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

DONALD SHEPLER, Attorney at Law
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PCSI TI ON STATEMENT: During hearing of CSHB 177(0&35, answered
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ACTI ON NARRATI VE

COCHAIR CARL GATTO called the House Resources Standing

Commttee neeting to order at 1:07:26 PM Represent ati ves
Gatto, Johnson, Edgnon, Kawasaki, Seaton, and Roses were present
at the call to order. Representative QQuttenberg and W] son

arrived as the neeting was in progress.

HB 177- NATURAL GAS PI PELI NE PRQJECT

1: 07: 34 PM

CO- CHAIR 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 Inducenent Act
matching contribution fund; providing for an Al aska Gasline
| nducenent Act coordinator; mnmaking conform ng anmendnents; and
providing for an effective date." [Before the conmittee was
CSHB 177(08G) . ]

1: 08: 51 PM

JOHN KATZ, Deputy Associate General Counsel for Energy Projects,
Federal Energy Regulatory Conmm ssion, Departnent of Energy,
expl ai ned that FERC <consists of five nmenbers who are
representatives of FERC appointed by the President of the United

St at es. He further explained that the comrents of conm ssion
staff are that individual's opinion and don't necessarily
reflect the opinion of FERC or any of its conm ssioners. The

FERC is a deliberative body that officially speaks through a
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majority vote. However, the chair of FERC has authorized staff
to speak to the committee and provide as nuch information as
possi bl e. M. Katz pointed out that FERC is authorized under
the Natural Gas Act to certificate interstate natural gas
pi pel i nes. He also pointed out that a few years ago Congress
passed the Alaska Natural Gas Pipeline Act, which created sone
special provisions with regard to an interstate pipeline and
included some provisions that would make FERC s work nore
expeditious and efficient. The aforenentioned Act also included
provi si ons related to other f eder al agencies and the
coordi nation that would occur. In fact, the Act provided for
the establishment of an office of a federal coordinator, which
was filled by forner Alaska Senator Drue Pearce. The FERC
essentially stands ready to process an application for an Al aska
natural gas project as soon as such a project is put before it.
He noted that FERC has worked with sonme of its sister agencies
to prepare for that day, but FERC is essentially a reactive
agency and doesn't have authority to inpose requirements in the
abstract.

1:12: 34 PM

CO- CHAIR GATTO asked if M. Katz has any thoughts as to when
such a project will arrive.

MR. KATZ replied no, adding that no one has told FERC that they
are preparing an application. He reiterated that FERC is a
reactive agency and nust wait for an application before it can
start the process.

1:13: 24 PM

REPRESENTATI VE SEATON directed attention to the expansions in
Section 7 of CSHB 177(0&%5, which requires the main line entity
to propose and support recovery of all expansion costs through
rolled-in rates by not nore than 15 percent above the initial
maxi mum recourse rates. Some contend that such a provision
suppl ants or defines what a subsidy is. However, he opined that
FERC will review the facts at the tinme and determ ne whether a
subsi dy exists or not. Representative Seaton asked if M. Katz
is concerned that the proposed |anguage presupposes and defines
for FERC what a subsidy is.

MR. KATZ replied no because FERC w Il have to nmake its own
decision as to whether there's an inproper subsidy. The FERC s
2005 and 2005A orders, which addressed the open season
regul ations for an Alaska gas project, indicate that generally
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an Al aska project mght be considered different because of the
nature of conpetition in Al aska and the |arge expense of such a
proj ect . Therefore, FERC established a presunption for rolled-
in rates specifying that it would review whether there was a
subsidy by existing shippers of new shippers by expansion.
However, FERC didn't define what a subsidy would be. In fact,
FERC said that an increase in rates mght not be a subsidy, but
that such couldn't be determned until the facts of the specific
case were known. Therefore, if the legislature chooses to offer

an inducenment to a prospective pipeline applicant, that
applicant is free to accept or not accept that inducenent. The
FERC will then review the facts and determ ne whether there's a

subsidy or not. M. Katz said that he didn't know what FERC
would do with respect to an [application] that discussed a
future expansion.

1: 16: 53 PM

REPRESENTATI VE SEATON surm sed then that M. Katz didn't view
the provision that specifies that the mainline entity has to
make the proposal up to 15 percent above the initial recourse
rates as defining a subsidy.

MR. KATZ noted his agreenment with Representative Seaton, adding
that the legislature can't bind FERC, which operates under
federal law. He said that it will be up to those going through
the Al aska process with regard to whether they want to accept
the state's inducenents or not. The aforenentioned is a matter
bet ween the state and those pipeline proponents.

1:18: 01 PM

REPRESENTATI VE SEATON recalled testinony that the mainline
entity itself should be able to determ ne whether there was a
subsidy or not. However, Representative Seaton related his
understanding that FERC would nake that determnation and a
pipeline entity may not view the facts and circunstances in the
sanme manner as FERC He asked if that's M. Katz's
under st andi ng al so.

MR. KATZ replied yes. However, he acknow edged that a pipeline
proponent could nake a case before FERC as to whether it
believes a subsidy wll or wll not occur in any given
situation. Still, FERC would nake it's own decision based on
statenents by anyone interested in the case.

1:19:17 PM
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MR. KATZ, in response to Representative Cuttenberg, said that
it's difficult to provide exanples when FERC determ ned there
was a subsidy and when there wasn't. The difficulty lays in the
2005 and 2005A orders, which held open the possibility of
reviewing an Al aska project differently than that of a Lower 48
proj ect based on the facts of the case.

1: 20: 29 PM

REPRESENTATI VE GUTTENBERG surm sed then that this issue is
wi t hout precedence and that FERC will address natters based on
the facts at the tine and won't | ook back on other precedence.

MR. KATZ answered that the commission night use precedent.
However, the aforenentioned open season regulation orders of
FERC recogni ze that an Al aska project would be different than a
project in the Lower 48. For instance, nost expect that there
will be one pipeline and thus there won't be "pipeline on
pi peline conpetition” and thus production in Alaska my only
have one pipeline that it can travel. Furthernore, the expenses
of an Al aska pipeline will dwarf those of any other project. He
noted that a Lower 48 standard is one in which FERC doesn't
allow a rate increase to existing shippers that don't receive
benefits, which FERC orders 2005 and 2005A specify mght not
apply to an Al aska project.

1: 21: 52 PM

REPRESENTATI VE GUTTENBERG asked if there are any other exanples
in the FERC orders that specify whether the rates and open
seasons are significantly different as well.

MR KATZ said, " Not really, no." He reiterated his
understanding that the [FERC] comr ssioner recognized that an
Al aska project would be unique.

1:22:15 PM

REPRESENTATI VE GUTTENBERG asked if a simlar situation occurred
in the early 1970s with the Trans- Al aska Pi peline System (TAPS).

MR. KATZ said that he isn't famliar with the ratemaking for
TAPS. However, he noted that the oil rate regine isn't the sane
as the gas rate regine and thus he said he couldn't answer.

1: 22: 49 PM
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CO-CHAIR GATTO inquired as to the difference in how expansion
rates are treated in the contiguous U S. versus Canada.

