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HOUSE Bl LL NO. 289

"An Act relating to a gas storage facility; relating to the tax
credit for a gas storage facility; relating to the powers and
duties of the Alaska Gl and Gas Conservation Comm ssion

relating to the regulation of natural gas storage as a utility;
relating to the powers and duties of the director of the
division of lands and to |ease fees for a gas storage facility
on state land; and providing for an effective date."

- HEARD & HELD

HOUSE BI LL NO. 9

“"An Act requiring the Joint In-State Gasline Devel opnent Team to
report to the |egislature recoomended changes to state |aw 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."

- HEARD AND HELD
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PREVI QUS COW TTEE ACTI ON

BILL: HB 289
SHORT TITLE: NATURAL GAS STORAGE TAX CREDI T/ REGULATI ON
SPONSOR(s) : REPRESENTATI VE(s) THOVPSON

01/ 17/ 12 (H) READ THE FI RST TIME - REFERRALS
01/ 17/ 12 (H) RES, FIN

02/ 24/ 12 (H) RES AT 1:00 PM BARNES 124

BILL: HB 9

SHORT TITLE: | N- STATE GASLI NE DEVELOPMENT CORP
SPONSOR(s): REPRESENTATI VE(s) CHENAULT

01/18/11 (H PREFI LE RELEASED 1/7/11
01/18/11 (H) READ THE FI RST Tl ME - REFERRALS
01/18/ 11 (H RES, FIN

02/ 06/ 12 (H RES AT 1: 00 PM BARNES 124
02/ 06/ 12 (H Heard & Held

02/ 06/ 12 (H M NUTE( RES)

02/ 08/ 12 (H RES AT 1: 00 PM BARNES 124
02/ 08/ 12 (H Heard & Held

02/ 08/ 12 (H M NUTE( RES)

02/ 10/ 12 (H RES AT 1:00 PM BARNES 124
02/ 10/ 12 (H Heard & Held

02/ 10/ 12 (H M NUTE( RES)

02/ 13/ 12 (H) RES AT 1:00 PM BARNES 124
02/ 13/ 12 (H) <Bi |l Hearing Cancel ed>
02/ 24/ 12 (H RES AT 1:00 PM BARNES 124

W TNESS REG STER

JANE PI ERSON, St aff

Representative Steve Thonpson

Al aska State Legislature

Juneau, Al aska

PCOSI TI ON STATEMENT: Presented HB 289 on behalf of the prine
sponsor, Representative Thonpson.

GENE THERRI AULT, Vice President Resource Devel opnent
Gol den Val l ey Electric Association (GVEA)

Fai r banks, Al aska

PCOSI TI ON STATEMENT: Testified in support of HB 289.

DAN BRI TTON, President/CEO
Fai rbanks Natural Gas (FNG
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Fai r banks, Al aska
POSI TI ON STATEMENT: Testified in support of HB 289.

TOM WRI GHT, Staff

Representative M ke Chenaul t

Al aska State Legislature

Juneau, Al aska

POSI TI ON  STATEMENT: Revi ewed provisions of and proposed
amendnents to HB 9 on behalf of Representative Chenault, prine
sponsor.

RENA DELBRI DGE, St aff

Representati ve M ke Hawker

Al aska State Legislature

Juneau, Al aska

POSI TI ON  STATEMENT: Revi ewed proposed anendnents to HB 9 on
behal f of Representative Hawker, sponsor.

JOE DUBLER, Vice President

Al aska Gasline Devel opnent Corporation (AGDC)

Director of Finance, Al aska Housi ng Fi nance Corporation (AHFC)
Depart ment of Revenue (DOR)

Anchor age, Al aska

POSI TI ON STATEMENT:  Answered questions regarding HB 9.

DARYL KLEPPI N, Conmercial Manager

Al aska Gasline Devel opnent Corporation (AGDC)

Al aska Housi ng Fi nance Corporation (AHFC)

Depart nent of Revenue (DOR)

Anchor age, Al aska

PCOSI TI ON STATEMENT:  Answer ed questions regarding HB 9.

TI NA GROVI ER, Attorney, Natural Resources and Energy Law
Birch Horton Bittner & Cherot

Counsel to Al aska Gasline Devel opnent Corporation (AGDC)
Anchor age, Al aska

PCSI TI ON STATEMENT: Answer ed questions regarding HB 9.

ACTI ON NARRATI VE
1: 09: 02 PM
CO CHAIR PAUL SEATON called the House Resources Standing

Commttee neeting to order at 1:09 p.m Representatives Herron,
Dick, Foster, Feige, and Seaton were present at the call to
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order. Representatives Minoz and P. WIson arrived as the
nmeeti ng was in progress.

HB 289- NATURAL GAS STORAGE TAX CREDI T/ REGULATI ON

1: 09: 23 PM

CO- CHAI R SEATON announced that the first order of business would
be HOUSE BILL NO 289, "An Act relating to a gas storage
facility; relating to the tax credit for a gas storage facility;
relating to the powers and duties of the Alaska Gl and Gas
Conservation Comm ssion; relating to the regulation of natura
gas storage as a utility; relating to the powers and duties of
the director of the division of lands and to |lease fees for a
gas storage facility on state land; and providing for an
effective date.”

1:10:12 PM

JANE PI ERSQON, Staff, Representative Steve Thonpson, Al aska State
Legi slature, introduced HB 289 on behalf of the prinme sponsor,
Representative Thonpson. She said the cost of energy is
crippling a good portion of Al aska' s residents. The ever
i ncreasi ng expense of heating homes and operating businesses
during the long cold winter is hurting the ability of Al askans
to put food on the table and plan for the future. The Fairbanks
community alone spends over $600 million per year on space
heating and is unable to expand its business district due to a
| ack of affordable natural gas. An infusion of gas in Fairbanks
woul d reduce the cost to end users and would restore the ability
of Fairbanks to grow its econom c base.

M5. PIERSON said HB 289 would incent the private sector's
delivery of Jlower cost natural gas to Interior Al aska by
extending the tax credits for a liquefied natural gas storage
facility, which is necessary for a natural gas trucking project
and sonething that Fairbanks is considering. A new credit for
construction of above-ground liquefied gas storage tanks would
make this program flexible to fit the varying needs of gas
delivery in Fairbanks and possibly throughout the state. The
bill would apply to a liquefied natural gas storage tank
facility wth a mnimm volume of 1 mllion gallons and the
anount of the credit would be limted to 50 percent of the
construction costs up to $15 mllion. Additionally, HB 289
would allow eligible above-ground |iquefied natural gas storage
facilities sited on state lands to request an exenption from
rental paynents. The exenption could extend for up to 10 years
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foll owing the commencenent of conmmrercial operations. The bil
defines how credits should be distributed, both as a tax credit
and as paynents to non-taxable entities.

M5. PIERSON pointed out that HB 289 also has safeguards. The
liquefied natural gas storage facility would be regulated by the
Regul atory Commi ssion of Alaska (RCA) to ensure incentives are
passed on to custoners. The bill would also set forth how a
person receiving a credit or a paynent shall repay the credits
or paynent if the facility ceases comrercial operations within
the nine calendar years imediately following the cal endar year
in which the facility comenced commrercial operations. Further,
HB 289 would define "liquefied natural gas storage facility,"”
"ceases commerci al operations," and "commences conmmerci al
operations” for a liquefied natural gas facility.

1:12: 48 PM

CO- CHAIR SEATON noted for the record that before the conmttee
was Version |, the proposed commttee substitute (CS) for HB 289
[l abel ed 27-1LS1216\1, Bullock, 2/20/12]. He said this is the
first hearing on HB 289 and therefore Version | is the bil
before the commttee.

REPRESENTATI VE HERRON, in regard to the $15 nmillion and 50
percent credit, inquired what the estimated total construction
cost would be for a 1 mllion gallon facility.

M5. PIERSON replied that the sponsor has been hearing it would
be around $40 million.

CO CHAI R SEATON asked what percentage of daily use, or how many
days of wuse, would 1 mllion gallons of Iiquefied natural gas
(LNG) represent.

M5. PIERSON responded that according to Golden Valley Electric
Association (GVEA), 1 mllion gallons would be approxinately one
week of use. For the anobunt of usage by Fairbanks Natural Gas,
anot her conpany that would like to use this, she deferred to the
conpany's representative online [Dan Britton].

1:14:18 PM
COCHAIR SEATON inquired whether 1 mllion gallons would

constrain communities [that are smaller than Fairbanks] from
being able to use this proposed credit. He further asked
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whet her Representative Thonpson would have a problem if the
anount was half a mllion gallons rather than a mllion gallons.

M5. PIERSON did not believe that that would be a problem but
said she would research what other communities think they m ght
need so that there would be a basis for the nunber.

CO CHAI R SEATON related that in Norway, small inner-port tankers
go from coastal village to coastal village delivering LNG into
t anks. He said it seens that this could also be applicable to
coastal communities in Alaska provided the quantity is not so
|arge that only the |argest communities could use it.

