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W TNESS REG STER

JOE BALASH, Special Staff Assistant for Energy and Natural
Resource | ssues

O fice of the Governor

Juneau, Al aska

POSI TI ON STATEMENT: Presented HB 164 and HB 163 on behal f of
t he governor.

HARCLD HEI NZE, CEO

Al aska Natural Gas Devel opnent Authority (ANGDA)

O fice of the Conm ssioner

Depart nent of Revenue (DOR)

Anchor age, Al aska

POSI TI ON STATEMENT: Testified during the hearing on HB 163.

ACTI ON NARRATI VE

CO- CHAIR CHARI SSE M LLETT called the House Special Committee on
Energy neeting to order at 10:00 a.m Representatives Petersen

Tuck, Edgnon, Ranras (via teleconference), and Mllett were
present at the call to order. Representati ves Johansen and
Dahl strom (via teleconference) arrived as the neeting was in
pr ogr ess.

HB 164-1 N- STATE PI PELI NES: LEASES; CERTI FI CATI ON

CO CHAIR MLLETT announced that the first order of business
woul d be HOUSE BILL NO 164, "An Act relating to nonconpetitive
| eases of state land and for rights-of-way for oil or natural
gas pipelines that originate and termnate within the state and
to the regulation and certification of those pipelines; relating
to conditional certification for certain new natural gas
pipelines; relating to definitions of "common carrier” and "firm
transportation service" in the Pipeline Act."

10: 00: 53 AM
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JOE BALASH, Special Staff Assistant for Energy and Natural
Resource |ssues, Ofice of the Governor, infornmed the commttee
the bills presented are conponents of a three-part plan to
initiate an in-state natural gas pipeline project. The first
conponent is a funding request to initiate work needed to define
the need for, and the delivery of, natural gas to Al askans.
This work includes; an alternatives analysis, selection of a

route, appl i cations for permts and ri ghts-of -way,
identification of the source of gas and potential custoners, and
the eventual sanctioning of a project. The work effort is |led
by Harry Noah, Project Director. M. Balash continued to
explain the other conponents of the plan are HB 163 and HB 164.
House Bill 164 makes the changes in the Pipeline Act that are
necessary to facilitate the comercial relationships for a
privately constructed and operated pipeline. He recalled that
di scussions wth ENSTAR Natural Gas Conmpany and Anadarko
Pet rol eum Corporation about a bullet line from Gubik field to

Sout hcentral began in Decenber 2008. Those discussions centered
on a specific project; however, prior to the introduction of the

bill, the governor directed that the changes nmade by HB 164 nust
be applicable to all in-state pipelines. He acknow edged t hat
the proposed |egislation was devel oped w thout "having done a
ot of the homework to understand ... older infrastructure and

preexi sting rel ationships."

10: 05:41 AM

MR. BALASH pointed out HB 164 is primarily about access and
contractual rights to capacity in a pipeline. Hi storically,
Al aska's right-of-way |easing act requires the use of conmon
carrier service to obtain a lease to build a pipeline. A comon
carrier neans that any entity with a product will be able to
ship, regardless of the inpact on the existing shippers.
However, ENSTAR and Anadarko expressed concerns that after
spending billions of dollars to develop a field, they wanted a
contractual right to capacity in the pipeline. Therefore, the
requirenent in state law that a pipeline operate as a common
carrier needs to be changed. M. Balash explained that Title 42
of the Pipeline Act provides for firm [transportation] service
under a contract, but does not protect against proration.

10: 08: 46 AM
MR. BALASH noted that the first two sections of the bill nake
technical references to other changes in the bill. Section 3

creates a new set of covenants required for in-state pipelines
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only. These covenants are inportant as the state "[is] stepping
down from that gold standard of comon carrier to a form of
contract carriage, we wanted to nmke sure that access for new
expl oration, new devel opment, and new deliveries, was going to
be possible.™ The covenants require that the party agrees to
t he fol | ow ng: open seasons on a regul ar basi s;
nondi scrimnatory treatnent of shipping commtnents; expansions;
t ransparency in engi neering i ncrenents; expansi ons on
comercially reasonable terns; commit to rolled-in rates; offer
a distance sensitive tariff; commt to Alaska hire; comit to a
project |abor agreenent; and commit to be regulated by the
Regul at ory Commi ssion of Al aska (RCA). M. Balash noted the
covenants are based on the "nust haves"” in the Al aska Gasline
| nducenent Act (AG A) of 2007.

