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CHAI R BOB HERRON cal l ed the House Special Committee on Econom c
Devel opnent, International Trade and Tourism neeting to order at
10:19 a.m Representatives Herron, Tuck, O son, Keller, Foster
and Thonpson were present at the call to order. Representati ve
Gardner arrived as the neeting was in progress. Representatives
M Il er and Kawasaki, and Senator Paskvan were al so present.

HIR 15- SUPPORT ARCTI C CAUCUS

10: 22: 49 AM

CHAI R HERRON announced that the first order of business would be
HOUSE JO NT RESOLUTION NO. 15, Relating to collaboration wth
the Yukon and the Northwest Territories through the Pacific
Nort hwest Economic Region and its Arctic Caucus to address
conmon i Ssues.

COCHAIR HERRON called a  brief at-ease due to technica
difficulties.

10: 23: 08 AM

CO-CHAIR HERRON called an at-ease from 10:24 a.m to 10:28 a.m
due to technical difficulties.

10: 28: 53 AM

CO- CHAI R HERRON i nt roduced M. Earl.

10: 29: 15 AM

ROB EARL, staff, Representative Bob Herron, Alaska State
Legi slature, introduced HIR 15 on behalf of Representative
Herron, prinme sponsor. M. Earl informed the commttee that HIR
15 encourages the legislature to support the Arctic Caucus
within the Pacific NorthWst Econonmc Region (PNER). The
Paci fic NorthWst Econom c Region was founded in 1991 and is the
only statutory, non- parti san, bi - nati onal , public-private
partnership in North Anerica. The organi zation includes five
US states, two Canadian territories, and three Canadian
provinces; its mssion is to increase the economc well-being
and quality of |Iife for all <citizens of the region, to

coordinate provincial and state policies, to identify and
pronmote nodels of success, and to serve as a conduit for the
exchange of information. M. Earl noted that PNWER addresses
i ssues through eighteen working groups, one of which is the
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Arctic Caucus that includes |egislators, governnental officials,
and business and non-profit |eaders working to responsibly
develop North Anerica's Arctic. The caucus began neeting in
July 2010, for the purpose of providing a forum for Al aska,
Nort hwest Territories (NW), and Yukon Territory (YT) to discuss
i ssues of mutual concern, share information, and identify areas
of possible collaboration; for exanple, to pronote a pan-
northern approach to federal governnent. The resolution
addresses this approach and states "the Arctic Caucus wll also
strive to pronote a synchronized nessage detailing the common
needs of the Arctic Caucus nenber regions to their respective

f eder al gover nment s and enphasi zi ng t hat coor di nat ed
U.S./Canadi an federal policies are vital for the well-being of
the region's citizens." He advised the resolution's final

resolve calls on the governnents of YT and NWI to join Alaska in
an enduring alliance to pursue common goal s.

10: 32: 22 AM

MR. EARL provided a PowerPoint presentation titled, "HIR 15 -
Support Arctic Caucus."” Slide 2 indicated that the conbined
land area of NW and YT is larger than Al aska, but Alaska's
popul ation is alnost ten tinmes that of the two territories.
Slide 3 was a map of the Arctic Caucus and he pointed out the
expense of traveling to Witehorse, Inuvik, and Yellowknife from

Anchor age. Slide 5 provided economc information about the
regi on. Slide 6 indicated that Arctic popul ations across the
Arctic Qcean vastly outnunber the population on Al aska's side.
In fact, alnost one-half of Arctic residents live in Russia.
M. Earl pointed out that United Nations (UN) mapping includes
all of Alaska's population in its Arctic totals. Slide 7
indicated that Alaska has the third |argest i ndi genous
popul ati on behind Canada and G eenl and. Slide 8 was a map of

the two major sea routes through the Arctic Ocean; the Northern
Sea Route follows the northern coastline of Russia and the
Nort hwest Passage follows the coastline of Canada. Slides 9 and
10 indicated that there is increasing vessel traffic in the
Arctic Ocean and Bering Strait, wup from an estimted 325

transits per year. Slide 11 displayed extended continental
shelf clains under the United Nations Convention on the Law of
the Sea (UNCLOS). Under the provisions of UNCLOS, coastal

countries have resource control over an Exclusive Econom c Zone
(EEZ) from shoreline out to the edge of the continental shelf or
200 mles, whichever is farther. He pointed out that the
continental shelf around Alaska is "narrow' except for an area
near the maritime border with Russia, where the U S. can nake an
extended Continental Shelf Cdaim north of the US. EEZ after
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UNCLCS is ratified by the U S Senate. Slide 13 was a map of
extended cl ai s by country.

