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W TNESS REG STER

PAT GALVI N, Conmi ssi oner

Depart nent of Revenue (DOR)

Juneau, Al aska

PCSI TI ON STATEMENT: Provided an overview of the Al aska Gasline
| nducenent Act (AG A) as proposed in HB 177

DONALD SHEPLER, Attorney at Law

Greenberg Traurig, LLP

Al aska State Legislature

Juneau, Al aska

PCSI TI ON  STATEMENT: During hearing of HB 177, answer ed
gquesti ons.

KEVI N BANKS, Acting Director

Division of Gl & Gas

Depart ment of Natural Resources

Anchor age, Al aska

PCSI TI ON  STATEMENT: During hearing of HB 177, answer ed
guesti ons.

ACTI ON NARRATI VE

COCHAIR CARL CGATTO called the House Resources Standing
Commttee neeting to order at 1:05:34 PM Represent ati ves
Gatto, Johnson, Seaton, Roses, Cuttenberg, Kohring, and W] son
were present at the call to order. Represent ati ves Edgnon and
Kawasaki arrived as the neeting was in progress. Also in
attendance was Representative Faircl ough.

HB 177- NATURAL GAS PI PELI NE PRQJECT
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1: 06: 12 PM

CO CHAI R GATTO announced that the only order of business would
be HOUSE BILL NO 177, "An Act relating to the Al aska Gasline
| nducenent Act; establishing the Alaska Gasline I|nducenent Act
mat ching contribution fund; providing for an Al aska Gasline
| nducenent Act coordinator; mnmaking conform ng anmendnents; and
providing for an effective date." [Before the conmttee is CSHB
177(C&G) . ]

1:11:49 PM

PAT GALVIN, Conm ssioner, Departnent of Revenue (DOR), drew
attention to the PowerPoint presentation dated 4/11/2007 from
the Palin-Parnell Adm nistration. As specified on slide 1,
Comm ssioner Galvin said that the adm nistration would |ike the
committee to recognize that the Al aska Gasline I|nducenment Act
(AGA is designed to be a comercial vehicle for the
opportunity to create a conpetitive environnent in which the
commercial players can nmake their own independent decisions
regarding how to participate and devel op solutions to the issues
that will arise with this project. Furthernore, AG A is focused
on noving the project ahead because it's in Alaska's interest to
[construct] the pipeline sooner and have certain terns inbedded
in the contract. In order to do the aforementioned as a
government, it nust be done in as transparent a nmanner as
possi bl e. Therefore, the decision-nmaking process is focused on
transparency. There is also the desire for the inducenents that

Alaska puts forward to be transparent as well. The
aforenentioned results in knowedge of what the state is
offering as well as the price for those inducenents. The

aforenmentioned further provides know edge of the risks and the
costs the state wll face.

1: 13: 37 PM

COWM SSI ONER GALVIN, referring to slide 2, enphasized that it's
inportant to note that AG A is not a negotiation. The AGQ A
nodel is to create a bidding opportunity through the request for
application process that allows all conpeting proposals to cone
forward. The aforenentioned will provide the state with an idea
of the opportunities it has anobng conpeting interests. The
| egislation includes inducenments that attenpt to generate
interest in this project such that it results in the commerci al
pl ayers nmoving ahead with the project per a specified tineline
and conmmtting to certain terns and requirenents. In order to
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achieve the aforenentioned there is a mdstream i nducement of

potentially $500 nmillion capital contribution. He clarified
that although the amount of the contribution isn't necessarily
knowmn at this point, it won't exceed $500 mllion. The

aforenentioned is an inportant aspect of AGQA as it specifies
that the state has a limt on its exposure for this venture. He
pointed out that AG A includes upstream tax and royalty
i nducenents that are geared toward obtaining a commtnent to the
licensed project at the initial open season. Agai n, those are
bei ng designed to be clear and transparent.

1:16: 39 PM

COWMM SSI ONER GALVI N acknow edged that sonetines AG A is conpared
to the stranded gas contract. However, there was a |ot of
concern that the stranded gas contract was developed out of
public view. The legislation attenpts to address that concern.
There were also concerns with regard to the hidden costs [of the
stranded gas] contract. Therefore, AGA is trying to elimnate
the aforenentioned |evel of uncertainty with regard to the cost
to the state by ensuring that the inducenents are quantifiable
and known at the onset.

1:17: 50 PM

REPRESENTATI VE = SEATON  expressed concern t hat t here is
uncertainty with regard to the tax rate. One of the big
conponents of this process is to get partners to the table, get
gas in the open season, and have bids made. |If the tax rate is
unknown until the open season, it wll be difficult for entities
to come forward and work with other partners. Representati ve

Seaton opined, "W basically have the nobst expertise we're ever
going to have on what [petrol eum production profits tax] PPT was
and how the tax program was put together and what it neans at
this time in the legislature.”™ He questioned why sone certainty
isn't given by specifying what tax rate is going to apply.

1:19: 52 PM

COM SSI ONER  GALVIN explained that the concept behind the
current structure of HB 177 is that the tax rate in place at the

time an interested party nmakes the decision wll drive the
deci sion whether to commt or not. Under this concept, there is
no need to know the tax rate years in advance because the
decision won't be made until the conmm t nent s made.

Comm ssioner @Glvin said he wunderstands the logic of the
argunent of setting the tax rate before the applications are
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due. However, one concern is the constitutionality of | ocking
in the tax rate [before the applications are due]. He opi ned
that the strongest argunent for locking in the tax rate is based
upon the exchange of nmking the gas conmtnment for locking in
the tax rate at that time. The nmechanism by which the tax rate
would be locked at the time the applications are due isn't
necessarily present because the gas isn't being commtted at the
time of application. Therefore, there isn't the sane immedi ate
exchange that would lock in that contractual relationship. | f
the application doesn't lock in the tax rate, then it could
easily be changed by the l|legislature between [the submttal of
the application] and the open season.

COMM SSI ONER GALVI N rel ated his disagreenent that there is a | ot
of expertise at this point. He pointed out that the first
returns on PPT have only recently been received and are being
assessed. There was a gap in what was expected and what was
received. Sonme tinme will have to be taken to determ ne why that
occurred and whether the current PPT structure will deliver what
it was expected to deliver. He noted that the aforenentioned
relates only to the oil side. Wth regard to the gas side, much
nore information is necessary. The PPT discussions primarily
focused on oil, and therefore the gas tax rate now needs to be
nore the focus. More information, he opined, is necessary to
have that discussion and be able to set a rate that can be
| ocked in for many years. Still, it's worthwhile to discuss
whether it's necessary to have a discussion on the PPT between
now and the current target date for applications being due,
Cct ober 1st. For the purposes of AG A, Conmssioner @Glvin
stressed that [the admi nistration] feels very strongly that this
legislation needs to be passed prior to addressing the
conplication associated with setting the gas tax rate in HB 177.

1:25:39 PM

CO- CHAIR GATTO related his understanding that the real return
was |less than the anticipated return by $813 mllion over 8
nont hs. He calculated that $813 nmillion over 8 nonths anounts

to about $100 million a nonth. Over 12 nonths, it would amount
to $1.2 billion, which is closer to what the PPT has produced.

