M NUTES
SENATE FI NANCE COWM TTEE
April 24, 2007
9:05 a.m

CALL TO ORDER

Co-Chair Bert Stednman convened the neeting at approximately
9: 05: 53 AM

PRESENT

Senat or Lyman Hof f man, Co- Chair
Senator Bert Stedman, Co-Chair
Senator Charlie Huggins, Vice Chair
Senator Kim Elton

Senat or Joe Thonmas

Senat or Fred Dyson

Senat or Donny d son

Al so Attending: MARCI A DAVI S, Deputy Conm ssioner, Departnent
of Revenue; ANTHONY SCOIT, Commrercial Analysis, Division of QI
and Gas, Departnent of Natural Resources;

Attending via Teleconference: There were no teleconference
parti ci pants.

SUMVARY | NFORMATI ON

SB 104- NATURAL GAS PI PELI NE PRQIECT

The Committee heard a sectional analysis of the bill through
Section 43.90.130(6) added by Section 1 from the Departnent of
Revenue and the Departnment of Natural Resources. The bill was
held in Commttee.

#SB104
9:09: 49 AM

CS FOR SENATE BILL NO 104(JUD)

"An Act relating to the Alaska Gasline |Inducenent Act;
establishing the Al aska Gasline |nducenent Act matching
contribution fund, providing for an Alaska Gasline
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| nducenent Act coordinator; making conform ng anendnents;
and providing for an effective date.”

This was the second hearing for this bill in the Senate Finance
Commi ttee.

9:10: 23 AM

MARCI A DAVI S, Deputy Comm ssi oner, Department of Revenue
testified that she would provide a sectional analysis of the
Senate Judiciary Conmittee substitute, which has retained its
"key structures” through the commttee process.

9:11:13 AM

Ms. Davis characterized the bill, also referred to as the Al aska
Gasl i ne | nducement Act, or A A, as foll ows.

It's essentially governnment taking a soft touch. It's
government stepping in an looking at a situation that has
not noved on its own under normal market forces and for
what ever reason either because of the structure of the
ownership patterns at Prudhoe [Bay oil fields], the
structure of global gas markets or sinply the time has not
come. But one thing that has conme is the time for the State
of Alaska to do whatever it can do to nove the gas and
ensure that the tinme for the revenue stream flowng from
that gas happens at the soonest nonment feasible given
mar ket condi tions.

9:11: 54 AM

Ms. Davis shared that this bill was designed to provide severa
i nducenents for "two pieces" of a gas line. One of which would
i nduce construction and the other would ensure the success of
the natural gas pipeline by inducing resource owners to commt
gas to that pipeline.

9:12: 20 AM

Chapter 90. Al aska Gasline |Inducenent Act.

Ms. Davis began detailing each section of Chapter 90, added to
AS 43 by Section 1 of the bill.
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Article 1. Inducenent to Construction of a Natural Gas
Pipeline in this State.
Section 43.90.010. Purpose. (page 1, line 9)

Ms. Davis asserted that the purpose of this |egislation had not
changed during the <conmttee process. It was designed to
facilitate comercialization of North Slope gas resources,
pronote exploration and devel opnent of oil and gas reserves, and
as constitutionally mandated, naxim ze the benefit of that gas
resource to the people of Al aska, as well as encourage oil and
gas |l essees to comrit gas to that pipeline.

9:13: 21 AM

Article 2. Alaska Gasline Inducenent Act License. (page 2,
line 6)

Ms. Davis stated that this article would specifically establish
t he i nducenent structure.

9:13:36 AM
Section 43.90.100. Gas project. (line 7)

Ms. Davis explained this | anguage woul d provide for the grant of
an Al aska Gasline Inducenent Act license to a party that applies
under the provisions of this chapter and neets the requirenents
set out in the chapter.

9:13: 47 AM

Ms. Davis noted an inportant addition in the |anguage of
subsection (b). Federal law provides that a state could not
interfere with the construction of a pipeline that traverses
across state lines. This subsection is intended to assuage the
perception by sonme that no pipeline could be constructed without
the |icense.

9:14: 34 AM
Co-Chair Stedman asked whether a party that unsuccessfully

applied for a license under AGA would be precluded from
constructing its own pipeline.
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Ms. Davis answered that it would not.
9:14: 55 AM

Section 43.90.110. Nat ur al gas pipeline project
construction inducenent.

Ms. Davis highlighted the key inducenent of a grant of up to
$500 million provided in two phases. The first portion could not
exceed 50 percent of the total grant award and woul d be granted
prior to open season. "(Open season” pertains to the process in
whi ch natural gas resources would be conmitted to the pipeline.
The provision of this phase of the grant had initially required
a mandated 50 percent matching contribution from the |icensee
The current version of the bill stipulates that the match woul d
be "up to 50 percent” with the exact percentage established by
the applicant in its proposal.

9:15:35 AM

Ms. Davis continued that after the open season had concl uded,
the remaining portion of the grant funds would be awarded. The
grant would be calculated as an 80 percent match to the
applicant's contribution. The anpunt woul d be established by the
applicant in its proposal.

9:15:54 AM

Ms. Davis gave a "franme of reference" for the dollar amount. The
estimated cost to progress fromthe grant of the license to the
open season has varied from $50 to $80 million up to $400
mllion. The lower estimate was cited by a party that already
held a license and proposed to amend that |icense. The higher
estimates were provided by a producer and by an independent
pi pel i ne conpany. The anmount of the State contribution in the
first three years after the grant of the license, according to
these estimates, would be $40 nillion to $200 nillion. The
provisions of this bill would allow the applicant "up to 36
mont hs" from the date the license was issued to initiate the
open season.

