HOUSE FI NANCE COWM TTEE
April 27, 2007
1:44 P. M

CALL TO ORDER

Co-Chair Chenault called the House Finance Comm ttee neeting
to order at 1:44:35 PM

VEMBERS PRESENT

Representative M ke Chenault, Co-Chair
Representative Kevin Meyer, Co-Chair
Representative Bill Stoltze, Vice-Chair
Representative Harry Crawford
Representative Les Gara

Representati ve M ke Hawker

Representati ve Reggi e Joul e
Representative Mke Kelly
Representative Mary Nel son
Representative Bill Thomas Jr.

MEMBERS ABSENT

Representative Richard Foster

ALSO PRESENT

Representative Anna Fairclough; Representative Mark Neuman;
Representative Wodie Salnon; Tom Irwn, Conmi ssi oner,
Department of Natural Resources; Pat Galvin, Comm ssioner,
Departnment of Revenue; Kurtis Gbson, Acting Deputy
Director, Division of GOl and Gas, Departnent of Natural
Resour ces

SUMVARY

#HB177

HB 177 An Act relating to the Al aska Gasline I|nducenent
Act; establishing the Al aska Gasline |I|nducenent
Act matching contribution fund; providing for an
Al aska Gasline |Inducement Act coordinator; making
conform ng anmendnents; and providing for an
effective date.

HB 177 was HEARD and HELD in Committee for further
consi derati on.

HOUSE BILL NO. 177
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An Act relating to the Al aska Gasline Inducenent Act;
est abl i shing the Al aska Gasline Inducenent Act matching
contribution fund; providing for an Al aska Gasline
| nducenent Act coor di nat or; maki ng conform ng
amendnents; and providing for an effective date.

1:46: 55 PM

Co-Chair Meyer disclosed a potential conflict of interest
stating he works for Conoco-Philips during the |egislative
interim he asked to be excused from participating.
Representative Joule OBJECTED. Co-Chair Chenault comented
that Co-Chair Meyer would be required to participate in the
nmeeti ngs.

TOM | RW N, COW SSI ONER, DEPARTMENT OF NATURAL RESOURCES,
noted the Admnistration is diligently working on the Al aska
Gas I nducenment Act (AGA), to nove Alaska to nove forward.
He voiced full support, stating that the purpose of the plan
t akes a business approach. The fair open process gears the
proposal request, trading Al aska’'s gas as a business to nove
t he gasoline forward

Comm ssioner Irwin addressed gas volunes belonging to

Al askans. There are significant volunes, over thirty-six
trillion cubic feet of gas, which has been identified when
| ooking for oil. Those are certifiable reserves that can be
recover ed.

Comm ssioner Irwin directed his comments to the producer’s
intent to take care of their business; of course, the
Adm nistrations work is to protect the State’'s business
The newest estimate of identified gas is 262 trillion cubic
feet, which is a significant quantity. Alaska is rich with
gas potenti al .

Comm ssioner Irwin nentioned gas hydrates, identified by the
US GS as over 32,000 trillion cubic feet. At present
time, the recovery technology is not available & nmay never
happen; however, there is significant tine to work on the
gas hydrates. The bottom line is that Al aska has a
significant future in gas reserves.

1:52: 44 PM

Comm ssioner Irwin addressed previous negotiation |anguage,
claimng that if the State only negotiates wth the
producers, no one W ns. The previous deal gave away all
judicial rights of the State. If that |anguage passed,
during the next 45-years, our upcom ng generation would have
no judicial right on the sl ope. The State entered into a
hi ghl y unbal anced arbitration process. The State, in front
of a single arbitrator, was responsible for show ng non-
di li gence, through surrendering judicial rights and
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restricting the ability to sue. That bill would elimnate
the State’s adm nistrative rights to nmanage | eases. It was
not acceptable that |arge quantities of noney could be |ost
t hrough various definitions of the contract. AG A was
created through determ ning how “business” is handled in the
worl d. Proposals are common. At this tinme, Alaska is not
trusted by any of the conpani es.

