a witten presentation in
commttee packets titled "Alaska Gas Pipeline Financing
Al ternatives: Use of Tax-Exenpt Financing through the Al aska
Railroad," dated February 7, 2002. Page 4, he pointed out,
depicts what are called official statenents relating to the
offering in 1977 of sonme bonds issued by the Gty of Valdez for
the marine termnal for the Trans-Al aska Pipeline System (TAPS).
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He cited those as an exanple of what is being discussed today:
conduit financing using a public corporation - in this case, the
ARRC, which is simlar to the Cty of Valdez, a municipal entity
- to sell tax-exenpt bonds to finance what is essentially a
private-enterprise transportation facility.

Nunmber 0380

MR. SLOTNI CK explained that in 1977, offerings were nmade by the
Cty of Valdez on the basis of the credit of the conpanies that

would be building the marine termnal. The City of Valdez
bonds, therefore, were backed by the credit of Exxon
Cor por at i on. Al though able to use its tax-exenpt status to

i ssue the bonds, the city didn't bear any of the risk that the
marine termnal would prove unprofitable or that bondhol ders
could go against the City of Val dez.

MR, SLOTNICK noted that simlarly, proposed here is that ARRC
use its tax-exenpt status to issue bonds to finance the building
of a natural gas pipeline from Prudhoe Bay to markets in the
Lower 48. As to why Valdez could do this in 1977 but the state
must go through the ARRC, he explained that for one thing, the
1977 financing was only for the marine termnal. Val dez t ook
advantage of the ports-and-harbors exception to the rules
against wusing tax-exenpt financing for private, for-profit
projects and was able to sell these bonds, and yet the conpanies
could retain ownership and back the project with their credit.

MR. SLOTNI CK poi nted out that "our"™ opportunities today to sel
tax-exenpt financing are |limted to public projects such as
schools, roads, or "other things that you'll typically see the
state or municipalities selling bonds for."

Nunmber 0480

MR. SLOTNICK referred to the limted exception used by Valdez in
1977 and reported that in the Tax Reform Act of 1986, Congress
narrowed that exception further; if Valdez tried [today] to
finance such a ports-and-harbors project, it would have to
retain ownership.

MR. SLOTNI CK specified that under discussion today is the node
of ARRC selling bonds, but having the ownership and risk stay
with the private conpanies, which are the producers or pipeline
conpani es that actually build and own the |ine.

Number 0546
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MR. SLOTNI CK expl ai ned why the railroad has a special exenption.
In the [Alaska] Railroad Transfer Act of [1982], when the
federal governnent transferred ownership of the Alaska Railroad
to the state, a last-mnute provision was added that exenpts the
railroad from the requirenments of what were then called
i ndustrial developnent bonds - now called private activity
bonds.

VR. SLOTNNCK read from the Alaska Railroad Transfer Act,

"bligation issued by such entity shall be deenmed to be
obligations of the state but not obligations within the neaning
of section 103(b)(2) of the Internal Revenue Code." He

indicated this gives the railroad an exenption to the rules that
otherwwse would require the entity selling the industrial
devel opnment bonds as a conduit to retain ownership of the
facilities.

MR. SLOTNICK reported that furthernore, there is no cap here on

the amount of bonds that could be sold. Student | oans can be
sold by the state, for exanple, but are capped. He added, "I
think the State of Al aska has a $185 nillion cap, ... and that's

al ways spoken for by AHFC [ Al aska Housi ng Fi nance Corporation],
by AIDEA [Al aska Industrial Developnent and Export Authority],
and by Alaska Student Loan [Corporation], as well as by
muni cipalities.”

Number 0739

MR. SLOTNICK pointed out that despite the Al aska Railroad's
uni que exenption in the United States Code, it doesn't have

aut hori zation under state law to issue bonds. It has to cone
back to [the legislature] before issuing any bonds at all, and
it doesn't have specific authorization to 1issue bonds for
devel opnent of a natural gas pipeline. He therefore wurged

passage of HB 423.

MR.  SLOTNI CK suggested that bond counsel Eric Whlforth of
Wohl forth, Vassar, Johnson & Brecht, who was on tel econference,
could offer expertise regarding both the Al aska Railroad
Transfer Act and the financing that took place on the Valdez
marine term nal, should there be technical questions.

Number 0851

MR, SLOTNICK turned attention to the financing nodeling and why
it mght be something the producers would be interested in. He
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said tax-exenpt financing is always cheaper than taxable
financing. People who buy the bonds don't have to pay taxes on
the interest fromthe bonds; therefore, the bonds can be sold at
a much cheaper interest rate. Cenerally, the market will price
t ax- exenpt bonds 20-25 percent cheaper than taxabl e bonds.

MR, SLOTNICK estinated that if this were financed today on a
"project-finance" basis, the spread in interest rates between a
taxabl e and a tax-exenpt project-finance bond woul d be roughly 2
percent. For exanple, if the market priced this project at
about 8.5 percent taxable, he said, "we would think it would be
about a 6.5 tax-exenpt."

Number 0955

MR. SLOTNICK noted that the producers would have many financing
options for this project. For instance, rather than having the
bonds based on the project itself, they could be based on the
bal ance sheet of the corporations, which would provide a cheaper
rate because of the nore solid guarantee. Tax-exenpt bonds sold
based on the corporate credit would be, again, roughly 20-25
per cent cheaper than taxabl e bonds.

MR. SLOTNI CK expl ai ned that because of the numerous options,
presenting a nodel and figuring out the anobunt of savings was
difficult; nonetheless, he was presenting a nodel that assunes a
$17 billion project that is 70 percent debt-financed and 30
percent equity-financed, which requires sonmeone to cone up wth
cash before the bonds are brought to market. The nmarket doesn't
want to see 100 percent debt financing, he explained, but wants
sonmeone taking risks other than the purchasers and investors in
the bonds used to finance a project. He cited the Alliance
Pipeline that transports natural gas from Al berta to Chicago as
an exanple of a project with that [70-30] structure.

MR. SLOTNICK noted that wusing the foregoing assunptions, the
nodel has $14.25 billion in bonds issued in a tax-exenpt
scenario. "That's nore than the 70 percent if you' re doing the
quick math in your head,” he pointed out, "but that's because
you also sell bonds to finance the interest paynents during the
period of construction.” He said he would provide the figures
for a taxable scenario for conparison

Number 1128

MR. SLOTNICK continued with the nodel. He referred to the
gross-interest difference referenced in the packet, but said it
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is a neaningless figure because interest is tax-deductible.
What should be conpared is the after-tax difference in cost to
t he conpanies of tax-exenpt versus taxable financing. To make
it meaningful, he said, one needs to "present-value it" back to
today's dollars. This is a 25-year project, he pointed out, and
future dollars aren't worth as nmuch as dollars in hand today;

therefore, in this nodel it is "present-valued" back to the
start of the project, with a resulting savings to the producers
"in 2007 dollars" of nore than $1 billion for tax-exenpt
fi nanci ng.

Nunber 1239

MR. SLOTNI CK hi ghlighted an inportant elenent of the nodel: the
expectation that the producers would enter into ship-or-pay
contracts. He expl ai ned:

That would be the basis of ... taking this credit to
mar ket . That's the way the Alliance Pipeline was
done, is that the producers entered into ship-or-pay
contracts, neaning that even if ... +the project
doesn't get built or is delayed, there is a
requi renent that the producers cone up with the noney
that woul d be backing the bonds. That's why there ...
woul d always be the credit of the producers behind
such a project.