MR. KATZ, noting that he's not an expert in Canadian rates,
related his understanding that TransCanada has testified before
the conmittee that rolled-in rates apply either way, whether

they increase or decrease rates in an expansion. Typi cal |y,
FERC is only concerned whether subsidies wll occur, whether
rates will increase. | f, through an expansion, rates |owered

then FERC would require that to be rolled-in for a Lower 48
pi pel i ne. He opined that there's a presunption for Lower 48
pipelines that if existing shippers have paid for cheap
expansi bility, they shouldn't be deprived of that and the new
shi ppers shouldn't cone on and pay for all the mainline costs
Furthernore, in the Lower 48 if the rates are |ower through an
expansi on, those benefits would go to all shippers whereas if
the rates increased, those costs would be paid by the expansion
shi ppers. He noted that although the aforenentioned is the
basi ¢ presunption under which FERC operates, parties could agree
to somet hi ng el se.

1:24:40 PM

CO CHAIR GATTO then invited an explanation of the difference
bet ween increnental rates of the contiguous U S. versus Al aska's
rolled-in rates.

MR. KATZ explained that typically an increnental rate would be
applied in the US if, for exanple, there were significant
costs associated with adding capacity and the only benefiting
entities were a small class of shippers, or one shipper that
woul d becone a new shipper on the pipeline. If the costs of
those additional facilities, if rolled-in, would result in an
increase in rates to existing shippers, FERC would point out
that the existing shippers have a contract and an agreed upon
rate and shouldn't have to pay higher costs in order to bring on
a new shi pper. In further response to Co-Chair Gatto, M. Katz
said that it's standard operating procedure in the Lower 48 to
be increnental only if the costs would increase to existing

shi ppers. However, if the costs for existing shippers would
remain the same or be lowered as a result of expansion, then
those rates are rolled-in. He noted that often there are

proceedings in which new facilities are rolled-in, and therefore
the standard operating procedure depends upon the features of a
proposed expansi on and the costs.
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CO CHAIR GATTO asked if [FERC] nmkes all the determ nations on
that matter or is there a contract prior to entering the
di scussi on.

1:26:22 PM
MR. KATZ said that there may be contracts.

JACQUELI NE  HOLMES, Associ ate  General Counsel for Ener gy
Projects, Federal Energy Regulatory Comm ssion, Departnent of
Energy, interjected that FERC would mnmake the determ nation on
the tariff recourse rate, although conpanies nay have negoti ated
rates with particular customers that would call for a different
rate than the recourse rate. Ms. Hol mes specified that the
recourse rate would be increnental if the cost would be higher
to existing custoners and rolled-in if the cost would be |ower
to existing custoners.

1: 27: 19 PM

REPRESENTATI VE SEATON referred to Section 6 of CSHB 177(0&%G,
which requires expansion in reasonable engineering increnents.
He asked if those are paraneters that FERC usually has.

MR. KATZ said that he doesn't believe FERC specifically includes
those type of paraneters. However, FERC reviews whether a
proposed expansion is in the public interest and perforns an
engi neering anal ysis. Therefore, M. Katz indicated that there
may not be a large difference between [Section 6 of CSHB
177(0C&G)] and the aforenentioned FERC review If FERC s
engi neers found that an expansion was very inefficient 1in
engi neering or environmental ternms, FERC nmay require changes in
the proposal to mnmake it reasonable from an engineering
per specti ve. He related that FERC s policy for the price of
expansion in the Lower 48 is left to the market to deci de.

1:28: 55 PM

CO CHAIR JOHNSON requested an explanation of negotiated rates.
He then posed a situation in which negotiated rates turn out to
be a subsidy and asked if FERC has the ability to address or
change those negotiated rates.

1: 29: 26 PM
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MR. KATZ said that FERC would listen to the pros and cons of
expansion rates and nmake a decision as to whether the negotiated
rates are reasonabl e.

M5. HOLMES interjected that in a rate case, although a conpany
may have negotiated a rate with shippers, FERC would treat the
vol unes under the negotiated rate as though they were paying the
maxi mum recourse rate. The difference would likely go to the
conpany rather than to the shippers, she opined.

1: 30: 41 PM

CO CHAI R JOHNSON asked whether FERC gets involved with rate of
returns on pipelines.

MR. KATZ replied yes. He said that when there is a full rate
case before FERC it reviews [the rate of return] along wth the
ot her costs. He nentioned that sonetinmes the aforenentioned is
controversi al

1: 31: 38 PM

CO CHAI R JOHNSON surm sed then that FERC probably has an average
rate of return for a pipeline.

M5. HOLMES related her belief that currently for new pipelines,
the average return on equity that FERC will grant is 13.5 - 14
per cent In further response to Co-Chair Johnson, M. Hol nes
said that she didn't know the average return on equity in
Canada.

MR. KATZ opined that with FERC recogni zing the unique nature of
an Al aska project, a pipeline proponent may argue for a higher
return due to the risk while others may argue for a lower return
because there won't be any conpetition.

1:32: 54 PM

CO CHAIR GATTO asked if M. Katz viewed the Al aska pipeline as
risky.

MR. KATZ said that it depends. If there's a pipeline that is
fully subscribed, then [the state] is probably in good shape

He didn't doubt that there is a market for an Al aska pipeline or
that there would be custoners for the gas. Furt her nor e,
Congress directed FERC to assune that there's a need for a
pi peline. However, M. Katz opined that it would be exceedingly
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risky for an entity to nove forward on the pipeline wthout
contracts. Still, it remains difficult to pen down where the
Al aska pipeline falls on the risk spectrum wthout nore
knowl edge of a specific proposal.

1: 34: 24 PM

CO CHAIR GATTO asked whether it's comon or uncomon for there
to be proven reserves when a pipeline is built, although there
is no agreenent to place those reserves in the pipeline.

MR. KATZ specified that it's nore typical for a pipeline to have
the contracts in hand prior to building, although that's not an
absol ute requirenent. He related that [FERC staff] view the
possibility of a pipeline being built as increasing along wth
the anmpbunt of contracts the pipeline proponent is able to
secure.

1: 35: 21 PM

REPRESENTATI VE GUTTENBERG i nquired as to how a failed first open
season woul d be perceived by FERC and those in Washi ngton, D.C

MR. KATZ opined that there would be sone disappointnment in that
[those in Washington, D.C.] have perceived an Al aska project as
crucial to America's energy future. However, if the first open
season doesn't succeed, it doesn't mean the project is gone. In
fact, it's possible that a proponent could hold an open season
and proposed shippers were unhappy with the terms offered or the
size of the pipeline. Still, there's no reason that the sane
proponent couldn't change its proposal and be successful in a
succeedi ng open season, he not ed.

1:36: 57 PM

REPRESENTATI VE SEATON posed a scenario in which the rate of
return was 13.5 percent. He asked if that's calculated on the
recourse rate or the mx of recourse and negotiated rates.

MR KATZ clarified that it's based on the cost.

M5. HOLMES further clarified that it would be the cost that
woul d go into determ ning the recourse rate.

1: 37: 35 PM
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REPRESENTATI VE SEATON nentioned that there is an idea to allow
vouchers that would allow buyers of gas, end users, to subscribe
for firmtransportation (FT) as well as shippers. He asked if
FERC woul d have any problens with the aforenentioned.

MR, KATZ said that he didn't because FERC doesn't necessarily
care who owns the capacity on the pipeline, but is concerned
wi th whether there are enough people paying on the pipeline to
make it worthwhile for the pipeline to build.