Comm ssioner Irwin recomended providing inducenents to
certain areas and protecting the State’'s future gas
devel opment. The Admi nistration has defined “nust have' s”,
including creating an incentive program in the anount of
$500 mllion, not a gift. He noted the intent to make a
fair bidding process to help nove the project forward. The
State defines the vari abl es.

2:00: 08 PM

Conmi ssioner Ilrwn stated it is critical for Alaska to
mai ntai n pipeline expansion and fair tariffs. [If conpanies
do not have a certainty to be able to nonetize their val ue,
they do not explore. He reiterated the need for fair
tariffs and an “expandable” gas |ine. If the line noves
t hrough Canada, two-thirds of the rates could be “rolled-
in”. The Admi nistration maintains the fields so that they

are affordable and expandable. There are no other options.
He enphasized that there are no risks to the State through
the AG A plan. There would be clear definition through a
fair and open process. When the plan is chosen, then the
Department will cone back to the Legi sl ature.

2:02:59 PM

PAT GALVIN, COWM SSI ONER, DEPARTMENT OF REVENUE, distributed
a handout: “The Palin-Parnell Adm nistration presents AGA
— the Al aska Gasline Inducement Act”. (Copy on File).

Slide 2 highlights AG A designed to be a commercial vehicle
to create a conpetitive playing field, providing a pipeline
on Alaska’'s terms through a transparent inducenent process.

2: 04: 59 PM

Conmi ssioner Glvin noted Slide 3:

. AG A uses conpetitive bi ddi ng, not
negoti ati on;

. Successful bidding process requires AGA s
i nducenent and w thout inducenents, there
would be no 3 party bidders. W t hout

bi dders, the State has no ability to get a
pi peline on its own terns.
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Representative Joule nentioned the conpetitive process,
recalling that TransCanada had submtted an application but
since has backed away. He asked which conpanies remain in
the bid process. Conmi ssioner Galvin explained that the
bill attenpts to strike a necessary balance to provide the
State with a credible opportunity for the 3¢ parties
entering the process. The identified parties within that
group are:

1. Anbr i dge
2. Tr ansCanada
3. M d Anerican

Conmi ssion @Galvin pointed out that the nessage from
TransCanada has been “warnf and have concerns wth the
portion of AQA that requires the State to nmandate the
applicant to commt to obtain a Federal Energy Regulatory
Comm ssion (FERC) certificate even if the season is not
successful. Md American has indicated they are confortable
with the current bill. AGA will only succeed through
mai nt ai ni ng conpetition.

Comm ssioner Irwin interjected that no producer had
specifically i ndi cat ed t hey woul d not partici pate.
TransCanada has al ready invested $200 mllion dollars in the
process. All the conpanies are interested in the reserves,
but want to make sure it is a fair process. There are many
ot her conpani es closely watching what Al aska is doing. He
reiterated the value of a fair process.

Representative Gara asked about other all-Alaskan |ines.
Conmi ssioner Galvin recognizes that the Port Authority
presents a unique case and do have a viable project, which
could cone forward as a proposal. Criteria and eval uation
of all projects will conpare them

2:15:10 PM

Representative Joule noted his concern about which options
were best for Al aska. He asked if a single application
woul d be fair. Commi ssioner Galvin replied the State does
not know, it should be determ ned through an eval uation of
each proposal. If an application neets all the criteria,
the bill proposes the conm ssioners nake that determ nation.
Any proposal is based on expectation. Commi ssioner Irwin

added that to date, there have been two confirmati ons made.
Once a conpetitive process is started, he anticipated other
producers com ng on |ine.

