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Juneau, Al aska
POSI TI ON STATEMENT: Testified as a sponsor of HB 9.

ACTI ON NARRATI VE
1: 07: 06 PM

COCHAIR PAUL SEATON called the House Resources Standing
Commttee neeting to order at 1:07 p.m Representatives Herron
Di ck, Gardner, Foster, Feige, and Seaton were present at the
call to order. Representati ves Minoz, Kawasaki, and P. W] son
arrived as the neeting was in progress.

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

1: 07: 29 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 Conmm 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 |ease fees for a
gas storage facility on state land; and providing for an
effective date." [Before the commttee was the proposed
commttee substitute (CS), Version |, |labeled 27-LS1216\I,
Bul | ock, 2/20/12, adopted as the working docunment on 2/24/12.]

1: 07: 54 PM

JANE PI ERSON, Staff, Representative Steve Thonpson, Al aska State
Legi sl ature, on behal f of Representative Thonpson, prime
sponsor, reviewed the provisions of Version | of HB 289. She
explained that Section 1 would create a new section under AS
38.05 to provide that above-ground liquefied natural gas storage
tank facilities sited on state |ands can request an exenption
fromrental paynents. Section 2 would anmend the definition of a
natural gas storage facility under AS 42.05.990(3). Section 3
woul d add a new section to AS 43.20 to create a credit for: a
liquefied natural gas storage facility of 1 mllion gallons or
nore; expansion of an existing facility of 1 mllion gallons or
nore; and capping of the credit at $15 mllion or 50 percent of
the devel opnent cost, whichever is |ess. This would be in
addition to any other credits in this chapter. Section 3 would
al so provide that the storage facility nust be regulated by the
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Regul atory Comm ssion of Alaska (RCA) and would establish how
credit paynent shall be dispersed. It would set forth how a
person who has received a credit shall repay the credit if the
facility ceases comercial operations wthin nine calendars
years imediately followwng the calendar year in which the
facility commenced commercial operations. Additionally, the
terms liquefied natural gas storage facility, ceases comrercia
operation, and commences commercial operation are defined in
Section 3.

1: 09: 24 PM

CO CHAI R SEATON cl osed public testinony after ascertaining that
no one fromthe public w shed to speak.

CO CHAI R SEATON noved to adopt Conceptual Amendnent 1 which on
page 3, lines 29 and 31, would delete "1,000,000" and insert
" 50, 000".

CO CHAIR FEI GE obj ected for discussion purposes.

1:10: 24 PM

CO CHAIR SEATON drew attention to two photographs in the
conmttee packet of small-scale liquefied natural gas (LNG
receiving termnals in Norway, where small coastal vessels

deliver LNG to communities. He explained that one photo is of a
site that has three small storage tanks, each holding 200 cubic
neters, and the other photo is of an LNG tank that holds 2,000
cubic neters. For further reference, he noted that an e-nmai
[from Hans R Tveitaskog] acconpani es the two pictures.

CO CHAIR SEATON said he is offering Conceptual Amendnent 1
because the legislature is trying to make conpetitive energy and
| oner-cost natural gas available to nore communities, but while
a one mllion gallon tank mght work for the state's second
| argest comunity it does not work for the other communities.
He explained that 200 cubic neters translates to just over
50,000 gallons, which would be nore appropriate for serving
small comunities. Whether LNG is delivered by vessel to
coastal towns or by truck, there needs to be enough capacity for
the community, and the aforenentioned anmounts have been proven
adequate for the situation in Norway.

1: 13: 09 PM
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CO CHAIR FEIGE said his objection is related to why not nore or
why not I|ess than 50,000 gallons. He recalled that Golden
Valley Electric Association testified that 1 mllion gallons
woul d be two weeks supply for that utility. The purpose of the
tank is to provide a quantity that buffers any fluctuations in
ei ther demand or delivery of the supply to the comunity. Wile
he allowed that 50,000 gallons may be adequate, he said the
smaller the nunmber that can legitimately be nade, the nore
communities would be able to qualify for the tax credit and the
nore distribution there could be throughout interior and coastal
Al aska. He recollected that M. Therriault of GColden Valley
El ectric Association said 12.1 gallons of LNG equaled 1 thousand
cubic feet (MCF) of gas. He asked whether there is sonething
nmore regarding why 50,000 gallons was chosen, other than it
bei ng the way Norway does it.

