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COW TTEE CALENDAR

HOUSE Bl LL NO. 277

"An Act relating to the powers of the Regulatory Conm ssion of
Alaska in regard to intrastate pipeline transportation services
and pipeline facilities, to the rate of interest for funds to be
pai d by pipeline shippers or carriers at the end of a suspension
of tariff filing, and to the prospective application of
i ncreased standards on regulated pipeline utilities; allow ng
the commssion to accept rates set in conformty wth a
settlenment agreenent between the state and one or nore pipeline
carriers and to enforce the terns of a settlenent agreenent in
regard to intrastate rates; and providing for an effective
date."

- HEARD AND HELD

SPONSOR SUBSTI TUTE FOR HOUSE BI LL NO. 198
"An Act providing for a reduction of royalty on certain oil
produced from Cook Inlet subnmerged | and."

- MOVED CSSSHB 198( 0%G) OUT OF COWM TTEE

HOUSE BI LL NO. 267

"An Act relating to the Al aska Railroad; authorizing the Al aska
Rai |l road 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
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Rai | road Corporation to issue bonds to finance those facilities;
and providing for an effective date.”

- MOVED HB 267 QUT OF COW TTEE

HOUSE BI LL NO. 246

"An Act relating to the limtation on upland acreage that a
person may take or hold under oil and gas |eases; and providing
for an effective date."

- SCHEDULED BUT NOT HEARD
PREVI QUS ACTI ON
BILL: HB 277

SHORT TI TLE: PI PELI NE UTI LI TI ES REGULATI ON
SPONSCR( S) : REPRESENTATI VE( S) DAHLSTROM

Jrn-Date Jr n- Page Action

04/ 17/ 03 1026 (H) READ THE FI RST TI ME -
REFERRALS

04/ 17/ 03 1026 (H x’G L&C

04/ 22/ 03 (H) 0&G AT 3:15 PM CAPI TOL 124

04/ 22/ 03 (H -- Meeting Canceled --

04/ 23/ 03 1081 (H COSPONSOR( S) :  KOHRI NG

04/ 24/ 03 1108 (H RES REFERRAL ADDED AFTER Q&G

04/ 24/ 03 (H &G AT 3:15 PM CAPI TOL 124

BILL: HB 198
SHORT TI TLE: ROYALTY REDUCTI ON ON CERTAIN O L
SPONSOR( S) :  REPRESENTATI VE( S) KOHRI NG

Jrn-Date Jr n- Page Action

03/ 17/ 03 0560 (H READ THE FI RST TI ME -
REFERRALS

03/ 17/ 03 0560 (H &G RES, FIN

03/ 26/ 03 0654 (H COSPONSOR( S) : CHENAULT

04/ 03/ 03 (H &G AT 3:15 PM CAPI TOL 124

04/ 03/ 03 (H -- Meeting Canceled --

04/ 10/ 03 (H &G AT 3:15 PM CAPI TOL 124

04/ 10/ 03 (H -- Meeting Canceled --

04/ 24/ 03 1093 (H SPONSCR SUBSTI TUTE | NTRODUCED

04/ 24/ 03 1093 (H) READ THE FI RST TI ME -
REFERRALS

04/ 24/ 03 1093 (H &G, RES, FIN

04/ 24/ 03 1111 (H COSPONSOR(S): WOLF

04/ 24/ 03 (H &G AT 3:15 PM CAPI TOL 124
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BILL: HB 267
SHORT TI TLE: AK RAI LROAD BONDS FOR NAT. GAS TRANSPORT
SPONSOR( S) :  REPRESENTATI VE( S) KOHRI NG

Jrn-Date Jrn- Page Action

04/ 15/ 03 0985 (H) READ THE FI RST TI ME -
REFERRALS

04/ 15/ 03 0985 (H &G RES, FIN

04/ 16/ 03 1018 (H COSPONSOR( S) :  CRAWFORD

04/ 24/ 03 (H &G AT 3:15 PM CAPI TOL 124

W TNESS REG STER

REPRESENTATI VE NANCY DAHLSTROM

Al aska State Legislature

Juneau, Al aska

POSI TI ON STATEMENT: Testified as sponsor of HB 277.

GARY CARLSON, Senior Vice President

Forest G| Corporation

Anchor age, Al aska

POSI TI ON  STATEMENT: Testified in support of SSHB 198 as a
requestor of the | egislation.

MARK MYERS, Director

Division of Ol & Gas

Department of Natural Resources (DNR)

Anchor age, Al aska

POSI TI ON STATEMENT: Testified on SSHB 198, calling it a very
good, direct incentive; explained DNRs fiscal note for the
original bill version; proposed technical anendnents that were
adopt ed.

PAUL FUHS, Lobbyi st

for Yukon Pacific Corporation (YPC)

Anchor age, Al aska

POSI TI ON STATEMENT: Testified that HB 267 is an inportant tool,
but asked that nenbers be aware of the potential for a pipeline
to Val dez; answered questi ons.

VENDY KING Director of External Strategies

ConocoPhi I | i ps

Anchor age, Al aska

POSI TI ON  STATEMENT: Testified in support of HB 267, stating
support for having as many tools as possible.
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ROGER MARKS, Petrol eum Econom st

Econom ¢ Research Section

Tax Division

Departnent of Revenue

Anchor age, Al aska

POSI TI ON  STATEMENT: During hearing on HB 267, said the
departnment would support this as a way of noving the project
forward; answered questions.