Nunber 1280

MR. SLOTNICK reported that [the Departnment of Revenue] had
worked closely with an "investnent banker" firm to do this
nodel i ng. Not only had the departnent's econom st run nodels,
but econom sts and analysts at the firm of Goldnman Sachs had
assisted and run sone nodels as well. M. Slotnick said he

wasn't sure whether the analyst from Goldnman Sachs was on
tel econference that day to answer questions, but if there was a
guestion he hinmself couldn't answer, he could get back to the
committee later with the answer.

Nunmber 1336

MR. SLOTNI CK explained [Section 2] of HB 423. He reiterated
that the Alaska Railroad has a unique authorization in federal
law that allows it to issue bonds to finance this project, but
doesn't have that authority in Alaska |aw [ Section 2]
therefore requests an anendnment to AS 42.40.250, the enabling
Act for the Alaska Railroad, to add a paragraph [(13)] to the
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list that provides authority for the railroad to issue the
financing "for the acquisition, construction, i nprovenent,
mai nt enance, equi pping, and operation of facilities for the
transportation of natural gas resources within and outside the
state without regard to whether the facilities are [or] wll be
owned in while or in part by the corporation or |ocated on |and
owned by the corporation.”

Nunber 1426

MR.  SLOTNI CK explained Section 3. He said AS 42.40.630
describes that the railroad can issue bonds with |egislative
authorization and can pay for those bonds through its own
revenues or wth state or federal grants. He renmarked, "But
here, of course, we're going to require that the railroad pay
for these bonds through nmeans of a contract entered into with
t he gas-producing entities. So we wanted to put that directly
into the law, as well, for these bonds that would be sold under
the previous authorization that |'ve just described.”

MR. SLOTNICK noted that Section 4 just states clearly that these
bonds are for a public purpose, which is a requirement to issue
t ax- exenpt bonds. Section 5 gives the actual authorization for
ARRC to sell these bonds.

Nunber 1485

MR. SLOTNI CK brought attention to the fiscal note from ARRC
whi ch describes ARRC s estimated contractual costs for issuance.
He explained, "Those costs would be paid for by the bond
proceeds, but nevertheless they would be a cost that would
have to go through the railroad; so, therefore, we put in the
fiscal note with that estimate in it."

MR. SLOTNICK turned attention to the fiscal note from the
Department of Revenue, saying the department has put in a snal
fiscal note for this upcomng fiscal year. He expl ained:

The purpose of this noney is to RSA J[use a
rei nbursable services agreenent] to the railroad so
that the railroad can enter into contracts with a
financing team The railroad should have the sane
kind of access to the sanme kind of outside consultants
that we at the Departnent of Revenue have whenever we
go to the market to sell bonds.

Number 1580
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MR. SLOTNICK continued with the departnment's fiscal note. He
said all entities that sell bonds engage a financial advisor and
bond counsel for these conplicated transactions; there are |ots
of laws governing them and lots of financial considerations
about structure and timng, for exanple, that require an
expert's advice. Frequently, contracts with financial advisors
or bond counsel are done on a "deal contingency" basis: "when
the deal is done, that's when they collect their noney." That
is how the Departnent of Revenue pays its financial advisor and
bond counsel, he not ed.

MR.  SLOTNICK cautioned, however, that although ARRC could
probably procure outside consultants on this basis, he believes
ARRC should avail itself of advisors whose pay isn't necessarily
contingent on having a deal go forward. If, for sone reason,
the deal being discussed was not in the best interest of the
state and the Al aska Railroad, it would be best if the advisor
had no incentive to keep that information quiet.

Nunber 1644

MR. SLOTNI CK continued with the fiscal note:
My suggestion here is that it's a small anmunt of
noney, $50,000 for the next two years to RSA over to

the railroad for it to obtain advisors that can work
with the railroad on how best to structure this, how

best to go forward to nmarket. And if ... those
advisors end up putting in nore tinme than is covered
by this, well, [I'm not too worried about that.

They' Il be willing to do that.

If this goes forward at all, this is going to be a
very big deal, and advisors and consultants are going
to be willing to give the railroad all the help that
[it] needs.

MR. SLOTNICK reiterated that he'd feel nore confortable "if the
railroad's financing team was not out there wth its pay
contingent on the deal, that we had a contract in place to nake
clear that these advisors were working on behalf of the
railroad."” He continued:

| think the Department of Revenue is wlling to RSA

this noney to the railroad. The railroad is not under
the Executive Budget Act and didn't put in a fiscal
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note itself for these advisors; we agreed to do that
on their behalf, but we do think that is a step that
should be taken. ... I've nmet with the railroad. I
appeared before the railroad board |ast week. W' ve
explained this fiscal note to them

MR. SLOTNI CK concl uded by di scussi ng suggesti ons made:

W' ve also suggested to the railroad that perhaps we
shoul d assenble a commttee of the state entities that
have a | ot of experience in issuing tax-exenpt bonds.
Besi des the Departnent of Revenue, that would include
Al DEA, which has a history of doing conduit bonds Ilike
this, and it is an industrial devel opnment agency,

and then Al aska Housing [Finance Corporation]; ..
it's actually the biggest issuer of tax-exenpt bonds
in this state, so they have a |ot of experience and a
| ot of good staff.

So ny suggestion to the railroad was, as it's pushing
forward with this and working on this project and this
deal, that they consult with this comittee. And |
talked to Bob Poe [executive director of AlIDEA]. I
talked to Dan Fauske [chief executive officer (CEO
and executive director of AHFC]. W're all willing to
provi de whatever help the railroad needs. And so |
made that suggestion to the railroad board | ast week.

Nunber 1781

VI CE CHAI R FATE cal |l ed upon Senator Torgerson, noting that he is
the chair of both the Senate Resources Standing Commttee and
the Joint Comnmttee on Natural Gas Pipelines.

Nunber 1810

SENATOR JOHN TORGERSON, Al aska State Legislature, cane forward
to testify. He told nenbers:

| just mainly wanted to inform the committee that a
lot of what you just heard about hiring outside
counsel to look at this is sonmething that we've
al ready done. Legislative Council authorized a goodly
sum of noney to do this. I went out with an RFP
[request for proposals], as the chairman of the joint
commttee on pipelines, and we selected a Washi ngton

D.C., firm ... nanmed Hogan & Hartson, the largest |aw
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firmin Washington, a very reputable firm They are
going through and doing the first "due diligence"” on
whether or not the railroad actually has the

authority.

It comes down to sone fundanental questions, which
"Il share with the commttee, that |'ve asked them
Most general ly, C does t he railroad have
extraterritorial powers? Does the law that the

federal governnent authorized, the [Al aska Railroad]
Transfer Act, say that the railroad has powers to | oan
noney anywhere in the state or in a foreign country?

| realize a lot of this would be done through ... an
Anmerican firm and Al aska-based, maybe, and what they
do with their noney after that is maybe no busi ness of
ours, as long as it has sonething to do with the

pi pel i ne. So ... it wll, in fact, be building
sonething in a foreign country, but it nay be under
the obligation of ... another entity.

The question really is, ... in the transfer Act -

which was really clear on the property that was owned
by the Alaska Railroad, and which was decided wth
| egal descriptions and so forth, this was just ... one
little paragraph in that transfer Act - did it nean
that the railroad could do anything it wanted to
out side of that area?

