M NUTES
SENATE FI NANCE COWM TTEE
May 1, 2007
9:04 a.m

CALL TO ORDER

Co-Chair Bert Stednman convened the neeting at approximately
9:04: 39 AM

PRESENT

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

Senat or Fred Dyson

Senat or Donny O son

Senator Kim Elton

Al so Attendi ng: GOVERNOR WALTER HI CKEL, Governor of Al aska 1966-
1969, 1990-1994, United States Secretary of the Interior 1969-
1970 and Co-Chair, Backbone 11; DAVID GOITSTEIN, Co-Chair,
Backbone 1|1

Attending via Teleconference: There were no teleconference
partici pants

SUMVARY | NFORMVATI ON

SB 104- NATURAL GAS PI PELI NE PRQIECT

The Commttee heard testinony from Governor Walter H ckel and
David GCottstein wth Backbone 1I. The bill was held in
Conmi ttee.

#sb104

CS FOR SENATE BILL NO. 104(JUD)

"An Act relating to the Alaska Gasline |Inducenent Act;
establishing the Alaska Gasline |Inducenent Act matching
contribution fund; providing for an Alaska Gasline
| nducenent Act coordinator; making conform ng anendnents;
and providing for an effective date."
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This was the fourteenth hearing for this bill in the Senate
Fi nance Conmittee.

9: 05: 33 AM

Co-Chair Stedman remarked that testinony regarding the Al aska
Gas I nducenent Act commonly referred to as AG A would continue
today. The Commttee would be hearing testinony from Governor
Wal ter Hickel and David Gottstein with Backbone I1

9:05: 52 AM

GOVERNOR WALTER HI CKEL, Governor of Al aska 1966-1969, 1990-1994,
United States Secretary of the Interior 1969-1970 and Co-Chair,
Backbone 11, read his prepared remarks [copy on file] as
fol | ows:

Thank you for inviting us to testify here today.

Qur North Slope natural gas is Alaska's greatest
opportunity to guarantee the long-term viability of our
st at e.

And Alaska is on the right course to nmake a gasline a
reality in this generation

It's a large project worthy of our great state.

| am just back from Moscow where | have been working wth
Russi an | eaders on two ot her great projects.

The opening of the Northern Sea Route to the world .. a
decision that wll link the Pacific and the Atlantic
oceans.

It will be a breakthrough of the sanme dinension as the

Panama Canal .
And we don't have to build a canal

The second great project is a tunnel beneath the Bering
Strait, linking the U S. and Russi a.
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Those who attended the Conference |ast Tuesday in Mscow
realize how serious the Russians are about this visionary
concept .

This link between the United States and Russia is going to
happen.

And it's going to change the worl d.

Al aska's imedi ate opportunity, however, is our North Slope
nat ural gas.

And it is up to our CGovernor and this legislature to make
sure it is used for the maxi num benefit of our people, as
mandat ed by our constitution.

Keep in mnd that the people of Alaska ...the voters who
el ected you ...are the owners of this gas.

You and CGover nor Palin are the trustees of their
i nheritance ...

...won in our statehood battle and our Statehood Act.

The conpanies who hold Prudhoe Bay |eases have purchased
the right to "produce" our gas.

That's why we call themthe "producers".
But they don't own the gas.

And they are required, through the l|eases they hold, to
sell our gas if they can earn a "reasonable" profit.

So, let's get started.
Governor Sarah Palin's plan is a good one.

She has thrown open the process to nmake sure that the State
finds the very best and nost tinmely project.

Her team has designed legislation to put the needs of
Al askans first.

It means revenues for state governnent.
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...gas for our hones...
...gas for our businesses...

.and gas for our renote villages that are in desperate
need of affordabl e enerqgy.

It neans making sure that the valuable gas |iquids

. are available for in-state processing to create high-
payi ng | egacy jobs for generations of Al askans.

It nmeans a pipeline that encourages exploration .. By the
producers and by other conpanies, large or small, that
bel i eve they can find nore gas.

Belief is the key to prospecting ..and it is the key to
life.

Believe ne; we haven't begun to explore the natural gas
potential of our state.

And we need a pipeline that wll accomodate the
di scoveries of those believers.

In nmy view, this does NOTI nean shipping our gas through
Canada.

Any Canadi an route has to resol ve...

.."First Nation" land clains.

Treaty probl ens.

A |l ong, expensive route.

Legal issues anong conpeting Canadi an interests.

And one bidder who wants to use our gas in the Al berta tar
sands to produce oil ...