9:16: 53 AM

Ms. Davis stated that after the open season, the renainder of
the cost associated with the process to obtain certification by
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the Federal Energy Regulatory Conmission (FERC), has been
estimated at up to $1 billion. The total State contribution
would be limted to $500 million and would be subject to the
anount proposed by the applicant.

9:17:45 AM

Senator Thomas returned to Section 43.90.100(b), noting that
not hing would preclude a party other than the w nning applicant
from constructing a natural gas pipeline. He asked if this
| anguage would provide that the party would be ineligible to
receive "special treatnent” fromthe State in its efforts.

Ms. Davis clarified that this provision would not prohibit the
State from granting tax or royalty relief or other incentives.
However, doing so for a conpeting pipeline project would incur a
financi al consequence to the State.

9:18:39 AM

Senator Thonas indicated he would further review this provision
| ater.

9:18:49 AM

Senat or Elton understood the |I|icensee would submt an
application to the Executive Branch for reinbursement of up to
$500 mllion. The  Executive Branch would request an

appropriation fromthe Legislature in the same anmount.
9:19: 20 AM

Ms. Davis replied that Senator Elton correctly explained the
first step of the process. A provision of AG A would provide for
a special fund established by the Legislature and from which
rei nbursenents would be paid. Therefore, the Legislature would
appropriate the funds, although not specific to each subm ssion.

9:19:46 AM
Senator Elton asked if the expectation would be that the

Legislature would appropriate the entire $500 nmillion to the
special fund at once or in smaller anobunts over tine.
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Ms. Davis responded that the appropriations would be expected to
be made "pieceneal ".

9:20: 05 AM

Senator Huggins cited | anguage from Section 43.90.110(1) on page
2, line 17, which read in part as follows.

".state matching contributions in an anmount not to exceed
$500, 000, 000, paid in total to the licensee over a five-
year period; the paynent period nmay be extended by the
commi ssioners under an amendnment or nodification of the
proj ect plan..

Senat or Huggins asked for exanples of scenarios that would
justify an extension and whether a limt would be inposed on the
l ength of tinme an extension could be granted.

9: 20: 29 AM

Ms. Davis answered that the |anguage of the bill stipulates no
"backstop date for the filing for the FERC certification
process". The Senate Judiciary Committee had expressed concern
that "reasonable and appropriate" circunstances could occur
during the period between issuance of the |license and receipt of
FERC certification that could require nore than five years. The
committee intended to avoid an applicant "behaving in an
economcally irrational fashion" by incurring expenses earlier
than prudent for the purpose of qualifying for the State
rei mbursenent. Rather costs should be incurred "in a rational
way that makes sense for the process.”

Ms. Davis infornmed that the bill contains a provision relating
to "when can the project plan, which is captured in the |icense,
be nodified'. She would explain this provision to allow for

nodi fication in circunstances that would inprove the net present
value to the State, where required by changes by the Al aska Ol
and Gas Conservation Comm ssion (AOGCC) "gas off take rules”,
and in situations "where the conditions were unexpected and out
of the control of the applicant™".

9:22:46 AM

Ms. Davis noted the aforenentioned conditions were the three for
whi ch a deadline could be extended or nodifi ed.
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9:22:57 AM

Senat or Huggins requested additional insight on potentia
conditions that would be beyond the control of the |icensee.

9:23:11 AM
Ms. Davis gave the follow ng response.

The pipeline conmpany is going to do everything in its power
to develop the economcs, the design, al | of the
appropriate bone structure around their project so that
when they go to an open season and ask the narket, the
shi ppers, to enter into a commtment to ship gas on their
line, they' ve given those shippers a good solid, but stil
an estimte because the pipeline still hasn't been built,
such that shippers would cone forward.

There will be two situations: one, they'll ship, and two,
they won't ship. If they chose not to ship it could be for
two reasons: one is that despite the best efforts of that
pi pel i ne conpany, they have not given enough assurance to
that shipper that they've nailed the economcs - that
they' ve properly handled the cost overruns, etc. In that
situation you'd be looking at a shipper who still hasn't
been convinced that that project is economc and that
they're willing to enter into that contractual conmm tnent.

There's another situation where a shipper mght not tender
their gas. That would be because their own personal
econom cs or personal politics mght require them to not
tender the gas because they are |ooking doing sonething
else at a different tinmeframe or in a different setting.

In that situation, you' ve got a pipe conpany that has
essentially done everything reasonable - ever yt hi ng
appropriate that they need to do and there's really not
much nore they can do on the front of proving up their
econonics, proving up the case for their pipeline conpany,
if that gas is still being wthheld.

In that instance, the FERC has stated under the Al aska

Natural Gas Act, that they consider this gas critical to
the nation, critical to its energy supplies and that they
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woul d proceed notwi thstanding the lack of a conmtnent of
that gas to that pipeline. However, it’'s a slightly
different process. It's perhaps a longer process and wll
i nvol ve nore congressional involvenent. That's a situation
where we would envision that the Admi nistration, as well as
the pipe conpany should hold firm - keep their feet on the
line, and nove that project forward. But it mght take a
| onger period of time for them to get to that FERC
certification process. So we're trying to nmake sure that we
have given all the support we can to a pipeline conmpany to
proceed in good faith and wth good science and good
econoni cs and when they do so, stick with them to get them
through that process. Since we're asking themin return to
commt that they wll go through an open season and if it's
unsuccessful, progress onto a FERC certificate
notw t hst andi ng t hat.

9:26: 00 AM

Senator Huggins expressed that M. Davi s’ comments were
di sconcerting because of previous discussions on the cost to
extend the project. An extension would "up the paynent level to
80 percent in the period when we're extending the project”,
which would be counterintuitive in that it would increase the
expenditure and the length of the project. He did not have a
solution to this risk factor.