10: 37: 56 AM

REPRESENTATI VE TUCK asked how cl ai ns are made.
MR. EARL advised that clains are nade to the UN for judgnent.

10: 38:19 AM

CHAIR HERRON clarified that the basis of Russia's claimis that
the territory is an extension of the Continental Shelf, and that
woul d pertain to the U S. as well.

MR. EARL explained that Slide 14 indicates an area about the
size of New Jersey that is under a maritinme border dispute
between the U S. and Canada. Canada has delineated its maritinme
border as an extension of the |and boundary, whereas the U S
has drawn the boundary perpendicular to the coastline.

10: 39: 33 AM

MATT MORRI SON, Executive Director, Pacific NorthWst Economc
Region (PNVER), noted that during PNVER s twenty-year history
two Al askans have served as its president. M. Morrison opined
the point of the Arctic Caucus is the inportance of
relationships in acconplishing goals for a I|arge geographic
area; in fact, provincial and state efforts can be conbined for
a greater voice in the federal capitals of Otawa and
Washi ngton, D.C., and throughout the region. Menbers of PNVER
are: Alaska, Alberta, British Colunbia, |daho, O egon, Montana,
Saskat chewan, Washi ngt on, Yukon  Territory, and  Nort hwest
Territories. He relayed that an exanple of PNWER S expanding
spheres of cooperation between its nenbers is the facilitation
of enhanced driver's licenses that wIll serve as passports
within the region. Anot her exanple is PNVER s Legislative
Energy Horizon Institute. Graduates of the institute are state
and provincial legislators who participated in a bi-national
effort with the U S. Departnent of Energy and Canadi an provinces
to study energy policy. Prior to the XXI Aynpic Wnter Ganes,
PNVER formed a border council to address border concerns, which
led to further progress toward the Beyond the Border Declaration
regarding regulatory conpliance and perineter security issues.
In addition, PWNER has hosted legislative visits to the Al berta
Ol Sands to discuss royalty issues. The Arctic Caucus was
devel oped in 2009 with strong support from NWI and YT, because
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of the comon concern with states in the U S. that the federal
government in Qttawa "doesn't listen to them"™ and linking with
Al aska creates a different opportunity for attention from
Otawa. M. Mrrison also pointed out that PNVWER contributed to

a proposed international rail connection along the British
Col ombi a, Washington, and Owegon corridor which led to $726
mllion for rail infrastructure inprovenents.

10: 45: 26 AM

MR. MORRI SON advised that the Arctic Caucus is a forum for the
northern jurisdictions, although other states and provinces are
central to many Arctic issues such as seaports in Washington,
and oil sands developnent in Alberta. The first |eadership
forum was held in Barrow, Al aska in 2010, and action itens that
were addressed included advocacy from Canada and PNW\ER

encouraging U S. participation in the Arctic Council, and
pronotion of a northern approach on comon issues to both
federal governnents. O her issues addressed included the

expansion  of the Marine Exchange  of Al aska Automatic
Identification System (AIS) to support better capacity for
search and rescue, including joint training exercises, and the
pronoti on of federal support for the Al aska H ghway and Shakwak
f undi ng. O her issues identified included: gas pipeline
devel opnment; UNCLCS; energy devel opnent and transmi ssion; joint
tourism and marketing; training and workforce devel opnent;
support of youth  exchange  prograrns; conpl etion  of an
infrastructure gap analysis to provide justification for
investrment in future cross-border infrastructure. The next two
nmeetings of the Arctic Caucus are scheduled for Portland,
Oregon, in July 2011, and in Yellowknife, NW, in August 2011.
M. Mrrison said at these neetings and others, the Arctic
Caucus will push for its action itens to Otawa and the U S.
federal governnent. He concluded by saying that there wll be
further developnents to inplement and support Arctic Caucus
initiatives, and he urged support of HIR 15.

10:49:12 AM

CHAIR HERRON asked if there has been a reaction to the
resol ution from PNVER s Canadi an menbers.