2:18:42 PM

Conmi ssioner Galvin pointed out the inducenents indicated on
Slide 4:
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. M dst ream i nducenent of $500 million dollars,
reducing the licensee’'s project devel opnent
ri sks, especially the independent pipeline
i censee; and

. Upstream tax and royalty inducenents coupl ed
with the licensed mdstream project to nake
the license nore valuable, encouraging open

season participation. It ensures that the
State would stick with its |licensed partner
. The requirenent to obtain a pipeline

certificate reduces the overall project risks
& inproves the State’s strategic position.

2:27: 30 PM

Comm ssioner Galvin said Slide 5 shows a proposed Project on
State terns:

. By creating a nore conpetitive playing field,
the State can specify sonme “nust haves”.
. Such factors focus on the State’s future such

as creating a pipeline quickly, conpetitive
and vibrant oil and gas industry, jobs and
careers not only fromthe pipeline, but also
froma conpetitive oil patch, bringing gas to
Al askans.

Representative Thomas inquired about the job portion of the
negoti ated project |abor negotiation. Comm ssioner Gl vin
explained that it is the intent of the Admnistration to
provide only a “broad” overview at this neeting. At the
neeting scheduled for 4/28/ 07, the Departnent wll provide
an analysis of each section, reiterating the intent for
Al askan hire.

2:30: 11 PM

Conmi ssioner Galvin noted Slide 6 indicates the State’'s
“must haves” obtained through the pipeline tariff and access
terns that ensure a conpetitive oil and gas industry:

. Conmpetitive oil and gas industry flowers if
pi peline ownership provides no upstream
conpetitive advant age;

. Jobs and careers for Al askans would be
maxi m zed by ensuring a conpetitive upstream
i ndustry; and

. Cheap gas for Al askans will be enjoyed if the
pi pel i ne expands regul arly.

2:30: 58 PM
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Conmi ssioner Galvin explained that Slide 7 illustrates a
State of Al aska terns project.

. A pipeline nore quickly
. The required mnimum of 70/30 debt/equity
rati o, ensuring reasonabl e base tariffs

. Expansi on requi renents ensuring the gas found
by any party coul d access the pipeline
. Rol l ed-in rate requirenents guaranteeing that

all parties have the economc incentive to
explore for the gas. The conpetition for oi
and gas and all of Alaska’ s gas could nove
into that pipeline.

2: 35:46 PM

KURTI S G BSON, ACTING DEPUTY DI RECTOR, DIVISION OF O L AND
GAS, DEPARTMENT OF NATURAL RESOURCES, explained that Slide 8
represents the costs of delays on the project and/or the
benefit resulting from the acceleration of getting under

way. Wth prices at the $7 dollar range, the project
acceleration represents nearly five tinmes what the State’'s
capital contribution is. Del ays are costly. The AGQ A

process establishes a conpetitive process for developing a
framework for the State. The slide indicates a $500 nillion
dol | ar capital contribution val ue.

2:37:45 PM

M. G bson continued, Slide 9 represents the tariff & State
revenue effects of a debt-equity structure, referenced in
the FERC rate-nmaking. The slide does not indicate anything
related to the capital structure of the project nor does
the bill. It would protect the State’s lowtariff interests
ensuring that no less than a 70/30 split would be used
instead of the nentioned split of 50/50, including the

associated tariff benefit of 41 cents. The State revenue
benefits woul d total approximately $2.5 billion dollars.
2:39: 32 PM

M. G bson addressed the expansion provisions indicated on
Slide 10. He pointed out the difference between the
i kelihood and interest of expanding a pipeline, hinging on
whether the owner s an integrated energy conpany or
i ndependent pi peline conpany. | nt egrated energy conpanies
will not commt capital to a project with roughly a 14%
projected rate of return. An independent pipeline conpany
is interested in projects with regulated and |lowrisk and
lowrates of return in the nei ghborhood of 12%14% |In the
event that an explorer wanted to get the gas to the
pi peline, the expansion provisions not included and del ays
could result, ultimately becom ng a strong deterrent.
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M. G bson highlighted Slide 11, illustrating the expansion
provi sions addressing the cost of delays to the explorer
outlining net present value (NPV). He acknow edged that
expansion provisions exist and that a non-independent
pi peline conpany could act as the pipeline operator, which
could result in significant delays to the explorers.