COM SSI ONER GALVIN clarified that the expectation for what PPT
was going to produce for that [8-nmonth] period of tinme was
approxi mately $950 nmillion. The aforenentioned was used as the
nodel for the evaluation of what the appropriate rate should be.
Therefore, there is a disconnect between what was expected and
what was received. Comm ssioner @Glvin further clarified that
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he is nerely suggesting that nore nust be known about why that
happened prior to locking in sonme of these things for an
ext ended period of tine.

1:27: 26 PM

REPRESENTATI VE WLSON inquired as to how nuch of an adjustnent
was made due to the oil spill that caused the shutdown.

COM SSIONER GALVIN said that is part of the analysis. He
pointed out that the $950 million was the expectation after the
spill had occurred and the shortfall had occurred, and therefore
it was factored in the expectation. Comm ssioner @Glvin

characterized it as an additional conplication that requires
revi ew.

1:28:16 PM

REPRESENTATI VE SEATON said he could appreciate those coments

However, he pointed out that the state wll never have
experience with gas until it is flow ng. He recall ed that what
he has heard continuously is that to achieve sonething that
wor ks, people have to at |east know what the tax rate is. He

then related his understanding from other committee hearings
that there has been testinony that the players anticipated to be
at the table as pipeline conpanies aren't going to proceed
unl ess they have sonme confidence that there's a source of gas.
Therefore, the lack of know edge of the tax rate "nay not get us
there," he said. Representative Seaton said he wasn't sure that
[a specific tax rate] isn't one of the conponents that should be
revi ewed. He then related his understanding from anal ysis that
the PPT will be high because there are very few expenses since
the developnent costs of Prudhoe Bay have already occurred.
Furthernore, he opined that the economcs are that the gas is
going to be nore profitable. Still, knowing the tax rate nay be
nore inportant to obtain successful applications through AG A
versus waiting to work on the upstream if no applications are
recei ved.

1: 30: 52 PM

COM SSIONER  GALVIN turned to the <characterization that
partici pants have expressed a reluctance to participate unless
they receive assurance that they get the gas if they
partici pate. He opined that the testinony was a reflection of
TransCanada's comments that it wasn't confortable participating
given that the state was requiring a conmtnment to submt a
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certificate. That's different than an entity not submitting an
application unless it knows that it's going to get the gas.
Comm ssioner Galvin opined that ultimately the state needs to
have a vehicle that is shown to be economic and provides the
| essees with a reason to place their gas in the line. He said,
"You have noved from a question of whether the producers need to
have this |level of certainty that they keep tal king about at the
time they submt the application or whether it's at the tine
that they are being asked to commt their gas.” The legislation
has structured a level of certainty that is believed to be
appropriate at the tine the applicant commts the gas.

COWM SSI ONER GALVIN opined that when one views the econom cs
from a Prudhoe Bay |essees' perspective, the economcs are so

positive when $6 gas is factored in. That view results in a
potential rate of return of 50 percent due to the limted |evel
of investnent required. The question becones: what | evel of
tax change is needed to affect that decision. Upon review of
the history of Alaska's tax take, Al aska has never even cone
close to the international norns. Therefore, Comm ssi oner

Galvin said that he personally takes offense to the notion that

the state needs to provide certainty [to potential |essees].

The state is trying to be responsive by providing a 10-year

wi ndow to commit the gas to the line and whether that w ndow
shoul d be expanded is a different discussion.

1: 35: 16 PM

REPRESENTATI VE GUTTENBERG opi ned that the producers' nmjor role
is to obscure the issue. He asked if this is the appropriate
time to provide the certainty or can it be conpared to other
projects on the world market to determ ne when the certainty is
necessary. He also asked if the producers are in need of
certainty in the formof specific nunbers.

COW SSI ONER GALVIN highlighted that no jurisdiction provides
the certainty the producers are requesting. "So, you don't have
a conparable to say when is this necessary along this tineline
because you don't have an exanple of where it was actually ever

provi ded," he pointed out. He reiterated that the I|egislation
attenpts to provide an opportunity for participants to nmake
decisions regarding how and when they'll participate in this

process. Wen one tal ks about certainty it's really a response
to uncertainty. From a resource devel opnent conpany standpoint,
there are uncertainties that are dealt with daily. The question
before the state is regarding the point at which the state,
prior to other uncertainties, does Alaska need to lock in the
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percei ved uncertainties of the state fiscal system He rel ated
the belief that once the range of potential economcs on the
pi peline has been defined and denonstrated through an open
season, the issues associated with the need for nore certainty
on the state fiscal system wll fall to the side. The
af orenentioned is the point of AGA Comm ssioner Galvin then
cormented that the issue raised by Representative Seaton is a

legitimate matter on which to hear from the industry. He
enphasi zed that the tax lock in is clearly trying to induce the
coommitment of gas to the project. The [adm nistration's]

feeling today is that it isn't necessary to lock in the tax rate
in AG A

1: 40: 39 PM

CO- CHAIR JOHNSON said that part of [the purpose] of AGA is to
get people to bid on the pipeline. He questioned what woul d be
wrong, from the standpoint of AQA if taxes are l|locked in and
nore people are brought to the table.

COWM SSI ONER GALVI N answered, "Nothing." He said he would agree
if the producers say that they need to know the tax rate for the
10-year period prior to considering submtting an application.
Clearly, AdA has been designed so that the producers wll
decide to participate. "And, if that's one of the drivers, then
we need to address that," he said.

1:41: 54 PM

CO CHAI R JOHNSON asked then if a provision is included in HB 177
that locks in taxes now would inpact other parts of the
| egi sl ati on.

COMM SSI ONER GALVI N opined that the question of locking in the
tax rate in AGA is nore a question of what is the tax rate [an
applicant] is wlling to lock in. He reiterated his early
comment that his level of confidence in the current tax rate is
relatively |ow Comm ssioner Galvin said he wuld be
unconfortable saying that the state should lock in the current
tax rate for the [10-year] period of tine. Furt hernmore, he
didn't believe the producers would view the current tax rate as
much of an inducenent. Therefore, the question becones whet her
the state will sonewhat arbitrarily pick a | ower nunber for the
tax rate. The [admi nistration] wouldn't support such action, he
sai d.

1: 43: 24 PM
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REPRESENTATI VE WLSON, recalling the debate |ast year, related
her observation that it takes the producers a long tine to nake
deci si ons. Therefore, she surmised that the producers would
need some certainty as soon as possible, before they would even
[ be interested].

COW SSI ONER GALVIN opined that he doesn't believe anyone is
suggesting that the rate be set weeks before an interested party
is asked to make the decision. This is a matter of when in the
sequence of events [the tax rate should be set]. There is
potentially up to three years between when the |license is issued
and when the open season woul d take pl ace.