1:15: 11 PM

CO CHAI R SEATON responded that if 50,000 gallons was not enough
for a particular community that community could plan for an

appropriate size. The bill would allow for both initial as well
as expansion, so the communities thenselves would have to do a
cost-benefit analysis to determne the appropriate size. A

consideration is that it mnust be a regulated utility that
applies for this because it is supposed to be for distribution
systens for comunities, which ensures that a project is not
done for an individual building or entity. For a conparison, he
related that the Tal keetna Lodge has two 5,000 gallon tanks that
are serviced by truck at regular intervals by Fairbanks Natura
Gas. He said the 50,000 was the best nunber he could conme up
with, given there are small communities in Norway that have the
flexibility for tanks of 200 cubic neters to 2,000 cubic neters.

1:17:16 PM

CO- CHAIR FEIGE asked what size truck is wused by Fairbanks
Nat ural Gas.

MS. Pl ERSON deferred to M. Therriault.

REPRESENTATI VE P. WLSON stated she does not know if the anount
is right, but it needs to be dealt with to ensure that smaller
communi ties can be taken care of.

M5. PIERSON replied that if the bill noves on, she wll work

with conmttee nenbers to determ ne what that "magic nunber” is
for communities.
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CO CHAIR SEATON reiterated Co-Chair Feige's question about the
capacity of LNG tankers currently being used by Fairbanks
Nat ural Gas.

GENE THERRI AULT, Vice President, Natural Resource Devel opnment,
Gol den Valley Electric Association (GVEA), said he believes the
current tankers used by Fairbanks Natural Gas are either 10,000
or 11,000 gallons. He added that the tanker size GVEA
anticipates using for running LNG fromthe North Slope is 13,500
gal | ons.

1:19: 41 PM

REPRESENTATI VE HERRON requested M. Therriault to coment on
Conceptual Amendnent 1.

MR. THERRI AULT replied GVEA would not have a problem wth
[ 50,000 gallons, given it is a policy call on how to bal ance
this. He explained that GVEA has reached out to potential users

around the highway system that it would like to serve as
custoners under the premse that if the overall volune is raised
t hen everybody's per unit cost comes down. Therefore, if that

volune is the right size for those users on the highway then it
woul d be fine with GVEA

1: 21: 05 PM

CO CHAIR FEI GE suggested a tank size of 25,000 gallons, given
that the planned truck size is roughly 13,000 gallons. Thi s
way, when half the volune in the storage tank is used there
woul d be enough roomto receive the next truck.

CO CHAI R SEATON responded that he has no basis for community
utilities using |l ess than 200 cubic neters.

REPRESENTATIVE P. WLSON stated that [25,000 gallons] rmakes
sense to her.

REPRESENTATI VE GARDNER pointed out that if a smaller size is in
statute a community needing a larger volume would still be
covered, but not so wth the reverse. She added that, in
practice, the key is the standard tank size so that the statute
is not for a volume that would require custom zed tanks,
al t hough she did not personally know what a standard size would
be.
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1:22: 54 PM

REPRESENTATI VE HERRON rel ated that the standard size for LNG or
propane tanks is rail cars of about 30,000 [gallons] and further
noted that a larger tank size currently available for purchase
is 18,000 [gallons]. He therefore maintained that 30,000 and
18,000 [gal | ons] are common si zes.

CO CHAIR SEATON said these would not be propane tanks, so they
are not currently nmanufactured. He did not think that the
commttee's consideration should be for an off-the-shelf size.
In response to Co-Chair Feige, he pointed out that propane tanks
are | ow pressure tanks.

REPRESENTATI VE HERRON asserted that those are commobn sizes
because an odd size or very large size cannot be transported.
He agreed that the storage tanks would be custom nmade, but said
they would be built according to limtations of the road system

1: 24: 48 PM
CO CHAI R SEATON stated he woul d be anenable to 25,000 gall ons.

COCHAIR FEIGE said he would like nore infornation because sone
of these communities are relatively constrained and these tanks
all have a bl ast radius. The snaller the tank, the smaller the
bl ast radius, therefore the easier it wuld be to site these
tanks in the limted land available to villages. For exanpl e
the coastlines |limt where the tanks could be put and sone
vill ages m ght not have enough | and available to them should the
tank need to be sited well outside of town.