9:26: 47 AM

Ms. Davis noted a mtigating factor would be that the funds
reinmbursed after the initial five-year tinme period would be
“later in time" and would incur a mnor "time, value and noney"
benefit. This benefit would not counterbal ance Senator Huggins's
concer ns.

9:27:17 AM

Co- Chair Hof fman asked if discussions about the funding source
of the $500 million grant had been held and whether the source
woul d be general funds, the Constitutional Budget Reserve (CBR)
fund, the Permanent Fund Earnings Reserve Account, or other
sour ces.

9:27:40 AM
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Ms. Davis reported that no such discussions had yet been held on
this matter.

9:27:56 AM

Ms. Davis resuned her analysis of the sections of the bill,
noting that |anguage of Section 43.90.110(1)(C on page 2, line
31 through page 3, line 8, describes and defines the types of
expenses that would be eligible for reinbursenent. The expenses
had been "carefully delineated" to identify "those that are
directly and reasonably related to obtaining a certificate or
anended certificate of public convenience and necessity".
Specifically excluded woul d be overhead costs, litigation costs,
assets, and work product that predated the 1issuance of the
license and civil or crimnal penalties and fines.

9: 28: 45 AM

Co-Chair Stedman directed attention to Sec. 43.90.100(1)(B) on
line 26 through 30 that reads as foll ows.

(B) after the close of the first binding
open season, the state shall mnmatch the |licensee's
qualified expenditures at a level specified in the
license; however, the state's matching contribution
may not be greater than 80 percent of the qualified
expenditures incurred after the close of the first
bi ndi ng open season

Co-Chair Stedman questioned the use of "shall" versus "my",
posing that the State could "have a different opinion at that
time."

9:29:12 AM

Ms. Davis characterized this as the "promse" the State would
nmake to potential applicants that "this is the terns for which
we are holding out and asking you to nake an offer to us to
build our pipeline." The intent is to induce an offer from a

party to commit its tinme and funds to build a pipeline. In
return, the State would match funds up to 50 percent based on
the proposal by the successful applicant. Oiginally the

| anguage of this provision stipulated the match would be 50
per cent .
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9:30: 21 AM

Ms. Davis explained that once the applicant has submtted an
offer, the Administration has reviewed it and the Legislature
has accepted it, the matching funds would be commtted. This is
akin to a contractual agreenent.

9:30: 59 AM

Senator Thomas, referencing the qualified expenditures listed in
Section 43.90.110(1)(C), asked if certain litigation expenses
relating to disputes over the open season should be all owed.

9:31: 30 AM

Ms. Davis responded that a determ nation was made that the State
funds would be better invested in matching contributions nade

directly to the project, thus avoiding any debate over
qualifying expenditures. While sone litigation costs could be
reasonably incurred by the I|icensee, delineating those from

other litigation costs could be difficult.
9:32: 28 AM

Senator Dyson appreciated the notation of the changes nade by
the commttees that previously heard the bill. He requested the
testinmony include comment as to whether the Palin Adm nistration
supported t he changes.

9:33: 09 AM

Co- Chair Stednman announced he would direct the Adm nistration to
prepare a conparison of the anendnents to the bill nade by the
Senate Resources Conmmttee and the Senate Judiciary Conmtt ee.
9:33:51 AM

Senator Dyson repeated his request for the Admnistration's
position on the changes; especially those changes which the

Adm ni stration deemed "not helpful™ to the intent of AG A

9: 34: 08 AM
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Co-Chair Stedman renmarked that the conparison could include a
colum indicating the Admnistration's support or opposition to
t he amendnent s.

9:34:15 AM

Senator Dyson surmsed that the Co-Chair would not permt the
Wi tnesses to provide this information in the present setting.

9:34: 27 AM
Co-Chair Stedman stated that such comment woul d be al | owed.
9: 35: 04 AM

Ms. Davis continued, pointing out that the second inducenent the
State would provide to the licensee is Ilisted in Section
43.90.110(2) on page 3, lines 9 and 10, and reads as foll ows.

(2) the benefit of an Alaska Gasline
| nducenent Act coordinator who has the authority
prescribed in AS 43. 90. 250.

Ms. Davis explained the position that would be created to assi st
the |icensee. Concern had been expressed by industry
representatives that this benefit would act as a de facto
deterrent for other potential pipeline projects. If a conpeting
project did not have representation of this coordinator, the
concern was that the State could deny permts to the conpetitor.

9:37: 06 AM

Senat or Huggi ns voiced confidence that the Adm nistration would
make every effort to accommopdate any conpeting projects. He had
been told that the State pipeline coordinator position would be
"tailored" after the simlar federal position.

Ms. Davis affirned.

Senat or Huggi ns pointed out however, that the federal pipeline
coordinator position was charged to assist with any pipeline
project, while the State position proposed in AGA wuld be
directed to assist with only the project undertaken by the
successful applicant.
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9:37:47 AM

Co- Chair Stedman requested the | anguage pertinent to the federal
position for comparison purposes.

9:38: 10 AM

Section 43.90.120. Request for applications for the
licensee. (page 3, lines 11 through 18)

Ms. Davis resuned analysis of the bill. This section would
di rect conm ssioners to develop a request for applications (RFA)
as soon as possible after the effective date of the Act. The RFA
would be simlar to the request for proposals (RFP) process
utilized for the awarding of other State contracts. She
di sclosed, "In reality because of the concerns about mtigating
and elimnating delay, we're beginning that process know just to
ensure that we have an rfa ready to go as soon as possible."

Ms. Davis inforned that the original |anguage of this section
woul d have directed the comm ssioners to undertake this process
within 90 days of the effective date. However, |egislative |egal
counsel advised that unforeseen circunstances could arise making
t he mandated deadli ne unattai nable. To address this, the 90 day
timeframe was transferred to a different section of the bill
pertaining to "goal][s] or aspirational " benchmar ks. The
intention that the process would be conpleted within 90 days
woul d be retained.

