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COWM TTEE CALENDAR

SENATE BI LL NO 228

“"An Act providing for an industrial incentive investnment tax
credit and including a gas- to-liquids facility as an eligible
investnment; and providing for a production tax Iimt on gas used
as a raw material for producing liquids or petrochemcals from
gas in the state.”

- MOVED CSSB 228(RES) QUT OF COW TTEE

SENATE BI LL NO. 287

"An Act anending the powers and duties of the Alaska Railroad
Corporation and the Al aska Housing Finance Corporation related
to the exercise of authority to purchase, transport, and sell
natural gas produced on the North Slope for in-state use, and
transferring exclusive and primary responsibility for the
initiation and devel opnent of that project from the Ofice of
the Governor and the Departnent of Natural Resources to those
corporations; and providing for an effective date."

- MOVED CSSB 287(RES) OQUT OF COW TTEE
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SENATE BILL NO. 294

"An Act repealing the termnation date of the licensing of sport
fishing operators and sport fishing guides; and providing for an
effective date.”

- SCHEDULED BUT NOT HEARD

SENATE RESCLUTI ON NO. 10

Supporting expansion of the use of donestic natural gas and
alternative energies and urging agencies to use vehicles that
run on conpressed natural gas.

- SCHEDULED BUT NOT HEARD

PREVI QUS COW TTEE ACTI ON

BILL: SB 228
SHORT TITLE: TAX | NCENTI VES FOR GAS- TO- LI QUI D
SPONSOR(s): SENATOR(s) MOGUI RE

01/ 19/ 10 (S) READ THE FIRST TIME - REFERRALS
01/ 19/ 10 (S) RES, FIN

02/ 08/ 10 (S) RES AT 3:30 PM BUTROVI CH 205
02/ 08/ 10 (S) Heard & Hel d

02/ 08/ 10 (S) M NUTE( RES)

03/ 18/ 10 (S) RES AT 3:30 PM BUTROVI CH 205
03/ 18/ 10 (S) Heard & Hel d

03/ 18/ 10 (S) M NUTE( RES)

BILL: SB 287

SHORT TI TLE: | N- STATE GAS PI PELI NE
SPONSOR(s): SENATOR(s) MOGUI RE

02/ 22/ 10 (S) READ THE FI RST TIME - REFERRALS
02/ 22/ 10 (S) RES, FIN

03/ 18/ 10 (S) RES AT 3:30 PM BUTROVI CH 205
03/ 18/ 10 (S) Heard & Hel d

03/ 18/ 10 (S) M NUTE( RES)

03/ 22/ 10 (S) RES AT 3:30 PM BUTROVI CH 205
BILL: SB 294

SHORT TI TLE: SPORT FI SH GUI DE LI CENSES
SPONSOR(s): SENATOR(s) MOGUI RE

02/ 24/ 10 (S) READ THE FI RST Tl ME - REFERRALS
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02/ 24/ 10 (S) RES, FIN

03/ 18/ 10 (S) RES AT 3: 30 PM BUTROVI CH 205
03/18/ 10 (S Schedul ed But Not Heard
03/ 22/ 10 (S) RES AT 3:30 PM BUTROVI CH 205

BILL: SR 10
SHORT TI TLE: DOVESTI C NATURAL GAS & ALT. ENERGY
SPONSOR(s): SENATOR(s) WAGONER

02/ 22/ 10 (S) READ THE FI RST TIME - REFERRALS
02/ 22/ 10 (S) RES
03/ 22/ 10 (S) RES AT 3:30 PM BUTROVI CH 205

W TNESS REG STER

PAUL METZ, Director

M neral Industry Research Laboratory

Uni versity of Al aska

Fai r banks, Al aska

POSI TI ON STATEMENT: Presented: The Key to Energy Security:
Converting Coal to Gas to Synthetic Fuels to Mre Petroleum
Production for SB 228 and offered to answer questions on SB 287.

M KE PAW.OAEKI

Aide to Senator McQuire

Al aska State Legislature

Juneau, AK

PCSI TI ON STATEMENT: Conmented on SB 287 for the sponsor.

RALPH SAMUELS, resident
Fai r banks, AK
POSI TI ON STATEMENT: Conmmented on SB 287.

JOHN BI NKLEY, Chairman
Al aska Railroad Board (ARRC)
PCOSI TI ON STATEMENT: Supported SB 287.

TI M SHARP, Busi ness Manager

Al aska District Council of Laborers

PCSI TI ON STATEMENT: Supported Anmendnment 2 about project |abor
agreenent in SB 287.

M KE LI TTLEFI ELD

Teansters Local 959

POSI TI ON STATEMENT: Supported Anmendnment 2 about project |abor
agreenents in SB 287.
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VI NCE BALTRAM , Presi dent

Al aska AFL-Cl O

PCSI TI ON STATEMENT: Supported Anmendnment 2 about project |abor
agreenents in SB 287.

MEREK PI ERCE, board nenber
Al aska Gasline Port Authority (AGPA)
PCOSI TI ON STATEMENT: Supported SB 287.

ACTI ON NARRATI VE

3:39:48 PM

COCHAIR LESIL MCGQU RE called the Senate Resources Standing
Commttee neeting to order at 3:11 p.m Present at the call to
or der were  Senators French, Wagoner, Huggi ns, St evens,
W el echowski, Stedman, and M Cuire.

SB 228- TAX | NCENTI VES FOR GAS-TO- LI QUI D

3:40: 15 PM

CO CHAIR MCGUI RE announced SB 228 to be up for consideration.
[ CSSB 228( RES), 26-LS1324\P, was before the conmittee.] She said
in preparation of SB 228 they would hear first from Paul Metz.