Nunmber 1916

SENATOR TORGERSON hi ghlighted five questions he'd asked [Hogan &
Hartson] to respond to initially. First, can the Al aska
Railroad provide tax-exenpt financing for that portion of a
pi peline within Al aska? Second, can it provide such financing
for a portion of a pipeline outside of Al aska - in Canada, other
states, the Far East, or Mexico? He noted that any incentive
mght "tip a few nore projects over the edge as far as being
econom cal . "

SENATOR TORGERSON continued with the five questions. Third,
could it provide such financing for that portion of a project
that isn't a part of the pipeline, such as extraction plants in
Al aska, Canada, or the Lower 48; "liquefication" plants in
Al aska; or "regassification" plants in the Far East or Mexico?
Fourth, can it provide financing for nore than one project? He
menti oned the need for suggestions on how to do that.
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Number 1979

SENATOR TORCGERSON noted that the fifth question, one of the

| arger ones, is whether a letter ruling from the Internal
Revenue Service (IRS) is needed. He added, "Once we get those
done, then it'll be our job, and this commttee's job, to |ook
at the inpacts this will have on our corporate tax structure, if
any, the ad valorem taxes of our municipality - our 20 mlls
whi ch we share with |ocal governments.” He told nenbers:

| want this to work, but this is a big question. This
is a lot of nmoney. And we need to make sure ... that
we have all the information that we can. So | expect
an initial ruling back from this law firm in about

three weeks, which I'lIl be glad to share [with] the
comittee. And 1'I1l nmake our consultant available to
the commttee. And | have no idea what you're going
to do with the bill, but if anywhere we need to do it,
"Il be glad to make ... this person avail able, plus
we'll be having hearings through the Joint Commttee

on Natural Gas Pipelines.
Nunmber 2054

VI CE CHAI R FATE expressed hope that sone of those questions wll
be answered by the time HB 423 gets to [the Senate Resources
Standi ng Committee]. He thanked Senator Torgerson, noting that
those questions were ones the conmttee had been going to ask.

Nunmber 2088

PATRI CK GAMBLE, President and CEO, Alaska Railroad Corporation
(ARRC) , Depart nent of Community & Economic Devel opnent,
testified via teleconference, noting that with him was Bill
O Leary, chief financial officer for ARRC. He told nenbers:

At this early stage in the process, while everybody's
getting the legal issues sorted out, the railroad and
the executive staff for the railroad are
intentionally maintaining a pretty low profile wth
regard to taking steps to nove forward at the present
time, steps that would include hiring advisors or
structuring the organization in sone way other than
its current structure, in anticipation of this
proj ect.
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And we do that deliberately because while there have
been ... sone great suggestions that have been nmade
such as Neil Slotnick's suggestion to have a committee
with AIDEA and AHFC and [M. Slotnick] and his folks,
together with the railroad, these are all probably
good ways that we could evaluate to nove forward when
the tine cones.

The bottomline is that the railroad really can't take
any official steps wuntil its board of directors
authorizes us to sell the bonds. And that step, of
course, has not been taken, and it's going to be
awhi l e, probably, before it is taken, because the
board is in the process of getting better educated on
this whole issue itself.

At our | ast board neeting, as [M. Sl ot ni ck]
nmentioned, we had AHFC sort of gives us a "Bonds 101,"
a peak under the tent at what the corporation is in

for, should ... the decision be nade to nove forward
on this. And the board is in the business of
preparing to authorize us to take the first steps.
Their presentation was very helpful in ... helping us

to determ ne what kind of organizational inpact this
overall project would have on the railroad.

Number 2198
MR GAMBELL conti nued:

The railroad's position is, we've also got a railroad
to run and ... run it safely, and that's first and
forenpst our consideration. And this would be a |arge
addition to what we are currently very busy doing. So
there are sone significant inpacts that would accrue
to the railroad, and we're quietly doing our homework
with regard to those kinds of things. But, formally,
we are not out hiring anyone at the present tine.
We're sort of keeping our powder dry but getting a |ot
smarter, so that when the tine conmes, we can nove
forward in concert with those others that ... wll
support us and nove with us and gi ve us assi stance.

And as you well know - and |'ve said this a couple of

times before - the railroad has been instrunmental in
sone of the key devel opnent noves in the state in the
past, and this is sinply a continuation ... of that
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history, to be able to ... possibly do this again in
the future in a very big way. And so we stand ready,
willing, and able to step up to the plate ... and do
t hat when the tinme cones.

Nunber 2284

VICE CHAIR FATE referred to M. Ganble's nention of the
responsibility of the railroad and to previous nention by
Senator Torgerson of nultiple projects. He asked whether a
bondi ng capacity of $17 billion, if entirely utilized, would
interfere with the operation of the railroad, and whether [ARRC]
woul d be able to bond any other projects.

MR. GAMBLE said that is a legitimte question that needs to be
devel oped nore fully. He added:

| can tell you that there would be a considerable
anount of additional business in actually noving the
pipe, ... just plain railroad business. The capacity
of the railroad to nove those very heavy, long |engths
of pipe, and the additional structure that it would
take in terns of cars, so as not to conpete with the

current business that we ... have, including our
passenger service in the summertine - you know, we
don't want to kick them off the line - we would see
the possibility ... of sonme inprovenents - in terns of

our capacity to be able to handle all the additional
work at the same tine - as possibly being a precursor
to ... actually noving the pipe.

And in that sense, there nay be sone project-kinds of
i nprovenents, to say the parts of the rail line that
haven't been rebuilt as we've been rebuilding our
infrastructure, maybe inprovenents to sone of our

bri dges. As you know, those ... can be weak points
when you're hauling very heavy itens. And, of course,
the maintenance of our line is directly proportional

to the weight and frequency of heavy trains crossing
that line, which would be significantly increased.

So ... the original idea of the bonds, when this was
put into the transfer Act, was for railroad
devel opnent . And we certainly would have to take a
close look at what further developnent ... the
railroad mght need ... in order to nmake sure its
infrastructure can provide the robustness that's
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required for the safety and capacity that's going to
be called for in this very |arge project.

Nunber 2438

DANI EL R. FAUSKE, CEQ Executive Director, Al aska Housi ng Finance
Cor poration, Departnent of Revenue, cane forward acconpani ed by
Joe Dubler. He noted that on teleconference should be Eric
Whl forth; Steven Kantor [President, Arimax Financial Advisors],
financial advisor to the corporation; and John Wgner [ Seni or
Partner, Kutak Rock], special tax counsel. He said these were
the sane individuals present before the railroad board a week
ago, as M. Slotnick had referenced. He suggested that M.
Wagner, in particular, could address questions posed by Senator
Torgerson in regard to the ability to build pipelines in Alaska
as well as Canada.

MR. FAUSKE brought attention to a handout in conmttee packets
titled "Presentation to the House Special Conmttee on Gl and
Gas by Alaska Housing Finance Corporation,"” dated Mrch 25,
2002. He explained that as requested by the commttee, it was
the same packet [AHFC] had produced for the railroad except for
the title page.

MVR. FAUSKE referred to the page labeled "AHFC Team
Participants." Besides people present and on tel econference, he
noted, the team included others [Judith DeSpain, Deput y
Executive Director, AHFC, Mchael Buller, Chief Admnistrative
Oficer, AHFC, and Ken Vassar, Senior Partner, Whlforth,
Vassar, Johnson & Brecht].

MR. FAUSKE referred to the next page, "AHFC Team " He i ndicated
AHFC averages $500 million to $900 nmillion a year in various
types of bond transactions. He said the assenbled team had been
together for sone time, and "assists us in performng all this

activity." [ The Managenent and Finance team |ist included the
AHFC executive staff, the AHFC finance departnent, and Arinmax
Fi nanci al Advi sors. The Legal Team included Whlforth, Vassar,
Johnson & Brecht, "Leading Bond Counsel in Al aska"; Kutak Rock

"One of the nation's leading nunicipal bond tax firnms"; and

Hawki ns Del afield & Wod, "The nation's largest law firm devoted
excl usively to nunicipal bonds."]