.an outrageous plan for trillions of cubic feet of clean
Al aska gas so needed by our nation and the worl d.
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In our view and in the view of the majority of Al askans...

... "maxi mum benefit" neans an Al Alaska Gasline ... from
Prudhoe to Val dez.

It nmeans a pipeline started sooner and conpleted several
years sooner

It neans an energy source for our villages and cities.

It means feedstock for value-added industries and jobs in
Al aska.

W addressed the sane issue in the 1960s and 1970s over
North Sl ope oil.

We had to force the oil conpanies to drill at Prudhoe Bay.

Wen | was elected Governor in 1966, BP had already given
up.

So had all the others except Atlantic Richfield.

In early 1967, | flew to Prudhoe to neet with their head
geol ogi st Harry Jam son.

And he announced that they, too, were going to pull out.

Governor Hickel expanded on the conversation he had with M.
Jam son that day. Wien M. Jam son questioned whether Governor
H ckel was sincere when he proclainmed "Drill, or | wll,"
Governor Hickel assured himhe was. "It's our |and and our oil"

In 1968, that rig discovered the biggest oil field in the
hi story of North Anerica.

But two years later as Interior Secretary | had to take
Exxon to the mat, or there wouldn't have been a trans-
Al aska oil pipeline.

Governor Hickel stated that during his service as Secretary of
the Interior, he shared his plans for a trans-Al aska oi

pipeline with BP, Anadarko, and other oil conpanies. They
initially told him they were not going to build the pipeline;
however, their position changed after he threatened to tell that
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to the Anerican public. The nessage here is that "sonmeone has to
make it happen”.

Now we have another Governor who is ready to stand up for
Al aska and Al askans.

And t he peopl e are behind her.

Ladi es and gentlenen of the State Legislature, this is your
nmoment to step forward and stand with her.

The peopl e of Al aska want a gasline now.

Toget her we can make history, and Alaska wll [ong renmenber
this generation of | eadership.

Thank you.
9:13: 39 AM
Co-Chair Stedman thanked Governor Hi ckel for his renarks.

Continuing, he noted that Commttee discussion would ensue
following M. CGottstein's testinony.

9:13:44 AM

DAVI D GOTTSTEIN, Co-Chair, Backbone 11, shared that Backbone's
support of AG A "and its nmmjor conponents" is anchored on that
fact that "it provides for a conpetitive process, creates
material incentives and attenpts to provide for the maxi num
benefit to the residents of the State. Even a recent Dittnman
poll indicates that the public, by nore than two to one,
believes the $500 mllion dollar incentive package is
wor t hwhi | e".

M. GCottstein cautioned the Commttee to be extrenely careful
however, in regards to "who you listen to". "Representatives of
the North Slope producers are paid to persuade and convi nce you
that what is good for themis good for the State. It is sinply
pai d advertising w thout any checks and bal ances".

M. Cottstein contended therefore that nuch of what the
representatives comunicate "nust be challenged". For exanple,
testinmony that "only the producers are capable of financing and
buil ding a pipeline of this magnitude" is not true.
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M. Cottstein trusted Alaska's leaders to recognize such
untruths. They should be aware that even though |arge entities
such as TransCanada and M dAnerica corporations, wth their
financial capacity and experience, were accentuating their
ability to participate in this project, "the private equity
mar kets alone have over a trillion, yes that's a trillion
dol l ars of noney under managenent constantly |ooking for deals".

M. Cottstein stated that with the projected gas price forecasts
and the federal |oan guarantees, the private equity market,
"along with the investnent banking community, wll be chonping
at the bit to get a piece of such an investnment grade investnent
opportunity”". He warned Legislators not to let the "producers'
spi n doctors convince you ot herw se"

9: 15: 48 AM

M. Cottstein clarified "that the only thing that is necessary
to get a pipeline financed and going is access to sufficient
guantities of gas to nake it econom cal." The quantities of gas
at Pt. Thonson in conjunction with the State's royalty gas woul d
nmeet this requirenent.

M. Cottstein stated that "in football 1its touchdowns; in
baseball its runs; in the North Slope the producers attenpt to
control the process, maintain a nonopoly grip, and, on a
pi peline, its propaganda and influence peddling."

M. Cottstein pointed out that big conpanies utilize simlar
tactics anywhere in the world there are "big oprofit
opportunities”. They attenpt to curtail any project they cannot
control

M. GCottstein then addressed the "fabrication that the AGQA
process is an exclusive one". AGA is a "cone one cone all"”

process. It's a "defined conpetitive process that will result in
a pipeline sooner rather than later” as it would "attract a nore
vi brant bidding pool that, by definition, will require nore from

the wi nning partici pants”.