10: 11: 45 AM

CO-CHAIR M LLETT asked whether there were circunstances under
which this project would be regulated by the Federal Energy
Regul at ory Conm ssion (FERC) and not the RCA

10: 12: 17 AM

MR. BALASH directed attention to Sec. 3, lines 20-22, of the
bill and pointed out the proposed legislation identifies a
pipeline that 1is subject to intrastate jurisdiction, not
interstate jurisdiction. Under certain circunstances, FERC may
have jurisdiction over a pipeline; for instance, one that
crosses the state border. In addition, FERC does have "citing

authority” for liquefied natural gas (LNG facilities; however,
FERC s authority in these instances is not entirely clear.

10: 14: 57 AM

REPRESENTATI VE JOHANSEN questioned the economic viability of an
intrastate pipeline that promsed to begin and end in Al aska.
He suggested that FERC would get involved if at some time the
gas was flowing out of state in order to find a market and
secure financing.

10:16:43 AM

MR. BALASH assumed the question is, "Wiat if the pipeline is
going to nove nore gas than is wused here in Al aska?" He
observed when the pipeline service ends, the gas has to go
somewhere, such as nmanufactured into a product, or converted
into LNG The critical question is whether the export will go
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to East Asia or to the Lower 48. The FERC would assert
jurisdiction as soon as the product or the gas crosses state
lines; however, until nore is known about the commercial aspects
of the project, it will be difficult to determ ne whether FERC
does or does not have jurisdiction. M. Balash advised the
af orenenti oned determ nation, and the comrercial aspects of the
project, will be identified during the next two years.

10: 18: 16 AM

REPRESENTATI VE JOHANSEN opined until the "whole picture cones
together, we don't know where FERC comes in, we don't know how

far back wup the pipeline they go...." In fact, FERC s
i nvol venent will be unknown until rnuch, nuch, later, he said.
10: 19: 14 AM

MR. BALASH concurr ed.

10: 19: 20 AM

REPRESENTATI VE PETERSEN asked whether building a pipeline across
federal |and would automatically invol ve FERC

10: 19: 44 AM

VR. BALASH said that crossing federal |and does not
automatically bring in FERC jurisdiction; FERC jurisdiction is
determ ned by Sec. 7 of the Natural Gas Act (NGA) that regul ates
the interstate transportation of natural gas.

10: 20: 19 AM

CO CHAIR EDGVMON asked whether the state has sufficient
information to construct enabling legislation for future work
with a private partner.

10: 21: 01 AM

MR. BALASH said the admnistration knows there are parties
exploring for gas and who want to develop fields and "count on
capacity." This legislation allows changes in the |easing
statute and pipeline regulation statute for the kind of
commercial contracts required to protect the shipper, and those
who are seeking financing and contracts. In the event of the
construction of an in-state line, this body of changes would
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create a framework famliar to those who woul d operate a federa
interstate project.

10: 22: 11 AM

REPRESENTATI VE JOHANSEN gave the exanple of a pipeline project
built w thout FERC regulation, but that is expanded at a |ater

date to an export market. "Does FERC junmp in then?" he asked.

10: 23: 26 AM

MR. BALASH acknowl edged that the proposed legislation is not
specific to a bullet line, but is applicable to a pipeline
regardl ess. In fact, this is an effort to craft an overall
state regulatory structure wth few differences from FERC
regul ations, and in the event FERC does step in, there wll be

few di sruptions.

10: 24: 36 AM

REPRESENTATI VE JOHANSEN observed novenent away from the bull et
line concept allows for flexibility in pipeline routes; however,
"it all comes down to" the cost of construction. He surm sed
the pipeline corridor is the easiest and nost |ogical route.

10: 25: 34 AM

MR. BALASH said the admnistration has been working on that
guesti on. Typically, the shortest pipeline is the |east
expensi ve; however, the differences in cost are not known at
this tine. M. Noah w Il be undertaking the determ nation of
the cost of each alternative route.

10: 26: 53 AM

REPRESENTATI VE JOHANSEN asked whether the bullet line follows
t he exi sting pipeline.

MR. BALASH said the all-Al aska pipeline would follow the Trans-
Al aska Pipeline System (TAPS) corridor to a |iquefaction plant
in Valdez. The bullet line would travel down the Dalton H ghway
to Fairbanks, and then follow the Parks H ghway to Southcentral.

