HOUSE FI NANCE COW TTEE
March 22, 2012
1:38 p. m

1: 38: 33 PM

CALL TO ORDER

Co-Chair Stoltze called the House Finance Conmmittee neeting
to order at 1:38 p.m

VEMBERS PRESENT

Representative Bill Stoltze, Co-Chair
Representative Bill Thomas Jr., Co-Chair
Representati ve Anna Faircl ough, Vice-Chair
Representative Ma Costello
Representative M ke Doogan

Representati ve Bryce Edgnon
Representative Les Gara

Representative David Cuttenberg
Represent ati ve Reggi e Joul e

Representati ve Mark Neuman
Representative Tanme W/ son

VEMBERS ABSENT

None

ALSO PRESENT

Joe Mchel, Staff, Co-Chair Stoltze; Larry DeVil biss,
Mayor, Mat-Su Borough; Delena Johnson, WMayor, Cty of
Pal mer; Dan Sullivan, Mayor, Anchorage; M chael Foster,
Chairman, Knick Arm Bridge and Toll Authority; Jeff

Qteson, Di rector, Program Devel opnent, Departnent  of
Transportation and Public Facilities; Jeff Stark, Chief
Assi st ant At t or ney CGeneral , Transportation Section,
Department of Law, Bob French, Chairman, Governnent Hill
Community Council; Ben Northey, President, Colaska Inc.;

Robert Dun, Engineer, Colaska Inc.; Doug Smth, President
and CEO, Little Red Services, and Chair, The Alliance;
Representative M ke Hawker, Co-Sponsor; Bill Wl ker, Omer,
Val ker Levesque, LLC, Anchor age; Janes Mery, Vi ce
President, Lands and Natural Resources, Doyon, Limted; Tom
Wi ght, Staff, Representative Mke Chenault; Senat or
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Huggi ns; Representati ve M ke Chenaul t, Sponsor ;
Representati ve Al an Aust er man; Representative St eve
Thonpson.

PRESENT VI A TELECONFERENCE

Lyn Carden, Wasilla, Executive Director, Wasilla Chanber of
Commerce; Pete Mil cahy, President, Chugiak and Eagle River
Chanber of Commerce; Aves Thonpson, Executive Director,
Al aska Trucking Association; Darcie Sal non, Assenbl y
Menber, Mat-Su Borough; Janes Kenworthy, Self, Anchorage;
Jeff Cook, Regional Director, External Affairs, Flint Hills
Resources, Fairbanks; R chard Fineberg, Self, Fairbanks;
Lynn WIlis, Self, Eagle R ver; R chard Peterson, Self,
Anchor age; Brad Henspeter, Sel f, Copper River; Li sa
Her bert, Executive Director, Geater Fairbanks Chanber of
Comrerce; George Pierce, Self, Kasilof; Cai Porter, Self,

Anchor age; Gene Therriault, Vice President, Resource
Devel opnent and External Affairs, Golden Valley Electric,
Fai r banks; Chuck W eger s, Sel f, Fai r banks; Debor ah

Brollini, Self, Anchorage; Julie Duquette, Self, Fairbanks;
David Owmens, Owens Inspection Services, Palnmer; Chuck
Renfro, Home Buil ders Association, Anchorage; Leigh Skiles,
Sel f, Honmer; Tom Lakosh, Self, Anchorage.

SUMVARY
HB 9 | N- STATE GASLI NE DEVELOPMENT CORP

HB 9 was HEARD and HELD in Commttee for further
consi derati on.

HB 158 KNI K ARM BRI DGE AND TCLL AUTHORI TY

CSHB 158(FIN) was REPORTED out of conmittee with
a "do pass" reconmmendation and with one new zero
fiscal note from the Departnment of Transportation
and Public Facilities.

1: 38: 40 PM

HOUSE BILL NO. 158

"An Act relating to the authority and obligations of
the Knik Arm Bridge and Toll Authority, to bonds of
the authority, and to reserve funds of the authority;
authorizing the state to provide support for certain
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obligations of the authority; relating to taxes and
assessnents on a person that is a party to an
agreenent with the authority; and establishing the
Kni k Arm Crossing fund."

1: 39: 07 PM

Vice-chair Fairclough MOVED to ADOPT proposed conmittee
substitute for HB 158, Wrk Draft 27-LS0431\T (Martin,
3/ 22/ 12) as a working docunent.

Co-Chair Stoltze OBJECTED for purpose of discussion.

JOE M CHEL, STAFF, CO CHAIR STOLTZE, relayed that the
committee substitute (CS) included two changes. The
following |anguage was deleted from the original bill
(Section 1 part of AS 19.75.111(a)):

Monetary obligations incurred by the authority under
the partnership or contract are obligations of the
state and satisfactions of +those obligations from
funds other than authority funds 1is subject to
appropriation.

M. Mchel shared that the additional bill sections had
been renunbered. The second change was on page 4, line 25
where the words "ad valorem taxes on real or personal
property and speci al property tax assessnents" were
inserted followi ng the words "shall be exenpt fromall."

Co-Chair Stoltze WTHDREW his OBJECTION. There being NO
further OBJECTION, it was so ordered.

1:41: 26 PM

REPRESENTATI VE MARK NEUMAN, SPONSOR, presented the bill
relating to bonds and the authority of the Knik Arm Bridge
and Toll Authority (KABATA). He relayed that he had been a
non-voting nenber on the KABATA board for five years. He
believed the state had opportunities noving forward wth
the bridge and that it was part of the critical
infrastructure devel opnent. The bridge would cross the Knik
Arm and would provide access to the potential gas pipeline
term nus, opportunities to nove into western Al aska, gas or
coal reserves, and a potential gas pipeline from Cook Inlet
into the Interior. He stated that the bridge connected many
of the different infrastructure projects together. The
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bridge would also Iink the Port of Anchorage (that received
the majority of freight inported into the state) and Port
MacKenzie (an industrial port with 14 square mles of |and
designated for industry). He stressed that the industry
utilizing Port MacKenzie could help support an instate gas
pipeline, oil and gas storage facilities, a gas to liquids
facility, and other. He communicated that there were
experts available to discuss the issue in depth. He
communi cated the intent to address the state's obligation
in relation to the project; the section had been renoved
fromthe |egislation.

Representati ve Neuman di scussed that a portion of the bill
proposed an increase in the bonding authority from $500
mllion to $600 mllion. He furthered that the bill would
create a reserve fund, but funds were not being requested
currently; work continued to determne how to progress. He
enphasi zed that the project represented an opportunity to
provide incone to the state; within the first ten years the
bri dge was expected to bring in over $1 billion for instate
transportation projects (e.g. ferry, airport, road, or port
projects). He opined that with a drop in throughput in the
Trans- Al aska Pipeline System (TAPS) it was inportant to
diversify the econonmy and |ocate new revenue streans for
the future. He accentuated that the bridge "literally is
free to the state governnment” and would be funded by toll
revenues that would cover nmaintenance for the first 35
years. Additionally, wthin the first 35 years over $10
billion in revenue projects were estimated for the state;
the excess revenue would go through the general fund for
designation by the legislature for transportation projects.
He stressed that the bridge would not cost the state
government noney. He introduced individuals involved in the
proj ect devel opnent.

Co-Chair Stoltze asked several mayors to provide brief
statenents regarding their position on the |egislation.

LARRY DEVILBISS, MYOR MT-SU BCOROUGH, supported the
bridge. He pointed to road and traffic problens in Pal ner
and Wasilla that would need to be addressed by a bridge or
significant inprovements to the denn Hghway; if the
industrial traffic going north could bypass the areas it
would be a huge relief. He enphasized that the economc
elenment in Mat-Su was significant; Port MicKenzie was an
industrial port and a direct connection to Anchorage
provi ded great potential for econom c expansion. He relayed
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that the economic developnment would eventually occur
wi thout the bridge; however, the project would accelerate
the developnent, jobs, and revenue. He reiterated the
bor ough's support for the project.

DELENA JOHNSON, MAYOR, CITY OF PALMER, spoke in support of
the bridge. She explained that all residents from the Mat-
Su Valley drove the road frequently to reach the major
facilities in Anchorage. She opined that it was inportant
to have an alternate route to Anchorage for safety and
popul ati on expansion reasons. She was concerned that
currently there was only one way to reach the valley by
road for energency response vehicles. She encouraged the
commttee to help "make sonet hi ng happen.”

1:51: 06 PM

M. DeVil biss comunicated that Wasilla Myor \Verne
Rupright and the Mayor of Houston were also very supportive
of the project.

Co-Chair Stoltze believed the tw mayors had litigated
agai nst some "forces" in the Gty of Anchorage on behal f of
the project in the past.

Representative Gara noted that approach roads, a tunnel,
and possibly a second bridge were also included in the
project. He wondered what necessary inprovenents would be
made on the Wasilla side of the bridge to get drivers from
the bridge to Wasilla and WIlow He asked about a cost
estimate related to the itens.

M. DeVilbiss answered that the legislature had set aside
$250,000 for the itens the prior year. The "Port to Parks"
project was of "inmmnent" inportance and the goal was to
bypass the traffic heading north around the west side of
Big Lake. Currently the project term nated where the Knik
Goose Bay road turned towards Wasilla. He stated that the
project was not a road to nowhere.

Representative Gara asked about the required length of the
road to WIllow from the bridge drop-off and its estinmated
cost. M. DeVilbiss replied that he did not have a cost
esti mate.
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Co- Chai r Stoltze remar ked t hat t he Depart ment of
Transportation and Public Facilities (DOTl) would be better
equi pped to answer the question.

M. DeVil biss continued that the road would be |less than 30
mles; the rail extension was 32 mles and went to the
port. The bridge included a road conponent of approximtely
11 miles that went considerably away fromthe port.

Representative Gara wondered whether any inprovenents woul d
be required on Knik Goose Bay Road in order to acconmpdate
the bridge. M. DeVilbiss replied that "that's already
scheduled and in the in design process.” He added that DOT
coul d speak better to the question.

Co-Chair Stoltze comrented that the projects were a highway
safety corridor and were irrespective of the Knik bridge
project. He relayed that Representative Neuman had put the
$250, 000 through for an inpact study and to help | ocal
communities plan and be involved in the process.

1:54:52 PM

Representati ve Neuman addressed what woul d happen after the
bridge was built. He explained that if a new road foll owed,
(such as the railroad corridor) it could help reduce
traffic by 25,000 to 30,000 vehicles per day on the d enn
H ghway. He furthered that the state spent $40 nmillion to
$50 mllion every five years on highway rehabilitation,
whi ch could be extended out further if traffic was funnel ed
onto a new road that continued north off of the bridge. He
surm sed that the cost of the road would be substantially
less than the mintenance that would be required on
exi sting roads. He discussed increasing safety and reduci ng
traffic congestion.

DAN SULLI VAN, MAYOR, ANCHORAGE, vocalized support for the
| egislation. He had been a proponent of the bridge for
decades and believed it was tinely for the state to
conplete the project. He discussed that the Port of
Anchorage brought in approxi mately 240,000 containers per
year and that a significant nunber were sent up the highway
to Palmer, Wasilla, Fairbanks, and other; unfortunately,
each of the shipnents had to travel through downtown
Anchor age; t heref ore, reducing the nunber of trucks
traveling through downtown would increase the quality of
life in the city. He opined that a secondary access route
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through the two nost populated areas of the state nade
sense; he pointed to G enn Hi ghway road closures (due to
accidents or other) that resulted in 18,000 to 20,000
peopl e being stranded for up to many hours; tine is noney
and when people were stranded economc loss resulted. He
furthered that there were significant resources north of
Anchorage and access by road, rail, and port provided the
critical infrastructure needed to get the itens to market.

M. Sullivan expounded that Anchorage was running out of
devel opable land. He stated that there were large nunbers
of people noving to the Mat-Su Valley and access to nore
available land for residential and industrial use nade
sense from an economc standpoint. He was a "100 percent
supporter™ of the project. He would prefer that the bridge
was not a toll bridge and believed the state was
responsible for building critical infrastructure that were
essential to the developnental needs of its regions;
however, he was confident that after a nunber of years
there would be an economc benefit to the state from the
tolls that would then help fund projects statew de.

Co-Chair Stoltze asked M. DeVilbiss to confirm that there
was no plan to annex any part of Anchorage. M. DeVilbiss
af firnmed.

2:00: 05 PM

M CHAEL FOSTER, CHAIRMAN, KNICK ARM BRIDGE and TOLL
AUTHORI TY, appreciated the opportunity to testify. He
di scussed that KABATA had been established by I|egislation
in 2003 with a mssion to connect the east and west sides
of the inlet. The property boundary was a bridge structure
of approximately 14,000 feet and 18 mles of connecting
road. He relayed that there had been sonme changes from the
previous bill version offered the prior year and that he
had worked diligently with the governor's office on the
| egislation. He relayed that the bill had three parts. The
first part was the increase of the private activity bond
from $500 million up to $600 mllion. The bond would allow
a private equity and partner to be a conduit for the bond,
the entity would be able to access the bond through the
federal governnent. The limt was currently $600 mllion
and the legislation allowed the limt to be available to a
private partner.
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M. Foster relayed that KABATA was pursuing a public (the
state) and private (private investor) partnership. He
reiterated that the project was a conduit and that the
state had no obligation or risk associated wth the
project; the bill provided a conduit for a private partner
to access cheaper noney; if the noney was cheaper the
state's paynents would be l|less. The second part of the
legislation clarified that the bridge would be part of the
state's transportation system and was therefore not subject
to property tax. The |anguage was to ensure that a private
devel oper would not apply a risk factor that would cost the
state nore noney. The third part of the bill established a
reserve fund. Excess revenue generated by the bridge would
go into the fund. He relayed that according to the project
nodel the reserve fund needed to have approximtely $150
mllion by the tinme the bridge opened; it was the
equivalent to a secured line of credit that showed the
devel oper the state could make its paynments if toll revenue
was not sufficient. He relayed that a secured a line of
credit would lead to cheaper noney and a |ower cost
proposal to the state.

M. Foster infornmed the conmttee that the project had been
approved by the Federal H ghway Adm nistration; it had al so
received a no-jeopardy determnation related to the
endangered Beluga whale species. The entity was currently
working to obtain core and coast guard permts and a letter
of authorization from the National Marine Fisheries
Service. The project was in the right-of-way acquisition
phase; phase 1 on the east side had two residential
properties, a strip-mall, and two business properties; one
of the properties had been acquired and KABATA was in
negotiations to purchase the remaining four. He noted that
sone relocation had been done as part of the right-of-way
acquisition. He relayed that the project was in line wth
the federal highway's right of way process. He noted that
his col |l eague woul d tal k nore extensively about the issue.