M. Cottstein declared that "AG A doesn't preclude the chosen
licensee from enriching their pipeline proposal by adding
additional participants and aspects after a successful bid, as
long as it doesn't nean less for the State".
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M. Cottstein reminded the Cormittee that "the State has so much
at stake and is in a powerful position to choose what is in" its
best interest. "It would be a shame" to abandon the AG A process
in favor of a "non-conpetitive process"” enconpassing "just the
producers just because the foxes say they know what is best for
t he henhouse".

M. GCottstein questioned whether the State should place "its
fiscal future in the hands of those with a long and proven
hi story of over-charging on the oil pipeline and only paying up
when the Court of last resort rules so or after a successful
negotiation for a fraction of the dollars at stake as a result
of a political settlenent. Can we really take what the producers
say seriously when they won't even attenpt to engage in any
truly honest and neani ngful dial ogue?”

M. GCottstein contended that even worse, the producers "keep
saying they own the gas. They don't. They have strong economc
rights to produce the gas, conditional upon certain performnce
requi renents”". One only need reference the State's Constitution
and the Mneral Leasing Act" to understand the State's rights
and obligations.

9:18:30 AM

M. GCottstein shared that "the sincerity in which these
hyperboles are put forward has nme believe that the presenters
believe it because their bosses want them to believe it."
Nonet hel ess, the State "owns the resources and when our tenant
violates the lease we not only have a right but a duty to
westle control back of our vast gas resources and nake them
avai l able to a hungry nation."

M. Cottstein continued. "The North Slope producers, through a
slight of hand anmendnent gimm ckry, are attenpting to acconplish
with amendnments what they are failing to acconplish with their
af orenenti oned propaganda, by asking you to provide for non-
conform ng bi ds, and or to require their up- stream
participation. This would put them right back in control of our
destiny."

M. Cottstein opined that Representative M ke Doogan mn ght have

summari zed the situation "about the producers attenpt to build
the pipeline" best when he said "if they wanted to build one,
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they'd be building one. They are inmensely profitable conpanies,
the federal governnent is offering federal |oan guarantees, and
they control the nost inportant ship in the entire gane: the
North Sl ope gas that makes a pipeline possible".

9:19: 29 AM

M. OCottstein continued to quote Representative Doogan. "They
have everything they need to build a pipeline. They aren't
building one. The only logical conclusion is that they don't
want to build one.”

M. Cottstein agreed wth Representative Doogan's renarKks.
Anot her viewpoint is that the producers m ght be unable to reach
consensus on building a pipeline anytime in the near future.
"The North Slope producers were offered everything inaginable
under the Stranded Gas Act and still chose defiance."

M. Cottstein considered the |ast gubernatorial election as a
strong indicator that people of the State considered the gas
pi peline project proposed by fornmer Governor Frank Miurkowski "a
huge giveaway. Wy should we think that if we offer them |ess,
they will do nore now?"

9:20:17 AM

M. Cottstein declared "we are in a ganme of chicken with the
North Sl ope producers. And we lose if we don't have the backbone
to secure access to our gas and offer it in a free market and
open process.” He Dbelieved the producers would choose to
participate in the AQA process if it is approved "rather than
being left out of one of the biggest investnent opportunities in
US. history; risk losing their |eases due to obvious non-
per f or mance; or face the wath of Congress for their
i ntransi gence. "

M. GCottstein urged the Comrittee "to |limt the anendnents to
ones that increase the likelihood of a successful open season
rather than ones that tilt in favor of producer control”

Unfortunately, the North Slope producers are concentrating on
convincing the State of the nerit of "their own exclusive sole
source process instead of trying to be conpetitive. They are
ganbling that propaganda is the cheaper way to get what they
want than the cost of being conpetitive in a tine when our
Legislative and public processes are subject to heightened
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federal judicial scrutiny due to the potential of conflicts of
interest.”

M. GCottstein urged the Committee to "prove them wong" by
passing "AGA with the few neaningful anendnents” that "wll
i ncrease the chances of a good pipeline and route sooner rather
than later”.

M. Cottstein advised Menbers to pass AG A this Legislative
session rather than "force a special session and therefore
increase the risk of failure to act".

9:21:46 AM

M. Cottstein concluded his remarks by declaring that "this is
our tinme to take the State back". AG A woul d acconplish that.