M5. HOLMES noted that FERC does have a requirenment that the
shipper on the pipeline holds the title to the gas being
shi pped. She said she wasn't sure whether that requirenent has
any inplications for the aforenenti oned concept.

MR. KATZ, in further response to Representative Seaton, agreed
to provide the commttee with guidance as to related FERC
regul ati ons.

1: 39: 43 PM

REPRESENTATI VE SEATON then inquired as to whether FERC has any
cont rol or policies on the dismantlenent, removal , and
restoration (DR&R) funds. He further inquired as to whether
those DR&R funds accunulate in a conpany account, a trust
account, or an account that grows with interest.

MR. KATZ responded that typically FERC hasn't addressed those

He explained that under the Natural Gas Act if a pipeline wants
to give up its facilities or service, abandonnent, it nust
request the authority to do so from FERC. Usual |y FERC wi |

exam ne the environnental and other inpacts of the abandonnent
of service and places whatever requirenments necessary to address
any environnental damage. He noted that FERC has, for sone
of fshore pipelines, allowed for negative salvage such that the
pi peline has been allowed to accunulate sonme funds through a

charge to decomm ssion or salvage the project. Typically, for a
| ong-1ine onshore pipeline FERC hasn't done anything |ike that
prospectively. In further response to Representative Seaton,

M. Katz said that he didn't believe there is anything in FERC
regulations that would prevent the state from negotiating
anything it sees fit with a prospective shipper. However, FERC
woul d revi ew such when it received an application.

1: 41: 53 PM

HOUSE RES COW TTEE -12- April 20, 2007



CO CHAI R GATTO asked if the rate of return assunmes the [DR&R] is
included in the cost.

MR. KATZ replied, "Typically, it's not."

CO CHAI R GATTO surm sed then that the [ DR&R] expense is going to
be borne by the pipeline owner. He inquired as to how the
pi peline owner controls that expense w thout any reinbursenent
for it.

MR. KATZ explained typically that is sonething that FERC inposes
on the pipeline at such tinme as the pipeline chooses to abandon
service on portions of its facilities. The pipeline has to nmake
that call as to whether there are expenses that it has to bear
to do that.

1: 42: 43 PM

CO- CHAIR JOHNSON recall ed testinony from a pipeline conpany that
said its big problem with AGA is going all the way to FERC

certification after the first failed season. The pipeline
conpany said it would be hugely expensive and it wasn't prepared
to do that. He then inquired as to the costs or tinelines

associated with continuing to FERC certification after a failed
first season

MR. KATZ said he could address that in detail because the timng
of an application and the work l|leading to an application is

largely in the hands of the perspective applicant. However, he
recalled that everyone he has heard discuss the project has
assuned that it wll take at |least a couple of years to perform

t he necessary field work.
1:44:.27 PM

CO- CHAIR JOHNSON inquired as to how nmuch of the material would
be pertinent when trying to reach a second open season after a
failed first open season.

MR. KATZ answered that such would be up to the applicant because
the open season proposal is developed by the applicant.
However, there's certainly no reason why a substantial anmount of
the information fromthe first open season couldn't carry over,
it depends upon how nuch the proposal would be changed.

1: 45: 42 PM
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MR. KATZ, in response to Representative WIlson, clarified that
FERC doesn't negotiate with shippers, producers, or pipelines.
He expl ai ned that people conme to FERC to file applications, FERC
conducts a hearing, and decides what it thinks is in the public
i nterest.

1:46: 59 PM

REPRESENTATIVE W LSON referred to page 7, subparagraph (C of
CSHB 177(0&35 and related her understanding that this provision
specifies that an applicant nust agree to the rolled-in rates
unl ess they're over 14 percent.

MR. KATZ clarified that the negotiations would be between the
shi ppers and the pipeline proponent and they would reach an
agreenent . He suggested a situation in which the shippers and
the pipeline proponent reach an agreenent and they're the
state's selected entity under AG A, and therefore they've agreed
not to protest rates unless they are over a specified anount.
Those agreenents would be between the state and the pipeline
proponent, but that wouldn't be between those entities and FERC.
Therefore, if an entity came to FERC and wanted to do sonething
inconsistent with what they agreed to do with the state, they
could do so and FERC would consider that proposal. However,
that entity may be in violation of its agreenent with the state
and could be sued in state court or held liable at the state

| evel . Still, the agreenents at the state Ilevel wouldn't
preclude FERC from considering whatever options that appear to
be in the public interest. “In other words, they could reach

those agreenents, but they wouldn't be binding on the
conmi ssion; they mght well be binding on the proponent vis-a-
vis the State of Alaska," he stated.

1:49: 12 PM

REPRESENTATI VE WLSON posed a scenario in which a pipeline
conpany builds the pipeline and the process is at the point of
shi ppi ng the gas. She inquired as to who would be responsible
if there was a hostile takeover of the pipeline conpany.

MR. KATZ said that it would depend. | f soneone purchases 100
percent of the stock of a conpany, that's not sonething that
requi res FERC approval. If the takeover was structured in
anot her fashion, FERC approval would be required. He pointed
out that in any case whoever took over the pipeline would be
required to continue under the FERC certificate with the sane
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terms and conditions as the previous entity operated. Any
change woul d require FERC authori zati on.

1:51: 29 PM

CO- CHAIR GATTO announced that the commttee would now turn its
attention to a presentation by Don Shepler. He then rem nded
conmttee nenbers that anendnments would be accepted from now
until about 3:00 p.m Sunday. He confirmed that anendnents
shoul d be to CSHB 177( Q&G .

1: 52: 55 PM

REPRESENTATI VE ROSES related his understanding that there wl
be anmendnents from the adm ni stration. He asked if those woul d
be available for review in order to avoid the introduction of
dupl i cat e anendnents.

CO CHAIR GATTO said that the adm nistration's anmendnents will be
made avail abl e as soon as they are in possession.

1: 53: 38 PM

DONALD SHEPLER, Attorney at Law, Geenberg Traurig, LLP, said
that he is present on behalf of the Palin-Parnell Admnistration
to address FERC issues. M. Shepler pointed out that the
handouts to the committee are the full text of FERC s orders as
they relate to pricing of expansion capacity while the slides of
t he Power Point are pertinent portions of those orders. He then
reviewed his background, which prior to working as an attorney
with the Law Firm of Geenberg Traurig, LLP, included 30 years
as in-house FERC counsel for various interstate pipelines in the
Lower 48. Prior to that, he said he worked at FERC and its
predecessor agency, the Federal Power Conm ssion, as both a
trial and advisory attorney. In that capacity he wote opinions
for FERC

1: 56: 10 PM

MR. SHEPLER said that due to the excellent testinony of M.
Katz, he wouldn't go through those parts of his PowerPoint that
have already been covered. He said that slides 1-5 provide
background regarding from where FERC was comng and the
congressi onal mandate it was addressing when it issued the 2005
series of orders. As related on slide 2, the 2004 ANGPA [ Al aska
Natural Gas Pipeline Act] mandate to FERC stated: " pronote
conpetition in the exploration, developnent and production of
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Al aska natural gas." In order to achieve that, FERC concl uded
that increnmental pricing of expansion capacity could place
expansi on shippers at a significant conpetitive di sadvantage and
di scourage exploration, devel opnent and production. As
mentioned by M. Katz, FERC did find that in light of the
uni queness of the Alaska project, a rate increase isn't
necessarily a subsidy. The aforenentioned led FERC to posit
that a subsidization definition "could be whether the expansion
rate is no higher than the actual initial rate or of an initia
rate without built-in subsidies.”

