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ACTI ON NARRATI VE

CHAIR CHARLIE HUGGA NS called the Senate Resources Standing
Committee neeting to order at 3:33:44 PM Present at the call
to order were Senators Geen, Stevens, Wgoner, and Chair
Huggi ns; Senators Stedman and Wel echowski arrived within a few
m nutes, and Senator MQ@ire joined the neeting in progress.
Also in attendance were Senator Joe Thomas and Representative
Jay Ranr as.

SB 248- SALMON PRODUCT DEVELOPMENT TAX CREDI T
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3:34:29 PM
CHAI R HUGGE NS announced SB 248 to be up for consideration

TIM GRUSSENDORF, Staff to Senator Lyman Hoffnman, Al aska State
Legi slature, presented SB 248 on behalf of Senator Hoffnman,
sponsor. He indicated the sal non product devel opnent tax credit
was enacted in 2003 to allow processors to claim up to
50 percent of the cost of qualified investnents from the
fisheries business tax. To qualify, projects nust be new,
predom nantly for salnon, and involve val ue-added products. The
credit encourages and accel erates devel opnent and production of
val ue- added sal non products, giving an economc incentive to
invest in technology and equipnent. The current bill makes two
changes. The first extends the sunset date three years, to
Decenber 31, 2011.

3:36: 22 PM
SENATOR W ELECHOWBKI j oi ned the neeting.

MR, CGRUSSENDORF di scussed the second change. He said after sone
processors had invested in equipnment, they found it didn't
qualify once the Departnment of Revenue (DOR) reviewed the
project and application. Thus Section 2 says fol ks can present
their project to DOR, which will review it; if it's approved,
DOR is bound to that decision as long as the processor follows
the intent and the project that was subm tted.

CHAIR HUGA NS noted the credit is binding. He asked: If a
project is deened not appropriate, is that decision not binding?

MR. GRUSSENDORF replied that's how he wunderstands it, but
sonmeone from DOR coul d speak to that.

CHAIR HUGA NS asked whether that is a big deal, based on past
experi ence.

MR. GRUSSENDORF noted packets contain a sheet from DOR s Tax

Division showing credits denied at audit. He didn't know how
often it had happened, but indicated the bill lets the
processors know better whether their investnments will qualify.

CHAI R HUGGE NS observed that $2.5 mllion was denied in 2004.

MR, GRUSSENDCRF clarified that it was upon audit.
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CHAIR HUGA NS asked whether there is concern in the other
direction, since there nust be sone rationale for denying it
during an audit.

3:38:22 PM

MR CGRUSSENDORF surmised sone processors had called in,
expl ained the project over the phone, and then been told it
sounded like a project that would qualify; then it wasn't done
exactly as discussed or there was m scommunicati on. So now
there'll be a process under which a determnation is nade as to
whet her the project fits within the scope of the credit.

CHAI R HUGA NS asked about page 2 of the analysis, which says the
credits only reduce fisheries business tax to the state and do
not inpact revenues shared with runicipalities.

MR. CRUSSENDORF answered that he believes sonme of the fisheries
tax goes back to the communities where the fish was | anded. The
other part goes to the state, and this credit only applies to
that part. He deferred to DOR for details.

3:39:49 PM
MARY MDOWNELL, Vice President, Paci fic Seafood Processors
Association (PSPA), |listed PSPA's nenber conpanies that are

sal non processors, many with shore plants around the state. She
said those conpani es make good use of this tax credit to advance
the progranis goals and purposes, including: devel opi ng and
expandi ng new and val ue-added sal non products, helping Al aska's
sal non products keep pace with evolving consunmer denands, and
keeping Al aska's fisheries conpetitive in world markets. She
hi ghlighted letters from conpanies regarding how they' ve used
the credit to make inprovenents and how nuch sooner they've been
able to acconplish these devel opnents because of it.

M5. MDOWELL said the legislature constructed the tax credit
tightly to acconplish specific goals; it has been successful,
but nonentum nust be maintai ned. Skyrocketing energy costs eat
up profits and hamper the ability to reinvest and advance new
product forns. She pointed out that nobst processors operate in
rural areas where energy costs are highest and yet the need for
the kind of economc activity generated by the seafood industry
is highest as well.

M5. McDOWELL told menbers that adding value to sal non products
right away and keeping products conpetitive provides benefits to
fi shermen, comunities, processors, and the state coffers. The
state needs to encourage economi c diversification, prepare for
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the future, ensure Al askan products are conpetitive, and nake
the best use of natural resources. Adding value to raw products
is an inportant part, and this tax credit facilitates those
goal s. She opined that this pays for itself because adding
value in Alaska increases the raw fish tax, which cones back to
the state. She encouraged support for SB 248.

3:43: 43 PM
SENATOR STEDVAN asked about nmachines that the processors are
buyi ng for val ue-added products.

M5. MDOWELL answered that many do bonel ess, skinless fillets
for cans or else filleting and freezing. And one conpany does
prepackaged neals, for instance. Sonme secondary products
otherwise are done outside of Al aska. Even filleting and
packaging the fish within Al aska, rather than sending out headed
and gutted fish, increases the in-state val ue trenendously.

SENATOR STEVENS recalled that this idea cane out of the Joint
Legi sl ative Sal non Task Force. Noting it seens very successful,
he surm sed the big change over the past four or five years
relates to the market. Mst salnon used to go to Japan, but now
it finds markets in the U S. and Europe. He asked Ms. McDowel |
to conment.

3:45: 57 PM
SENATOR McGUI RE j 0i ned the neeti ng.