TOVAS H. BOUTIN, Deputy Conm ssioner

O fice of the Conm ssioner

Departnent of Revenue

Juneau, Al aska

POSI TI ON STATEMENT: Answered questions pertaining to HB 267.

VEENDY LI NDSKOOG, Director of External Affairs

Al aska Railroad Corporation (ARRC

Departnent of Community & Econom c Devel opnent

Anchor age, Al aska

POSI TI ON STATEMENT: During hearing on HB 267, testified that
ARRC supports use of its tax-exenpt bonding authority for a gas
pipeline and believes it fits within ARRC s mssion to support
econom ¢ devel opnent for the state.

Bl LL O LEARY, Vice President, Finance

Al aska Rail road Corporation

Anchor age, Al aska

POSI TI ON STATEMENT: Answering questions on HB 267, discussed
the tineline for issuance of the bonds and ARRC s fiscal note.

ACTI ON NARRATI VE

TAPE 03-18, SIDE A

Nunber 0001

CHAIR VIC KOHRI NG called the House Special Commttee on Gl and
Gas neeting to order at 3:16 p.m Represent ati ves Kohri ng,
Hol m and Fate were present at the call to order.

Representatives Kerttula, Crawford, and MQ@ire arrived as the
meeting was i n progress.

CHAI R KOHRI NG announced that Representative Holm had agreed to

serve in the [unofficial] capacity of vice chair if sonmeone were
needed to chair the conmttee in his absence.

HB 277-PI PELI NE UTI LI TI ES REGULATI ON
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Number 0109

CHAI R KOHRI NG announced that the first order of business would
be HOUSE BILL NO. 277, "An Act relating to the powers of the
Regul at ory Conmmi ssion of Alaska in regard to intrastate pipeline
transportation services and pipeline facilities, to the rate of
interest for funds to be paid by pipeline shippers or carriers
at the end of a suspension of tariff filing, and to the
prospective application of increased standards on regulated
pipeline utilities; allowng the commssion to accept rates set
in conformty with a settlenent agreenent between the state and
one or nore pipeline carriers and to enforce the terns of a
settlement agreenent in regard to intrastate rates; and
providing for an effective date."

CHAI R KOHRI NG expl ained that the legislation wuld be presented
by the sponsor and held over. He asked nenbers to |ook at
testinony provided in witing.

Nunber 0196

REPRESENTATI VE  NANCY  DAHLSTROMV Al aska State Legislature,
sponsor of HB 277, explained that the bill addresses concerns
related to pipeline wutility regulation. She said the

| egi slative branch is given sole authority [with the exception
of the people, through initiatives] to wite l|law, whereas the
executive branch and state boards and conm ssions are authorized
to act in accordance with those |aws. In that context, she
indicated HB 277 addresses issues brought forward by sonme who
are involved in exploration, developnent, and delivery of oil
and gas [who have concerns about the regulatory authority over
t hat process].

REPRESENTATI VE DAHLSTROM said the goal of HB 277 is to clarify
what jurisdiction the Regulatory Comm ssion of Al aska (RCA) has
over interstate and intrastate rates. The | egislation
addresses RCA's jurisdiction over state right-of-way | eases;
strives to clarify RCA's authority over disnmantlenent, renoval,
and restoration (DR&R); proposes that the RCA support rate
met hodol ogi es agreed to in settlenment agreenents with the state;
and addresses changes to the applicable interest rate charged
under RCA orders so that it confornms with the interest rate
applied in "other, simlar mtters." Characterizing it as a
starting point, she indicated she would work wth conmttee
nmenbers, the admnistration, and nenbers of the oil and gas
industry to conme up with a good piece of l|egislation that she
woul d present at the next hearing.

HOUSE O&G COW TTEE - 5- April 24, 2003



Nunber 0379

CHAI R KOHRI NG apol ogi zed to those hoping to testify and inforned
listeners that testinmony would be taken at the next hearing
after sone issues were worked out. [HB 277 was held over. ]

HB 198- ROYALTY REDUCTI ON ON CERTAIN O L

Number 0463

CHAI R KOHRI NG announced that the next order of business would be
SPONSCOR SUBSTI TUTE FOR HOUSE BILL NO 198, "An Act providing for
a reduction of royalty on certain oil produced from Cook Inlet
subnerged | and. "

CHAI R KOHRI NG sponsor of SSHB 198, explained that he'd been
approached by people who own and operate facilities in Cook
Inlet, where nost platforms were constructed in the 1960s.
Production is declining significantly; two facilities out of
thirteen have been nothballed, and others nmay be shut down
because they aren't economically feasible. He told nmenbers that
the intent is to help those platforns specifically. This bill
provides a royalty break on those platforns if their production

drops below 1,200 barrels a day. It lowers the state's royalty
share, now 12.5 percent, down to as low as 5 percent, on a
sliding-scal e basis. | f production were 750 barrels a day or

|l ess, for exanple, it would be 5 percent, and it would rise
approximately 1 percent for every additional 100 barrels, up to
the 12.5 percent.

CHAI R KOHRI NG offered the expectation that with this provision
production on those platforns would be extended up to an
addi tional 14 nont hs. He called upon M. Carlson of Forest GOl
Cor poration, who he indicated had requested the | egislation.