1:58:18 PM

MR. SHEPLER explained that the reference to built-in subsidies
refers to the fact that when FERC receives an application for a

certificate or an expansion, it wll review that application and
the proposed rate structure to determ ne how the expansion wll
be priced, on an increnental or rolled-in basis. The FERC, in

considering a case-specific application, has said it would be
willing to consider the argunent relating to whether the federa
government's | oan guarantees and accelerated depreciation
amounted to a "subsidy" of initial shippers' rates. I n ot her
wor ds, whether the recourse rates were pushed down as a result
of the governnent subsidies consisting of the |oan guarantee and
t he accel erated depreciation.

1:59: 24 PM

REPRESENTATI VE GUTTENBERG, referring to slide 4, asked if the
| oan guarantees would have to be used or would it nerely be a
matter of whether they influence the process or |oan rates.

MR. SHEPLER answered that the assunption is that because the
| oan guarantees would tend to reduce the debt cost, the
expectation wunder AQA is that the licensee would nake
substantial use of those federal |oan guarantees in order to
reduce the debt cost. Therefore, [FERC] does assune that the
| icensee does take advantage of the |oan guarantees or obtains
financing at a cost no higher than the |I|icensee could' ve
obt ai ned had they used the federal |oan guarantees.

2:00: 32 PM
REPRESENTATI VE GUTTENBERG asked if the aforenentioned could be
used as an argunent for increasing the tariffs. For exanple, if

the licensee wanted to exclude the federal |oan guarantees from
the rate, could the |icensee argue either way.
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MR. SHEPLER clarified that if the licensee didn't use the
federal |oan guarantees and their borrowing cost is higher than
it would have been if they had used the |oan guarantees, there
woul d be a question as to whether that was appropriate financing
of the project. He rem nded the commttee that the goal is to
obtain the |owest cost project. The aforenenti oned would be
probl ematic fromthe standpoint of the state as well as FERC, he
opi ned.

2:01: 40 PM

MR. SHEPLER, noving on to slide 6, highlighted that the seven-
year accelerated depreciation is another benefit to the project
sponsor as it tends to reduce rates when it's run through the
rat emaki ng mechani sm Additionally, the AG A contribution to
the project would also tend to reduce the rate to initial

shi ppers. Furthernmore, whoever builds the North Slope gas
treatment plant (GIP) wll qualify for 15 percent incone tax
credit. He pointed out that slide 6 includes the percentages
presented by Antony Scott, Division of Ol & Gas, Departnent of
Nat ural Resources. Col l ectively, the value of the governnent
subsi dies have the result of reducing the initial recourse rates
by nore than 15 percent. He characterized 15 percent as a good

approximation of the mninum value of those governnent
contri butions.

2:03: 21 PM

CO CHAIR GATTO asked if the additional 15 percent federal incone
tax credit given to owners of GIP is utilized nationw de.

MR. SHEPLER replied no, that provision was enacted as part of
t he conprehensive |egislation included in the Al aska Natural Gas
Pipeline Act in 2004. He noted that a GIP is very expensive to
construct.

2:04: 01 PM

CO CHAI R GATTO asked if the cost of a GIP is kept separate or is
the pipeline worthless without it.

MR. SHEPLER said that although soneone is going to have to build
a treatnent plant, AG A doesn't address that issue. However,
AG A does ask that [an applicant] specify how it wll deal wth
the GIP, regarding who is going to build it. |If the GIP is part
of the AG A project, then the GIP [builder] has to pursue FERC
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certification and receive FERC jurisdictional rates. M.
Shepl er enphasized that FERC isn't dictating who is going to
build the gas treatnment plant. However, he highlighted that
given the gas quality, sonmeone is going to have to renove the CO,
and sul fur before it reaches the mainline because it's corrosive
in the pipeline and wuldn't be acceptable, nerchantable,
commercial quality natural gas to be transported. In further
response to Co-Chair Gatto, M. Shepler acknow edged that the
percent ages specified on slide 6 add up to less than 15 percent
and noted that the value of the 15 percent of inconme tax credit
on the GIP wasn't included. That wasn't included because the
cost of the GIP is unknown. M. Shepler then turned attention
to slide 7, which specifies that AGA caps the roll-in filing
comm tment roughly at the |level of governnental subsidies.

2: 06: 34 PM

MR. SHEPLER opined that FERC recognized in its order that the
argunent relating to whether the federal governnment's |oan
guarantees and accel erated depreciations anounted to a subsidy
woul d be considered by FERC. He expl ai ned:

What we have done is we have calculated the inpact of
what those contributions are and said that as a
condition of obtaining the AQA license that the
applicant would agree to propose to the FERC rolled-in
treatment up to the point that the rate increase got
to the 15 percent level, which ... is what we
calculate to be the value of those governnent
subsidies which ties back in to the FERC s point that
they would consider that issue in determ ning whether
there was a subsidy when they were presented a fact-
speci fic case.

2:07:33 PM

CO CHAIR GATTO pointed out that AGJA sets the rate at 15
[ percent], but when the aforenentioned nunbers are added
together it probably amounts to nore than 15 [percent].

MR. SHEPLER said, "I wouldn't try to put too sharp a pencil to
it; it's in rough nunmbers it's about 15 percent. W' ve
calculated it being nore than 15 percent."

2:08: 00 PM
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CO- CHAIR GATTO surmised then that conceivably, whatever the
charge for rate increases, it could be that there's really no
increase until nore than 15 percent is reached.

MR. SHEPLER said, "I think I'm agreeing wwth you, M. Chairman."
He explained that the recourse rate has al ready been pushed down
by at l|east 15 percent. Therefore, until the cost of expansion

exceeds the starting recourse rate plus the 15 percent that's
already a subsidy from the governnent, that wouldn't be an
i nappropriate subsidy by existing shippers for new shippers, he
opi ned.

2:08: 57 PM

REPRESENTATI VE W LSON rel ated her understanding that the GIP can
be built by the shippers, the pipeline conpany, or an
i ndependent group. Still, FERC reviews the price and determ nes
what the people that use the GIP are to be charged.

MR. SHEPLER responded that it depends. He reiterated that the
GIP has to be built because the gas nust be treated. The GIP is

going to be very costly and wll require paynent by the people
whose gas flows through it. Therefore, [the admnistration
believes] since the owner, whoever that is, is receiving a

federal income tax credit for building the GIP, that should flow
through into the rates of the treating service. As a result of
the aforenentioned, it wll cost sonething less than what it
woul d' ve cost without the tax credit. Whet her FERC takes that
into consideration or not depends upon whether the plant 1is
deened to be under FERC s jurisdiction or not. He said that's
an i ssue that woul d be decided further in the process.

2:11: 16 PM

REPRESENTATI VE W LSON opi ned that soneone has to ensure that
it's a fair rate for everyone who uses it.