Number 2545

MR. FAUSKE brought attention to the next page of the handout,
"$13.153 Billion in Bonds Issued by AHFC," noting that it
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provides a brief history and details the anount of bond work it
has done. He said [for tax-exenpt bonds] there were 101
negotiated transactions and 25 conpetitive transactions, for a
total of $9.017 billion; there also were about $4.136 billion in
taxabl e bonds [from 70 negotiated transaction]. In addition,
AHFC is involved in short-term debt issuance of "Euro conmerci al
paper," although he said, "W no |onger have the Euro commerci al
paper program we brought all that onshore [in] ... "'99." In
addition, he noted, are [repurchase] agreenents in varying
anmount s.

MR. FAUSKE turned attention to the next page, "Non-Housing Bonds
| ssued by AHFC. " He noted that so-called tobacco settlenent
bonds were $116 nillion in 2000 and $126 nillion in 2001,
university [dormtory] bonds were $33 nmillion [in 1997]; state
capital project bonds under SB 360 totaled about $300 mllion
[$196 million in 1999 and $74 million in 2001]; and the Robert
B. Atwood Buil ding bought in downtown Anchorage [required bonds
of $40 mllion in 1999].

Number 2606

MR. FAUSKE discussed the next page, |abeled "AHFC has issued
nore bonds than any other issuer in Al aska"; he pointed out that
its graph relates to M. Slotnick's testinony and various
i ssuers of bonds in Al aska. It shows that AHFC is certainly a
key player [at 31.6 percent of tax-exenpt debt in Al aska from
1992 to 2002], as are other entities. He noted the activity
across Alaska by not only state institutions, but also by
muni ci pal gover nnment s, bor oughs, the Alaska Student Loan
Cor poration, and others.

Nunmber 2626

MR. FAUSKE referred to the cap nentioned by M. Slotnick that is
i nposed on tax-exenpt bond financing; he inforned nenbers that
the cap now has been raised to $220 million. Al those entities
doing private-activity bonds conpete against it. As for the
i ssue addressed in HB 423, he said:

The beauty of this transaction is that it is not under
that cap. So that would be a significant advantage,
because for a deal of this size - | believe the bill
states $17 billion - that would tie up that private-
activity bond cap for "pretty nuch ever." There would
be no ability to do that project in an effective
manner and also allow [AHFC], AIDEA, [Al aska] Student
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Loan [ Cor poration], Nort h Sl ope Bor ough, Kenali
Borough, [or] any of the other entities that need to
apply for pieces of that cap for their tax-exenpt
aut hori zati on.

So the ability for this bond transaction to be outside
that is absolutely key to its success and its ability
to function w thout undue harm being created to the
other issuing entities across the state of Al aska.

Nunber 2675

MR. FAUSKE brought attention to the next page of the handout,
"The Bond Issuance Process." Sel ection of the appropriate
[professionals] is key to that process, he said, whether
financial, tax, legal, or financing-specific experts. He again
noted that M. Kantor, AHFC s financial advisor, was on

tel econference to answer questions.

MR. FAUSKE recalled that WEFA [Warton Econom c Forecasting
Associ ates, now conbined into DRI -WEFA] had been brought on to
analyze the legitinmacy of the figures produced by the tobacco
industry in relation to what the settlenent paynents to all the
states woul d be. He indicated WEFA was an outside quantitative
anal yst that gave support to the states and eventually to AHFC
in creation of the Northern Tobacco Securitization Corporation
to issue the bonds, so that there would be verifiable data to

take to the investors - in the process of putting a bond package
together, to provide an indication of the paynment schedul es and
of the wvalidity and security for those paynents - prior to

purchase of the bonds.

MR. FAUSKE suggested this present case would be no different:
experts would analyze the validity of the project and the
financing structure, to offer additional security and confort
| evels for those getting involved in the transaction.
Certainly, he said, there would be special tax counsel; he again
noted that on tel econference was a person whose services [AHFC]
has used nmany tinmes, M. Wagner of Kutak Rock, a well-known firm
that does tax counsel work for Exxon[Mbil Corporation]. There
also would be bond counsel, he said, which the firm of
Wohl forth, Vassar, Johnson & Brecht provides for the corporation
and other entities around the state. Furthernore, there would
be disclosure counsel, engineering specialists, i nvest ment
advi sors, and other specialty consultants, to nane a few.

Number 2850
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MR. FAUSKE advised nenbers that in developing an optinmal
financing structure, coordination with the users of the project

is essential. As pointed out earlier, this is conduit
financing; the absolute credit and ability to pay is "structured
within the firms of the industry,” and in this case,

Exxon[ Mobi ], BP, and Phillips are the three primary pl ayers.

MR. FAUSKE recounted that while he was with the North Slope
Borough, "we would issue bonds on behalf of the North Slope
Borough.™ Al though those were general obligation (GO bonds, he
al so was involved in conduit financing to develop a solid-waste
treatment facility. Wen he nmet wth rating agencies and
investnment [firns], one of the first things he'd ask was what
the underlying credit of BP and ARCO were; in those days, the
North Sl ope Borough's tax structure was such that 94-95 percent
of its tax revenue cane fromtw or three major [oil] firnmns.

MR. FAUSKE said the first question to ask, therefore, is what
the underlying credit is; in the instance of ARRC s issuing of
the bonds on behalf of the producers, as contenplated in HB 423,
the credit of the producers is what is [inportant]. He remarked
that the three major oil conpanies are "large players” on an
i nternational scale.

Nunmber 2898

JOE DUBLER, Fi nance Director, Al aska Housi ng Fi nance
Cor por ati on, Depart nent of Revenue, addressed an earlier

guestion about ARRC s issuing bonds for its own purposes. He
expl ai ned that because the $17 billion - or whatever the numnber
ends up being - in bonds won't use the railroad's credit but
will ook to the oil conpanies for their credit ratings, the oi

conpanies' ability to access the bond market shouldn't be
affected at all

Nunber 2920

MR. FAUSKE nentioned the type of structure and the nunerous
options, noting that M. Slotnick's nodel, to his belief, has a
four-year construction schedule. He enphasized the need to have
the oil conpanies involved because there would be interim short-
term financing, in many cases, for construction costs. That
could be acconplished in a nunber of ways. For instance, an
"equity infusion®™ could be put in place by the industry; he
noted that M. Slotnick's nodel uses 30 percent equity.
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MR. FAUSKE said the individual financial structures of the
issuing entities would need to be |ooked at regarding how they
want to see the short-term financing. They m ght opt to have
ARRC i ssue bond anticipation notes (BANs), which are short-term
|l owinterest-bearing credit used for interim financing, "which
are then taken out |longer term by bonds.” O sone entity fairly
heavy in cash m ght decide to use cash financing for its piece.

TAPE 02-18, SIDE B
Nunmber 2985

MR. FAUSKE explained that even though it's a big project, it
will use the sane financial strategy used in smaller deals. It
relates to how firnms and issuers nmaximze their abilities to
enter the bond market in the nost efficient manner so that the
best cost savings are generated. Carefully mat chi ng
construction financing with long-term financing ends up being
critical to the overall success of the project. If one reason
to go to the tax-exenpt market is because of savings, it is
critical to have a well-planned financing tinetable so that
noney i s avail abl e when needed to supply that efficiency.

Nunber 2937

VICE CHAIR FATE asked what the timefrane is to put the package
t oget her.