Nunmber 0789

GARY CARLSON, Senior Vice President, Forest GO Corporation,
noted that his corporation has been a major investor in Cook
Inlet for five years. He told nenbers his testinony would focus
on the nmaintenance of «critical and scarce infrastructure
associated wwth mature oil fields in Cook Inlet. He said:

Pl atforms, associated pipelines, and related onshore

facilities r epr esent irrepl aceabl e infrastructure
which may facilitate the exploration, discovery, and
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devel opnent ... of as-yet undiscovered reserves if

their wuseful lives can be extended. Any delay in
abandoni ng or C decommi ssi oni ng of this
infrastructure wll provide opportunities to the
industry to develop snaller-scale oil and gas

prospects that won't stand the economcs iif new
infrastructure needed to be devel oped.

As the mature fields approach [the] end of their
economc |life, the operators need to get creative and
manage costs carefully, which [includes] changes in
the way they operate and the need for cooperation with
their vendors and contractors to share in these
efforts. | believe that it is ... appropriate for the
state to step in as a partner also. This bil
provides a way for the state to do its part.

Keeping the current Cook Inlet oil fields on line a
few nore years will nmintain good jobs, provide |oca
taxes and the possibility of new devel opnent that
could easily exceed the anticipated future shortfall
in state revenues resulting from any reduction of the

state's royalty. | want to commend the chair and
Representatives Rokeberg and Chenault for their
| eadership on this bill, and to the admnistration for

supporting their efforts.
Nunber 0902

REPRESENTATI VE HOLM asked whether M. Carlson naintains that in
order to use the resource to its final depletion, it is in the
state's best interest to lower the royalty [so conpanies |ike
his can continue to punp oil economcally]. He al so nentioned
current versus future technology that nmay allow extraction nore
econom cally and thus provide better value for the resource.

MR. CARLSON replied:

| think the key to keeping interest by the operators
in maintaining this infrastructure and continuing to
operate it would be to fully understand what their
costs are going to be. And sone of those costs are
associated with personnel and |ogistics, but sone of
them are actually ... the noney that's pulled off the
top and given to the state as a result of ... the
state's ownership
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MR. CARLSON suggested that extending the life of these platforns
may hel p devel op other possible projects; if additional work or

di scoveries occur from the platforns, their Ilives can be
extended and there will be a higher recovery. He suggested the
formula devised by the state in the bill protects the state's

interests; if for some reason the rates from these depleting
platforns were to increase, the royalty would return to 12.5
per cent. He pointed out that Forest QI Corporation isn't
currently an operator of any of these facilities, but is active
in Cook Inlet and very concerned about |osing infrastructure
that nmay be available to bring new discoveries to another
platform instead of having to build platfornms to accept further
producti on.

Nunmber 1095

REPRESENTATI VE HOLM said he isn't know edgeable enough about
this area to know where the law of dimnishing return cones into
pl ay. As a legislator, he offered his belief that it is his
fiduciary responsibility to try to protect the state's resources
and extract the highest value possible, keeping in mnd the
desire to retain the producers as partners in order to extract
them expeditiously. He pointed out that the fiscal note
intimates that the State of Alaska will lose $2.5 mllion in
proposed royalty paynents over the next five or six years, and
questioned the urgency of this action.

Number 1171

MVR. CARLSON responded that he believes nmintaining that
infrastructure and keeping the fields producing - for what could
be one to three years, depending on what can be done to nmaintain
the rate - could easily offset the fiscal note estinmate. | f
there were a discovery that only could be devel oped by using
sonme of that infrastructure, he suggested the return to the
state would be many tinmes that anount.

Number 1318

CHAI R KOHRI NG conveyed his belief that encouragi ng the continued
production of these facilities creates potential for the state
to generate even nore noney in the future because these existing
facilities represent mllions of dollars' worth of critical
infrastructure from which further exploration can be done in the

future. Even though there is no guarantee, there is that
potential to use these facilities to engage in directional
drilling and find additional oil reservoirs.
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MR. CARLSON concurred. Wth regard to urgency, he said one
platform has been shut in, and another is scheduled for that
soon; therefore, he feels there is a sense of urgency to do
sonet hing before it's too |ate.

CHAI R KOHRI NG asked M. Mers, in addition to his testinony on
behalf of the division, to address Representative Holnms
concerns and whether the amount lost will be gained in other
ways.

Nunmber 1356

MARK MYERS, Director, Dyvision of QI & Gas, Departnent of
Nat ural Resources (DNR), advised nenbers that a key goal for
"incentivizing" oil and gas ought to be l|ooking at incentives
that are efficient and effective, and that hopefully are direct
and neasurable. He offered his belief that SSHB 198 neets those
criteria. He explained that the Cook Inlet platfornms have been
producing for a long tine; the state has a |ot of good data, a
good understandi ng of the reserve base, and a good understandi ng
of the productions costs. In that light, he said, when the
thresholds for royalty reduction were chosen, [DNR] worked
carefully with data from Union QI Conpany of California
(Unocal) and Forest G| Corporation, as well as internal data
including DNR data and Departnment of Revenue (DOR) data that
coul d be shared.

MR. MYERS said this was npdeled accurately, wusing |long-term
production trends. Two different trends were found with regard
to when the economic limt for particular platforns is reached.
Thus there are two clusters of platforns. The first has
platforns where the wells produce lots of water that nust be
separated out and that use significant water fl ood. They have
nore expensive operating costs and, therefore, an economc
threshold of production such that operating costs exceed the
val ue of the oil production; nore barrels [of oil] are needed to
justify their operating costs. The second has platforns that
have a |imted anmount of water and water handling, and little
wat er injection; those have cheaper costs.