10: 28: 03 AM

CO- CHAIR M LLETT asked for the admnistration's plan on what to
do wth the excess capacity.
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MR. BALASH pointed out the first question is to determ ne what
is still available from Cook Inlet. If North Slope gas is going
to replace Cook Inlet gas, there will need to be a transition
peri od. He gave the exanple of a pipeline that cost $3 billion
and has a tariff conputed on how nuch gas is traveling through
t he pipeline. The less gas traveling through equals a higher
tariff, and if the price is too high, conpanies wll be
reluctant to conmt gas. The tipping point is estimted to be
about 400 mllion to 500 mllion cubic feet (Mf) per day;
however, the demand for natural gas in Southcentral at this tine
is about 200 Mvef per day. Thus there needs to be an increase
in industrial use to get enough throughput in the pipe for an
econom cal tariff.

10: 31: 42 AM

CO- CHAIR M LLETT surmised the administration is |ooking for an
anchor industry such as the export of gas by ConocoPhillips
Al aska, Inc. She opined the project will have FERC invol venent

if there is excess capacity or if the state exports LNG

10: 32: 36 AM

MR. BALASH observed that the present system of pipelines in Cook
I nl et supports the LNG plant and is not regul ated by FERC.

CO-CHAIR M LLETT cautioned that FERC has considered invol venent
with the LNG plant and with an in-state pipeline.

MR.  BALASH acknow edged that possibility, and assured the
committee the admnistration is working to prevent that from
happeni ng; however, a change to FERC jurisdiction wll not
require a "sea change in approach, or planning, or reordering
commercial terns between the parties.”

10: 34: 03 AM

REPRESENTATI VE PETERSEN recal |l ed the LNG export |icense was only
extended until 2011. He assuned the export |icense would need
to be extended further.

MR. BALASH agr eed. Depending on the availability of gas, the
facility's status may change from full operation to "warm
status." In fact, all of the options present commercial
chal | enges and a transition period.
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10: 35: 33 AM

REPRESENTATI VE JOHANSEN noted supporters of the in-state gas
I ine have suggested bringing natural gas to Southeast as a way
to increase denand. He asked whether the adm nistration has
plans to gasify parts of the state such as None, the Aleutian
Chain, or Southeast to increase demand.

10: 37: 51 AM

MR. BALASH spoke of the opportunity to deliver natural gas or
propane to comunities as an alternative to diesel. The
adm nistration sees an inperative to nove rural comunities away
from the use of diesel wherever possible. Wet her that is

suitable for Southeast, M. Balash would not say; however, there
is a propane distributor that believes in the possibility.

10: 39: 41 AM

REPRESENTATI VE JOHANSEN expressed his belief that "You' ve got to
find a place to put the gas and if you can't do it in-state,
you've got to do it out-of-state and ... we're right back where
we started from"

10: 40: 27 AM

MR. BALASH clarified that exporting gas from Al aska does not
automatically "trigger" FERC jurisdiction. If the gas has an
i nternational destination only, FERC will not have jurisdiction,

as in the case of a long-termcontract with an Asian buyer.

10:41:47 AM

REPRESENTATI VE JOHANSEN recalled a |ot of discussion about the
potential natural gas nmarkets in the M dwest.

MR. BALASH responded that the pursuit of a large dianeter
pipeline is, and remains, the priority of the admnistration.
However, because that proj ect is not a certainty, t he
adm nistration wants to be prepared on a parallel path with an
in-state |ine.

10: 43: 28 AM

REPRESENTATI VE JOHANSEN asked whet her Congr ess and
constituencies throughout the U S. can be convinced of the
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urgency for both the big pipeline project and [the extension of]
t he export |icense.

MR. BALASH said absolutely. The potential for Al aska to deliver
gas from a variety of sources is unparalleled, particularly as

natural gas hydrates becone nore commercial. The large dianeter
gas pipeline will require 55 trillion cubic feet of gas over 30
years fromthe North Slope. At this tinme there are 34 trillion
cubic feet of known reserves; furthernore, 200 trillion cubic

feet is expected to be found in the future. M. Bal ash assured
the commttee of the opportunity for Alaska gas to flow to
M dwestern markets and potentially to premum Pacific R m
mar ket s.

10: 46: 18 AM

REPRESENTATI VE TUCK asked whether existing pipelines in the
state operate with comon carriers.

MR. BALASH confirnmed that pi pelines have common carrier
covenants on their state |eases; however, in some cases there
are |l egal arrangenents around the covenants.