[ CO- CHAI R SEATON opened public testinony. ]
1:16: 33 PM

GENE THERRI AULT, Vice President, Resource Developnent, GColden
Vall ey Electric Association (GVEA), noted that GVEA is working
on projects that wll nove the utility away from oil-fired
el ectric generation. He offered appreciation to Representative
Thonpson for introducing HB 289 on GVEA s behalf. He pointed
out that the 2010 [Cook Inlet Recovery Act, House Bill 280,] was
related to the need of putting a storage nechanism into the
natural gas supply stream in Cook Inlet. In that bill the
| egi slature decided to assist with lowering or controlling the
cost of that storage conponent as it was added to that supply
stream A policy call was nmade that the state would offer
assistance up to $15 mllion with the construction of that
infrastructure.

1:18: 11 PM

MR. THERRI AULT explained that, at the tinme, the |anguage talked
about storage of gas in a depleted reservoir or pool as well as
a tank, a tank denoting a mechanical storage facility on top of
the ground. Because the focus at that tine was on the needs of
Cook Inlet, the threshold for what size tank would qualify was
geared toward geologic storage and storage in a gaseous state

rather than a liquid state. Because gas needs to conme to
Interior comunities in a liquid state, that section of [House
Bill 280] was |ooked at for applicability to the Interior and
if so, determning any needed nodifications. One potential
problem is that threshold for how big the tank needs to be for
storing liquid nethane; therefore, primary for HB 289, is
defining how big the liquid tank needs to be. He explained that
concern has been expressed by the backers of [House Bill 280]
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about nodifying that section of statute. They have requested
that the problem be addressed by creating a separate, al nost
identical, section of statute that is geared towards natural gas
in a liquefied state. The difference between the two is that
when LNG is turned into gas its volume multiplies by 600-620
times, so the difference in quantity that is being dealt with is
t r emendous. Expressing GVEA' s thanks for the policy call to
provi de sone state assistance for putting a storage conponent
into the supply stream he said GVEA is now trying to ensure
that it is workable for the anticipated project in the Interior.

1:20: 26 PM

MR. THERRI AULT outlined the four major conponents of HB 289
[ Version 1]. One conponent would provide a 10-year waiver of
| ease paynents for qualifying storage facilities on state |and,
as was done in the Cook Inlet Recovery Act and which would help
reduce the cost to consunmers. A second conponent would create a
separate nechanism for providing a tax credit for the storage of
methane in a liquefied form In response to Co-Chair Seaton, he
el aborated that Section 3 of HB 289 deals with an above-ground
natural gas storage facility tax credit patterned after the
storage tax credit that was granted in the Cook Inlet for
gaseous net hane. This part of the bill would create a new
section [in statute] that mrrors the Cook Inlet nechanism but
is for nmethane in a liquid form

1: 22: 24 PM

MR. THERRIAULT said a third conponent wuld add the word
paynent . Testinony at the tinme [of House Bill 280] said the
credit would be available for wutilities, but it my not have
been anticipated that the wutility constructing the storage
facility would be a not-for-profit, and a not-for-profit utility
does not pay tax. In regard to the use of tax credit or refund
in the existing |anguage, legislative drafters pointed out that
use of the word refund does not fit for an entity that does not
pay tax and said that also including the word paynent would
solve that problem This way, a non-taxpaying entity building a
storage facility would qualify for repaynment of a portion of the
expense rather than a tax refund. The fourth conponent would
establish nechanisns for the state to get back a portion of the
refund or paynent if the storage facility ceases to operate
within 10 years. It would also provide for a cessation of the
wai ver of the |ease paynents for utilization of the state |and.
He specified that, primarily, Version | would create a separate
section of statute that mmcs the structure put in place for
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geologic storage in the Cook Inlet, but that is workable for
above-ground storage as is anticipated in Interior Al aska.

1:24: 20 PM

MR. THERRI AULT stated that GVEA is partnering with Flint Hlls
Resources for the project that it is currently working on. The
prelimnary design anticipates a one mllion gallon tank |ocated
on the North Slope and a two mllion gallon tank in the North
Pole area. A two mllion gallon tank would supply about 10 days
of need for both the Flint Hlls refinery and GVEA' s 60 negawatt
generation plant in North Pole. Wile it does not supply a huge
anount, it takes into account any possible disruptions in
trucking operations. In working with the design consultants, it
may be possible to decrease the size of the North Pole tank
because both the Flint HIls and GVEA industrial operations wll
have the capability of switching back to a liquid, oil-fired
generation; it nust be determ ned how quickly and efficiently
that could be done should there be a disruption in the trucking
oper ati on.

1: 25: 31 PM

MR. THERRI AULT said GVEA believes that the nost inmediate way of
giving some energy assistance to the l|argest nunmber of Interior
residents is to reduce the cost of the fuel that fires that
particul ar generator. The association serves residents all the
way down the Richardson H ghway to Delta Junction and residents
all the way down the Parks H ghways to Cantwell, and GVEA has
notified other potential wusers in this service area that it
would like to sign them up as custonmers once the liquid product
is flow ng. Product would be delivered to them at cost or as
near to cost as possible so that it could be put to use as seen
fit to help with energy costs. For exanple, the LNG could be
used for a power generator that is connected on the road system
but not part of the GVEA system or it could be used for

industrial wuse or industrial space heat. If the overal
capacity is increased, everybody's per unit cost will go down,
but getting the storage in place will be an integral part of
t hat .

1:27:12 PM

REPRESENTATI VE P. W LSON asked whether the North Slope tank will
be | ocated on state | and.
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MR. THERRI AULT replied that GVEA has not yet decided where to
site the tank, but said it would likely be state |and because
nmost of the land in that area that would provide access to the
gas is state |and. In further response, he said GVEA owns
outright the property in North Pole that is |located next to the
Flint HIlls refinery and GVEA s generator. The North Pole tank
could also be sited on sone of the land owned by Flint Hills

but the choice has yet to be nade as to which piece of land is
the nost optinmum |l ocation. He said GVEA is keeping in mnd that
both its generation plant and the refinery have a waste heat
stream that can be used for re-gasification and GVEA wants to
use that as efficiently as possible.

REPRESENTATI VE P. WLSON i nqui red whet her the Cook Inlet project
is |located on state | and.

MR, THERRI AULT offered his belief that the project is a
conbination of oil and gas |eases that are on state |and and
possi bly some private | and.

1: 28: 43 PM

REPRESENTATI VE P. WLSON observed that the proposed fiscal note
is zero, but asked how nuch |ease revenue the state would be
foregoing if an exenption in | ease paynents was granted.

MR. THERRI AULT answered that the |eases are let on a fair market
value and it is a fairly nodest anmount, but deferred to the
Departnment of Natural Resources (DNR) to provide an average
rental anount for the North Sl ope. He noted that GVEA | eases
land for its Eva Creek wind turbines and pays about $33,000-
$40, 000 per year for about 40 acres. In further response, he
said the Eva Creek turbines are in the Healy area, not the North
Sl ope.

1: 30: 31 PM

REPRESENTATI VE P. W LSON asked what the differences are between
the Cook Inlet statute and the provisions being asked for under
HB 289 [Version I].

MR. THERRI AULT replied that, primarily, the total volume of gas
is different. To contain the threshold of gas that is workable
for geologic storage in Cook Inlet, GVEA would have to build a
tank that holds in excess of six mllion gallons of LNG That
woul d be far bigger than what nakes sense for GVEA s econom c
activity, so any benefit to the consumer would be |ost through
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very inefficient operation. Also, the credit for the Cook Inlet
area is calculated on 25 percent of the construction cost or $15
mllion, whichever is |ess. [ Version |I] would provide for 50
percent of the construction cost or $15 million, whichever is
less. This takes into consideration that reservoirs in the Cook
Inlet can be used as the tankage, but in the Interior a vessel
must be built and therefore the construction costs are higher.

1: 32: 06 PM

CO CHAI R FEI GE observed that Version |, page 3, line 28, states
that the liquefied natural gas storage volune nust be "not |ess

than 1, 000, 000 gal | ons™. He surmi sed that LNG trucked from the
North Slope to the Interior could be delivered far cheaper than
di esel and therefore communities on their own separate

electrical grids, such as Tok, Northway, Valdez, and G ennallen

woul d benefit from this cheaper energy in the form of LNG He
asked why [a minimum tank size of] 1 mllion gallons was chosen
as the limtation under HB 289.

MR. THERRI AULT responded that debate [during House Bill 280] was
that the storage be of a certain size to qualify so as to incent

bi g enough storage. He explained that for possible uses down
the highway system a part of the actual North Slope resource
production requires sone tankage. | f GVEA signed up a custoner

that was down the highway so that the trucks never stopped at
GVEA's North Pole plant, those users would get the benefit of
the mllion gallon storage tank constructed on the North Sl ope.
He said he is unsure, however, whether those conmmunities would
think that a mllion gallon tank would be warranted for
receiving and utilizing the resource in their own situation.
Therefore, GVEA would be open to the conmittee's consideration
of | ess storage. He said GVEA designed sonething that would
work for it, keeping in mnd that when the debate took place two
or three years ago a certain threshold was required before the
state credit was avail abl e.

1: 34: 36 PM

CO- CHAIR FEIGE inquired how nmany thousand cubic feet (MCF) of
gas are in one mllion gallons of LNG

MR. THERRI AULT answered that it takes 12.1 gallons of LNG to
make 1 MCF of gas.

REPRESENTATI VE HERRON asked what the life expectancy of the
infrastructure woul d be under the busi ness nodel being used.
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MR. THERRI AULT replied that GVEA is going after a life of 20-30
years for the infrastructure and is hoping that an alternative
access to natural gas will cone along before then. The trucking
conmponent, which would not qualify for this, would have to be
swapped out because the life of the trucks would be shorter than
t hat .