MR MYERS told nenbers the bill therefore was designed by
| ooki ng at t hose factors and at clustered fields.
Appropriately, it lists individual fields, but it's truly based
on economc clusters of data, not just targeting those
particular fields. He said it was easier to nane the fields,
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but those fields represent certain characteristics of production
and i nherent reservoir characteristics.

Nunber 1491

MR. MYERS remarked that this is a case when it can be argued
that royalty reduction is a very appropriate nechanismto extend
field life. He went on to say royalty reduction is generally
asymmetri cal and expl ai ned, "Because your production is
declining from the field, the period of time in which you
actively affect the economcs of the field and bring it up on
line - when you're only talking about a 7.5 percent differenti al
in the amount of production - is limted." He also pointed out
that if the desire is to use this as an incentive to Kkeep
production going |onger and possibly to get addi ti onal
investnment in the platforns, the relief should be given slightly
before it is absolutely, critically needed. He added, "Plus,
then, you're projecting on certain oil prices to project the
econom c threshold."

Nunber 1532
MR MYERS conti nued:

W used a pretty mddle-of-the-road calculation for
net back oil price and then ran a bunch of scenarios

on the platform and canme up with this cluster of
dat a. So we feel pretty good that our fiscal [note]
accurately reflects the loss in royalty, which, again,
we think is relatively small. ... The first year, it's
about $220,000, going up to nearly $600,000 in 2007
Those are relatively small nunbers conpared to the
val ue of that infrastructure.

One of our concerns is, once you start pulling out
multiple platfornms out of the inlet, there's a synergy

between the platforns. There's piping that goes
bet ween the platforns. There's common use of onshore
facilities. Al'l those additional costs of rerouting
those pipes for existing platforns ... would cause

additional costs, as well as a l|esser throughput to
those existing production facilities on shore would
raise t he cost. C There's an interlinked
i nt erdependency of facilities in the inlet, and we
want to nake sure as nmuch of that [as possible] keeps
producing as long as it can.
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Nunmber 1585

MR. MYERS expressed optim sm about the exploration potential and
sai d:

W know of nultiple prospects that exist off these
existing platforns, and sonetines a current operator
isn't desirable of expending the noney to do the
exploration, but a new operator m ght. So we're
buying tinme ... in case there's sale or trade [of] the
platforns, et cetera - other opportunities.

So while we lose sone direct revenue, it's very
gquantifiable. It's relatively mniml on the scal e of
the potential Dbenefit of that infrastructure, and
we're hoping that the upside does exist. In the
nmeantime, Yyou have preserved jobs and you have
preserved that oil going to the refineries ... on the
Kenai [Peninsula], which are inportant to the state's
econony.
Nunber 1622

REPRESENTATI VE McGUI RE asked how 5 percent was arrived at.

MR. MYERS answered that there's an historical precedent for
using 5 percent, which the state uses for discovery royalty
It's in existing statute for six fields in Cook Inlet that

weren't produci ng. It also |eaves enough direct economc
benefit to the state. If it's set nmuch lower or at zero, then
the fiscal note becones bigger. He offered his belief that

5 percent royalty isn't a substantial burden on the project.
"W mght extend it a few nonths nore by going lower, but this
is a good nunber,"” he added.

MR. MYERS al so pointed out that if these nunbers don't work, an
applicant [can seek] royalty reduction under the current royalty
reduction statute; that can go down to 3 percent and is based on
need, using technical data. He also nentioned royalty reduction
under HB 28 if that bill passes. He added that this [5 percent
in SSHB 198] is a "pretty good, standard threshold, we feel
that we still are getting direct revenue from the platforns as
well as we're affecting the economcs.™

Nunber 1726
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REPRESENTATI VE CRAWORD asked what happens to platforns after
they get shut in. For exanple, can they be reconditioned and
shi pped el sewhere?

MR. MYERS answered that it is uncharted territory as to what the

state would do. Initially, production would be suspended; there
are a few platforns where that has happened. He further
expl ai ned:

Initially, that would just be plugging back the wells,
cleaning the surfaces, keeping, wusually, a manned
presence or in some cases unmanned, if they go to a

total cleaning and nonitoring system And then
there's a period of tine. At some period of tinme
where there really isn't any additional economc
potential, then the wells wll be cenmented in via

AOGCC [Alaska QI and Gas Conservation Comr ssion]
requi renents, permanently abandoned, and the facility
wi |l have to be abandoned.

That process of what is done with the facility is
truly going to be a public process, with multiple

agencies looking at it and, | assunme, wth stakehol der
influence from ... all sorts of other outside,
nongover nnent al organi zati ons. The "highest and best
use" question, | think, wll really be put there: Do
you want to keep the facility there? ... Can it be

reused? There are certainly options to cut the |egs
off of the platforns if you bring in a (indisc.), nove

it over to another facility. ... So there's potentia
to use them There's potenti al for vari ous
di smantl enrent and [renoval], actually ... noving them

out of the inlet, et cetera.

