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ACTI ON NARRATI VE

7:34:21 AM

CO- CHAIR BRYCE EDGVON called the House Special Conmittee on
Energy neeting to order at 7:34 a.m Represent ati ves Johansen,
Dahl strom Ranras, MIlett, and Edgnon were present at the call
to order. Representatives Petersen and Tuck arrived as the
meeti ng was in progress.

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

CO CHAI R EDGVON announced that the only order of business would
be HOUSE BILL NO 164, "An Act relating to nonconpetitive |eases
of state land and for rights-of-way for oil or natural gas
pi pelines 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."

7:35:15 AM

JOE BALASH, Special Staff Assistant for Energy and Natural
Resource |ssues, Ofice of the Governor, reviewed the provisions
in HB 164.

7:36:21 AM

REPRESENTATI VE RAMRAS nentioned his past debt to M. Balash;
neverthel ess, he stated his reservations about the bill. He
t hen asked whet her those who did not vote for the Al aska Gasline
| nducenent Act (AG A) should support HB 164 when the bill has so
many provisions that are simlar to those in AG A
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7:38: 01 AM

MR. BALASH pointed out that three nmenbers of the commttee did
not vote on AG A Furthernmore, the AQ A vote was on whether to
award the license, not to decide the underlying | aw.

7:39: 02 AM

REPRESENTATI VE RAMRAS continued to explain that one of the
significant inpedinents to AGA, in the opinion of those who
voted against it, is the roster of "nust-haves”. These nust -
haves are now mani fested in HB 164.

7:39: 31 AM

MR. BALASH rem nded the conmttee that nenbers of the commttee
who were menbers of the 25'" |egislature voted for the mnust-haves
that are part of the underlying | aw of AQ A

7:39: 58 AM
CO- CHAI R EDGVON requested a review of the bill.

REPRESENTATI VE RAMRAS further asked whether deletion of the
must - haves woul d weaken HB 164.

MR. BALASH said yes. He informed the committee that the
adm ni stration’s concern regarding the change in “common carrier
privilege and access” is not an insignificant one, and nust be
bal anced against the way that contract carriage is inplenented
and the opportunities for expansion. Common carrier service is
the gold standard of an open access pipeline; in fact, the
restriction of service and opportunities for expansion nust be
bal anced wth regular solicitations, and the kinds of features
seen in the list of nust-haves that are enbedded in Title 38,
Sec. 3, of the bill.

REPRESENTATI VE RAMRAS asked whi ch nust-haves are essential to HB
164, and whi ch are nonessenti al .

7:42:29 AM

MR. BALASH opi ned none are nonessential. He then noted that the
first two sections nake additional references to other statutes
that reference Sec. 120 and Sec. 121; furthernore, Sec. 3
creates a new section in AS 38.35, the Right-of-Wy Leasing Act.
The new section, Sec. 121, begins on begins on page 2, line 18,
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and adds additional covenants that are required in |eases for
natural gas pipelines that originate and termnate within the
st ate. He said, “... originating and termnating within the
state neans we’'re talking about an inter-state pipeline, not a
intra-state pipeline, so we’'re not using the state right-of-way
leasing act to try and affect an inter-state pipeline that’'s
regul ated by [the Federal Energy Regulatory Commi ssion (FERC)].
This is a pipeline that would be regulated by the [Regul atory

Comm ssion of Alaska (RCA)].” M. Balash continued to explain
that the first new covenant addresses the |evel of expansion
opportunity. In fact, every two years the pipeline will assess

t he demand for additional capacity in the pipeline.
7:44.19 AM

REPRESENTATI VE RAMRAS |isted the various sources of natural gas.
He asked whether it was legally possible to expand the pipeline
if the gas is conming from the North Slope at the rate of 500
mllion cubic feet per day (MCF/ d).

VR. BALASH clarified that assumng Representative Ranras’
reference is to the project assurances clause in the AGA
license, and that the project is funded by a grant of state
cash, or preferential tax or royalty treatnent, the treble
damages clause is applicable; however, the Palin admnistration
is assuming the project is economc at the outset and wll be
funded by the private sector. Then there is no concern about
exceeding the 500 MCF/d limt.

REPRESENTATI VE RAMRAS asked about the tax ramfications. For
exanple, HB 44 authorized $250 mllion that may be part of a

subsidy towards an in-state pipeline. Additionally, the
pi peline coordinator wants to use Al aska Natural Gas Devel opnent
Authority (ANGDA) to coordinate state permts. He surm sed
there will be state invol venent.

MR. BALASH expressed his wunderstanding that soliciting the
mar ket or assessing the capacity of the pipeline would not
result in a violation of the AG A |icense. He related that the
work of firmng up the major permts, and identifying custoners

and the suppliers of gas, will be reinbursed to the state. Thus
there is no cash grant award involved; furthernore, $250 mllion
will not build a pipeline from the North Slope to Southcentral
Al aska.
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REPRESENTATI VE RAMRAS will confirmif HB 164 needs a referral to
the House Judiciary Standing Conmittee (HJUD) for |egal
consi derati on.

7:48: 31 AM

REPRESENTATI VE JOHANSEN expressed his concern over whether this
pi peline will be FERC or RCA regul at ed.

REPRESENTATI VE RAMRAS said that he had talked with FERC and
suggested that the deletion of Sec. 3 would renpbve his concerns
about legality.

MR. BALASH called attention to page 3, line 30, regarding the
ternms of service, and noted that [paragraph] (2) specifies that
t he pipeline conpany would not require disparate treatnent of a
perspective shipper, put a comercial burden on them or
ot herwise subvert the commtnent nmade on open season and
expansi on opportunities.

REPRESENTATI VE RAMRAS asked whether M. Balash skipped [sub
paragraphs] (C, (D, (B, & (F).

MR. BALASH sai d yes.

REPRESENTATI VE RAMRAS, in response to Co-Chair Edgnon, expressed
his decision to “root in” on this bill and its provisions.

CO CHAI R EDGVON expressed his intent to have a full hearing and
then to take action on the bill.

CO- CHAIR M LLETT suggested a review of pages 3-7 to talk about
t he i nmportance of the nust-haves.