2:42: 18 PM

Representative Gara asked for nore information on the net
present value (NPV) in relationship to time/valued noney,
questioning if it were the sanme for the State as it would be

for a private investor. M. G bson advised that the
di scount rates apply to private enterprise as opposed to
those used by the governnent. The figures used indicate a

5% State discount rate in terns of del ayed project costs.

Representative Gara questioned what had been factored into
the State’'s rate of return. Comm ssi oner @al vin responded
that the nature of the question is determned by when it is

spent. He suggested that a 5% rate or discount return
factor is an appropriate cost approximation for opportunity
| ost. The State recognizes different opportunities when

creating projected revenue streans. He maintained that the
State is better off having access to the noney now for
i nvest ment pur poses. He acknow edged that 5% is a |ower
rate than nost businesses want to assume. M. G bson added
that there is a portion of the royalty revenue coll ected and
placed into the Permanent Fund Division included in the
General Fund.

2:46:43 PM

Representative Kelly observed the value of a present cost
cal cul ation, pointing out the volatility of the oil industry
and the explosive price fluctuations. M. G bson agreed

that price could be one of the nost volatile factors.

M. Gbson spoke to Slide 14, the rolled in expansion
provi sion options. He nentioned that the cost-of-delays,
pointing out that all shipper prices could cone down under
t he FERC expansion. The transportation rate would be driven
up due to increases in fuel rates. There would be an
incrementally calculated transportation rate. Under the
| ower 48 FERC regulations, there is a |ooping expansion,
whi ch could drive the price up

2:50: 54 PM

M. Gbson reviewed Slide 12, which conpares the AGA
expansion rate policy to the normal |ower 48 FERC policy.
He thought the AG A nechanism would |ook different for
explorers under that, rolling in all the expansion costs up
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to 115% of the shipper’s tariff rate. The difference could
be a 15% up-lift of the original transportation costs.

2:52: 57 PM

M. G bson continued, Slide 13 indicates scenarios on how an
expl orer should view the program depending if the expansion
rate treatnment was rolled-in or increnental. Rol | ed-in
rates would be spread evenly to all shippers and within the
increnental, all the costs of the expansion, and fall upon
t he expansi on shi pper.

2:55:14 PM

Conmi ssioner Glvin pointed out that Slide 14 indicates the
transparency issues of the public making decision process.
The process will be conpetitive, not negotiated; bids wll
be subm tted, commented upon and then evaluated. A “w nner”
shoul d be chosen by the conmm ssioners; their decision would
be reviewed by the Legislature.

Conmi ssioner Glvin hoped the risks and inducements would
al so be transparent, providing contrast to the previously
proposed contract. There would be a cap on the contri bution
with a clearly defined role for the State.

Comm ssioner @Galvin summarized that the State needs
conpetition to encourage participants to reach for the best

and nost conpetitive proposal. W thout conpetition, the
State is placed into a |leveraged position of waiting for
producers to nove the project ahead. AG A creates a

conpetitive arena while establishing commercial incentives
for all interested parties.

2:59: 29 PM

Representati ve Hawker request ed further i nformation
regarding the $10 nmillion dollars of the previous
Adm ni stration. Conm ssioner Galvin agreed.

3:00:17 PM

In response to a question by Representative (Gara,
Conmi ssioner Galvin revisited Slide 13, explaining how

rolled-in rates encourage exploration. He reiterated that
the Adm nistration is “excited” by the proposed AG A plan; a
sectional analysis will be presented at the next schedul ed

hearing on the bill.

3:01:45 PM

Representative Kelly requested information regardi ng how the
Adm nistration intends to execute the plan. Conmmi ssi oner
Galvin agreed to provide that data.
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HB 177 was HELD in Commttee for further consideration.
#

ADJ OURNVENT

The neeting was adjourned at 3:02 P. M
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