9:39: 23 AM

Senator Elton asked if this change would be acceptable to the
Adm ni stration

9:39: 31 AM

Ms. Davis answered it would, and reenphasized the Adm nistration
goal to conplete the RFA process sooner than 90 days. The
Adm ni stration appreciated the "w sdont and advice regarding
deadl i nes and uni nt ended consequences.

9:39: 51 AM

Section 43.90.130. Application requirenents. (page 3, line
19)
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Ms. Davis characterized this section as enbedded with "the
State's nust haves". She detailed the criteria.

9:40: 48 AM

Ms. Davis stated that the |anguage of subsection (1) would
provi de for a deadline for subm ssion of the RFA s.

9:40: 58 AM

Ms. Davis noted subsection (2) would require the RFA to include
a detailed description of the project including the route,
recei pt and delivery points, size and design capacity at those
points, the economc analysis, and a technical viability of the
proj ect .

Ms. Davis directed attention to an anmendnent to the original
| anguage of this section on page 4, lines 6 through 8.

Co-Chair Stednman interrupted to direct the witness to detail the
criteria individually.

Ms. Davis repeated that Section 43.90.130(1) would provide for
the deadline and Section 43.90.130(2) would provide for a
detailed description of the project and categorizes the
conmponents i nto subparagraphs.

Ms. Davis stated that Section 43.90.130(2)(A) stipulated that
the detailed description nmust contain a proposed route for the
natural gas pipeline. Subparagraph (B) pertained to the receipt
and delivery points. Subparagraph (C) would require the RFA to
include an analysis denonstrating the project's econonmic and
technical viability.

Ms. Davis explained that Section 43.90.130(2)(D) Ilisted the
econonmic and technically wviability of the work plan, the
tinmeline and associated budget, including a description of how
the applicant would perform field work, environnental studies,
design and engineering, and how the applicant would inplenent
practices for controlling carbon emssions from natural gas
systens as established by the federal Environnmental Protection
Agency.

9:41: 56 AM
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Ms. Davis pointed out that the provision relating to carbon
em ssions was inserted into the bill by a Senate comnmttee to
address concerns about future global warm ng. The project could
have carbon em ssion inpacts and the State nust be mndful of
the applicants' ability to mnimze those inpacts.

Ms. Davis continued outlining the provisions of subparagraph (D)
noting the rfa must include a description of how the applicant
woul d conply with State, federal and international |aws.

Ms. Davi s not ed t he further del i neati on of Section
43.90.130(2)(D) into two types of projects that would require
"special attention; special focus". The first, listed as (i) on
page 4, |lines 11 through 16, addressed potential "Canadi an
t hroughway issues, which would entail having the applicant
describe if the project does require transiting through Canada
giving us specific details about the right-of-way situations or
capabilities and the regulatory issues involving Canada." The
second project type was listed as (ii) beginning on line 17,
"focuses on the specific details that relate to a |iquefied
natural gas (LNG project.”

Ms. Davis stressed the foll ow ng.

Keep in mind the AG A process does not prejudge what type

of project can be submtted. It can be an all in-state |ine
for gas; it can be an in-state with an export for LNG
[liquefied natural gas]; it can be a conbination of those -

one or both of those, with a gas line that would transit
t hrough Canada into the Lower 48, or into just Canada. So
there's a wide range of projects that this bill has to back
up and nmake sure that its got |anguage that covers and
enabl es comnm ssioners to nake a proper anal ysis.

9:43: 46 AM

Ms. Davis next described Section 43.90.130(3) on page 5,
beginning on line 3, as the criteria that would require the
applicant to provide "date certains". Subparagraph (A) contains
"the one hard deadline that the AQA bill inposes upon an
applicant” to conduct an open season no later than 36 nonths
after the date the |icense was issued.

9:44: 19 AM
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Co-Chair Stedman requested Ms. Davis elaborate on the 36 nonth
deadline and explain the difference between a binding open
season and "potentially an unsuccessful open season"

Ms. Davis answered as foll ows.
The process by which an applicant has an open season is

guided in good part by FERC They set out specific
procedures for the manner in which an open season is to be

hel d.

An open season is sinply a period of tine that that the
pi peline conpany says, "l've put out this information,
here's the data; | would like to invite the market to cone
forward and offer to ship on ny pipeline.” It's not a date;

it's not a single date, it's a process that has to last, |
believe, at least six nonths. And so you open a period of
time of six nonths in which you wait for the market and you
have dialog with the market. You encourage the market to
cone forward. In that time period you will be offering up
what you believe are the likely tariffs; the likely
structures.

This is a period of time of negotiation for the pipeline

with its shippers. In this tinme period, it will either get
commtrments from shippers that say "sure, sign me up for
the base rate, the rack rate", or they'll say "you know,

we're going to be doing a lot of business with you; we'd
like to ship for this period of time for this volune of
gas. W'd like to negotiate our own rate.” That's a tine
period when they can actually negotiate a rate as opposed
to take the FERC approved rack rate kind of structure.

9:45: 59 AM
Ms. Davis conti nued.

This tine period is the testing of the market. This is when
the pipeline conpany finds out iif they've done their
homewor k and they've structured a project that wll neet
the needs of that market. It's a process that lasts for up
to six nmonths. Once the pipeline conpany has tested the
mar ket and seen the response, either they figure out that
they didn't size the pipeline big enough, or they find out

SFC- 07 (15) 04/ 24/ 07



that they got it just right, or they find out that they've
got nore pipe then they' ve got gas being offered. That's
when they step back and they ask thenmselves "Do | believe
that my design is correct and that there's still nore
mar ket demand out there that | just haven't been able to
attract and | need to do nore work to attract it. O did |
size nmy pipe wong and | need to downsize ny pipe to match
what is in fact the real market demand."