9:21: 57 AM

Co-Chair Stedman asked that the history of Backbone 11 Dbe
provi ded.

9:22:11 AM

M. Cottstein explained that Backbone was originally fornmed when
British Petroleum Corporation (BP) endeavored to acquire the
Atlantic R chfield Conpany (ARCO). "A large group of bipartisan
Al askans" banded "together to fight the creation of a nonopoly
on the North Slope". People such as Governor Hickel were able to
communicate to the Federal Trade Conm ssion "the challenges”
this would present to the State. "BP was required to divest of
t he ARCO Al aska assets in order for that nerger to be approved.”

M. Cottstein stated that Backbone organi zed again approxi mately
"four years ago in anticipation of a battle with regard to the
North Slope gas of Alaska" The idea was "to encourage a
conpetitive process so that Alaska's vast gas resources
ultimately will be used to the benefit of Al askans”.

9:23:13 AM
Co-Chair Stedman asked M. Cottstein to speak to the job
opportunities the construction phase of a gas pipeline

transiting from the North Slope through Canada or to Valdez
m ght offer to Al askans. He also asked about post-construction

SFC- 07 (10) 05/ 01/ 07



j obs, including val ue-added opportunities that mght arise from
such things as the developnent of a petrochem cal industry in
the State.

M. GCottstein considered this "a conplex" question as there
would be a "nyriad of values that the State accrues as the
result of a pipeline." 1In addition to construction jobs,
econom ¢ benefits would be generated by such things as taxes,
royalty paynments, and corporate taxes.

M. Cottstein noted that this equation should also consider the
"risk of the cost of inporting energy"” if the pipeline was not
built in time to deliver gas to residents before Cook Inlet gas
was depleted. Oher factors could include "the value-added
processing, the delivery of energy" to rural communiti es.

9:25: 01 AM

M. Cottstein advised of an inportant, but seldom discussed,
matter: that being the "cost of taking gas out." Renobving too
much woul d i npact oil production.

M. GCottstein thought that Legislators would rank |ong-term
fiscal stability as the State's nunber one concern. O her
matters of concern would include how to provide energy to
constituents and how to provide |egacy jobs. Construction jobs
woul d be of interest next.

M. Cottstein shared that while the construction of the oi
pipeline "was a tremendous boom to Alaska, it created huge
challenges in infrastructure and other issues, from education,
police, and so on and so forth.” He surmsed that rather than
| ooking forward to the construction phase of this pipeline,
peopl e who had experienced the construction of the oil pipeline
would nore eagerly await the post construction phase of the
proj ect .

9:25: 48 AM
M. GCottstein thought the gas pipeline would be "the ultinate
solution" to the State's long termfiscal issue as the State has

"no alternate econony" that <could conpare to the benefits
received fromthe oil and gas industry.
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M. GCottstein expressed that the State should increase the
Al aska Permanent Fund and other funds to a level that could
support the State into perpetuity "when the oil and gas runs
out". Inflation and population growh factors nust be included
in those cal cul ati ons.

M. Cottstein stated that the gas line nust be done right wth
enphasis on its fiscal aspect. "Meeting the energy needs of our
rural and urban centers and providing good jobs" should also be
a consideration. Value-added processing of "the rich chemcals
that we could pull off of the gasline” could assist in
addr essi ng these things.

9:26:51 AM

Senator Dyson understood that the oil and gas industry
traditionally transport products to a processing plant near the
market. It is argued that because of transportation costs, the
State's renoteness, and construction expenses, "it is less

economc to process” gas in-state because "we are so far from
where nmuch of the demand for the products that come fromthe gas
liquids" is "even if the social values of the jobs" and other
benefits are added.

9:27:47 AM

Governor Hickel pointed out that simlar argunments had been
expressed years earlier in regards to drilling on the Kenai
Peni nsul a. "They weren't going to drill. W made themdrill" and

devel op the first LNG pl ant.

Governor Hickel recounted that when he was Secretary of the
Interior there was no Secretary of Energy position. Those
responsibilities were also under his purview Wile the State's
political ties are with the nation, its "economc ties" are with
Asia. In the late 1940s and early 1950s, due to national market
conpetition constraints, the State had difficulty getting its
coal or tinber products beyond Seattle, Washington. As a result,
the State |ooked at other options and began to ship coal to
Korea and tinmber to Japan.