1:45:15 PM

COM SSI ONER GALVIN, returning to his PowerPoint presentation,
directed the committee's attention to slide 3 regarding the
state's terns. He pointed out that the state's "nust haves" are
|ocated in the section of the legislation that addresses the
requi renents placed on the |Iicensee. The "nust haves" are
geared toward achieving a conpetitive and vibrant oil and gas
i ndustry on the North Slope in the future. In order to achieve
the aforenentioned, there needs to be a pipeline that begins
with a low tariff and a pipeline that can and will be expanded
when new gas is found. That expansion mnust be sonething that
the explorers can rely upon, he said. He opined that the "nmnust
haves" were devel oped after much thought and research into what

is comercially reasonable as well as where the state's true
interests lie in this pipeline. Additionally, the state wants
to ensure that there will be opportunities for in-state use and

that there are opportunities for Alaskans to enjoy job
opportunities due to the construction of the pipeline and the
expanding oil and gas sector in the North Sl ope. He
characterized the "must haves"” as the state's bottom line. He
then opined that it's for the state, through this process, to
tell the industry and the nation what the state's "nust haves"
are. Furthernore, the state should receive sonething in return
for its $500 nmillion, a pipeline that neets the state's needs.

1: 50: 20 PM

CO CHAI R GATTO asked if the producers have voiced any objection
to the "nust haves."

COM SSI ONER GALVIN noted that there is a slight variation in
the nmessage from the producers. For exanple, ExxonMobi
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Corporation (ExxonMbil) has opined that the state shouldn't
establish "nust haves" but rather should have broad objectives

and allow the applicants to suggest the "nust haves." However,
ot her participants have suggested noving sone of the itenms from
the "nust have"” list into a valuation criteria. Wen the latter
suggestion is mde, one nust consider why it was suggested.
Comm ssioner Galvin opined that the mnust have list includes
those things the state truly must have and shouldn't negotiate
away. He nentioned that another aspect to consider is whether

the change desired by the applicant is a change to the
conpetitive field that would provide that applicant with a
conpetitive advant age.

1:52: 39 PM

REPRESENTATI VE ROSES related his understanding that during the
application process, the applicant nust specify its project, the
route, size, design, tinelines, budget, and its capacity.
However, he questioned how an entity can devel op a conprehensive
plan for the capacity if there haven't been discussions wth
those who have the gas regarding how nmuch they're willing to
provi de. An integral part of how nuch gas they're willing to
provide, he surmsed, is probably directly proportional to the
tax they have to pay and whether it's profitable to distribute
the gas. Therefore, he questioned how the plan is put together
wi t hout having such a commtnent from the producers.
Furthernore, if the state has a |ist of "nust haves" it's likely
that all other conpanies that have to generate a profit do as
well. Representative Roses inquired as to how an entity reaches
a point in the application process to provide a sonmewhat
realistic expectation of capacity w thout having some conmm tnent
from the producers as to what they're willing to provide. He
further inquired as to how the producers wll know the
af orenentioned if they don't know what their costs wll be.

COW SSI ONER GALVIN explained that the sequence of events is
that [an applicant] is going to provide the state with the plans
for a pipeline that has a certain capacity. That capacity wll
be based upon the expectation of what will be commtted once an
open season occurs. The open season wll confirm or deny
whether it's a reasonabl e expectati on.

1:56: 02 PM
REPRESENTATI VE ROSES posed a scenario in which an applicant has

prelimnary conversations with the producers who say they wll
provide a certain anount of gas or a certain anmount of tinme and
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the applicant says a pipe of a certain size is necessary.
During the open season the tax rate is determned and the
producers change the anount, although it was designed based on

what the applicant thought he/she would have. Representati ve
Roses then related his understanding that part of the design is
how to expand the capacity. In that regard, he questioned

whet her the design would include expansion of the capacity due
to new exploration or the underestimation of the [amount of gas]
because of the lack of know edge with regard to fixed costs.

COWM SSI ONER GALVIN deferred to M. Shepler. He suggested that
there is sone confusion with regard to how the uncertainties fit
into the level of gas that would be commtted. If the tax rate
changes, there isn't suddenly nore gas to flow

1:57: 37 PM

DONALD SHEPLER, Attorney at Law, G eenberg Traurig, LLP

informed the conmttee that in the Lower 48 the open season
process evolved as a way for Federal Energy Regul atory
Comm ssion (FERC) to assure that pipeline capacity, new
projects, and new expansions are offered to anyone who desired
such access. He characterized the open season as an interactive
process that involves comrmunication with the potential shippers
and even perhaps nonbinding open seasons to test the waters.

M. Shepler said that it isn't unheard of for a pipeline to put
out an open season and determ ne that the demand was i nadequate
for what it had in mnd. He recalled an instance in which there
were at |east four open seasons for a project that ultimtely
resulted in a mjor pipeline interconnecting system Anot her
aspect is that FERC is going to review this open season proposa

before it becones official in order to ensure that it's not a
di scri m natory open season.

2:00: 01 PM

REPRESENTATI VE ROSES surnised then that an entity comes in with
a design in which a certain size [pipe] with a certain size
capacity is proposed, then an open season occurs. Based on the
results of that open season and the conmitnent of the producers
with regard to providing gas to the line, the [project] would be
resi zed based on the need.

MR. SHEPLER replied, "GCenerally, yes." In that context it's
inportant to note that the pipeline is talking to its future
custoners, shippers, which can be producers or nonproducers. In
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Al aska, for the nost part, there is a known size of the resource
base on the North Sl ope.

2:01:22 PM

REPRESENTATI VE ROSES asked if the application process 1is
required to occur prior to the open season, or should the open
season occur first and then design a pipe to fit the capacity
that's guaranteed. He questioned why there should be nultiple
open seasons to achieve the right size of the pipe.

MR. SHEPLER rem nded the commttee that the unique situation in

Alaska is that it's known that there is 8 billion cubic feet
(bcf), nore or | ess, that's going around in circles.
Furthernore, the state also has the experience of negotiations
under the Stranded Gas Act a couple of years ago. Those

negoti ati ons centered around a reasonably narrow range of sizes.
He opined that the real issue is whether the producers wll
commt their gas to a project in the open season. The process
of the open season starts the FERC proceedi ngs, which eventually
lead to a FERC certificate application. He characterized the
aforenmentioned as a funnel narrowing the |evel of uncertainties.
By the tine FERC has approved a certificate, the size of the
pi pe, the route, and the projected costs are known. The open
season starts the aforenentioned process going and cul m nates
under AG A with the conmtnment by the licensee or applicant to
process a FERC certificate.

2:04:30 PM

REPRESENTATIVE ROSES related his view that there is an
application process that uses theoretical concepts in terns of

t he design. If the open season exceeds the expectation, then a
| arger pipe may be needed. Representati ve Roses opined that
[under AGQ Al it seens that the decision of who to grant the
license will be based on the size of the pipe, the route, and

the capacity. The open season occurs and after an applicant is
determ ned, that applicant's design work is nodified based on
the open season. He asked if there is a |aw preventing an open
season from occurring prior to designing the size of the pipe
and awarding a license to nove forward with the pipe.