M. Foster explained that KABATA was currently in a
solicitation process. The solicitation had received a
substanti al response from six highly qualified firns
(designers, financers, operators, and builders) and the
list had been reduced to three. The wentity and the
governor's office were working on the draft Request for
Proposal (RFP) process; he provided detail on the process.
He expressed that popul ation was the key word. He expl ained
that the bridge was built for the future and not for the
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current popul ation. He stated that population nodels by the
University of Alaska Anchorage Institute of Social and
Econom ¢ Research (I1SER), Departnment of Labor and Workforce
Devel opnent, Wods & Poole, and WIlbur Smth all showed the
sane data for the Mt-Su Borough. He referenced the
Anchorage Metro Area Transportation Solution (AVATS)
Metropolitan Transportation Plan, which showed that the
Mat - Su Borough had approxi mately 90,000 residents in 2010;
nodel s showed that the borough would increase by 118
percent to 190,000 by 2035. He relayed that all of the
popul ati on nodels were very simlar. The sanme nodels showed
that the Eagle River to Eklutna would grow by 74 percent
(from 39,000 to 68,000). He stated that the nodels
indicated that the Anchorage area was running out of room
(the nodels showed 15 percent growth in the Anchorage
"bowl" area). He stressed that the nodels showed the
popul ation growmth would occur with or without a bridge.

2:10: 20 PM

M. Foster highlighted what things would look like in 25
years related to population and traffic growth with no
bridge. Currently at the Eklutna Bridge the average daily
traffic count was 30,000; the daily average had been 15, 000
25 years earlier (the Mat-Su Borough popul ation had been
al nrost half of the current population). He discussed what a
popul ation growh of 119 percent would nean for traffic at
the Eklutna Bridge; the KABATA nodel showed that in 25
years the average daily traffic would be 65,000 vehicles.
For context he explained that in 2010 the average daily
traffic was 52,000 by the weigh station at the H ghland
Bridge in Eagle River; 25 years earlier it had been 39, 000;
projections showed that wthout a bridge the nunber would
go to 110,000. According to a 2008 DOT study, inprovenents
to the denn Hghway would cost $3 billion and would
include 8 traffic lanes to handle the traffic if a bridge
was not built. He stated that the A enn H ghway would sl ow
dowmn without a bridge to handle the population growh. He
did not know whether federal highway noney would be
available to fund the denn H ghway inprovenents; the
state's match would be at least $300 mllion if the federal
nmoney was avail abl e.

M. Foster addressed what no bridge would nean for traffic,
safety, and corridors. The $3 billion in inprovenents did
not include inpacts to Eagle River, Chugiak, Peters Creek

or Eklutna. He pointed to the argunent that the bridge
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would require significant work on the west side of the
inlet and stressed that the state would have to spend nore
nmoney on infrastructure if a bridge was not built. He
enphasi zed that the commute would be closer from Point
MacKenzie than it was from Eagle River. He reiterated that
there was available comercial, industrial, and residential
land in the west. He accentuated that the bridge would be
utilized by traffic in both directions; trucks noving
containers from the Port of Anchorage would utilize the
bridge instead of driving through the city to the denn
H ghway. He observed that the cost to the state wi thout a
bridge was "pretty phenonenal.” The bridge is "private
equity" and it "cost the state nothing." He stated that
there was risk and the state did have "skin in the gane,"
but risk represented reward. The project was a public-
private partnership. The state's risk was related to
whet her there would be sufficient traffic to generate
enough revenue to nmke the annual paynents; the KABATA
nodel showed that there was. He relayed that there was a
choice; without a bridge there was a definite cost and with
a bridge using private equity there was infrastructure that
paid a return back to the state. He expounded that a bridge
woul d create econony.

M. Foster continued to discuss the project. He referenced
a conversation with a Kenai assenbly nenber who had rel ayed
that 47 percent of the Kenai Borough |and was |ocated on
the west side of the inlet and the bridge represented the
first connection to the west side. He detailed that 28
mles fromthe bridge on the west side was a connection to
existing roads. He had met wth the governor and had
comuni cated that the road would be the first true road to
resour ces.

2:18: 04 PM

JEFF OITESON, DI RECTOR, PROGRAM DEVELOPMENT, DEPARTMENT OF
TRANSPORTATI ON  AND PUBLIC FACILITIES (DOT), addressed the
concept of a public-private partnership (P3s), which was
new to the state. He explained that P3s were used globally
in many jurisdictions (e.g. Korea, Australia, New Zeal and,
South Anerica, Europe, British Colunbia, and other). He had
visited an office called Partnership B.C in British
Columbia (B.C.); the purpose of the office was to determ ne
whet her an infrastructure project should be done by P3 (the
default choice was P3). The province wused P3 for
infrastructure, utility projects, hospitals, and all types
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of governnment built construction. He referred to the
avai lability nodel approach, which neant the owner (the
state) was responsible for making the annual bond paynent
if the revenue was not there; B.C. also used the approach
as a default and preferred nethod in conjunction with a P3.
He explained that the approach |owered financial risk and
in turn provided a better financing rate. He addressed why
a P3 would be used if the revenue risk was taken off of the
builder and placed on the owner. He detailed that
Partnership B.C. liked the idea of giving a single entity
responsibility for all parts of a project (i.e. design,
financing, construction, and |ong-term nmaintenance); the
risk involved was placed on the P3. He elaborated that the
"best and brightest"” were brought in from around the gl obe;
he stated that the listed teans represented a "who's who"
of infrastructure. The partnerships were wdely used;
Canada had approxinmately one-tenth of the U S. popul ation

but its dollar volume of P3s was 10 tinmes greater (per
capita Canada was using P3s 100 tines the U S. rate).

M. QOteson pointed to the availability paynent issue that
required sone anmpbunt of state noney backing the bonds to
cover the difference between earnings and the bond paynents
in the early years of the bridge. He relayed that the
concept was not wunusual and that it was used in B.C. He
referred to the Red Dog Mne as an exanple of an
infrastructure project where the state made paynents to a
private investor; state funds to supplenent the mne
revenue after 19 years (it took 19 years for the project to
break even). He believed the project had been very good for
the state and Nenana region.

M. Oteson discussed that the project was the only surface
transportation project in the state that was proposing to
pay for its operating, maintenance, and capital. He
stressed that all other projects that canme before the
committee required the entire capital cost to be funded by
the state. He expounded that the bridge was the only
project that would provide a dividend to the state when
revenues exceeded the paynents in the future; he believed
there was approximately $9 billion in excess revenue
expected that would begin in about 20 years; the funds
would then be available to fund any other surface
transportation projects (ferries, r oads, bri dge, and
transit). He referenced an earlier question about how the
road to WIIlow Houston would be funded. He explained that
if the bridge was not built other roads would need to be
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built in the Mat-Su area to deal with the population. He
relayed that the road cost wuld be determned by
popul ation and not the project. He stressed that popul ation
led to traffic and traffic led to investnment needs. He
enphasi zed that rebuilding costs would be higher to go
around the Parks/d enn | nterchange because the distance was
| onger.

2:24: 29 PM

Representati ve Doogan asked whether M. Oteson currently
worked for the state. M. Oteson replied in the
affirmative.

Representati ve Doogan asked whether the governor supported
the legislation. M. Oteson answered that the governor
supported the project and intended to make a decision on
t he financing nodel once permts had been obtai ned.

Representative Doogan asked for verification that the
governor supported the project but did not want to fund it
wth state dollars at present. M. QOteson responded that
t he governor had not proposed any state funding in the FY
13 capital budget.

Co-Chair Stoltze asked whether the project was currently
waiting on some federal processes. M. Oteson responded
that the project was awaiting permts from the Corps [Arny
Corps of Engineers] and the Coast Guard, which could change
the overall cost due to mtigation or changes in structural
desi gn.

2:25: 37 PM

Representative Gara noted that the commttee had only heard
from supporters of the project and requested that Bob
French be allowed to present his side of the story. He
relayed that M. French had worked on the project for many
years and was the president of the Governnment Hill
Comuni ty Counci | .

Co-Chair Stoltze agreed.
Representative Gara expressed frustration that although the
project had not gone forward, KABATA had engaged in

i mm nent domain and had purchased and made property offers
to residents in CGovernnent Hill; the gas station, mall,
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hotel, and two hones were being purchased so KABATA could
build a tunnel through the area. He asked M. Foster
whether it was premature to spend the noney before the
proj ect had been secured.

M. Foster responded in the negative. He elaborated that
DOT was currently working on the right-of-way acquisition
for the state, which had begun after the state had federa

aut hori zation. The process entailed that the right-of-way
acquisition was to occur during the project design phase

Typically under a P3 nodel the right-of-way was acquired
and established prior to the contract. He corrected that
the infrastructure would be a cut-and-cover tunnel with a
greenbelt on top. He noted that M. Oteson could expound
on the federal highway process.

2:28: 25 PM

M. OQteson explained that the right-of-way stage occurred
after the environnental docunments and record of decision
had been received. He detailed that the record of decision
had a three-year shelf life; the environnental docunent may
need to be redone if a project did not go forward during
the three-year period, which could be tine consum ng and
expensive. He stressed that once a record of decision had
been issued those involved were "under the gun" to execute
the next steps of the project. The right-of-way had been
authorized by the Federal H ghway Adm ni stration. He
enphasi zed the inportance of noving forward and noted that
there were many itens that tended to act as roadblocks to
maj or infrastructure projects.

Vi ce-chair Fairclough inquired whether the right-of-way was
simlar to the one at Lake Ois and Tudor when a notel and
gas station had been renoved prior to the road work. M.
Oteson replied in the affirmative. He relayed that the
properties had been bought by the Minicipality [of
Anchor age] several years in advance of the project.

Representative Gara asked how nuch tinme remained to
purchase the Government Hill property under federal rules.
M. Oteson answered that work would need to begin within
approximately 21 nonths. He reiterated that if the work had
not begun there was risk that the environnental docunent
woul d go stale.
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Representative Gara believed KABATA should have waited for
the legislation to pass prior to "condemming people's
property and businesses in the city's ol dest nei ghborhood."
He pointed to a $600 mllion bonding allowance in the
| egi sl ati on and wondered who was responsible for the noney
if the private party defaulted. M. Foster replied that the
state had no fiscal responsibility for the bond; if the
private developer defaulted the issue was between the
private party and the federal governnent. He reiterated
that the state was only a conduit and had no fiscal
responsibility for the bond.

Representative Gara asked for wverification that if the
private developer defaulted the state would not be held
liable for the noney under any circunstance. M. Foster
responded in the affirmative.

Representative Gara asked for verification that (according
to the original KABATA studies) the tine travel estinmate
would be longer to Palnmer and Wasilla if the bridge and
road upgrades were conpleted than it would be on the denn
H ghway.

M. Foster believed so. He thought there was a point in
Wasilla where there would be a 7 mnute savings if the
bridge were constructed. He referenced his earlier
testinmony that the bridge would provide a tine savings for
future popul ations. He did not expect people in Eagle River
or Wasilla to quit using the @ enn H ghway unless there was
a road cl osure.

Representative Gara pointed to use estinmates that were
relevant to determ ne whether the private party would make
sufficient noney on toll revenue. He surm sed that for many
years to cone with a limted population in the Knik area
nobody would want to spend noney on a toll bridge if they
could drive a highway for free and could get honme at a
simlar time in the Palnmer and Wasilla areas.

2:32:48 PM

M. Foster believed the statenent was fair; however, he
opi ned that businesses would build in the area near the
bridge site if the project went forward. He remarked that a
bridge was not needed if a person did not believe in Al aska
or that its popul ation woul d grow.
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Representative Gara hoped that M. Foster did not nean that
people who disagreed with the plan did not believe in
Al aska. M. Foster replied in the negative. He believed the
popul ation growth would occur and that new infrastructure
was needed.

Representative Gara wondered whether it would be the
state's responsibility to pay for the approach and
departure roads on both sides of the bridge. He pointed to
a previous proposal that would have privately financed the
roads in addition to the bridge. He listed the tunnel from
Government Hill, a bridge from Ingra and Ganble Streets,
roads to Wasilla and WIlow. He wondered what the private
contractor would pay for

M. Foster responded that the cut-and-cover bridge and the
approach roads were covered under phase one of the project.
The Ingra/ Ganble connection wunder phase two was not
included in the existing P3; it may be added at a |ater
tinme. He furthered that the Ingral/ Ganble connection would
not be built until user revenue had been created. Phases
one and two were through KABATA, phase one was through a
contract with KABATA and a private partner; phase two woul d
be paid for with project user fees.

Representative Gara took M. Foster's testinony to be up to
date, but noted that witten plans showed that the
| ngra/ Ganbl e connection would be built ten years after the
bridge. He asked for the total cost to public entities for
roads to Wasilla and WIlow, Knik Goose Bay Road upgrades,
and roads on the Anchorage side.

M. Oteson addressed each road individually. He explained
that the Knik Goose Bay Road needed to be w dened due to
current traffic. He noted that environnmental docunments for
t he work were underway.

Co-Chair Stoltze asked for discussion to focus on projects
that were currently in the Statewide Transportation
| mprovenrent Program (STIP) to accurately reflect costs.

M. Qteson did not have an exact cost estimate. He
di scussed that there were a couple of possibilities for the
alignment of the connection to the Big Lake and Houston
areas. There was a right-of-way along the new rail
alignnent that had been nmde available by the borough; he
noted it would be a huge cost savings to have the right-of-
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way already available. Projects would be driven based on
how soon they were needed. He relayed that initially Vine
Street would be used, which bypassed congested areas of
Wasilla and the Kni k Goose Bay Road.

2:38: 11 PM

M. Oteson furthered that as the bridge generated traffic
it would generate enough revenue to begin to pay for the
addi tional inprovenents. He detailed that the timng of the
| ngra/ Ganbl e connection would be determ ned by the pace of
traffic growh; it could be in 8 years, 12 years, or other.

Representative Gara noted that he had not received an
answer related to the cost estinate.

Co-Chair Stoltze explained that the projects were al
ongoing and he believed that the answer would only be a
specul ation. He asked M. Oteson if the assessnent was
fair.

M. Oteson agreed. He added that many of the roads would
be needed regardl ess of the bridge.

Representative Gara doubted a highway was needed from
Wllowto Knik in the absence of a bridge.

Co-Chair Stoltze remarked that there was a rail spur and
encouraged comittee nenbers to drive out to look at it.

2:39: 50 PM

Representative Costello asked how inportant it was for the
bridge to self-finance its operations, maintenance, and
capital costs.