M5. McDOWNELL agreed that where the fish go is changing, partly
because of excellent marketing; a good reputation; and increased
consuner demand for a pure, natural product, a sustainably
managed product, and val ue-added products. Toget her, those are
making a big difference, she added, stressing the forward
nmoment um t hat needs to be nmi nt ai ned.

SENATOR WAGONER returned to Senator Stedman's question, saying
in his district a lot of fish are bled on the boat, iced,
brought in, and filleted by hand. But then a machine is used to
pick the pin bone. He said he knows of five or six processors
that have gone clear to the pin bone stage, which probably

doubles or triples the price and value of their product. He
opined that this is a highly rewarding bill that should be given
the utnost consideration. He added that he has no conflict

because he no longer is a commercial sal non fishernman.

M5. McDOWELL added that doing these processes in the communities
reduces transportation costs and saves energy because of being
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able to get rid of the waste out there and ship a nore finished
product. It also creates nore jobs in the state.

CHAIR HUGA NS asked how the fish are shipped and where the | abor
comes fromfor the plants.

M5. MDOWELL replied there is a huge variety for shipping;
things are shipped fresh, flown out, frozen in blocks or
portions, and so on. Wth respect to |abor, there are thousands

of j obs. Some go to Al askans, but there are conplaints about
nonr esi dent hiring. The industry is working hard to nove
Al askans into skilled |abor positions, and there is recruitnent
in rural Alaska for the processing |ines. She indicated PSPA

works closely wth the | abor departnent on all those issues.

3:49: 07 PM

TOM SUNDERLAND, WMarketing Director, Ocean Beauty Seafoods LLC
("QOcean Beauty"), supported SB 248, noting Ccean Beauty is an
Al aska corporation, 50 percent owned by the Bristol Bay Economc
Devel opment Corporation; it operates seven shore-based plants
around the state, with salnon as the primary product.

MR. SUNDERLAND said Ccean Beauty believes this tax credit has
done exactly as intended. Sal non prices have increased, and
this has allowed nodernization of old facilities, speeding the
process or encouraging it where it wouldn't have happened
otherwise. This keeps jobs in Al aska and noves nore val ue-added
production into Alaska, rather than just sending headed and
gutted fish overseas or to Seattle for reprocessing; this also
creates a higher quality product.

MR.  SUNDERLAND explained that putting the nmachinery in the
plants allows greater product variation, mnimzing boom and-
bust cycles in the industry related to changes in denmand, the

mar ket, custonmers, or currency issues. Ccean Beauty has
invested a lot in filleting equipnment and skinless/boneless
canni ng equi prent. He opined that net revenues to the state

fromthis tax have increased during the tinme that the credit has
been in place, due to the increase in the value of sal non.

MR. SUNDERLAND also said COcean Beauty believes this credit
shoul d be continued because of the amount of tinme it takes to
i npl enent changes. Even if it were financially feasible to make
changes all at once, the conpany couldn't do so because of
technical hurdles and the effort and manpower required. Ccean
Beauty also takes a lot of time to develop new sales
rel ati onships that allow selling new forns of product.
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MR. SUNDERLAND reported that Ocean Beauty has used this credit
to upgrades its plants at Excursion Inlet, Kodiak, and Alitak.
There are continuing upgrades at the Kodiak plant and major
upgrades at Naknek. But that |eaves three plants untouched that
they haven't been able to get to. Wiile the plan is to upgrade
themall, it cannot be done all at once.

MR. SUNDERLAND said this programleads to not only job creation,
but very good jobs. In 2007, for exanple, QOcean Beauty used a
State Training Enploynment Program (STEP) grant to bring over
trainers from Baader's headquarters in Germany to help Kodiak
wor kers becone technicians on sone highly conplex and advanced
machi nes. He closed by saying Ocean Beauty believes this credit
is good for the industry and the state as a whol e.

3:53:27 PM

MR. SUNDERLAND, in response to Senator G een, explained that
Baader in Germany has sophisticated machinery used primarily for
filleting. The expertise to operate and maintain these machines
is extraordinary. To get the best training possible, GCcean
Beauty flew Baader's own trainers to Kodiak, thereby creating
some excellent jobs, sone of the highest paying in the whole
seaf ood i ndustry.

SENATOR STEVENS agreed this results in highly skilled, highly
pai d American enpl oyees in the fish plants.

SENATOR GREEN expressed surprise that STEP noney could be used
t hat way.

CHAI R HUGGE NS i nqui red about DOR s position on the bill.

3:55:16 PM
TIM COTTONG M Fish Goup Mnager, Tax Division, Departnment of
Revenue, cane forward wth Dan Stickel, DOR econoni st.

M. Cottongim said DOR has enpirical evidence supporting the
testinmony regarding to an increase in 1) the anpunt of sal non
tax collected, 2) the anobunt of fillet production, and 3) the
ex-vessel value of salnon during the period this tax credit has
been in place. Thus DOR sees a benefit to this credit program
However, he'd not had the opportunity to talk with the governor
about the admi nistration's position on the bill.

CHAIR HUGEA NS asked what it neans that DOR auditing had
disallowed $2.5 nmillion in credits.

SENATE RES COW TTEE -7- February 15, 2008



MR. COTTONG M replied he believes it neans DOR can do a better
job of educating custonmers as to what qualifies and what
doesn't. He suggested DOR is challenged to do that if this
program conti nues, which is one reason for wanting to include an
outreach programin the future.

3:57: 03 PM

MR COTTONG M in response to Chair Huggins, explained that
50 percent of all taxes collected from fisheries business is
dedi cated to the conmunities; that portion isn't affected. This
tax credit is taken fromthe state's 50 percent.