3:40: 22 PM

PAUL METZ, Director, Mneral Industry Research Laboratory,
University of Alaska, Fairbanks, Alaska, did a presentation
called "The Key to Energy Security: Converting Coal to Gas to
Synthetic Fuels to Mre Petroleum Production.” He said this
presentation was not on behalf of the Laboratory but it was
approved by the University. He said he would |ook at Al aska's
energy challenges, look at the alternatives for developing an
energy plan, discuss the subject of coal to synthetic gas and
converting it to liquid fuels, discuss carbon dioxide enhanced
oil recovery, and present sone alternatives for financing these
nmegaproj ects, discuss how to get these products of these
resources to markets via the Al aska Railroad, and summarize the
synergistic effects of these mmjor energy projects.

He began with Al aska's Energy Chall enges. Al aska has decreasing
oil production and revenues from the North Slope, decreasing
natural gas production in Cook Inlet, and increasing federal and
state regulations that increase incentives to find and devel op

nmore natural oil, natural gas and coal, in particular, the
increasing federal and state regulations that increase the cost
of petroleum refining and will increase with climte change and
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carbon capture and storage, alternate and | ower cost sources of
supply of natural gas to the contiguous states that place the
| arge dianeter natural gas pipeline in question, and highly
fluctuating energy cost as a function of the world-w de denand
for petroleum - natural gas being priced as a function of the
mar ket price of petroleum Finally, the conbined and negative
effects of these costs and limted fuel supplies on the air
cargo i ndustry in Anchorage, in particul ar, and the
transportation and tourist industries in general.

3:43: 21 PM

MR. METZ said the key to developing a plan that provides cost
effective and stable energy supplies and energy security for
Alaska and the nation includes a public private partnership
between the state, the federal governnent and the various

industries that facilitate the full wutilization of our coal
natural gas and petroleum resources. Qur fossil fuels are and
will remain major sources of energy for the foreseeable future.
3:43: 57 PM

The resources are: natural gas - about 26 tcf of proven reserves
on Kuparek and Prudhoe Bay fields, about 9 tcf at Pt. Thonson

for a total of 35 tcf that will provide about 23 years of supply
for a 4.5 bcf/day natural gas pipeline. Mst gas pipelines are
designed for a 30-year life or longer. So, additional resources
woul d have to be found on the North Slope to support even a 4.5
bcf/ day pi peline.

COCHAIR MCGQUI RE asked if the state has data on gas hydrates
potenti al .

MR. METZ replied no; these are reserve estimtes. Resources such
as gas hydrates, coal bed nethane, synthetic gas from coal are
potentially wuseful to humans, but aren't neasured quantities
under current economc conditions. The gross value of the
measured reserves at various prices of natural gas range from
$200 billion $500 billion.

3:45: 33 PM

By conparison, he said, about 67 billion barrels (BB) of oil
were in place on the North Slope when the TAPS pipeline cane
into production; an expected total recovery w thout enhancenent
is about 22 BB. That | eaves about 45 BB of oil in place when and
if the pipeline is shut down before enhanced oil recovery is put
into action. The gross value of recovering 8 BB of additiona
oi | through enhanced oil recovery nethods is $1.1 trillion, nuch
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| arger values than the proven reserves of natural gas on the
Nort h Sl ope.

3:46: 52 PM

MR. METZ said by conparison, the coal resources that are wdely
distributed in Al aska, are immense. The USGS estinmates that the
western end of Arctic Slope of the Brooks Range the North Sl ope
contains an estimated 5.5 trillion tons of high unit value coal
The magnitude of this resource is if we could convert our
donmestic requirenments for electricity into 100 percent-coal,
Al aska could generate the electrical demand for the United

States for about 2500 years. If we converted all of our liquid
fuel demand (23-mllion barrel/day consunption) of oil to coal
as well as generated all of our electricity with coal, the
western Arctic would still have enough coal to supply the U S
for about 1000 years. In addition to the western Arctic another
estimated 3 trillion tons of deep coal is in the Cook Inlet

Basin and smaller coal resources in the Upper Susitna Valley and
the north flank of the Alaska Range. The values at various
prices per ton of coal dwarf the estimated resource values for
the oil and gas measured in thousands of trillions of dollars.

M. Mtz said the gas reserves on the North Slope contain about
3X10%*® btus, oil in place contains 4X10Y btus, and the coal
resources have 2X10?° btus, ten-thousand times the energy
contai ned in natural gas.

3:49:12 PM

He posed the question of whether these energy sources are
conpeting or have synergisns in |ooking at sone aspects of the
instate gasline - a coal-to-liquids plant, for instance (the
Fai rbanks exanple has sone conceptual engineering design and
nunbers for a project that was advocated by the Fairbanks
Econom ¢ Devel opnent Corporation) and enhanced oil recovery
through the use of the CO2 that would be produced from a
synthetic fuels plant.

3:50: 22 PM

He stated that the Cook Inlet Basin has supplied Anchorage with
el ectrical generation and donestic and comercial heating for
t hree-pl us decades. Shortages are expected by 2015 during peak
demand periods. The Departnent of Energy estimates it would take
capital investnent of $5-6 billion to replace the original 3 tcf
in Cook Inlet. But the difficulty with the whole natural gas
market in the state is the low quantities that both Fairbanks
and Anchorage would actually require and the fact that bringing
it fromthe North Slope is a |arge capital investnent.
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3:51:19 PM

For the sake of having nunbers, M. Mtz said, the Enstar bull et
line (bringing gas to Fairbanks, Anchorage and potentially to
export from is estimted to cost $3.8 billion for 24 in. 0.5
bcf/d from either the Gubik field (dry gas) on the North flank
of the Brooks Range or alternatively from the Prudhoe Bay field
that has wet gas that would require investing in a conditioning

plant. Anadarko's estimated it would cost $1 billion for
delineating sufficient resources in the Gubik field. Taking the
large diameter gas line and scaling a $6-plus billion
conditioning plant to a size to handle 0.5/ day would cost about
$1 billion. Because of the linmted market and the high capita
cost he thought it would cost significantly nore than $3.8
billion to build. There needs to be a large donestic or

international industrial user of the excess gas from 0.5 bcf/d
line. A coal-to-liquids plant as envisioned by Fedco could
actually use all of the gas in an instate gas line if the
proj ect were up-scal ed.