M. Oteson replied that the project would bring its own
noney to the table, would solve a transportation need
bet ween Mat-Su and Anchorage, and woul d be funded by a non-
state or non-federal source. He expounded that the bridge
would allow noney to be spent elsewhere in the state. He
added that the project would self-fund operating costs for
the life of the P3, which always constrai ned projects.

Representative Costello asked whether there were exanples

of the state backing bonds on private investors in relation
to transportation in Alaska. M. Oteson was not aware of
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any apart fromthe Red Dog Mne. He believed that the fact
that Red Dog had required state support of the bonds for
close to 20 years was a good exanpl e.

Representative Costello asked which other projects the
state would look at and how they would be financed if
KABATA did not go forward.

M. Oteson responded that it would be necessary to w den
the denn and Parks H ghways sooner. He believed that the
wi dening would occur with or wthout the bridge due to
popul ation growh in WMt-Su. He furthered that even
postponing the w dening would allow other projects to go
forward across the state. He believed that the ability to
postpone the wdening for 5 or 10 vyears would be a
"powerful benefit" for Al askans.

Representative Costello enquired whether assunptions had
been built into the projections that related to pipeline
t hroughput. She pointed to ISER s research on the Al aska
econony and that one out of three jobs was related to one
i ndustry. M. Qteson did not have the information.

2:42:40 PM

Representative Cuttenberg asked about the foundation for
the legal justification that the state would not be
responsi ble for debt if the private entity defaulted.

M. Foster answered that the private activity bonds were a
conduit. The private partner would apply for the bonds from
the federal government and the activity did not fall under
the state's books. He furthered that in the event of a
private partner default, the state (as the owner) would
have a conmtnent to make paynents, but the liabilities of
the private partner would not conme back to the state.

JEFF STARK, CHI EF ASSI| STANT ATTORNEY GENERAL
TRANSPORTATI ON SECTI ON, DEPARTMENT OF LAW el aborated that
the protection was in the type of bond sold; private
activity bonds were a relatively comon form of financing
and the protection was in the docunentation included in the
bond sale. He discussed 2003 legislation that had given
KABATA the authority to sell up to $500 million in bonds;
the current bill increased the authority by 20 percent to
$600 mllion. The legislation did not limt the type of
bonds that would be sold; theoretically if the P3 structure
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fell apart, KABATA would have the legal authority to sell
bonds that it would be responsible for; however, KABATA s
current focus was on requiring a private devel oper to raise
all of the financing. The entity would have the ability to
secure the financing of its choice (i.e. through a bank or
other) and the state would have no invol venent. He detailed
that private activity bonds issued by a state entity were
free from federal incone taxes; therefore, the rate and
deal for the state were nuch better. The state would issue
the bonds, but under the terns of the bonds it would have
no obligation to pay them the sole obligation would fall
to the private developer. He furthered that the state's
only obligation would be the availability paynents to the
devel oper. He detailed that if the devel oper defaulted on
the bonds, the bond investors would have a claim against
t he devel oper, but not the state. He explained that if the
state defaulted on its paynents to the devel oper, the bond
hol ders would have no right against the state; the
devel opers would have the right to pursue the state. He
reiterated that the financing technique was conmon and was
not uni que to Al aska.

Representative QGuttenberg comrunicated that he was al ways
concerned when states were conpared because each state has
different |aws.

2:48: 22 PM

Representative Doogan asked whether the information
provided by M. Stark represented a settled matter of |aw
M. Stark responded in the affirmative. He detailed that
the types of bonds were issued on a regular basis and the
public entity did not have a liability if they were sold as
private activity bonds.

Representative Doogan queried whether the issue had been
litigated and that courts had agreed with the assessnent
provided. M. Stark replied that he did not know the
answer. He stressed that it was his firm understanding from
talking to innunmerable lawers and financial experts that
the technique was common and that there was no liability
[to the public entity].

Representati ve Doogan requested any information on whether

or not the issue had been litigated. He wanted to know
whet her the issue was a settled matter of |law, an econom c
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assunption, or other. M. Stark would follow up with the
i nformati on.

Representative Gara queried earlier testinony that the
state would be |iable for obligation paynents.

M. Stark answered that KABATA would enter into a contract
with a private developer under a public-private agreenent
(PPA); the agreenent would require KABATA to meke quarterly
or nonthly availability paynments to the private devel oper
once the bridge was in use. He clarified his earlier
testinmony that the paynents would be KABATA' s (and not the
state's) only obligation. He explained that if the private
devel oper chose to issue public activity bonds, the bonds
woul d be issued by KABATA, but only the private devel oper
woul d have an obligation to pay the bonds. The bond hol ders
would have no claim or Jlawsuit against KABATA if the
private entity defaulted on paynents. He added that if
KABATA failed to pay the developer [the availability
paynments] the private developer <could sue KABATA He
summarized that there was one contractual relationship
bet ween KABATA and the devel oper and a separate contractua
rel ati onship between the devel oper and the bond hol ders.

2:51:54 PM

BOB FRENCH, CHAI RVAN, GOVERNMENT HILL COVMUNITY COUNCI L,
clarified that his testinony was on behalf of hinself. He
stated that although the renoval of |anguage that would
have made any obligations of KABATA into obligations of the
state may have made the bill nore palatable, it was
important |ook at what KABATA had prom sed the federal
governnment and the prospective P3 partners. He read from
KABATA's pro forma that had been included in its TIGER
[ Transportation Investnent Generating Econonmic Recovery]
grant application (page 8) related to the $150 nillion

reserve fund proposed under the legislation: "If the ending
bal ance falls below $50 mllion the state w Il replenish
the account back to $50 mllion." He encouraged the
committee to look at the entity's next |oan application to
determ ne whether the information was still included. He
believed that KABATA would probably give assurance of the
state guar ant ee even i f | anguage maki ng KABATA' s

obligations into obligations of the state was renoved.

M. French stated that it was clear that the full faith and
credit of the state was still being pledged if the bonds
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were issued through a state agency. He conmunicated that
the obligation of the state was to nmake availability
paynments to the devel oper. He continued that KABATA' s pro
formas showed that the availability paynents totaled $2.98
billion over the life of the project; the paynents were
intended to be paid for with tolls; however, they would be
paid by the state if tolls were not sufficient. He stated
t hat data disputed the accuracy of future traffic
estimates. Two separate traffic projections done for DOT
showed traffic counts of approximately half of those
predi cted by KABATA, the forecasts had been conducted for
the nost recent Anchorage MIP [Metropolitan Transportation
Plan] and Mat-Su LRTP [Long Range Transportation Plan]. He
noted that DOT had not released the Mat-Su information
despite multiple requests; the council had filed a public
records act in an effort to obtain the information. He
stated that having half of the traffic prediction cone to
fruition would be nore accurate than 12 other nationw de
toll project projections that KABATA's traffic consultants
Wl bur Smith Associates had nade. He referred to an exposé
that had been released in January 2012 showi ng that WI bur
Smth's projections were 2.27 times greater than the actual
traffic in the first five years of operation.

M. French related that two toll roads WIlbur Smth had
provi ded projections for (one in South Carolina and one in
California) had gone bankrupt; two others had been forced
into changes in ownership and/or debt restructuring. He
referred to a KABATA graph (copy on file); the green line
showed a projection that toll revenues would significantly
exceed cost. He explained that if only half of the traffic
showed up, the cost (red line) would be below the revenue
line for the entire life of the project. He discussed that
in a 2011 traffic and revenue forecast for a traffic zone
on the Mat-Su side of the bridge, WIbur Smth predicted
13,828 new jobs for 2035, which was 1,000 jobs less than
the entire enploynent in the Mat-Su Borough in 2009. The
nunber was also 673 jobs nore than there were in the Kena

Peni nsul a and 3,000 jobs nore than there were in Juneau. He
noted that in 2007 WIlbur Smth had predicted 6,740 jobs
for the sane areas for the sane tine period. He addressed
what had changed between 2007 and 2011. He explained that
in 2007 KABATA had a population estinmate for WMat-Su of
approximately 250,000 and in 2011 the estimte had gone
down to 200, 000. He believed the entity had to boost its
traffic projections sonehow and that it |ooked |ike KABATA
was trying to show that there were additional jobs in Point
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Mackenzie that would create traffic going both directions
on the bridge. He stated that the nunbers were not
conpatible with the 14 square mle industrial zone that
Representative Neuman had discussed. He stressed that the
i ndustrial zone would not support the high job nunber.

M. French referred to a real cost paper that showed an
average annual shortfall of $55 million. He enphasized that
it was inportant to note that the $55 million would cone
fromthe state in order to nake the availability paynents.
He surmsed that there would be a nunber of necessary
statewi de projects that would not have funding if the state
had to fund the availability paynents. He referenced a
Legi sl ative Budget and Audit Commttee (LB&A) audit that
was underway and opined that it was worthwhile to wait for
its conpletion. He thought it was a good idea to review the
accuracy of the population and toll nunbers that KABATA
used for its financial plan. He also believed LB&A should
conduct an audit of past spending and predicted future
spending to determ ne whether KABATA' s projected rate of
return made sense. He opined that LB&A should make a
recomrendation on whether further state investnent was
justified. He noted that in KABATA s absence, there were
currently approximately $58 million in transportation funds
t hat could be used for ot her federally eligible
transportation projects throughout the state; he pointed to
alternatives (e.g. bridge upgrades over Eagle River
estimated at $60 mllion).

3: 00: 58 PM

Representative Neuman asked whether M. French had any
credentials or background in traffic studies or if he was
an engineer. M. French answered that he is a professiona
engi neer, but not a traffic engineer.

Vi ce-chair Fairclough thanked M. French for his testinony
and participation in conmunity council. She was curious
about the $55 mllion shortfall that would occur if the
traffic did not show up. She asked about the formula that
had been used to determ ne the nunber.

M. French replied that the fornula was fairly conplicated

and had been devel oped by Jam e Kenworthy. He deferred the
guestion to M. Kenworthy.
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Vi ce-chair Fairclough asked for detail regarding the nunber

just under $3 billion if no tolls were collected. M.
French answered that KABATA' s 2011 pro fornma showed that
the availability paynents would be $2.98 billion over the

life of the P3 process.

Representative Gara asked how the state would be on the
hook for availability payments if the tolls did not match
the cost to the contractor. M. French believed that the
avai lability paynents were the obligation that the state
said would happen. He equated the paynents to having a
guaranteed incone when applying for a honme I|oan. He
detailed that paynents would be nmade to the devel oper and
t he devel oper would acquire the private activity bonds for
fi nanci ng.

Representative Gara queried where the state's |ega
obligation to make the availability paynents was |ocated in
the legislation. M. French deferred the question to M.
Stark.

3:04: 38 PM

LYN CARDEN, WASILLA, EXECUTIVE DI RECTOR, WASILLA CHAMBER OF
COMVERCE (via teleconference), spoke in support of the
bill. She stated that the project would support Wasilla's
expandi ng popul ati on and econony and would provide |jobs,
housing, and reliable transportation across the state. She
relayed that Port MacKenzie was a strategic port designed
to export bulk comodities (e.g. base and rare earth
m neral ores, coal, wood chips, and gravel); the port was
also utilized to inport materials (e.g. cenent and steel
pi pe). The project would support freight handling capacity,
mobi lity, and inproved regional oper ati ons; t her eby
supporting airport, mlitary, and consuner needs while
inmproving safety for Southcentral residents through an
alternate north-south enmergency response and disaster
evacuation route. She furthered that the project would
support a transportation infrastructure for existing and
projected population and economic growh statew de. She
believed that the bridge would foster econom c devel opnent
at Port MacKenzie on the west side of Cook Inlet. She
explained that port's industrial district had over 8,000
avai | abl e acres for future econom c devel opnent expansi on.

Ms. Carden relayed that additional projects (including the
Port MacKenzie rail extension) were currently underway to
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take advantage of the port's "strategic" |ocation. She
opined that the bridge would provide a unique opportunity
for Alaska to expand its econony. She urged the commttee
to pass the | egislation.

PETE MJULCAHY, PRESI DENT, CHUG AK AND EAGLE RI VER CHAMBER OF
COMVERCE (via teleconference), voiced support of the bil
on behalf of the chanber. He discussed that the chanber was
focused on projects that would increase the econom c health
and vitality of the Jlocal comunity and Al aska. He
addressed the inportance of appropriate infrastructure that
woul d support the devel opnent of resources. He relayed that
the board had not nmade a final approval of the KABATA
project; its last resolution had been in 2001 that
supported the project's fact finding phase. The chanber
understood that there were sone fiscal concerns, but noted
that it had consensus on several of the aspects related to
KABATA. He relayed that the chanber had al ways agreed that
the creation of a beltway road system would ease pressure
on the G enn H ghway and would provide a second access in
and out of Anchorage. He stated that transportation
infrastructure needed to nove forward with large resource
devel opnent projects was not in place. He stressed that the
projects would demand nuch greater capacity than what
currently existed. The chanber believed that the bridge
would solve multiple problens that would benefit the
Chugi ak/ Eagle River area including increased economc
activity and solving the congestion issues on the denn
H ghway.

M. Ml cahy understood and liked that the bill provided a
funding franmework and state oversight of the project. The
chanber liked that the bill clarified the process of the

public-private partnership. He relayed that the issue was
on the March 2012 board neeting agenda; the board would
di scuss a resolution at that tine.

3:11: 02 PM

AVES  THOWPSON, EXECUTI VE DI RECTCR, ALASKA  TRUCKI NG
ASSCCI ATION (ATA) (via teleconference), vocalized support
for the bill. The ATA saw the Knik Arm crossing as a vita

link in the state's future transportation network that
woul d provide an alternative route to and from the Port of
Anchorage for northbound freight and would inprove the
ability to safely and efficiently nove freight on the road
system He believed the project represented a once in a
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generation opportunity to build on t he state's
transportation system He urged the passage of the
| egi sl ati on.

DARCI E  SALMON, ASSEMBLY  MEMBER, MAT-SU BOROUGH (via
t el econference), voiced support for the bill on behalf of
hi msel f. He relayed that when Port MacKenzie had been built
there had been discussion that it would increase economc
activity to justify the Knik Arm Bridge. He stated that he
had been working on the issue for over 25 years. He |ikened
Poi nt Mackenzie to the fulcrum of a teeter-totter wth
Fai rbanks, the Interior, and resources on one end and
Anchorage and the workforce on the other end; he pointed to
the "natural ebb and flow of economc activity" that the
anal ogy depicted. He communicated that the project had been
titled a "360 degree econonmic transportation corridor™ to
create a cyclical flow He pointed to the new prison in the
area that would create jobs. He believed a new city would
be created in the future in Point McKenzie; he discussed
that the conbination of the Point MicKenzie Port, Anchorage
Port, rail spur, Knik Arm Bridge, |abor force, and natura
resources would result in progress, opportunity, and
prosperity. Additionally, he believed there would be a
pipeline to Point MicKenzie in the future. He opined that
the benefits outwei ghed the negatives. He stressed that the
bridge, rail, and port brought together 500,000 Al askans
economcally. He reiterated his "ardent" support for the
proj ect .