COMM SSIONER GALVIN noted his agreenent that the natura
progression of the project is what Representative Roses
descri bed. However, it's not happening. He opined that it's
not happeni ng because the market isn't working in that direction
since there are three conmpanies that hold all the rights to al
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t he gas. Those three conpanies, the producers, aren't wlling
to nove ahead with any decision naking until they receive
sonet hing nore than they received | ast year.

2:07:08 PM

REPRESENTATI VE ROSES related his wunderstanding then that by
doing AGA and now having soneone apply for a theoretica
construct for a pipe, the producers now have nore than before.

COWM SSI ONER GALVIN clarified that the producers have a project

that defines the economics of the |ine. The [producers] will
make their decision based on a known pipe and a known cost. The
producers wll then explain to the state why they aren't
committing their gas to the l|line based on a real project.

Therefore, AGA is intended to force the issue through the state
putting up the noney to induce sonmeone to nove the project to
t he open season. The project would then be on the table and the
costs, tariffs, and risks to the producers would be known. The
producers woul d then have to decide whether they are going to do
t he project.

2: 08: 49 PM

REPRESENTATIVE ROSES inquired as to what happens if the
producers still aren't willing to cooperate.

COW SSI ONER  GALVI N answered, "Because then we wll have a
project that has an econonm c base.” The state can then ask the

producers why they aren't putting their gas in the line. [If the
producers, as suggested by Representative Roses, say it's

because they don't want to put their gas in the line, then
they'Il have to explain that to Congress, consuners, the state,
and the Federal Trade Comm ssion (FTC). If the project proves
to be economic and the producers choose not to participate, they
will have a | ot of answers to provide.

2:10: 46 PM

REPRESENTATI VE  RCSES, returning to Representative Seaton's
earlier comment, opined that unless the producers see sonething

different that will entice themto sell what they aren't willing
to now, it sounds like the project is back at the point of the
Stranded Gas Act. However, much nore tinme, 15-20 years, wl

have passed at the tinme litigation is decided.
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COWM SSI ONER GALVIN stated that he and Representative Roses are
concerned about the same thing; the risk that as nore tine

passes, Alaska teeters closer to the financial edge. The
guestion is whether to have the discussion about what is
necessary to meke this project happen today wth all the

uncertainties or to have the project nove ahead to the point at
whi ch the cost of the project is known. He opined that when the
di scussion occurs in that context, it's a conpletely different
di scussion than what 1is occurring now Furthernore, AGA
provi des an opportunity for the producers to deci de now whet her
they want to participate and take the state's terns in order to
ensure the opportunity isn't lost. The aforenmentioned is a nuch
better position for the state than the current situation.

2:14: 40 PM

CO CHAIR GATTO highlighted that the producers are not wthout
risk. In fact, at this nonent it isn't their gas, they only
have a |ease to produce it. However, if, in a few years, there
is a plan and a builder, the producers would be at risk because
there is a requirenent. If the requirenment isn't nmet, the
producers have to give up the gas. He characterized [AGQA] as

an opportunity for the producers to be the builder.
2:15: 44 PM

REPRESENTATI VE W LSON, referring to page 4, lines 7-14 of CSHB
177(0&G), recalled that |ast year that [the producers] couldn't
nmake a decision on the size of the pipe until after the open
season. At that point, FERC would get involved. She further
recalled that [the producers] were contenplating 48-inch pipe

which is the largest built thus far. However, a 52-inch pipe
woul d be cheaper in the long run due to the price of gas. As
nmore gas is found, it's cheaper to have the larger pipe than to
have feeder I|ines. Still, the 52-inch pipe hasn't yet been
invented nor has the machinery required to put it in place, and
therefore she questioned how such <could be said to be
economi cal |y vi abl e.

COMWM SSIONER GALVIN said that any project based on materials

still in the laboratory will have to be seriously questioned in
regard to whether it wll be delivered. The aforenentioned is
why the analysis is both economc and technical. He rem nded
the conmttee that when a proposal is nade, it will be based on
the known resource and an expectation about what my be
committed at an open season. The pipe will be designed based on
the range of possi ble comm t nment t hat they' || receive.
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Therefore, the state, in its analysis, will have to factor in
the |ikelihood of actually obtaining that |evel of commtnent
and the plan's flexibility in regard to the various |evels of
comi t ment . Commi ssioner Galvin stressed that everyone should
realize that what the producers propose now is before an open
season and before the actual commtnents are received or there
is a sense of the initial shipping capacity. The producers, he
poi nted out, will have to be responsive to the state's interests
and their interests in having a line that is expandable and
woul d be cost effective for sone tine. This nmeans that the
producers' proposal wll have to address those different
scenarios, which will also be reflective of both the design of
the pipe or the other steps to conmt nore gas or a particular
capacity.

2:20: 40 PM

REPRESENTATI VE W LSON surnised then that the state is asking the
producers to put down on paper "imaginary" nunbers they believe
will work. The state wll then have to review those nunbers and
deci de whet her they're possible.

COW SSI ONER GALVIN noted that al | the nunbers from the

producers will be based on the level of analysis done to that
point. The |evel of confidence that the state will have in the
producers' nunbers wll be based upon the Ilevel of detai

provided in the analysis. There will have to be [anal ysis/data]

to support the nunbers proposed by the producers.
2:22:28 PM

COM SSIONER  GALVIN, in further response to Representative
Wl son, said that there is a certain anmpount of flexibility in
regard to what the producers choose to do at a certain point in
t he process.

2:23:46 PM

COCHAIR JOHNSON inquired as to the Ilocation of the five
delivery points that are required in the |egislation.

COM SSI ONER GALVIN clarified that the applicant has to commt
to five delivery points once the demand is present to require
t hem In further response to Co-Chair Johnson, Conm ssioner
Galvin said that five isn't a magi ¢ nunber.
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CO- CHAIR JOHNSON surmised then that [if there is flexibility
with regard to the nunber of delivery points required], then
five delivery points nmust not be a "nust have." Therefore, he
guestioned why it's a "nust have."

COW SSI ONER GALVI N expl ained that the "nust have" is that the
producers have to agree to neet in-state denmand. One aspect of
that is having a comnmtnent that the producers will provide for
five of ftake points.

2:25: 04 PM

COCHAIR JOHNSON inquired again as to why there are five
delivery points and the location of them He pointed out that
the legislation calls for [applicants/producers] to cone forward
with certainty that will be evaluated by the state. Therefore,
he questioned why the sane can't be expected fromthe state.

COMWM SSIONER GALVIN related that from the admnistration's
perspective if the delivery points were elimnated, [the

contract] isn't as valuable. From Conm ssioner @Glvin's
perspective the question would be whether the state should
consider a proposal that doesn't include delivery points. By
placing the delivery points in the "nust haves" section, it
nmeans that the state doesn't want to consider an application
that doesn't have five delivery points. He clarified that the

application doesn't have to specify the five delivery points,
the applicant nerely has to commt that when the opportunity
arises and there is a demand for in-state use, they will allow
the delivery point to take place. Whet her there are three,
five, or seven delivery points is open to discussion. The five
delivery points was what [the departnent] anticipated within the
st ate.