REPRESENTATI VE HERRON i nquired how many trucks would be needed
for the 10-day supply at the Flint Hlls |ocation.

MR. THERRI AULT responded that for serving Flint HIlls' needs and
GVEA's needs in North Pole, the expectation is 40 trucks on the
road every day: 20 going north and 20 comng south in a
conti nuous cycl e.

1: 37: 02 PM

DAN BRI TTON, President/CEO Fairbanks Natural Gas (FNG, noted
that FNG has been serving the Fairbanks market with [iquefied
nat ur al gas (LNG since 1998 and currently operates a
liquefaction facility in the Cook Inlet and two storage
facilities in Fairbanks, wth a total capacity of 350,000
gal | ons of storage. He said FNG supports HB 289 and woul d | ook
to install additional storage at one of its existing facilities,

whi ch could be used as quickly as the tank is built. Fai r banks
Natural Gas has excess |liquefaction capacity in the sumer
mont hs that could be used to fill the larger storage volune and

this volunme could be used for peaking in the wi nter when higher
gas volunes are being sold. This would allow FNG to begin to
expand its distribution system as quickly as the tank could be
in service.

MR. BRI TTON added that the tankage would provide for backup in
the event a pipeline is built. A pipeline would be a single-
source energy supply, so if a large earthquake stopped the flow
of supply that tankage could provide a backup source. Based on

FNG s current sales in Fairbanks, a mllion gallons of storage
woul d provide 15 days of LNG Regarding the limtation that the
storage be at least 1 mllion gallons, he said FNG would favor

making that a smaller nunber for any of the other comrunities
that m ght benefit.

1: 39: 05 PM
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CO- CHAIR SEATON requested M. Britton to get back to the
commttee in regard to the size of tankage that would be needed
for smaller comunities.

CO- CHAI R SEATON held over HB 289 and noted that the public wll
be able to add further coment when the bill is next brought up.

HB  9-1 N-STATE GASLI NE DEVELOPMENT CORP

1: 39: 57 PM

CO CHAI R SEATON announced that the next order of business would
be 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." [Before the commttee was the proposed
commttee substitute (CS), Version U, |abeled 27-LS0075\U,
Bul l ock, 1/19/12, adopted as the working docunent on 2/6/12.]

1:41: 26 PM

TOM WRI GHT, Staff, Representative Mke Chenault, Alaska State
Legi sl ature, on behalf of Representative Chenault, prime
sponsor, allowed that HB 9 is a conplex and lengthy bill and
said he will review its provisions. The first of the bill's

three major conponents is that it would define the duties and
abilities of the Al aska Gasline Devel opnent Corporation (AGDC),
which was created wunder House Bill 369 as a subsidiary
corporation of the Alaska Housing Finance Corporation (AHFC).
For maximum efficiency of state resources, HB 9 would
consolidate under AHFC the state's various efforts to devel op
natural gas infrastructure by nmaking the Alaska Natural Gas
Devel opnent  Authority (ANGDA) a subsidiary of AHFC and
restructuring ANGDA's role to that of a gas marketing entity.
The bill would also pave the way for an AGDC gasline to operate
as a contract carrier rather than a common carrier, both through
ri ght-of -way | eases and through regul atory oversi ght.

1:42: 19 PM
MR WMRIGHT first reviewed the sections of HB 9 related to AGDC.
He explained that Section 1 would define AGDC s duties and

responsibilities and would all ow AGDC to determnm ne ownership and
operating structures for a pipeline and to nanage its assets as
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necessary. Section 1 would also allow AGC to issue revenue
bonds to carry out its mssion and would create a fund for ACDC,
this fund was approved by the House last year in HB 203.
Section 3 would transition to AGDC the Joint In-State Gasline
Devel opnent Team ability to have access to pertinent information
from other state agencies. Section 4 would give direction to
state agencies to cooperate with AGXC in the sane manner that
they did with the Joint In-State Gasline Devel opnment Team
Section 6 would transition to AGDYC another Joint In-State
Gasline Team ability to enter into confidential agreenents; the
basis of the confidentiality sections was approved by the House
| ast year in HB 189. Section 14 would build on Section 6 to
specifically exenpt confidential information from the Al aska
Public Records Act; this basis of confidentiality sections was
approved by the House last year in HB 189. Section 7 would
relate to definitions. Section 29 would exenpt an AGDC proj ect
fromstate and | ocal property taxes during construction only.

1:44: 07 PM

MR. WRI GHT next reviewed the sections of HB 9 related to right-
of -way | eases and regul atory oversight. He said Section 5 would
transition to AGDC a House Bill 369 provision that directed the
Department of Natural Resources (DNR) to grant AHFC a right-of-
way | ease. Section 5 would further exenpt that |ease from the
common carrier covenants; the basis for which was approved by
t he House |ast session in HB 215. Sections 8, 9, and 10 would
make conform ng changes to other sections of the Al aska Right-
of -Way Leasing Act to reflect those changes made in Section 5.
Section 11 would call on state agencies to grant |eases at no
cost. Sections 12 and 13 would limt judicial review on state
| easing and permt decisions; the basis for which can be found
in HB 215 passed by the House |ast session. Sections 25-28
woul d exenpt an AGDC |ine from Regulatory Conm ssion of Al aska
(RCA) oversight as a public utility and as a conmon carrier
under the Pipeline Act.

MR. WRIGHT then reviewed the bill's provisions related to ANGDA.
He noted that Section 2 would exenpt ANGDA contracts from the

state procurenent code. Sections 15 and 16 would redefine
ANGDA's role as a gas marketer and wuld renove overly
prescriptive |anguage regarding where gas wll conme from and

where it will go to. Section 17 would allow ANGDA to market the
state's royalty gas with the conm ssioner of DNR Sections 18-
24 woul d provide for the transition of ANGDA to AHFC governance
and would allow the flow of confidential information from ANGDA
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to AGDC. Sections 30 and 31 would nake repeals that are related
to ANGDA' s new rol e and that are no | onger necessary.

1:46: 05 PM

CO CHAIR SEATON drew attention to Version U, page 3, line 26
onward, that would establish the natural gas pipeline fund. He
understood that AGC would be structured such that it would not
make and retain noney; rather, noney would flow through to the
state and the state would appropriate nmoney to the fund to
oper ate ACDC.

MR. WRI GHT replied correct.

CO CHAI R SEATON stated that this is a very inportant point.
MR. VWRI GHT pointed out that it is subject to appropriation.
1:46: 56 PM

CO CHAIR SEATON directed attention to page 5, lines 24-26, and
asked about the reasoning for making the devel opnent, financing,
construction, and operation docunents confidential and not
subject to disclosure. He presuned these docunents would not be
avai lable to the | egislature.

RENA DELBRI DGE, Staff, Representative M ke Hawker, Alaska State
Legi sl ature, on behalf of Representative Hawker, sponsor
responded that the intent was not to keep them confidential from
the legislature specifically, but from the public in general
The technical data devel oped by AGDC as it advances a project is
sonething that is essentially proprietary, she said. Al | owi ng
access by interested parties to confidential or technical
information that has been provided to AGC could put an AGDC
gasline at disadvantage if, for exanple, there is conpetition
The ability to keep field studies and technical dat a
confidenti al relates nmore to AGXC s need to have that
proprietary informati on as AGDC devel ops its plan.

1:48: 27 PM

CO CHAI R SEATON said he understands the aforenentioned, but his
guestion runs to what the purpose is for keeping confidential
the operation of an in-state gasline. He further asked whether
it is necessary to keep confidential the contract between AGDC
and shippers or suppliers because that would have nothing to do
with a conpetitive advantage. In response to Ms. Del bridge, he
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confirmed that he is referring to subsection (f) [of Section 6]
and said he is not referring specifically to the devel opnent
financing, or construction, but rather to the operation of the
i n-state gas pipeline.

M5. DELBRI DGE deferred to M. Joe Dubler of AGDC.

JOE  DUBLER, Vice President, Al aska Gasline Devel opnent
Corporation (AGDC), Director of Finance, Al aska Housing Finance
Cor poration (AHFC), Departnent of Revenue (DOR), deferred to M.
Daryl Kl eppin of AGDC to provide an answer to the question.

1: 50: 41 PM

CO CHAI R SEATON noved to anot her question while online technica
difficulties were resolved to allow M. Kleppin to respond. He

read aloud Section 17, page 14, Ilines 26-29, and inquired
whether this provision is the current situation with royalty gas
and royalty oil. He further asked whether it is the DNR

comm ssioner who [currently] determnes the price of royalty gas
or oil.

MR. VRl GHT understood that this is the case.
The conmittee took a brief at-ease.

CO CHAIR SEATON noted that public testinmony will be re-opened
after the commttee deals with the proposed anmendnents to HB 9.
He then asked M. Kleppin to address the previous questions.

1: 53: 06 PM

DARYL KLEPPIN, Commercial Mnager, Alaska Gasline Devel opnent
Corporation (AGC), Al aska Housing Finance Corporation (AHFC),
Department of Revenue (DOR), first addressed the question about

Section 6, subsection (f). He explained that this subsection
specifically relates to field studies and other technical
i nformati on. A big issue with the acquisition of data is that

the data has a value and could potentially be sold at a later
date, but that opportunity would be precluded if that data was
made public.