10:47:12 AM

REPRESENTATI VE TUCK asked for an exanpl e.

MR. BALASH said he could research disputes between parties on
t he comon carrier covenants.

10: 48: 11 AM

REPRESENTATI VE TUCK asked whether disputes were wusually over
access to the pipeline.

MR. BALASH expressed his wunderstanding that a third party
shi pper wanted to use an original party's pipeline to nove their
gas into a nmarket. "As, | think Aurora has gone sort of right
over the top of ENSTAR in using the ENSTAR conmon carrier
pi pelines, but to nove gas to custoners, and sort of elimnate
ENSTAR as the m ddl eman,” he coment ed.

10: 49: 14 AM

REPRESENTATI VE TUCK asked whether the proposed |egislation wll
affect the existing common carrier |ines.
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MR. BALASH advised that the new requirenents in [AS 38.35.] 121
woul d not apply retroactively to state |eases already issued
However, the changes nmade in AS 42.06. Pipeline Act would apply,
particularly the changes in definitions in Sec. 8 and Sec. 9.

10: 50: 26 AM

REPRESENTATI VE TUCK asked whether the changes in rights of way
will elimnate |awsuits. He further asked how the |egislation
will affect the open season and all ow for conpetition.

10: 50: 57 AM

MR. BALASH said the main purpose is to create the regulatory
environnent that allows conmercial parties to enter the kind of
arrangenents necessary for a privately based project. This nust
be done in a manner that preserves a high degree of access for
third parties. The state has an interest in undevel oped | and
and resources, and wants to ensure that resources are devel oped.
| f access is available through the transportation systens, the
state can encourage nore activity.

10: 52: 14 AM

REPRESENTATI VE TUCK asked whether this would elimnate a
nonopoly or create nore of a nonopoly. He expressed his
understanding that under a common carrier provision anyone wth
a supply of gas can potentially ship; however, disputes arise
when the pipeline transportation conpany refuses to allow the
shi pper access. The proposed changes to the right-of-way that
elimnates common carrier provisions would make it so whatever
was negotiated in advance takes precedence. Representative Tuck
surm sed this would create nore of a nonopoly.

10: 53: 04 AM

MR. BALASH said there are certain types of business activities
in the state that are nonopolies, and that is why they are
regul ated by the RCA Nat ural gas pipelines are one of those
busi nesses; in fact, the right-of-way |easing act directs that

there will be conmmon carrier service for pipelines that cross
state rights-of-way. There is debate as to whether this is a
successful nodel for the encouragenent of third parties to
develop oil and gas resources. However, the proposed changes
will nove away from the common carrier, and require that a
pi peline owner hold open seasons and offer capacity on a
nondi scrim natory basis. It is expected that this wll
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encourage third parties to go find and develop additional
supplies of gas for transportation in the existing pipelines.

10: 55: 18 AM

REPRESENTATI VE TUCK asked how the RCA' s authority is going to be
affected with the changes in the common carrier provision.

10: 56: 10 AM

MR. BALASH said there is nothing in the proposed |egislation
that fundanentally alters the RCA's authority. The pipeline act
provides for firmtransportation service and the state right-of-
way | easing act does not. The RCA would still have authority to
regulate the tariffs and contracts between the shippers and
pi peline conpanies, and the l|egislation does not dimnish its
ability to regul ate natural gas pipelines.

10: 57: 20 AM

CO-CHAIR M LLETT asked for the reasoning behind the use of
rolled-in rates as opposed to increnental rates. She al so
requested a definition of conmmercially reasonable terns, and
asked who would determne the market demand of comercially
reasonabl e terns.

10: 57:45 AM

MR. BALASH expl ai ned that when a oil or gas pipeline is put in
service it is used to transport valuable comobdity to market;
access to the pipeline is essential to those who are exploring
for oil or gas. Comon carrier service allows a shipper to cone
into the pipeline; however, if there is no nore room the
exi sting shippers are prorated "down." If the state regulation
noves away from the comon carrier regine to a contractual
regine, then all the shippers have firm transportation service
that cannot be prorated down. Therefore, a new party cannot get
into the pipeline, unless the pipeline expands by conpression or
| oopi ng. After expansion, if rates are rolled-in, all of the
shi ppers pay the sane; however, rolling-in may result in higher
rates for the original shippers, thus there is a cap of 115
percent on how high the rates can increase.