CHAIR HUGA NS asked whether that's how it has always been and
whet her M. Cottongimis satisfied with that.

MR. COTTONG M replied yes to both. In response to Senator
Stednman, he specified that organized cities and boroughs that
have processing within their boundaries receive a share of the
taxes collected fromprocessing activities in that area.

SENATOR STEDVAN recalled that this tax started in 1914.
MR. COTTONG M concurr ed.

SENATOR STEVENS renarked that one big inprovenent to a nearly
perfect bill from five years ago is the addition of the
prelimnary determnation as to whether sonething will qualify
for the tax credit. He asked whether DOR feels confortable that
it can nmake this determnation.

MR. COITONG M answered that DOR knows it will be challenging to
ensure all the criteria are met in advance. Processors nust
understand there'll be caveats and requirenments to fulfill.
Surmsing there'll be bunps in the road, he nentioned give and
t ake, outreach progranms, and regulations that will afford DOR an
opportunity to better work wth the industry and educate
everyone, in order to avoid as much conflict as possible.
Furthernore, if preapproval is denied, a conmpany can claim the
credit with its tax return and go through the appeals process.
Thus DOR believes there will be sufficient checks and bal ances
SO conpani es can correct any errors that DOR has made.

4:00: 48 PM

MR COTTONG M in further response, explained that it would be
the normal admnistrative appeals process, going through an
informal appeal within the division, and then could go outside
DOR after that, to the Ofice of Adm nistrative Hearings.
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SENATOR STEVENS said it's short of a |legal process, then.
MR. COTTONG M agr eed.

CHAIR HUGE NS noted the prelimnary decision appears to be
bi ndi ng, w thout caveats or qualifiers.

SENATOR STEDVAN noved to report SB 248 from commttee wth
i ndi vi dual recommendati ons and acconpanying fiscal notes. There
bei ng no objection, SB 248 was noved out of the Senate Resources
St andi ng Comm ttee.

The commttee took an at-ease from 4:02: 06 PM at 4: 04: 50 PM

Presentation: AGQ A Applicant AEnergi a

4:04:52 PM

CHAI R HUGA NS announced the conmittee would hear a presentation
from AEnergia, LLC, which had submtted an application under the
Al aska Gasline Inducenment Act (AG A).

ANDREW L. TABER, Principal Partner, and WLLI AM J. BURKHARD,
Principal Partner, AEnergia, LLC, introduced thensel ves.

MR. TABER of fered introductory comrents.

MR. BURKHARD began the PowerPoint presentation, which was
acconpani ed by a handout. Showing a slide |abeled "30+ Year
Team Conmitnment,” he recalled comng to Alaska to work on the
Trans- Al aska Pi peline System (TAPS) in 1979, working on geol ogy,
geot echni cal engineering, and engineering until 1982. The team
he was working with did environnmental engineering, geotechnical
engi neering, geology, hydrology, climtology, thermal nodeling,
and a few other earth sciences. After this began to resurface
in 2000, he gathered the team to try to recapture the earth
sci ences portion of the pipeline. They conpleted about half the
earth sciences and engi neering that woul d be required.

MR. BURKHARD noted about that time he partnered with Andrew
Taber, president and chief executive officer (CEO of one of
California' s ol dest geotechnical firnms. In 2001, as a |oose
team they approached the original gas |ine consortium about the
earth sciences portion, but the consortium didn't |ast. They
talked with potential prine contractors and the producers: BP,
ConocoPhi |l l'i ps, and ExxonMobil. They also talked wth the
Department of Natural Resources (DNR) and the Joint Pipeline
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Ofice (JPO about work on the review side for sciences and
engi neering. After the AGQ A process was put in place, they put
in an application to pursue working on the pipeline.

4:10: 29 PM
MR. TABER explained that AG A |ooked like a highly advanced
opportunity for «creative planning; in fact, creativity was

requested. But their application was considered inconplete. He
showed a slide |abeled "Questions,” with the follow ng points:

- Wiy does equity in building and operating a pipeline
have to be so conplicated?

- 0f t he f undanent al ef fort for al | proj ect
operational plans is to organize comodities (which
are available to anyone wth the license), then

shoul dn't focus be placed on creating the best plan
to nmeet the spirit of AGQ A?

- Wiy does the license appear to be a prize for
corporate profit when in reality it is the state's
transfer of authority to a group to nmaximze the
benefit to Al askans?

- If the authors of AGQ A asked for creative ideas, why
did the conpleteness review process not appear to
enbrace creativity?

MR. TABER highlighted the conplexity, wth tariffs, rolled-in
rates and so on. He also said they could see that things |ike
design of the pipeline and construction would be done by the
sane folks no mtter who the |licensee was; nany things,
including the noney, are sinply a comodity. Reporting that
just by applying they've had folks from Wall Street and other
sources offer to cone up with noney for them he surmsed the
noney is there for a project.

MR. TABER enphasized that they can get the comvodities; the
license can enpower a group to negotiate for t hose.
Furthernore, he said, this doesn't have to be notivated by
profit and stockhol ders, where a corporation "wins" with a great
profit margin for the foreseeable future.

4:14:23 PM

MR. TABER turned to creativity, saying in the areas their
application was considered inconplete, their ideas were about
maki ng a paradigm shift - a different approach from how the AG A

SENATE RES COW TTEE - 10- February 15, 2008



process was set up. They'd felt their application was conplete
and creative.

CHAI R HUGAE NS asked: If they were to do it again, how would
they do it differently?

MR. TABER noted they'd learned a lot in the process. He
indicated their application was clear that this would require a
paradi gm shift and was out of the box. They m ght enphasize
that creativity nore.