7.:52:29 AM
MR. BALASH, in response to Co-Chair Edgnon, said he would
summarize for clarification. On page 2, line 25, he read:
(1) ... commt that [after] the first binding open
season, the lessee will assess the market denmand [for

additional pipeline capacity at |least] every two years
t hrough public nonbi nding solicitations;

MR. BALASH stressed that a nonbinding assessnent determ nes
whet her an open season needs to take place. In order for
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potential shippers to understand what the opportunity is, they
need to know the timng of the assessnent, which is covered in
[ sub paragraph] (A). Furthernore, [sub paragraph] (B) provides
that there will be at least 30 days’ prior public notice for
each solicitation and [sub paragraph] (C) sets out the next
reasonabl e engi neering increment of capacity such as conpression
stations and | oopi ng.

REPRESENTATI VE RAMRAS presuned that the pipeline is not economc
if it is transporting less than 500 MCF/ d. Therefore, he
guestioned whether there was any |anguage that speaks to the
following: the size of the pipe, whether ANGDA is used for
permtting, or the source of the supply of gas. He concl uded
this language is illegal and covers situations for a pipeline
that is already out of conpliance.

MR. BALASH opined the use of the word illegal is founded on a
fal se presuntion. Any concern with the threshold the 500 MCF/ d
represents nust be based on the presunption that the pipeline is
not economc and requires a subsidy by the state. However, if
the current estimates that the demand for gas will be 740 MCF/d,
there will be no need for state subsidies.

REPRESENTATI VE RAVMRAS re-stated his point that the state is
presently giving $9.5 mllion to ANGDA for permtting. Il egal
is the appropriate word and there is a lack of language in HB
164 to frame this.

MR. BALASH turned to page 3, line 6, that requires a good faith
effort on the part of the lessee to estinmate the cost of
regulated tariff rates. On page 3, lines 9-10 require a good
faith estimate of how long it will take to provide the service.
On page 3, lines 11-21, identify the kinds of requirenents
expected of shippers. On page 3, lines 22-29, require a
commtrment to pronptly and diligently pursue a binding open
season for expansi ons and to respond to nonbi ndi ng
solicitations. [ Paragraph] (2), beginning on page 3, line 30,
requires the open season to be nondiscrimnatory and conducted
w thout additional requirenents to prospective shippers. On
page 4, line 5, [paragraph] (3) requires that after open season,
the pipeline conpany pronptly and diligently pursue regul atory
approvals, permts, and RCA orders in order to acconplish an
expansi on. [ Paragraph] (4), lines 17-21, require the pipeline
conpany to file as part of the overall tariff, the pipelines
determnation of the next reasonable engineering increment.
[ Paragraph] (5), lines 22-24, require not only expansion of the
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pi pe, but that expansion is done in a nanner that encourages
expl oration and devel opnent in the state.

REPRESENTATI VE RAMRAS asked what “commercially reasonable terns
mean in the context of an in-state gas pipeline.”

MR. BALASH stated that the definition is provided on page 6,
l[ine 31. He answered:

Commercially reasonable ternms nmean that revenue from
the transportation contracts cover the cost of the
expansion, including increased fuel <costs and a
reasonabl e return on capital.

REPRESENTATI VE RAMRAS clarified “in the context of” and “in-
state pipeline.”

MR. BALASH, responding to Representative Ranras’ request for
further clarification, stated that a commercially reasonable
term of service on the pipe is one that allows the pipeline to
earn a rate of return that satisfies the needs of the investor
wi t hout unduly burdening the shipper of the gas, or the custoner
t hat buys the gas.

8:03:18 AM

REPRESENTATI VE RAMRAS re-stated his request for a real exanple
of an event in Alaska that would trigger an expansion.

MR. BALASH referred to page 2, line 25, that requires an
assessnment of market demand. In further response, he offered
the exanples of the depletion of the gas supply in Cook Inlet,
and the increased use of natural gas vehicles.

CO CHAI R EDGVON nenti oned the shortage of time for discussion

REPRESENTATI VE RAMRAS pointed out that the |anguage is prenmature

and superfluous to the present situation. There is nothing on
the “near-term horizon that requires us to have all of this
burdensonme |language ... that is going to do nothing but scare
off a private sector entity.... Arguably, HB 164 is not

material to what we are doing.”
CO- CHAIR EDGMON encouraged Representative Ranras and other

menbers to produce amendnents for the full airing of their
Vi ews.
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REPRESENTATI VE RAMRAS expressed his support of sone of the steps
taken by the admnistration, but not HB 164 or HB 163. In
response to Co-Chair Edgnon, he said at the appropriate tinme he
will nove to strike Sec. 3.

CO- CHAIR M LLETT agreed with Representative Ranras and said that
Sec. 3 also gives her pause because putting "sideboards”™ on a
project is a detrinent to the private sector

CO- CHAI R EDGVON encouraged full commttee di scussion

REPRESENTATI VE JOHANSEN observed he has tinme today for review of

the bill and encouraged the commttee to take the tine necessary
for further discussion. Additionally, he expressed his concern
about generating the market sufficient to fill the pipeline.
8:13:44 AM

MR. BALASH acknow edged that natural gas needed for cars m ght
be many years away; however, if a right-of-way for a natural gas
pipeline is arranged with the private sector it is a contract
that nust be honored. For contracts to work for the life of the
pi peline, they must be broad and fl exi bl e.

REPRESENTATI VE RAVRAS encouraged the committee to review other
sections of the bill and return to Sec. 3 afterward.

8:15: 33 AM

CO CHAIR EDGMON stated his intention to extend the hearing in
order to reviewthe bill “line by line”.

MR. BALASH rem nded nenbers that the admnistration has had
di scussions surrounding the “bullet line project” with private
sector entities who have not had the opportunity to testify on
the bill. He turned to page 4, line 25, [paragraph] (6), and
said that this paragraph requires that the |essee wll propose
and support the recovery of capacity expansion costs by a
rolled-in basis. He explained that a pipeline can be expanded
t hrough the addition of conpression stations, or by the addition
of pipe segnents, called | ooping. Addi ng conpression stations
is wusually cheaper wuntil a certain threshold pressure is
reached. At that point, it nust be determned who will pay the
increnental increased cost to operate the expanded pipeline.
The two choices are: incremental pricing that is paid by the
new shipper; or rolled-in pricing that is divided and paid for
by all of the pipeline custonmers evenly. In the exanple of an
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800-mle pipeline with two or three conpression stations, the

addition of nore conpression stations is nost likely, thus the
cost of the additional conpression stations is spread anong all
of the units of gas. Assunming the anount of gas is increased

from 450 MCF/d to 650 MCF/d, the incremental cost of the
additional conpression stations is spread out, the overal
tariff goes down, every shipper benefits, and nobody conplains.
But if the cost increases the tariff, there are disputes.
Hi storically, pipeline conpanies in the US. inter-state gas
mar ket preferred rolled-in pricing; however, after the 1980s,
the federal regulatory body noved toward increnmental pricing as
a nmeans of stinulating conpetition bet ween compani es.
Conmpetition was desired because there was a glut of gas and
consequent |y, pipeline conpani es becane regul at ed nonopol i es.