MR. FAUSKE answered that there are sone |egal paraneters
regardi ng authorization as to when to actually issue the bonds.
Consulting with M. Dubler, he said it is 60 or 90 days, to his
belief, regarding disclosure itens and presentation of the
official statenents. "To put together docunments, we generally
allow 45 to 60 days,"” he added. He said the ability to get into
the market is actually a fairly quick process if all nenbers of
the teamare in place and know their roles; it could be a matter
of weeks or nonths, "naybe a couple of nonths at the outset,” to
do the first phase. He renarked:

| would never advocate - and | don't think anyone here
would - that you'd be out on the street selling $17
billion worth of bonds at one sale. I[t'd be just too
bi g. One thing, it would just inundate ... the US
mar ket of tax-exenpt [financing]; ... it'd be hard to

di sburse that nunber of bonds in an effective
manner . And, also, it probably wouldn't match the
construction cycle. You woul dn't need all that noney
upfront. So you'd want to stage yourself going out so
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that you'd maximze the weconomes of scale when
selling those [bonds].

Nunber 2857

VICE CHAIR FATE added that one nust stay ahead of "the power
curve in the permtting and the licensing procedures that are
going to take place, which take a nuch |onger period of tine."

MR. FAUSKE agr eed. He then addressed | ocal support. Regar di ng
selling bonds to build a trans-Al aska natural gas pipeline, he
said it isn't sonething he would anticipate a great deal of
"di sharnmony” about, although there could be sone. He offered
his perception, from what is in the papers and "on the street”
that it would be viewed quite positively by the public.

However, information to the public my be limted because the
petrol eum conpanies wn't be required legally to reveal
construction and drilling schedul es, for exanple.

Nunber 2770

MR. FAUSKE turned attention to rating agencies. Long before
issuing the first bonds, he said, "you" are going to be neeting
with the three mmjor rating analysts - Mody's, Standard &

Poor's, and Fitch - to outline the proposals; discuss the bonds;
and discuss the structure, even prior to the selection of
underwriting firnmns. Prior to issuance, then, there wll be a
rating, by the rating agencies, on those bonds. That is
critical because it establishes the level of risk, which
[determ nes] the anpbunt of interest paid on those coupons or
bonds bei ng issued.

Number 2725

JOHN WAGNER, Senior Partner, Kutak Rock LLP, testified via
tel econference, noting that his law firmis special tax counsel
to AHFC. In response to Vice Chair Fate's question about the
timetable for getting into the market, he said the tax |aws have
restrictions regarding how quickly one nust start using bond
proceeds. He expl ai ned:

One of the rules is that you have to expect to use ...
85 percent of the proceeds wthin three years.
Qoviously, this is a very long-term project, so these
bonds will have to be issued in trenches, based upon
the engi neers' expectations of the use of noney. Qur
firm happened to be wunderwiters' counsel on the
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Val dez financings nmany years ago, ... [which] occurred
over a period of tinme for that very reason.

Nunber 2684

REPRESENTATI VE KOHRI NG thanked M. Fauske and M. Dubler for
their work and for the staff's outstanding job over the years.
He commended them for doing such an exenplary job at AHFC He
suggested the need to support elenents of governnent that do a
good job; he said AHFC certainly is one of those, being one that
actually makes noney for the State of Alaska, although the
| egi slature has seen fit to take some of that noney as a
"reward®" for doing a good job. He recomrended that AHFC
continue, along with ARRC, to advise the |legislature regarding
t hi s bond-i ssuance process.

Number 2620

MR. FAUSKE addressed marketing of the bonds, which he said is
critical. Selling a bond is selling a product, he explained. A
deal of this size wll involve a great many "l arge,
institutional investors" such as insurance conpanies or pension
trust funds. In addition, AHFC s schedules include a process it
has initiated - going out to retail investors. "In other words,

we have a special tineframe that we offer up, on our bond
transactions, where Al askans get a priority scheduling at a tine
where they buy bonds,” he said, noting that on "the tobacco
deal ," 50 percent of the $126 nmillion was done under retail
transactions. He added:

We've found it to be a good piece of business. [1t]
gi ves Al askans an opportunity to ... be in that
mar ket pl ace. And sonmething with a credit rating that
| would assune this is going to have is generally a
pretty good investnent. And it's back to that public
support issue, as well as to give Al askans an
opportunity to make sure that they're purchasers.

Number 2547

MR. FAUSKE expl ained that the process doesn't end the day the
| ast bond is sold. He said:

You've got disclosure and continuing disclosure on
those bonds for years to conme, absolutely out through
the life of the bonds. And w thout knowing the
structure of this - whether they're 10-year or 15- or
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20-year bonds - you're certainly going to be in the
mar ket pl ace, because you're going to be doing
refinancings or refundings of bonds, potentially,
dependi ng on what interest rate markets do.

But also, ... any disclosure issues or any ..
questions involving the bonds would cone back to the
issuing entity and its ... experts that it has on

staff for disclosure itens, to answer those questions
to the purchasers of the bonds.

Nunber 2512

MR. FAUSKE asked M. Wagner to respond to Senator Torgerson's
testinmony about "the ability of financing outside the borders of
Al aska. "

MR. WAGNER r esponded:

Senator, | know it's one of the questions you asked of
Hogan & Hartson, so | don't nean to, in any way,
interfere in what they're going to look at for you
But there is anple evidence, in at |east the Lower 48,
of states or their local municipalities issuing bonds
and using the proceeds to finance facilities that are
| ocated outside the state and, in sone cases, even
outside the territory of the United States, that is,
in foreign countries, particularly in Canada, where
this is done a lot by publicly owed utilities, not

i nvest or - owned, but C actual |y political
subdi vi sions thensel ves, and they finance portions of
hydroel ectric lines and ... such from Canada.

So, for what it's worth, there is ... anple precedent
in the ... other states for the wuse of bonds to

finance facilities that are l|located outside the
territory of the state where the issuer is |ocated.

Number 2441

VICE CHAIR FATE asked whether there is a general |ega
pr ecedent .

MR. WAGNER answer ed:

| can think of two things offhand. One is, there's an
actual case from | believe, ... the supreme court of
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the State of Mchigan, where a county in Mchigan
i ssued tax-backed bonds and built a retirenent
facility in Florida. And they gave a preference to
M chi gan resi dents. But the suprene court in M chigan
said that it was OK for a county in Mchigan to build
and own and operate a retirenment hone in Florida.

The others really involve utilities. Like | said,
they're not privately owned wutilities, but public
utilities, which there are a lot of ... in the M dwest
and the Seattle-Northwest area. And they routinely

have issued bonds ... and used the bond proceeds
to fi nance their partici pation i nt erest in,
particularly, transmssion of electricity. And it's

also in the case of natural gas pipelines. But those
are not done pursuant to treaties; those are just done
pursuant to their general authority.

Number 2364

VICE CHAIR FATE asked whether the natural gas pipelines are
private pipelines.

MR. VWAGNER replied that the pipelines are, in nost cases, owned
by a partnership. O if they're owed by a private conpany,
then the utility is actually financed in a "participation or a
partial ownership in that pipeline."

VI CE CHAI R FATE indicated he wanted to establish that it doesn't
involve a public utility like the power |ines do. "“In other
words, there's two separate things that you're dealing wth
there,"” he added.

MR. WAGNER said that's right.
Nunmber 2317

MR. DUBLER referred back to Vice Chair Fate's question regarding
schedul i ng. He clarified that there is no legal requirenent to
go to market wthin a certain nunber of days. He said what M.
Fauske had referred to, however, was that there appear to be
significant |egal questions about what authorization the Al aska
Railroad really has under the section M. Slotnick referred to
earlier, and whether that sweeping |anguage would authorize a
pi peline or a project of this magnitude.
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MR. DUBLER said "there's a pretty good feeling from

everybody" that a $100 million [issuance] would not be a
probl em however, a $17 billion tax-exenpt issuance wll draw
attention at the federal |Ievel. He said the legal issue M.