MR. BURKHARD suggested a slide |abeled "AEnergia 'Shortcom ngs'"
m ght answer this. It had the follow ng points:

- Failed to propose a project plan that transports gas
to market

- Failed to propose a specific route, especially
t hr ough Canada

- Failed to make Canadi an connections, e.g. right-of-
way and cl earance

- No comm tnent to expand the pipeline on a
commercially viable basis

- North Slope GIP nust be FERC certified

- No denpnstration of readiness, financial resources
or technical abilities to perform the required AGA
t asks.

MR. TABER noted the slide was pretty nuch verbatim from the
letter they'd received that said their application was
i nconpl ete. He enphasized their sense that they could have been
clearer on the creativity aspect, seeing it as a trenendous
opportunity to do things differently. But the details of the
AGQ A application showed a traditional pipeline approach.

4:17:48 PM

CHAIR HUGGE NS asked whether they'd had face-to-face or
t el ephoni ¢ communication with the admnistration for clarity on
any aspects of AG A while going through the application process.

MR. BURKHARD replied no. They did receive a phone call fromthe

governor and the conmm ssioners right afterward, informng them
it didn't fulfill the conpl eteness aspect.

SENATE RES COW TTEE -11- February 15, 2008



MR. TABER added that during the process it was just what was
posted and avail able to the public.

MR. BURKHARD recal |l ed that DNR Deputy Comm ssioner Dick LeFebvre
couldn't talk to them once the AG A bill passed, though they'd
talked to him right before that. There was a zone where they
couldn't conmunicate with the adm nistration once it passed.

MR. TABER observed that it related to not giving anyone a
conpetitive advantage. Some friends in the state governnent
were in a simlar position.

4:18: 57 PM
MR. TABER indicated they'd hoped AGA would provide an
opportunity, rather than the sane old pipeline. He drew

attention to a slide |labeled "Paradigm Shifts" wth the
fol |l ow ng points:

- From a "steel" driven project to an earth science
and engi neering driven project

- From a producer driven project to a state induced
pr oj ect

- Froma single entity builder to a coll aborative team

- From a proprietary "closed" project to an open
process

- From a "for-maximumprofit" project to a "public
service" project

- Froma pipeline to infrastructure system

- From the inherent "power"” of a large corporation to
the "power" of being the |licensee

MR. BURKHARD el abor at ed. Noting steel-driven projects are done
in the Lower 48 all the time, he said Alaska is much nore
environnmental ly sensitive than nost places there. For instance,
in Alaska a one-degree operational tenperature change could nean
di saster related to permafrost or frost heave. Such issues are
vital to the success of this project.

MR. BURKHARD highlighted their experience from the last tine.
He specified that the paradigm shift is to |lead this project by
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the earth sciences and engineering. Al so, they've noticed it's
not steel types of issues that run costs up; environnental
i ssues can double or triple a project. So they believe this
paradi gm shift is appropriate in Al aska.

MR. TABER added this would save nobney because ultimately it
would drive the project; the shift is deciding that from the

start. He turned to the second point, saying the producers are
the ones with the gas, at |east now. Hi storically, that drives
a project. However, the state is inducing the pipeline to be

built, and they see a public-private partnership, an opportunity
whereby the state could cooperate and col |l aborate with producers
and actually create a gas highway to get gas to market.

MR. BURKHARD noted later they would address other side benefits
to having the state nore in the driver's seat.

4:22:09 PM

MR. TABER turned to the third point, saying traditionally there
is a single-entity type of builder, though it could be a group
i ke Alyeska. The shift is to think of it as a collaborative
t eam He asked: If there's a public-private partnership, why
not collaborate with a number of people, for instance, having
TransCanada do part and the Valdez folks do part? Wy not pul
all that together under the unbrella of the AG A license?

MR. BURKHARD enphasized "coll aborative" versus "cooperative,"
noting this also woul d be addressed | ater.

MR. TABER di scussed the shift from a proprietary closed project

to an open process. He said AG A seens high on integrity,
transparency, and getting it done. For many privately financed
projects, by <contrast, it seens there is nore power if

information is kept fromthe public. They saw an opportunity to
turn it around and put everything out there.

MR. BURKHARD added that it gives the state the ability to enbed
regulation and legislative intent into the design, rather than
post facto trying to regulate it.

4:24: 07 PM

MR. TABER explained the shift from a "for maxinmum profit”
project - where everyone involved in each part of the process is
| ooking for maxinmum profit - to a public service project.
They'd tried to nmake their project sinple and equitable, wth
one sinple, transparent equity ratio that applies equally to
everyone and is set before the project begins. The project
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would be treated as a m ssion. Everyone would either |ose or
Wi n together. There would be no advantage in wthhol ding
i nformati on. I nstead, the advantage would be in nmaking the
project go as well as possible.

MR. TABER turned to the shift fromjust a pipeline, saying there

are exciting infrastructure inplications. For instance, there
could be an electric rail system powered by electricity
generated from gas. Things that are part of the building the

pi peline could contribute to Alaska's infrastructure and econony
for years to come, and it would be an increnental burden to the
cost of the pipeline.

MR. BURKHARD asked, for exanple: If it's going to cost a
certain anount to barge pipe from Seattle, why not apply that
same anmount towards a railroad and then | et another partner pick
up the difference? It would cost the project an identical
anount, but that noney would go towards building infrastructure
wi thin Al aska, rather than just being spent on services.

MR. TABER indicated they'd thought perhaps the $500 million
i nducenent fromthe state could be used in this way.

MR. BURKHARD, in response to Chair Huggins about the handout,
expl ained that there were extra slides in case of questions.