11: 02: 58 AM

MR. BALASH then turned to the subject of distance sensitive
rat es. During FERC s hearings on the Alaska natural gas
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pi peline, both the executive branch and the I|egislative branch
agreed that gas comng from Prudhoe Bay, and taken out in
Fai r banks, should not pay sane rate as gas delivered to Chicago.
The sanme general principal applies to an in-state pipeline; for
instance, gas put in the line at Nenana should only pay for the
m | eage from that point to market. This method will encourage
exploration at all points along the pipeline route. Looki ng at
the situation from the consuner side, gas renoved along the
route should not have to pay transportation costs for the
di stance of delivery to Anchorage.

11: 05: 52 AM

CO-CHAIR M LLETT remar ked:

| f soneone discovers gas, and they need expansion on
the pipe ... it's going to be |looping, and they commt
their gas to Fairbanks, but the |ooping causes roll ed-
in rates to increase all the way to the end of the
pipe for the other shippers. How are you going to
regul ate that instance where a new shipper is com ng
on board, but only using 400 mles of the pipe, and
everybody else is being charged for that expansion all
the way to the 800 mle end? The distance sensitive
rate for that shipper is just the rolled-in rates to
400 m | es.

11: 06: 47 AM

MR. BALASH directed attention to Sec. 4, pages 6-7, of the bil
and read:

"Commercially reasonable terns" neans that revenue
from transportation contracts covers the cost of the
expansi on.

MR. BALASH continued to explain that regulation will depend on
"what has to be added where, along the pipe." A distance
sensitive tariff defines zones for delivery that add up to a
singl e charge. The RCA would identify which costs apply to
whi ch delivery zone.

11: 07: 54 AM

COCHAIR MLLETT asked who would determne the commercially
reasonabl e term
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MR. BALASH said the comrercially reasonable termis defined in
the statute and used by the RCA if it is called upon to enforce

the terns of the |ease covenants. In further response to Co-
Chair Mllett, M. Balash said the RCA |ooks at the "cost
causer" and they becone the "cost payer."” In a pipeline

setting, if everyone is putting in gas at the top of the pipe
and bringing it out at the bottom then everyone pays the sane
cost . However, if there are segnented delivery points in and
out of the pipe, the RCA wll have to |look at costs and how to
al | ocate costs throughout.

11: 09: 39 AM

CO-CHAIR M LLETT remar ked:

In your description, the costs, the group that is
costing the increase is paying the increase, but in
rolled-in rates, everybody pays the cost for soneone
new entering the pipe...

MR. BALASH agreed that everybody is paying, but everybody is
benefitting from the increased conpression as the increased
conpression makes the pipeline nore efficient, therefore, the
overall toll goes down.

CO CHAIR M LLETT said, "But that's only in conpression. That's
not in |ooping."

MR. BALASH said, "That is usually the case, it depends."” Under
the common carrier regulation of today, the original shippers
would be at risk of being prorated when new shippers cone in.
[Wth the proposed legislation] the original shippers are

gaining certainty that their capacity will not be prorated, and
they are also gaining the certainty that if new shippers cone in
and costs increase, their costs wll not go higher than 115
percent .

11: 11: 45 AM

REPRESENTATI VE TUCK observed that the benefit of the proposed
legislation is that the suppliers are no longer forced to take a
prorated percentage; they are guaranteed that when new shippers
come on line, they will not be reduced in capacity. However,
they potentially will have to cover additional costs when new
shi ppers cone in, but not over 115 percent.

11:12: 37 AM
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MR. BALASH concurred. He then turned to Sec. 4, page 6, of the

bill and noted that this section includes definitions of the
terns “conmercially reasonabl e terns" and "reasonabl e
engi neering increnment.” Section 5 begins the changes to the

pi peline act; for exanple, AS 42.06.240(f) is anended to read:

(f) Except if right-of-way |ease covenants required by
AS 38. 35.120-38. 35. 121 provide otherwi se, in

MR. BALASH explained that this change specifies that if
something in the covenants creates a conflict, the covenants in
38.35.121 govern. Section 6, page 9, allows the RCA to issue a
conditional certificate simlar to the conditional right-of-way
| ease issued by the Department of Natural Resources.

11:15:57 AM

CO- CHAIR M LLETT asked whether the RCA currently issues these
certificates.