8:24: 07 AM

MR. BALASH noted that Canada continues to remain largely
commtted to rolled-in rates. As Al aska has not developed a
pi peline system to nove gas, the admnistration believes the
rolled-in pricing systemis the best way to achieve a network of
pi pel i nes.

COCHAIR MLLETT asked for an exanple of a conbination of
rolled-in and increnental rates.

MR. BALASH responded that the wuse of rolled-in rates is
necessary for the devel opnment of pipeline networks and natura
gas transportation systenms in Al aska. On the other hand, the
potential risk to an initial shipper is that rolled-in rates
will increased until the cost exceeds the rates the shipper
agreed to originally. Therefore, there should be a “cap” on the
exposure risk to the shipper. On page 4, line 26, [sub
paragraph] (A) states that the pipeline will offer expansion
capacity on a rolled-in basis; however, for the initial shippers
there will be a cap of 115 percent of "day-one rates". For
example, if the day-one rate is $2, the rate to the shipper wll
not exceed $2. 30. M. Balash further explained that if the
overall cost of the pipeline cannot be recovered at the $2.30
rate, then the newest expansion shippers wll pay the
incremental cost above $2.30. Thus the pipeline is offering
both rolled-in rates and increnental rates.

CO-CHAIR M LLETT asked whether distance-sensitive rates are a

third possibility when a shipper only needs expansion for a
short di stance.
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VR. BALASH sai d, “The vagari es of r at e- maki ng are
extraordinarily dry." He gave the exanple of an original
pi peline wth Anadarko Petrol eum Corporation (Anadarko) shipping
gas fromthe Gubik oil field (GQubik) to Anchorage. 1In, in 2021,
Doyon, Limted (Doyon) wants to ship to Fairbanks or Nenana,
there would not be a need for additional conpression, but
Anadarko would still be wusing the service from Qibik to
Fai rbanks and it would be paying the cost. The expansion from
Nenana to Anchorage would require additional expansion; if that
addi tional cost reached above the 115 percent cap, that segnent
of the pipeline would also have a distance-sensitive rate for
Doyon. The illustrative nunbers would be a $2 tariff with $1
from Gubi k to Fairbanks, and $1 from Fai rbanks to Anchorage with
t he di stance rate added on.

REPRESENTATI VE RAMRAS observed that this sounds very burdensone
for a conpany wanting to build a small dianmeter, in-state gas
pipeline a short distance. Looking at the whole state of
Al aska, he expressed his interest in a single pipe and sone
smal |l ships that could double the gross donestic product (GDP)
in Dllingham and have a single rate for the custoner base in
Sout hcentral . Further, he opined that a pipe from Southcentra
to Fairbanks would have a tariff of $27 and Fairbanks custoners
woul d continue to pay “the highest rates in North Anerica for
natural gas.” Representative Ranras then remarked:

The only way this works is in for a dine, in for a
dol | ar. Everybody pays the sane. And that’s why |
think a lot of this Ilanguage is superfluous and
premature ... at the appropriate tine | going to nove
to strike Sec. 3.

8. 37:55 AM

MR. BALASH continued to note that on page 4, Iline 28,
[ paragraph] (6), subparagraphs (B) and (C), identify the manner
in which rolled-in pricing will occur. More specifically, (B)
identifies the mnner in which the day-one shippers are

protected by the cap against an unreasonably high rolled-in
rate. On page 5, lines 23-28, subparagraph (C) identifies “how
you would roll-in partially” for the expansion capacity cost.
He re-stated that if the 115 percent threshold for the day-one
shi pper is exceeded, the day-two shipper is going to benefit
fromrolled-in rates up to the 115 percent cap, and then it wll
pay increnmental costs for the portion above 115 percent. Page
5 line 29, subparagraph (D), indicates that once the 115
percent rate is reached, the pipeline can offer shippers
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i ncrenental service. On page 6, lines 2-10, subparagraphs (E)
and (F) address how the pipeline conpany wll conduct its
business with other commercial parties before the RCA

8:42: 01 AM

COCHAIR M LLETT observed that the RCA would regulate an in-
state pipeline; however, she asked whether RCA regulation would
be affected when the state begins exporting gas and FERC “t akes
over”.

MR. BALASH clarified that this bill governs a state right-of-way
| ease for a pipeline that originates and termnates in the state
of Al aska. Regarding the possible regulation of this pipeline
by FERC, the question arises only if the gas is going to be
exported to another state. If the gas is exported to another
country, the liquefied natural gas (LNG facility wll be
regul ated, but not the pipeline. Thus, if the pipeline is
engaged in inter-state comerce, a different body of |aw and
regulations will apply. The state's right-of-way |easing act
cannot underm ne or reverse federal |aw.

CO- CHAIR M LLETT relayed that a representative of FERC indicated
that FERC could exert jurisdiction over the pipe. She said, *“I
see Sec. 3 as just putting the cart before the horse ... soneone
comi ng and wanting to engage in building sonmething and they | ook
at this bill and look at this body of law and throw their hands

up. "

VR. BALASH assured the nenbers that the opportunity to
contractually bind a lessee to terns is at the tinme of the
right-of-way | ease.

REPRESENTATI VE  JOHANSEN pointed  out the value of t he
adm nistration’s review of the bill before nenbers have further
di scussions with FERC.