Governor Hickel declared that constructing the Liquefied Natural
Gas (LNG plant on the Kenai was a groundbreaking event. At the
time, Alaska provided 100 percent of Japan's LNG needs. Today,
Al aska exports less than one percent to Japan. Alaska is "an
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owner state"; the argunments presented today were successfully
addressed 30 years ago.

CGovernor Hickel stated that when the State's Constitution was
being witten in 1959, it was recognized that the State needed
to have "a different kind of Governor". Al aska's governor 1is
provided "nore power than any country on earth", and if the
governor failed to neet expectations, he or she could be
repl aced.

9:29: 21 AM

Governor Hickel insisted that "the market is there; we had the
mar ket, and Japan would | ove to have that LNG market back."

9:29:39 AM

M. Cottstein also responded to Senator Dyson's question. One of
the strengths of AGA is that "it provides for a market driven
solution". Wen developing their application, bidders wll
carefully review value-added processing options and either
exclude or dimnish themin the application if it did not "nake
sense". The State would have an opportunity to evaluate the
viability of the value-added options during the application
revi ew.

9:30: 12 AM
M. Cottstein advised that "no single litrmus test"” could
substantiate that "bigger is better. It is a very conplicated

issue that involves "serious" consideration of engineering,
manuf acturing, and transportation costs.

9:31:16 AM

M. Cottstein declared that each conpany or consortium had its
own standards by which to deternmine whether a val ue-added
process would be of econonmic benefit to them This market
mechanism would indicate whether it would "nake sense" to
i ncl ude the val ue- added process.

9:31: 29 AM
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Senat or Dyson appreciated Governor Hickel "rem nding us" that
the State's markets were likely "west and south not south and
east".

9:31: 54 AM

Governor Hickel considered the value-added process to be of
utmost i nportance. The State, as the owner, nust insist on
val ue-added activities. Wen he had demanded the industry
develop an LNG plant on the Kenai decades ago, they clearly
outlined their reasons for not doing so. Nonetheless, the plant
was eventually built. The governnent is obligated to namke such
t hi ngs happen.

9:32: 58 AM

Senator Dyson recounted having been told by a [unidentified] man
who had extensive experience "devel oping and narketing oil and
gas" in the State that "maybe at the end of the day, the best
solution is that sone group, maybe including Al aska's citizens,
backed by our Permanent Fund, build the line down" to Delta.
Anot her group could extend a link toward Canada from there and
anot her group mght build a line to tidewater. The State would
have control "of the values calibrating the neters”.

Senat or Dyson, observing that Governor Hickel was nodding,
deened that to indicate this was a viable option. The question
is how could the State advance this option.

9: 33: 55 AM

Governor Hickel voiced "total" agreenent with the concept. The
governor could nmake that decision. "The State of Al aska can tel
them what has to be done. It's our gas."

Governor Hickel conmmunicated having told this to a president of
the United States. "It's not conmunism if we own our own
gasline."

Governor Hickel hypothesized that had Standard G| Conpany owned
Prudhoe Bay, it would have been unlikely they would have asked
anot her conpany to build the pipeline. As a former governor of
the State, he knew "that they nake nore noney from transporting
the oil from Prudhoe Bay to Valdez than they do fromselling the
oi l".

SFC- 07 (14) 05/ 01/ 07



Governor Hickel contended therefore that because the State owns
the gas, there was nothing wong in owning the pipeline. It wll
t ake education, |eadership, and courage to nake it happen.

9:34: 56 AM

Senator Huggins had two questions for M. Cottstein. The first
regarded his "extenporaneous reconmmendation of two candidates to
be the State pipeline coordinator”. The second pertained to the
routing of the gasline. Wiile the debate in this regard has
primarily concentrated on either running the gas pipeline
through Canada or to Valdez, sone people he respects have
suggested running the line to Kenai or South Central Al aska.
This area, which is in close proximty to 50 percent of the
State's popul ation Dbase, could be characterized as "the
i ndustrial base of Alaska" as it contains oil and gas facilities
at Pt. McKenzie and the LNG plant at Kenai.

Senat or Huggins remarked that since this route net both donestic
and industrial requirements, "why we wouldn't we take the brain
power of M. Harold Heinze and nmake that one of the pacing itens
for a course of action of where Al aska gas goes".

9: 36: 00 AM

M. GCottstein agreed "with the premse". The State was not
limted to only one course of action. The volune of gas that is
anticipated to be found on the North Slope could support a
variety of options. "The tine value of noney" would make running
a line to Cook Inlet attractive in that it could be accomovdat ed
in a shorter time period.