CO CHAIR W ELECHOWBKI asked how nuch it would cost to expand
that to 1 full bcf/d and if it is better to build a 500 ncf now
and expand it later or is it better to build bigger now

MR. METZ replied that there is insufficient market today for the
0.5 bcf/d and to build a larger plant than that and have it idle
for a considerable period of tine is not a good return. He said
the Fedco project |ooked at a 40,000 barrel/day plant with a
capital cost of $4.6 billion. That has been revised down to $3.2
billion. The products in that plant would be Jet A and diesel at
a production cost of about $2.60/gallon. That plant at that
scale was estimated to return about 12 percent on the capital,
but in 2008 prices of diesel went up to $5/gall on.

CO CHAI R W ELECHONSKI asked where they projected building this
pl ant .

VR. METZ replied sonmewhere in the Interior. This is a
prelimnary design only. The noney that was provided initially
for the Air Force was to site the plant at Eielson Ar Force
Base, but for a nunber of reasons that won't happen.

3:56: 38 PM
SENATOR WAGONER asked what they would do with the CO2 em ssions.

MR. METZ replied that he is proposing to use that for enhanced
oil recovery on the North Sl ope.
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SENATOR WAGONER said for that to happen the plant would have to
be closer to the North Sl ope.

3:57:12 PM

MR. METZ replied no; a pipeline would be built to the North
Sl ope. He said for every ton of coal you burn you get about 3.5
tons of CO2 and that could be considered a bad thing, but it is
good in ternms of enhanced oil recovery. In 2005 the Departnent
of Energy did an analysis of enhanced oil recovery potential on
the North Slope as well as the potential in the @ulf of Mexico
and found about 8000 Kkiloneters of CO2 pipeline to the
M ssissippi Valley bring CO2 to the offshore oil fields in the
@Qulf. Sonme of the fields in the GQulf of Mxico as well as the
North Slope are anenable to miscible CO2 injection and enhanced
oil recovery. Cook Inlet is not, but the resource on the North
Slope at 45 billion barrels is very | arge.

CO CHAIR MCGQUI RE asked the difference in recovery rates between
CO2 and gas as a nmechanismfor lifting up the oil.

MR. METZ replied injecting CO2 or natural gas changes the
physi cal and chemi cal characters of the oil. The CO2 decreases
the viscosity, increases the volune of the fluid and adds
pressure to the reservoir before it beconmes miscible. Mthane
injection reduces viscosity, too, but the CO2 enhancenent is
much nore effective

3:59:51 PM
CO CHAIR MCGUI RE asked why injecting CO2 as an enhanced oil
recovery technique is not possible in Cook Inlet.

MR. METZ responded that oil is not anmenable to mscible
injection of CO2. The CX2 will not form a single phase in the
oil when it's injected at high pressures, therefore you don't
get the reduction in viscosity or the increases in volune that
you do on the North Slope or in the Gulf of Mexico.

4.01:10 PM

(Slide 9) He said the operators on the North Slope have
experimented with this, but the problemis it has insufficient
CO2 at about 10 percent. That is part of the reason for the
conditioning plant - to renove the water as well as the CO2 from
the natural gas. But even if they were producing at 4.5 bcf/d
they would still have 1/10 of the CO2 that would be necessary
for enhanced oil recovery. That is where the coal-to-liquids
plant conmes in. Scaling the 40,000 barrel/day plant up to what

SENATE RES COW TTEE - 8- March 22, 2010



the oil industry feels is a mnimm plant size for synthetic
fuels of 200 barrel s/day would produce about 1 tcf/year of CQO2.
That is what the DOE estinmated would be the requirenents for
recovery of 8-12 BB of o0il. The DCE estinmated that in addition
to the large volune of CO2 you would had to have it at a
reasonable price, and it was estimated at 5 percent of the
wel l head price of oil. At that tinme they were |ooking at
$25/ barr el

4:02:12 PM

He provided an extract of the rates of return (ROR) from the
sale of CO2 from a 200,000 barrel/d plant at 5 percent of the
wel | head price of oil at various prices. Adding this to the 1/8
royalty resulted in very large nunbers. Nothing else would
generate this kind of income and return for the state.

4:03:12 PM
CO CHAI R W ELECHOWSKI asked if these figures include the cost of
piping it to North Sl ope.

MR, METZ replied it is just from the direct sale by the plant
assum ng that a prudent North Slope producer would engage in the

capital investnment to build a pipeline that could deliver 1
tcf/yr. to the North Slope. He added that CO2 is very
conpressi ble conpared to nmethane and he estinmated $2.5-3 billion

for that. The price of CO2 within 5 percent of the wellhead
price would make that investnent very attractive to the oi
i ndustry.

4:04: 20 PM

Slide 12 showed the financing for a coal-to-liquids plant
anywhere in Al aska. The plant would use about 17 mllion tons of
coal a year or 10 times what the Usibelli Coal M ne produces

today. Delivering the 1 tcf of CO2 to the North Slope and the
recovery of additional oil at sinply a 1/8 royalty at $80/barrel
oil wuld bring $100 billion to the state in royalties
(equivalent to the amount of taxes in total that the state has
recovered from North Slope oil production since 1977). At 12 BB
that increases to $120 billion. In addition, the state would
receive royalties on the coal that is produced whether it goes
into gasification or into a plant.