MR. BALASH said a certificate is required from the RCA to
construct a pipeline. In further response to Co-Chair Mllett,
he acknowl edged that two conditional <certificates could be
i ssued on one project.

11:16: 24 AM

MR. BALASH explained Sec. 7 of the bill allows the RCA to
enforce the ternms of [AS 38.35.121] in the course of its
regul atory activities on an annual basis.

11:17:16 AM

MR. BALASH noted that Sec. 8 includes a definition of "firm
transportation service," and Sec. 9 adds a new paragraph stating
cormon carrier offers both firm transportation service and
interruptible transportati on servi ce.

11:17: 55 AM

REPRESENTATI VE JOHANSEN asked for a further description of the
"give and take" on distance sensitive rates.

11:19: 27 AM
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MR. BALASH expl ai ned that the users of pipeline capacity pay for
what they need to use. He gave an exanple of the additiona
cost of a segnent of pipe going to a community sone distance
from the pipeline route, and who should pay the extra
transportation cost.

11:21: 05 AM

REPRESENTATI VE JOHANSEN surm sed there is no difference whether
one is renoving gas or putting it in.

MR. BALASH agreed, in terns of the rationale for distance
sensitive rates on a pipeline of this type.

11: 21: 32 AM

REPRESENTATI VE PETERSEN referred to Sec. 8. He asked under what
circunstances the pipeline's overall capacity could be
di m ni shed.

11:22:18 AM

MR. BALASH gave the exanple of a 800 mle pipeline with two of
four conpressor stations inoperable. In this case, the pipeline
cannot nove as nmuch gas, thus capacity is di mnished.

11:22: 50 AM

CO- CHAIR M LLETT asked whether the in-state pipeline jeopardized
the AG A project or if there was enough gas on the North Slope
for both projects.

11: 23: 33 AM

MR. BALASH expressed the admnistration's long-term view that
there is a potential for large volumes of natural gas from the
North Slope. At this tine, and in the near-term it would be a
challenge to deliver 7.5 billion cubic feet per day of gas.
Whet her an in-state line would cause a problem for the |arge
di aneter pipeline is based on the size of the large pipe and the
volune that will be shipped. On the volune of the bullet Iine,
he opined 400 mllion to 500 mllion cubic feet per day is
required to make the bullet |ine econom c.

11: 25: 35 AM
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CO-CHAIR M LLETT recalled the AGA license limts the vol une of
the bullet |ine.

MR. BALASH remnded the comrmittee that the 500 mllion cubic
feet per day limt in AGA is an assurance that the state wll

not support a conpeting project. This nmeans the state will not
grant a favorable tax, favorable royalty terns, or provide a
cash grant to a conpeting project. If an in-state project noves

ahead w thout any state support or concessions, the project
could be larger in volume, and not affect the state's project
assurance clause in the AG A |icense.

CO-CHAIR M LLETT remar ked:

So, as long we don't "incentify", we don't nmake any
speci al exceptions, we don't change the step tax
structure specifically for the bullet line, we can

have a bullet line larger than half a bcf.
MR. BALASH concurr ed.

11: 27: 42 AM

REPRESENTATI VE TUCK asked whether 2.5 billion [cf/d] was the
"point of demarcation.”

11:28: 00 AM

MR. BALASH clarified 2.5 billion was an arbitrary nunber.

11: 28: 31 AM

REPRESENTATI VE PETERSEN asked whether an incentive for the
conpeting project may include bondi ng capacity.

MR. BALASH assured the conmttee the AQA statute is very
specific in identifying tax, royalty treatnent or nodifications,
and/or a grant of cash. A legal case will be raised if the
| egi slature and the admnistration are faced wth the question
of bondi ng capacity.

11: 30: 07 AM

CO- CHAIR M LLETT asked whet her Point Thonmson was included in his
estimate of known gas reserves on the North Sl ope.

MR. BALASH i ndi cat ed yes.
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11:30: 27 AM

CO-CHAIR M LLETT announced HB 164 was hel d over

HB 163- ALASKA NATURAL GAS DEVELOPMENT AUTHORI TY

CO-CHAIR M LLETT announced that the final order of business
woul d be HB 163.