CO CHAI R SEATON asked whet her page 5, |lines 24-26, "operation of
an in-state natural gas pipeline” by AGC relates only to field
studies and other technical information, not the operational
agreenents for the operation of the |ine.
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MR. KLEPPIN answered correct, that that particular section
relates specifically to the field studies and other technica
i nformation.

MR WRIGHAT added that DNR will also get an answer to the
commttee in this regard.

CO- CHAIR SEATON proceeded to anendnents, noting that five
anendnents to HB 9 were previously adopted. He informed the
conmmittee that additional witten public comment has been
received for menbers to review

1:56: 44 PM

REPRESENTATI VE P. WLSON noved to adopt the amendnment | abel ed
27-LS0075\ U. 28, Bul | ock, 2/ 23112, whi ch read [origina
punct uati on provided]:

Page 2, line 9:

Delete "In addition"

| nsert "The Al aska Gasl i ne Devel opnent
Corporation shall, to the fullest extent possible,
advance an in-state natural gas pipeline as described
in the July 1, 2011, project plan prepared under
AS 38.34.040 by the Alaska Gasline Devel opnent
Corporation and the Joint In-State Gasline Devel opnent
Team wth nodifications determned by the Al aska
Gasline Devel opnent Corporation to be necessary to
construct and operate an in-state natural gas pipeline
in a safe and economc manner. In addition to the
powers granted to it by the corporation”

Page 2, follow ng line 26:

I nsert a new subsection to read:

"(b) Upon conmencenent of construction of an in-
state natural gas pipeline, the Alaska Gasline

Devel opnent Cor por ati on shal | anal yze pot enti al
nat ur al gas pipelines connecting to industrial,
residential, or utility custoners in other regions of
the state. | f the Alaska (Gasline Devel opnent

Corporation finds that a natural gas pipeline anal yzed
under this subsection is in the best interest of the
state and can neet the needs of i ndustrial,
residential, or utility custoners at comercially
reasonable rates, the Alaska Gasline Devel opnent
Corporation shall finance, construct, or operate the
nat ur al gas pipeline as necessary, subj ect to
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appropriation. Wen developing or constructing a
connecting |ine, the Alaska Gasline Devel opnent
Corporation shall, to the maxi num extent feasible, use
exi sting land, structures, real or personal property,
ri ghts-of-way, easenents, or other interests in |and
acquired by the Al aska Gasline Devel opnment Corporation
or the Al aska Natural Gas Devel opnent Authority."”

Rel etter the follow ng subsections accordingly.

CO- CHAIR SEATON | abeled the aforenmentioned Anendnent 6 and
obj ected for purposes of discussion.

1:57: 05 PM

MR. VWRI GHT noted that Anendnent 6 is a two-part anendnent and he
will address the first portion and Co-Chair Feige w !l address
the second. He explained that during discussions it was
di scovered that there is no direct link between what the Joint

In-State Gasline Devel opnent Team was supposed to be doi ng under
House Bill 369 to AGDC, the project plan that was released on
July 1, 2011, and the core mssion of AGC  Amendnent 6 would
provide that link to carry on the nmission that was presented in
the project plan. Amendnent 6 would also give AGDC the ability
to nodify the plan when necessary as the various phases of the
project are gone through, which is inportant so that AGDC can
mai ntain needed flexibility as it continues its work. The
project wll be refined in increasing degrees as AGC tries to
get down to that threshold of plus or mnus 10 percent; so the
project may not be identical to what is in the July 2011 project
pl an. Addi tionally, an open season will draw shippers that may
pl ace bids on capacity on a simlar, but not identical, pipeline
plan and AGDC needs to be able to respond to any of these
changes.

1:58: 47 PM

CO CHAI R SEATON poi nted out that Co-Chair Feige is the author of
Amendnent 6.

COCHAIR FEICGE explained the intent of paragraph 2 in the
amendnent . He said the historical basis for the currently
envi sioned in-state gasline goes back to House Bill 369 where
AGDC was tasked with the mssion of comng up with the nost
econom c pipeline, not necessarily the one wth the nopst
econonm c benefits to the citizens of Al aska. | nserting the
second paragraph would ensure that regardless of where a
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pipeline is built - whether it goes directly to the Anchorage

Bowl, or Valdez, or Bethel - the AGDC is tasked, as soon as the
pipeline is wunder construction, wth investigating additional
lines that will distribute gas to as much of the state as is

econonical ly feasible.
2:00: 59 PM

CO CHAIR FEI GE advised he would like to make sonme small changes
to the anmendnent. He nmoved to adopt Conceptual Amendnent 1 to
Amrendnent 6 as foll ows:

Page 1, line 14:
Del ete "potential™
| nsert "additional"

CO CHAIR SEATON [objected for purposes of discussion]. There
bei ng no discussion, he renoved his objection. There being no
further objection, Conceptual Anmendnent 1 to Amendnent 6 was
adopt ed.

2:02: 18 PM

COCHAIR FEIGE noved to adopt |[Conceptual] Amendnent 2 to
Amrendnent 6 as foll ows:

Page 1, line 21:
Del ete "a connecting |line"
I nsert "an additional natural gas pipeline"

CO CHAIR SEATON objected for purposes of discussion. There
bei ng no discussion, he renoved his objection. There being no
further objection, [Conceptual] Anendnent 2 to Amendnent 6 was
adopt ed.

CO CHAIR SEATON renmoved his objection to Anendnent 6. There
being no further objection, Amendnment 6, as anended, was
adopt ed.

2:04:15 PM
REPRESENTATI VE P. W LSON noved to adopt Anmendnent 7, |abeled 27-
LS0075\U. 12, Bullock, 2/13/12, which read [original punctuation
provi ded] :

Page 3, following line 25:
| nsert a new subsection to read:
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“"(d) In the exercise of its powers under (b) and
(c) of this section, the Al aska Gasline Devel opnent
Corporation nay not pledge the faith and credit of the
state or a political subdivision of the state other
than the Al aska Gasline Devel opnment Corporation to the
repaynent of the principal of or interest on any bonds
i ssued by the Al aska Gasline Devel opnment Corporation.”

Reletter the follow ng subsections accordingly.
CO- CHAI R SEATON obj ected for purposes of discussion

MR. WRI GHT explained that Amendnment 7 would put up side boards
to clarify that AGDC does have the responsibility and credit to
i ssue bonds and that AGDC nay not pledge the faith and credit of
the state in doing so. He said this was a concern brought to
the sponsor by the Departnent of Law and the sponsor concurred
that it was a good amendnent to place into the bill.

2: 05: 05 PM

COCHAIR FEIGE inquired whether this wuld affect the bond
rating that a project could receive.

MR. WRI GHT deferred to a representative from AGDC.

MR. DUBLER replied that Amendnment 7 should not inpact the rating
on the bonds that AGDC intends to issue. There was never an
intention to issue general obligation bonds of the state. This
was sonething raised by the Departnent of Law just to ensure

that AGDC could not sell general obligation bonds. Current
statute does not allow AGXC to sell general obligation bonds
wi thout a vote of the people. Therefore, it is a "belts and

suspenders” kind of thing that lawers like to see in |anguage
like this.

REPRESENTATI VE HERRON commented that Anendnment 7 would not
actually restrict AGDC because the state nmay have some burdens
onit; so, it essentially frees AGDC fromthe state.

MR. DUBLER concurred to the extent that the state had a |ower
rating. He pointed out that there are no ratings higher than
the state's current AAA rating, so AGC could not be higher
rated than that. To the extent the state were downgraded in the
future before AGDC canme to this issuance, and this issuance is
based on the shippers of the line, it could be rated higher than
t he state.
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CO CHAI R SEATON renoved his objection. There being no further
obj ection, Anendnent 7 was adopt ed.

2:07: 07 PM

REPRESENTATI VE P. W LSON noved to adopt Anendnent 8, | abeled 27-
LSO0075\ U. 21, Bullock, 2/15/12, which read [original punctuation
provi ded] :

Page 2, lines 15 - 16:
Delete "to acquire land under AS 09.55.240 -

09. 55. 460"
Insert "or file a declaration of taking under
AS 09.55.240 - 09.55.460 to acquire land or an

interest in land that is necessary for an in-state
natural gas pipeline; the exercise of powers by the
Al aska Gasline Developrment Corporation under this
paragraph may not exceed the permssible exercise of
the powers by the state"

Page 4, line 8:

Del ete "has the neani ng"

Insert "and "natural gas pipeline” have the
nmeani ngs"

Page 6, line 17, following "a":
I nsert "natural gas”

Page 6, line 18, following "state":
| nsert “;

(3) "natural gas pipeline" neans all the
facilities of a t ot al system  of pi pe for
transportation of nat ur al gas for treatnent or
condi ti oni ng, del i very, st or age, or further
transportation, and including all pipe, punp and
conpressor stations, station equiprment, and all other
facilities used or necessary for an integral I|ine of

pipe to carry out the transportation of the gas"
Page 11, |ine 25:
Del ete "AS 42. 06. 630"
I nsert "AS 38. 34. 099"
CO CHAI R SEATON obj ected for purposes of discussion

2:07: 21 PM
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M5. DELBRI DGE explained that Anendnment 8 is housekeepi ng. The
Departnent of Law recommended that paraneters be set on AGDC s
ability to exercise em nent domain. The intent of the amendnent
is to keep that ability to exercise emnent domain directly
related to AGC s other enpowernents to work on in-state gas
pi peline projects. It is simlar to |anguage that other state
entities enjoy with their ability to use emnent domain that is
in strict relation to their duties.