Fauske was referring to, to his belief, was that ARRC should
ensure, before going any further towards financing this project,
that all its legal opinions fromtax counsel are "in line." He
offered the good news that it won't take as long as it will take
the engineers to cone up with a way to build the pipe. He added
that the financing will not hold this project up.

Nunber 2249

MR. FAUSKE offered his position on HB 423:
| speak out in support of the bill and the concept of
the bill in getting all the pieces put in place. The

main question that seens to be being asked is, "Wll,
what's the IRS going to do?" Well, nobody knows what

the IRS is going to do. |"ve looked at this; 1've
| istened to others that [have] nobre expertise in areas
of | aw.

MR. FAUSKE said it seens the transfer Act is fairly sinple but

gives a lot of authority. He suggested the IRS will analyze it
"from a variety of positions.” He remarked that Congress
appears to be comng out in support, as is the President. He

mentioned "issues of national energy policy, coupled with issues
of national security” and said:

So I think it's not a matter of sinply the IRS, in ny

opinion, just saying, "Wll, no, we can't do this
because of ... the effect that it has on the tax-
exenpt bond market." M/ response to that was, "Well

how nuch noney does it cost to send the Seventh Fleet
soneplace to go deal ....?7" So when we're talking
about the ability of Americans to issue tax-exenpt
bonds to fund projects, | think it has to be coupled

with this area of national interest.

| think it's also inperative that we, as a state, put
ourselves in a position to do sonething. Every year

AHFC conmes before you and we get authorization to
i ssue bonds going out into the future. Whet her we
i ssue them or not, we cone to you and explain to you
what the issues are, what the market's | ooking |ike,
what the needs of Alaskans are, and we ask you to
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pl ease give us authorization up to the hundreds of
mllions of dollars, so that when it's tine to go to
mar ket, we have the ability to do that.

| view this no differently. It's a ... large nunber,

but there's a great step that the |egislature can take

in putting Alaska in a position to do sonething -

because once this thing starts to go, | think it's

going to be inperative, too, that the U S Congress

understand that the state is supporting this and in
posi tion.

MR. FAUSKE reiterated that things can happen quickly. There is
a need to be in a position to act, especially if trying to
capture market conditions on a particular day. Acknow edgi ng
possi bl e amendnents, he concluded, "I think the basic principle
is absolutely sound. And from a financing perspective, this is
absol utely doable, and it'd be a wonderful thing to get involved
in ... and watch the state go forward with this."

Number 2095

REPRESENTATI VE GQUESS agreed, but noted that page 3, |lines 22-28,
specifies a route in the bonding [section], which seens
counterintuitive to the legislation's whole purpose. She asked,
"If we're going to let the market drive how we should build the
pi peline - and, you said, things can change and nove, and we
shoul d be able to capture market conditions - why, in financing,
woul d we specify a route?"

MR. FAUSKE answered that he'd assune sonething in the |anguage
must say where the pipeline will be. He deferred, however, to
M. Slotnick or soneone else from the admnistration to deal
with the specifics.

VICE CHAIR FATE expressed appreciation to M. Fauske for what

the AHFC has done. He announced that he planned to nove the
bill that day. He agreed it is not only another tool, but also
an indication that the State of Al aska wants to nove forward
with a gas pipeline project. He remarked that Representative

GQuess's point is a good one that m ght generate an anmendnent.
Nunber 1977
REPRESENTATI VE KOHRING clarified that although he appreciates

the great work AHFC is doing, he isn't necessarily supporting
the | egislation.
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Number 1941

M CHAEL J. HURLEY, Senior Commercialization Specialist, ANS Gas
Commercialization, Phillips Al aska, Inc., ~cane forward in
support of HB 423. He offered the conpany's initial view that
the ability to wuse conduit financing has the potential to

benefit a natural gas pipeline. He cautioned, however, that
additional clarity in several areas wll be needed. "W are
continuing with our own due diligence, in efforts to evaluate
the inpacts of the proposal nore fully," he told nenbers. "In

the neantinme, we support the passage of the legislation, which
woul d provide the authorization necessary, should this becone a
viable alternative."

Nunmber 1873

MR, HURLEY, in response to Representative Chenault's request
that he elaborate on concerns, said a |lot of the concerns had
been brought up in earlier testinony,; there are still
out standi ng questions about extraterritoriality and many other

i ssues. He pointed out that nany issues about the financing
itself wll need to be answered closer to when the actual
financing occurs; nmany will be reactions to the bond market, he
indicated, and will relate to how confortable the people are who

wi |l be buying the bonds. He added:

As you know, we've been working over the |ast year,
year and a half, now, but our focus has been very nuch
on trying to create an economcally viable project.
W' ve | ooked - very cursory level - at financing. As
M. Slotnick pointed out earlier, there are lots of
different options available to conpanies of our size
and breadth. How we're going to structure the
financing on this is ... still very much up in the
air, froma conpany standpoint.

We believe this [bill] is helpful. W believe that it
has the potential to be of benefit. But right now,
we're concentrating on trying to get a project that is
actually economically viable, because we may have
bonding authority, but if we don't have a viable
project, it won't do us much good.

Nunber 1745
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PAUL FUHS, Lobbyist for Yukon Pacific Corporation (YPC), cane
forward to express support for HB 423 and request an anendnent.

He called attention to [page 3] lines 23-28, referenced earlier
by Representative Guess, which says in part that [the proceeds
of the bonds] shall only be wused for a pipeline that

"approximately follows the right of way of the Trans Al aska
Pi peline System from Punp Station 1 on the North Slope to Delta
Junction, and the Alaska H ghway from Delta Junction to the
Al aska/ Yukon Territory border."” He explained, "Once again,
W thout any apparent justification, we're seeing |egislation
which limts Alaska's options for the way that it mght devel op
its natural gas."

MR. FUHS provided a partially handwitten amendnent containing
three options, which read [original punctuation provided]:

1. Page 3 Line 23 to 28 Delete entire sentence
starting with "the proceeds of the bonds etc.

2. OR: Line 25 that include "but are not limted
to" a pipeline

3. OR Line 28 add "or a route to tidewater in
Sout hcentral Alaska or for a spurline to Southcentra
Al aska or other parts of Al aska".

Number 1633
MR. FUHS pointed out that w thout an anmendnent, there will be no

opportunity to consider the devel opnents which Senator Torgerson
spoke of; to use this financing for a stand-alone "to tidewater"

project in Alaska; to use it for a "Y' Iline, as has been
di scussed; or to use it for a spur line to Southcentral Al aska
if, indeed, a trans-Canada pipeline is ever built. Regar dl ess

of any option's nerits, he said, nobody has yet presented
anything that says it is a "slamdunk” to go one way or another.

MR. FUHS rem nded nenbers that two weeks ago, YPC presented
information on a smaller project that YPC believes is economc

"Since that tinme," he reported, "we have not received any
information from anyone saying that these nunbers are wong. W
haven't seen anything on the trans-Canada pipeline, although I
guess we're supposed to get that by March 31, was ... the | atest
i nformation."