4:28:30 PM

MR. TABER discussed the shift from the power of |arge
corporations to that of being a licensee. He reiterated that
Wall Street noney has been offered and said others would be
interested in investing. The license isn't just a license to
build, but is also the license to have the power of the

authority of the state to take action, he added.

MR. TABER turned to another shift, from project managenent to
critical mssion managenent (CW). A slide labeled "Critical
M ssi on Managenment” had the foll ow ng points:

- CW is well suited and adaptable to neet the
requi renents due to project magni t ude, tinme
constraints, l|arge nunber of personnel resources,

| arge nunber of equipnment resources, totality of
assets, and nmultiple funding sources to support the
Proj ect, whi ch woul d overwhelm the nor ma
equi val ency of a typi cal adm ni strative
or gani zati on.
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- CW initiates and enpowers decisive, conpetent
action in real time for all subordinate functiona

oper at i onal secti ons, t hen conpl etes t he
docunent ati on and justification ver sus t he
adm ni strative necessity to docunent a problem and
have pre-approval for all actions from upper

managenment prior to any inplenentation.

- CW has a command staff wth direct subordinate
groups which function by passing down objectives
rather than by passing down directives, as in an
adm ni strative organi zati on.

- CWM incorporates operational decisions nmade at | ower

levels where there 1is the highest |evel of
understanding to acconplish objectives versus the
wel | docunmented Peter Principle in admnistrative

or gani zati ons.

- CMMs organization structure is built from decades
of reinvention in the energency services world,
aimed at continuous inprovenent in responsiveness,
safety, accountability and total performance.

- CW utilizes the approach "Objective acconplishnent
is everything" versus the admnistrative "pre-
approval and process is critical" organization.

- CW provides a built-in structure which mitigates
and defuses risks as they occur versus the
accept abl e ri sks of t he st andar di zati on of
processes.

- CW is designed for extrene adaptability, regardl ess
of what unusual or unknown circunstances nay occur.
Team organization and functionality increases or
decreases with the demands of the objective at hand.

MR. TABER deferred to M. Burkhard, saying this is one of the
strengths he brings to the team

4:29: 44 PM

MR. BURKHARD explained that from 2001-2006 his responsibility
was to protect California's water supply. About 75 percent of
water that falls as rain there exits through the delta into the
bay, but 2/3 of California takes water from the delta for
i ndustry, farm ng, and nunicipal use. Hs job was to protect
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1,100 mles of levees in the delta against flood failure. About
60-70 areas there once were islands. But because it is
subsiding, the whole delta is |like a lake with ring dikes
exposing the bottom These islands are 20 feet bel ow sea | evel.

MR. BURKHARD said with critical mssion managenent they were on
call at all tines. If there was a storm potential flood, or
| eak, they were on site for days, weeks, or nonths. He found a
real strength in the CWM concept and created a simlar process
her e. He highlighted the strength of this system that brings
everyone to the table, incorporating all Ievels of governnent
and private enterprise to protect the system

MR. TABER indicated large projects lend thenselves to being a
m ssi on. There is a start, an end, and a goal. These tri ed-
and-true nethods can be applied. Surmsing that CMM wi |l be the
next way to nanage large projects, he expressed hope that
they'Il have the chance to denobnstrate this exciting concept
He enphasi zed working harder on a plan - how to go about it -
than just the commodity.

MR. BURKHARD noted NASA uses sonething simlar. If the
Hol | ywood portion of the novie Apollo 13 is renoved, sonme of
this concept can be observed in action, a configuration of |abor
and managenent to address critical issues.

4:33.:58 PM

MR. TABER turned to the next paradigm shift. D scounting the
idea that the assets of a large corporation are needed to carry
off a large project, he said a |lot of what a |arge organization
does is to coordinate commodities. The shift is seeing things
like noney and engineering services as comodities in the
mar ket pl ace; what is required is an organization to purchase
them He showed a slide |abeled "Comodity vs. Specialty Item"”
with the foll ow ng points:

- A comodity is that which is widely available from
mul ti pl e sources.

- A specialty item is that which the project
critically depends on for its successful design,
construction, and operation.

MR. BURKHARD showed the next slide, "Comodity vs. Specialty
Itens,” which had the followng list relating to how these itens
wer e approached in AEnergia s application:
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| TEM STATUS

Public-Private Partnership Specialty Item
Earth Sci ence and Engi neeri ng Specialty Item
Steel Pipe Commodi ty
"Steel" Design Commodi ty
Fi nanci ng Commodi ty

He expl ained that the CWM nmethod and public-private partnership
is a specialty item because it's not widely available, it's the
up-and-comng thing, and it's what AEnergia is good at. They
believe earth science and engineering is critical to mnimze
environnmental inpacts and downtinme for the project, so it's a
specialty item al so. But the other itens are comodities that
anyone applying through AG A woul d contract for.

4:36: 32 PM
MR. TABER drew attention to a slide |abeled "AEnergia Plan,"
whi ch had the follow ng points:

- Traditional "Alcan" route wth Valdez LNG port
(partner)

- Kenai Peninsula (partner)

- Two parts:
- Alaska Natural Gas Pipeline, LLP (ANG)
- Gas marking cooperative

- Nexus of all authorities and stakehol ders

- Critical m ssion nmanagenent

- OSTER

- Royalty in Kind

MR. TABER said AEnergia is open, collaborative, and partnership-
oriented. Part of this depends on how mnmuch gas there really
wll be. Highlighting the traditional Al can route, he said
AEnergia would love to partner with the Valdez or Kenai folks
and have that be part of the plan. There is no reason not to.