It's a very fluid tine period this open season. It's a give
and take process between the pipeline conpany and the
mar ket and t he di al og.

9:46: 56 AM

Ms. Davis continued her explanation.
As a result of when the cutoff happens and when the
pi peline conpany says, "OK | think I've got all the
response I'mgoing to get." The pipeline conpany takes that
information and then decides how they're going to proceed
fromthat point.

Wen we talk about an open season being successful or

unsuccessful, that's a little bit of a - it's not a useful
| abel because it really is sort of in the eye of the
behol der; in this case the eye of the pipeline conpany how
it wants to respond to the responses it got in its open
season.

9:47.:39 AM

Ms. Davi s concl uded:

But obviously a pipeline conpany that's set up to have a
4.5 bcf [billion cubic feet] a day pipe and they've only

gotten shippers interested in about one billion cubic feet
of that space, they' ve got an issue. After they have that
open season, they'll need to figure out what the market
reasons were for why their design didn't match the narket.
They' Il have several ways to proceed from that point
dependi ng upon what their analysis tells them about the
m smat ch
9:48: 04 AM
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Co- Chair Stednman asked the reason for the allowance of 36 nonths
fromthe date of issuance of the license to hold an open season
and why a tinme limt of 24 or 18 nonths had not been chosen. The
proposal to construct a natural gas pipeline from northern
Al aska had been "worked on extensively" for the past several
years and would not require "starting with a fresh idea into a
new basi n".

9:48: 42 AM
Ms. Davis deferred to the Departnment of Natural Resources.
9:48: 54 AM

ANTHONY SCOTT, Commercial Analysis, Division of GOl and Gas,
Department of Natural Resources, testified to the question as
fol | ows.

This is the only mandated date in the bill in ternms of when
an entity nust do sonething by a particular date. It was
inmportant for us not to prejudge how an open season should
be conducted, or the level of data that woul d be assenbl ed.

What we recognized was that 36 nonths gave essentially any
applicant, no matter who they were, two full field seasons
to assess, route, soils, whatever it is that they needed to
assess to be able to put together a credible project.

There are sone potential applicants who may be able to nove
to an open season nore quickly, as M. Chairman you
recogni zed ... because they have already done a trenendous
anmount of work. Presumably that would work in their favor
in the application process because that goes to the issue,
hopefully, of tim ng and when we could expect first gas.

But again we didn't want to prejudge what an appropriate
approach would be to conducting an open season. This gives
enough tine, two full field seasons; but we didn't want to
sort of prescribe and inpose artificial limtations about
what could or should be done.

9:50: 52 AM
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Co-Chair Stednan deduced from the presentation nmde at the
previous hearing on this bill that a one year delay "at 5.5 as
far as the price of gas 1.8 billion - this could be a fairly
expensi ve extension all el se being equal from24 to 36 nonths."

9:51:16 AM

M. Scott agreed about the advantage of entities that had
al ready conducted "a fair anmount of work™ on the pipeline
project and that could nove to an open season after only one
field season. The timng of the open season "sets up a process
that leads you to first gas in a reasonably defined period of
time" and "the earlier you start that process, the earlier you
get to first gas and indeed, inproved net present value for the
State."

9:52: 00 AM

Co-Chair Stedman again asked how the 36 nonth tinme limt was
determ ned and whether it was requested by any particular entity
or was the resulting recomrendation of an econom c analysis or
ot her conpari sons.

9:52: 23 AM

M. Scott responded that neither was the case. Rather, "the
desire was to permt enough tinme, given the timng of when this
bill would nove forward, and then we would get applicants and a
license awarded, to ensure that we provided at least two field
seasons."” "Having spent years in negotiation," the Departnent

was "quite sensitive to not wanting to tell people how they nust
conduct their business and what an appropriate open season and

the preparatory work for that would be." The intention of
allowwng for a conpetitive process and because delay on the
pr oj ect would be detrinental to the State, eval uati ng

conparative bids on the basis of net present value would create
a conpetitive inpetus to "nmove this forward nore quickly."

9:53: 24 AM
Senator Elton asked the reason to establish a 36 nonth "hard
deadline" rather than a requirenent that either an open season

must conclude within 36 nonths or that it begin within 30
nont hs.
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M. Scott reiterated the intent to provide any applicant at
least two field seasons to undertake the efforts necessary to
conduct an open season. The open season process had been
mandated in federal legislation and is "fairly lengthy" and
would require approximately six nonths. It would include
presentation of an open season plan to the FERC, after which
FERC woul d have 30 days to approve the plan.

9:54: 54 AM
Senator Elton asked if open seasons were ever extended by FERC.
9:55:12 AM

M. Scott replied that generally FERC did not have regul ations
that address open seasons because the open seasons were usually
commercial practices held between tw private parties. The
federal natural gas act was the only project to include FERC
regul ation. The regulations require certain mninmm periods of
time but do not specify maximum periods of tinme. If the State
did not nandate that the process by concluded by a certain date,
it would be possible that the process could start and then
continue for many vyears. This would not be preferable. The
intent is that a term nation date be established.

9:56: 15 AM

Senat or Huggi ns requested an explanation of the rationale as to
why the deadline would not be 30 nonths or |ess. Although 36
nonths could be the best option, the reasons why alternative
time periods were not acceptable should be understood by the
Comm ttee.