11: 30: 54 AM

MR. BALASH reiterated HB 163 is one of the three conponents of
the admnistration's plan to initiate an in-state natural gas
pi peline project. He recalled a 2002 ballot initiative created
the Alaska Natural Gas Developnent Authority (ANGDA) and the
original language of the initiative directed ANGDA to pursue a

project from Prudhoe Bay to Valdez wth a spur line to
Sout hcentral. In 2004, the |egislature expanded ANGDA' s ni ssion
to include a pipeline to Cook Inlet. M. Balash noted that

today the energy needs of Al askans requires further expansion of
ANGDA' s purpose as a useful tool to facilitate pre-devel opnent
activities.

11: 33: 23 AM

MR. BALASH, in response to Representative Johansen, restated the
initiative was enacted in 2002, and anended by the legislature
in 2004.

11: 34: 23 AM

REPRESENTATI VE JOHANSEN observed this was a citizen initiative
and the bill is a proposal by the governor to anend the citizen
initiative. He asked whether the anmendnent is necessary because
there is new information, or a changing environment affecting
the statute.

VR. BALASH opined that was part of the consideration.
Additionally, however, ANGDA has been operating beyond its
statutory mssion, albeit with the legislature's know edge and
funding, and the bill allows the agency to becone a vehicle for
getting gas and noving it anywhere in the state.

11: 37: 15 AM
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REPRESENTATI VE JOHANSEN said it was a valid point for the
| egi slature and the governor to readdress the statute and make
adj ust nent s.

11: 37: 55 AM

REPRESENTATI VE PETERSEN asked whether HB 163 would allow a
conpany to build a short pipeline that connected to the existing
pi peline system

MR. BALASH said Sec. 1 would allow ANGDA to | ook beyond the
North Slope for a supply of gas. In further response to
Representative Petersen, he indicated that a pipeline of any
l ength woul d be al | owed.

11: 39: 12 AM

CO- CHAIR M LLETT recalled ANGDA was directed to conplete a gas
pi peline by 2007. She asked for an overview of ANGDA' s
acconplishnents; how nmuch noney the state has appropriated to
ANDGA; and what its work product has been.

11: 40: 03 AM

MR. BALASH related that after the initiative was passed in 2002,
t he Murkowski Adm nistration appointed a board of directors for
ANGDA. A nodest appropriation funded the agency to do the work
requi red under the original initiative, which was to investigate
the feasibility and economic viability of a pipeline project

from Prudhoe Bay to Prince WIlliam Sound with a spur line to
Sout hcentral . The authority prepared a report to Alaskans in
2004; also during that year the legislature reviewed statutory
changes and expanded the authority's scope. Also in 2004,

applications began to be submtted under the Stranded Gas
Devel opnent Act (SGDA) , and it became clear that t he

admnistration's priority was a l|arge dianeter pipeline. In
fact, ANDGA began to focus on developing the spur line service
fromthe big line to Southcentral. The authority also |ooked at

opportunities for petrochem cal developnent; other uses of
natural gas; and propane distribution along the rivers of rura
Al aska. During 2005-2006 ANGDA secured a conditional right-of-
way | ease fromthe Departnent of Natural Resources (DNR) for the
spur line project along the denn H ghway. Early in the days of
the Palin Admnistration, ANGDA was directed back to the
original project; thus in 2007 major funding was used to devel op
an AG A application. In 2008, that application was rejected for
nonconpl i ance.
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11:45:26 AM

CO- CHAIR M LLETT asked whether ANGDA subnitted an application to
build a pipeline.

MR. BALASH expl ained ANGDA' s application was to build a spur
line along the G enn H ghway connecting to an LNG applicant, or
to continue up the Richardson H ghway to Delta Junction to
connect with one of the large pipeline projects.

CO-CHAIR M LLETT asked, "So, ANGA wuld own and build a
pi peline, was that the idea?"

MR. BALASH expressed his belief that ANGDA' s plan was to do the
pre-devel opnent work necessary to turn the project over to a
private devel oper/owner/operator. After the issuance of the
AG A license to TransCanada, the admnistration received an
estimate of the funding needed for ANGDA to continue work unti

t he open season in 2010. He then pointed out that at the end of
the legislative session of 2008, the Ilegislature passed a
resolution in support of in-state gas; however, the governor's
request for $10 mllion to study routes for an in-state gas
pi pel i ne was denied and $4 mllion was appropriated to ANGDA.

11: 48: 53 AM

MR. BALASH, referring back to Co-Chair MIllett's question, said
the authority has been appropriated about $10 million in total
He assured the committee ANGDA is ready to begin its next stage
of work in pursuit of the spur line project; in fact, the

adm nistration has done its best to keep in sight the statutory
m ssion, as well as the purpose behind specific appropriations
made by the | egislature.