10: 49: 19 AM

MR. MORRI SON observed there is keen interest in the Al aska
legislation by YT and NWI. In further response to Chair Herron,
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he opined simlar action is forthcomng in YT, but both
territories are involved in upcom ng el ections.

10: 50: 17 AM

REPRESENTATI VE KELLER spoke of his personal experiences with M.
Morrison and expressed his strong support for PNVER

10: 51: 51 AM

NI LS ANDREASSEN, Managing Director, Institute of the North
(Institute), noted the hearing was being filnmed by a group of
young Al askans who were brought to the State Capitol by the
Institute to filma series of tutorials of the state |legislature
for young Al askans. He then advised that the Institute was
founded to educate Al askans about the reality, the richness, and
the responsibility of the northern regions, thus it provides
opportunities for stakeholders from across the Arctic to engage
in circunpolar transportation, ener gy, and infrastructure

I ssues. In addition, the Institute serves the state by
connecting local, state, federal, and international parties,
often through Arctic Council initiatives which it believes to be
the proper international forum for addressing technical,
scientific and human chall enges. A valuable corollary to the
Arctic Council would be a sub-regional forum such as the PNWAER
Arctic Caucus. The caucus would provide opportunities for
Al aska to engage with its neighbors to articulate a pan-northern
approach to infrastructure and ©policy devel opnent. M.

Andreassen turned to several inportant Arctic issues, such as
the responsible managenent and devel opnent of energy and
resources that wll sustain the economes of northern regions.
Furthernore, Al aska's geographic location reinforces its role to
respond to increases in Arctic tourism and transportation
through the Bering Strait, thus nust be in a position to respond
to the needs of search and rescue in its waters and beyond.
Infrastructure to support transportation activity 1is needed
i mrediately due to the aging icebreaker fleet and the distance

of the region from responders. In fact, the 940 mles from the
Coast Guard base at Kodiak to Point Barrow is nearly equal to
the distance from Seattle to Los Angeles. He pointed out the
state must advocate for investnent in critical transportation
infrastructure by its participation in sub-regional and
i nternational foruns. The Institute has strong relationships
with Al aska's nei ghbors, and he stressed that t hese
relationships are crucial in today's world of "mxed nedia
nmessages and hyper-sensationalism”™ The Arctic Caucus provides

a needed opportunity to produce sound and relevant information
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to address critical issues. Al aska must play a strong role in
decisions affecting northern waters such as Arctic marine
shi pping, increased activity along Al aska's coast, search and
rescue, and Arctic aviation. Al of these issues should align
with national policies in a spirit of cooperation simlar to
Canada's commtment to the Arctic in 2010 that included a
foreign policy statenent to work with international partners for

t he advancenent of the region. The Institute wll be hosting
the Arctic Policy Forum with presentations from many Arctic
nei ghbors discussing conplex regional issues. He cl osed,

advising that further interaction to strengthen relationships
can be provided by PNVER s Arctic Caucus.

10: 58: 53 AM

CHAI R HERRON asked for the highlight of the Arctic Policy Forum
agenda.

MR. ANDREASSEN explained the clear priority of the conference
will be the infrastructure deficit revealed by the Arctic marine
shi ppi ng assessnment, and the gaps in Alaska's ability to respond
to issues along its coast.

11: 00: 03 AM

REPRESENTATI VE GARDNER observed that Canada has other Arctic
provinces and asked why they are not participating in the
caucus.

MR. ANDREASSEN advised that other territories and states are
st akehol ders and can participate in Arctic issues through PNVER

CHAI R HERRON observed that the provinces and territories have a
different relationship to Gtawa, thus the Arctic is the common
denom nator in this PNVER sub-caucus.

REPRESENTATI VE FOSTER asked for the first step that Al aska can
take to solve the gaps in search and rescue response.

11: 02: 36 AM

MR. ANDRESASSEN recalled a recommendation by the |eadership
forum that called for two processes: to assess and identify
benchmarks for infrastructure that is needed at airports such as
lighting and nodifications at ports, and a baseline assessnent
of existing infrastructure.
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CHAI R HERRON paraphrased a letter from Lieutenant Governor Mead
Treadwel |, indicating Alaska is an inportant part of our
national security, and the governor and I|ieutenant governor
appreci ate the resol ution.