9:56: 49 AM

Co-Chair Hoffman referred to the presentation given to the
Commttee at the previous hearing on this bill, noting that one
of the "nust have" criteria was to conplete the pipeline sooner.
Under this provision, he asked if the applicants would be
guestioned on how soon, within the 36 nonth deadline, the open
season would conclude. If so, he asked the priority that would
be given to applicants that denonstrate an ability to conplete
this process in a shorter tine period.
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Ms. Davis affirnmed that the "structure" of AGA would require
the applicant to provide a date by which it would conclude the
open season. This date would be one factor considered in
determning the net present value to the State of the proposal
Addi tionally, experts would be enployed to judge the credibility
of the date provided by the applicant because the "likelihood of
success” would be another factor in determning the w nning
applicant. A projected date could be deenmed unrealistic based on
the amount of information and data collected by the applicant
and would "counter balance” the advantage of the earliness of
t he date.

9:58: 47 AM

Co-Chair Hoffman asked the value that would be given to an
application with an earlier conpletion date.

9:59: 30 AM

Ms. Davis replied that the evaluation criteria are defined in a
separate section of the bill that would establish a formla
utilized to rate each application and determ ne the net present
value to the State. The projected date for conpletion of an open
season would be one factor considered. If all factors of two
applications were identical with the exception of this, the
application with the earlier conpletion date would be ranked
hi gher .

10: 00: 36 AM

Senat or Thomas assuned consi derati on nust have been given to the
impact of the timng of the inducenent reinbursenents on the
ability to conplete the open season.

10: 01: 07 AM

Ms. Davis affirnmed that the timng of State disbursenents woul d
affect the net present value of the project to the State. The
determ nation of the net present value would be conplex given
the nultiple factors that are not only "stand alone inportant”
but al so i npact the other factors.

10: 01: 38 AM
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Senat or Thonmas renmarked upon the wurgency of conpleting the
pi peline project. He would therefore consider the 36 nonth tine
[imt in relation to when and in what anounts reinbursenents
were paid. Larger paynents could be nade sooner to "urge that
project along.”

10: 02: 10 AM

Ms. Davis continued the sectional analysis, stating that Section
43.90.130.(3)(B) on page 5, lines 9 through 12, would require
the applicant to provide a date certain of the pre-filing for a
FERC certification. This process had been established by FERC to

"facilitate the ultimate FERC certification process” and
"focuses significantly on the environnental evaluations of the
project.” This effort would assist in the streamining of the

FERC certification process in the event an applicant partakes in
the pre-filing procedure. FERC currently does not require pre-
filing for a non-LNG project; however, this legislation would
request the applicant to participate. Participation would
"encour age qui cker action".

10: 03: 23 AM

Ms. Davis explained that Section 43.90.130(3)(C) relates to the
actual application for the FERC certificate and would request
the AG A applicant to propose a date certain in which an
application for FERC certification would be submtted. A
projected date of receipt of the FERC certificate is not
requi red because once the FERC process was underway an applicant
would not control the pace by which FERC would issue the
certificate.

10: 04: 05 AM

Co-Chair Stedman posed a scenario and nade the follow ng
request .

One of the potential exposures for tinme that the State
faces if we don't have as much success at open season we'd
like and we go to the FERC certificate and we match the 80
cents on the dollar and we go for FERC certificate w thout
enough FTs to construct whatever we're hoping to construct.

So can you bring back to the Committee how often that
process is done el sewhere; is this a common way | arge |ines
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are built, or large projects, or not, and what projects
have had failed open seasons, gone on to the driven on to
the FERC certificate, which ones were successful and non-
successful .

10: 05: 08 AM

Ms. Davis answered that she would provide the requested
i nformation.

MVs. Davis next characterized the provisions of Section
43.90.130(4) on page 5, beginning on line 17, as the "anal og" to
subpar agraph (3); however "in a setting where the project is not
governed by FERC but rather Regulatory Comm ssion of Al aska
[ RCA], which neans that the project would be an in-state
project."” Subparagraph (A) includes "a parallel requirenent of
concl udi ng an open season wthin 36 nonths" and subparagraph (B)
includes a requirenent that the AQA license apply for the
certificate fromthe RCA by a date certain.

Ms. Davis explained that Section 43.90.130(5), on Iline 25
t hrough 27, pertains to the commtnent required of applicants to
assess market denmand for additional pipeline capacity at |east
once every tw years through nonbinding solicitation. She
informed that once the design of the pipeline is conpleted and
open season has comenced, the Ilicensee <could express a
resistance to change the design despite a market offering a
| arge quantity of natural gas.

Ms. Davis asserted that the long term success of the Al aska
Natural Gas Pipeline would depend in part on expansion wth new
gas from other fields to backfill declines in existing fields

Therefore a "cycle of renewal of gas resources over time" would
be necessary. To acconplish this, "the explorationists need to

| ook ahead and be able to say 'K in x years ahead, | wll have
the opportunity to put ny gas in a pipeline.'" The opportunity
to do this would depend on that pipeline conpany's wllingness

to seek solicitations in a "fairly regular period" for interest
I n expansi on.

Ms. Davis relayed that criticism of this provision had been
voiced by industry representatives due to concerns that "in a
typical setting, when a pipeline conpany goes and solicits
interest in expansion, they do so in a fairly formal process.”
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10: 07: 52 AM

M. Scott further explained that the provisions of Section
43.90.130(5) and (6) "were designed to ensure that whoever owns

the pipeline will act like a pipeline conpany.” Nonbi nding open
seasons were regularly held and were "nerely" solicitations of
interest. If sufficient interest existed to support economc

expansion, a pipeline conpany would later conduct a formnal
bi ndi ng open season. Subsection (5) would provide a nechanismin
which solicitations of some form would be acquired. This process
woul d not have to be expensive and would require no engineering
or design work.