1: 26: 24 PM

COCHAIR FEIGE noved to adopt Anendnent 1 to Conceptua
Amendnent 1 which would del ete "50,000" and insert "25,000".

CO CHAI R SEATON accepted the conceptual anmendnent as a friendly
anendnent . There being no objection, Anmendnent 1 to Conceptua
Amendrent 1 was adopt ed. Therefore, Conceptual Anmendnment 1, as
anended, would on page 3, lines 29 and 31, delete "1,000, 000"
and insert "25,000".

There being no objection, Conceptual Amendnent 1, as anended,
was adopt ed.

1: 27: 39 PM
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REPRESENTATI VE P. WLSON noved to report the proposed comittee
substitute (CS) for HB 289, Ilabeled 27-LS1216\I1, Bull ock,
2/ 21/ 12, as anended, out of committee wth individual
recommendati ons and the acconpanying fiscal notes. There being
no objection, CSHB 289(RES) was reported from the House
Resources Standing Comm ttee.

The commttee took an at-ease from1:28 p.m to 1:31 p.m

HB  9-1 N-STATE GASLI NE DEVELOPMENT CORP

1: 31: 43 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
committee substitute (CS), Version U, labeled 27-LS0075\U,
Bul l ock, 1/19/12, adopted as the working docunent on 2/6/12.]

1: 32: 00 PM

REPRESENTATI VE P. WLSON noved to adopt the proposed commttee
substitute (CS) for HB 9, version 27-LS0075\S, Nauman/Bull ock,
2/ 25/ 12, as the working docunent. [ There being no objection,
Version S was before the commttee.]

CO CHAI R SEATON explained that Version S is Version U with all
of the anendnents adopted at previous committee neetings
incorporated into the bill.

RENA DELBRI DGE, Staff, Representative M ke Hawker, Alaska State
Legi slature, on behalf of Representative Hawker, sponsor, drew
attention to the commttee packet which included a summary of
changes nmade by the House Resources Standing Commttee that are
reflected in Version S

CO- CHAIR SEATON, in response to Representative P. WIson,
reiterated that the only changes incorporated into Version S are
the anendnents that were adopted by the commttee so that
menbers could read themin context.
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1: 33: 44 PM

REPRESENTATI VE GARDNER requested an explanation regarding why
t he sponsor believes a pipeline controlled by the Al aska Gasline
Devel opnent Corporation (AGXC) should be exenpt from regul ation
as a public wutility by the Regulatory Comm ssion of Alaska
(RCA). She understood that the purpose of HB 9 is to bring gas
to Alaska residents; that being the case, she asked why the
pi peline should be exenpt from RCA regul ati on.

M5. DELBRIDGE replied the intent is that if AGDC has controlling
interest in a pipeline and has sone deci sion-making authorities,
it can carry out its mssion to provide in-state gas at the
| onest possible rates for in-state use. The exenption would be
as a public utility under AS 42.05. This proposed exenption
would alleviate the risk on this project of regulatory
uncertainty in the sense that this is a state-supported project
that already inherently conveys that it is in the public's
interest and is necessary. That is a big conponent of being
regul ated as a public utility under AS 42.05. Because the state
is approving this as it goes forward through enpowering AGC to
nove along, it would be redundant and potentially highly risky
financially and tine-wise for the project to also be subject to
regul ati on under that conponent.

1:35:16 PM

REPRESENTATI VE GARDNER noted it is anticipated that at sone
point in the future the pipeline wll not necessarily be
controlled by AGDC because it could be sold or the control
transferred to another entity. If that were to happen, she

asked whether the entity would then be regulated by the RCA as a
utility.

V5. DELBRI DGE responded she would presently say it is uncertain
at what point a project may be transferred out of AGDC s
control, but that there are several options. A project not
controlled by AGDC would not be exenpt from regul ation under AS
42.05; therefore that protection is in place. When debt is no
| onger outstanding on the project, it <can go to private
owner shi p. Hypot hetically, if after 10-15 years from now the
project is transferred to private ownership with no longer a
degree of AGDC control, there would be in place the contracts
al ready developed with AGC as a controlling interest | ooking
out for the interests of in-state gas. Those contracts with all
t hose individual shippers would likely be for a long period to
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support the financing required for the gas commtnents over the
life of a pipeline.