4:37:26 PM

MR. BURKHARD added AEnergia feels that limting the gas route
from Alaska to the Lower 48 through just one 1leg has
conpl i cati ons. If they partner with folks who want to build a
liquefied natural gas (LNG plant in Valdez and increase the
distribution system he believes that would be best for the
st at e. They'd also like to partner with the folks who want to
build the distribution system in the Kenai. That's what the
state is looking for, he said, and that is the nmaxi num benefit.
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MR. BURKHARD said as the state matures in its gas exploration

who knows where it will lead or how nuch gas will be found. He
surm sed the nore legs, the better. It distributes the risk and
responsibilities, and it makes as conplete an infrastructure as
possi ble within Al aska for gas.

MR. TABER noted AEnergia would like to partner with a Canadi an
conponent as wel | .

MR. BURKHARD pointed out that an LNG port is being conpleted in
Coos Bay or North Bend, Oregon, as is one in Mexico. California
consunes quite a bit of gas, but its laws don't allow for a
cost-effective LNG port into that market; thus those were

established in Oregon and Mexico. He suggested this project
shoul d take advantage of the infrastructure el sewhere to open up
nore nmarkets. It appears the Rockies also divide the gas-

distribution systemin the US., he said, without a |Iot of good
comuni cati on between Central and Eastern U S. and the West.
This woul d open up the Western gas market to Al askan gas.

4:39: 26 PM

MR. TABER explained that the proposal was to create two new
conpani es owned by the group that produces the gas, the state,
and the other stakeholders, in accordance with the equity
determned at the start of the project, the one they' d suggested
in their application. There' d be one conpany created to build a
pi peline, operate it, and maintain it, and it would be a cash-
neutral, not-for-profit conpany.

MR. BURKHARD noted distribution would be addressed shortly,
using the acronym OSTER - one sinple, transparent equity ratio
If there was a profit made on the pipe, the pipeline would be
owned at the sanme ratio as the gas within the pipe; in a sense,
the conpany would just pay itself through tariffs. The idea is
to have one conpany whose responsibility is sinply to get the
gas from the ground to the market; its charges to the other
conpany that markets the gas would be at cost.

MR, BURKHARD said it would be cost-neutral, a public service
pi peline system that gets gas efficiently and cost-effectively
from the North Slope to market. And when the revenues flow
back, the nost would flow back to the gas owners wthin Al aska.

4:41: 30 PM
MR TABER showed a slide | abel ed "Nexus" that read:
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- The gathering of authority groups with (necessarily)
di ver gent st akes to establish common ground
obj ecti ves

- The roundt abl e for a nmut ual |y benefi ci al
col | aborati on

- Inplenments what already exists
- Sets objectives by the hierarchy of stake

- (Objective setting within a stake requires authority
in that stake

- (Objectives, once set, are imediately inplenented
- Protected by a veil of delegation

MR. TABER explained that this is how it would be organized. The
idea of a nexus is that folks who have anything to do with the
pi peline cone together and set objectives for the pipeline
process in accordance with their stake; if they have no stake
they have no say. The nexus is where the decision making
happens. The power hierarchy is according to stake.

MR. BURKHARD said that stake is based on authority. Al
authority is del egated. The nexus is the idea of bringing al
authority together and then producing objectives for the m ssion
from that. It's always in hierarchy, just as law is above need

in the legal hierarchy. The nexus is these authorities.

MR. TABER added they'd set objectives to be carried out by Cw
team the "arnms and legs on the ground,” which AEnergia also
woul d run.

MR. BURKHARD explained that a veil of delegation protects the

nexus from i npl enent ati on probl ers and protects t he
i npl enentation folks from the problens of setting objectives.
It works well. For exanple, the problens in the Apollo space

program were attributed to NASA, it never went above that |eve
because there was an effective veil of delegation. He suggested
that an authority body needs this protection if it is setting
obj ectives that another group will carry out.

4: 44: 52 PM
MR. TABER showed a slide | abel ed "OSTER' that read:

SENATE RES COW TTEE -19- February 15, 2008



- One

- Sinple

- Transparent
- Equity

- Ratio

He highlighted this as a key idea that AEnergia considers to be
within the desire of AG A

MR. BURKHARD expl ained that if one aspect of OSTER is |ost, al

are. It's one ratio, applied universally for the project. One
can see how nmuch Al aska will get and how rmuch the producers wil

get. There'll be no other taxes. It is all lunped into one
rati o, not graduated, so everyone knows the rules. It's a form

of fiscal guarantee to the producers, set from the beginning.
The process by which noneys are garnered is transparent, with no

backroom or special deals. If sonmething is out of whack, it's
noneti zed back into equity. It's sinply a ratio.
4:47:40 PM

MR. BURKHARD reported that the first cut, what they'd thought
m ght be considered fair, was 74 percent for the producers,
25 percent for the state, and 1 percent for AEnergia as the
controlling percentage during project design and construction;
then that 1 percent would probably also be used and distributed
to ensure that other entities are on the sane page.

MR. BURKHARD told nenbers the nexus isn't seen often. It's
col | aborati ve. Col | aboration is when a group of people don't
give up rights in order to work together. They find agreenent
using their own nethods and rules. By contrast, cooperation

requires acting in unison and giving up rights by the entities,
especially at different |evels of governnment. The collaborative
nexus is gathering authorities into groups, wth necessarily
di vergent stakes, to establish common ground for the objectives.