2:08: 17 PM

CO CHAIR SEATON surmsed that this means AGC would not be
taki ng em nent donmai n on buildings in Anchorage.

M5. DELBRIDGE responded that AGDC certainly should not be and
read the provision on page 1, lines 3-6, of Anmendnent 8. She
said another part of Anendnent 8 relates to the definitions that
are used throughout HB 9; a definition of "in-state natural gas
pipeline” is already in the bill. Section 13 of the bill uses
the term "natural gas pipeline" which needed to be defined in
t hat section. Where it is defined in Section 13, a statute is
referenced that comes under AS 42.06, the regulatory statute for
the Pipeline Act, which later in the bill this kind of a project
is exenpted from The Departnent of Law recommended that it
would be rmuch cleaner to redefine "natural gas pipeline"
specifically within this |egislation. She read the definition
included in Anmendnent 8, page 1, lines 17-21. She said
Amendrment 8 also has three citations for conformng the putting
of this definition in statute instead of referencing the AS
42.06 natural gas pipeline definition.

CO CHAI R SEATON renoved his objection. There being no further
obj ection, Anendnent 8 was adopt ed.

2:11: 06 PM

REPRESENTATI VE P. W LSON noved to adopt Anendnent 9, |abeled 27-
LSO0075\ U. 20, Bull ock, 2/15/12, which read [original punctuation
provi ded] :

Page 4, following line 7:
I nsert a new subsection to read:

"(e) | f comm t ment s to acquire firm
transportation capacity are received in an open season
conduct ed by t he Al aska Gasl i ne Devel opnent
Cor por at i on, t he Al aska Gasline Devel opnent
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Corporation shall, within 10 days after executing the
commtnments, report the results of the open season to
the president of the senate and the speaker of the
house of representatives and inform the public of the
results of the open season through publication on the
Internet website of the Alaska Gasline Devel opnent
Corporation and in a press release or ot her
announcenent to the mnedia. The results nmade public
must include the nane of each prospective shipper, the
anount of capacity allocated, and the period of the
conm tnent . "

Rel etter the foll owi ng subsection accordingly.
CO CHAI R SEATON obj ected for purposes of discussion
2:11:23 PM

MR. WRI GHT stated Anendnment 9 is being offered by the sponsor in
response to commttee concerns. It would place conditions on
what is to be released 10 days after firm transportation
commtnents or precedent agreenents are signed between shippers
and AGDC. This is derived from Federal Energy Regulatory
Comm ssion (FERC) rules governing inter-state pipeline open
seasons. The information that is to be released is the name of
each prospective shipper, the anpbunt of capacity allocated, and
t he period of comm tnent.

CO CHAI R SEATON renoved his objection. There being no further
obj ection, Anendnent 9 was adopt ed.

2:12:46 PM
REPRESENTATIVE P. WLSON noved to adopt Amendnent 10, |abeled
27-LS0075\ U. 16, Bul | ock, 2/ 14/ 12, whi ch read [origina
punct uati on provided]:
Page 5, line 16:
Del ete "information pr ot ect ed by a
confidentiality agreenent to that public agency”
I nsert "confidential information”
CO- CHAI R SEATON obj ected for purposes of discussion

2:12: 57 PM
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MR. WRI GHT explained that Amendnent 10 is clarifying |anguage
from the Departnment of Law. The provision within the anmendnent
would apply to all confidential information; AGDC would then be
able to enter into confidential agreenents, particularly wth
publ i ¢ agenci es.

M5. DELBRIDGE read the current |anguage in Version U on page 5,
lines 14-16, which states that AGDC "may enter into
confidentiality agreements with a public agency, as defined in
AS 40.25.220, to allow release of information protected by a
confidentiality agreenent to that public agency.” Amendnent 10
would allow the release of confidential information within the
confidentiality agreenents that AGDC can have with a public
agency, rather than the current |anguage which would allow only
information protected by a confidentiality agreenment to that
publ i c agency.

2:15: 01 PM

CO CHAI R SEATON understood the effect of Amendnent 10 would be
that AGDC could enter into a confidentiality agreenent, but as
part of that confidentiality agreenment there could be agreenent
to release that information

IVB. DELBRI DGE  responded t hat AGDC could enter into
confidentiality agreements with a public agency and, wthin
that, [AGC] could release confidential information within the
agreenent to [the agency].

CO CHAI R SEATON asked whether this would nean, for exanple, that
AGDC coul d rel ease confidential information froma shipper to an
agency or that it could be publically rel eased.

M5. DELBRIDGE replied it would not be publicly released. | f
AGDC had a confidential agreenent outside of this part with a
shi pper, that agreenent would have to allow for the further
rel ease of information by AGDC to a public agency. For exanple,
if AGC has technical data or field study information that it
hol ds confidential but would like to share with an agency such
as DNR,  Amendment 10 would allow AGC to enter into a
confidentiality agreement with DNR so it <could share that
confidential information with that agency.

2:16: 42 PM

CO CHAI R SEATON understood it would be agency to agency. It
woul d be confidential information that AGDC would share wth
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anot her agency, but the information would remain confidential to
t he secondary agency that AGDC has an agreenent wth.

MS. DELBRI DGE concurred and said that Amendnment 10 would all ow
the sharing of information that is held confidential between
AGDC and a public agency.

REPRESENTATI VE HERRON commented that the Departnent of Law is
essentially saying that there is currently a barn door in the
bill and the anendnent sizes it down to a small w ndow.

CO CHAI R SEATON renoved his objection. There being no further
obj ection, Anendnent 10 was adopt ed.

2:18: 06 PM

REPRESENTATIVE P. WLSON noved to adopt Amendnent 11, |abeled
27-LS0075\ U. 19, Bul | ock, 2/ 14/ 12, whi ch read [origina
punct uation provided]:

Page 18, line 30, follow ng "41.41. 040,"
| nsert "41.41.050,"

CO- CHAI R SEATON obj ected for purposes of discussion

MR. WRI GHT expl ai ned that Anendnent 11 would add to the section
of repealers and would repeal AS 41.41.050 because that statute
woul d no | onger be necessary with the transition of ANGDA to the
AHFC board of directors. This was an oversight, he continued,
because the repeal should have been included in the sponsor's
first list of repealers.

CO- CHAI R SEATON renoved his objection. There being no further
obj ection, Anendnent 11 was adopt ed.

2:19: 00 PM

REPRESENTATI VE P. WLSON noved to adopt Anendnent 12, |abeled
27-LS0075\ U. 15, Bul | ock, 2/ 14/ 12, whi ch read [ origina
punct uation provided]:

Page 5, line 4:
Del et e "except for t he covenant s in
AS 38.35.120(a) (1), (2), (5), and (7),"

Page 5, line 6, follow ng "AS 38. 35.120":
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| nsert , except for t he covenant s in
AS 38.35.120(a) (1), (2), (5), and (7)"

CO CHAI R SEATON obj ected for purposes of discussion

MS. DELBRI DGE expl ai ned that Amendnent 12 is clarifying | anguage
suggested by the Departnent of Law The anmendnent would re-
order the sentence by noving the starting clause in Section 5,
paragraph (3), to the end of the paragraph. Par agraph (3) says
that the corporation that submts this application for a right-
of-way |ease agrees to be bound by the right-of-way |Iease
covenants set out in the general Right-of-Wy Leasing Act,

except for several of those covenants. Those covenants are
covenants requiring comon carriage and, in conjunction wth
that, covenants requiring a line to provide connections as

determ ned by the RCA under the Pipeline Act and requiring other
cooperation with RCA orders that as a contract carrier they
woul d not be subject to.

2:20: 47 PM

CO- CHAI R SEATON, regarding interconnections on a gas pipeline,
i nquired whether there is |anguage sonewhere in the bill or in
the general requirements and purpose of AGDC that provides a
mechani sm for meking take-off points available to communities
al ong the pipeline, given that the RCA would not be invol ved.

MS. DELBRIDGE replied that that would be part of the negotiation
when there is a shipper that has arranged for capacity for gas
to that community. Wthin this bill, the RCA is not in a
position to unilaterally mandate that off-takes be arranged at
pl aces where there are no custoners.

2:21:53 PM
CO CHAI R SEATON requested M. Dubler to address this question

MR. DUBLER directed attention to Anendnent 6, |abeled 27-
LS0075\ U. 28, Bullock, 2/23/12, and said that HB 9, as anended

woul d direct AGDC, upon commencenent of a line, to |ook at
addi ti onal conmunities for connection and where connection would
make sense. Therefore, AGDC would not sit back and wait for the
comunities, AGC would go out and find conmunities that want to
hook up to the pipeline.

CO CHAIR SEATON said he wants to ensure that there is not
testinmony that a pipeline will be built right by a community but
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that that community will not be getting service. He offered his
belief that everybody's goal here is to get gas for Al askans and
he wants it on the record that the aforenmentioned will transpire
and is part of AGC s mission in constructing the natural gas
pi pel i ne.

CO CHAI R SEATON renoved his objection. There being no further
obj ection, Amendment 12 was adopt ed.