11: 50: 03 AM

REPRESENTATI VE TUCK asked about the Alaska Gasline Port
Aut hority (AGPA).

11:50: 31 AM

MR. BALASH said, "ANDGA and AGPA are two very different
organi zations with very different track records.”

REPRESENTATI VE  JOHANSEN  asked who sponsor ed the  ANGDA
initiative.
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MR. BALASH said one sponsor was Scott Hayworth who is now a
menber of the board of directors.

11:51: 30 AM

HARCLD HEI NZE, CEO, Alaska Natural Gas Devel opnent Authority
(ANGDA), Ofice of the Conm ssioner, Departnment of Revenue
(DOR), inforned the conmttee the ballot statenent of support
for ANGDA was signed by Mke Macy (ph), Tyrone Neill (ph), and
Scott Hayworth. M. Heinze continued to explain that the ANGDA
initiative passed in the 2002 election by a 2:1 margin. He
added that the initiative was born of frustration during the
Know es Adm ni strati on. In the summer of 2003, the ANGDA board
of directors was appointed and official work began in Septenber
2003. The first task undertaken by ANGDA was to | ook at an LNG
project; after eighteen nonths of study ANGDA concluded the
proj ect was economc, conpetitive, and feasible, but beyond the
means of ANGDA. Also, at that time, SCDA deflected interest

away from an LNG project. The authority focused on devel opnent
of the spur line; obtained a conditional right-of-way for
Gennallen to Palnmer that is worth several mllion dollars; and
submtted an application under the AG A process. The Ad A

application was focused on ANGDA's part of a partnership that
was dependent on a private sector partner. M. Heinze clarified
that ANGDA is not interested in owning and building a pipeline,
but is interested in "making one happen.” O her events that
have influenced ANGDA's interest include the recent rise in
energy prices and the propane project on the North Sl ope. He
enphasi zed that ANGDA continues to advance the spur |ine through
the regulatory approval process and has alnost established a
"ready to build status” for any private sector party comng in.
M. Heinze opined House Bill 163 is necessary for clarity so
that ANGDA can qualify for major financing.

11:57: 39 AM

CO-CHAIR M LLETT recalled the initiative tasked ANGDA with 12
goals, and the final goal was to have a gas line in full
production by 2007. She asked how nuch closer [the state is] to
getting an in-state gas line.

MR. HElI NZE acknow edged that Sec. 5, Item 11, of the initiative
petition set out a series of plans, and the goal of having the
Al aska gas line in production by 2007 was m ssed. The intent of
Sec. 5 was to provide a first year task; however, the focus of
the governor and the legislature was on the pipeline through
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Canada and ANGPA was working on an LNG project. He discussed
his experience in the industry back to 1969. M. Heinze opined
that "things are in good shape" because of the two groups
working on the big pipeline through Canada and their FERC
applications. The primary focus for ANGDA now is to assure that
the in-state side is well represented in the FERC process. The
in-state project nust be prepared to interface with the big
project between January and July 2010, and be further prepared
to participate as provided for wunder the federal 1|egislation
that will guide FERC in its proceedings on the Al aska gas
pi pel i ne.

CO-CHAIR M LLETT asked if ANGDA asked for an appropriation in
t he operating budget.

MR. HEI NZE said ANGDA requested $315,000, and he described his
office staff. Regarding further appropriations, he said ANGDA

has received approximately $10 mllion in appropriations and
with operating expenses has received about $12 mllion. In
return for that, the state has several projects where the
private sector can nove forward. He opined the private sector
| acks the ability to see with certainty whether the big pipeline
wi |l succeed or not; once that question is answered, there are a
nunber of pipeline conpanies that will be interested in the

Al aska |1 ne.

12:04:11 PM

COCHAIR M LLETT asked about the level of interest from
producers on the rights-of-way ANGDA has obt ai ned.

MR. HEINZE said several large Lower 48 pipeline conpanies are
interested in the spur line project; in fact, their interest is
due to the work ANGDA has done. Furthernore, he assured the
commttee that it is clear to interest parties that public
noni es expended by ANGDA nust be rei nmbursed.

12: 05: 20 PM

CO-CHAIR M LLETT announced HB 163 was hel d over
12: 05: 40 PM

ADJ QURNVENT

There being no further business before the conmttee, the House
Special Committee on Energy neeting was adjourned at [12:05]
p. m
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