3:17: 22 PM

JAMES KENWORTHY, SELF, ANCHORACE (via teleconference),
relayed that his total bridge deficit estimate was $2.5
billion or $55 mnmllion per year wuntil 2035. He had
determ ned the nunber based on three calculations. First,
he pointed to the 2011 KABATA pro forma done by Citigroup
(page 7) that showed $4.5 billion in cunulative tol

revenue to 2050; he estimated that the nunber would be half
of the $4.5 billion. He elaborated that when CH2M Hi Il had
nodel ed the | SER denographic data it included 17,700 trips
crossing the bridge in 2035 as opposed to KABATA s 36, 000
trips (the KABATA figure was 103 percent higher). Second,
he shared that the fornmer Cl A econom st who tracked W/ bur
Smth's national projects reported that the conpany had a
118 percent over-estimation error rate. Third, he addressed
a land conflict issue at Point MacKenzie, which he believed
was appropriately zoned for industrial and manufacturing;
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however, the KABATA data showed $1.7 mllion square feet of
retail at Point MacKenzie, which he thought conflicted with
the industrial plan. He opined that the degree of retai
would not work next to coal processing and Liquid to
Natural Gas (LNG plants.

M. Kenworthy summarized that his toll revenue estimate was
$2.3 billion; he believed that KABATA would not receive a
$308 mllion federal TIFIA [Transportation Infrastructure
Finance and Innovation Act] loan it had been turned down
for in 2007, 2010, and 2011 (the |loan was included on page
1 of KABATA's financial plan); and that he had reduced
KABATA' s estimate of the return on investnent the devel oper
woul d receive from 12 percent to 10 percent, which would
add $150 mllion back in. He pointed to page 1 of the pro
forma and noted that KABATA was counting on $79 mllion of
equity going in, but the devel oper was projected to get a
net cash flow (page 5) of $920 mllion going out. He
wondered why the state with a AA credit rating (that could
borrow long at less than 4 percent) would pay a devel oper
10 or 12 percent to finance the project. He referred to the
commttee's questions related to what would occur if the
devel oper defaulted and advised that a better focus would
be on the state's ability to nake the annual availability
paynments, which totaled $3 billion (page 4). He believed
that the focus should be on the toll shortfall and opined
that it would suck noney out of the transportation budget.

Co- Chai r Thomas asked whet her M. Kenwor t hy was
representing hinself. M. Kenworthy responded in the
affirmative. He provided his credentials. He was the fornmer
director of the Al aska Science and Technol ogy Foundati on,
had read business plans for a living for 30 years, and was
a private investor.

Representative Gara asked how the state would becone |iable
for the availability paynents. He wondered whether the
state had signed a contract related to the paynents.

M. Kenworthy responded that the contract would presunably
be signed after KABATA conducted a request for proposal
(RFP). The contract would not pledge a direct state credit.
Like a Al aska Industrial Devel opnent and Export Authority
(AIDEA) or a Alaska Housing Finance Corporation (AHFC)
bond, KABATA would be on the hook to nake the annual
availability paynent that was estimated at $3 billion. He
noted that the appropriate question was what would happen
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if the toll revenue shortfall occurred and the state had to
appropriate $55 million per year to nake up the noney. He
i kened the situation to what would occur if AIDEA or AHFC
did not make paynents on their bonds. He noted that the
agency bonds clearly indicated that the purchase of the
bonds was not a direct obligation to the state; however, he
believed there was a noral obligation to the state as it
woul d i npact the state's credit rating.

3:23:48 PM

BEN NORTHEY, PRESIDENT, COLASKA INC., spoke in support of
the bill. He stressed that it was tinme to build the bridge.
He had worked in the infrastructure industry for 30 years
and wanted to be able to travel safely to the WMat-Su
Valley. He quoted a slogan that "Anchorage is only 15
m nutes fromthe true Al aska."

ROBERT DUN, ENG NEER, COLASKA INC., urged support for the
bill. He stated that there would be a population increase
in the Anchorage and Mat-Su areas. He opined that it made
sense to have the population growh as close to the center
of Anchorage as possible and believed the closest area was
directly across the Knik Arm He discussed that alternative
areas for developnent were to increase population in Eagle
River and in Wasilla. He enphasized that there was no zero
cost alternative to the bridge. He stated that the failure
to perform long-term planning could be painful (as
experienced in the effort to connect the denn and Seward
H ghways); the project was stuck because there was no
right-of-way in the area. He believed that the problens
woul d only be exacerbated by tine and further devel opnent
in the Governnent Hill area. He encouraged the commttee to
view the bridge as an investnent for the future and in the
short-term health of the state. He related that the project
construction tineline was parallel to the tine that there
woul d be a decrease in federal highway funding. He surm sed
that from a jobs perspective that the future |ooked bl eak
w thout the bridge. He stressed that the benefits that the
bridge would bring to the state would be provided by
funding fromprivate investnent.

Representative Gara asked whether the state or KABATA' s
obligation to make the availability paynments in the event
of toll revenue deficits would be included in contract. M.
Dun replied that Colaska Inc. was on the technical side and
coul d not answer the question.
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3:28:50 PM

Ki rk Zer kel , Pr oj ect Manager , Al aska Interstate
Construction, voiced his support for the project. He stated
that the Dbridge would provide thousands of valuable
construction jobs and would be funded by the user. He
believed that the project wuld eventually create a
surplus, which could fund other statew de projects thereby
providing for ongoing jobs. He stressed that the project
woul d provide invaluable training and expertise needed for
Al aska's future. He comunicated that the bridge would free
up qual ity | and for residential, comer ci al , and
recreational purposes in Mit-Su; he opined that the itens
woul d increase the quality of life and decrease the cost of
l[iving in Anchorage. He expounded that the bridge would
ease congestion of large truck traffic through downtown
Anchorage and would decrease traffic along the denn
H ghway, thereby decreasing the safety hazards in the
areas. The project would decrease the burden of record gas
prices facing Al askans. He enphasized that the project was
for future Alaskans and urged the legislature to help
continue to grow and develop the state to provide for
future jobs and comer ce.

3:31: 33 PM

DOUG SM TH, PRESI DENT and CEO, LITTLE RED SERVI CES, spoke
in support of the bill on behalf of the Aliance [Al aska
Support Industry Alliance]. He noted that there were
several gates left in the process and that the passage of
the bill did not nmean the state was conmitted to build the
bridge or to make up the difference in tolls before the
coommercial terns were known. The Alliance felt that the
bridge was so inportant to the state that it would warrant
building it without a toll. He relayed that the Alliance
did not see the risk as a reason not to go forward with the
project; if the state had to nmake up a slight difference in
avai lability paynents the investnent |evel was |ower than
would be required wthout private participation. He
di scussed Alaska's bright future. He believed that OQuter
Conti nental Shelf resource devel opnent would happen in the
future. He had participated in construction in Al aska for
years, sone of which would not have been possible wthout
Al DEA investnent. He believed that the types of projects
br ought opportunities but t he overal | val ue was
significant. The industrial zone that would be created by
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the bridge would help support fabrication and |arge nodul e
devel opnment to support offshore drilling. He pointed to
| andl ocked areas that had no way to expand in Anchorage and
opined that a better footprint was needed to participate
fully in devel opment for Al aska's future.

Co- Chair Thomas CLOSED public testinony.

3:35: 08 PM

Representative Gara asked for KABATA to confirm where the
potential state liability came from

M. Foster clarified that the availability paynment was not
on top of a return on investnent. He explained that the
avai lability paynent was like a |ease paynent; a return on
investnment was not guaranteed. Under the PPA the private
partner was responsible for financing, designing, building,
operating, and collecting tolls for 35 years; in turn the
state paid the developer an availability paynent (also
known as a |ease paynent). He elaborated that the state's
obligation was to nmake the paynent to a private devel oper.
From the tine the devel oper began spending the $700 mllion
to $800 million it was approximately four or five years
before the developer would receive the first paynent;
avai lability paynments would not be made until the bridge
opened for use. He relayed that the total paynment woul d be
approximately $3 billion; he equated it to a house paynent
- paynents needed to be made or the owner would default

The state would be in default if paynents to the devel oper
were not nade. He reiterated that the nodel was not tied to

return on investnent or toll shortfall; the state would
still be required to nake the paynent in the absence of
traffic. He furthered that KABATA s nodel showed that there
woul d be enough toll in the long-termto nmake the paynents;

however, in the beginning there would be a shortfall.

Representative Gara queried whether the state's liability
would be $1.5 billion if tolls fell short of construction
by that anount. M. Foster answered that the state would
make up the difference if the tolls fell short. The state
woul d have to invest approximately $100 million in capita
if it chose to build the bridge itself using the federa
hi ghway nodel that provided matching funds; the state would
also be responsible for the ongoing nmaintenance and
operation of the facility, including the toll collection if
appl i cable. Wien conparing a state built project with a P3
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nodel it was necessary to | ook at apples to apples; if the
traffic was short and a deficit resulted the state would be
required to pay; if the state built the bridge itself it
woul d be responsible for a portion of the project. He had
troubl e understandi ng how peopl e coul d expect the devel oper
to invest over $1 billion, but did not want the state to be
obligated to make paynents. One could argue whether there
woul d be enough toll revenue to nmake the paynents, but the
obligation of the state was to pay the developer for its
i nvestnment in the project.

3:40: 50 PM

Vi ce-chair Fairclough asked whether there was an estinmate
for the annual paynent.

M. Foster referred to a KABATA graph and answered that the
paynent cost built over tine. He relayed that the graph
showed a shortfall for the first seven years of operation

the proposed reserve fund would nmake wup the initial
shortfall. The t ot al availability paynment equal ed
approximately $3 billion over 35 years. He pointed out that
the contract would contain a termnation for convenience
cl ause, which would allow the state to termnate at any
point; if the state decided it wanted to own the project
the total exposure was roughly $1 billion. He |ikened the
purchase to a home purchase and explained that the
principle would go down annually after the initial $1
billion paynent.

Vi ce-chair Fairclough asked for verification that the terns
to be negotiated would fall under a 30 year contract. M.
Foster answered that the contract would be 35 years.

Vi ce-chair Fairclough asked for a copy of the KABATA pro
forma that had been generated by Ctigroup. M. Foster
replied that it could be provided to comittee nenbers.

Vi ce-chair Fairclough asked for an explanation on the | oan
that KABATA had applied for. M. Foster responded that
TIFIA [Transportation Infrastructure Finance and |nnovation
Act] was part of the federal highway program and provided
| ow cost financing for infrastructure projects. I n
reference to earlier testinony he explained that a TICGER
grant was another part of the mmjor projects or TIFIA
program for federal highways. The TIFIA was funded through
Congress and was a |everaging of noney at a 10-to-1 ratio.
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He believed Alaska received up to tw TIGER grant
applications in the prior DOT submittal. He el aborated that
the grants were a process; his team had net wth the
adm nistrators of the program in Decenber 2011. He
expl ained that every time KABATA had applied for the |oan
in the past it had expected to be turned down because the
project had not been ready (right-of-way and procurenent
had not been achieved and permts were still needed). He
expounded that as the project matured it got "closer and
closer to that TIFIA gate"; the process was conpetitive. He
rel ayed that KABATA felt positive about its current TIFIA
application and that the legislation helped it get closer
to obtaining the loan. He relayed that in terns of |ow cost
financing, TIFIA was worth approximtely $300 mllion to
private partners; if the loan was obtained it would | ower
the cost of the availability paynents and the obligation of
the state.

Vice-chair Fairclough asked whether KABATA had been
provi ded feedback when its grant applications had been
rejected. She wondered whether feedback had given the
entity a better outlook on the possibility of acquiring the
fi nanci ng.

M. Foster responded in the affirmative. He relayed that
KABATA al ways asked to know what it was mssing from the
appl i cation. He added that a current U. S Senat e
transportation bill included approximately $1 billion for
TIFI A, which would increase the avail able pool of noney. He
had net with U S. Departnment of Transportation Secretary
LaHood twice on TIFIA;, at the prior neeting KABATA had been
told that the project was mature and was the type of
project the admnistration |ooked for (i.e. toll type and
private investnment projects). He felt confident about the
KABATA team and that the project would be at the top of the
list if the TIFI A noney was be avail abl e.

Vi ce-chair Fairclough discussed the need to nanage nega
projects carefully due to their susceptibility to exceed
their original cost. She asked whether KABATA was | ooking
at the lowest cost bid or whether it had a way to ensure
that quality individuals were managi ng the project.

M. Foster answered that the issue had been included in
KABATA' s statenent of qualifications. He expounded that six
firmse had submitted applications and through a rigorous
review process, three had been selected. He furthered that
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all three were quality firns made up of local, national,
and i nt ernati onal firnms (i ncluding engi neeri ng,
construction, and operation firns). He reiterated earlier
testinmony that responsibility of the private partner was to
finance, design, build, and operate the bridge; project
cost overruns would not be the state's liability. The
state's conm t nent to the devel oper would be the
availability paynents. He detailed that the expansive
contract included penalties for itens such as clearing snow
too slowy, lane closures, failure to collect tolls, and
other, all of which were the responsibility of the private
partner. Through DOL the state had been diligent in making
sure its liabilities were protected; therefore, it did not
have lTability for construction, oper at i ons, and
mai nt enance overruns. He hoped the devel oper and the state
woul d both make noney. He opined that a good partnership
was one in which both parties did well; both parties would
have their own risk and returns.

3:50: 14 PM

Co-Chair Thomas asked whether there was sonmeone from
Legi sl ative Legal present.

Representati ve Doogan pointed to page 2, line 29 of the
| egislation that read "deposits nade into the reserve fund
establ i shed under this section nust include"” and provided a
list of sources; one source was noney that the |egislature
had appropriated for "that purpose.” He had never seen the
| anguage "nust include"” and asked for an expl anati on.

M. Stark explained that the intent was to create security
for the developer. He furthered that the devel oper would
enter into the agreenment wth KABATA, which would describe
the developer's responsibility in great detail (the
agreenent was approximtely 1,000 pages). The devel oper
woul d be responsible for building and financing the project
and would have to put 10 percent of its own noney in; it
would be on the hook for over $700 million and would be
required to operate and nmaintain the bridge for 35 years

He related that KABATA's only responsibility was to make
the availability paynments. The l|legislation was intended to
create a level of certainty for the developer that the
nmoney would be there. The legislation and the PPA both
i ncluded an obligation for KABATA to place the toll revenue
into a reserve account to be held as security for the
paynents owed to the developer. In the event of a revenue
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shortfall, KABATA would need to request funds from the
| egislature to fund the reserve account. He reiterated that
the design was intended to lower the risk to the devel oper
and investors and to reduce the cost of the devel oper,
whi ch woul d reduce the cost to KABATA.