MR. BURKHARD explained that if agreenment cannot be reached at
one level, there's always a higher |evel of objective where it
can be. What ever agreenent is reached is then turned over to
science and engineering to inplenent; that's through the veil of
del egati on. Designed to head off problens beforehand, it's a
proactive approach to | eadership. It differs from a board of
directors because there's only objective-setting authority
within one's own stake. This process keeps everything in order.
He paraphrased a slide |abeled "Advantages of a Nexus," which
had the follow ng points:
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- Transparency of processes

- "Clean hands" by all participants (confortable one
degree of separation from other participants and
from the issues and decisions and from the
i npl ement ati on)

- Reduction of litigation risk

- Effective objective (and decision) tracking wth
docunent ati on

- Progressive and adaptive project controls

- Mnimal |egal agreenents because no authority is
gi ven up

MR. BURKHARD added that if folks are neeting and setting
objectives, it is docunented.

4:51: 07 PM
MR. TABER showed a slide |abeled "Economics 'Bottom Line,'"
whi ch had the follow ng points:

AEnergia's plan maxi m zes benefits to Al askans because
it provides:

- Maxi mum revenue because the project is a public
servi ce pipeline operated at-cost

- A project wwth no RO so it saves Al askans and the
producers +/- 15% of the project cost per annum

- Incentive for North Slope production devel opnent
because of the | ower cost shipping

- Reduced risk because of the nmultiple routes to the
48- st at e mar ket

- Distributed risk anong partners thereby reducing
risk

- Active and participatory direction by the State of
Al aska

- Lower cost project because it renoves the advantage
of running up design and construction costs
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- Controlled environmental inpact because it is earth
science driven not profit driven

MR. TABER el aborated, noting this is how they believe conplete
AG A applications will be evaluated. As for how AEnergia' s plan
maxi m zes econom ¢ benefits, the conpanies created would operate
on a break-even basis; there'd be no added-in rates or new,
surprising tariffs. It would be transparent.

MR. TABER said since noney would be sinply a commodity, there'd

be no ongoing return on investnment (RA). The cost of noney
woul d be paid back, but nobody would receive noney in perpetuity
because of owning the pipe. If the ratio is 25 percent for the

state, that's 25 percent of nore noney than there'd usually be;
there isn't 14-15 percent added as a tariff to the pipeline
owner. |It's part of the public-private partnership.

MR. TABER acknowl edged that the incentive for North Slope
producti on devel opnent because of |ower-cost shipping is a can
of worns that nust be dealt with. AEnergia is saying that if
there's a pipeline and things can be shipped at cost, new
shi ppers becone part of the ownership and the state's share
stays the sane.

MR. TABER said the volunme of gas would rise with new shippers.
Shi ppers who participated in the original deal would have the
advantage of getting depreciation on the pipeline. Those that
camre |ater would pay the sane anobunt to have their gas shipped
and it would be at cost, but they wouldn't get a shot at
depreciation. There are further issues, he noted.

4:54: 07 PM

MR. BURKHARD pointed out that expansion should have been
addressed a couple of slides ago. He said there are J-curves on
the design. There is a lot of information that AEnergia wasn't
able to gather to do its own J-curves, but they'd considered
expansion as part of the process. There will be an optinmm
anount of expansion. The plan is to calculate it wth
sufficient prebuild so a certain anount of expansion happens at
t he sane cost.

MR. TABER added there's a range, shown by the J-curve, not one
precise anount. If they build for the higher end of the range,
there is a lot of capacity wthin that.

MR. BURKHARD noted that relates to further conpression.
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4:55: 06 PM

MR. TABER returned to the current slide, highlighting reduction
of risk because of the nultiple routes to the Lower 48 narket.
He said although they're unsure how the Canadian portion wll
go, it doesn't hurt to have another market for the gas; this
provi des anot her opti on.

MR. TABER spoke about distribution of risk anobng partners,
saying they believe AEnergia's plan can pull the key players
together wusing the collaborative approach. O hers can cone
together in the nexus, set objectives, and build or do their
part. Also, there'd be participation and direction by the State
of Al aska, according to its stake, which would be great.

MR. TABER noted there'd be a |lower project cost because of
removing the advantage of running up design and construction
costs. Citing his engineering experience, he said on |arge
projects often there is redesign, which sonebody gets paid for

MR. TABER said there are two ways this works better. First,
everyone is headed the sanme way, and the "OSTER' ratio doesn't
change for anybody, whether sonmething stupid or smart happens

Second, the CMM team controls who does the work. | f sonebody
isn'"t doing it right or there needs to be a redesign, a person
can be fired. There's flexibility to pick the best people for
the job, with an opportunity to negotiate prices.

4:57:56 PM
CHAI R HUGE NS wel coned Senat or Joe Thomas and Representative Jay
Ranras, noting they' d been present for sone tine.

MR. TABER highlighted the controlled environmental i npact
because this is driven by earth science. He said AEnergia has
the best, folks who've worked in Al aska before and are ready to
work this spring. Noting in Alaska a year can be lost sinply by
starting too late, he said they could be on the ground quickly.

MR. TABER showed the next slide, "Benefits to State," with the
fol |l ow ng points:

- At cost nmarket delivery system for the gas delivers
hi gher net returns.

- State has a direct and integral role in setting
proj ect objectives.
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- Open and parti ci patory process assures al
| egislative intent and regul ation is adhered to.

- The project becones the "people' s" project not a
corporate project generating goodw || .

- At cost market delivery system for the gas
encourages North Sl ope devel opnent.

MR. TABER said while the bottom |ine boils down to noney, sone
of the benefits are different from sinple econom cs.

4:59: 04 PM
MR. BURKHARD opi ned that an open process like this wll generate
goodwi I I, that such a public service project will go over well

in Alaska, and that Alaska needs this pipeline. He enphasi zed
that this at-cost delivery system encourages North Slope
devel opnent because the threshold for making the project viable
is now a bit |ower. It has higher net returns, other than the
OSTER rati o.