MR. FUHS returned attention specifically to HB 423 and sai d:
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If you do anmend it, then it would bring it in line
nore with the resolution which was passed two weeks
ago out of this conmttee, where you said, "W also
want to include the potential of LNG [liquefied
natural gas] to the US. as one of the potential

mar ket s. "

It would also bring it in line with [US.] Senator
Mur kowski's amendnent that he got to the federa
| egi slation, also saying that an Al aska project - an
LNG project - would not be precluded by that

| egi sl ati on.
Nunber 1594

MR. FUHS di scussed the three options in his proposed anmendnent
[text provided previously]. He explained that the problem with
the first approach, deleting the last sentence, is that the
financing could be used for an "over-the-top" pipeline. The
second option mght do the sane. The third option is nore
specific, perhaps addressing the concern voiced by M. Fauske
that it should state what the financing is being used for.

Number 1550

REPRESENTATI VE JOULE pointed out that the third option says
"or", whereas everything he has heard before has been "and/or".
He added that the desire is to not "put ourselves in a
straightjacket."

MR. FUHS said that would be fine, and that ["and/or"] is the
i ntention.

Nunber 1515

REPRESENTATI VE GUESS inquired about the wording "or a route to
tidewater or a route to Southcentral Al aska". She voi ced
concern about specifying it because certain people want certain
routes. She asked, for a route to tidewater in Southcentra

Al aska, whether [this third option] would prohibit it.

MR. FUHS answered that "tidewater" would nean Kenai or Val dez,
so it is generic.

[ Several nenbers concurred that "tidewater" is generic.]

Nunmber 1456
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DAVE MacDOWELL, External Affairs Mnager for Gas Activities in
Al aska, BP, testified via tel econference. He told nenbers:

We're supportive of this bill because there is a
possibility that it could reduce financing costs for a
gas pipeline, but even nore generally because it's
indicative of the creative thinking that nust be done
to help nove a project forward.

An  Alaska gas pipeline project is an imense
challenge, as you all know - very expensive, very
conplex, very risky, and as of yet not commercially
vi abl e. W' re encouraged, therefore, by all efforts

to seek ways of addressing these chall enges.

The proposal to use the Al aska Railroad Corporation as
a vehicle to finance the pipeline wth tax-exenpt

bonds is <certainly a creative approach that, if
possible, could help nove towards |owering project
costs. Now, given the «creative nature of this
approach, nore work and assurance wll Ilikely be
needed before bond investors would have sufficient
confidence to invest in such bonds. However, if this

confidence were achieved, |ower financing costs could
translate into lower pipeline tariffs. Lower tariffs,
in turn, lead to higher netback prices and thus
i nproved econom cs and nore revenue for the state.

A cost-conpetitive transportation system along wth
an efficient federal regulatory framework and a clear,

predi ct abl e fiscal regi ne, are al | necessary
requirenents for the creation of a conmercially viable
proj ect.

BP Alaska is intrigued by the concepts outlined in
this bill and is currently evaluating the potential
benefits it nmay bring to a project. Meanwhi | e, we
would ask this conmittee to support passage of this
| egi sl ati on.

Nunmber 1306
PAM LaBOLLE, President, Al aska State Chanber of Commerce, cane
forward to testify in support of HB 423, which she characterized

as another tool regarding possible opportunities for a gas
pi peline. She added, "W're very encouraged that there is a |ot
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of

thinking along this line, and we are in support of

| egi sl ation.”

Nunber 1241

t he

MR, SLOTNICK cane forward again to respond to Representative
GQuess's question regarding why a route is specified in Section

5.

He sai d:

To answer that question, 1'd like to just draw your
attention to the fact that Section 5 is part of the
uncodi fied | aw. It's the actual authorization for the

railroad to sell bonds. The codified |aw, the change
that we gave in statute to the authority of the
railroad, doesn't in any way constrain the discretion
as to where the route would be - you know, what types
of projects the railroad could sell bonds for.

But when you're taking the actual authorization to go
to market, we considered this |anguage and thought
that it was perhaps nore appropriate to constrain the
railroad's discretion here to the project that ... at
this tinme i1s wunder discussion with the producers.
It's the project that we have nodeled in-house; that's
where we were able to cone up with the nunbers. W' ve
run the nunbers. W know what the financing | ooks
like. W know what project we're specifying here.
So, when we thought we'd conme to the Alaska
| egi slature for a part of the uncodified |aw
specifying that you can go out and sell bonds, we
thought it'd be better to say what project you can
sell bonds for.

And we could ... ask M. Whlforth - | believe this
| anguage cane from ... his firm - whether he believes
an open-ended authorization to sell bonds would have
any repercussions with the market. | don't think it
would, but 1'd like to get his opinion on that, if
that's what this conmttee's pleasure is.

But generally, when you're giving an authorization
like that, you're going to do it for a project that
you've been in discussions [about], that's been
nodel ed, that's identified. And | would say that this
aut hori zation could be supplenented when soneone el se
brings a project that neets those kind of criteria to
you; it could be withdrawmn if this project isn't the
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project that goes forward. But the reason we wote it
this way is because this was the project we were
consi deri ng.

VI CE CHAI R FATE requested that M. Whlforth respond.
Nunmber 1068

ERIC WOHLFORTH, Attorney at Law, Whlforth, Vassar, Johnson &
Brecht, APC, testified via teleconference, saying, "There is no
| egal reason why the definition could not be expanded, if it was
the coonmttee's desire to do so."

Number 1053

VICE CHAIR FATE said this describes a "bullet"” pipeline, which
isn't the intent. He agreed with concerns expressed that if the
| anguage were adhered to, it may be not even allow a latera

[spur] or a valve or anything else. He said he was glad to hear
M. Whlforth's testinony that legally he could see no problem
with a conceptual anendnment to allow for other things to be
built, whether a lateral line, a pipeline elsewhere, or a valve
sonmewhere on the Yukon River, for exanple.

Nunmber 0976

REPRESENTATI VE KOHRI NG requested el aboration regarding why the
ARRC, if it is putting forth this bond issue, isn't incurring
the risk, which is being incurred instead by the mgjor
conpani es.

MR SLOTNI CK answer ed:

The reason is that, by contract, the railroad wll not
assune any risk. And the bondholders are all nade
aware of that before the bonds are sold. It is stated

in several places in what's called an official
statenent, which is the offering that goes out to the
investors, to the bond holders, and becones part of
the contract with ... the investors. It will be
stated in capital letters that there is no recourse to
the railroad, to the State of Alaska, or to either or
both of them as far as if there should be any default
on the bond. The only place they can turn to would be
the credit of the project or the <credit of the
corporations, depending on howthis is structured.
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Number 0864

REPRESENTATI VE KOHRING referred to the use of the proceeds of
the bond sales and said he knows the intent is to nake them
available to the private sector, to use that noney to finance
the construction of a line. He asked whether those nonies al so
could be used by the State of Alaska to build that |ine.

MR. SLOTNI CK answered yes.

REPRESENTATI VE KOHRI NG renmar ked that one of his concerns is that
if the bill passes wthout stricter paranmeters that would
preclude the state from using those nonies, "that mght be the
nmeans with which the state could actually engage in a big
capital project sponsored and funded and constructed by the

government, which is sonmething | philosophically disagree wth,
because it would be along the lines of the Seward grain
termnal, the Delta barley project, things of that nature that
have proven to be boondoggles." He said he mght offer an

amendnent at some point that would add | anguage to prohibit the
state from using those proceeds.

Nunber 0757

VICE CHAIR FATE asked whether there were further questions of
the testifiers, and then thanked M. Slotnick and M. Whlforth.
He asked whether there was further testinony; there was no
response. He closed public testinony and returned attention to
possi bl e anendnent s.

Nunber 0711

REPRESENTATI VE JOULE reiterated the desire, other than what was
witten in M. Fuhs's proposed anendnents, to say "and/or" and
t hen address the issue of the route to tidewater or Southcentral
Al aska or other parts of Al aska.