MR. BALASH called attention to page 6, line 11, that is an item
that is part of the body of protections in the bill that wl

protect the interests of the users, and the custoners, of the
pi pel i ne. Returning to the exanple of a pipeline from Gubik to
Anchorage via the Richardson H ghway, with Nenana gas conming in
t hrough Fairbanks and going to Southcentral, and with Nenana gas
exported by a LNG project, the distance-sensitive nature of the
shi ppi ng arrangenent on the pipeline raises the question of who
should pay for that service. He asked whether the Yukon River
villagers should pay for the cost of shipping Nenana gas to
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Anchorage in order to export it to an outside market. I f,
however, gas from Nenana results in rolled-in rates and the
overall tariff between Fairbanks and Anchorage is reduced, the
shi ppers from Gubi k should benefit from spreading the cost. A
di stance-sensitive rate would ultimately benefit the shippers at
Gubi k and the consuners at the south end of the pipe. Moreover,
a distance-sensitive rate would avoid the commercial "finger
poi nting" that takes place when two or nore parties are involved
with the shipping arrangenents and there are two or nore
| ocations along the pipeline. M. Balash concluded that this is
policy “that helps prevent sonme of the comercial fights or
hurdles that ... mght prevent parties from taking an interest
in noving their gas.”

8:51: 05 AM
Adj our nment

The House Special Conmmttee on Energy neeting was recessed at
8:51 a.m to a call of the chair.

CO CHAIR EDGVON called the neeting back to order at 5:04 p.m
Present at the call back to order were Representatives Peterson,
Tuck, Dahlstrom Ranras, Johansen, MIllett, and Edgnon. Co-
Chair Edgnon then invited M. Balash to continue his testinony.

5:04:43 PM

MR. BALASH returned to HB 164 and indicated page 6, |ine 13,
[ paragraph] (8) refers to Alaska hire, Al aska business, and
Al aska j obs. [ Paragraph] (8) requires a commtnent by the

lessee to hire qualified residents for pi pe planning,
construction, and operation; to contract with |ocal businesses;
to establish hiring facilities within the state; to use job
centers l|located within the Departnent of Labor and Wrkforce
Devel opnent (DL&WD); and to negotiate a project |abor agreenent
(PLA) before construction. Line 28, [paragraph] (10), requires
the lessee to commt to regulation by the RCA Thi s concl uded
the review of Sec. 3.

5:07: 13 PM
CO- CHAI R EDGVON asked M. Bal ash to conti nue to Sec 4.

5:07:25 PM
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MR. BALASH said that Sec. 4 contains defined ternms for the
right-of-way |easing act such as “commercially reasonable terns”
and “reasonabl e engineering increnent”. He also noted that the
body of state law that is the pipeline act is addressed in Sec.
5. The aforenentioned body of law, AS 42.06, is used by the RCA
to regulate natural gas and oil transit pipelines in Al aska.
Furthernore, this section of statute would apply to a North
Sl ope natural gas pipeline that connects with a LNG facility.
M. Balash advised that the new |anguage ensures that the
existing law applies, unless there is sonething in the proposed
section that provides otherw se.

REPRESENTATI VE TUCK asked for information regarding Certificates
of Public Conveni ence and Necessity (CPCNs).

5:09:31 PM

MR. BALASH explained that a CPCN is required for any pipeline
before it can be constructed and operated. The RCA issues the
certificate after it has determned that a project is in the
public interest, is needed, and is efficient economcally.
Because pipelines are nonopolies, they are regulated in this
way.

5:10: 25 PM

REPRESENTATI VE TUCK then asked how the issuance of a CPCN
differs fromthe “assessnent of narket demand” called for in the
bill.

MR. BALASH clarified that the itens in the bill are the kinds of
activities the pipeline conpany must engage in and undertake
after the pipeline is constructed. He then turned to page 9,
line 11, and noted that Sec. 6 allows for the RCA to provide a
condi tional CPCN. For exanple, ANGDA obtained a conditional
right-of-way (ROW across the Gdenn Hghway from Palnmer to
A ennal | en. This nmeant that once the conditions of the
conditional ROWare satisfied, the RONcan be issued. The state
makes al |l owances for conditional ROANsS) on state |and, but there
is not a provision for a conditional CPCN. He advised the
conmmittee that a conditional CPCN wll allow an entity to
satisfy all of the other conditions of a CPCN, before financing
or gas commtnrents are in place.

5:13: 43 PM
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REPRESENTATI VE  DAHLSTROM asked  whet her there have been
di scussions within the adm nistration about increasing the staff
at the RCA

MR. BALASH expressed his understanding that applicants pay fees
for the work done at the RCA. He added that this bill has a
zero fiscal note fromthe RCA

REPRESENTATI VE DAHLSTROM surm sed that the RCA would be able to
hire additional staff wth the fees paid by the regulated
community. However, she has been told there is a long wait for
a response from the RCA due to the lack of staff, even though
the staff is working | ong hours.

5:16: 09 PM

MR. BALASH agreed that the commssion is challenged wth
staffing issues; in fact, the comrission is undergoing a
classification study and a review of its revenue.

MR. BALASH, in further response to Representative Dahlstrom
expl ained that the five conm ssioners at the RCA are nom nated
by the governor and confirmed by the |egislature. Once
confirmed, statue allows for the renoval of a comm ssioner only
for cause, in order to keep the conmm ssion independent of
political influence. However, the commission is accountable
t hrough the budget process, although sone tasks are assigned
t hrough state | aw and an unfunded nmandate exi sts.

5:19: 09 PM

REPRESENTATI VE DAHLSTROM re-stated the need for additiona
staffing, including an executive director.

COCHAIR M LLETT asked M. Balash to provide an exanple of
“sancti oni ng”.

MR. BALASH advised that the reference to sanctioning has to do
with the work plan and the schedule that calls for najor permts
to be acquired and custoners and suppliers of gas identified by
m d- 2011. At that point, a sanctioned decision will be nade.
In further response to Co-Chair MIlett, he explained that the
law has to be witten generally and not for a specific entity.
The proposed | aw states that an “applicant” can apply to the RCA
for a conditional CPCN. The RCA does not sanction the project,
but issues the certificate that identifies the route, the size
of the pipe, and other details; however, if the applicant has
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not obtained or commtted financing, or does not have firm
commtnments for the transportation of gas, a conditiona

certificate may be issued. The intent is to allow an entity to
obtain permts, sanction the project after it has obtained
financing, and begin ordering materials and |abor. After all of

the conditions are nmet, the RCA would issue the final CPCN. I n
further response, he gave the exanple of a pipeline to the Kena
Peni nsul a. He surmsed that Arnstrong Gl and Gas, Inc.,

(Arnmstrong) which has a discovery there, could get a conditional
certificate under the proposed statue, even though it is not
going to build the pipeline.