MR. METZ said an added synergism for the Susitna hydro project
is adding the ability for it to generate hydrogen and oxygen
from the electrolysis of water rather than using steam to
convert the coal to nethane which would greatly reduce the
capi tal cost of the coal-to-liquids plant. At 200, 000
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barrel s/day, Hatch proposed a coal-to-liquids plant that would
use 2000 ngw (120 nmgw nore power than Susitna). The beauty of
this alternative is that once the need for CO2 on the North
Sl ope was achieved oil production would taper off and the coal -
to-liquids plant could be operated with hydrogen and oxygen from
the electrolysis of water. The result wuld be a zero CO2
em ssion coal-to-liquids plant, which would then produce liquid
fuels with lower total carbon em ssions than refined petrol eum
"So, there is a great synergi sm between having a | ow cost source
of electrical energy and |iquids fuels production.”

4:07:22 PM
CO CHAI R W ELECHOWSKI asked if he envisioned mning the coal and
then converting it or doing underground coal gasification.

MR. METZ replied that wunderground conbustion is far nore
attractive. It would lower the capital and operating cost of the
coal -to-liquids plant - producing coal gas and then conditioning
that and transporting it to a plant at sone |ocation.

CO CHAI R W ELECHOWBKI asked how much CO2 could be captured with
this process.

MR METZ replied that they would be |ooking at 70-80 percent
recoveries, but the existing technologies are expensive and
capital intensive and he didn't know the exact answer. The DOE
is spending a lot of noney on research in that area and that
technol ogy i s changing very qui ckly, however.

4:09: 32 PM

He summarized that the synergisns between a coal-to-liquids
pl ant and enhanced oil recovery has the potential of extending
the life of the North Slope oil fields for another 30 years
replacing Cook Inlet natural gas with North Slope gas to both
Anchorage and Fairbanks, and supplenmenting the petroleum
production from North Pole with low sulfur synthetic fuels.
Avai l ability of markets outside of Al aska would not be an issue
with respect to an instate gas line.

The price of coal is not tied to the price of petroleum so it
woul d have |ess fluctuation than the price of synthetic Jet A
and diesel as conpared to petroleum derived products. There
woul d be long term stable fuel supplies for the mlitary both in
state and in the Pacific Rm there would be stable prices for
the air cargo and other transportation industries in Al aska,
whi ch woul d anchor those industries here.
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MR METZ said that last Friday the Departnent of Defense
announced that the Defense Energy Supply Center and the Air
Transportation Association of Anerica had signed a cooperative
agreenent for a public private partnership to develop synthetic
fuels, which they have been saying for the past year needs to
happen.

4:11: 46 PM

COCHAIR MCGQU RE said that this presentation pertained to two
bills, SB 228 and SB 287, which incentivize these kinds of
plants through two different nmethods. The first is SB 228 the
Special Investnent tax credit and the other is the amendnent to
ACES clarifying that gas used in the state as a fuel or feed
stock in the manufacturing process creating an end product in
the state shall be considered as instate gas at the instate gas
rate. And there is the potential for ARRC bonds to be used as a
part of the financing for a project |like this.

Finding no further coments, Co-Chair MCQire closed public
testi nony.

CO- CHAIR W ELECHOWBKI stated that the nore he learns the nore he
thinks a gas-to-liquids plant or a coal-to-liquids plant or
several of them are critical for Alaska's future; they create
anchors for the bullet line and provide the opportunity for
enhanced oil recovery and creating whole new industries. Experts
have estimated that creating one plant could create 650 new ful
time jobs, not to nmention 10-15,000 construction jobs. It would
help protect our mlitary bases and provide heat sources for
generating 350 nmw power plants. He noved to report CSSB
228( RES), ver si on P, from committee W th i ndi vi dua
recommendations and attached fiscal note(s). There were no
objections and it was so ordered.

COCHAIR MGQU RE noted that she talked to a Sasso
representative in Houston who confirmed they had |ooked at
Al aska for two decades and sadly, the reason they hadn't done
nore here is they consider Alaska to have an wunattractive
busi ness climate.

SB 287-1 N- STATE GAS Pl PELI NE

4:16: 28 PM
CO CHAI R MCGUI RE announced SB 287 to be up for consideration

M KE PAWLOWEKI, aide to Senator MCGuire, sponsor of SB 287, said
that the commttee substitute (CS) 26-LS1467\E was before them
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He explained there were sone mnor changes to bill and sone
fairly substantive ones, as well. The first change was to
section 1 - the purpose and findings section. Changes were nmade
to the language in sonme cases to dial back sone of the findings
to nore reasonable |evels and sone were taken out to address how
the bill and process envisioned in the bill would nove forward
with the changed effective date. In particular, he said he was
referring to the transfer |anguage from the admnistration to
the ARRC. The original bill had a transfer of authority. Wth

the novenent to an effective date of July 1, the bill is now
nore of an authorization rather than a transfer. It acknow edges
that the work under the administration is continuing and will be

transferred to the ARRC as it becones authorized to conduct and
nove an instate gas pipeline forward.

4:18: 35 PM

The changes in section 2 (page3, lines 19-20) were added to
recogni ze that there may be other sources of gas. On page 4,
line 1, the conpatible but not conpetitive projects |anguage
added the AG A project in AS 43.90. In section 4 the primry
change was on page 4, lines 4-5, where (b)(1l) establishes a
subsidiary corporation for the ARRC. Also in section 4, |ines 6-
7, the word "acquisition” was used twice and this was a clerical
cl eanup that "authorization" seenmed to be the nore appropriate
wor d.

The final substantive change was to page 4, lines 20-31, and
page 5, lines 1-13 in the previous version where |anguage
covered the right-of-way issue. They worked with the Departnent
of Law (DCL) on new |language that is on page 4, lines 21 - page
5 line 6, that changes the way the right-of-way gets granted.
Oiginally the land, itself, was transferred to the ARRC the
concept is the actual land transfer was unnecessary and created
some cunbersonme nmanagenent issues in the event the project
wasn't built. Sticking with a nore traditional right-of-way
transfer made nore sense for the project.