MR. SHEPLER said, "I really can't answer that question, | would
think so." |If FERC regulates the GIP and certificates it, then
FERC will set a rate for it. He recalled that the 1977 Al aska
Natural Gas Transmi ssion System statute required that the
treatnent plant be certificated as a part of that project.
However, in light of the 2004 statute it's apparent that the
Al aska project can be built outside of the ternms and conditions
of the 1977 statute. M. Shepler pointed out that in the Lower
48 the gas treatnent conditioning isn't typically a pipeline
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function and isn't included in jurisdictional rates rather it's
a service provided by another entity.

[ CO- CHAI R GATTO passed the gavel to Co-Chair Johnson.]

2:13:38 PM

MR. SHEPLER, returning to the PowerPoint, directed attention to
slide 8. He then related that [the admnistration] hasn't
contenplated that A A would intrude on FERC s authority. I n
the pipeline world, the follow ng adage exists: "The conpany
proposes, but the FERC disposes." He said that AG A nerely
requires that the pipeline ower file a proposal to use rolled-
in rate treatment up to the 15 percent. [ The adm nistration],

he related, is perfectly content with allowing FERC to decide
whether rolled-in treatnment will be required or not.

2:14:59 PM

MR. SHEPLER, in response to Co-Chair Johnson, explained that the
pipeline has to propose a certificate and a rate recovery
mechani sm He related that FERC has said that it has
established a rebuttable presunption that wll wuse rolled-in
pricing for an Al aska project.

2:16: 02 PM

REPRESENTATI VE WLSON asked then if the producers have the
opportunity to argue however they want or are they | ocked in.

2:16: 36 PM

VR. SHEPLER said that would be answered later in the
presentati on. He then returned to his presentation [slide 9]
and recalled staff asking whether rolled-in pricing went both
ways in the U S. as opposed to Canada. The FERC goal is for the
| onest possible rates for as nmany shippers as possible.
Therefore, if an inexpensive expansion would result in a rate
reduction to all of the custoners using the pipeline, the FERC
has wuniversally required the use of rolled-in pricing going
down. In fact, in the Lower 48 FERC doesn't allow rolled-in
pricing going up. However, as stated earlier, FERC has a
presunption that it would establish rolled-in pricing going up.

2:17:55 PM
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MR. SHEPLER noved on to FERC Order 636, as presented on slide
11, which required that interstate gas pipelines "unbundle" and
offer gas transportation service separate from the gas sales
servi ce. In the past, the pipeline purchased the gas at one
end, owned the pipeline and service, noved the gas to market,
and then sold it for the price of the gas plus the cost of the
transportation. The price of the gas was regulated by FERC for
many years, he noted. In FERC Order 636, the pipelines were
told they would be contract carriers and wouldn't own their own
gas in the pipeline, and couldn't sell gas at the downstream
end. Therefore, the pipelines would sinply be transporters.
This order, he nentioned, was based upon conplaints that the
pi pelines had a conpetitive advantage over producers and gas
mar keters who were trying to sell to gas users and distributors
at the downstream end.

2:19: 34 PM

MR. SHEPLER, referring to slide 14, related that FERC has
established two species of rates. One rate is a recourse rate,
which is a cost-based rate that 1is set by FERC under
conventional public utility ratemaking nethods. A mnimm and
maxi mumrate is established by FERC. The current policy of FERC
requires that virtually all system costs be recovered through a
"reservation charge.” Such a charge is paid regardless of
whether the gas was shipped. However, there are sone
exceptions, including in the follow ng circunstances: if the
pipeline isn't ready for service when the contract provides for
shipping; if the pipe isn't capable of providing service, a
credit is typically given for charges during that tinme; and
force majeure typically results in a partial credit for charges
back to the shipper.

2:21: 25 PM

REPRESENTATI VE SEATON asked whether the mninum and nmaximum
recourse rates set the paraneters for a negotiated rate or is it
totally independent.

MR. SHEPLER, referring to slide 15, said that negotiated rates
are the second species. He explained that FERC will allow a
willing buyer and seller of capacity to agree on an armis length
deal to a rate that's different than the regulated rate. He
further explained that although it may be sonmewhere wi thin that
band, it may be fixed for the term of the contract. Therefore,
at some point it could go outside that band and even be above
the recourse rate. The FERC says that at all tines a potentia
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shi pper nust have access to the service at the recourse rate in
order to protect the small players. The negotiated rates are
becom ng nore common, especially in new projects. As a matter
of policy, FERC has required that pipelines and shippers try to
negoti ate cost-sharing arrangenents in order to address the cost

of new projects, including cost overruns. In fact, the Rockies
Express Project that's currently being built wll utilize fixed
rate contracts for the services that will go forward once the
pipeline is in service. What ever the parties negotiate, FERC
will tend to accept, he opined.

MR. SHEPLER recalled that there was a question to FERC as to
whether it would look into the subsidy issue if the rate was
bel ow the recourse rate. He noted his agreenent with the FERC
representative who said that FERC would review such and would
tend to allow it as a deal between parties, although the
pi peline conpany would be required to design its recourse rates
as if it collected the full amount of the recourse rate from
t hat shipper. Therefore, the pipeline is at risk for the degree
to which it negotiates a rate that's below it's cost-based rate.
He noted that sometinmes the pipeline conmpany wll do the
aforenentioned in order to neet conpetition or other reasons.
M. Shepler pointed out that typically a pipeline conpany
doesn't have to nake a rate filing on any particular tineline.
However, FERC usually requires [a pipeline conpany] after about
three years of service of a new project to return to FERC and
rejustify whether the initial rate, based on estimates, is the
appropriate rate given the actual costs.

2:25:16 PM

REPRESENTATI VE SEATON recalled that M. Shepler nentioned that
negotiated rates could be higher than the recourse rates. He
then asked if there is language in AG A that protects the state
fromentering into the TAPS settl enment problem

MR. SHEPLER characterized AGA as a totally different aninal
t han TAPS. He highlighted that no one has to enter into a
negotiated rate as the recourse rate is always avail abl e. If a
rate higher than the recourse rate is negotiated, he said he
sensed it would be on one of the rate conponents. For exanpl e,
a rate dependent upon the anmpunt of volune actually shipped may
be negotiated. The FERC policy, he rem nded the commttee, for

recourse rates is such that alnmost all of the costs are
recovered through the reservation charge and relatively little
is covered through the comvbdity charge. M. Shepler did note

that at different tinmes the ratemaking policy of FERC has been
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different. There's no reason that a wlling shipper and a
willing pipeline couldn't negotiate a rate that had a |ower
reservation charge but a higher comodity charge than if the
recourse rate or FERC s straight fixed variable nethod of
establ i shing rates was appli ed.

2:27:15 PM

REPRESENTATI VE SEATON asked if M. Shepler is convinced that the
state doesn't have to worry about a rate being charged that
woul d then be charged agai nst the state's royalty gas.

MR. SHEPLER sai d he supposed that's a risk. He reiterated that
nothing in AG A addresses a situation in which a willing buyer
and a willing seller negotiate a rate above the cost-based rate.
In further response to Representative Seaton, M. Shepler agreed
to review whether a provision is necessary to protect the state
fromunder-valuation simlar to under TAPS.