5:25:06 PM

CO- CHAIR M LLETT asked what the process would be w thout the new
st at ue.

MR. BALASH expressed his understanding that a conmpany nust neet
the standard of fit, willing, and able to apply for a CPCN from
t he conm ssion. I[f, in the exanple, Arnstrong wanted to have a
pipeline built to transport its gas, it wuld have to
denonstrate that it could build the pipeline.

COCHAIR MLLETT then asked why there is a need for a
conditional certificate when there is already a procedure in
pl ace for the RCA to authorize this specific pipeline project.

MR BALASH stressed that the language in the proposed
legislation is for any pipeline, not just the bullet 1|ine.
| ssuance of a conditional certificate allows an applicant to get
a head start on the RCA process wthout financing and firm
transportati on conmm tnents.

5:27:52 PM

COCHAIR MLLETT opined that this is the admnistration’s
version of FERC pre-filing.

MR. BALASH said no. Pre-filing to FERC includes the greater
responsibilities of all of the federal environmental permtting
for an inter-state gas pipeline.

CO-CHAIR M LLETT reviewed the simlarities in the processes of
obtaining the conditional certificate and pre-filing.

MR. BALASH acknow edged the processes are not dissimlar, but
different.
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5:29:43 PM
REPRESENTATI VE DAHLSTROM asked for the definition of “sanction”

MR. BALASH said sanction is a term conmmonly used to indicate
that a project has obtained whatever approvals are necessary
fromthe entity that will build it.

5:31:40 PM

MR. BALASH, in further response to Representative Dahlstrom re-
stated his understanding that the determ nation of whether a
conpany is fit, willing, and able is nade by the RCA as directed
by state | aw.

5:31: 46 PM

REPRESENTATI VE DAHLSTROM gave an exanple of a conmpany such as
Arnmstrong, applying to the RCA and being determned to be fit,

willing, and able. She then asked whether this |egislation was
needed.
5:32:16 PM

MR. BALASH expressed his belief that there is no pre-filing type
of step that can be taken to the RCA at this tine. In the
exanple of Arnstrong building a pipeline to the Kenai Peninsul a,
that project would be a shorter, smaller, pipeline and a |ess
conplicated endeavor. To satisfy the conm ssion’s standards for
the Kenai project is a different question than building a multi-

billion dollar pipeline that would travel 800 mles over two
nountai n ranges. He opined that the bullet line is called
smal |, but is not.

5:35:12 PM

MR. BALASH, in response to Representative Dahl strom pointed out
that the need for the proposed legislation is based on the
“profile” of the applicant; for exanple, the applicant’s
capabilities and its denonstrated ability to build and deliver a
project on time and on schedul e, and a proven managenent record.

5:35:16 PM

CO- CHAIR M LLETT asked whether two conpeting pipelines could be
i ssued conditional certificates for the sane route.
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MR. BALASH advised that the proposed statue does not meke a
certificate exclusive. However, a conpany that has the ability
to finance the project, but has not nmade the commtnent for
financi ng, cannot be considered fit, wlling, and able by the
RCA. The proposed legislation would allow an entity to apply
for the conditional <certificate wthout the commtnment to
finance the project.

MR. BALASH, in further response to Co-Chair MIllett, said, “I’'m
not aware of anything that would prohibit the comm ssion from
issuing two conditional certificates.”

5:37:52 PM

REPRESENTATI VE RAMRAS observed that the energing discussion
supports his opinion that HB 164 is perhaps conpletely
superfluous to the process of building an in-state gas pipeline
and that he will vote against it. He stated his intent to offer

two anmendnents after public testinony is heard. The first
anendnent will be to delete |anguage from line 25, page 2,
through line 27, page 6, and renunber accordingly. He then
called attention to Sec. 2 of the bill, beginning on page 2,

line 6, and remarked:

In place of the covenant established under AS 38.35
and it refers to the comm ssioner, and if you | ook at

the sectional analysis ... it’s from the conm ssioner
of DNR ... it says the comm ssioner shall require the
| essee to agree that it wll not transfer, assign,

pl edge, or dispose of in any manner, directly or
indirectly, its interest in a conditional right-of-way
| ease or a pipeline subject to the conditional |ease,
unl ess the comm ssioner, after considering the public
interest and issuing witten findings to substantiate
a decision to allow the transfer-that would be the
transfer from the |essee-authorizes the transfer. And
what we’'re checking on with leg legal right now is
whether it’'s possible to transfer that authority from
the conmissioner of DNR ... to the legislature, so
that the legislature may weigh-in on who is going to
have the opportunity to build a gas pipeline.

REPRESENTATI VE RAMRAS then asked for M. Balash’s point of view

on whether HB 164 creates a separation of powers issue, and
whet her [the new section] is a conform ng amendnent.
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MR. BALASH responded that the conform ng amendnment occurs on
page 2, lines 4 and 5, and 38.35.121 is applicable. The new
section, 38.35.121, is the new section in Sec. 3 being added to
the Right-of-Way Leasing Act. Furthernore, if the anendnent to
delete this section is successful, the |language in Sec. 2 and in
Sec. 1 wll not be necessary.

REPRESENTATI VE RAMRAS pointed out that the proposed anmendnent
| eaves lines 18-24 and paragraph (10), page 6, intact. He then
asked:

If Sec. 3 stays intact, and it's greatly reduced to
just .121 and nunber 10-which would be renunbered-and
if that keeps intact the conform ng |anguage on |line 4
and 5, and then why not, down here in [line] 8, 9, 10,
and 11, 12, can the legislature not participate in the
transfer. Wiy do we cede over all authority to the
conmi ssi oner of DNR?

5:42:55 PM

MR. BALASH remnded conmmttee nenbers that the statute that
granted powers to the conm ssioner to manage the state’s | ands
was first adopted in 1972, and anended in 1973 and 1987. He
opi ned the conmmi ssioner already has the authority.

REPRESENTATI VE RAMRAS re-stated his particular interest in page

2, line 12, where the bill states that the comm ssioner
“aut hori zes the transfer”. He suggested this question of the
separation of powers issue and “policy call” should be further

addressed at the appropriate tine.

MR. BALASH stated his interest in the response from Legislative
Legal and Research Servi ces.

REPRESENTATI VE PETERSEN returned attention to the subject of the
conditional certificate and asked whether a conpany that does
not have conmitted financing or firm transportati on conmtnents,
but that holds a conditional certificate, would have an
advant age to get financing and shipping comm tnents.