MR. BURKHARD characterized this as fiscal certainty from the
state because costs of operation are known and all costs are
concatenated into the ratio. Noting the producers would be
asked to underwite the outsourcing of the financing or the
financing directly, he said if the producers choose to
participate they can receive depreciation for the project worth
billions. Wth a |I|imted liability partnership (LLP),
depreciation can be assigned. That's what AEnergia is asking
the producers to do as a partner. |If they participate, they'l

have a greater opportunity to set the design and construction
obj ectives for the project because they' Il have a greater stake.

MR. BURKHARD read the followng points from the next slide,
"Benefits to Al askans":

- At cost market delivery system for the gas delivers
hi gher net returns into the pernmanent fund.

- Since the state has a direct and integral role in
setting project objectives the inpacts of the
project are controll ed.

- The project becones the "people' s" project not a
corporate project.

5:01: 00 PM
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MR. BURKHARD turned to the next slide, "Benefits to North Sl ope
Expl oration,” with the follow ng points:

- At cost market delivery system for the gas neans a
| oner cost threshold for new gas project success.

- Expandability insures capacity for new projects.

- New gas owners participate in directing the delivery
system

- A "people' s" project (vs. a corporate project)
reduced the threat of public enmty.

MR. BURKHARD said it's not totally about getting the gas to

mar ket . It's about whether the producers are |ocking new folks
out of this pipeline. Wth the OSTER ratio, if the producers
participate they' Il get 74 percent. The other 26 percent

becones undefined because obviously the state doesn't have gas.
That gets opened up to others through an open season.

5:01:39 PM

MR. TABER added that the producers haven't cone forward saying
they'd like to support AEnergia on its AGA application.
However, AEnergia suggests that would be a good play for them
They could then participate in the AG A process, which would
help them steer the direction this could go. The financing and
so on can be done wthout them but this encourages their
parti ci pation. He said AEnergia sees no reason for the
producers to not want to be part of this. If the pipeline is
built, the economcs wll be fair.

MR. TABER offered conclusions. He said AEnergia's plan provides
maxi mum benefits to Alaskans, providing a nmaxinum financi al
return to present and future North Slope resource owners. | t
allows market forces to work with commodities, which reduce the
cost. It creates an organi zation wherein the good of one is the
good of all, with everybody trying to acconplish the m ssion.

MR. TABER also said it gives the State of Al aska a conmandi ng
role in the design and construction, since its |icense gives
soneone the authority to nake the pipeline happen. In
AEnergia's case, it taps into experience and uses folks wth
expertise. And, finally, it provides a trenendous boost to the
infrastructure of Alaska as well as jobs and new skills. He
cited exanpl es from el sewhere.
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MR. TABER expressed appreciation for the openness, transparency,
and request for creativity in ADA, but enphasized that they see
this as an opportunity to turn the ideas into reality. Somehow
this pipeline must be built. AEnergia s desire is to be part of
that process and to provide solid ideas that can be built on.

5:05:40 PM

MR. BURKHARD added that AEnergia' s effort in this application
has been to turn the AG A process into an opportunity for
Al aska.

SENATOR WAGONER noted they'd talked earlier about a previous
attenpt to construct a line. Recently there was a question -
now settled - about TransCanada's ability to do the project
because it mght have an $8.9 billion liability. He asked: | f
AEnergia did this project, how would that affect their ability,
or would they be wusing any information garnered through the
previ ous process?

MR. BURKHARD affirned that they'd try to tap into that old data.
He said the information is available, but probably at a price
It was purchased with Northwest's noney, and the |last he'd heard
it was in the hands of Duke Energy after it got a stake in the
old consortium He nentioned perhaps 7,000 bore holes that are
critical for this project, since otherwise they'd have to dril
them Also, he said the State of Al aska has done quite a bit of
exploration since then, including an aerial electromagnetic
survey of the pipeline.

MR. BURKHARD added that a lot of the data would have to be
pul | ed together, but sone AEnergia fol ks have al ready worked on
the alignnent; he had sone of the data in his satchel. AEnergia
would pick up where it had left off, obtain that information,
and conti nue. One big change wuld be the Geographic
| nfformati on System (dS). A lot of that data is available for
earth sciences. The environnmental data would have to be updated
quite a bit. But much of the other data hasn't changed.

5:.08:21 PM
CHAIR HUGG NS asked them to share their thoughts on noving
t hrough the nmze of i deas. He listed potential projects under

consideration relating to gas and LNG

MR. BURKHARD noted each one is separate. He asked why these
can't all be pulled together and evaluated for the naximm
benefit to Al aska. He said there will be a mx of these
processes and systens that mekes the nobst sense, which is the
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nost robust and profitable for the state. That's what they
shoul d go with.

MR. TABER added this is why AEnergia spent so nuch tine on the
nexus, which is critical. There has to be a way to get
ever ybody t oget her.

MR. BURKHARD reiterated the concept of going to the highest
| evel of agreenent, setting the objective there, and running
with it. He said there is a default position that works, and
this is a bulletproof way to nove forward, getting the earth
sciences and environnental work out of the way so the steel
design and feed can begin with good input.

CHAIR HUGA NS renarked that this is a way to get innovation into
the process. Thanking M. Taber and M. Burkhard for testifying
and applying under AG A, he w shed them | uck.

There being no further business to conme before the conmttee,
Chair Huggi ns adjourned the Senate Resources Standing Conmttee
nmeeting at 5:11:47 PM
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