MR, PAW.OANBKI said section 5 had relatively mnor changes up to
the final ones on page 6, lines 16-17. SB 287 envisions a
process for cancelling the project and it seemed appropriate
given that there are other efforts going on that |anguage needed
to be included that other circunstances could warrant the
term nation of this project.

4:21:42 PM
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Finally, on page 6, lines 18-19, he said the manner in which the
| egi sl ature would express termnating the project was designed
as a concurrent resolution. In the original version the
requi renent was for the legislature to express that the project
should be termnated. The question was how it would express

that. He also nentioned a drafting error on page 6, |ine 20,
where the words "imredi ately under” were supposed to be del et ed.
Legi sl ative Legal apologized for the error. It would say this

act takes effect July 1, 2010.

CO CHAIR W ELECHOWSKI nmoved conceptual Anmendnment 1 on page 6,
line 20, to delete "imedi ately under”. There were no objections
and it was so ordered.

4:23:16 PM
SENATOR FRENCH asked for an explanation of the new fiscal note.

MR. PAW.OMNSBKI said the ARRC coul d address that.

4:24: 09 PM

SENATOR STEDMAN suggested focusing nore on page 3, |ines 29-31,
that deals with conpatible but not conpetitive projects. He
t hought that ANGDA was already set up to do that sort of thing
and that the l|egislature should have a policy discussion about
alleviating ANGDA of its duties and heading down another
direction. Oherwise the state would continue having a fractured
approach to the solution of getting gas.

COCHAIR MCGQUIRE said that was a great point and she said that
his commttee could look at it nore broadly. She explained that
this weekend they broke out all the pieces that needed to be
consi dered; one of the pieces was an eval uation of the financing
and which entities are in place to bond and which entities may
or may not wi sh to bond.

4:26: 21 PM

MR. PAW.OWKI said one of the concepts in talking to the
adm nistration and working through the issue internally is the
separation between a pipeline and a shipper. In that ANGDA was
wor ki ng on aggregating demand t hrough the Natural Gas Co-op, the
idea was separating them out as part of a comercial working
group that mght purchase gas or mght be a shipper of gas and
the effort around the pipe. If they are co-mngled too much,
that mght raise issues with RCA about preferential treatnent of
shi ppers.

SENATE RES COW TTEE -13- March 22, 2010



COCHAIR MCGQURE said it is their goal and it is a position of
distinction between Speaker Chenault and her that the ARRC
should be the one |looking at the building part. This shouldn't
be conpetitive, but rather be conpatible, with the efforts that
ANGDA is currently wundertaking and would wundertake in the
expansion of the HB 44 to |ook at gas supply and other things.
She said she was anenable to cl earer |anguage.

4:27:54 PM

SENATOR HUGGE NS said ANGDA had done a lot of work on propanes,
infrastructure and distribution itens, which is hugel y
inmportant. In a larger sense, he anticipated that this bill and

HB 44 woul d go t hrough a netanorphosis and anal gamati on.

SENATOR STEDMAN said not really; the issue is that he agreed
with the direction, but they should close sonme doors behind them
instead of comng up wth nore options. Ilgnoring ANGDA is
politically easier to do, but that doesn't get them to a
sol ution any easier.

COCHAIR MCQUIRE said that is the point of naking the ARRC the
excl usi ve agency for housing the work that has been done so far
as well as continuing acquisition of rights-of-way and data. Do
they want to elimnate any reference to ANGDA, page 3, lines 29-
31? She said this was her early attenpt to send a friendly olive
branch to other body, to let them know they thought perhaps
there was a role for ANGDA but in a different place - not as
buil der or assessor of planning, permts and coordination of
bui | di ng, but perhaps on the supply side.

SENATOR HUGA NS said he assuned the ARRC would organize the
pl ayers.

CO CHAI R MCGQUI RE sai d she thought Senator Stedman was right.

4:33:16 PM

RALPH SAMUELS, Fairbanks resident, said he thought the instate
line would get gas to Alaskans first and provide the economc
gromh for jobs. The Parks H ghway, the last big piece of
infrastructure to be built in Al aska, would have never been
built if they had charged a toll. If it gets built everybody can
tap off of it; things can develop fromthere. This is a piece of
infrastructure that is appropriate for the state to build.

He stated that shale gas has changed the world fundanentally

now. Mre than anything else Al askans need to invest in
t hensel ves and nove forward with the bullet line. It's the one
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thing we can have conplete control over. You don't need export

licenses, AG A Denali, or the Canadians. A small leap of faith
is needed that private sector investors would junp in with sone
of the mning and the LNG plant - but he was willing to take

that | eap of faith.

4:36: 12 PM

JOHN BI NKLEY, Chairman, Alaska Railroad Board (ARRC), said the
success of the Railroad has not been dependent on one person or
one boards of the years. They all help in nmaking it successful
But the real success has been in the brilliance of the
| egi slative body when they enacted the statutes that set the
framework for the ARRC 25 years ago. It took an entity that has
a very public purpose in serving the economc devel opnent
aspects of Alaska, but doing it in a manner that is based on the
principals of the private sector. Wen the ARRC |ooks at
projects, it |ooks at the benefit to the public, but in a manner
that is dependent on serving their customers and producing a
profit to their bottomline.

The Railroad has a very unique bonding authority under the IRS
code that allows a public entity to partner with a private
entity to sell tax free bonds for a project. It was specifically
witten into federal law that the ARRC retain that ability while
it was taken away from other entities. It gives an edge to
projects by reducing the capital costs.