M. Cottstein acknowl edged "it nakes a lot of sense to build a
line down to the Interior that could have increased capacity;
bring another line to South Central." However, in his view, "the
extra time that it will take to vision, design, engineer, and
permt an alternative to a route along the oil pipeline wll
make it |ess valuable". Nonetheless, the market could nmake that
det erm nat i on.

M. Cottstein continued. "If we bring a pipeline down to the
Interior, bring a line dowm to Valdez, a spur line to South
Central, and if and when, all the problens with the Canadian
route get solved, and then there's enough proven gas on the
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North Slope to finance that project as well, Al aska becones the
big winner." This does not have to be "an either or" situation
and if the State approaches this in an "intelligent" manner, "it
could be win/win for everybody".

M. GCottstein next addressed the question regarding a pipeline

manager. "Alaska is, in effect, a nmedium sized oil conpany”. It
should conduct a worldw de search "for the best and brightest
within the oil industry” to manage this project for the State.

M. CGottstein could not suggest who mght be the best to nanage
the project, absent such a search. He allowed however, that the
State is "in a world of very tough conpetition with experts”
enpl oyed by large oil conpanies that have years of experience in
t he busi ness. Al aska has not "stepped up to the plate".

M. Cottstein divulged that when he worked for the Legislature
25 years prior, he had tried but failed to garner Legislative
support to hire an oil and gas expert to work for the State. "W
are late to the party and the sooner that we recognize that we
have these imense values that we need to bring that
prof essi onal expertise to represent us". He suggested that this
person mght "be a retired executive from a global oil and gas
or petrochem cal industry”. This would be the kind of person the
State should seek on a "consulting if not a managenent basis to
represent us in these hard to be fought battles".

9: 38: 56 AM

Senator Huggins wi shed a State pipeline coordinator could have
been hired in January as opposed to hiring one in My, June or
July 2007.

9:39:19 AM

M. Cottstein stated that of all the issues the State has to
address, passing AGA is the nobst inportant. Doing so would
pl ace control of State resources and its future "back in the
hands of the State and its citizens. This would clear the path
to do other things". Not having a pipeline coordinator in place
at the nmonment was not worrisone to him

9:40: 06 AM
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Governor Hickel supported oil and gas |ease conditions in effect
in Australia and other countries which specify that the right to
a lease would be forfeited if no effort to devel op and produce
the resource was taken. He contended that the reason mgjor
producers do not want North Slope gas produced is because its
sheer size would take over the global market, and "they would
|l ose their" LNG |leases in other countries. LNG will be one of
the "great markets of the next century".

9:41: 09 AM

Co- Chair Stedman asked whet her Backbone had identified any area
of concern in the current bill or any area "they really |iked"
and thought "should be strengthened". If so, he requested they

provi de appropriate | anguage suggesti ons.
9:41: 45 AM

M. GCottstein appreciated the opportunity. There was concern
over the value-added processing conponent |anguage. Backbone
also cautioned against dimnishing, through the anendnent
process, sonme of the bill's "nost powerful aspects". For
exanple, substituting the word "my" for "shall"™ in the
provision "the adm nistration shall select the conformng bid
that serves the best interests of +the State of Al aska"
"dramatically dilutes that potential”

9:42:16 AM

M. GCottstein declared that the State is "really in a tough
battle against tinme". In addition, the State does not appear to
"want to abdicate anything®. He has often said "that the
toughest fight in the world has to do with war. The second
t oughest has to do with the fight for oil. And we're engaged in
that battle. Wars are fought over resources and oil is one of
those and we need all the tools in the tool box that we can keep
in order to nake sure that we have the toughest position at the
bargai ning table.”

M. GCottstein assured the Commttee that Backbone would be
pl eased to "provide |anguage or critical input” about things
they deemed inportant. They were "generally very favorable of
the AG A process"” and supportive of the direction taken in the
bill before the Commttee.
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9:43:16 AM

Co- Chair Hoffrman thanked Governor Hickel for his "decades of
service to the citizens" of the State and to his "continued
dedi cation to make sure Al askans get all that we can out of the
devel opment” of the entirety of State resources, "particularly
oi | and gas.

9:43: 39 AM

Co-Chair Hoffman asked whether the testifiers thought that the
"wi ndow of opportunity” for the State's oil and gas resources
woul d "pass us by" if action was not taken in the near future.