MR. BALASH advi sed that holding a conditional certificate would
elimnate sone of the regulatory uncertainty that a conpany
m ght face when trying to attract fi nanci ng, shi ppi ng
commtnents, and investors. He agreed wth Representative
Peterson that the intent is to | ower the risk.
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CO CHAI R EDGVON asked for a summary of the bill’s purpose.

MR. BALASH inforned the nmenbers he will sumrarize the purpose of
the bill at the end of his testinony. He then said that Sec. 7
addresses the power of the RCA to enforce the provisions in the
Ri ght - of -\WAy Leasing Act; for exanple, the RCA has the authority
to enforce a contract term between the state and the pipeline
conpany if the executive branch of the state does not enforce
said contract term Sections 8 and 9 address the question of
“conmon carrier versus contract carrier.” He expl ai ned that
common carrier is the gold standard of open access; thus any
conpany that tenders product at the entry point of the pipeline

can have access, whether the pipeline is full or not. In fact,
if the pipeline is full, the space is prorated between tenders
to nake room The reason for this policy is to elimnate

hurdles to the devel opnent of the state’s oil and gas resources,
and the possibility that a pipeline can be used to restrict
access to nmarkets. Wien the administration discussed this
project with commercial parties one of the parties, Anadarko
Petrol eum Corporation (Anadarko), expressed concern that if its
gas were prorated it would not be able to deliver a set quantity
of gas for a specific period of tinme. He inforned the conmttee
that the admnistration solicited interested parties to ask what
was needed wthin the regulatory framework to advance the
project. M. Balash relayed that the bill gets to the heart of
the comercial issues and allows for reconciliation between the
common carrier obligations of the pipeline and the Ri ght-of-Wy
Leasing Act, and the necessity of firm transportation
commtments and contracts for shippers.

CO CHAI R EDGVON asked for a summary.

5:52: 00 PM

MR. BALASH concl uded that there is a conflict between the R ght-
of -Way Leasing Act, and the pipeline act, that needs to be
reconciled in order for private parties to enter into the
commercial contracts necessary to facilitate a project like
t his.

5:52: 25 PM

REPRESENTATI VE RAMRAS t hanked the presenter and asked for himto

be available for rebuttal comments when the anendnents are
of f er ed.
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COCHAIR EDGVON called for public testinony. Heari ng none,
public testinmny was cl osed.

REPRESENTATI VE RAMRAS relayed an opinion from Don Bull ock,
Legi slative Legal Counsel, Legislative Legal and Research
Services, Legislative Affairs Agency (LAA), that there is a
precedent for the transfer of authority from a comm ssioner to
the |legislature. As this may affect the bill, M. Bullock
suggested that a conceptual anendnent shoul d be offered.

The conmttee took an at-ease from5:55 p.m to 6:00 p. m

6: 00: 38 PM

REPRESENTATI VE RAMRAS noved Conceptual Amendnent 1.

CO CHAI R EDGVON obj ect ed for di scussion purposes.

REPRESENTATI VE RAMRAS said Conceptual Anendnent 1 is the
deletion within Sec. 3 from page 2, line 25, through page 6,

line 27, and renunbering accordingly.

MR. BALASH observed that the itens that are proposed for

del etion, particularly from page 2, l|line 25, paragraph (1) and
through page 4, |ine 25, paragraph (6), have to do with the
protection of access to the pipeline in a “predictable and
reasonabl e fashion.” Wth the elimnation of the conventiona

common carrier code and body of law, the state is losing the
access provided a comon carrier, and not replacing it wth
anyt hi ng. Wth this change, the question is who wll own the
pi pe and nake decisions about when and how to expand the pipe
The state could rely on the public interest powers of the RCA,
or the legislature could choose to “describe the yardsticks that
the RCA will use to make those decisions.”

6: 03: 53 PM

REPRESENTATI VE RAMRAS opined that the legislation, “as it would
be constructed by putting a greater burden on the RCA ... is
better than putting this burden, which m ght be perceived as an
i npedi mrent for a private sector entity, in the neantine, to be
attracted to this project.”

CO-CHAIR EDGVON asked for the admnistration's view of the
amendnent’s inpact to the |egislation.
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MR. BALASH |anented that the two parties interested in this
project are not present to comment. However, a fair
characterization is to say that Anadarko is simlarly concerned
with preserving access and expansion capabilities; noreover, as
Anadarko is potentially an anchor participant of the project,

this is “a big deal to them” How the state will, or will not,
protect access to a pipeline could weigh heavily on Anadarko’s
drilling decisions about the winter drilling season.

6:06: 12 PM

REPRESENTATI VE DAHLSTROM asked whether Anadarko and ENSTAR
Nat ural Gas Conpany (ENSTAR) were invited to testify.

CO-CHAIR M LLETT confirned that invitations were extended and
t here was no response.

6: 06:49 PM

CO CHAIR EDGMON suggested the hearing “stand down” to wait for
additional participation by the industry.

REPRESENTATI VE DAHLSTROM expressed her surprise that the parties
are not present.

REPRESENTATI VE RAMRAS opined it is difficult for conpanies to
cone forward and stand in conflict with the adm nistrati on and

the legislature, especially this late in the session. He
mai ntained his view that the amendnment inproves the posture of
the bill and does not inpose an inpedinent to Doyon or

ConocoPhi | I'i ps, Al aska (ConocoPhillips).

REPRESENTATI VE JOHANSEN observed that the conpanies were aware
the bill is up and encouraged the conmittee to nove forward with
t he amendnent process.

MR. BALASH assured the nenbers that the admnistration is not
expecting HB 164 to pass both bodies this year; in fact, whether
the anmendnent is adopted or not, these sanme issues wll be
di scussed in the next commttee of referral.

6: 10: 32 PM

REPRESENTATI VE  TUCK  asked whet her Anadar ko and ENSTAR
participated in the crafting of HB 164.

6:11: 00 PM
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MR. BALASH affirmed that Anadarko and ENSTAR were approached by
the adm nistration about what was needed to be addressed in
state law to advance projects under consideration. The parties
agreed that common carrier versus contract carrier service is a
critical conponent that nust be addressed during the next year.
He declined to say what other issues flowng fromthe change to
contract carrier status are nost inportant to the parties.

CO CHAI R EDGVON understood that the progress of this bill wll
have an inpact on drilling plans.