11: 03: 59 AM

M CHAEL O HARE, Deputy Director, Division of Honeland Security
[ Emergency Managenent, Departnment of Mlitary & Veterans’
Affairs (DWA), stated there are existing agreenents and

advisory commttees Dbetween Alaska and Canada regarding
coordi nati on on energency preparedness, response, and recovery
i ssues. Alaska has the responsibility to ensure that
communities are best prepared for any disaster.

REPRESENTATI VE FOSTER conplinmented the division on its response
to problens in Savoonga.

11: 06: 36 AM

PAUL FUHS, Board President, WMarine Exchange of Al aska, inforned
the commttee that vessels in international trade are required
to carry transponders on board to transmt their location. The
Mari ne Exchange, with the support of the U S. Coast Guard, state
funds, and private sector funds, installed an array of antennas
in the Arctic and in Alaska to track the vessels. M. Fuhs said
the anobunt of current vessel activity in this area 1is
i ncredi bl e. The tracking system allows analysis of "Arctic
domain awareness” and from this data policy can be set on
whet her there should be established fairways and buffer zones.
Tracking also indicates which vessels are follow ng regul ations,
and if there is a marine casualty, can show the comand and

control of the assets, response vessel |ocation, equipnment
| ocation, and the drift zone of an oil spill. M. Fuhs offered
to display the system to the conmttee at a l|ater date. He

expressed his support of HIR 15 with its focus on Arctic issues
such as the U S. Arctic policy, oceans policy, the law of the
sea treaty, the Endangered Species Act, and risk assessnent
activities of the Bering Strait and Uninmk Pass. He opined
these are national and international overarching issues that
will affect the state. M. Fuhs also spoke in support of the
capital request by the Institute of the North for an assessnent
t ask. He stressed that the state should be "on the front end"
of the issues in the Arctic because they are directly tied to
econom ¢ devel opnent .

11: 09: 53 AM
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CHAI R HERRON spoke of the inportance of the Marine Exchange
during the successful rescue of the crew froma freighter in the
Al euti an Chai n.

[ HIR 15 was heard and hel d. ]

11:10: 17 AM

The conmttee took a brief at-ease.

11:10: 40 AM

PRESENTATI ON(S) : " GETTI NG ALASKANS' GAS TO ALASKANS I N THE
SHORTEST AMOUNT OF TIME VH LE MAXIM ZI NG AN EXPORT OPPORTUNI TY, "
BY DAVI D GOTTSTEI N

11:12: 17 AM

CHAI R HERRON announced the final order of business would be a
presentation, "Getting Al askans' Gas to Al askans in the Shortest
Amount of Time Wiile Maxi m zing an Export Opportunity," by David
Cottstein.

11:12: 27 AM

DAVID GOTTSTEIN, Chief Investnment Oficer/President, Dynamc
Capi t al Managenent I nc., shared with the conmttee the
conplexity of the economc challenge faced by Alaska, and the
acconpl i shnents needed to overconme this challenge. He disclosed
that he is representing hinself. M. Cottstein said he is
concerned and skeptical about the conclusions reached by Scott
Goldsmth in a recent report on the fiscal challenges and
opportunities for the state. As a registered investnent
analyst, M. Cottstein said his study of the economc future is
simlar to the analyses he perforns for his business clients.
He called attention to a spreadsheet he provided in the
commttee packet titled, "CGottstein Pernmanent Fund Val ue
Forecast 02-21-11," and pointed out several assunptions upon
whi ch the conclusions of the spreadsheet are based, although he
suggested that "the nunmbers in this chart are optimstic.” The
spreadsheet also indicated specifics of the Al aska Permanent
Fund assets and that current state savings, or Year 1 of the
forecast, are about $49 billion. After the effect of the
assuned forecasts on the permanent fund, he concluded that all
of the state's savings accounts "go negative" in 25 years.
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11:17: 56 AM

MR. GOTTSTEIN cautioned that the state is not in an economcally
sustai nable position wunless sonething is done "to change
course,” and this situation amounts to a crisis for all but the
nost seni or Al askans. Al though he agreed with a recent report
by Roger Marks for the Ofice of the Federal Coordinator for
Al aska Natural Gas Transportation Projects about his assessnent
of a large capacity pipe, he disagreed with M. Mirks's use of
the term "subsidy.” From a market perspective, a return that is
| ess than a normal market return mght be a subsidy, but in the
case of a opportunity for the state's involvenent in a gas
pipeline, the returns are robust and "the return potential,
versus what we have to | ose, are enornous."