He explained that the third aspect of the Railroad is in the
structure of its board of directors. It is made up of seven
menbers: two are conmssioners of the Al aska Departnment of
Transportation and Public Facilities (DOTPF) and the Al aska
Department of Conmerce, Conmunity and Econom c Devel opnent
( DCCED . The ot her menbers are one from |abor, t hree
representing each of the judiciary districts the Railroad runs
through from Seward to North Pole and Eielson, the fourth is a
private sector person at large. This is an entity that is well
suited for the task outlined for the Alaska Railroad. The board
has not discussed this as a policy mtter, but he has had
di scussions wth individual board mnenbers. They wll neet on
Thursday to discuss this specifically along with bringing on a
new presi dent and CEOQO.

4:45: 02 PM

SENATOR FRENCH asked his view of the ARRC s relationship with
ANCDA.
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MR. BINKLEY said his opinion is that ANGDA has played an
inmportant role on this project to this point. They have done a
tremendous job al one on noving propane ahead that will share the
benefits of this resource beyond just the gas line grid from
Prudhoe Bay to Honer to other areas of the state. It's critica
that that happen; ANGDA has a critical role to play in that as
wel | as other areas.

SENATOR STEDMAN said sone people are concerned that we are not
nmoving forward and there are too many captains on too many
ships. He asked him to explain the Railroad s unique bonding
authority.

MR, BINKLEY said it is simlar to the building of the Valdez
tank farm during the construction of the TransAl aska Pipeline
(TAPS) when the City of Valdez did wap-around bonds. The
recourse of the bond went back to the owners of the TAPS project
and the termnal facility in Valdez. It allowed Valdez to use
the tax free bonds to provide a lower rate of interest for the
proj ect funding.

CO-CHAIR W ELECHOWSKI asked how confident he was that the IRS
woul d al l ow i ssuance of these bonds.

MR. BI NKLEY answered that you could not be 100 percent sure of
that, but it is clear in statute. Their analysis shows that it
is viable and it is codified in IRS | aw.

CO CHAI R W ELECHOWSKI said the voters voted to enact ANGDA years
ago to design and construct a pipeline that would bring North
Slope gas to market. Wich one is the best agency, ANGDA or
ARRC?

4:50: 37 PM

MR. BINKLEY replied that it is ultinmately a policy call for the
| egi slature, but the ARRC is well-suited for |arge projects. He
wasn't so sure about ANGDA, although it has had a very inportant
role in bringing projects to the point that they are. He didn't
know their conpetencies in terns of actually constructing
facilities or engaging in |large scal e projects.

SENATOR WAGONER said 63 percent of the people voted for ANGDA to
do what they are talking about; the problemis every tinme they
turn around, the |legislature picks another approach to a
pi peline. Two years ago Enstar cane to his office and said they
wanted to build the pipeline, and all they wanted was for the
state to help themin the permtting process. Now this thing has
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nor phed back into the state building the pipeline. He understood
t he bonding capacity of the Railroad, but maybe everybody shoul d
make up their mnd once and for all that AGA is the state's
chosen entity. Every tine they get a head of steam going, the
| egislature jerks the noney out from under them and they don't
have enough noney to do their job and they give it to sonebody
el se. They shoul d back ANGDA and maybe bring the ARRC in for its
bondi ng capacity and get the people who know about gas pipelines
in charge of the project.

Anot her poi nt Senator Wagoner nade is that everybody tal ks about
fast-tracking this pipeline, but if one nolecule is destined to
go out of state, this pipeline has to go through exactly the
sane process as the big line. He wanted a tineline on this
proj ect, open season, FERC, the whol e works.

4:55:16 PM

CO CHAIR MCGQUI RE responded that the Railroad isn't being asked
to build the gas pipeline. They are trying to find a place to
house the good work that Harry Noah started and M. Swenson has
continued towards an instate pipeline should AGA fail. She said
the intensity started for her when AG A passed. Mny thought
giving the governor tools to get a gasline was the right thing
to do. Many were shocked when it came back with a single bidder.
Sone people felt that it was a sole source contract.

The real concern started froma group in the Instate Gas Caucus
about the 500 ncf/d |imt and realizing that was a "sweet spot”
that people didn't want to give up. That is when the $10 mllion
amendnment was put in to instate efforts as well - because that
is inportant. Harry Noah was appointed and his team did great
work. The Railroad is the only quasi-public entity that is
building things in the state. She liked the fact that it's a
private corporation bringing buyers and sellers together.

SENATOR HUGGE NS said the governor had signed on with her concept
of the Railroad. He also pointed out that not only does the
Rai |l road have good people it wll have a lot to gain from
transporting construction materials and fuel.

5:01: 08 PM

SENATOR WAGONER said there was nore than one applicant in the
AG A process. As a matter of fact, many were disappointed that
one other did not show up and make an application.

CO CHAIR W ELECHOMSKI said he thought the legislature had to
cone to a conclusion in this issue this session. He had heard
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that another organization that was looking at building an
instate pipeline has said they are no |longer interested because
of wuncertainty about whether or not the state is going to be
i nvol ved.

MR BI NKLEY concurred with his coments.

5:03: 34 PM
PAUL METZ, Director, Mneral Industry Research Laboratory,
University of Alaska, Fairbanks, Alaska, said his previous
presentation on SB 228 incorporated his comments with respect to
the instate gas line. He said he would be happy to answer
guesti ons.