So, to the extent of the final abandonnent
requirenents for a platform we haven't gone there
yet. It is sonething the state will have to face in
the future. And certainly DNR will play a role in
that, but other agencies will as well. The federal
Coast Guard navigation issues wll occur, et cetera.
You can get a long list ... of potential actions that

woul d have to be taking place.
Number 1830

MR MYERS conti nued:
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We're studying the issue. W sent sone folks to a
conference in California - where they're |ooking at
abandoni ng sonme offshore platfornms - the MVS [Mnerals
Managenent Service] sponsored. So we have npdels to
go by from the federal [governnent] and ... folks in
the @ulf of Mexico and offshore California. So we're
| ooking [at] that, but we have not vyet totally
i nt egrated what needs to be done.

Nunber 1852
MR. MYERS, in response to Representative Kerttula, indicated
the fields listed in the bill are the older, existing platforns,

rather than newer fields |ike Redoubt Shoals. He added that
there is one onshore field, Wst MArthur [River] field, and
said, "It's onshore facilities but offshore fields." He said
al though all the fields are nanmed, the bill isn't designed to be
nane-specific, but is an easier, sinpler way to look at the
actual characteristics and economc criteria. "Again, we found
the data clustered nicely around two types of platfornms,"” he
added. "And when you use a general bill like this, unless you
wanted to [have] specific royalty reduction for each platform
you had to use ... an anmpunt."” He concluded by saying that the
nanes are there because it targets certain characteristics, and
that it is inclusive of all those platfornms in Cook Inlet that
have those characteristics.

Nunmber 1938

REPRESENTATI VE FATE asked what the average daily production was
at mdlife for these fields.

MR. MYERS said he didn't know, but estinmated perhaps 15,000 to
20,000 barrels a day; he suggested M. Carlson m ght have those

figures. At the peak, Cook Inlet production was an order of
magni tude larger than it is now, he said. "So we're really down
near the end, ... and Redoubt Shoals, of course, is a great
success, and that's going to help bring us up,” he added.
M. Mers said there is sonme other exploration going on; the
hope is that it wll lead to new production to substantially
revive the inlet. Except for that, however, these platfornms and
reservoirs are largely expended. He pointed out that one
chal l enge for conpanies is that they'll spend the noney to dril

a directional well; if successful, they nmay increase production

but it's marginal. "If this tips the scale, we'll all benefit,"

he concl uded.
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Nunber 2025

REPRESENTATI VE FATE referred to [AS 31.05] and recalled | ooking
at royalty reduction specific to Cook Inlet a year ago, with the
i dea of perhaps broadening it statew de, for exanple, and meking

it self-limting with a sunset date. He asked whether this
current bill "will stinmulate the kind of exploration for nore
oil in that area, which wll take advantage of this royalty

reducti on, above and beyond what we thought it would."
MR. MYERS r esponded:

W have nultiple programs, but | think the program
we're referring to is the discovery royalty program

which gives 5 percent royalties to new discoveries.

This program | guess, is nore certain, because you
have all the production data. So this extends the
life of infrastructure; that greatly inproves the
econom cs of future exploration. So I think this is
actually ... one of our nore positive noves that's
clearly a direct, effective incentive, and wll,

if explorers are out there, ... give them nore
opportunity and nore tine. This buys us time wth
existing infrastructure, ... because once sone of this
infrastructure goes away, it's not going to be
repl aceabl e C unl ess t hey find very | ar ge
accumul ati ons, whi ch i ncreases expl oration risk
because they need to find very large fields, then, to
build ... the infrastructure in the inlet.

Generally, in the inlet, to put a new platform people
typically need probably around ... 30 or 40 mllion
barrel s of recoverable reserves. So you need a pretty
substantial discovery for the inlet, though certainly
the prospects are there to find nore of those. But
when you chance-risk it, it's nice if that number goes
dowmn a little bit because there's an existing platform

for developnent. ... |[If you could use an existing
platform you mght save a lot of noney on the
devel opment, in which case, then, your |imt for
exploration size mght shrink down by 5 or 10 mllion
barrels, leaving you to drill a lot nore different

types of prospects, or |owering your risks.

Nunber 2134
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MR. MYERS enphasi zed the synergies. He said one of Cook Inlet's
real advantages is the existing infrastructure, which probably
results in a much higher netback per barrel than on the North
Sl ope. He added:

W want to keep that advantage there wth this

existing infrastructure. And, again, that wll get
nore people drilling. W've seen a lot of good
"I ndependent action," as you' ve seen, particularly on
the gas side, with independents in the inlet. There
may be sone swapping of platforms or selling of
platforns, we hope, in the future with folks that

mght be a little nore aggressive on exploration, say.

MR. MYERS concluded by saying this is truly a very good, direct
incentive because "we can quantify the anmount, and we can see
the direct effects of it."

Nunmber 2174
CHAI R KOHRI NG expressed appreciation to M. Mers for his work

on the legislation and for working with the owners of the
platforns on this.

Nunber 2197

MR, MYERS informed the conmttee of the following [technical
changes] needed in the bill. On page 2, line 2, he said the
phrase "field or" should be renoved because it is specific to
those platforns. On page 3, line 7, "XTO B" should read

"XTO C'. On page 3, subparagraph (E) is talking about a field
in this one case; therefore, "platform should be deleted on
line 26 and replaced with "field", and the words "or platfornt
shoul d be renoved on |ine 29.

Nunber 2272

REPRESENTATIVE HOLM noved to adopt the foregoing as a
[ conceptual ] anendnent. There being no objection, it was so
or der ed.