CO- CHAIR JOHNSON said that he wants to know what are really
"must haves." He inquired as to what would happen if the
committee reduces the nunber of "nust haves." He specifically
inquired as to what are the deal breakers.

COW SSIONER GALVIN clarified that the itens |abeled as "nust
haves” in the legislation are telling the world that these are
the state's "nust haves."” He related that "we" are open to
di scuss what should or shouldn't be on the list of "nust haves."
He further clarified that whether these are the admnistration's
"must haves" is a different question.

2:29: 07 PM
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COCHAIR JOHNSON inquired then as to why what is currently
referred to as "nust haves" aren't set as guidelines/criteria
such that the applicant that reaches or exceeds the guidelines
is awarded the contract. He questioned why an applicant that
meets all the requirenents, but only has three delivery points
woul d be consi dered nonconpli ant.

COWM SSI ONER GALVIN opined that since the state is willing to
put up $500 mllion and match [the applicant] in its costs, the
state has the right to ask for things in return. He further
opined that [the departnment] believes it's appropriate for the
state to establish at least a floor for what is expected and
allow the interested parties to conpete on that basis. [ The
adm nistration], he related, believes that it's appropriate for
the state to tell applicants that five delivery points are a
"must have." [ The admi nistration], he further related, would
prefer that the five delivery points remain a requirenent for an
application to be consi dered.

2:32:17 PM

CO- CHAIR JOHNSON said that he is looking at what is inperative
to the |egislation. He again inquired as to what is a true
"must have" that's absolutely nonnegoti able. He then inquired

as to what can be included in HB 177 to broaden it [such that it
obt ai ns many applicants].

COWM SSI ONER GALVIN conmented that it's a bit disconcerting to
have a di scussion about the legislation in regard to what can be
stripped out and remain sonething the admnistration is willing
to endorse. Commi ssioner Galvin related that the adm nistration
believes HB 177 is in great shape as it is now and doesn't need
to be changed nuch at all. He said that the admnistration is
interested in hearing what areas the conmittee finds to be
probl emati c.

2:34:48 PM
CO- CHAIR GATTO nentioned that in 2000 the producers invested
$125 mllion on a feasibility study, so there has been work done

[on this project].

COW SSI ONER GALVIN interjected that TransCanada w || probably
comment on how nmuch it has invested in the project also.

2:35:22 PM
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COM SSI ONER GALVIN, returning to his PowerPoint presentation,
directed attention to slide 4. He related that the decision-
maki ng process is intended to be transparent and conpetitive,
not a negotiated process. The process affords the opportunity
of the bids being reviewed in a public setting during which the
public can coment. The decision [as to who is awarded the
contract] is made and returned to the |egislature for approval
The entire process is intended to be as transparent as possible
so that the public can have confidence in the outcone.

2:36:26 PM

REPRESENTATI VE GUTTENBERG related his wunderstanding that the
public is going to have 60 days for review He then asked if
the admnistration is going to place the contract proposals
wi t hout analysis before the public or is there going to be sone
process in which there are conparisons and data that a |ay
per son can under st and.

COM SSIONER  GALVIN  answered t hat at this poi nt t he
adm nistration doesn't have a preconceived idea how the

information will be presented and thus the |egislation doesn't
i ncl ude such. However, in keeping with the intent of having
public involvenent, it's incunbent upon the admnistration to
make information available to the public in a way that's
under st andabl e. He then turned the presentation over to M.
Shepl er.

2:38:12 PM

MR. SHEPLER, referring to slide 5, opined that expansion of the
pipeline is vital to the ultimte goal of establishing a
vi brant, conpetitive oil and gas driven econony on the North

Sl ope. The FERC, in its orders, have recognized the unique
situation of Alaska and that there will alnost certainly be only
one pipeline built out of Al aska. The aforenentioned has |ed

FERC to adopt a rebuttable presunption in favor of rolled-in
pricing, which neans that as the costs are accumul ated they are
di vi ded anongst all the volumes under contract. The FERC orders
recogni zed that there are some governnental subsidies that are
included in the initial project in the form of federal |oan

guarantees that will reduce the borrowing costs of the sponsor
of the pipeline project. Anot her subsidy is the seven-year
depreciation for incone tax purposes, which reduces rates for
initial shippers. M. Shepler clarified that ultimately the
rates for all initial shippers wll be reduced by the
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aforementioned factors, and therefore reduce the real-world
impact of rolling in pricing when expansion becones nore
expensi ve. He informed the commttee that initial expansions
will typically be based on adding new conpressor units, which
are relatively low cost and produce a substantial bang for the
buck. However, in order to maximze the value of the pipeline
itself the expensive |ooping and expansions wll increase the
rates for all shippers.

2:41: 22 PM

REPRESENTATI VE GUTTENBERG requested clarification with regard to
t he | oopi ng.

MR. SHEPLER explained that |ooping is a pipeline industry term
for putting in a parallel pipe, a welded in integrated piece of
the original pipe. Once the gas has been conpressed and no nore
expansion from conpression exists, the size of the pipe can be
doubled by putting in another run of pipe. The aforenentioned
is expensive because nmles of pipe are being purchased. \V/ g
Shepler related his wunderstanding that the pipe would be
installed a few mles downstream of a conpressor initially. As
nore volumes conme on, a few nmore mles would be put in
downstream of the conpressor, ultimately resulting in a dual
line. He pointed out that |ooping is nore expensive than sinply
pur chasi ng another conpressor unit or station. At sone point
during the looping, the rolled-in rates increase. M. Shepl er
hi ghlighted that AQ A specifies that the obligation for the
pi peline conpany to file for and support rolled-in rates is
capped. The pipeline conpany has to commt that it wll file
for and propose rolled-in rates so long as that doesn't increase
the rate for shippers by nore than 15 percent over initial
tariff rates.

2:43:40 PM

REPRESENTATI VE SEATON asked if that 15 percent over initial
tariff rates is in nom nal dollars.

MR. SHEPLER rem nded the conmittee that he is an attorney not an

economi st . However, he offered that the target here is the
initial regulated rate that the FERC approved when the pipeline
went into service. The legislation, AG A, contenplates the
initial rate increase of up to 15 percent through roll-ins and

t he pipeline conpany would have the obligation to file for that,
subj ect to FERC approval
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2:44:44 PM

REPRESENTATI VE SEATON asked if this is a neaningless nunber 10
years later after inflation. He asked if it's the actual dollar
value at the tine FERC decided the rate.

2:45: 27 PM

KEVI N BANKS, Acting Director, Dvision of G| & Gas, Departnent
of Natural Resources, posed a scenario in which the initial rate
is $2.00 and 10 years from now expansion is occurring that wll
increase the cost of shipping to about $2.30 on a rolled-in
basi s. Inflation isn't taken into account. He infornmed the
commttee that the fact that it's based off of the rate in the
initial open season works in the favor of the initial shipper
because the 15 percent uptake is still neasured against a $2. 30
cap. If the expansion is nore that $2.30, the anmount above
$2.30 will be determned using an increnmental basis and thus the
cost will shift to the new shippers. M. Banks, in response to
Co-Chair Gatto, said [the cost] is nomnal and works to the
favor of the initial shipper if inflation has occurred during
the intervening period. The cap neans that 15 percent over the

initial rate will be borne by the expansi on shi ppers.