M. Scott stated that if adequate interest for new capacity was
expressed, the provision of subsection (6) would require the
pi peline conpany would comrit to expand the project in
"reasonabl e engineering increnents and on comercially viable
terms. "

10: 09: 36 AM

Co-Chair Stedman spoke of "considerable interest in this."” He
stated, "Clearly this is a basin-opening project and it's in the
best interest of the State to open the basin up, have nore
expl oration and devel opnent in the Arctic along with the ability
to access the of fshore issues, offshore gas."

Ms. Davis pointed out that subsection (5) was intended to allow
for a public non-binding solicitation or simlar neans. This
could be "a fairly loose process” and would not need to be
expensi ve.

Co-Chair Stedman identified two areas of concern; one of which
would be the inpact of this clause on project design and
engi neering and possibly construction of the pipeline itself

prior to the date of first gas. The second concern was the
"relative frequency of it". He could not argue that the process
should not occur, but asked how common such a two-year

assessnent cl ause was i nposed.

10:11:18 AM

M. Scott was unaware of any pipeline in the Lower 48 states
governed by a fixed schedule to conduct solicitation of demand
on a formal or informal basis. The Admnistration recognized
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that the Al aska Natural Gas Pipeline project would be unique and
woul d probably not have conpeting projects. The likelihood that
t he producer group could own the pipeline was significant and if
the producer group were solely concerned wth generating
pi peline returns, this project would |likely already be underway.
He did not challenge the producer's right to be interested in
returns in addition to those generated from a pipeline; however
the producer groups were not "geared towards the steady
relatively nodest returns that pipeline conpanies enjoy."

M. Scott stated that the two year schedule would be "sonething
new'. If the pipeline entity "engaged in a process which is
common in Canada" the outcone would be in the State's best
interest. Tariffs in Canada have a "cueing systenmi in which
interests expressed in shipping through a pipeline are noted and
at the point sufficient interest has been expressed to support
expansion, the interests are granted on a "first come first
served" basi s.

10: 14: 08 AM

M. Scott enphasized that solicitation nust be periodic to
support the robust exploration and devel opment necessary for
success.

Co-Chair Stedman asked if the two-year requirenent was
determ ned as a result of econom c nodeling or other analysis.

M. Scott answered it was not. Recognition was given that the
time period nmust be "sufficiently long" to ensure that the
process would be "nmeaningful", and also a "short enough period"
to provide those interested in exploration and devel opnent of
hydrocarbons wth "reasonable predictability" of when those
efforts could be comercialized. If the Conmttee deened that
the exact anmount of tinme should be different, he would not
oppose an amendnent to the subsection.

10: 15: 33 AM

Co- Chair Stednan asked whether an anal ysis had been conducted on
when the smaller exploration and devel opnent conpanies would
have capacity of gas in sufficient anmounts to participate in the
pi pel i ne.

10: 15: 42 AM

SFC- 07 (24) 04/ 24/ 07



M. Scott characterized this as "a chicken and egg problenf. The
date certain for the open season is inportant to "get this
process noving" and provide increased predictability for those
parties to begin to expend funds for exploration and "prove up"
the anticipated reserves. "Explorer conpanies” would unlikely be
able to prove up hydrocarbons in tine to participate in the
initial open season. This is one reason for the inportance to
continue the solicitation process past the open season.

10:17: 11 AM

Co-Chair Stedman, qualifying his limted expertise in oil and
gas issues, comented and posed questions as foll ows.

Wien we do this line; and maybe it has initial capacity of
4.5 pcf, nmaybe it's expandable to six, sonme ballpark
nunbers that seem to conme up quite a bit in the analysis
and we can assune that - do that type of volunme or run a
line down the continent into Canada. Cearly there's an
interest in the State in seeing the basin opened up and we
get nore players up there; we have nore exploration and

expansion and we have the ability, Ilike vyou' ve just
ment i oned for t hese newer applicants t hat have
substantially less volunes of gas to be able to enter into
a gasline and sell their product. But we also have, |

t hink, roughly 52 or sonething right over 50 percent of the
potential of reserve capacity laying offshore where the
State of Al aska would not get as nuch econom c activity off
of it as we do on the North Sl ope.

What kind of analysis or process - or has there been
anything done on that particular issue to see what i npact
that may have in squeezing out these snaller conpanies on
shore that we're trying to see expand so they one, don't
have the ability to access ...feeder lines ..there's another
term and | can't remenber it right now, to feed into the
[ i ndi scerni ble] and then out and down the |ine.

There's also the issue of just capacity in the line. Before
you can get to that point you gotta get it to it. So can
you enlighten me a little bit on that and the Conmttee on
the potential risk that Alaska may be facing in the
potential squeeze out that we may face in the offshore
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federal - |I'm assunming that the folks offshore are gonna
want to use that gasline to ship their product.

10: 19: 30 AM

M. Scott made the sane assunption, and acknow edged that the
relative pace of different devel opments was unknown. "Wich gas
will come when" could not be determned at this tine and was
subject to different corporate strategies which the State was
not privy to.

M. Scott spoke to additional "nust haves" provided for
el sewhere in the bill, and discussed at a later hearing, as
fol |l ows.

One of the reasons on bal ance why we strongly believe that
the rolled in rate provisions are in the State's best
interest is because it is not at all - it is entirely
possible that offshore gas could cone in and fill the
relatively inexpensive expansion capacity first. In that
event without rolled in rates, gas from State |ands m ght
have to wait 15 or nore years until Prudhoe Bay starts
coming off decline before there's adequate capacity at an
econonmc rate to get into the pipeline. So given the
uncertainties on balance, we think it is clearly in the
State's interest to have a level playing field for all gas
across the board.