Nunber 2287

REPRESENTATI VE FATE noved to report [SSHB 198, as anended] out
of committee W th i ndi vi dual recommendat i ons and t he
acconpanying fiscal not e(s). There being no objection
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CSSSHB 198(0&G) was reported fromthe House Special Conmttee on
Ol and Gas.

The commttee took an at-ease from3:50 p.m to 3:51 p.m

HB 267- AK RAI LROAD BONDS FOR NAT. GAS TRANSPCORT

Number 2339

CHAI R KOHRI NG announced that the final order of business would
be HOUSE BILL NO 267, "An Act relating to the Al aska Railroad

aut horizing the Alaska Railroad Corporation to provide financing
for the acquisition, construction, inprovenent, maintenance,
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 those facilities; and providing for an effective date."

CHAI R KOHRI NG, sponsor of HB 267, pointed out the work of others
on this legislation and described hinmself as a facilitator.
Explaining that the bill provides a tool for potential
constructors of the gas pipeline and is intended to provide a
financing option, he thanked Representative Fate for work on
other legislation pertaining to stranded gas. He noted that the
Al aska Railroad Corporation (ARRC) has bonding capability and a
very good bond rating, and thus can access capital at cheap
rates. This bill asks ARRC to issue bonds in order to nake
noney available for potential constructors of a natural gas
pi peline, who would work out a contractual arrangenent. The
bill provides for up to $17 billion in bonds, whereas Chair
Kohring said he's been told constructing a pipeline would take
as much as $20 billion. He characterized this as an inportant
pi ece of the package to make the gas pipeline a reality.

Nunmber 2506

PAUL FUHS, Lobbyist for Yukon Pacific Corporation (YPC), began
by listing his experience with bonding issues and entities. He
told nenbers this inportant tool has always been seen as
"nonrecourse bondi ng": if ARRC issues these bonds, it would be
conduit financing, with no recourse of any lender "to the state
general obligation bonding - the permanent fund, the railroad,
or any of the other assets.” He said this "peculiar piece of

tax law' cane across as the railroad was transferred to the
state, and is included in the federal railroad transfer Act.
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MR. FUHS enphasized YPC s desire that the commttee be aware of
the potential for a pipeline to Valdez. He noted that the
Canadi an pi peline project is dependent on federal subsidies that
may or may not be received, for instance.

Nunmber 2583

MR. FUHS drew attention to docunents he'd provided [a letter
from Representative Harris to Ward Witnore of YPC dated
Decenber 24, 2002; a letter in response; and a six-page docunent
entitled "Yukon Pacific Corporation: Trans-Al aska Gas Systeni].
He suggested these <contain the nost detailed information
provi ded by any project sponsor in terns of nunbers, including
capital costs of about $12 mllion and delivered prices of
liquefied natural gas (LNG at $3.50 in Asia and $3.25 on the
U.S. West Coast, and gas delivered in Al aska at $2.50, |leaving a
wel | head value to the producers of about $1.00, which he
suggested is in the range talked about. As to whether there is
a market, he said California has expressed interest and that LNG
will be a critical part of that state's energy m x.

MR FUHS also alluded to an e-mmil in packets with regard to
di scussions with M. Ki m vice president of Korea Gas
Corporation (KOGAS), to whom this information was presented.
M. Fuhs noted that Representative Fate was at that neeting as
well and also had heard that when the price of $3.50 was
mentioned to [M. Kim, he pulled a piece of paper from his
pocket and said the |lowest price they'd been offered was $4. 00,
with the highest being $5.17 for the gas that they were | ooking
for. Regardl ess of generic conmments that this project isn't
economcal, M. Fuhs said, these nunbers show a viable project
t hat doesn't even need subsi dies.

MR. FUHS also drew attention to [letters between John Urbina of
George K. Baum & Conpany ("CGeorge K. Baumi') and Representative
Harris]. He noted that Representative Harris had asked that
conpany - which has sold about $2 billion worth of bonds in
Al aska in the last 10 years - to |look at the nunbers provided by
YPC to see whether CGeorge K. Baum believes the bonds could be
sol d and what inpact the ARRC bonds woul d have.

Nunmber 2704
MR. FUHS pointed out that [page 2 of M. Ubina s letter] says,
based on the information supplied by YPC, that the project can

be financed in the bond market if the ARRC vehicle is avail able.
M. Fuhs called this a pretty strong statement from a bonding
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conpany on the inportance of the railroad bonds. Hi ghlighting
"Chart A" an attachment to M. Ubina's letter, M. Fuhs noted
that it shows alnbst a 2 percent difference in the rate of
return if ARRC bonds are used, with a projected return to the
State of Alaska of $500 mllion to $1 billion a year. He
characterized this as the only project seen so far that cones
close to neeting the governor's goal of addressing the state's
budget deficit through resource devel opnent.

Nunber 2758

REPRESENTATI VE HOLM asked whether there are any U S -built
tanker hulls available today that could haul LNG between U. S
ports.

MR. FUHS said no. He added that the world s LNG tankers are 100
percent utilized at this time and are on contract. Thus tankers
will have to be built. If they go into the US. [from Al aska],
they'll have to conply with the federal Jones Act. For Baja
California, additionally, he said it would be U S. tankers. The
nost interesting developnent in LNG is offshore platforns; the
first is being applied for 130 mles offshore in the @lf of
Mexico, with the gasification facilities being on the ship.
That helps to solve sonme of the siting problens. He said he
wasn't sure whether sonmething 20 mles offshore would require
conpliance with the Jones Act, but specified that vessels going
into a US. port would have to conply with the Jones Act.