2:48: 09 PM

REPRESENTATI VE ROSES questioned what occurs if there is another
roll-in later. He asked if since the 15 percent cap has been
reached, there would be no new increase and everything would be
passed on to the new guy. O, would $2.30 becone the initial
rate for the next roll-in, he asked.

MR. BANKS answered that the $2.30 will remain and thus the next
expansion will be increnental.

COM SSIONER  GALVIN clarified that it won't necessarily be

i ncrenent al . He explained that AGA is set up to obligate the
licensee to support rolled-in rates wup to this limt.
Therefore, the licensee may propose rolled-in rates for its own
pur poses. This provision is included with the understanding
that the licensee may prefer not to roll-in rates beyond this
| evel

2:50:17 PM

REPRESENTATI VE RCSES surm sed then that this rate is the tariff
being paid to ship gas down the line.
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COWM SSI ONER GALVI N replied yes.

REPRESENTATI VE  ROSES  furt her surm sed, " So, the initial
commtnment by the producers to put 'X volunme of gas into the
line - they're going to start off with this initial rate. (W'
now expand the |ine because sonebody el se has cone on with a new
field. They can be brought up to 15 percent nore than what they
originally paid, still based on the volune that they had agreed
to pay."

COM SSI ONER GALVIN interjected that at each expansion, when the
rate changes, [the |icensee] will have the opportunity to opt-
out of the comm tnent.

REPRESENTATI VE ROSES asked if the opportunity to opt-out is in
t he | egislation.

2:51:17 PM

MR. SHEPLER said that the opportunity to opt-out is part of
FERC s policy. He explained that FERC requires that for a
pi pel i ne conpany that expands, there has to be an offer to |et
parties "turn back" capacity. There mght not need to be an
expansion at all if those holding the capacity are willing to
return it to the pipeline to sell it to those wanting the new
capacity.

2:51:49 PM

REPRESENTATI VE ROSES posed a scenario in which one of the three
producers agrees to sell the gas. However, five years after gas
flows down the line a new well is brought on and the three
original entities are offered the ability to opt-out. In such a
scenari o, he questioned what would stop them from all opting out
unless there are new negotiations that result in a different
tariff rate.

2:52: 33 PM

CO CHAI R GATTO pointed out that just because there is expansion
doesn't nean that the price increases. He rem nded the
committee that the price of a conpressor is little conpared to
the price of the pipeline. He opined that the initial expansion
probably | owers the price for everyone.

MR. SHEPLER confirned the aforementi oned.

HOUSE RES COW TTEE -22- April 11, 2007



CO CHAI R GATTO said that part of expansion is beneficial
2:53:19 PM

REPRESENTATI VE ROSES said he understood that, but pointed out
the potential in the legislation for a 15 percent increase. He
related his agreenent that no one would opt-out if the price is
| owner ed. However, any increase in price could result in one
opting out since it would becone a |everage point. He suggested
that the concern would be that once costs are increased there is
no nechani sm or guarantee that all three major producers can't
pul | out unless the state renegoti at es.

2:53:51 PM

MR. SHEPLER stated that the turn back is limted to the anount
of the new demand. He then pointed out that the FERC policy in
the Lower 48 from 1960-1999 was for rolled-in treatnent for al
expansi ons, even when it increased existing shippers' rates. In
1995, the aforenentioned was sonewhat |imted such that if the
expansion had any system benefits to all users and increased
shi ppers' rates by 5 percent, rolled-in pricing was required
In 1999 FERC changed its policy saying that it created an
unl evel playing field for conpeting pipelines. Therefore, the
policy in the Lower 48 switched over to increnental pricing and
thus it isn't a foreign concept in the Lower 48 for an existing
shipper to face increasing rates as a result of expansions. M.
Shepler then pointed out that rolled-in rates are the standard
operating practice for expansions in Canada.

2:55:54 PM

MR. BANKS hi ghlighted that Canada, at the outset of its oil and
gas industry in Alberta, was nuch the sane as Al aska today.
Initially, rolled-in rates made it possible for the market
within Alberta to expand dramatically. At the sane tinme, very
long pipelines were built across Canada. Furthernore, the
devel opment of the gas line system within Al berta has resulted
in thousands of producing fields and thousands of mles of
pi peline serving those fields. As a consequence of that
devel opment, one sees the sanme access to the marketplace that is
present in the Lower 48 where a fairly conpetitive market for
transportation exists as a consequence of Canada's rate-setting
pol i ci es.

2:57: 39 PM
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MR. BANKS, referring to slide 7 regarding resource risk
explained that resource risk pertains to what exploration and

production conpanies as well as the state have to review in
ternms of their expectations. M. Banks then related the
followng quote from Rex Talston (ph), ExxonMbil Corporation
whi ch read: "W're willing to take geological risk, we're

willing to take cost risk, we're wlling to take price risk.
But we can't take fiscal ternms changing on us risk because then
| can't calculate the basis on which to decide whether it's a
good investnent or not." M. Banks indicated that the state is
simlarly involved in each of those types of risk. Wth regard
to geological risk, the state has its own geological risk to

addr ess. The state is nmore involved than ever in the cost of
devel oping those risks because the state has assuned a net
profit tax system through the PPT. Furthernore, the state
shares in the transportation cost risk. He noted that conpanies
will be allowed to deduct transportation costs, including the
potential "that they nmay have to pay for a 'take-for-pay'
situation.”™ In the leases the state is proposing to nake under
AG A the state would assune that the actual and reasonable
costs, including enpty capacity, should be an allowable
deduction on the royalties and taxes. The state will assune the
sanme sort of market risk as the conmpanies and will evaluate the
royalties and taxes based on the prices the market will deliver

at any given tine.

MR. BANKS highlighted that the state faces other risks as well,
such as the risk of nonperformance by the | essee. He enphasized
that the state doesn't control the timng of production fromthe
| eases. The aforenentioned is a decision nade by the | essee as
it works through its economcs. Poi nt Thonson is an extrene
exanple of how the state doesn't have control over inducing
production on the state's |eases. Furthernore, the oil and gas
business is generally risky and is a business in which |arge

corporations participate daily. The reason these |arge
corporations can mnmnage the risk is because they have a
portfolio of activities around the world. M. Banks said that

the primary reason the oil and gas industry is an integrated
industry is because it's a way of managing price risk and
geol ogy due to the opportunity to develop high risk:high reward
prospects bal anced against low risk:low reward prospects. The
state doesn't have that kind of broad portfolio. Therefore, in
a sense the state is faced with a different risk profile.

MR. BANKS then turned to price risk. He informed the conmttee
that the price risk has recently increased from $4 to $14 for
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gas in the Lower 48. The aforenentioned is a nuch greater sw ng
than the state thought it could possibly inmpose, in terns of

changing the state's fiscal terns. He acknow edged that the
| essees have raised this issue as they are accustonmed to dealing
with much greater risk in their business. He opined that the

state is a fairly stable and patient regine with which the
| essees can work.