Nunber 0677

VICE CHAIR FATE suggested a conceptual anendnent, on page 3,
line 25, after "pipeline", to have it say "that is not limted
to but approximately follows”. The addition would be the phrase

"that is not limted to [but]".
REPRESENTATI VE GUESS noted that it would be the second option in

t he proposed anendnents provided by M. Fuhs. She acknow edged
the desire to have flexibility, but said she believes this
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| egislature has made it clear that the flexibility wouldn't
i nclude "going north" [for an "over-the-top" pipeline route].

VICE CHAIR FATE remarked that there has been not only state
| egi sl ati on passed which prohibits that route, but also federa
| egi sl ation; therefore, |anguage already prohibits that northern
route. That was his thinking in providing the conceptual
| anguage that didn't deal with the northern route, he expl ai ned.

Nunber 0523

REPRESENTATI VE JOULE remarked, "So long as that's covered.”" He
poi nted out, however, that the federal legislation is pending.
He asked whether, for that reason, the anendnment shouldn't be
nore specific.

Nunber 0464

VICE CHAIR FATE called an at-ease at 10:37 a.m [ End of Tape
02-18, Side B.]

TAPE 02-19, SIDE A
Number 0001

VI CE CHAI R FATE cal l ed the neeting back to order at 10:40 a.m
Number 0026

VI CE CHAIR FATE offered conceptual Anendnent 1, on page 3, line
25, after the word "pipeline", to add "that is not limted to
[ but]". [ Thus it would read, in part, "include a pipeline that
is not limted to but approximately follows the right of way".]
Vice Chair Fate asked whether there was any objection.

Nunmber 0099

REPRESENTATI VE  CHENAULT objected for di scussi on  purposes,
expressing concern that it still specifies a route.

VI CE CHAI R FATE expl ained that the conceptual anmendnent says it
isn't limted to a specified route.

REPRESENTATI VE CHENAULT wi t hdrew hi s obj ecti on.

Nunmber 0165
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VI CE CHAI R FATE announced that there being no further objection,
conceptual Anendnent 1 was adopt ed.

Nunber 0184

REPRESENTATI VE KOHRI NG began di scussion of what he would offer
as conceptual Anmendnent 2. He restated his concern about having
the bond proceeds be used for the State of Alaska to build a
pipeline on its own, rather than having private entities use
those dollars to do so. He conveyed his belief that the process
should be strictly market-based, and that the state shouldn't
build a line just because of needing revenues fromit; rather,
the pipeline should be privately constructed, but only if the
mar ket demands and warrants it. He said he doesn't believe the
state should be involved in the business of constructing major
capital projects of this nature.

Nunber 0261

REPRESENTATI VE KOHRI NG t herefore offered conceptual Amendnent 2,
to strike "Alaska Railroad Corporation” and substitute "State of
Al aska” on page 3, line 25. He said it appears it is just
excluding the Alaska Railroad Corporation, and he would like to
expand that to include the State of Al aska.

Nunmber 0316

VICE CHAIR FATE pointed out that it would change the intent
because ARRC is the bonding entity. It states clearly that ARRC
will not be the owner. He suggested that the conceptual
amendnent should retain the Alaska Railroad Corporation,
therefore, with the State of Al aska as an addition.

REPRESENTATI VE KOHRI NG replied, "However we need to wordsmth
that to acconplish ny intent in the anendnent, |'d be pleased to
do that."

Nunber 0385

REPRESENTATI VE JOULE obj ected to conceptual Anmendnent 2.
REPRESENTATI VE GUESS i ndi cated she objected as well.

REPRESENTATI VE JOULE requested that M. Slotnick and soneone
fromthe AHFC informthe commttee about the ram fications.

Number 0416
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MR.  SLOTNI CK suggested in order to acconplish Representative
Kohring's goals, the words "Al aska Railroad Corporation” should
remain, but the words "or the State of Al aska" should be added.
That way, there would be ownership by entities other than the
railroad or the state.

REPRESENTATI VE KOHRI NG t hanked M. Sl ot ni ck f or hi s
clarification.

Number 0445

REPRESENTATI VE GUESS inquired whether that would preclude the
state's being a partner in the pipeline. She added that she
didn't believe so, fromher reading, but just wanted to ask.

MR. SLOTNICK answered that it would require sone thought. He
read in part from page 3, beginning on |line 24:

The proceeds of the bonds described in this section
shall be used only for facilities that are owned by
one or nore entities other than the Al aska Railroad
Corporation ...

He alluded to the fact that if conceptual Anendnent 2 were
adopted, it would be entities other than the state. If the
state were a partner in any of those facilities, he said, it
would seem to him that the proceeds of the bonds couldn't be
used on those facilities. This would, therefore, renove the
state from any ownership role of facilities financed by these
bonds.

Number 0527
REPRESENTATI VE KOHRI NG said that is the intent of his amendnent.

REPRESENTATI VE JOULE asked why Representative Kohring woul d want
the state out of it, at this point.

REPRESENTATI VE KOHRI NG asked whether Representative Joule was
referring to owmming a facility to be constructed with the bond
pr oceeds.

VI CE CHAI R FATE rephrased the question, asking whether he would

object to any equity interest in the pipeline, wthout outright
ownership, which is what the proposed anmendnent inplies.
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Nunmber 0582

REPRESENTATI VE KOHRING said no, but added that he doesn't
believe the state should be constructing and in ownership of
facilities, including a gas pipeline. The anendnent is intended
to prevent that from happening. He expanded on his answer:

| just see the state getting involved in another
potential and very expensive boondoggle here, and we
mght feel nore inclined to build this facility,
whether we really need the facility or not - whether
the market warrants it or not.

And if we end up spending billions of dollars to build
this gas pipeline and we find out that ... the demand
for our gas ... was not there, then we mght ook
back, in hindsight, that it was a wasted investnent,
and it'll end up being as we've seen before with other
state-funded projects like the Seward grain term nal
the Delta barley project, the agriculture operation
out at Point MacKenzie in ny area, and others. So,
that's nmy concern.

Number 0682

REPRESENTATI VE GUESS expl ained that she objected to conceptua
Amendnment 2 not necessarily because of disagreenment wth
Representative Kohring's concerns, but because she believes the
question should still be on the table of whether it is in the
state's best interest to have sonme equity interest in this
pi peline, especially given the amunt of revenue that can be
generated from transportation "and the fact that we did not

choose to do that in TAPS." Furthernore, she indicated, because
of market forces she doesn't foresee the state's being able to
"just go and build a pipeline on its own." She agreed wth

Representative Kohring's concern, but said she didn't believe
this was the place to address it.

A roll call vote was taken. Representatives Kohring and
Chenault voted to adopt conceptual Amendnent 2. Representatives
Guess, Joule, and Fate voted against it. [ Representative Dyson

was absent.] Therefore, conceptual Amendnent 2 failed by a vote
of 2-3.

Nunmber 0823
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REPRESENTATI VE GUESS noved to report HB 423, as anended, from
commttee wth individual recomendations and the attached
fiscal notes. There being no objection, CSHB 423((0&G5 was noved
out of the House Special Commttee on Ol and Gas.

VICE CHAIR FATE thanked participants for the good discussion.
He pointed out to Representative Kohring that other bills, not
yet fully heard, deal wth ownership of +the pipeline;, he
suggested that discussion could be held when they are heard.

ADJ OURNNVENT

Nunber 0896

There being no further business before the commttee, the House
Special Conmittee on Ol and Gas neeting was adjourned at 10:50
a.m
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