Nunber 2843

VENDY KING Director of External Strategies, ConocoPhillips,
i nformed nenbers that she works in the "ANS [ Al aska North Sl ope]
gas comrerci alization group.” She told the committee:

ConocoPhillips supports House Bill 267, which could
provi de, but would not require, an Al aska natural gas
pipeline to potentially wutilize an Alaska Railroad
Cor poration bond financing nechani sm

As ment i oned before in previ ous testi nony,
ConocoPhillips has a three-pronged strategy to nake a
gas pipeline through Al aska and Canada a reality. The
first is tw distinctly different pieces of federal
| egi sl ati on. The first one 1is focusing on ..

streamining the permtting process. And the second
is fiscal legislation which would provide insurance
against the risk of extreme price volatility. The
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third item is state fiscal certainty and clarity
which will be progressing with the recently passed
House Bill 16, which reauthorized the [Al aska]
Stranded Gas Devel opnent Act.

| f ConocoPhillips is successful wth securing these
three itens, we plan to continue noving forward on
this project. Financing this potentially $20-billion
project will be a significant activity for any conpany
that pursues the Alaska pipeline project. And we
support having as many tools as possible to choose
from when that tinme cones. Wiile it's too early to

sel ect specific financing [vehicles], if this vehicle
proves workable it mght add a potentially valuable
opti on.

In conclusion, we support the passage of ... House
Bill 267 and appreciate the legislature for addressing

the financing options for the gas pipeline project.
Nunber 2922

CHAI R KOHRI NG enphasized the goal of providing a tool that
potentially can be used to finance construction of that gas
pi peline, and acknow edged that it won't automatically be used
by any conpany. He then asked M. Marks of the Departnent of
Revenue to address feasibility during his testinony.

Nunber 2951

ROGER MARKS, Petrol eum Econom st, Econom ¢ Research Section, Tax
Di vision, Departnent of Revenue, said [the departnent] has done
quite a bit of detailed nodeling of this financing nechanism
just to see what kind of potential effect it could have on
project viability.

TAPE 03-18, SIDE B

Nunber 2973

MR. MARKS pointed out that the first step is nmaking sure there
is a good project [economically], regardless of financing.
However, if this mechanism were avail able and project sponsors
decided to use it, he estinmated the range of savings would be
from zero up to $4 billion in financing charges, depending on
the degree it was used because of the tax-free treatnent. He

said the Departnent of Revenue would support HB 267 as a way of
noving this project forward.
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Number 2915

REPRESENTATI VE KERTTULA referred to the analysis section of
ARRC s fiscal note and asked who bears the liability for the
bonds and who will hold them

MR. MARKS answered that these "nonrecourse bonds" would be paid
directly from project revenues. The corporations financing the
project would be Iiable. He suggested that M. Boutin or
sonmeone from ARRC coul d discuss this in detail.

Nunmber 2842

TOVAS H. BOUTI N, Deputy Comm ssi oner, Ofice of t he
Comm ssioner, Departnment of Revenue, responded that as the
structure has been explained to him ARRC would be the "nom nal
issuer,” a role state agencies or nunicipalities often have;
there wouldn't be inplications for the state, including ARRC
He said it isn't an unconmmon structure in public financing.

REPRESENTATI VE KERTTULA related her wunderstanding that although
ARRC would basically be passing it through, the corporations
thensel ves ultimately would be liable. She surm sed that people
who' d be buyi ng these bonds woul d know t hat .

MVR. BOUTIN said typically there would be a feasibility
consultant with specific expertise in gas pipeline projects;
this would be an inportant conponent, and the credit-rating
agencies and so forth would use the consultant in addition to
doing their own "due diligence" to determne that the revenues
woul d be adequate to repay the bond debt.

REPRESENTATI VE KERTTULA asked whether bonds wusing ARRC as a
conduit could be sold for any purpose or just for a gas
pi pel i ne.

MR. BOUTIN suggested M. Lindskoog of ARRC could answer better
but said because of tax-code changes, primarily in the 1980s,
ARRC has a singular ability with regard to tax-exenpt debt.

Number 2671
MR MARKS pointed out that the federal Ilegislation that
transferred the Alaska Railroad to the state says the intent was

to confer upon the railroad all the business opportunities
avai l able to conparable railroads. There is a long record of
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gas pipelines tied to railroads in the Lower 48, he noted, wth
exanples of railroads that have owned, operated, and financed
gas pi pelines. He suggested this mght apply sone boundaries
with regard to what this nmechani smcould be used for.

Nunmber 2646
REPRESENTATI VE KERTTULA asked about risk to the state.

MR. MARKS replied that he believes there is no risk or a very,
very low risk

CHAI R KOHRI NG asked whet her ARRC supports the bill
Number 2596

VENDY LINDSKOOG Director of External Affairs, Al aska Railroad
Corporation, Departnent of Comunity & Econom c Devel opnent,
i nformed nenbers that ARRC supports the use of its tax-exenpt
bondi ng authority for a gas pipeline and believes it fits within
ARRC s mission to support econom c developnent for the state.
She said this obviously is an inportant tool that could be used
to help lower the cost of the project. She deferred to Bill
O Leary or Phyllis Johnson to answer further questions.