2:23:50 PM

REPRESENTATI VE P. WLSON noved to adopt Anendnent 13, |abeled
27-LS0075\ U. 27, Bul | ock, 2/ 23112, whi ch read [origina
punct uati on provided]:

Page 6, lines 21 - 22:

Delete "for covenants that do not apply to a
| ease entered into under AS 38. 34.050(c)"

Insert "that, for a l|lease entered into under
AS 38.34.050(c), the covenants in AS 38.35.120(a)(1),
(2), (5), and (7) may not be incl uded"”

CO- CHAI R SEATON obj ected for purposes of discussion

MS. DELBRI DGE expl ained that Anmendnent 13 woul d make conform ng
changes to Section 8 related to the changes that were just nmade

in Section 5. This anmendment for sentence structure was
suggested by the Departnment of Law to add clarity. The intent
is that the conmmi ssioner of DNR shall include in a conditional

| ease each requirenent and condition of the covenants
established under Alaska's Right-of-Way Leasing Act, except for
those that are entered into already per Section 5 an AGDC
specific one that exenpts a few covenants.

CO- CHAI R SEATON renoved his objection. There being no further
obj ection, Anendnent 13 was adopt ed.

2:25:24 PM
REPRESENTATI VE P. WLSON noved to adopt Anendnent 14, |abeled
27-LS0075\ U. 24, Bul | ock, 2/ 22/ 12, whi ch read [origina

punct uation provided]:

Page 19, followng line 1:
Insert a new bill section to read:
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"* Sec. 32. The wuncodified law of the State of
Al aska i s anended by adding a new section to read:
TRANSI TION AND LEGQ SLATIVE |INTENT. It is the
intent of the Alaska Legislature that a right-of-way
| ease subject to AS 38.34.050(c), as anended by sec. 5
of this Act, AS 38.35.100(d), as anended by sec. 8 of
this Act, AS 38.35.120(a), as anended by sec. 9 of
this Act, and AS 38.35.120(b), as anended by sec. 10
of this Act, that is entered into between the
comm ssioner of natural resources and the Al aska
Gasline Devel opment Corporation, a subsidiary created
under AS 18.56.086, before the effective dates of
secs. 5 and 8 - 10 of this Act be anended as soon as
practicable after the effective dates of secs. 5 and 8
- 10 of this Act to conform to the requirenments of
AS 38.34.050(c), as amended by sec. 5 of this Act,
AS 38.35.100(d), as anended by sec. 8 of this Act,
AS 38.35.120(a), as anended by sec. 9 of this Act, and
AS 38. 35.120(b), as amended by sec. 10 of this Act."

Renunber the followi ng bill sections accordingly.
CO CHAI R SEATON obj ected for purposes of discussion.
2:25:42 PM

M5. DELBRI DGE expl ained that Amendnment 14 relates to right-of-
way |leasing and that AGC has a right-of-way |ease from DNR
That |ease specifically contenplated the potential of statutes
down the road that would nmake AGDC exenpt from sone covenants
that are in the |ease today. What needs to be done related to
these Section 5 exenptions for right-of-way |eases is add a new
Section 32 that calls on the parties to this existing |lease to
anend it upon passage of HB 9. The Al aska State Constitution
bars the Alaska State Legislature from passing |aws that apply
retroactively to contracts already in place. Ther ef or e,
exenpting AGC in Section 5 would not necessarily change the
|lease without the legislature's direction to also do so.
Amendnent 14, then, expresses that intent that the parties to

the |ease anend the |ease. The sponsors have received
assurances from the Departnent of Law, which has attorneys
assigned to DNR, that the parties will be anenable to anendi ng

the | ease as requested by the intent of the |egislature.

2:27: 12 PM
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M5. DELBRIDGE, in response to Co-Chair Seaton, confirned that
the aforenmentioned relates to right-of-way |eases. She said
AGDC and DNR entered into a right-of-way lease in June/July
2011. That |ease was per the existing state R ght-of-Wy
Leasing Act, so the covenants related to common carriage would
still apply. In the covenant section of the lease it was
foreseen that a situation mght arise |ike today where it is
desired to exenpt AGDC from operating as a common carrier under
the R ght-of-Way Leasing Act. Thus, the |ease includes |anguage
with the covenants indicating unless specifically exenpted by
| aw, these covenants apply. Section 5 would exenmpt AGDC from
the covenants of the state Right-of-Way Leasing Act related to
comon carri age. However, there is a lease in place, and the
sponsors want to wuse the transitional |anguage presented in
Amendrent 14 to express the intent of the legislature that the
exenptions it is now offering AGC from comobn carriage
requi renents be immediately reflected as an anmendnent to the
| ease that AGDC has already entered into wth DNR She
reiterated that the state constitution disallows passing a |aw
that retroactively applies to a contract already in place;
therefore, the transition expressing the legislature's intent on
that is inportant.

REPRESENTATI VE HERRON surmised that this is as close to "shall"
as possi bl e.

V5. DELBRI DGE answer ed yes.
2:28:51 PM

CO- CHAIR SEATON pointed out that the comittee has been
considering this mainly in relationship to an in-state gas
pi peline servicing mnes and other things. He inquired whether
this would negate the Alaska Gasline Inducenent Act (AdA
requirenent of rolled-in rates and other provisions if AGDC was
involved with the large dianeter line from the North Slope to
Val dez as an export LNG facility, or would this be sinply to
right-of-way | eases and not to operations and other requirenents
of the AGQ A pipeline.

M5. DELBRIDGE replied it is difficult to say precisely because
it is unknown whether a future |arge-dianeter pipeline to Val dez
will be built under AGA However, wunder the aforenentioned
hypot hetical circunstance, if the pipeline is built under AGA,
AG A is the law of the land and would pre-enpt what is being
done here. At that point, AGX s nost likely role would be
perhaps building the spur line to connect other comunities to
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this main transportation line that is also an export |Iine.
This, however, relates specifically to right-of-way |eases to
AGDC.

2: 30: 40 PM

CO CHAI R SEATON said he wants to ensure that this is clear so it
cannot be said at a later date that provisions previously set by
the Ilegislature are being circunvented by requiring that
sonet hing be nodified. It is very clear, he continued, that it
is right-of-way |eases that are being talked about here, not
operations of AQ A

M5. DELBRI DGE concurred. She said AGA is statute, but a
contract is also attached. She offered her belief that that
contract stands legally and cannot be changed w thout the
parties agreeing to do so.

CO- CHAI R SEATON renoved his objection. There being no further
obj ection, Anendnent 14 was adopt ed.

2:32: 02 PM

REPRESENTATI VE P. WLSON noved to adopt Anendnent 15, |abeled
27-LS0075\ U. 25, Bul | ock, 2/ 22112, whi ch read [ origi nal
punct uation provided]:

Page 16, line 28, through page 18, |ine 19:

Delete all material and insert:

"* Sec. 25. AS 42.05 is anmended by adding a new
section to read:

Sec. 42.05.433. Review of certain contracts by
the commssion. (a) A public utility negotiating a
contract W th t he Al aska Gasl i ne Devel opnent
Corporation created under AS 18.56.086, or wth any
entity controlled by the Al aska Gasline Devel opnent
Corporation, may subnmit the contract to the conm ssion
before the contract takes effect.

(b) A public wutility negotiating to purchase
natural gas to be shipped on any pipeline owned by
either the Alaska Gasline Devel opnment Corporation or
an entity controlled by the Al aska Gasline Devel opnent
Corporation may submit the contract to the conm ssion
before the contract takes effect.

(c) A public utility negotiating a natural gas
storage contract related to (a) or (b) of this section
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may submit the contract to the conm ssion before the
contract takes effect.

(d) The comm ssion may conduct an investigation
and hearing to determ ne whether a contract submtted
under (a), (b), or (c) of this section is just and
reasonable. The conmm ssion shall either approve the
contract as presented, or, if the conmssion finds
that the contract is unjust, unreasonable, or unduly
discrimnatory or preferential, the comm ssion shal

di sapprove the contract. If the comm ssion does not
act wthin 180 days after the submssion of the
contract, the contract shall be considered approved

and shall be inplenented. A contract that is approved
or considered approved under this subsection is not
subj ect to further review by the comm ssion.

* Sec. 26. AS 42.05.711 is anmended by adding a new
subsection to read:

(s) The Al aska Gasline Devel opment Corporation
created under AS 18. 56. 086, a j oi nt vent ur e,
partnership, or other entity controlled by the Al aska
Gasline Devel opnent Corporation, or a natural gas
pi peline owned or financed by the Al aska Gasline
Devel opnent Corporation is exenpt from this chapter
until all debt incurred to finance or refinance the
cost of developing and constructing the natural gas
pipeline is paid in full. However, the Al aska Gasline
Devel opnent Cor por ati on or a j oi nt vent ure,
partnership, or other entity that includes the Al aska
Gasline Developnment Corporation nmay elect to be
subject to regulation under this chapter to the extent
and in the mnner the Alaska Gasline Devel opnent
Corporation elects and determ nes i s appropriate.

* Sec. 27. AS 42.06 is anended by adding a new
section to article 7 to read:

Sec. 42.06.601. Exenption. The Al aska Gasline
Devel opnent Corporation created under AS 18.56.086, an
entity controlled by the Al aska Gasline Devel opnent
Cor por ati on, or a natural gas pipeline owned,
operated, financed, or controlled, in whole or in
part, by the Al aska Gasline Devel opnent Corporation is
not subject to this chapter except to the extent and
in t he manner the Alaska (Gasline Devel opnment
Corporation elects and determnes is appropriate.”