Representative Doogan was concerned about the bill's
prescriptive |anguage that required the state to pay noney
that the legislature would appropriate for the purpose. M.
Stark clarified that the purpose was for the nobney to go
into the reserve account.

Represent ati ve Doogan understood what the |anguage was for;
however, he Dbelieved it read that the state would be
required to put noney in the reserve account. He opined
that the wording should be revised if it was not the
i ntent.

M. Stark replied that he did not believe the |I|anguage
meant that the |egislature nust appropriate noney. Section
5(1) included | anguage that the KABATA chair would cone to
the legislature or governor in the event of a shortfall in
revenue. The section provided that the legislature "may
appropriate to the authority the anmount certified by the
chair of the board that is needed to restore a reserve fund
to the reserve fund requirenment.” He expounded that the
obligation of the legislature was a "may"; there was no
|l egal obligation to appropriate the funds. He clarified
that the funds nmust go into the reserve account if the
funds were appropri ated.

Representati ve Doogan wondered why the |anguage did not
read "may." M. Stark answered that the funds nust go into
the reserve fund if the funds were appropriated; if the
funds were not appropriated they would not.

Representative Doogan surmised that the |[|anguage should
read "may include” rather than "nmust include" as it related
to the establishnent of a reserve fund. M. Stark clarified
that the intent was to provide certainty to assure the
devel oper that the noney would be avail able; the stronger
the |anguage, the nore assurance was provided to the
devel oper, which nmeant cost would be | ower to KABATA

Representative Doogan believed M. Stark's explanation

conflicted itself. He thought M. Stark had said that the
| anguage required the legislature to appropriate noney into
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the reserve fund and that he had previously indicated that
it "may" put the noney in the reserve fund. M. Stark
responded in the negative.

Vice-chair Fairclough clarified that the state may choose
to appropriate the noney; however, once KABATA received the
nmoney could not put it into any account but the reserve
f und.

Representati ve Neuman MOVED to report CSHB 158(FIN) out of
committee W th i ndi vi dual recommendat i ons and t he
acconpanyi ng fiscal note.

Representative Gara OBJECTED for discussion. He had been
surprised that |anguage namng the state liable for a
shortfall if toll revenue did not cover the cost of
operation and construction; however, he had |earned that
the requirement would be included in the contract. He
appreciated M. French's explanation of the state's
liability related to the availability paynent. He di scussed
that in a free enterprise system conpanies were free to
take risk, but he opined that it was no |longer free
enterprise when the governnent guaranteed that a conpany
woul d not |ose any noney. He had initially thought the bill
had been substantially changed from the prior version, but
he believed that was not the case; the state's obligation
to pay for shortfalls that could be $1.5 billion was
included in the contract. He was unhappy that a straight
forward answer had not been provided by KABATA. He rel ayed
that he would vote against the bill on the House fl oor.

Representative Gara W THDREW hi s OBJECTI ON

Representati ve Doogan OBJECTED for discussion. He did not
believe in the concept that putting nore nobney into a
proj ect woul d guarantee success; he pointed to a fish plant
in his district that had failed despite a $50 mllion
investment by the state. He listed additional itens the
state had invested in that had failed including, a Point
MacKenzie mlk facility, grain termnals, and other. He
stressed that he could not vote for sonething of that
nature. He referenced a saying "fool ne once, shane on ne.
Fool me twi ce, shanme on you"; he had been fool ed before and
did not believe that the current argunent was either the
"best job that's been done or the nobst conpelling job
that's been done."
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Representati ve Doogan W THDREW his OBJECTION. There being
NO further OBJECTION, it was so ordered.

CSHB 158(FIN) was REPORTED out of conmittee with a "do
pass"” recommendation and with one new zero fiscal note from
t he Departnent of Transportation and Public Facilities.

4:04: 46 PM
RECESSED

5:12:33 PM
RECONVENED

HOUSE BILL NO. 9

"An  Act requiring the Joint In-State Gasline
Devel opnent Team to report to the legislature
recommended changes to state law that are required to
enable or facilitate the design, financing, and
construction of an in-state natural gas pipeline so
that the in- state natural gas pipeline is operational
before 2016; and providing for an effective date."

Co- Chai r Stoltze asked for a brief recap of t he
| egi sl ati on.

REPRESENTATI VE M KE HAWKER, CO SPONSOR, briefly explained
the bill. He relayed that Representative M ke Chenault was
the prine sponsor of the legislation. The bill would
advance the state's ability to construct a gasline fromthe
North Slope to tidewater. He stated that the ability was a
| ong held dream of Al askans. The bill el aborated on HB 369,
| egislation that had passed unaninmously two years earlier
that directed AHFC to establish a working group with the
goal of developing a pipeline proposal. The plan had been
conpleted July 1, 2011 in accordance wth the best
managenment practices of the Institute for Project Analysis.
He detailed that the plan informed the legislature how it
could facilitate nonetizing Alaska's gas with a pipeline
fromthe North Slope to tidewater and nake gas available to
Al askans at the | owest possible cost. He furthered that the
plan identified nunmerous enpowernents needed for a state
agency to nove the project forward;, HB 9 was an enpower nent
bill that gave the Al aska Gasline Devel opnment Corporation
(AGDC) the necessary tools to advance a specific pipeline
project forward. He elaborated that the specific pipeline
project was the only pipeline allowed under the previously
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passed Al aska Gasline Inducement Act (AGA) Ilaw, which
granted an exclusive license to the TransCanada Corporation
(and its partner ExxonMbil) for the nonetization of a
pi peline that would handle all of the North Slope gas (with
the exception of 500,000 cubic feet per day) and had any
state involvenent. He stated that the bill had been
devel oped respectful of the constraints under AG A He
relayed that the sponsor believed that a I|arger project
that nonetized a greater amount of Alaska's gas would be in
the state's greater good; however, a larger line was
prohi bi ted under AGQ A

Representative Hawker addressed that HB 9 additionally
enpowered AGDC to act as the state's representative in

negotiations with TransCanada and ExxonMbil in hopes of
bringing a larger project to fruition; however, if a larger
project was not feasible, the bill provided AGDC with the

necessary tools to nove forward to an open season within
the constraints of AGA to determne whether there was a
market of wlling buyers and sellers of Alaska's gas. He
enphasi zed that without the bill the state did not have a
seat at the table with the producers and would not have a
project noving forward. He concluded that HB 9 was about
taking steps to nove a project forward to get Alaska's
North Slope gas to instate consuners at the |east possible
cost. He pointed to the online legislative information
system (BASIS) that contained an outline of the regulatory
authority. He relayed that an anendnent had been passed the
previous day that created the full framework for the
regulation of a contract carriage pipeline in the state,
which was critical to obtaining financing and enpowering
AGDC to bring a project to fruition.

5:18: 55 PM

JEFF COCK, REG ONAL DI RECTOR, EXTERNAL AFFAI RS, FLINT H LLS
RESOURCES, FAI RBANKS (via tel econference), spoke in support
of the legislation. He relayed that the Flint Hlls and
other nearby refineries at North Pole and in Valdez were
the only refineries in the country that did not have
natural gas; the conpany had to refine oil to energize its
refinery resulting in expensive energy costs. He relayed
that the expense put the conmpany at a conpetitive
di sadvant age; the situation was exacerbated by the high oil
prices. The conpany was working with others on an LNG
trucking project to bring cheaper and cleaner energy from
its refinery to Fairbanks sooner; however, the project had
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al ways been viewed as a bridge project to a gas pipeline
that would go to Fairbanks. He urged the committee to nobve
forward with the bill and to nake sure that affordable gas
was made available to Interior residents and businesses. He
opi ned that sonething needed to be done about the expensive
heating costs facing famlies. He referred to a quote "it's
better to do sonething that may not be perfect than to do
not hi ng and do so flaw essly."

Representative W/ son asked whether people were noving out
of Fairbanks due to high energy costs. M. Cook replied in
the affirnmative. He told a story about a friend with a used
car business who had reported that many people were selling
their cars and noving. H's house had used a high anmount of
fuel during the nonth of February when he had been out of
town. He opined that people could not continue to pay the
hi gh costs.

5:23:12 PM

Bl LL WALKER, OMER, WALKER LEVESQUE, LLC, ANCHORAGE, spoke
against the bill. He listed several of his <clients
including the Alaska Gasline Port Authority, GCity of
Val dez, and other. He testified that HB 9 was not the
problem or the solution. He believed control of the
deci sion making process for bringing oil off of the North
Sl ope had been lost. The world had changed since the AGQ A
contract had been granted. He was frustrated about talk
related to a change in the oil and gas tax structure, but
people were leaving the state because the cost of energy
was too high; the state needed to focus on providing
cheaper energy to its residents through a large volune
gasline. He relayed that his background was in building. He
believed that credence was given to the faulty footing and
that the state needed to nove away from AQA;, wthout
action the state would be destined to argue about a series
of bad options. He believed it was possible to do nuch
better than HB 9. He stressed that the state should work to
peel away | ayers of confidentiality, not to increase it.

M. Wal ker opined that the bill did not bring econom cal
gas to Alaskans or put any nore oil in the pipeline. He
pointed to an analysis that showed a large line would
reduce the cost of energy in Fairbanks by 80 percent. He
stressed that the bill should not be used as the answer and
that it would not result in a gas pipeline. He believed the
bill took the state's eyes off of the ball, which should be
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a large gasline for cheap energy and increased revenues to
the state. He pointed to a Wod MacKenzie estimte of as
much as $419 billion to Alaska for export to Asia. He
enphasi zed the world narket was filling up by projects with
| esser econom cs. He stressed the inportance of fixing the
problem the state needed to take control of its future.

M. Wal ker explained why he believed the problem would not
be solved under AG A, it was not in TransCanada's best
interest to take a gasline to tidewater. TransCanada and
Foothills Pipelines were co-owners of the license and had
tried to stop an export license for Yukon Pacific
Corporation. He stressed that the conpanies wanted gas to
go to Canada and not to tidewater. The Port Authority
partners had tried w thout success to get a letter from

TransCanada stating that it wuld build a 1line to
tidewater. He opined that $60 mllion in the current
operating budget was being spent to study a line into

Canada; he wondered why. He discussed national termnals
that had becone export termnals as a result of shale gas
and others in British Colunbia that were export termnals
of LNG to Asia. He enphasized that Al aska was the only
place that had not changed and that a gasline would not
result fromthe current structure. He asked "how do we get
out of AG A?" He pointed to an abandonnment clause in the
contract that would allow either side to claimthat it was
not working. He opined that the state should take the
action. He surmsed that if the state did not get out there
would continue to be an open season every two years and
that all of the open seasons were focused on a market wth
100- pl us years of gas at $2.00 or $3. 00.

M. Wal ker accentuated that the problem needed to be fixed;
a m stake had not been nade, but the world had changed. He
highlighted that the economcs were there and that the
focus should be on the Asian market and on the upstream
side. He listed various reasons that the response in the
mar ket place had been rewarding. A relevant question was
whet her Alaska had tinme to get into the market; if the
state waited too long its gas would be stranded. He had
taken many offers to Houston to buy gas at the well head
from the Asian market that had been turned down. He
predicted that Point Thonmpson would be returned to
ExxonMbbi|l and that it would do an LNG study. He stated
that nunerous gas studies Iin the state had resulted in
nothing. He believed that gas in Al aska was being used by
conpanies as negotiation material for lower oil taxes;

House Fi nance Conmmittee 37 03/22/12 1:38 P. M



peopl e were noving either to urban areas with gas or out of
state as a result. He reiterated that HB 9 was not what was
best for Alaska; he was concerned that the bill gave
credence to an AG A process. He opined that the econony of
scale on large project was what the state needed. He stated
the federal governnent had described North Slope as a gas
deal with sone oil left. He wurged the inportance of
extracting the gas in a way that would bring |ow cost
ener gy.

5:37:05 PM

M. Walker stressed that if the state did not react to
changes in the marketplace that its future would not be
productive for |later generations. He discussed that for
$250 mllion and in 36 nonths it would be possible to have
trucked gas to Fairbanks for approximately $7.00. He
reiterated that if the problem was not acknow edged there
woul d never be a sol ution.

Co-Chair Stoltze believed M. Walker and the bill sponsors
shared many opinions about problenms with AGA M. WilKker
reiterated that he did not support HB 9. He believed the
probl em was the AG A contract.

Representative Wl son did not believe that the bill set the
size of the pipeline. She queried whether M. Wilker's
strongest concern was that the line would not be I|arge
enough. M. Walker replied that the volune of the line was
set by AG A and could not be over 0.5 billion cubic feet.

Representative WIson explained that the I|egislature had
the ability to determ ne that AG A was no | onger econom cal
in the future. M. Walker answered it would be nore
difficult down the road if the problem was not fixed at
present .

5:40: 45 PM

Representative Neuman stated that the larger line would
cost $30 billion to $40 billion. He believed an anal ysis of
the project's economc and viability plan was |acking
including tinelines, work plans, budgets, in-field work
assessnents, environnental inpact statenments, right-of-
ways, LNG conponents, and other. He wondered where the
proj ect plan was.
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M. Walker replied that the project plan was that Al aska
needed to own the infrastructure. He had provided detail on
a financial analysis and a docunent generated by Wod
MacKenzie had been provided to legislators. He explained
that if state owned the pipeline its equity would be from
$4 billion to $6 billion with a return of 12 percent. He
enphasi zed that a small volunme line would require the sane
cost input, but would have no financial return. He was not
comng forward to ask for noney for a gasline; his nessage
was related to what had been learned and what the state
should do. He believed Alaska needed to take care of
itself, not necessarily through the Al aska Gasline Port
Aut hority. He expressed his frustration about itens
happening in the state. He pointed to dramatic popul ation
declines in areas due to the high cost of energy. He
di scussed contracts the port authority had |ost because of
i ndustry influence; he stressed that the situation was not
right and should not happen. The group was a not for profit
made up of Fairbanks-born individuals who were trying to do
the right thing.

Representative Gara asked for an explanation of the
difference in price of energy to consuners between a |arge
line versus (i.e. 3 billion cubic feet) versus a smaller
l[ine under HB 9 line (i.e. 500 or 250 mllion cubic feet).
M. Walker replied that a large Iine would reduce the price
of energy in Fairbanks down to the $3.00 to $4.00 range
versus the $10.00 to $14. 00 range.