Nunber 2547

REPRESENTATI VE FATE asked what the process will be and when
bonds will be issued. He pointed out that even though this is a
pass-through, there is a |ot of noney invol ved.

Nunber 2441

BILL O LEARY, Vice President, Fi nance; Al aska Railroad
Corporation, noted that he is ARRC s chief financial officer.
In answer to Representative Fate's question, he said it would be
sol el y dependent upon having soneone such as the [current oil]
producers first agree that the project is viable, with a wish to
pr oceed. If the other steps including passage of this
| egi slation were in place, ARRC would lay out a tineline for the
particul ar bond issuance or issuances that would take place. He
said it is driven by the producers' comng forward and saying,
"Yes, we want to do this."

REPRESENTATI VE FATE asked whether [the producers' statenent]

would be "Yes, we want to do this" or "Yes, we want to
participate in the financing of this,”™ or both. He said it
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seens a |lot of groundwork nust be laid before issuance of those
bonds. Al though he said he didn't have a concern,
Representative Fate specified that he wanted to know whether
there is a tineline "that you are concerned about here."

MR. O LEARY reiterated that the tineline is dependent upon the
producers' comng forward and saying they wsh to use the

fi nanci ng nechani sm through ARRC. From that point, the gane
plan would be figured out wth respect to when the [bond]
i ssuances would take place. He said wuntil that point 1is

reached, it is tough to |ay out anything nore than that.
Nunber 2342
MR, FUHS added:

It may be the producers. It may be a pipeline group
It may be the state devel opnent authority. It may be
a conbination of -- |1 think Korea Gas [ Corporation]
said they would look at 5 to 10 percent equity
i nvest nment . So it could be any one of a nunber of
potential sponsors.

But the best information on this is contained in this
report by George K Baum And what they did is, they
nodel ed al so the bonding for this. It's about an 80-
page report, and | can nmake it available to you. And
what they do is, they start from a possible project
sanction - when you have the go-ahead. And then
you've got a certain anount of final engineering that
has to be done, and other things, before you start
i ssui ng those bonds.

Now, Ceorge K. Baum recommended three trains of bonds,
because you're not going to go borrow all the noney at
once. You don't need it all at once. So you only
borrow as much as you need, because during your
construction period is your highest interest rate -

the interim financing during construction, just like a
house or building or anything else. So you want to
stretch that out as far as possible. And ... | can

share that [report] wth you, and you can see that
[it's] about over a five-year period that vyou're
actually issuing those bonds, ... and they just
recormmended that because it reduces the cost of the
project by doing it that way.
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REPRESENTATI VE FATE requested that M. Fuhs supply the 80-page
docunent he'd just referenced.

MR. FUHS agreed, noting that this could be used as a nodel, even
t hough it was based on the project to Val dez.

Nunber 2261

REPRESENTATI VE CRAWFORD asked whether it would be good to take
advantage of the current low interest rates all at once, rather
than spacing this out over five years and having interest rates
per haps cli nb.

MR. FUHS said no. He pointed out that once those |oans are
taken out, paynents nust be nade, regardless of whether that
noney is actually being used, and that there will be five years
of building the project before any revenues cone in. Ref erring
to last year's HB 423 with regard to the Al aska Housing Fi nance
Corporation, M. Fuhs said there mght be the ability to
arbitrage these bonds and even generate sone revenues for the
State of Al aska. Al though nore conplicated, he said, it
potentially exists once a project is actually going forward.

Number 2194

REPRESENTATI VE CRAWFORD suggest ed those bonds m ght be virtually
free if current low interest rates were taken advantage of [and
if it were | everaged well].

MR, FUHS replied, "Yes, sir, but there's also sone potential
risk for that." He added that for the George K Baum nodel,
interest rates were about 5.6 percent, an extrenely good
interest rate for a project of this type.

Nunber 2160

REPRESENTATI VE HOLM referred to ARRC s fiscal note and observed
that it shows a cost of $163 million for fiscal year 2006
(FY 06). He requested an explanation from M. O Leary.

MR. O LEARY responded:

The fiscal note in front of you does show, in 2006, a
$163-m |1 lion expense funded through the bond proceeds.
And this is an estimate of the bond issuance costs -
what it would actually cost to issue these bonds.
And, of course, this 1is based on a nunber of
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assunptions. ... It's inportant to realize that the
nodel for this fiscal note is based upon the work that
was done |ast year by the Departnent of Revenue and
ol dman Sachs when this issue sort of canme to |ight
about a year or 15 nonths ago. So this fiscal note,
again, is based on that nodel and shows in 2006,
when the initial [issuance] would certainly be, that
[this] would be our best estinate of what the costs of
i ssuance woul d be.

Those costs would be funded through the bond proceeds

t hensel ves. So to your question about inpact to the
state, there would be ... certainly no general fund
i npact .

Nunber 2061

CHAI R KOHRI NG asked whether there was further discussion and
t hanked parti ci pants.

Nunber 2022

REPRESENTATI VE FATE noved to report HB 267 out of commttee with
i ndi vidual recomendations and the acconpanying fiscal note.
There being no objection, HB 267 was reported from the House
Special Conmttee on Ol and Gas.

ADJ QURNVENT
There being no further business before the commttee, the House

Special Committee on QI and Gas neeting was adjourned at
4:25 p. m
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