Renunber the followi ng bill sections accordingly.

CO- CHAI R SEATON obj ected for purposes of discussion
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2:32:10 PM

MS. DELBRI DGE expl ai ned that Amendnent 15 woul d repl ace Sections
25-28, which deal with RCA oversight. Amendnent 15 would all ow
RCA oversight of public wutility contracts related to this
gasl i ne. Public utilities already have the option of seeking
pre-approval from the RCA when they commt to large projects or
purchases that are a significant financial investnent for them
They seek that pre-approval to ensure that the RCA is giving a
general okay that the utility will be able to cover those costs
later in the rates that it charges its custoners. Amendnent 15
specifically states that +the public wutilities negotiating
contracts with AGDC can submt these contracts to the conmm ssion

for pre-approval. Should the RCA find the contract to be
unj ust, wunreasonable, or unduly discrimnatory, it can disprove
that contract. The amendnent would set sone sidebars on this

because a contract with a wutility would occur after an open
season when there is a precedent agreenment or a conditioned
agreenent for capacity on this pipeline. All those conditions
must be worked out over a period of two years so that solid,
firm agreenents can be brought forth to get financing and build
the project. During that two-year w ndow, the RCA would be able
to review a contract over a period of 180 days and decide
whet her the contract is acceptable. If not, the utility and the
carrier could renegotiate to work out the difference.

2:34: 18 PM

CO CHAI R SEATON understood that a contract with a utility would
not be available until after the precedent agreenents. Once the
contract was submtted to the RCA, the RCA would have 180 days
to make a final decision; otherwwse the contract wll be
presunmed just and reasonable. During the tinme that the
precedent agreenents were being negotiated there would not be
anything to present to the RCA. He therefore surmsed it would
be when a utility enters into a contract, which has the rates
and costs, that it would be submtted to the RCA

M5. DELBRI DGE answered yes. Wth a gasline like this, a public
utility mght actually go into the open season itself and

subscribe to capacity itself. O, it could be a utility that
has an agreenent to purchase gas that sonmeone else is conmtting
to cover that |ine capacity for. Amendnent 15 would allow

utilities that are negotiating to purchase to take the ternms to
the RCA for pre- approval before they sign the firm
transportation comm tnment or before their shipper does. So, the
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utilities would have a basic agreenent that specifies the terms
and rates if the conditions are worked out, including, I|ikely,
this RCA pre-approval.

2: 36: 03 PM

CO CHAI R SEATON requested Ms. Delbridge to review the reasons
why nost utilities would want to submt to the RCA

M5. DELBRIDGE explained that when a wutility undertakes a big
financial investnment, whether it is commtting to decades of
shipping gas in a pipeline or building a new power plant, that
utility nmust have sone assurance from the RCA - which regul ates
the rates the utility can charge - that it wll be able to
recover the costs of those investnments in the rates that it wll
charge to its custoners.

REPRESENTATI VE HERRON asked whet her the 180-day time period is a
commonly used | ength of tine.

M5. DELBRIDGE replied that 180 days seened like a confortable
wi ndow for AGDC. The terns of an agreenment with a utility would
be generally known at the point that a precedent agreenent is

si gned. Once precedent agreenents are signed it wll take a
period of time to iron out all the conditions in those
agreenents to where the wutility is wlling to sign a firm
transportation commtnent. It was felt by AGDC that a 180-day

wi ndow woul d be appropriate and would also fit within that tinme
slot so that RCA approval of what a utility wants to do to
participate would not hold up the project's financing or the
project's construction, but wuld still provide an anple
regul atory w ndow.

2:38: 12 PM

REPRESENTATI VE HERRON i nquired whether soneone could pause the
cl ock on the 180 days.

V5. DELBRI DGE responded that a provision to pause the clock has
not been incl uded.

REPRESENTATI VE HERRON clarified that his concern is whether
ot hers coul d pause the clock, not necessarily AGDC.

M5. DELBRIDGE offered her understanding that wunless it is
inmplicitly provided, the 180 days after the subm ssion of the
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contract is what stands. She said she will double-check this,
however .

CO CHAI R SEATON recalled that in previous committee discussions
a provision was tal ked about for ACGDC to pause the clock or to
ask for an extension. After westling wwth the entire scenari o,
AGDC decided that if RCA was not making the decision by the 180
days then the request could be wthdrawn; AGDC did not want to
get into the situation where there were pressures to not nmeke a
decision or |leverage people to put in a request for a pause to
extend the tinme period.

2:40: 01 PM

COCHAIR FEIGE noted that Version U, as anended, would allow
AGDC to essentially be a contract carrier. He asked whether as
a contract <carrier those contracts would automatically be
subj ect to review by the RCA

M5. DELBRIDGE replied that as a contract carrier there is no
clear RCA oversight of the contracts; therefore, things have
been specifically structured so that public wutilities wth
contracts are given that additional |ayer of confort.

2:40: 50 PM

CO CHAI R FEI GE observed that lines 7, 11, and 14 of Anendnent 15
state that a public utility "may" submt the contract to the
RCA. He pointed out that if, as part of the contract, the
tariff is made a significant portion of the cost of the gas the
value of that gas is lowered at the point of production, which
is the point where the state taxes the gas. This could be seen
by a shipper as a way to lower the value of the gas and hence
the tax that the shipper pays on the gas, while the shipper
collects that revenue as a tariff instead of as a cost for the
gas itself. He therefore inquired why the |anguage is "may"
i nstead of "shall".

M5. DELBRIDGE responded that the provisions in Section 25 on
page 1 of Amendnment 15 relate to public utilities and the RCA

consideration of this as pre-approval is sonmething that the
utilities can use to protect thenselves from precisely that sort
of scenari o. Right now a public utility has the option of

seeking pre-approval fromthe RCA; the sponsors did not think it
appropriate in HB 9 to start requiring public utilities to seek
pre-approval of those contracts. The sponsors realize that the
public utilities in the state vary in size and in priorities and
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whet her to seek RCA pre-approval needs to be a decision that the
utilities are left with. However, the sponsors wanted to ensure
that it was clearly and specifically enabled as a way for the
RCA to take a look at the kinds of ternms that these utilities
woul d be signing on for.

2:43: 09 PM

COCHAIR FEIGE reiterated that the wutilities would not be
required to request a review by the RCA and said that a
utility's interest is the price of the gas as it goes into the
t ur bi ne. Therefore, he is looking at how to protect the
interest of the state and the interest of the tax revenue going
to the state.

M5. DELBRIDGE replied that her answer will be in two parts, wth
one part not neant to dodge the very legitimte concern of how
to protect the state, its resource, and its revenue. She said
it is unknown exactly how gas off the North Slope is going to be
taxed in the future. The sponsors have a conceptual anendnment
to Amendnent 15 that would require the RCA to review the rate of
return on equity to pipeline owers. The intent of the sponsors

to keep this Iline wunencunbered by regulation as a public
utility, which it would not be, or as a conmon carrier, which it
woul d not be. The conceptual anendnent would allow for sone
| evel of assurance that the tariffs and the rate of return are
not sonething where Alaska is getting taken. The public

utilities and the ratepayers would be protected through Section
25 and through the conceptual amendnment to Anendnent 15. The
conceptual anmendnent would protect that broader interest by
having RCA specifically consider the rate of return that the
pi peline owners would get on this project. Conceptual ly, the
sponsors would like for that rate of return on equity to be
within the range of rate of return that is normal and customary
for a large transportation gas pipeline in the United States.
While there is nothing in the US. quite conparable to what w |
hopefully be seen sonmeday in Alaska, the sponsors propose that
the rate of return for this line be within the FERC standard of
acceptable rate of return. The RCA woul d be given a w ndow of
180 days once an application is submtted to consider whether
the rate of return is within this range and then certify the
application yes or no. She said she believes that that would
hel p ensure that whatever the tariff the overall rate of return
woul d not be detrinental to the state's take on its share of the
gas resource shoul d producers be the ones owning this line.

2:46: 18 PM

HOUSE RES COW TTEE - 34- February 24, 2012



CO- CHAIR SEATON noted that the aforenentioned conceptua
amendnent is being handed out to commttee nenbers, but urged
that it be dealt with after consideration of Anendnent 15.

CO CHAI R SEATQN, in regard to the provision of subsection (d) of
Section 25 in Amendnent 15, asked whether subsections (a-c)
woul d restrict petitioning for a review of a contract to the
utility itself; in other words, ratepayers would be disall owed
from maki ng such a request independent of the utility itself.

M5. DELBRI DGE answered that Amendnment 15 specifically refers to
public utilities, so it is specifically a public utility that
can take a request for pre-approval to the conm ssion. The RCA
is, by nature, designed to regulate and provide oversight of the
rates charged to ratepayers when it holds hearings and
proceedings on a pre-approval or rate case. Si nce ratepayers
participate in that process, the ratepayer would have sone say
if a wutility brings a request for ©pre-approval to the
conmi ssi on.

2:48: 25 PM

CO CHAI R SEATON understood that the public and ratepayers could
not bring forward an issue of a contract if they thought the
contract wunreasonable; it would have to be brought forward by
the utility itself that is purchasing the gas.