Representative Gara asked for M. Wlker's take on the
argunent that the state would run out of gas if it waited
for a big line. M. Walker did not believe the state would
run out of gas; he was inpressed by gas estimates for Cook
Inlet and stated that even if the estinmates were wong by
three-quarters there would still be a significant anount of
gas in the area. He discussed that nore econom cal and
gui cker options existed including bringing gas down by
truck or train to Fairbanks; the options would be |abor
intensive, which would not be a bad thing; however, he
reiterated his belief that Cook Inlet would not run out of
gas.

5:46:51 PM

Representative QGuttenberg thanked M. Walker for his work
over the years. He asked for an expansion of detail related
to the transparency and confidentiality issue.
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M. Walker was concerned that the structure under HB 9
could be handed off to anyone. He opined that it was the
wong direction for the state to put noney into a project
and not know what was being done or negotiated to ensure
that Al aska was getting the best deal. He believed that a
consi derabl e amount itens related to oil and gas in Al aska
was not disclosed to the state. He stressed that an
additional |layer of confidentiality was "absolutely the
wrong direction.”

Vice-chair Fairclough thanked M. Walker for being an
advocate of natural gas for the people of Alaska. She
relayed that there were many rural communities that had
been screaming for a fuel source for decades. The goal of
HB 9 was to have a w ndow of opportunity open to the state.
She believed that AG A could not go forward and agreed that
TransCanada was not notivated; however, the state was in a
predi canent and HB 9 was a step forward and allowed a big
di aneter pipeline. She wondered why HB 9 was a barrier to
M. Walker's ideas. She stated that the bill did not
specify anything related to the size of the pipeline;
nunbers thrown against it were for a different route. She
did not understand the opposition to an opportunity to nove
forward. She opined that it would take sonething along the
lines of a special act from Congress (as with the Trans-
Al aska Pipeline) to get a natural gas pipeline in Al aska
regardless of the size. She believed that if the state
failed to do sonmething exceptional it would never see a
pi pel i ne.

M. Wl ker responded that the act of Congress had been used
to bypass an environnmental process in order to expedite the
project. A right-of-way from Prudhoe Bay to Valdez had
already been issued for a natural gas pipeline and a
federal environnmental inpact statenent in addition to
approval from 23 state and federal agencies; therefore, he
did not see the necessity of an act of Congress related to
the project. He stressed that HB 9 was the wong path
because it did not solve the problem additionally, as |ong
as AGA was in place it did have a volune limtation. His
| argest concern was that it did not do "anything good for
the State of Alaska." He pointed to a Harris report show ng
that the cost of energy would drop by 65 percent in Bethel
wth a large volune line to Valdez. He agreed that the
probl em of high energy costs worsened in rural areas. He
wondered what a small volune line would do for places |ike
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Bet hel and other areas of the state. He believed the bill
sold the state short.

Vice-chair Fairclough replied that the legislature was
playing by the existing rules; until the governor triggered
t he abandonnent clause (the legislature could pass a |aw,
but the governor could veto it) the state could not nove
forward. She enphasized that the bill did not specify a
smal | dianeter gasline; it said that the state would be in
conpliance with AG A to nove the process forward. She
believed that using personal beliefs related to the
| egislation did not provide Al askans the opportunity to see
that the goal was to shed light on a path forward and the
only path forward currently available to the legislature

She accentuated that the goal was to respond to Al askans'
need for reduced energy costs. She agreed that the desired
outcone was the | owest energy cost, but she believed it was
not possible under the scenario M. Wil ker had provided.
She understood that a |arge dianeter line was the right way
to go, but that it was not currently an option. She
supported efforts nmade for an all-Al aska gasline and stated
that the bill also guaranteed an all-Al aska |ine.

5:54:22 PM

Co-Chair Stoltze referred to concerns about constraints of
the AG A process and of the bill. He surmsed that M.
Wal ker had provided his opinion about the nyth of AGQA
yielding anything and asked whether the assessnment was
fair. M. Wl ker agreed.

Co-Chair Stoltze did not believe that the big line used for
conpari son existed through the AQ A process.

M. Walker concurred. He did not believe anyone in the
current |legislature would vote for AJA at present. He
believed the legislature could send a nessage to the
governor about requesting him to exercise the abandonnent
clause [in the AG A contract]. He stressed that HB 9 was
not the answer. He concluded that AG A would inhibit the
state's ability to be the state that it should be.

5:56:27 PM

DOUG SM TH, PRESIDENT and CEO LITTLE RED SERVICES and
CHAI R, THE ALLI ANCE, supported the legislation. He relayed
t hat high energy costs were inhibiting Fairbanks businesses
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from being conpetitive in the narketplace. He believed the
playing field needed to be leveled; a home run would be a
| arge gasline, but a base hit would be affordable utilities
for all residents. The Alliance recognized that the bill
did not solve everyone's problens; however, he thought
af fordabl e energy nmay not reach those in need if the state
waited for a large dianeter gasline for the |owest possible
price. He shared that he had worked on a gasline fee study
in 2000; the project was large and would take certain
econonmcs to support an LNG line to tidewater. He stated
that a primary objective was nore affordable utilities to
Al askans.

Representative Gara discussed that a smaller gasline could
set prices between $10 and $16 that consunmers would be
obligated to for 20 to 30 years. He asked whether M. Smth
woul d remain supportive of the line if a large |line cane
along, but the small line prevented consumers from having
access to the cheaper gas. M. Smth answered that options
needed to be kept open. He would take the price over sone
prices offered currently, especially if the price was
predi ct abl e.

6: 00: 03 PM

RI CHARD FI NEBERG ~ SELF, FAIRBANKS (via teleconference),

spoke in opposition to the bill. He believed the bill had
been m sguided fromits inception. He stated that the najor
North Sl ope producers were the only ones who woul d benefit.

He believed that <confidentiality created a politica

circunstance in which bad things happened; if system
saf eguards were in place, the state would | ose. He referred
to TAPS and stated that the state lost $3.4 billion due to
tariff overcharges in 1985. He stressed that part of the
reason the |oss took place was because of confidentiality.

He referred to docunmentation of the incident that he had
provided the legislature in 1990. He continued to discuss
the loss and referenced a U S. Suprene Court decision that
gave up refunds. He enphasized that history showed that the
state did not get the low tariffs. He discussed that
i ndustry had stonewalled the state related to the tariffs.

He asserted that the bill was a recipe for disaster because
of increasing confidentiality, elimnating transparency,

erodi ng checks and bal ances, eviscerating judicial review,

and its failure to solve fundanental policy problens.

6: 05: 39 PM
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JAMES MERY, VICE PRESIDENT, LANDS AND NATURAL RESOURCES,
DOYON LIM TED, spoke in favor of the bill. He noted the
need for affordable energy in rural and smaller
communities. The conpany believed in options and that HB 9
had a significant amount of nonentum he believed it needed
to keep noving. He spoke to the pursuit of oil and natural
gas along the corridor. He urged the conmttee to support
t he | egislation.

Representative Quttenberg asked whether an inmnent domain
issue was a concern to Doyon. M. Mery answered that the
state exercised immnent domain on a regular basis. He
noted that generally state |aw was an extension of i mm nent
domain to a pronoter of a project; he believed it had been
obtained during the building of the TAPS line as well. The
organi zati on was not crazy about inm nent domain issues but
there was a process to sort out the value of property in
state | aw that he believed Doyon could work w th.

6: 08: 53 PM

LYNN WLLIS, SELF, EAGE RIVER (via tel econference), shared
that he supported the bill if it served to support the
al i gnment of pipeline projects; however, he did not support
the bill if it would focus on advancing a single project
that would be built without regard to other projects. He
t hought all Al askans cringed at the thought of having a
large pipeline built with a duplicate smaller |ine running
along next to it. He believed that it was tine to define
the various viable scenarios that would result in the
necessary infrastructure to utilize the state's natural gas
resources. He stressed that HB 9 nust contribute to the
goal of maxi num use of the resource consistent with public
interest and for the maxinmum benefit of Al askans. He
di scussed several concerns. He wondered whether the bill
provided the nechanism to allow construction of the Cook
Inlet to Fairbanks segnent independently from the segnent
to tidewater. He wondered whether the bill would allow a
smal | dianmeter line from Fairbanks to Cook Inlet and a
large line from North Slope to Fairbanks that could be used
|ater as the first phase of a large line to tidewater,
Canada, or the Lower 48. He wondered whether a |ine between
Fai rbanks and Cook Inlet would preclude the denn Allen

spur line. He queried whether the bill provided for the
possibility that the line could be used to transport gas
from Cook Inlet to the major export I|ine. He wondered
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whether the bill's mandate that corporations shall analyze
addi tional natural gas pipelines connecting to customers in
other regions of the state included other connections such
as surface transport of gas or gas products by rail, truck,
and barge. He summarized that his support was contingent on
the legislation's application to its total effort to
exploit the natural resource for the benefit of Al askans.

RI CHARD PETERSQN, SELF, ANCHORAGE (via teleconference),
comuni cated that he had provided witten testinony to the
conmmttee. He saw two issues with the bill that derived
from HB 369. He stated that the |egislature was eval uating
a pipeline based upon conditions that A A placed on it; if
there was going to be an AGA line, the bills supported a
line from Fairbanks or dennallen to Southcentral. He
guestioned why the bill asked AGDC to |look at a gasline
from the North Slope past Fairbanks to South Central, but
pl aced constraints that would only occur if an AG A gasline
was built. He reconmmended that the legislature ask AGDC to
present two options to the people of Alaska: (1) the best
spur line option if an AGA |line was built and (2) the best
option from the North Slope through the Railbelt to
Sout hcentral if an AGA line was not built. He questioned
why AGDC was evaluating a high pressure line that would
transport liquids. He thought the idea may have nade sense
if the line was built to Canada where there was an existing
mar ket for liquids, but it did not make sense for Al aska
i nstate use.

6: 14: 30 PM

Vice-chair Fairclough thanked G enn Allen residents for
their involvenent and their testinony on the previous day.

BRAD HENSPETER, SELF, COPPER RIVER (via teleconference)

spoke in opposition to the bill. He shared that the average
homeowner needed affordable energy and believed that the
gasline was the way to acconplish the goal to help people
in @enn Allen, Fairbanks, Delta Junction, Copper Center,
Val dez, and other. He stressed that Copper River residents
pai d higher costs for goods and services due to high energy
costs; the sane was true for the state when it heated
school buildings, transportation buildings, the |egislative
information office, and nore. He relayed that it required
nore energy to heat a hone in the Copper Basin than it did
i n Fairbanks. He recommended that committee nenbers | ook at
the scientific heating degree tables for Interior Al aska
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comunities showing that 55 percent to 60 percent of the
col dest days happened from Novenber to February; during the
time it was not possible to use wnd, solar, or hydro
power. He discussed that biomass was a good option, but a
vehicle would have to drive to each of the trees in the
forest to harvest the energy, he opined that there would
need to be nmany new roads to reach harvestable tinber; the
option may be cheaper than oil, but it would significantly
change the |andscape and it was very |abor intensive. He
encouraged a pipeline to Valdez with access for comunities
along the way; gas could be sold fromthe Port of Valdez to
help pay for the line. He stressed that a large supply of
fuel was needed to reduce costs.

LI SA HERBERT, EXECUTI VE DI RECTOR, GREATER FAI RBANKS CHAMBER
OF COMMVERCE (via teleconference), vocalized support for the
bill. She informed the commttee that the chanber's board
of directors had specified the high cost of energy as its
top priority for the current year; the board s nenbership
represented a diverse group of businesses, all of which
were inpacted by "staggering" energy costs in the Interior.
She discussed a priority list that included the support of
HB 9. The chanber would work diligently to ensure that
i ssues such as fair tariffs would be addressed. She stated
that natural gas to the community would allow for economc
growh and |ower costs for residents and businesses. Her
energy costs were as nmuch as her nortgage paynent
(approxi mately $1,400 per nonth). She remai ned hopeful that
the energy costs would be solved soon. She believed that
the rest of Alaska would be hurting if the state's second
| argest city was hurting; she was fearful that the chanber
woul d be handi ng out relocation packets to business nenbers
instead of welcomng new businesses. She urged the
commttee to pass the | egislation.

6:22: 18 PM

GECRCE PIERCE, SELF, KASILOF (via teleconference), voiced
his strong opposition to the bill. He stressed that voters
wanted a large instate pipeline. He was tired of producers
hol ding the gas hostage. He believed the |egislature could
tell the governor no.

6: 23: 55 PM

CLAI PORTER, SELF, ANCHORACE (via teleconference), strongly
supported HB 9. He had spoken to builders and nenbers of
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the real estate conmmunity and believed that if the state
did not solve its problem and make progress it would | ose
energy and popul ation. He supported steady econom c growth
and he felt the bill was a nmove in the right direction. He
did not believe the federal governnment would solve the
problem He believed the state should take the opportunity
and that it could afford the project; the line would create
jobs, provide needed fuels, and would serve all of the
communities across the state. He added that the state could
not wait 10 or 15 years to solve the problem

6: 25: 58 PM

CENE THERRI AULT, VICE PRESI DENT, RESOURCE DEVELOPMENT and
EXTERNAL AFFAI RS, GOLDEN VALLEY ELECTRIC (GVE), FAI RBANKS
(via teleconference), voiced his support for HB 9. He
di scussed that the conpany provided electric needs for the
Interior. He relayed that GVE had participated in the open
season that AGDC had held in June 2011. The conpany hoped
that resources would reach Interior A aska at a price that
would help to relieve the burden of current energy costs.
The conpany supported state partici pation in t he
devel opmrent of an AGDC pipeline and the associated
devel opnent of an affordable tariff structure for
residents. He understood that there was concern about the
cost of spur line that would be needed to get gas to the
greater Fairbanks and North Pole area off of the AGDC I|ine;
he trusted that their efforts would produce a commercially
reasonabl e result. The conpany believed that a |arge vol une
line may still be constructed for export, but that it was
prudent to continue the AGXC effort focused on instate
needs. The work AGDC had done would still be very hel pful
if the governor requested that North Slope producers
aligned under a new effort to build a large Iline to
tidewater. He opined that the environnental design and
right-of-way work of the agency would be beneficial if the
recent exploration success in Cook Inlet resulted in new
gas resources.