1:37: 07 PM

REPRESENTATI VE GARDNER inquired whether anyone would review
those contracts during that process in which the AGC sells off
or makes a contract with a private entity. She further inquired
whet her, at any point along the way, the contract details would
become public information or would they be held privately
bet ween AGDC and the potential buyer.

M5. DELBRIDGE answered that in this situation those contracts
would be nmade for the length of duration of a shipping
commit ment, which should be 10-20 years, and there is no intent
to make those publicly available. The intent is to ensure that
commercial processes can work in devel oping those contracts and
therefore keep those as confidential infornmation. Version S
woul d provide another degree of evaluation - the contracts that
are specifically with public utilities for in-state gas would be
overseen by the RCA through the ability of public utilities to
seek pre-approval of the RCA to allow the utilities to recover
the costs of involvenment in this project or any |arge project
through the rates that they later charge their customers.
Version S would also provide that the rate of return on equity
to the pipeline owners be | ooked at by the RCA

1: 38: 58 PM

REPRESENTATI VE GARDNER clarified she is not inquiring about
shi pping contracts, but rather the transfer from AGC such that
AGDC no longer controls the line at some point in the future.
She asked whether that agreement would be made public if the
line is transferred to an entity that is not a public utility,
and whether there would be any kind of oversight of the tariff
for consuners.

M5. DELBRIDGE replied that the tariffs would have already been
set through the contracts negotiated at the beginning of the
life of that pipeline.

1: 39: 34 PM
CO- CHAI R SEATON explained that the utilities formng a contract
have the ability to submt that contract to the RCA to nake sure

that the rates are just and reasonable. The presunption is that
the utility purchasing gas is going to want to submt to the RCA
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to be assured it has |ooked out for its consuners and is not
bei ng over char ged. Version S states "may" because there could
be circunstances where it would not be efficient to submt to
the RCA and the utility is willing to take the risk. He said
his perspective is that the chance of a public wutility
contracting for a supply and then not protecting itself through
oversight by the RCA would be pretty snall. He related that the
commttee also |ooked at the problem of a contract carrier line
controlled by AGC to ensure the rate of return by different
owners; he added that this will be brought up by an anendnent.
The concern was that if the RCA or Federal Energy Regul atory
Comm ssion (FERC) was not verifying that the rate of return was
just and reasonable, then who would? Therefore, a conceptual
anendnent was passed [on 2/24/12] that said those would be
revi ewed.

REPRESENTATI VE GARDNER t hanked Co-Chair Seaton and said that was
t he heart of her question.

CO- CHAI R SEATON added that the concern was to balance the two
m ssions of AGDC for getting gas to consunmers in Alaska as
cheaply as possible as well as getting a gasline, so that was
why there was di scussion about the rate of return.

1:42: 13 PM

CO CHAI R SEATON noved to adopt Anendnent 1 to Version S, |abeled
27-LS0075\S. 2, Nauman/Bul | ock, 2/27/12, which read [original
punct uation provided]:

Page 18, |ine 23:

Delete "the rate of return for™

Insert "rates of return accepted by the Federa
Energy Regul atory Comm ssion for rate making purposes
for interstate"

The conmmittee took a brief at-ease.
1:44: 05 PM
CO CHAI R SEATON tabl ed Amendnent 1 and noved to adopt Anmendnent
2 to Version S, |abeled 27-LS0075\S.1, Bullock, 2/27/12, which
read [original punctuation provided]:

Page 1, line 10:

Del ete "projects”
I nsert "contracts”
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Page 5, lines 14 - 25:
Delete all material.

Rel etter the follow ng subsection accordingly.

Page 18, lines 18 - 25:
Delete all material.

Renunber the followi ng bill sections accordingly.