M5. DELBRIDGE said that is her understanding and added that
Amendnent 15 does not specifically allow that. She deferred to
a representative of AGDC to provide a definitive answer as to
whet her ratepayers thenselves could present a case to the RCA
for pre-approval.

TINA GROVIER, Attorney, Natural Resources and Energy Law, Birch
Horton Bittner & Cherot, Counsel to Al aska Gasline Devel opnent
Corporation (AGDC), understood that the question being asked is
whet her a ratepayer would have recourse if the utility did not
take advantage of the |anguage contained in subsections (a-c) of
Section 25 in Amendnment 15. She said she thinks a ratepayer
woul d because for a utility to recover the expenses it would
need to file a rate case asking for those costs to be included
in its rate base and at that tine a ratepayer could go in and
argue for whatever reasons that the cost was inprudently
i ncurred. It is precisely to prevent that from happening that
utilities would want to go to the RCA ahead of tine.
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2:50:49 PM

CO CHAIR SEATON surm sed that, in essence, if a utility decided
not to apply then the 180-day clock would go away; however,
rat epayers would still have the ability to petition not to have
to pay full conpensation of the tariff that the utility proposes
to apply because it would make the rate paid for the gas and
tariff unreasonabl e.

M5. CGROVIER replied <correct, whatever was the particular
contract at issue.

2:51:53 PM
REPRESENTATIVE P. WLSON observed that subsections (a-c) of

Section 25 in Amendnent 15 would provide that the public utility
negotiating the contract "may" submt the contract to the RCA,

"may" neaning if the utility wants to. She further observed
that subsection (d) would provide that the RCA "may" conduct an
i nvestigation. She asked whether this nmeans that a utility

could ask for an investigation but the RCA could choose whether
it will or will not investigate.

M5. DELBRIDGE responded that she does not know what the RCA
currently has in place, but she suspected that if sonmeone
subnmits an application for pre-approval the conm ssion does
absol utely consider that. However, whether it decides that an
investigation and a hearing are warranted in each specific case
may be sonething that is left to the RCA s discretion.

REPRESENTATIVE P. WLSON said that is her concern because in
this circunstance the utility would want to get sonme assurances,
but the comm ssion would not have to deal with it if it did not

want to. She observed that [subsection (d), line 18,] states
that the conmission "shall" approve the contract and asked
whet her the | anguage [on |ine 16] should be changed so that the
commi ssion "shall" conduct an investigation.

MS. DELBRI DGE answered that the sponsors would be open to that.
2:54:20 PM

REPRESENTATI VE P. WLSON noved Anendnent 1 to Anendnent 15 as
foll ows:

Page 1, line 16, after "conm ssion":
Del ete "may"
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| nsert "shall"

REPRESENTATI VE P. WLSON stated that this would give the public
utility some assurance before it proceeds.

CO CHAI R SEATON obj ected for discussion purposes and offered his
agreenent that public utilities need the protection that the RCA
will review the contracts to provide assurance to the utilities
that the contracts are just and reasonable. Things would be
left inlinmbo if that did not happen.

MR. VWRIGHT countered that if the RCA feels the rates are not

just or reasonable, it may conduct an investigation anyway.
Putting in "shall" would require the RCA to |look at every
contract. Most contracts nmay be just and reasonable and

subsection (d) would provide the authority to the RCA to | ook at
any contracts that it does not Dbelieve to be just and
reasonabl e.

2:56: 10 PM

CO CHAIR SEATON clarified that the "my" for subm ssion of
contracts is not being changed; rather, it is being said that if
sonmeone submts a contract the RCA "shall" conduct a hearing.

MR. WRIGHT replied that he understands that, but reiterated that
if the RCA does not feel it is just and reasonable it already
has the right to look into the contract under this provision.

V5. DELBRI DGE added she does not suppose that there would be a
probl em with changing the wording to "shall" so that the RCA is
required to respond to a utility's submission of a request for
revi ew.

CO CHAI R SEATON said what is being |ooked for here is to require
that if the wutility submts, then the RCA nust give sone
assurance to the utility by —conducting a hearing and
investigation within the 180-day tinme period.

CO CHAI R SEATON renoved his objection. There being no further
obj ection, Anendnent 1 to Amendnent 15 was adopt ed.

2:57: 47 PM
CO CHAI R SEATON announced that a commttee substitute (CS) would

be drafted after all anmendnents are considered and that the
commttee would take up the CS at its next neeting.
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M5. DELBRIDGE returned to her explanation of Anmendnment 15,
moving to the anmendnent's provisions on page 2. She expl ai ned
that currently the RCA can regulate a pipeline either as a
public wutility under AS 42.05, the Alaska Public Utilities
Comm ssion Act, or as a comon carrier pipeline under the
Pi pel ine Act. [ Under Section 26] the sponsors propose that a
pi peline that AGDC owns, finances, or is in a partnership wth
but controls, would be exenpt from RCA regulation as a public
utility; the sponsors do not believe that this kind of a gasline
is a public utility. The sponsors also propose in Section 27 to
exenpt an AGDC line from RCA regulation as a common carrier
under the Pipeline Act. The sponsors do not believe that a gas
pipeline is going to be able to operate as a common carrier.
The sponsors believe it is going to be required to sign |ong-
term contracts negotiated with individual shippers and therefore
t he pipeline should not be regulated as a comon carrier.

CO CHAIR SEATON surmised that if it is in conjunction wth an
AG A pipeline this would not override the provisions of the AG A
pi pel i ne.

MS. DELBRI DGE concurr ed.

2:59: 50 PM
CO- CHAIR SEATON noved to adopt Conceptual Anendnent 2 to
Amendnent 15, witten as foll ows [ origi nal punct uati on
provi ded] :

Add a new section after Section 27, Page 2, Line 19:

The RCA shall review the rate of return on equity to
pi peline owners. The rate of return on equity nust be
within the range of rates of return on equity comonly
accepted for natural gas transportation pipelines of a
simlar nature in the United States. If the
comm ssion does not act wthin 180 days after the
subm ssion of an application by equity owners, the
rate of return on equity shall be considered approved
and shall be inplenented. An application that is
approved or considered approved under this section is
not subject to further review by the comm ssion.

3:01: 02 PM
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REPRESENTATI VE P. WLSON objected for purposes of discussion.
Regarding "comonly accepted for natural gas transportation
pipelines of a simlar nature in the United States", she asked
whet her there are any simlar pipelines in the United States.

V5. DELBRI DGE responded that anything done in Alaska is going to
be unique. She said the sponsors' intent with that |anguage is
that this would be conparable to a large gas transportation
pi peline, and the sponsors want to qualify that as simlar.
Wiile there are lots of distribution pipelines that individua
utilities mght own, the sponsors do not feel that those are
conpar abl e.

3:01: 58 PM

CO- CHAIR SEATON inquired why the conceptual anendnent states
return on "equity" rather than "tariff". He further asked that
since natural gas pipelines are defined as all ancillary things,
such as conpressors, conditioning plants, and so forth, how that
works into this anendnment as opposed to tariff.

M5. DELBRIDGE answered that the sponsors chose not to use a
tariff. She said the <concern pronpting this conceptua
anendnent was that, absent regulation as a public utility or
common carrier, there would be little oversight for a project
that may include state support. If the state was going to be
supporting a public project like this, then the state needed
sonme | evel of assurance from sone independent authority that the
owners of this line, of which AGC might only be one of several,
are not earning a rate of return that is exorbitant. Because of
that state support there is a need for sone degree of oversight.
The sponsors have worked very hard to keep politics out of what
happens in the future with this project, she continued. To that
end, the sponsors felt that the RCA, as an independent
regul atory body, would be very well suited to eval uate sonething

like the rate of return that the pipeline owers wll get on
this project. The rate of return is sonmething that the pipeline
owners wll get for the entire project, but the tariffs may
vary. Wth a contract carrier, tariffs may be different for
different custoners because sone custonmers wll want to
subscribe to only a very small part of the pipeline while others
may want to subscribe to a larger part. Therefore, |ooking at
all those tariffs independently would not provide a clear

overall picture that the pipeline owners as a whole are not
getting an exorbitant rate of return on a project that the state
is hel ping to support.
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3:04:17 PM

CO- CHAIR SEATON reiterated that the definition of pipeline
i ncl udes conpressor stations, conditioning plants, and so forth,
so the rates of return are going to be just and reasonable
conpared to other simlar pipelines and operations that are
regul ated either by FERC or an RCA-type entity. Protection of
the public is what is being |ooked at for a subsidized pipeline
where the state is investing noney to keep the tariff |ow He
further noted that a contract carrier is sonething that has not
been exenpt from RCA regul ation in the past.

REPRESENTATI VE P. W LSON renoved her objection to the conceptua
amendnent . There being no further objection, Conceptua
Amendrent 2 to Amendnent 15 was adopt ed.

3:06: 14 PM

CO- CHAI R SEATON renoved his objection to Amendnent 15. There
being no further objection, Amendnent 15, as anended, was
adopt ed.

Co-Chair Seaton held over HB 9, noting that public testinony
would be taken once the proposed commttee substitute (CS)
i ncorporating the amendnents is before the commttee.

3:06:57 PM

ADJ QURNVENT

There being no further business before the commttee, the House
Resources Standing Commttee neeting was adjourned at 3:07 p. m
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