[ CO-CHAI R JOHNSON returned the gavel to Co-Chair Gatto.]
2:28:38 PM

MR. SHEPLER turned the committee's attention to slide 16, which
addresses Representative WIson's earlier question regarding
upstream inducenents and whether shippers could protest the
rolled-in treatnent. When introduced AG A contenplated that as
a condition of receiving the wupstream inducenent, the tax
certainty and royalty relief, a party would conmmt that it
woul dn't oppose FERC at the pipeline filing required in AQdA
He explained that the rationale for the aforenentioned is:

We're asking the pipeline to propose sonething that is
in the best interest of the State of Alaska in terns
of facilitating the wmaxinmum developnment of the
resources so that rates are low for everybody for as
long as possible. And, so if the state wants roll ed-

in rates for maximzing the resources, it should do
what it can to ensure that FERC actually approves
those rates -- that rolled-in treatnent. So, that was
our rationale for linking ... the access to the tax

certainty to the agreenment not to protest the rolled-
in, but only up to the 15 percent.

2: 30: 20 PM
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MR. SHEPLER, in response to Representative Roses, clarified that
the rolled-in language is in the legislation twice. The rolled-
in language in the pipeline context specifies that the project
sponsor agrees to propose and support rolled-in pricing for the
expansi on. In the upstream inducenents portion of the
legislation, it specifies that the recipients of the tax
certainty and the royalty relief agree not to protest the
rolled-in rate.

2:31: 06 PM

MR. SHEPLER noved on to DR&R, slide 17, and pointed out that
DR&R is an oil pipeline term In the gas pipeline industry the
sanme concept is referred to as negative salvage. He opined that
FERC didn't quite understand what it was being asked. Negat i ve
sal vage, he explained, is allowed for gas pipelines. However,
it comes about through rate cases not in the certificate process
when the pipeline is being pernmtted. On the gas side, FERC
requires that the dollars associated with negative salvage be
booked in a separate account in order to track the accunul ated
negative salvage dollars that the pipeline conpany has
col | ected.

2:32:17 PM

CO CHAIR GATTO noted his confusion with the term "negative"
because sal vage normally has a positive val ue.

MR. SHEPLER pointed out that the term "negative" [refers to the
fact] that it's going to cost nore to take up [the pipe] than
can be obtained when it's nelted.

2:32: 48 PM

REPRESENTATI VE SEATON, referring to subparagraph (C) on page 7
of CSHB 177( &G, related his understanding that t he
af orenenti oned provision precludes the pipeline conpany from
negotiating any contracts or rate with a shipper that would
place them in contractual obligation or allow them to contract
to oppose rolled-in rates.

MR. SHEPLER replied no, and specified that the concern is
regarding how to protect the recourse rates for the shipper.
[ The |l egislation] specifies that the recourse rates nust reflect
rolled-in pricing to a certain |evel. The [adm nistration]
didn't want the pipeline conpany to negotiate a totally flat

fixed, or capped rate for sone custoners under the negoti ated
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rate mechanism that wouldn't allow them to recover that roll-in
from that shipper. In other words, if 80 percent of a pipeline
IS subject to negotiated rates and there is a commtnent not to
raise the rates beyond a specified amount, even if there's an

expansion, then the roll-in can only be recovered from 20
percent of the pipeline custoners that are under recourse rates.
Therefore, [that 20 percent] wll face a substantial rate

i ncrease for any expansion.
2:35: 38 PM
CO CHAIR GATTO surmsed then that at the sane tinme that price

rises, it becones substantially higher for the pipeline conpany
as wel | .

MR. SHEPLER responded, "As a recourse rate shipper, yes." The
idea [behind the legislation] is to spread the costs throughout
all the shippers without limting the ability to recover from

t he negotiated rate group of shippers.

REPRESENTATI VE SEATON suggested then that would basically result
inincrenental rates.

MR. SHEPLER noted his agreenent that such is the effect.
2:36: 43 PM

REPRESENTATI VE SEATON returned to the notion of FT being
purchased by shippers. He recalled that there was sone question
regardi ng the aforenmentioned.

MR. SHEPLER related that [in Alaska] it's generally assumed that
t he people who contract for capacity on the pipeline are going
to be the producers. Al though that nmay be the case, in the
Lower 48 it's just as likely that the holder of capacity on a
pipeline is going to a gas wutility, knowm as a |ocal
distribution conpany (LDC) or an electric generator. The
voucher systemis an attenpt to create a nechani sm by which the
party contracting for the capacity who had no use for production
tax credits or royalty relief could transfer that relief and
val ue back to the producer with the production tax and who is
subject to the royalty agreenent. Therefore, even if an LDC or
el ectric generator purchased half of the capacity in the
pi peline, the upstream inducenents would remain available to the
parties supplying gas into that FT contract. In further
response to Representative Seaton, M. Shepler noted that it's
FERC policy that an entity holding capacity in the pipeline has
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to have title to the gas that's noving in that entity's
capacity. He offered to refresh his know edge on the
af orenenti oned and provide the commttee with the policy basis
behi nd t he provi sion.

REPRESENTATI VE SEATON related his wunderstanding then that a
downstream entity has to purchase gas from soneone in order to
have title to it and be able to ship it. He surmised that it's
not a "nechanistic" problemwth having downstream purchasi ng.

MR. SHEPLER replied no.
2:41: 43 PM

PAT GALVIN, Conmi ssioner, Departnent of Revenue, inquired as to
whet her the commttee had any questions for him

2:42:18 PM

REPRESENTATI VE SEATON requested that Conm ssioner Galvin inform
the commttee of any other provisional changes or ideas that
have been vetted in other conmttees considering the
| egi sl ation.

2:42: 43 PM

COM SSIONER GALVIN related that in the Senate Judiciary
Standing Conmmttee the admnistration suggested |anguage
clarifications regarding the rolled-in rate treatnment and sone
clarity with regard to the relationship between the recourse
rate and negotiated rates. The adm nistration also suggested
| anguage clarifying that the 15 percent is viewed as a set limt
fromthe time the initial shippers set the rates. Both of those
suggestions were incorporated into the Senate conpanion
| egi sl ati on.

2:44:05 PM

COM SSI ONER GALVIN then turned to the abandonnent section and
rem nded the commttee of yesterday's discussion with regard to
the use of arbitrators in setting up arbitration when one party
thinks a project is economc and another does not. Furthernore,
there needs to be clarification with regard to what the
arbitrator would be deciding and what the standard would be to
rule the project uneconomc. The aforenentioned resulted in the
devel opnment of a test with regard to the determ nation, which
was included in the Senate conpanion legislation. Basically, to
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find the project uneconomc one nust find that it doesn't have
existing financing and it isn't going to provide a reasonable
rate of return for the resource owner

2:47:15 PM

REPRESENTATI VE GUTTENBERG asked if this is an appropriate place
to review community inpacts.

CO CHAI R GATTO pointed out that the experience of the community
is that the workers bring their famlies and thus there's a need
for services on a tenporary basis. The aforenentioned was
addressed in the TAPS issue such that once the pipeline workers
left the area, there was a need for bal ance.

2:48: 38 PM

REPRESENTATI VE GUTTENBERG recal l ed that in Fairbanks there was a
noratorium on property tax until the production was flow ng
t hrough TAPS. Still, the Gty of Fairbanks, which doesn't
receive property tax from the pipeline, experienced huge inpacts
for various services. He inquired as to how such inpacts wll

be mtigated going into this gasline project.