9:43: 59 AM

Governor Hickel declared that that was "absolutely" the case.
The State mnust make a decision. The State's Constitution
provi des Al aska's governor inmmense power. Govern Palin should
act like "the head of a conpany"” and say "Do it". Studies have
been conducted for 30 years and the State should not wait any
| onger. Over the past 30 years, Alaska's LNG exports to Japan
have decreased from a 100 percent stronghold to |less than one
percent today. W nust "act |ike owners”. "What's wong with us
owni ng sonething?" Education and courage is required. Japan
woul d wel cone doi ng busi ness with Al aska.

9: 45: 05 AM

Senator Thomas al so thanked Governor Hickel for his service to
the State and for remnding us that the State is "at a pivotal
point” in regards to decisions about its resources.

9:45: 31 AM

Senator Thomas, who has |ong been concerned about the instate
use of gas, thanked Governor Hickel for addressing that issue
and asked himto expand further on the subject.

9:46:11 AM
Governor Hickel stressed that "all we have to do" about the
State's resources is "make a decision about where we're going".

Al aska's governor has the power to say "Do it". That is how
Prudhoe Bay got started. The State, as owner of the resource,
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can nmake this decision. An owner that "asks what should be done"
will "get screwed".

Governor Hickel stated that one of the reasons he ran for
Governor in 1990 was to resolve the issue of how nuch the oi
conpanies "owed wus". Hs efforts lead to the collection of
"nearly four billion dollars in back royalty and taxes" fromthe
producers. "A decision not studies" should be the avenue taken.

9:48: 20 AM

M. Cottstein stated that were the State to only have enough
natural gas reserves to neet instate demands, it shouldn't
export any. However, Alaska currently has "to i nport
everyt hi ng".

M. Cottstein contended that the Departnent of Natural Resources
and other State entities nust be sufficiently skilled "to access
what these different values are so we can know what nakes sense
economcally and how to and where to transport our gas and how
to val ue add process” and so on.

M. Cottstein declared it fortunate that there was "vastly much
nore gas than we need in state and we can export it. That’s the
beauty; that's where our future is". Nonetheless, it 1is
“critical" that a thorough job be conducted in "assessing what
instate uses we can have for our own natural gas. W don’t want
to ship all the gas out and run out in 30 years."

M. Cottstein allowed however that many people "believe there
are not just 30 trillion cubic feet but perhaps 100s of
trillions of cubic feet on the North Slope. And so we have not
only the blessing but the obligation to nake sure that we put an
infrastructure in place that first serves the interests of our
home constituency and then nonetizes that for the future and the
benefit of all Al askans.™

Governor Hickel informed the Committee that when drilling for
oil was occurring in Prudhoe Bay in the 1960s, he was told
"we're drilling for oil; we hope we don't find gas". He

contended that there was "enough gas on the North Slope to
supply the North Anmerican continent.

9:50: 17 AM
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Senator Elton appreciated Governor Hickel's participation in
"this inportant debate". He was struck by the manner in which
Governor Hickel both as Governor and as Secretary of the
Interior "dealt with the oil conmpanies to acconplish an oi
pi peline and to acconplish the devel opnent of the North Sl ope".

Senator Elton asked how Governor Hickel would deal wth a
scenario in which AG A had been passed and an entity chosen to
build the pipeline, but the major producers chose not to
participate in the open season.

9:51:28 AM

Governor Hickel responded that you just sort of nmake it happen
There are a |l ot of conpanies willing to participate.

Governor Hickel shared that in the 1960s, Japan stated they
woul d purchase Alaska's gas if it was available. Actions of the
Governor made that gas be available. Today however, "the
market's there, the resources are there, the decision making
isn't there."

Governor Hickel stated that the role of a Legislator was to
represent the people of the "owner State". Acting as an owner
would work here as well here as it does in other parts of the
wor | d.

9:52:49 AM

Governor Hickel recalled that when representatives of Al aska net
wth Russia in 1969, Russia communi cated that they wanted their
political systemto mrror that of Al aska. The world watches how
Al aska manages its resources.

9:53: 20 AM

M. Cottstein addressed Senator Elton's hypothetical question.
Even though the desire would be to avoid going to court, one
approach would be to argue that the |essees were "in violation
of their Ileases. This would involve huge federal antitrust
i ssues. More inportantly, it wouldn't take nmuch public relations
and advertising dollars to convince Anmericans that British
Pet r ol eum Exxon, and ConocoPhillips were holding Anmerica
hostage with our gas".
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M. GCottstein forecast that "the nation would roar |oudly and
the producers would be shanmed into bringing Alaska's gas to
Anrerica. That card should be played very forceful ly".