SENATOR FRENCH noved Anendnent 2, | abeled E. 1.
26-LS1467\E. 1

Chenowet h
AVENDVENT 2

OFFERED | N THE SENATE
TGO CSSB 287(RES), Draft Version "E'
Page 4, line 13, followi ng "work;":

Del ete "and"
Page 4, line 17, follow ng "gas":

Insert "; and

(6) comm t to negoti at e, before

construction of the natural gas pipeline project
begins, a project |abor agreement to the maxinmm
extent permtted by law, if the corporation determ nes
that the natural gas pipeline project is to be
constructed by a private pipeline construction conpany
or conpanies, the corporation shall incorporate the
requirenents of this paragraph into its construction
contract agreenent as a binding commtnent applicable

to the corporation's contractors; in this paragraph,
"project | abor agreenent” means a conprehensive
coll ective bar gai ni ng agr eenent bet ween t he

corporation or, if construction is to be undertaken by
one or nore private pipeline construction conpanies,
the corporation's contractor or contractors and the
appropriate labor representatives to ensure expedited
construction with |abor stability for the natural gas
pi peline project by qualified residents of the state"
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CO CHAIR MCGQUI RE objected for discussion purposes. She said the
i ssue of project |abor agreenents (PLA) is very inportant. They
have neetings today with people who have strong views about it,
and she hoped this debate could continue upstairs in the Finance
Conmi ttee.

5:05:47 PM

TIM SHARP, Busi ness Manager, Alaska District Council of
Laborers, supported Anmendnent 2 that requires a project |abor
agreenent. It would nake sure Alaskans get the jobs on the

proposed bullet line. Mst projects of this size in Al aska have
had project |abor agreenments; it's not new ground. Most state
| eadershi p has recogni zed the need for project |abor agreenents
on projects. These agreenents will make certain that Al askans
are trained and hired for the jobs first and laid off |ast.

He said that Comm ssioner Cick Bishop, Departnent of Labor and
VWor kf orce Devel opnment (DOLWD), prepared a report on Al aska hire
that indicated wthout project |abor agreenents things are
continually getting worse in the oil fields and not better. It
al so neans that real apprenticeship prograns with track records
of creating jobs and careers for Alaskans will be put strongly
into play. PLAs also <contractually insure Alaskan Native
participation in the project.

MR. SHARP said they strongly support energy and gas devel opnent
in the state, but at the end of the day, while the project is
being built a PLA neans the noney will stay in Al aska because
Al askan participation is enforceabl e.

5:08: 35 PM

M KE LITTLEFI ELD, Teansters Local 959, supported M. Sharp's
comments about project |abor agreenents. He said "W want to see
Al askans wor ki ng on an Al askan project."

5:09: 06 PM

VINCE BALTRAM, President, Alaska AFL-CIO supported Amendnment
2. He agreed with M. Sharp's conments saying there are tons of
docunentation that show PLAs are good business decisions, they
deternm ne predictability and planning construction, scheduling,
| abor needs and safety progranms. Both AG A and ANGDA have PLA
requirenents. The Building Trades Council has negotiated and
wor ked under dozens of PLAs over the years; one of the recent
big ones was a ground-based mssile defense project in Shenya
and Delta Junction. The managenent of those prinme contractors,
LaFl eur and Bechtel, raved about how well the PLA worked on a
real large project. It put over 1000 people to work, over 90
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percent Alaska hire, 12 percent Alaska Native hire, and 17
percent mnority hire - all the while training hundreds of
apprentices who are now working as journeynen in their chosen
fields, and without a hitch that job has been done on tine and
under budget .

MR. BALTRAM said one thing they do know us that the workers on
this project wll be heavy and highway type construction
wor kers, and 85 percent of those workers in the state of Al aska
are represented by unions; 85 percent of the federally
registered apprentices are actually in union apprenticeship
prograns. He said while there are tons of argunents in favor of
PLAs there are usually only a couple against and a |lot of them
go back 30 years to a tine when conplaints were nade about
people comng up from outside of the state. But this generation
of labor |eaders has made a significant effort to nake sure
Al askans will go to work first on these projects whether they
currently belong to a union or not. Barriers to menbership have
been knocked down and it's real easy to get non-union people
that are interested in going to work on a project like this
signed up, tested and ready to go, so they are ready to have all
the rights that a resident union would have before anybody woul d
be able to go out on a job fromthe Lower 48. This is one of the
common nyths that is used quite a bit to bad nouth what is seen
across the country these days as good public policy. He
encouraged them to look at a website called Plaswork.org that
has recent studies from Mchigan State University and the
University of Tennessee where experts in the field have debunked
a lot of the nyths surroundi ng PLAs.

SENATOR WAGONER said one of his worries with project |abor
agreenents is out of state call ups versus instate hires, and he
asked what they can do to assure the workers in the State of
Al aska if they have a PLA that they would be called up first.

5:14: 21 PM

MR. BALTRAM answered that is one of the things |abor |eaders
have worked on over the years. Al the unions have certain
referral procedures for when people go to work and in what
order. He remenbered that out-of-state workers used to be able
to cone up here and go to work if they nmet all the other
requi renents. But now referral procedures have changed to nake
sure that qualified Al askan residents go to work before others
fromoutside the state. A PLAis the only way to legally enforce
any kind of a local hire.
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Another thing M. Sharp nentioned was that the trend they have
seen in the commssioner's report on resident hire definitely
left something to be desired. It shows that this year nore
people are working in the oil fields than a year ago, but |ess
Al askans are working there. The logical conclusion is that too
many people are comng and taking jobs. A PLA is the only |ega
means they have of assuring Al askans get hired.

SENATOR WAGONER said he didn't answer his question. How can they
assure that hiring Al askans does actually take place?

MR. BALTRAM answered that the project |abor agreenents |anguage
typically contains referral l|anguage that is in place in the
| ocal unions. He hadn't seen the anendnent, but he would support
| anguage stating that the union referral procedures nust take
| ocal hire into consideration.

5:17: 53 PM
CO CHAIR MCGQUI RE said one of the common push backs on project
| abor agreenents is that they wll put nore out of staters to

wor k than Al askans.