11: 20: 20 AM

REPRESENTATI VE TUCK asked whether the Departnent of Revenue
(DOR) forecast of a 5 percent rise in annual oil price was
forecast over 25 years.

11: 20: 38 AM

MR. GOTTSTEIN stated "What it's really saying is that even in a
very optimstic sense, we're in trouble in 25 years." He
clarified that he was presenting "from a ballpark point of
Vi ew. " He explained that the Al aska Gasline Inducenent Act

(A A is not a problem but the problemis the price of gas.
In terms of the tax structure of Alaska's Cear and Equitable
Share (ACES), the solution to the aggressive nature of the
programis to reduce the |level of growh of the progressivity by
way of a "decaying level of progressivity.”" He enphasized that
oil conpanies strive to have the state act in their interest,
and noted his upcom ng contacts with corporate managenent of a
pi peline conpany and a m ning conpany. Regardi ng his proposal
he advised that the Federal Energy Regulatory Conm ssion (FERC)
will have a lesser role than is customary for pipelines, because
this is an interstate pipeline wth an alternative plan of
finance. M. Cottstein began his PowerPoint presentation,
saying that Alaska is headed towards l|ong-term fiscal decay
because a non oil- and gas-based econony is insufficient to
sustain state government.

11: 23: 55 AM

MR. GOITSTEIN continued to explain that his goal is to describe
a nethod which will get gas to Alaskans in six to eight years
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will maximze the potential for exports, will deliver |ower cost

econonm es-of-scale, and wll provide resources to sustain
government and the permanent fund. This is the only way to
provide |ong-term |ower costs and renmamin conpetitive. Success
on VWall Street is driven by three conponents: 1. Maxim ze

executives' wealth through salaries, bonuses, and conpensation;
2. Create wealth for stockholders by describing cash flow,
determining price, and getting a return; 3. Get others to take
the risk. On the other hand, Big Q| does not neke noney by the

producti on, transportation, refining, and mar ket i ng of
hydr ocar bons, because these tasks are outsourced. In order to
make profits, oil and gas conpanies accunulate the rights to
resources, cultivate the resources at the |owest possible cost,
and set the right price for their product. Utimately, the
state shares - through tax and royalty nechanisns - in the
profits from an appropriate price; however, in today's
situation, the state needs sone of the gas. M. Cottstein

encouraged the conmttee to recognize that there are four venues
in which a corporate industry has a duty to tell the truth:
under oath in a court of |law, under oath in front of Congress or
| egi sl ators; in federal and state tax filings; in US.
Securities and Exchange Conm ssion filings. Therefore, the
challenge to build a pipeline under the traditional "build it
and fill it business nodel,"” is that the follow ng issues nust
be in alignnent: sufficient proven reserves; bona fide demand
from high-stature credit-worthy purchasers; high volune of gas;
low tariff; adequate rate-of-return.

11: 30: 49 AM

MR. GOTTSTEIN continued, saying there are nunerous estimates
from a variety of sources that the price of gas needs to be
bet ween six and seven dollars per one thousand cubic feet (Mf)

for the abovenentioned alignnment to take place. He restated
that the price of gas is too low for the oil and gas industry to
deploy capital for new projects at this tine. In fact,
everything the oil and gas conpanies are doing today is
posturing to naintain their second objective which is to
cultivate the resource options at the |owest cost. Thus, the
industry will not proceed with capital investnment in the gas
pipeline until the state gives enough tax relief, builds the
pipe for them to own, and raises their gross margin equal to
that from gas priced at six or seven dollars per Mf. M.
Gottstein acknow edged Al aska's serious need for affordable gas
in the Interior and Southcentral, but pointed out that the

state's inconme is from selling the resource, and it does not
need tariffs. He opined that this situation puts the state in a
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powerful position - it can offer tariff discounts to reduce the
price and induce demand.