Page 18, |ine 30:
Del ete "may"
| nsert "shall"

Page 19, line 3:
Del ete "may"
| nsert "shall"

Page 19, |ine 6:
Del ete "may"
I nsert "shall"

Page 19, line 8, following "shall":
I nsert "review and may"

Page 19, following line 15;:

| nsert new subsections to read:

"(e) Before the start of construction of a
natural gas pipeline by the Al aska Gasline Devel opnent
Corporation or an entity controlled by the Al aska
Gasline Devel opnent Corporation, the Al aska Gasline
Devel opnment Corporation shall submt to the conmi ssion
under seal any firm transportation precedent agreenent
it has negotiated with an entity that is not a public

utility. Not wi t hst andi ng AS 40. 25.110 and
AS 42.05.671(a), t he comi ssi on shal | keep an
agr eenent subm tted under this subsecti on

confidential.

() The comm ssion shall review each agreenent
submtted under (e) of this section and conpare the
firm transportation rates in the agreenent to the
wei ght ed-average of the firm transportation rates
contained in the firm transportation contracts
submtted under (a) of this section that were approved
under (d) of this section. The transportation rates in
the contracts submtted under (a) of this section
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shall be weighted by volune for purposes of the
conparison. The conm ssion shall approve by order an
agreenent submitted under (e) of this section if the
firm transportation rates are equal to or less than
the weighted-average firm transportation rates in
contracts submtted wunder (a) of this section and
approved under (d) of this section. The conm ssion
shal | di sapprove by order an agreenent subm tted under
(e) of this section if the firm transportation rates
are greater t han t he wei ght ed- aver age firm
transportation rate in contracts submtted under (a)
of this section and approved wunder (d) of this
section. If the conm ssion has not disapproved an
agreenent submtted under (e) of this section wthin
30 days after the subm ssion of the agreenment, the
agreenent shall be considered approved and shall take
effect imediately. A firm transportation precedent
agreenent that is approved under this subsection is
not subject to further review by the conm ssion."

Page 19, |ine 18:
Del ete "AS 42.05.141(e)"
| nsert "AS 42.05.433"

The conmttee took an at-ease from1:44 p.m to 1:45 p. m
1:45: 27 PM
REPRESENTATI VE P. W LSON obj ected for purposes of discussion.

CO CHAIR SEATON, pointing out that Amendnent 2 is from the
sponsor, requested Ms. Delbridge to explain what the anmendnent
woul d do and provide details of the anendnent.

M5. DELBRI DGE expl ai ned that Amendnent 2 reflects to [Conceptual
Amendnent 2 to Anendnent 15] that was nade by the conmttee on
2/ 24/ 12. The Departnent of Law (DOL) expressed a concern
related to that anendnent's provision for an evaluation of the
rate of return. Amendnment 2 [to Version S] would change the
concept of regulation of this pipeline so that public utilities
entering contracts "shall" submt these contracts to the RCA,
rather than "may". This would provide the RCA with the absolute
paperwork in hand that shows the tariffs the wutilities are
paying for gas on that line. Amendnent 2 would further provide
that contracts with non-utility shippers be submtted to RCA
under confidentiality as commercial agreenents, and that the RCA
will conpare the tariffs charged to the non-utility custoners
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with the weighted average of the tariffs charged to the utility
custoners; the tariffs charged to non-utility custoners cannot
be higher than those charged to utility custoners. The purpose

in doing this is to give sone assurance that a shipper - for
exanple, a large comrercial shipper that is also part owner of
this pipeline - is not increasing tariffs to where that shipper
can reduce the netback value of its gas on the North Sl ope,
which is where the gas is valued for state tax purposes. The
sponsors understood this to be a concern of the conmttee and
wanted to address it. The RCA would have a 30-day w ndow to

conduct the conparison; this short tinme period is because it is
a sinple nmathematical conparison of the average tariffs for
utilities and non-utilities.

1:48: 33 PM

REPRESENTATIVE P. WLSON surmsed that there would not be
utility customers right away to which a conparison could be
made. She therefore asked whether the conparison would be nade
after the pipeline is built and the contracts are in place.

M5. DELBRIDGE replied that a public wutility in Al aska has
several options, should a project go to open season: t he
utility could commt to capacity, the utility could buy space on
the pipeline and ship the gas itself that is purchased from a
producer before that gas goes into the line, or the utility
could arrange for a mddleman to ship the gas and the utility
woul d buy the gas at the end. That m ddl eman m ght consolidate
several small contracts and arrange for shipping and buy space
in the line. Wi chever the option, it would need to be
determined in large part at the time of nmaking precedent
agreenents, because either the public utility is going to have
to sign an agreenent for space in the line or another shipper
will have to sign on the utility's behalf. I f another shipper
signs, it would want those utility agreenents in place to buy
the gas that the shipper is going to ship to support that
commtment to buy space in the |ine.