COWM SSI ONER GALVIN said that the adm nistration does recognize
that as the project noves into the construction phase the

primary issues will be related to the socioeconomc reaction to
the oncom ng work. Wth regard to AG A Conm ssioner GGlvin
opined that it's too early in the process and there are many
unknowns. However, there will be adequate time as the process

noves forward to address these issues. He noted that as part of
the administration's evaluation prior to the introduction of
AGA was the review of a property tax waiver during
construction. Such a waiver wasn't included in the legislation
because there needs to be investnment in the communities during
that period of tine. He opined, "W didn't want to exacerbate
it by putting a stop to those paynents. In the end, it didn't
have as nmuch of an inpact on the finances of the project as sone
of the other things that we've included in the bill."

2:50: 55 PM

REPRESENTATI VE GUTTENBERG recalled that out of the previous
Stranded Gas Act was borne the nunicipality assessment group
(MAG), which reviewed the inpacts of a pipeline. He highlighted
that a pipeline traveling down the highway inpacts nore than
j ust Fairbanks. He expressed the desire to include those who
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worked on the aforenentioned in the process because inpacts
start early and |inger.

2:51:54 PM

REPRESENTATI VE ROSES referred to page 8, lines 11-15 of CSHB
177(0&35, and inquired as to why it's inportant to have the
| anguage "regardl ess of whether any shippers bid" versus "if any
shi ppers bid".

MR. SHEPLER expl ai ned that beyond specifying that there have to
be five off-take points, it restates FERC policy that the
applicant, the natural gas conpany, still has to offer the
service even if no one contracts for it.

2:54: 12 PM

REPRESENTATI VE GUTTENBERG recal |l ed when Mark Hanl ey, Anadarko,
showed the comm ttee Anadarko's hol dings, a considerable anpunt
of which are in the foothills. He questioned whether it would
be prudent to al so include possible input points.

MR SHEPLER said that he would need to think about that
guesti on.

COWM SSI ONER GALVI N nentioned that when [the admi nistration] was
conventionalizing delivery points, they were also viewed as
entry points. "Once you tap in, the gas can flow either way
based upon the denand,” he related. He then said he would
ensure that no |anguage change is necessary in order that the
af orenentioned isn't precluded. Utimately, through the AGQA
process the state will end up with a pipeline designed to ship
gas for the demand that is present.

2:56: 33 PM

CO CHAI R GATTO asked if the gas from Cook Inlet requires any GIP
at all.

COM SSI ONER GALVIN said he isn't aware of any gas treatnment in
t he Cook Inlet.

CO CHAI R GATTO questioned whether anyone has evaluated the gas
i n Nenana. He suggested that requiring a conditioning plant
before the gas can be injected in the pipe may overwhelm the
val ue, dependi ng upon how much gas is present and the quality of
it.
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COW SSI ONER GALVIN commented that the aforenentioned is the
nature of the evaluation process. At this point, the gas hasn't
been di scover ed.

2:57:47 PM

REPRESENTATI VE GUTTENBERG suggested that the infrastructure may
already be available to get the gas off the AGA line to
Anchor age, which would be stuck with exporting it.

2:57:56 PM

CO CHAI R GATTO pointed out that it's pipeline quality gas as it
has been treated. The treatnent plant, he opined, has a big job
to do as this gas isn't the quality of that found in Cook Inlet.
He nentioned he has heard that Cook Inlet gas is the cleanest in
t he worl d.

2:58: 36 PM

REPRESENTATI VE ROSES posed a situation in which there were four
bi dders and each bidder met 19 of the 20 requirenments in AQA
In such a situation, he related his wunderstanding that the
| anguage on page 9, line 14 of CSHB 177(C&35 would nmean that the
commi ssioners would have to reject all four of those bidders.
He asked if that is the intention.

COMM SSI ONER GALVI N replied yes, and rel at ed t he
adm nistration's belief that the 20 "nust-haves" is a reasonable
list and an application that doesn't neet them all should be
rej ect ed. Comm ssioner Galvin said that [the adm nistration]
believes it's inportant for the state to make a clear statenent
of what it expects so that apples to apples can be conpared with
t he applications. Therefore, it was a deliberative decision to
use the term"shall".

3:00: 26 PM

COM SSIONER  GALVIN, in response to Representative Roses

pointed out that there is a fiscal note from the Departnent of
Labor & Workforce Devel opnment regarding the provision on page
24, lines 21-24 of CSHB 177(0&35 that specifies the currently
projected costs of this program The original structure of HB
177 was to include this training program as an inducenent to get
the projects. Based upon the discussions in the previous
conmttee, the decision was made to not make the training
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program exclusive to the AGQ A-licensed projects. Therefore, it
was pulled out and nade avail able as a separate training program

for any simlar project. Wth regard to the funding for the
trai ning program Conmm ssioner Glvin said the state would cone
up with the noney, likely through the general fund, to pay for

it in order to ensure that the project has an Al askan workforce.
3:02:22 PM

REPRESENTATI VE ROSES acknow edged that there is nobney set aside
in another area. However, he expressed concern that anticipated
costs never seemto anticipate enough. Therefore, he questioned
whet her not addressing this at all, precludes [the state] from
requesting that there be matching funds from the bidder to help
devel op t he workf or ce.

COM SSI ONER GALVIN said there wouldn't be a direct opportunity
to place an additional requirement on the |icensee to nake such
a match in order to continue to enjoy the benefits of the
license. He said that he didn't think that AGA is intended as
a vehicle to provide such a matchi ng arrangenent.

REPRESENTATI VE ROSES surm sed then that nowhere in that RFA or
RFP would there be any |anguage referring to expenditures for
training.

COM SSIONER GALVIN related that in the past when there were
simlar arrangenents for projects to creative incentives for
something in return, there was usually a request associated with
training. The aforenentioned always net resistance that seened
to exceed the actual nonetary cost of the training program
Therefore, when developing AGA it was decided to promse [to
the licensee] that the state would provide training so that
there would be a workforce for the project and thus it wouldn't
be included in an RFA.

3:06: 02 PM

CO- CHAIR JOHNSON, recalling the testinony from Antony Scott,
Division of Ol & Gas, asked if the Departnment of Revenue is in
agreenent with Dr. Scott's testinony and nunbers.

COM SSIONER GALVIN said that the admnistration supports Dr.
Scott's testinony. He did acknow edge that there are econom sts
in the Departnent of Revenue and Departnent of Natural Resources
who will hold different opinions.
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3:08:12 PM

COM SSI ONER GALVIN, in further response to Co-Chair Johnson,
informed the commttee that DNR has a nodel that it devel oped to
be able to run a variety of scenarios to generate an 85 percent
expectation of a particular nunber and a 50 percent expectation
of other nunbers. He noted that DOR doesn't have an alternate
way to develop that type of sophisticated result. Ther ef or e,
DOR doesn't have a way to generate an alternative view.

3:09: 52 PM

CO CHAI R JOHNSON asked if it would serve a purpose to have DOR s
econom st plug DOR s nunbers in DNR s fornul a.