11: 34: 42 AM

MR. GOTTSTEIN warned that the risks of not acting are huge, but
the risks of proceeding with the proposed project are relatively
smal | . At this time, the state has four options: do not hi ng
and inport LNG build a bullet line, which he explained is a
very inefficient pipeline fraught with high transportati on costs
and long-term high prices; wait until gas prices rise; build a
gas pipeline with state participation. Al though the state
should limt its participation, it should ensure that a |arge
export-capacity pipeline fromthe North Slope to the Interior is
built in a short period of tine. He conpared this to the
construction of the Transcontinental Railroad, with comunities
and the private sector conpleting pipelines to connect with the

mai n pi pel i ne hub. The state's role will be to "incubate" the
| argely enpty portion of the pipe "for as long as it needs to be
enpty, so that we get Alaskan's gas to Alaskans ...." In order

to acconplish this, the admi nistration nust renegotiate the AGQ A
license to TransCanada Pipeline Limted pertaining to this
portion of the pipeline. Afterward, when the state announces it
is co-sponsoring a pre-build of the segnent to Fairbanks,

investors will show interest in the project. He said, "The
rights to capacity equals rights to tariff, that's the econonc
value that the state is garnering."” M. Cottstein acknow edged

that conpl ex problens cannot be solved is a sinple manner, but
he assured the conmittee this project is "vastly economc and
em nently financeable,” and only challenged by politics. He
displayed a chart titled, "Plan of Finance (Condom niumLike
Fi nanci al Engi neering),"” which showed steps of a financing plan.

11: 42: 03 AM

MR. GOITSTEIN displayed a slide titled, "Possible Project
Ownership Carve-Quts," which depicted possible project ownership

as a series of circles. He conpared this plan to a devel oper
who borrows to build a shopping center and uses rental incone to
pay off the | oan. Al so, he pointed out that the state could

auction off capacity rights to industry in different stages so
that further out in capacity, the tariffs are |ess valuable.
Therefore, the center circle on the slide represents about 5
percent of the initial capacity that the state would sell to
utilities, pipeline conpanies, and oil conpanies at start-up.
Later on, the second circle represents different owners, and he
described a nmethod to lower tariffs to induce demand. M.
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Cottstein relayed that the industries needed to generate
econonies of scale are in Alaska waiting for a source of natura
gas, and he gave the exanple of a mning operation that is
currently using diesel fuel.

11: 46: 57 AM

MR. GOITSTEIN continued, saying oil conpanies wll have a
l[imted capacity, and when that 1is exhausted, hedge funds,
private equity, and sovereign wealth funds will step in and the
state will keep what it cannot sell for a mninmm bid. Because
the state retains only the | ast stage of ownership, it will have
built a pipeline with less risk and provided gas to Al askans,
w t hout conpeting with the private sector. The benefits to the
state are: avoid high energy costs; avoid great risk; get gas
to Alaskans in six to eight years; put the future on the state's
tinmeframe; force the energy community to act; add volunes to gas
and oil pipelines; renove risk to explorers; enpower the Al aska
Ol & Gas Conservation Conm ssion; provide reliable energy to
rural Al aska; sell gas to Hawaii; strengthen the econony; avoid
|l ong-term fiscal decay; ensure a supply of gas. Regardi ng the
conplex issue of pricing tariffs, M. GCottstein advised that an
econoni st may |ook at charging ratepayers higher rates than
woul d public policymakers; however, reducing the costs to the
utilities makes econom c sense.

11:51: 02 AM

CHAI R HERRON asked M. Gottstein why Tony Pal mer, Vice-President
of TransCanada Al aska, would nmeet with him

MR. GOTTSTEIN explained M. Palnmer recognizes that he supported
the AG A process, and he gave several reasons for his support.
Also, M. Palnmer is aware that M. Cottstein is a long-tine
activist in Alaska politics.

11:52: 01 AM

CHAIR HERRON asked for the reaction to his presentation in
Fai r banks.

11:52: 53 AM

MR. GOTTSTEIN said the reaction from those who take the tinme to
listen is positive, and he asked that his suggestion be vetted
and consi dered. In conclusion, he said the state has a huge
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chal l enge, but there is also an opportunity for prosperity if it
takes this portion of the risk.

11:53: 50 AM

ADJ QURNVENT
There being no further business before the conmttee, the House

Special Commttee on Econom c Devel opnent, International Trade
and Tourism neeting was adjourned at 11:53 a. m
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