In addition, ... the rolled in rates provision in AGA -
there's no question that because it creates a |evel playing
field, it opens potentially opportunities for offshore gas

to cone into the project. It's certainly in the federal
governnent's interest. That wll be helpful as we nove
forward in this process. It wll also be helpful in the

State's effort to try to obtain a royalty share from the
OCS gas, which is nore than six mles offshore, which is
somet hing which is of some interest now People are working

on that and | think it will inprove our position actually
as a State to obtaining that kind of share. Now, whether we
will or not, I don't know.

10: 22: 15 AM

Co-Chair Stedman directed the wtness to provide a brief
synopsis of the reason for concern about "offshore gas from a
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revenue perspective". He remarked, "All gas is not equal to the
State treasury."”

10: 22: 35 AM

M. Scott responded that generally the State's royalty share
from resources devel oped on State-owned land is 12.5 percent or
one-eighth of the value. On federally owned | ands |ocated in the
state, the State receives one-half of the federal governnent's
12.5 percent royalty. The State receives a higher revenue for
devel opments from the greater Prudhoe Bay are, the Foothills,
Poi nt Thonpson, etc., than from the National Petroleum Reserve-
Alaska (NPR-A). The State typically receives approximately one-
quarter of the federal royalty rate from gas produced wthin
three to six mles offshore. Therefore, the State would prefer
that the natural gas pipeline transport gas from NPR-A versus
gas developed three to six mles offshore. The State currently
receives no royalty share from devel opnents |ocated nore than
six mles offshore, known as the real Quter Continental Shelf.

10: 24: 50 AM

Co- Chair Stednman sunmarized the issue that nonetarily all gas is
not equal to the State. The anpbunt of revenue generated for the
Al aska Permanent Fund would be inpacted significantly depending
on the location the gas was devel oped. The best scenario would
be that all the gas transported through the natural gas pipeline
woul d be devel oped from St at e-owned | ands.

Co-Chair Stedman requested a summary of the expected vol unes,
acknow edgi ng the significant subjectivity.

10: 25: 56 AM

Senator Dyson realized that a proposal from the producers that
had the capacity to commt gas to the pipeline would be

"attractive". However, he expressed concern about a proposal
from a producer whose actual goal would be to continue to
maxi m ze oil production and generate profits from the Trans-

Al aska Pipeline System (TAPS), and/or control the reservoir
basin, and/or control access to the natural gas pipeline. |If
such a proposal were received he asked how the different goals
woul d be eval uat ed.

10: 27: 29 AM
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Ms. Davis responded that the applications would represent
"hugely expensive commtnents by conpanies”" and would not be
submtted with the expectation that if accepted, the conpany
woul d "wal k away”. She predicted that because of the anount of
funds involved in preparing the applications, the notives would
not be di si ngenuous.

10: 28: 01 AM

Ms. Davis expected that the applications would be factual, would
have credibility and would detail the proposed plan. She did not
expect the applicants to "opine the pace of the gas off take".
Rat her, the application "is about building a pipeline." The
Adm ni stration nust conduct independent forecasting of the gas
flow.

10: 29: 20 AM

Ms. Davis nmade the follow ng statenent.

The design of AG A has built in fromthe get-go, tools that
enable or ensure that that basin is not |ocked up. W
recogni ze that once you' ve given a license to a group of
people to build a pipeline and they're off and running,
that's their pipeline. W as a state have certain
regulatory rights, but that is their business; that is
t heir pipeline.

Qur ability to tell them what to do or what not to do is
l[imted by whatever the appropriate jurisdiction rights are
through the RCA or the powers and authorities of FERC. So
there are agencies out there designed to ensure that fair
conpetition happens on that pipeline, that appropriate
rates and tariffs are being charged, and that the access
rights are being managed.

10: 30: 17 AM

Ms. Davis qualified:

Wth that said, in AGA |ooking ahead and anticipating
what could go wong, that is why we have certain nust haves
in the AGA A commtnent by whoever that ©pipeline
applicant is, that they will |ook around every two years
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and look to see if there's expansion opportunities and if
there is appropriate expansion that they will do so.

Finally, ...is how the cost of that expansion will be borne
by the shippers and the pipeline conpany.

We've also go a few other nust haves we haven't gotten to,
which is the debt equity structure for rate purposes. W
have sone elenents that we're going to hardwire from the
beginning that will protect the State's interests wthout
goi ng over board.

But as far as being concerned whether or not a producer-

owned pipeline is going to be danped - its economcs
danpened because of concern about what they're doing wth
the oil - we have to rem nd ourselves we have a stake in

the oil as well as a state. We benefit from oil production
as well and fromthe continuing flow of oil through TAPS.

One nust hope that we've got good alignnment - the State's
econonmics with the producer's econom cs subject to a couple
el ements that we've put into AG A that ensure fair play.

10: 31: 37 AM

Senat or Dyson then expressed concern that the State did not have
adequate reservoir information about the optinmm gas off-take
rate that maintains the oil production and that the producers
did have this know edge. He asked if the State possessed the
ability to evaluate the maxi num gas off-take rate proposed in an
appl i cati on.

10: 32: 23 AM

Ms. Davis suggested the Committee address this issue as an
i ndependent topic, given its inportance. The AOGCC agency is
vested with the responsibility of managing the gas off-take rate
and has currently wundertaken this in conjunction wth the
producers. The producers developed reservoir data, which the
State possessed. However, the State did not posses the conputer
nodel that provides conclusions of inpacts on the reservoir.
This has been nmade available to the AOGCC under confidentiality
provisions. As an interested and involved party, the Departnent
of Natural Resources would |ikely have access to the information
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as well for the purpose of evaluating an AG A application. She
guesti oned whether a third party would have simlar access.

#
ADJ QURNVENT

Co-Chair Bert Stednman adjourned the neeting at 10:33:42 AM
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