CHUCK W ECERS, SELF, FAI RBANKS (via teleconference),
supported HB 9. He believed that clean gas and inexpensive
natural gas was the obvious replacenent for diesel; the
repl acenent would not happen overnight or wthout a plan.
Efforts to truck gas from the North Slope would begin a
process; the bill facilitated the next step and brought
AGDC to an open season in 2013. Once the open season was
conducted the agency could determine the best way to
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deliver gas to the Interior at the |lowest price possible.
He expressed that the bill also provided AGDC the tools to
deliver a project to bring gas to the Interior and would
provide the flexibility to coordinate with the producers.
He urged support of the |egislation.

6: 30: 38 PM
AT EASE

6:51: 38 PM
RECONVENED

DEBORAH BROLLINI, SELF, ANCHORAGE (via teleconference),
testified in support of HB 9. She had wondered why
Anchorage had to plan for brownouts in 2009. She referred
to a recent earthquake and explained that she was not
prepared to keep her famly warm in an energency or if
there was a shortage of natural gas. She enphasized the
need for additional energy infrastructure to assure utility
servi ces woul d not be i nterrupted. She expressed
appreciation to the legislature for |ooking for solutions
to the problem

JULIE DUQUETTE, SELF, FAI RBANKS (via teleconference),
testified in support of HB 9. She stated that the bill
provided the framework to get gas to Fairbanks; the
community was currently feeling the inpact of high energy
costs. She relayed that residents with fixed and | ow i ncone
were hit the hardest. She explained that noney once spent
on goods was now spent on fuel and electricity. She
believed natural gas was the obvious replacenent for nuch
of the fuel used currently. She believed a trucking project
that was underway by Flint Hlls and Golden Valley Electric
was a good start and an instate pipeline was the next
| ogical step. She opined that taking action would help
ensure residents' future while possible. The bill would
allow AGDC to hold an open season in 2013 and to provide
options for the construction of a pipeline to provide gas
at the | owest possible cost. She encouraged support of the
| egi sl ation.

6: 55: 26 PM

DAVI D  OVENS, ONENS | NSPECTI ON  SERVI CES, PALMER (via
tel econference), spoke in favor of HB 9. He was in support
of recommendati ons by AGDC.
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CHUCK RENFRO, HOVE BU LDERS ASSOCI ATI ON, ANCHORACGE (via
tel econference), testified in support of HB 9. He echoed
the prior speaker's testinony. He stressed the need for |ow
cost gas in the WIllow area and for pronpt action.

6: 57: 38 PM
AT EASE

7:07: 06 PM
RECONVENED

LEI GH SKILES, SELF, HOVER (via teleconference), testified
in support of HB 9. She enphasized the need for affordable
gas and noted that the bill represented a first step. She
believed that the bill was about noving forward to obtain
nore information to make the future possible related to gas
for Al askans.

Representative M ke Hawker addressed the AGDC project plan
and corrected what he felt was a msrepresentation of the
facts. He noted that $17 a mllion cubic feet (ncf) could
be found in the AGC plan (Comercial Analysis and
Fi ndi ngs, page 3-3); the section sumarized options for
capacities and products. He explained that the tariff
estimate calculated to a $17 cubic foot delivery price was
option nunber 4 (a 250,000 ncf per day) and involved
conditioned natural gas and an enriched NG [Natural Gas
Liquids] stream He clarified that the option was described
as "unacceptable tariff,” but was nmintained as an option
for conparative purposes. He enphasized that the nunber was
included as a benchmark and not as the base scenario that
the project had been built on.

7:12:51 PM

Representative Gara responded that AGDC had produced a
report of options for a 250,000 ncf line and a 500, 000 ncf
line; the 500 ncf line only worked if there was an export
conmponent . He stated that the export conponent was
guesti onabl e because under the study ternms the cost of gas
equal ed approxi mately $15 to $16 when factoring in the cost
of conditioning at a natural gas plant, possible expansion
of the plant, shipping to Asia, and the cost of gas. He was
skeptical that the state would find a great nmarket for the
price for the long-term in Asia. He observed that the
option would be the 250,000 ncf line if the larger option
did not work. He stressed that there was nothing in the
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bill that said AGDC could not build a 250,000 ncf line. He
did not appreciate being "accused of m sleading anybody."
He stated that smaller line would produce gas conbined with
NG., which would nake the gas cheaper, at roughly $14 an
ncf plus the cost of |ocal distribution. He opined that the
gas under the scenario was expensive. He thought that if
the intention was to build a line larger than the 250, 000
ncf that it should be stated in the bill. He stressed that
the problemw th the bill was that AGC was given the power
to nove forward with the project, but it did not seem |ike
the legislature would have the power to stop it. He
referred to his upcom ng anmendnent that would provide the
| egi slature the power to stop the project if it |ooked Iike
a bad i dea.

7:15:51 PM

Representative Gara MOWED to ADOPT Anendnent 4, 27-
LSO0075\ K. 4 (Bul |l ock, 3/19/12):

Page 1, line 2, follow ng "Corporation;":
Insert "requiring |legislative approval before
construction of an in-state natural gas pipeline
devel oped by the Alaska Gasline Devel opnent
Cor poration;"

Page 4, following |ine 4:

I nsert a new subsection to read:

"(b) The Al aska Gasline Devel opnent Corporation
may not begin to construct an in-state natural
gas pipeline before project sanction and before
receiving authorization by law to proceed wth
the construction. In this subsection, "sanction"
has the nmeaning given in AS 43.90.900."

Rel etter the follow ng subsections accordingly.
Page 5, line 15:
Delete "(c) and (d)"
Insert "(d) and (e)"
Co-Chair Stoltze OBJECTED
Representative Gara explained that Anmendnent 4 would
provide the legislature with the chance to stop the project

if it produced gas that was too expensive. The anmendnment
woul d prevent construction of a pipeline before project
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sanction and before receiving authorization by law to
proceed. He opined that the legislature did not want to
give away the power to stop the project.

Representative Hawker testified in opposition to the
amendnent. He stated that the anendnent said that AGDC
could not begin to construct an instate gasline before a
project was sanctioned and before receiving authorization
by law. He relayed that the definition of "sanction" fel
under AS 43.90.900, which was the AG A statute; AGDC woul d
be Iinked to the AGQ A sanctioning process. He relayed that
as defined in the statute, the term sanction was to nake
financial commtnments to go forward with the project as
evidenced by entering into financial commtnents of at
least $1 billion with third parties. He stressed that the
only reference to sanctioning within A A was AS 43. 90. 200,
which required TransCanada (license holder under AQ A to
sanction within certain tines and paraneters. He believed
the anendnent would give TransCanada the ability to
sanction the project.

Representative Hawker enphasized that the anendnent was
flawed and that AGDC was to provide the legislature with
options to nove forward with once it deened a project was
commercially reasonable. He stated that the bill contained
specific provisions that required AGDC to follow its
project plan. He accentuated that the project plan was not
the 250,000 ncf; the base plan was the 500,000 ncf line to
tidewater with an open season to deternmine its viability.
He furthered that the bill contained specific requirenments
for AGDC to adhere to the principle of nmaking gas avail able
at the lowest possible cost to Al askans. He stressed that
AGDC would not be able to lock consuners into an
unreasonable rate of gas for 20 to 30 years. He explained
that state investnent could not be nmde wthout express
approval of the legislature; however, if a project could be
devel oped by the private sector it would not require
| egi sl ative approval.

7:21:39 PM

Representative GQuttenberg suggested that the amendnent
addressed his concern that the state would have no say on
the tariffs or other nature of the gasline; there could be
a successor that took over the project in the future and
the state would have no input. He acknow edged that the
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anendnent was flawed but stressed that the intent was
cl ear.

7:23:45 PM

Representative Chenault testified in opposition to the
anendnent and asserted that AG A already provided action
wi thout additional input from the legislature. He believed
the only way the legislature would have any input was if it
was asked for nobre sanctions or noney to conplete a
project. He opined that the l|egislature should not be in
t he pipeline business because road blocks that it put up
either slowed or quashed projects. He stressed that there
were enough safe guards in the legislation as witten and
echoed that the legislature had the power of the purse
strings.

Representative Gara surmised that there wuld be no
opportunity for legislative approval of the project if
addi ti onal noney was not request ed. He noted that
subsequently there would be no recourse to binding
consuners to high priced gas for 20 years or nore. He
t hought the idea was bad and that the |egislature should
have a say in whether the project was good. He disputed
that the legislature's ability to weigh in on the project
woul d act as a road block and stressed that it would be the
public's opportunity to express its opinion. He suggested
that there could be better options down the road.

7:27:14 PM

Representative Gara stated that the anmendnent pertained to
the definition of sanction under Section 43.90.900. He
addressed that the definition of sanction had nothing to do
with providing TransCanada or AG A wth any power over
anything. He read the definition as foll ows:

Sec. 43.90. 900. Definitions.

In this chapter, unless the context ot herw se
requires,
(22) "sanction" nmeans to make financi a

commtnments to go forward wth the project as
evi denced by entering into financial commtnents of at
| east $1, 000, 000,000 with third parties;

House Fi nance Conmmittee 51 03/22/12 1:38 P. M



Representative Gara did not believe the anmendnent was
flawed, but would accept an anendnent wth different
| anguage on project sanction if the sponsors' supported
one.

7:29: 16 PM

A roll call vote was taken on the notion to adopt Amendnent
4.

IN FAVOR. Gara, CQuttenberg
OPPCSED: W | son, Costel | o, Edgnon, Fai r cl ough, Joul e,
Thomas, Stoltze

The MOTI ON FAI LED (2-7).

Representative Gara MOWED to ADOPT Anendnent 5, 27-
LSO0075\K. 5 (Bul | ock, 3/19/12):

Page 1, line 2, follow ng "Corporation;":
Insert "requiring |legislative approval before
certain expansion of an in-state natural gas
pi peline devel oped by the Alaska Gasline
Devel opnent Corporation;”

Page 4, following |line 4:
I nsert a new subsection to read:
"(b) The Al aska Gasline Devel opnent Corporation
may not expand the design capacity of an in-state
natural gas pipeline to accommodate throughput of
nore than 500, 000,000 cubic feet a day of North

Sl ope gas to mar ket bef ore recei ving
aut horization by law to proceed wth the
expansi on. "

Rel etter the follow ng subsections accordingly.
Page 5, line 15:
Delete "(c) and (d)"
Insert "(d) and (e)"
Co-Chair Stoltze OBIJECTED
Representative Gara explained that Amendnent 5 would ensure

that a violation of the AGQA statute would require the
responsible entity to cone to the legislature to get the
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| aw changed; it would prevent the state from being liable
for any troubl e damages.

Representati ve Hawker comrunicated that the bill included
| anguage requiring that the pipeline wuld not violate AG A
covenants. He was concerned that the anendnent would not
all ow AGDC to expand the design capacity beyond the 0.5 bcf
per day before being authorized by law. He opined that the
constraint violated one of the bill's nost inportant
concepts that would allow the alignment of an AGDC and AGQ A
project and the ability to exceed the 0.5 bcf per day
[imt. He maintained that the anmendnent could close out
opti ons.

7:32: 03 PM

Representative GQGuttenberg referred to comments by M.
WAl ker related to transparency. He referred to a court case
that due to a lack of transparency the state had had little
information to base decisions upon. The intent was to all ow
for legislative and public input and an understanding of
t he project.

7:33:16 PM

Representative Gara W THDREW Anendnent 5. He stated he was
unhappy with the drafting of the anmendnent.

Representative Gara MOWED to ADOPT Anendnent 6, 27-
LSO0075\ K. 16 (Bul l ock, 3/20/12):

Page 1, line 2, follow ng "Corporation;":
Insert "requiring |legislative approval for the
Al aska Gasl i ne Devel opnent Cor por ati on to
continue the devel opnent of an in-state natural
gas pipeline after a certain anount of nobney has
been spent to develop the project;"

Page 4, following line 4:

I nsert a new subsection to read:

"(b) The Al aska Gasline Devel opnent Corporation
may not continue the developnent of an in-state
natural gas pipeline without |egislative approval
after the Al aska Gasline Devel opment Corporation
spends $100, 000,000 for the devel opment of the
in-state natural gas pipeline after the effective
date of this section. Legislative approval may be
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in the form of an appropriation to the Al aska
Gasline Devel opnent Corporation for the purpose
of devel oping an in-state natural gas pipeline."

Rel etter the foll ow ng subsections accordingly.
Page 5, line 15:
Delete "(c) and (d)"
Insert "(d) and (e)"
Co-Chair Stoltze OBJECTED
Representative Gara stated that the anendnent would require
AGDC to report to the legislature to seek further approva
after spending $100 mllion; the legislature would have the
ability to determ ne whet her noney had been spent w sely.

7:34:11 PM

Representative Hawker testified 1in opposition to the
anendnent. He stressed that the goal was to get governnent
and politics out of the way. The legislature had
appropriated $200 mllion the prior year. He stressed that
a project could only go as far as the legislature was
willing to fund. The bill required that the Regulatory
Comm ssion of Alaska would review any proposed ownership
changes. He felt that HB 9 contai ned adequate provisions to
protect the public. He urged the commttee not to |ose
sight that the public wanted a pipeline to nove forward.

7:36: 07 PM

Representative WIlson testified in opposition to the
amendnent and asserted that Fairbanks could not Kkeep
wai ti ng.

Representative (Guttenberg enphasized that following a
del i berate and accurate path was due diligence, not slow ng
down the process. He stressed that the goal was to avoid
m st akes.

7:38: 17 PM

Representative Chenault referred to M. Wl ker and recalled
his statenments that the road to cheaper gas in Al aska was
to retract AGQ A, thereby renmoving restriction of the
project. He discussed that the prior year the |egislature
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had approved a $200 mllion appropriation for funding
AGDC s work to get them to the open season. He furthered
that including noney already spent and the proposed fund,
the total was between $240 million to $260 mllion. The
entity had estimated that it would cost approximtely $400
mllion to get to the open season in 2013. He opined that
the entity would be back the following year for an
additional appropriation and that the legislature could
have conversations on the project at that tinme. The AGA
process did not provide the sane option; TransCanada had
not disclosed the work done or the progress after $500
mllion dollars. He reiterated that the bill included
safeguards for the legislature to get nore information on
the project in the future.

7:41:01 PM

Representative Gara concluded that the public wanted the
| egislature to make sure that due diligence was done and
that the public did not end up wth high prices. He
observed that Cook Inlet gas mght better protect the
consunmer. He believed the |egislature should see how nobney
was spent and whether the project should go forward. He
stressed that the |egislature should have the ability to
act if a better project with cheaper gas was identified;
private conpanies should not be relied upon to nake the
deci si on.

A roll call vote was taken on the notion to adopt Amendnent
6.

IN FAVOR. Gara, Cuttenberg

OPPCSED: W I son, Costel |l o, Edgnon, Fai r cl ough, Joul e,
Thomas, Stoltze

The MOTI ON FAI LED (2-7).