MR. BALASH confirnmed that Anadarko had three wells this year and
brought up a second rig to conduct exploration work this season.
Anadarko’s interest in pursuing a new plan next winter is partly
notivated by the prospect of two options: a large project in the

North American region and an in-state gas pipeline as well. M.
Bal ash stated that Anadarko’s reaction to the anendnent to the
bill is unknown to him but he would be surprised if it were
positive.

6:14: 10 PM

REPRESENTATI VE RAMRAS di sagreed and said that the bill would not
have a meani ngful inpact on Anadarko’s drilling plans. In fact,
two different bills under discussion during interimallow for a
nor e dynanmi ¢ conversation

REPRESENTATI VE TUCK expressed his desire to hear from the
i ndustry and noted that the committee schedule change nay have
not reached representatives of the interested parties.

COCHAIR MLLETT responded that representatives from the
conpanies were in the building today and that they did not take
the opportunity to testify. She agreed with Representative
Ranras that decisions reached today would not affect drilling
pl ans. She asked whether M. Balash knew of any third party
pi peline conpanies that would build the pipeline and that are
confortable with the protections offered by HB 164.

MR. BALASH stated that ENSTAR was interested in being the
pi peline buil der. Hi s understanding was ENSTAR left the state
and Anadarko to work out these concerns.

REPRESENTATI VE JOHANSEN observed he has zero concerns about the
effect of the bill on drilling plans.
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6:19: 23 PM

REPRESENTATI VE DAHLSTROM cl arified that she was confortable with
nmoving the bill forward.

REPRESENTATI VE TUCK noted he was not part of the AG A process

however, in the current statute conmobn carrier provisions are
very specfic. He observed that contract carriers of gas are
nore typical than common carriers; in fact, comon carriers do
have protections for consuners and the administration is trying
to cone up with a nethod to set paraneters for contract carriers
that will benefit Al askans. A contract carrier nay have contro

over the line and, therefore, have control over the supply of
gas and rates for the consuners. He then reviewed many of the
provisions of the bill. He stressed the value of the PLA and
local training and hiring provisions that require one-year
Al aska residency. Representative Tuck then noted his opposition
to Conceptual Amendnent 1.

6: 24: 47 PM

REPRESENTATI VE RAMRAS stated his regret over his vote on AG A
CO- CHAI R EDGVON renoved his objection to the notion
REPRESENTATI VE TUCK obj ect ed.

A roll call vote was taken. Represent ati ves Dahl strom Ranras,
Johansen, and MIlett voted in favor of Conceptual Anmendnent 1.
Representati ves Tuck, Petersen, and Edgnon voted against it.
Therefore, Conceptual Anmendnent 1 was adopted by a vote of 4-3.

6: 26: 39 PM
REPRESENTATI VE RAMRAS noved Conceptual Amendnent 2.
CO- CHAIR M LLETT objected for the purpose of discussion

REPRESENTATI VE RAVRAS stated that the anmendnent “references AS
38. 35. 100". The | anguage affected is on page 2, line 12, that
read, oL aut hori zes t he transfer” and conceptual ly
substitutes, “so that the final authority for the decision to
authorize the transfer would rest wth the legislature.”
Addi tionally, on page 2, line 13, conform ng | anguage
substitutes “comm ssioner” wth “legislature”. Representati ve
Ranras explained that the intent of the anmendnent is that the
comm ssioner would be enpowered to mnmeke the best interest
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finding and subsequently, the pipeline proposal would cone back
to the legislature for the legislature to affirmthe transfer.

6: 28: 37 PM

CO-CHAIR EDAGVON clarified that the anendment is in addition to
page 2, lines 2-16.

REPRESENTATI VE RAMRAS agreed that the anmendnent integrates into
Sec. 2, where applicable. He then re-stated the intent of the
amendnent .

REPRESENTATI VE TUCK asked M. Balash for an exanple of a
comm ssioner nmaking a transfer authorized by the existing
stat ute.

MR. BALASH said he was not aware of an exanple, but would
research the question. He pointed out that the provision
applies only to a conditional l|ease; in fact, a regular |ease
woul d be in the hands of the comm ssioner.

6:31: 07 PM

CO CHAI R EDGVON asked about the possibility that the |egislature
is not in session to affirmthe transfer in a tinmely manner.

MR. BALASH surm sed the anendnent is at odds with any attenpt to
speed up the processes.

6:31:40 PM

REPRESENTATI VE TUCK asked whether the sale of the Healy Cean
Coal Plant (HCCP) was authorized through the legislature or by a
conm ssi oner.

REPRESENTATI VE RAMRAS sai d he was unsur e.
REPRESENTATI VE TUCK offered an anendment to the anmendnent.
[ Representative Tuck’s anendnent to the anmendnent was tabled due

to the arrival of M. Bull ock.]

REPRESENTATI VE JOHANSEN asked V. Bullock to review the
anmendnent .

6: 34: 48 PM

HOUSE ENE COW TTEE - 24- April 16, 2009



DON BULLOCK, Attorney, Legislative Legal and Research Services,
Legislative Affairs Agency, informed the committee that this
section is in the bill “solely for the reference to 121.~” He
continued to explain that this section has to do with the
granting of a conditional ROW that is subject to certain
conditions, and that will be transferred.

REPRESENTATI VE RAMRAS pointed out that the previous anmendnent
deleted a great deal of Sec. 3; in fact, all that is intact in
Sec. 3 are page 2, lines 18-24 and page 6, |ines 28-29.

MR. BULLOCK acknow edged the change and said, “... so Sec. 2,
whatever is left of [38.35.121], it just added a reference in
[AS 38.35.100(d)], which is in Sec. 2 of the bill, to include
that in addition to the other covenants that were required under
120, which are already in the law” He expressed his
understanding that the proposed anendnent wants |egislative
approval, and asked whether the intent was that there is
| egi sl ative approval for what [sub section] (d) addresses, which
is for the lessee to agree that it wll not transfer, assign,
pl edge, or dispose of in any nmanner, its interest in a

conditional right-of-way |ease, or whether the intent was for
the granting of the lease itself to be subject to l|egislative
approval .

REPRESENTATI VE RAMRAS responded that the anendnent addresses
“all of [Sec.] 2.”