COW SSI ONER GALVIN said that the nunbers and assunptions are
basically the sane. He acknow edged that there's a question
with regard to Dr. Scott's nunbers and how the FT conmtnent
should be treated in the upstream economc forecast. The
guestion is whether those should be treated as a debt equival ent
or not. Dr. Scott mnmade it clear that the admnistration
believes that the FT commtnent shouldn't be considered a debt
i nstrument when considering upstream econonics. He noted that a

DOR economi st may hold a different view. In nmy opinion and that
of the gasline team that DOR economist's opinion isn't backed
by that of the experts and isn't appropriate. Comm ssi oner

Galvin, drawing from everything he and the gasline team have
heard, said considering the FT conmtnent a debt instrunent when
consi dering upstream economcs isn't an appropriate position to
hold with the econom c anal ysis of the upstream

3:11: 55 PM
CO CHAI R JOHNSON asked if FERC weighs in on this.

COMWM SSIONER GALVIN replied no, it's not relevant to FERC s
analysis. In further response to Co-Chair Johnson, Conmm ssioner
Galvin said that one would have to review how the financial
comunity would treat a simlar situation. In discussions with
the financial conmunity, they wouldn't recognize FT conmtnents
as debt in upstream economi cs. Therefore, he said he is
confident in the type of analysis being performed. Conmm ssioner
Glvin clarified that the nunbers were based upon the
information from the financial conmunities, in terns of how the
financial communities would view the project not based on [the
adm ni stration's] desired outcone. Still, he acknow edged that
views based upon the desired outcone can be obtained, but the
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adm nistration went with the analysis of those who don't have an
interest in the outcone.

3:14:19 PM

REPRESENTATI VE RCSES related his understanding that if there is
a FT commtnent, then it becones an asset at that point because
they can now borrow against that. Furthernmore, it remains an
asset until the amount to which there is conm tnment exceeds what
i s shipped. He suggested that the FT commtnent becones a debt
when the potential for not being able to ship what was comm tted
beconmes a liability. Therefore, it depends upon the point of
t he process.

COWM SSI ONER GALVIN highlighted that it's an obligation to make
a paynent as well as an opportunity to get gas to market. So
long as one recognizes both ends of +the obligation and
opportunity, then it's being given a fair review Utinmately,
there has to be a fair representation of the econom c inpact of
a decision. Comm ssi oner Gal vin reiterated that t he
adm nistration believes Dr. Scott's nunbers are the fairest
representati on.

3:17: 08 PM

REPRESENTATI VE ROSES then turned to the producer and pointed out
that it has shareholders and stock that it sells on an open
mar ket . He opined that on the day there's a pipeline contract,
an absolute conmtment, the stock of those conpanies wll
actually rise in value. He further opined that when those
conpanies can't neet the obligation, there would be a decrease
in their stock val ue. The aforenentioned would prove that it
was a liability/debt, he opined.

3:18:15 PM

COWM SSI ONER GALVIN, in response to Co-Chair Johnson, reiterated
the need to recognize both sides of the decision. If a FT
commtnment is going to be made, there's suddenly many reserves
to book because there is an opportunity to place them into

mar ket . He enphasized that the FT commtnent isn't a debt.
Al though there can be an argunent that it is debt, Comm ssioner
Glvin stressed that it isn't appropriate to nake a FT

commtnent a debt-like instrunent for the purposes of economc
eval uati on. The aforenentioned is supported by the information
from financial comunities, oil and gas conpanies, and others
wi thout an interest in making this argunent.
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3:19: 30 PM

CO CHAIR JOHNSON commented that if this is accurate, it is
really damming information and really sways his opinion.

COWM SSI ONER GALVIN said that there is a tendency to want to
view everything as soneone's view of the truth. Utimtely, the
adm nistration and the legislature is striving for the truth,
not just a version of it. He suggested that the comittee
review what the admnistration has presented as well as the
| egislature's own economic advisors from a year ago. The
nunbers presented a year ago are consistent with Dr. Scott's
nunbers, he pointed out. Commi ssioner Glvin stated, "W're
doing the best in our ability to identify what 1is the
appropriate way to evaluate this project because in the end the
state's interests are borne by having the best information we
can provide for you rather than trying to push us in a direction
that ends up failing."

3:23: 04 PM

REPRESENTATI VE SEATON, from a fisherman's standpoint, said that
there's a debt when three is a paynent and an interest rate
Wen FT is taken, there's no paynent or interest unless the
product isn't shipped at which point the part not shipped is
converted to debt.

CO- CHAIR JOHNSON, from a parent's standpoint, said if a child
asks a parent to co-sign on a loan for a car, the parent doesn't
face paynents or interest. However, the parent's credit rating
is inmpacted, which is a debt. This is the problem he opined.

CO CHAIR GATTO said that the FT comm tnent could be referred to
as debt. However, it's not a fair appraisal because although
the obligation of debt is there, it produces an asset and the
asset overwhel ms the debt.

3:26:41 PM

REPRESENTATI VE SEATON asked if the legislation specifies that a
community dividend and the 60 percent profit sharing with the
state will only be countered if contractually obligated in the
license. He also recalled that there was sonmething related to
muni ci pal revenue sharing paynments and whether those wll be
counted as part of the net present value anticipated cash flow
to the state from the proposal. He inquired as to what

HOUSE RES COW TTEE - 33- April 20, 2007



categories will be considered net present value and cash flow to
t he state.

3:29:15 PM

COWM SSI ONER GALVIN said that the adm nistration hasn't prepared
nor is it in the process of preparing an anendnent to the
section described by Representative Seaton. He acknow edged
that the provision doesn't include cash flows to a nmunicipality
of the state. The adm ni stration hasn't nade the determ nation
that it's necessary to expand it to include such cash flows.
Wth regard to whether or not additional revenue that would
result in a cash paynment to the state would be included, he
opined that would likely fall under "other factors found by the
commi ssioners to be relevant to the evaluation of net present
value of cash flows to the state" and could be expanded nore
fully in the RFA "As far as the paynents to the
muni cipalities, we're not currently including that in our
interpretation,” he specified.

3:31: 07 PM

COM SSIONER GALVIN related that he didn't believe [the
adm nistration] would object if the legislature feels that cash
flows to nunicipalities should be included as part of the
eval uation criteria. He characterized it as a policy call.
From the state's perspective, it's a mnmatter of whether it
actually provides an offset to other obligations that the state
woul d have to make.

3:31: 33 PM

REPRESENTATI VE SEATON recalled that the admnistration brought
forward an amendnent to the Senate's conpanion |egislation
regardi ng carbon em ssions. He asked if that anendnent will be
brought forward for HB 177.

3:31:46 PM

COMM SSIONER GALVIN replied yes. In further response to
Representati ve Seaton, Commi ssioner Galvin confirmed that the FT
voucher amendnent wll also be brought forward. He then

expl ained that the administration is in the process of review ng
CSHB 177(0&5 and CSSB 104(JUD) to identify the differences
between the two and prepare anendnents for them He clarified
that there wll be anendnents that arise to inprove the
legislation as well as anendnents made by the Senate conmttee
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for discussion. There will also be anmendnents that are due to
the drafter's refinement of the [|anguage. Commi ssi oner G@Gal vin
informed the commttee that the intent is to make anendnents
avai lable to align the two versions.

[HB 177 was held over. ]

3:33: 54 PM

ADJ OURNNMENT

CO CHAIR GATTO recessed the House Resources Standing Conmittee

at 3:34 p.m to the call of the chair until 1:00 p.m April 21,
2007.
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