9:54: 03 AM

Senator O son thanked Governor Hickel for his nmany years of
service to the State. Hi s actions drew Senator O son's attention
and were influential in his decision to |eave private sector
enpl oynment for public service.

Senator O son rmade the observation that both Governor Hickel and
M. Cottstein had strong ties and beliefs in the private sector.
However, the private sector decision making process differs from
that of the public sector as private sector decisions are

typically mnmade in consideration of the "bottom [|ine".
Governnental decisions could becone "ms-focused" in such a
scenari o.

Senator O son pointed out that there is generally a sense of
"hesitancy” in involving governnent in a project like the gas
pipeline. "Political pressures conme to bear and noney gets spent
on other than good business decisions.” This is the reason many
peopl e "shy away" from such governnment invol venent.

Senator O son also noted that many people have run for public
office because they "failed" in private sector business
endeavors.

Senator O son asked the testifiers to further discuss their
reasons for advocating for State invol venent.

9:55:27 AM

Governor Hickel stated that when he first came to Alaska in
1940, he "never saw such exploitation in nmy life". In 1950 when
he actively began supporting a road link from Alaska to the rest
of the nation, he was told that obtaining permssion to build a
road across Canada would be inpossible. Road proponents
persevered and the road was built. This was because a decision
was nmade to build it.

Governor Hickel acknow edged being financially successful in the

private sector. "But, there is an obligation to ownership and
we've got to understand that if you own sonething you have an
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obligation. And that's where we're getting in trouble, and
that's why they put us off." H's recognition of the rights of
ownership was one reason he was sought after by President
Richard Nixon to go to Washington and garner support for the
Al aska oil pipeline.

Senator O son stated that his concern is based on the fact that
there are nunmerous "white elephant governnment projects out
there". These include such things as farmands in the Interior
and the processing plant in Valdez. These and other failed
governnent "experinents" cause himalarm If this project fails,
it would be the "biggest white el ephant” of all.

9:57: 00 AM

Governor Hickel pointed out that it was the government not the
private sector that advanced space travel. The governnent is
also in control of ocean activities. He urged the Comrittee "to
face reality and stop "looking at a little corner” and consider
t he whol e picture.

9:57:52 AM

M. Cottstein declared that the State cannot "divorce ourselves
from the fact that we're in the oil and gas business,
irrespective, as an owner".

Governor Hi ckel agreed.

M. GCottstein continued. The discussion should focus on the
manner in which the State would participate. For exanple, if the

State owned "the best beachfront property in the world,” it
could allow another entity "to design, build, and mnage and
maintain a hotel, but still retain as nuch of the economc

rights as we can in the conpetitive process."

M. Cottstein contended that "owning and operating things are
multi-faceted. We can outsource to the business or private
sector community all the responsibilities that you" and others
m ght fear "governnent being engaged in".

M. Cottstein declared that the State should not design, build,
mai ntain, or manage the pipeline, "but it can retain as nuch of
the econom c values and rights as the market mechanismw || bid.
Meaning he who |eaves the nost values to the State w ns, and
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that's what the AG A process is attenpting to do. So, we don’t
have to take those risks, we can let the nmarket decide which
route, how big, so on and so forth." This would "create the
bi ggest business value, and we can retain as much of those
values as the market will allow us in that free market process".

9:59: 38 AM

Governor Hickel enphasized his argunent for State involvenent by
pointing out that the State owns and nanages the Al aska
Railroad, the State ferries, and the highways. While those
operations are going well, a private sector entity mght be able
to inprove them There "are obligations to ownership", and the
State's Constitution provides the State the right to nmake
decisions in a matter.

10: 00: 31 AM

Co-Chair Stedman considered these deliberations on the gas
pi peline project to be second only perhaps to the decision nade
on opening the oil pipeline.

Co-Chair Stedman remarked that Governor Hickel has been an
integral part of the decision nmaking processes in the State for
a long tine. To that point, he displayed, a poster designed in
1978 that depicted Governor Hi ckel paddling a canoe inposed over
the outline of the State. The caption read "Paddle over here
wally, we can't afford to have Alaska drifting another term"
Each plank of the canoe depicted an issue facing the State. Only
one of the issues remains to be addressed today. He contended
that the Legislature still has some work to do.

10: 03: 04 AM

Co-Chair Stedman ordered the bill to be HELD in Comm tt ee.

#

ADJ OURNIVENT

Co-Chair Bert Stednman adjourned the neeting at 10: 04: 08 AM
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