MR. BULLOCK pointed out that [AS 38.35.015], which is not in
this bill, addresses the powers of the comm ssioner; in fact
the pipeline right-of-way act as it is grants the comm ssioner
all of the powers necessary to inplenment the policy, purposes,
and provisions of the chapter and to serve the public interest,
conveni ence, and necessity. He concluded it is a broad grant of
power to the comm ssioner and it is this section in the right-
of -way act that the amendnent shoul d address.

6: 38: 31 PM

REPRESENTATI VE RAMRAS proposed “... that this conceptua
anendnent be broadened out to all of Sec. 2, Sec. 2, (A, (B)

(O and (D). It’s the same basic notion.” The intent is to

have the legislature nore involved in this process, not in
gathering information, but in the disposition of the witten
fi ndi ngs.

6: 39: 37 PM
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MR. BULLOCK conpared the transfer to AGA and other |I|and
transfers where the legislature gets involved in certain
executive actions. He agreed that the proposed |anguage raises
the separation of powers issue; for exanple, in AQA the
| egi sl ature approved the |license and the governor consented. He
t hen suggested that the governor may be interested in consenting
to the approval in this bill.

6:40: 23 PM

COCHAIR M LLETT asked whether |legislative approval of the
transfer is simlar to University of Al aska, Alaska Railroad
and nental health [and transfers.

MR. BULLOCK regretted that he could not say yes or no.

REPRESENTATI VE JOHANSEN observed that the legislature is
involved in land transfers every year.

REPRESENTATIVE RAMRAS opined this is policy call, and
| egislators are policy makers; thus the amendnent says that the
| egislature will be nore involved in the process. Furt her nore,

adopti ng Conceptual Amendnment 2 is consistent with engaging the
| egislature in significant matters and is good public policy.

6:42: 38 PM

MR. BULLOCK, in response to Co-Chair Edgnon, re-stated that the
right-of-way act gives the commssioner broad powers to

i npl ement and adm ni ster the act. It is necessary to anmend the
section so that the commi ssioner does not have the ful
authority in issuing the right-of-way |ease. In addition, AS

38.35. 100, subsection (b), directs that the comm ssioner can
grant an application; therefore, it would have to be determ ned
at what point the application comes to the legislature for
approval . M. Bullock suggested that the comm ssioner could
present an application to the |egislature subsequent to his or
her reporting favorabl e findings.

CO-CHAIR M LLETT clarified the need for conform ng | anguage.

MR. BULLOCK then pointed out the potential problem of “timng”
since the | egislature does not neet from May to January.

6:45:14 PM
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REPRESENTATI VE TUCK expressed his understanding of the intent of
the anmendnent; however, he opined it is undesirable to have
| egi slative authority over the decision on an application, or
whet her the applicant is fit, willing, and able to perform He
pointed out that the anendnent really involves the transfer of
the |l ease, which takes place after the entities have net all of

the conditions, and questioned the need for legislative
oversi ght.

6:46: 35 PM

REPRESENTATI VE RAMRAS stressed that the adoption of the
conceptual anendnment wll allow the drafters to draft a
commttee substitute (CS) that provides for the expansion of
powers, and that wll allow the legislature to participate in

the process of the in-state gas pipeline. He renmarked:

|’m very happy to have a professional staff develop a
best interest findings and nake some of the other
determ nations, but | think that the co-equal branch
of governnment, the |egislative branch, should weigh-in
on an issue of this magnitude at the right tinme. And
| think that Conceptual Anmendnent 2, as it relates to
[ AS 38.35.100] ... is good public policy ...

COCHAIR MLLETT renoved her obj ection and sai d t he
| egislature’s ability to deal with Jlease transfers is
appropri ate.

6:49: 23 PM

REPRESENTATI VE JOHANSEN obj ect ed. He commented that [AS Sec.
38.35.100, subsection (a)] “[has] a lot rolled-in here that is
all just going right to the conm ssioner of DNR” He asked M.
Bul l ock whether he was confortable drafting the conceptual
amendnent .

MR, BULLOCK acknow edged that although the concept is sinple,
the drafting may be conplicated because the authority is spread

t hroughout [AS 38.35], the right-of-way act. He called
attention to [AS 38.35.017] which precludes the northern route
for the pipeline. This is an exanple of a statute where the

| egi sl ature has set the parameters for the approval of the ROW
wi thout raising the separation of powers issue; thereby the
conmi ssioner issues approval, but only wthin the paraneters
established by the |egislature. M. Bullock advised that this
alternative would be “l ess subject to challenge than the other.”
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6:52: 04 PM

REPRESENTATI VE TUCK appreciated the point of the conceptual
amendnment; however, he questioned whether the |egislature should
be approving application processes and asked for clarification
on the scope of the anendnent.

REPRESENTATI VE RAMRAS acknow edged the conplexity is in
determining which part applies to the conmm ssioner and which

part applies to the |egislature. Al though there may be an
alternative statute, the point of the anmendnent renmins the
legislative intent of involving the legislative branch. He

expressed his understanding that the best interest findings fall
to the conmm ssioner of DNR

REPRESENTATI VE PETERSEN observed that the existing laws allow

for expediency in processing applications, reducing the
influence of politics on the licensing decision, and ensuring
that professionals are making these decisions. He recommended

| ooking at the CS before gutting the bill.

6: 55: 45 PM

REPRESENTATI VE RAMRAS advi sed that the purpose of the committee
is to change a bill to better express the wi shes and the policy
of the legislative branch. |In fact, to do less is to shirk the

responsibility of the |egislature.

REPRESENTATI VE JOHANSEN pointed out that <calling a special
session to deal wth inportant issues is sinple. He then
removed his objection.

Hearing no further objection, Conceptual Anendnent 2 was
adopt ed.

CO-CHAIR M LLETT asked M. Bullock for the difference between

the conditional «certificates proposed in the bill and the
conditional certificates authorized by AS 38.35.100 that are
subject to the applicant being fit, wlling, and able to
perform

6: 59: 24 PM

MR. BULLOCK explained that the conditional |ease nentioned in
[ AS 38.35.100 (c)] is not affected by this draft. Regarding the
condi ti onal | ease described in the bill, he said the
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adm nistration “may be better able to fill you in on what their
intent is.”

[HB 164 was hel d over. ]

7:03:21 PM

ADJ OURNNMENT

The House Special Conmttee on Energy neeting was recessed at

7:03 p.m to a call of the chair. [ The neeting was never
reconvened. |
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