7:43: 07 PM

Representative Quttenberg MOVED to ADOPT Anendnent 7, 27-
LS0075\ K. 6 (Bull ock, 3/19/12):

Page 1, line 2, follow ng "Corporation;":
Insert "relating to the tariff for transporting
natural gas liquids in an in-state natural gas
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pi peline devel oped by the Alaska Gasline
Devel opnent Corporation;”

Page 6, following line 10:

I nsert a new subsection to read:

"(h) | f t he Al aska Gasl i ne Devel opnent
Corporation or a joint venture, partnership, or
other entity that includes the Al aska Gasline
Devel opnent Corporation elects to be subject to
regul ati on under AS 42.05 or AS 42.06, the Al aska
Gasl i ne Devel opnent Corporation shall propose and
support separate rates for the transportation of
gas liquids to be paid by the shippers of gas
[iquids."

Rel etter the follow ng subsection accordingly.
Co-Chair Stoltze OBIJECTED

Representative Quttenberg explained that the anmendnent took
the straddle plant off of the backs of Fairbanks and the
Interior rate payers and gas users. He discussed a flow
schematic that was divided into the North Slope facilities
(including conditioning and conpressor plants and NG
punps), a conpressor station north of the Yukon, and a
straddle plant in Fairbanks with a continuation to an NG
extraction facility in Cook Inlet. The rate base in the
project plan placed the sole responsibility of the straddle
pl ant on Fairbanks. He mmintained that Fairbanks woul d not
be taking any NG&; the NG wuld be taken off in
Sout hcentral. The cost of the plant should be to the rate
payers or shippers, not just the Interior users of the gas.
The anendnent would place the cost on the shippers that
woul d use the NG..

7:45:55 PM

Representative Hawker testified 1in opposition to the
amendnent and maintained that it was technically flawed. He
expl ai ned that the amendment provided a provision that its
consequences were effective if AGC elected to be subject
to regulation under the Public Uilities Act or the Al aska
Pipeline Act. He stressed that the provision was not an
option based on a regulatory anendnent that had passed the
prior day; the adopted anmendnent required that AGDC nust
operate under the contract carriage statutes in HB 9. He
accentuated that the goal was to keep the |egislature out
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of rate decisions. He discussed that the concept of the
initial plan was for a wet gas pipeline and two straddle
plants that would be the financial responsibility of the
users; the concept created a burden due to the relatively
smal | popul ation of Interior Alaska. He surmsed that a dry
gas pipeline could increase costs to the Interior. He
reiterated the desire to keep the state out of anticipating
"single hypot heti cal s in a wor | d of unlimted
hypot hetical s."

7:48:47 PM

Representative GQuttenberg noted that the anmendnent had been
drafted prior to other anendnents. He asserted that the
pl ant woul d not benefit the people of Interior Al aska, but
those down the line who would take the NG&. There would be
no issue if there was dry gas down the road because there
would be no need for a straddle plant. He believed the
Interior would be subsidizing the rate payers at the end of
the line.

7:50: 59 PM

A roll call vote was taken on the notion to adopt Amendnent
7.

IN FAVOR. Gara, Cuttenberg
OPPCSED: W | son, Costel | o, Edgnon, Fai r cl ough, Joul e,
Thomas, Stoltze

The MOTI ON FAI LED (2-7).

Representative Guttenberg MOVED to ADOPT Anendnent 8, 27-
LSO075\ K. 7 (Bul I ock, 3/19/12):

Page 1, line 2, follow ng "Corporation;":
Insert "relating to the tariff for transporting
natural gas in an in-state natural gas pipeline
developed by the Alaska Gasline Devel opnent
Cor poration;"

Page 6, following |line 10:
| nsert a new subsection to read:
"(h) | f t he Al aska Gasl i ne Devel opnent

Corporation or a joint venture, partnership, or
other entity that includes the Al aska Gasline
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Devel opnent Corporation elects to be subject to
regul ati on under AS 42.05 or AS 42.06, the Al aska
Gasl i ne Devel opnent Corporation shall propose and
support rates for the transportation of gas to
delivery points along the in-state natural gas
pi peline that are based on the costs to deliver
natural gas to each delivery point and that do
not include the <costs to nmake deliveries
downstream from each delivery point for which a
separate rate is set."”

Rel etter the followi ng subsection accordingly.
Co-Chair Stoltze OBIJECTED

Representative GQuttenberg explained the anmendnent would
make tariffs distance sensitive. He was concerned that
there could be successors who did not agree that nore
people had to be paying for tariffs or other. He furthered
that at some point there could be gas taken off at the
Yukon River. The anendnent would nean that users would pay
tariffs based on the point where the gas was taken off of
the |ine.

7:53: 32 PM

Representative Hawker testified in opposition to Amendnent
8. He observed that the opportunity was not available in
the bill due to previously adopted anendnent. He discussed
that related to the transportation of gas rates would be
proposed and supported that were based on the cost to
deliver natural gas to each delivery point (that did not
include the cost to nmake deliveries downstream from the
delivery point). He asserted that the anendnment required
AGDC to pass costs onto Fairbanks if there was a straddle
pl ant constructed in the area; it would be the increnental
cost of nmaking dry consuner ready gas available to
Fai rbanks. The sponsors did not want to burden the Interior
with an inappropriate or unnecessary cost structure; they
believed in noving forward to an open season where the
mar ket could determ ne the best project. He stressed that
cost checks were included in the legislation and felt the
anmendnent woul d be count er producti ve.

7:55:59 PM
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Representative Gara understood that the anendnent sponsor
was working to protect his community from the high prices
of gas. He opined that the gas prices under the proposed
proj ect were phenonenally high. He explained that he could
not support the amendnent due to problenms he had with the
| egislation. He explained that the anendnent would result
in higher prices for Anchorage and nmintained that Interior
costs would be high and that other options would result in
cheaper prices.

7:57:25 PM

Representative WIson asked for a clarification on the
costs to users related to the straddle plant.

Representative Chenault explained that under the current
plan the rates were tied to the straddle plant. Under a
di stance sensitive plan rates would be tied to the costs to
del i ver.

7:59:34 PM

Representative QQuttenberg surmised that the lateral |Iine
and the straddl e plant woul d be borne by Fairbanks.

TOM WRI GHT, STAFF, REPRESENTATIVE M KE CHENAULT, expl ai ned
that the bill included an additional tariff for the
straddl e plant and the lateral |ine to Fairbanks.

A roll call vote was taken on the notion to adopt Amendnent
8.

IN FAVOR: W/ son, CGuttenberg
OPPCSED: Costel |l o, Edgnon, Fai r cl ough, Gar a, Joul e,
Thomas, Stoltze

The MOTI ON FAI LED (2-7).

8:01: 33 PM

Representative Gara MOWED to ADOPT Anendnent 9, 27-
LSO075\ K. 14 (Bul l ock, 3/19/12):

Page 2, lines 1 -3:

Delete "relating to the Alaska Natural Gas
Devel opnent Aut hori ty; relating to t he
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procurenent of certain services by the Al aska
Nat ural Gas Devel opnent Authority;"

Page 16, |line 20, through page 19, |ine 16:
Delete all materi al

Renunber the followi ng bill sections accordingly.

Page 21, |ines 30-31:
Del ete "38.34.060; AS 41.41.030, 41.41.040, AS
41. 41. 050, and 41.41. 080"

| nsert "and 38. 34. 060"
Co-Chair Stoltze OBJECTED

Representative Gara explained that the amendment worked to
preserve the powers of Alaska Natural Gas Devel opnent
Authority (ANGDA) that had been established by statute. The
entity had been | ooking for the nost cost effective options
to deliver gas on the road system and to rural Alaska. He
believed the entity served a valid purpose and did not want
to see its powers weakened.

M. Wight clarified that the legislation would not
elimnate AGNDA. The only duty that had been taken away
fromthe entity was the role of a builder. He detail ed that
references (AS 41.41.030) related to the ANGDA board of
director's term of office had been deleted; Section 18
est abli shed that ANGDA woul d be governed by the AHFC board
of directors. He furthered that the bill renoved redundant
information; 41.41.040 was the renoval and vacancy of the
ANGDA board of directors, 41.41.050 was the board quorum
and voting, and 41.41.080 was |egal counsel (Section 20
that all owed ANGDA to have | egal counsel).

8:03:21 PM

Representative Gara believed that the bill renoved ANGDA' s
power to pursue a gas pipeline that would result in |ower
costs to Al askans. He opined that page 19 of the
| egi sl ati on abolished the ANGDA board, which would becone
the AHFC board. He did not believe the action was
consistent with voter initiative.

A roll call vote was taken on the notion to adopt Amendnent
9.
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IN FAVOR. Gara, Cuttenberg

OPPCSED: W | son, Costel | o, Edgnon, Fai r cl ough, Joul e,
Thomas, Stoltze

The MOTI ON FAI LED (2-7).

8:04:25 PM

Representative Gara MOVED to ADOPT Anendnent 11 [Amendnent
10 was previously offered as an anendnent to Anendnent 3.]:

Page 2, line 27 through Page 3, line 2
Delete all material

Renunber the follow ng subsection accordingly.
Co-Chair Stoltze OBJECTED.

Representative Gara explained that the anendnent renoved
two sentences from the bill that he believed were
i naccurate. First, it would renove "passage of this Act
constitutes a finding of public conveni ence and necessity,"
given his belief that the legislature should nake the
finding. Second, it would delete that the project selected
by AHFC was in the best interest of the state. He did not
know how anyone on the committee could know that to be
true. He stressed that future pipelines could be nore
attractive.

8: 06: 23 PM

Representative Hawker testified in opposition to the
amendnent. He believed the anendnent would reduce the
ef fectiveness of the |egislation.

Vi ce-chair Fairclough noted that AG A had passed in 2008;
the state had been waiting four years to find out whether
there was a valid project. She opined that the I|egislation
provi ded a wi ndow for the legislature to | ook forward as it
awai ted information from AG A

Co-Chair Stoltze recalled from M. Wlker's testinony that
AG A had "put the nail" in ANGDA.

8:08: 33 PM
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Representative Gara pointed to subsection 6, page 3, line 1
of the legislation and explained that it said the pipeline
chosen by AHFC was in the state's best interest. He
mai ntained that the legislature did not know what the
pi peline would be and queried how anyone could know He
guessed that it was an wunconstitutional delegation of
authority.

A roll call vote was taken on the notion to adopt Amendnent
11.

IN FAVOR. Gara, Cuttenberg

OPPCSED: W | son, Costel | o, Edgnon, Fai r cl ough, Joul e,
Thomas, Stoltze

The MOTI ON FAI LED (2-7).

8:09: 50 PM

Representative Quttenberg MOVED to ADOPT Amendnent 12, 27-
LSO0075\ K. 18 (Bul l ock, 3/20/12):

Page 4, line 5:
Del et e "Upon conmencenent of construction of”
| nsert "Wen designi ng"

Co-Chair Stoltze OBJECTED

Representative CGuttenberg explained the anendnent. He read
frompage 4, line 5 of the bill:

Upon commencenent of construction of an in-state
natural gas pipeline, the Al aska Gasline Devel opnent
Corporation shall analyze additional gas pipelines
connecting to industrial, residential, or utility
custoners in other regions of the state.

Representative (Quttenberg renoved the |anguage "upon
commencenent of construction” and replaced it wth "when
designing." He stressed that the tine to determne the

demand was during the design process.

8:11: 02 PM

Representati ve Chenault opposed Amendnent 12 and nai nt ai ned
that it would add a huge cost to the legislation and was
not the right time in the process. He related that once
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construction started the engineers responsible for the
design would have tine to look at designs for other
possibilities and to bring theminto alignnent.

Representative GQuttenberg asserted that the designers would
only need to look at the instate demand study that had been
done and to determ ne whet her anyone el se wanted sonet hi ng.
He discussed that there were infrastructure projects
farther out than the Railbelt. He stated that it was never
too early to understand what the project was prior to the
commencenent of design or construction.

Representati ve Chenault observed that designing the project
i ncl uded envi r onnent al I npact st udi es, ri ght - of - way
studies, and other. He believed the process was tine
consunmng. He opined that design of gas distribution
systens coul d occur during the construction process.

Representative Quttenberg <clarified that the anendnent
related to the commencenent of design, not construction.

Representative Chenault responded that designing the
project had to do with the devel opnment of tariff rates from
one location to another. He stated that the state could
spend years designing different gas extension proposals to
serve every community instead of concentrating the project
at hand, which was the devel opnment of a pipeline project.

8:14: 37 PM

A roll call vote was taken on the notion to adopt Amendnent
12.

I N FAVOR: Gara, CQuttenberg
OPPCSED: W | son, Costel | o, Edgnon, Fai r cl ough, Joul e,
Thomas, Stoltze

The MOTI ON FAI LED (2-7).

Representative Joule observed that he would have liked to
see a tax cap on sonme comunities; however, it had not fit
within the legislation. The anendnent would have resulted
in a net zero and would have allowed tw boroughs to
function in a nore fiscally responsible way.

Representative Hawker appreciated the concept brought
forward by Representative Joule and relayed his conmm tnent
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to help find an appropriate legislative vehicle for the
i ssue.

TOM LAKOSH, SELF, ANCHORAGE (via teleconference), spoke in
opposition to the bill. He felt that HB 9 may be premature
given the possibility of the development of a line wth
natural gas. He was very concerned that there were not
sufficient checks and balances in the |egislation. He urged
review of Cook Inlet devel opnent, the option to truck or
rail LNG to Fairbanks, or propane from the North Sl ope.
Based on the cost estimates he believed the |egislation was
a "boondoggl e" that would serve no one but the builders. He
hoped the commttee would reconsider the l|egislation. He
pointed to a potential Susitna dam project that nmay benefit
from a superconductor; research showed that superconductors
were capable of being run by LNG instead of [|iquid
nitrogen. He believed the legislature should ook at the
entire energy distribution systens throughout the Railbelt

in conjunction wth other transm ssion schenes. He
reiterated that the bill was premature. He discussed other
energy resources including fossil fuels or electricity

generation form

Representative Gara relayed that one anendnment renained
that he had worked with the sponsor on. He asked for the
st at us.

Co-Chair Stoltze responded that the commttee would take up
any remai ni ng amendnents the follow ng norning.

8:20: 23 PM

Representative Wl son noted that the North Star Borough net
during the eveni ng and provi ded support for t he
| egi sl ati on.

Co-Chair Stoltze CLOSED public testinony.

HB 9 was HEARD and HELD in Commttee for further
consi derati on.

ADJ QURNVENT

8:21:34 PM

The neeting was adjourned at 8:21 PM
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