5:19: 07 PM

MEREK PIERCE, board nenber, Alaska Gasline Port Authority
(AGPA), said the one aspect of this bill that he finds slightly
encouraging in the 66th year of pipeline discussions (the first
gasline study was conpleted in 1954) is the rendition of the
basic facts sunmmarized in the legislative findings and purposes
in section 1 of SB 287. Al aska does urgently need a diversified
revenue stream and Al askans need affordable energy. The problem
with this bill is the extraordinary disconnect between the
findings and the stated purpose. If they are going to nake the
case that we have a problem - an urgent need for both new
revenue and affordable natural gas for Alaskans, why turn the
gas pipeline over to a Railroad that soon will not have even a
CEO? Wiy wouldn't the primary responsibility be invested in
ANGDA, an organization wth public support, wth both the
institutional know edge and expertise, and the strong desire to
see the all-Alaska gasline and spur line to Southcentral be
built? Additionally, ANGDA is partnered with AGPA that al so has
a voter mandate and partners who are very interested in Alaskan
LNG both for the West Coast of the United State as well as world
mar ket s.

The second problem with this bill relates to the first; if we

urgently desire a gasline and expect to nove forward with a real
project after the failed open season and the scuttling of AQA,
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why waste tinme and effort studying a gasline down the Parks
H ghway that doesn't provide the |owest cost gas for Al askan's,
doesn't have EIS, doesn't have a right-of-way, it doesn't even
deliver gas to the mlitary bases, mnes and snmall conmunities
that need gas? The all-Al aska gasline as designed by YPC has a
final environnental inpact statenent, an established right-of-
way, econony of scale, delivers gas to mlitary bases and a host
of communities along its route that do not now have affordable
ener gy.

COCHAIR MCGQU RE thanked him for his comments and focused
attenti on back to Anendnent 2.

5:21:27 PM
SENATOR FRENCH said that they heard that the |ast nmjor project
in Al aska had 90 percent Al askan hire.

CO CHAIR MCQUI RE said she supported project |abor agreenents;
they work in general, but sonme fol ks are unconfortable.

A roll call vote was taken: Senators French and W el echowski
voted yea; Senators Huggins, Wagoner and McGQuire voted nay; so
t he anendment fail ed.

5:24:22 PM

SENATOR WAGONER noved conceptual Amendnent 3 that for this
project, only, puts the Railroad under the Executive Budget Act
- just like ANGDA, AlIDEA or anybody else. It's inportant that if
the Railroad is going to be the focal point on building a
pi peline and coordinating all these different agencies that they
shoul d be under the Act. That neans they will be responsible to
the legislature for the budgeting.

MR.  BINKLEY responded that this goes to the heart of the
brilliance of the legislation establishing the Railroad. This is
what di stinguishes the Railroad from any other state agency, and
in his opinion, it is what has been at the heart of the success
of the Alaska Railroad for the last 25 years. Any entity | ooks
to its funding source for its direction; the Al aska Railroad
| ooks to its custoners and to profitability, not to a political
body. This is the heart of the difference between the Al aska
Railroad and the Departnent of Transportation and Public
Facilities (DOTPF).

He said this would take away one of the nost conpelling reasons

for why the gas pipeline should be housed within the ARRC
Exenpting them from the Executive Budget Act neans that they
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respond to their custoners instead of a political body. That is
why they have been less political than other entity over tine
and have been successful in not relying on any state subsidy for
nmoving the ARRC forward. It would be danmaging for the Railroad's
ability to respond to changes in the market and to business
deci sions that have nmade it successful over the years.

SENATOR WAGONER read the | anguage from ANGDA: The revenue earned
by operations of the Authority nust be identified as a source of
the operating budget of the Authority in the state's operating
budget under AS 37.07. It's not as conplicated as sone think;
but it at least gives sone legislative control. This bill takes
the governor and the legislature out of the picture, and he
didn't want to go there wth this project.

COCHAIR MCGQU RE pointed out that this bill requires them to
make regular findings and m | estone achievenent reports to the
| egi sl ature and the governor.

CO CHAIR W ELECHOWSKI said he appreciated the anmendnent, but he
woul d oppose it, because he thought part of the problem was too
much | egi sl ative intervention.

SENATOR WAGONER agreed that it had been mcro nmanaged to death
already, but his point is that a report is not oversight. They
are talking about turning a big project over to the Railroad
t hat doesn't even have a CEO right now.

CO CHAIR MCGQUIRE said she would oppose it also because of the
reasons M. Binkley articulated. But she didn't expect any |ess
of a new CEO than the excellent ones they had had.

SENATOR HUGGE NS added that he wll oppose the anmendnment, but
would remain open m nded. The legislature needs to Dbe
consistent. In his experience there are two organizations, the
Railroad is one, that when they present they are organized,
they're convincing, their nunbers add up, and you go away sayi ng
"that is one efficient organization." He has great confidence
in the Railroad and its structure.

SENATOR WAGONER asked if the Railroad thought about purchasing
the Flint HIls refinery.

MR BI NKLEY answer ed no.

SENATOR WAGONER asked if it had been discussed at the board
| evel .
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MR. BI NKELY answered that during the previous adm nistration the
governor said sonething about having the Railroad involved in
some solution to making certain that the refinery renmained in
pl ace and producing fuel for both the Interior and Southcentral,
but there were never any negotiations.

SENATOR HUGE NS added that he was involved in that era and some
adm ni strati on people were advocating for it, buy CGeneral Ganble
had resisted it.

CO CHAIR MCQUI RE asked for a roll call vote. Senators Wagoner
voted yea; Senators Huggins, French, Welechowski and MQire
voted nay; so Anendnent 2 fail ed.

5. 36: 38 PM

SENATOR HUGGE NS noved to report CSSB 287(RES) from committee as
anended with individual recommendations and attached fiscal
not e(s).

SENATOR WAGONER objected. A roll call vote was taken: Senators
Huggi ns, French, W el echowski and McGuire vot ed yea;
Senat or Wagoner voted nay; so CSSB 284(RES) as anended noved
fromcomm ttee.

5:39:52 PM
CO CHAI R MCGUI RE adj ourned the neeting at 5:39.
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