3:02: 47 PM

REPRESENTATI VE GUTTENBERG returned to the PPT credits in
relation to oil versus gas, and requested further explanation.

COM SSIONER  GALVIN clarified that the PPT system is an
integrated oil and gas system Therefore, deductible costs due
to gas production are deducted agai nst the PPT paynent, which is
either for oil and gas tax. To the extent that the |essee has
an al l owabl e deduction, gas costs could be deducted against the
oil production tax or be a credit if there's no production tax.
Wth regard to what constitutes a deductible gas expense,
Comm ssioner @Glvin pointed out that per the PPT it nust be a
| ease-hol d expense. A |l ease-hold expense is based on what is
upstream of the point of production, which is where the gas
noves out of the control of the |Iessee to a nbre conmon system
Wth oil, the aforenentioned takes place either when the product
noves into a common carrier line or at TAPS. Wth gas, it would
take place at the entrance of the gas treatnent plant (GIP).
The gas treatnent plant would be downstream of the point of
production and thus wouldn't be a deductible expense under the
PPT. However, everything from [the gas treatnent plant]
upstream would be deductible under the PPT, both as a capitol
expense, the 20 percent, and as part of the ongoing expenses,
the 22 percent deduction fromthe [l essees'] revenue.

[ Co-Chair Gatto passed the gavel to Co-Chair Johnson.]
3:06:11 PM

REPRESENTATI VE GUTTENBERG surm sed then that al | of t he
distribution lines would be able to be witten off.

COWM SSI ONER GALVIN answered that is a potential so long as the
distribution lines are part of a system short of that point of
producti on. In further response to Representative Cuttenberg,
Comm ssioner Galvin said he wasn't sure if there is a way to
build in some pre-treatnent on |ease. Potentially, [the |essee]
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could add additional costs in that sector of devel opnent that
coul d be deducted under the PPT.

3:07:11 PM

REPRESENTATI VE GUTTENBERG asked if the regulations on the PPT
have been conpl et ed.

COWMM SSI ONER GALVI N replied no.
3:07:18 PM

REPRESENTATI VE GUTTENBERG inquired as to how the deductions
woul d be witten into the tariff.

MR. SHEPLER, noting his I|imted knowl edge of how the PPT
actually works, said that he can't provide an answer.

COWM SSI ONER GALVIN offered to review the question and provide
the conmttee with an answer.

3:08: 39 PM
MR. BANKS, continuing with slide 9, explained that a systemis

being created that is a prescription or a definition of a set of
terms for the state and the applicants in the form of a

contract. [The legislation] lays out a set of relatively
general requirenents such that the marketplace is allowed to
generate the nost creative solutions to these issues. For
exanple, overrun risk wll be balanced and shared between the

pi peline and the upstream shippers. The "nust haves" provide a
framework in AG A between the state and the pipeline owner, the
| essees and resource owners, as well as between the pipeline
itself and the resource owners and those conpeting for the
appl i cation. M. Banks highlighted +the inportance of
recognizing that [AGA] is establishing a nmechanism that |evels
the playing field while creating a setting in which all the
pl ayers conme on the field. The "must haves" acconplish the
aforenentioned and allow the state to achieve sone critical
values out of the pipeline in ternms of expansion, in-state use
of gas, jobs, low tariffs, et cetera by bringing all parties
together in a conpetitive setting. The evaluative criteria, he
said, is intended to establish the aforenmentioned by setting out
a nmechanismin which the state specifies what it neans in terns
of potential revenue for the state and balance that against
whet her the pipeline applicant can really deliver.
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[ Co- Chair Johnson returned the gavel to Co-Chair Gatto.]
3:11:32 PM

COWM SSI ONER GALVI N turned the commttee's attention to slide 10
regardi ng the FERC process and requested that M. Shepler focus
on sonme aspects of the FERC process particular to Al aska. He
further requested discussion of the risk associated with the
initial open season and how it can be shared between the
pi peline conpany and the initial shippers.

3:12: 06 PM

MR. SHEPLER said that the FERC process basically narrows the
range of uncertainty. The process begins with the open season
that has to be pre-approved by FERC and which results in binding
solicitation of capacity interest and precedent agreenents that
define term nation conditions. From there [an applicant] would
nove through the FERC certification process, which involves a
detailed project description wth environnental research.
Furthernmore, FERC nust nmke a finding on the project, as
required by the present public convenience and necessity.
Unique to Alaska is that Congress has already codified that the
pipeline is required by the public convenience and necessity.
In fact, two weeks ago FERC representatives before the House
Special Committee on QI and Gas confirmed that from that
standpoint, it's a uni que pi pe.

3:13: 43 PM

MR. SHEPLER, referring to slide 11, explained that the rates for
pipelines in the Lower 48 are divided into the following two
cat egori es: recourse rates and negotiated rates. The recourse
rate is the default rate, the cost-based conventional rate the
[ Regul at ory Commi ssion of Al aska] RCA would establish. The FERC
also allows for negotiated rates in which a wlling buyer of
capacity and a willing seller of capacity neet and agree on
price terns that are agreeable to both parties so long as the
shi pper has access to the default rate. The FERC encourages
parties in new projects and expansions to negotiate between
t hensel ves the risks of cost overruns. For exanple, on the
Rocki es Express Pipeline Project the conpany offered fixed rates
for the full 10-year term of the contract as a negotiated rate

option that was subject to change in future rate cases. Under
the negotiated rate if the pipeline conpany overruns its cost
estimate, the pipeline conpany and its shareholders will have to
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bear the risks of that cost overrun. He noted that ultimately
FERC has to approve the negotiated rates.

3:15: 54 PM

MR. SHEPLER, in response to Representative Seaton, said that
AG A contenpl ates comer ci al activity structured ar ound
commercially reasonable terms. There is no state veto, although
he suggested that the state, as a participant, could exercise
its right to corment on the setting of the recourse rates and
the negotiated rates. In the context of a project like this
nost of the initial shippers will nove forward under negoti ated
rates as opposed to recourse rates, he opined.

3:17: 06 PM

REPRESENTATI VE SEATON posed a scenario in which there is an open
season and the producers wait it out. In the neantine, Shel
cones forward and bids for the gas. In such a situation, what

is the state's position, he asked.

COM SSIONER GALVIN, referring to slide 12, said that AGA
provi des applicants multiple opportunities to participate. He
opined that a scenario in which a pipeline is proposed and a
conpany is willing to commt its gas to the line even in the
face of incurring significant devel opment costs in order to get
the gas into the line begs the question as to why the state's
| essee wouldn't be willing to put gas in the |ine when they

woul dn't have to incur the sane developnment costs. The
af orenenti oned doesn't seem to be a realistic scenario, he
opi ned. He highlighted that the explorers would have a nuch

hi gher hurdle to comrercialize the producers' gas than would the
producers. Therefore, it doesn't seem likely that a |line would
be filled with OCS [outer continental shelf] gas as the initia

product . He reiterated t hat AG A provides mul tiple
opportunities for the producers, in particular, to participate
as well as to the third party pipeline conpanies and other
entities during the initial inducenent. At the point of the

open season, there is again an opportunity for the producers to
participate by conmtting their gas to the |ine. Expl orers and
gas purchasers may decide to participate at this tine as well.
He said that AG A is structured so that the various participants
see opportunities at various stages and nake a decision to nove
t he project ahead.

3:21:24 PM
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COWM SSI ONER GALVI N opined that as the state noves through this
process and the unknowns are elimnated and the actual project

is identified, the project will be clearer than it is today.
However, he acknow edged that there may still be some |evel of
uncertainty with sone aspects of the project. Through the

negoti ated ratenmaking sone of that uncertainty can be mtigated
bet ween the pipeline and the shippers, although it may not be at
t he point of obtaining the necessary commtment. Therefore, the
admnistration feels strongly that the state should obtain from
the licensee a commtment fromthe outset that it won't use that
as a sign of failure and that the licensee will nove forward if
it's an economc project. Oherwi se under the terns of AGA it
woul d have been dropped along the process. Wth a significant
anmount of confidence, Conm ssioner Glvin opined that the
producers in this process will recognize the opportunity at each
step of the process and determine it's in their interest to
partici pate.

3:24: 26 PM

REPRESENTATI VE GUTTENBERG recalled that the 2005 FERC ruling
includes a section for an in-state demand study and a section
regardi ng nethodol ogy of determining value of bids for
deliveries in the state. He asked if those sections would be
appropriate in AG A

MR. SHEPLER clarified that the 2005 FERC ruling requires that a
"FERC- conpl i ant open season" nust have been preceded by the in-
state study and requires distance-sensitive rates for deliveries
in Alaska, as does AGA The aforenentioned is already part of
the federal requirenents. He said he didn't know whether the
af orenenti oned should be part of the AGA "nust haves."
However, the AGQ A requirenent for distance sensitive rates for
in-state deliveries is the real concern for Al askans as well as
the instant delivery points.

3:26:18 PM

REPRESENTATI VE GUTTENBERG opined that it would be advantageous
to Alaska to do so sooner through AG A rather than during the
FERC process.

COW SSI ONER GALVI N related his belief that the in-state demands
study has to be done prior to the open season under the FERC
rul es. Therefore, it wouldn't be at the very end of the
process. Commi ssioner Galvin opined that [the adm nistration]
clearly recognizes that neeting in-state demand is an inportant
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part of the natural gas pipeline policy as a state. [ The
adm nistration] further recognizes that the pipeline needs to
nove forward as quickly as possible and have the opportunity for
in-state demand to catch up to the initial open season. Mor e
significantly, in-state demand is likely to be net through the
expansion and opportunities for future expansion and open

seasons for in-state use, he said. He opined that when [the
adm nistration] reviewed how to neet in-state demand in AG A the
focus was on long-term issues. He nentioned that the Al aska

Natural Gas Devel opnent Authority (ANGDA) has done in-state
studi es and have expressed concern with regard to the level to
which the state will be ready to participate in an initial open
season. He mentioned that the House version of AG A includes a
gasification revolving |oan program At sonme point, one nust
decide where the initial priorities lay in order to get the

project noving and an initial open season. "W don't want to
necessarily have that slow down because of a need for an
additional study ... that's not going to actually neet in-state

demand in a tinely manner,"” he opined. However, he opined that
it's worth reviewng in terns of where the state stands
regardi ng how to neet both goals.

3:29:46 PM

REPRESENTATI VE GUTTENBERG rem nded nenbers that he lives in a
town that has an oil pipeline, a refinery, and where he pays
high national averages for petroleum products. He then
commented that it's in the state's best interest to plan to have
opti mal use of a gas pipeline throughout the state.

COCHAIR GATTO interjected that once a gas pipeline is in place
several things will follow, such as serving villages and propane
avail ability.

3:30: 33 PM

REPRESENTATI VE = SEATON recalled that yesterday there was
di scussion about <carbon dioxide as an evaluation criteria,
al t hough there has been no nention of it today.

COW SSI ONER GALVIN confirmed that the state is interested in
working wwth the conmttee to address that issue. Therefore, a
nunber of different ways to address it are being reviewed in
terms of what | anguage nmay or may not be necessary to include in
the |egislation. The desire, he opined, is to achieve an
environnmental ly friendly project.
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3:31: 43 PM

REPRESENTATI VE SEATON, referring to Chevron's annual report
regarding its managenent of energy, directed attention to page
10, which relates that Chevron has installed California s first
mega-watt class hydrogen fuel cell co-generation plant.

MR. BANKS related his wunderstanding that the aforenentioned
pl ant uses net hane.

REPRESENTATI VE SEATON confirnmed that it does. He said, "As |long
as you're not releasing nethane or fugitive CQO, that's what
we're trying to get at is so that we're not |ooking at a cap and
trade or sonething that could inpact negatively the pipeline.
So, it's an interesting thing if we have fuel cell technol ogy
that doesn't rel ease nmethane, that actually uses nethane for the
hydr ogen source. But as long as we're not releasing CO, that's

t he whol e purpose of getting around addressing this sonmehow
inacriteria.”

CO- CHAIR GATTO pointed out that there is CO, that is a raw
material and there's CO, that is created.

3:33:51 PM

COWM SSI ONER GALVIN, drawing the committee's attention to slide
13, reiterated that AG A sets up a comrercial vehicle geared
toward leveling the playing field and having conpetition along
with a transparent process. Furthernore, AG A neets the state's
needs, which are geared toward expansion and |ow costs. The
comercial interests in the project are used to try to resolve
sonre of the issues the state faces wth this project.
Conmi ssioner Galvin restated his earlier comments that AQJA
provides an opportunity for participants to enter the process
and receive state inducenents for sonmething in return. He
hi ghli ghted that any project can nove forward w thout any state
participation and AGQdA doesn't preclude the aforenentioned.

Still, the admnistration believes that AG A provides the best
mechani sm for the state to participate in the project so that
ultimately there is the greatest likelihood of the project

nmoving forward in a tinmely manner with terns that are favorable
to the state's long-term future.

3:35:33 PM

COCHAIR JOHNSON asked if there can be a rolled-in and an
incremental rate request. He clarified that he was thinking of
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Shell from which no tariffs or oil taxes are received. He
guestioned whether the state can treat conpanies differently
during an expansi on based on whether there's a rolled-in rate or
an increnental rate.

MR. SHEPLER said that technically a partial rolled-in rate and
an increnental rate can be used. However, he pointed out that
it's a policy call. He noted that ultimately FERC will review
the project in terns of consuners in the Lower 48 and the other
shi ppers on the system Therefore, he surmsed that FERC w ||
follow its policy of favoring rolled-in pricing for any
expansi on, regardless of whether it benefits the state directly
or not.

[HB 177 was hel d over.]
3:38:40 PM
ADJ QURNVENT

There being no further business before the commttee, the House
Resources Standing Conmmttee neeting was adjourned at 3:30 p. m
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