JOE DUBLER, Vice President, Al aska Gasline Devel opnent
Corporation (AGDC), Director of Finance, Al aska Housing Finance
Corporation (AHFC), Departnment of Revenue (DOR), offered his
belief that Representative WIson is talking about wutility
custoner contracts between the utility and the users of the gas.
However, the contracts being discussed here are between the
pipeline and the utilities, which are done very early in the
process before construction even begins. Therefore, it would
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definitely be known very early in the process who the shippers
will be and how nmuch they will be paying.

1: 51: 03 PM

REPRESENTATIVE P. WLSON surmsed that the non-utility and
utility customers could be the same custoners.

MS. DELBRIDGE responded not necessarily, the public utilities
can ship gas in a pipeline as can other users such as a large
i ndustrial user. A public utility does not have to buy pipeline
space, it could arrange for a mddleman to buy the space and
ship the gas to the utility. Either way, there has to be sone
sort of a contract in place early that says there is an end-user
for the gas that is going to be shipped. The pre-approval that
utilities have to take to the RCA is sinply the public utility
saying, "RCA we want to participate in this project, we're
investing a lot of noney in this, we need to know that you are
going to approve our rates |later when we charge our custoners,
our ratepayers, for this gas."”

1:52: 28 PM

REPRESENTATI VE P. WLSON said she was neaning that the owners or
partial owners of the pipeline could be the producers and they
coul d be shi pping gas down the |ine.

MS. DELBRI DGE explained that a producing conpany could create
anot her conmponent of its business that buys part of this
pi peline and ships gas on behalf of that producer entity. As is
simlar with other pipelines, there would be real firewalls in
place so that there is a separation between the entity that
produces and the entity that ships.

MR. DUBLER added that Anendnent 2 would create a system to

prevent a producer that is also an owner in the line from
raising the tariff so high that there is no netback on the North
Sl ope and therefore no tax owed to the state on the gas. He

noted that Co-Chair Seaton worked closely with [the sponsors] to
come up with this anendnent to prevent that from happening.

CO CHAI R SEATON understood that the rate would not be higher for
the commercial custonmer than for the weighted average of the
utilities, weighted being the vol une. This would prevent a
producer that has high costs fromwiting off the costs agai nst
its gas, thereby lowering the production tax value at the
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wel | head, which would lower the royalty and the production tax
val ue on which state tax is collected.

1: 55:17 PM
CO CHAI R SEATON requested Ms. Del bridge to address whether there
could be a circunstance in which a comrercial custoner would

have a nmuch lower tariff than would the utilities.

M5. DELBRI DGE answered there is a good chance that a conmercia

custonmer tariff will be lower if that custoner is arranging to
ship a quantity of gas that is substantially higher than that of
a utility. Al aska's utilities do not use an excessively |arge

volunme of gas conpared to what a gasline would be able to ship.
A single industrial user could theoretically use as much gas as
would a whole region of wutilities. Generally in commercial
negoti ations, commtting to ship a larger anmount of gas wll get
a better rate for the gas. Wen |ooking at just and reasonabl e
rates, part of what the RCA looks for is that |arge volune
shi ppers generally are due a |lower tariff.

1: 56: 49 PM

CO CHAI R SEATON presuned that just and reasonable would not be
such a low tariff that it would nean the tariff to utilities
woul d have to be substantially higher than the wei ghted average.

M5. DELBRIDGE replied that within those commercial negotiations,
whoever owns the pipeline will make sure that those tariffs are
conpetitive for any shipper so that the owner can in fact have a
pi peline project that is comrercial.

1: 57: 28 PM

REPRESENTATI VE GARDNER described a hypothetical situation in
which a relatively small pipeline is built and the utilities
have purchased 40 percent of the capacity and 60 percent is
goi ng el sewhere. | f sonewhere down the road this pipeline is
doubled in size for one shipper, she surm sed that that shipper
could get a tariff rate that is a great deal less than that
which the utilities are | ocked into already.

MS. DELBRIDGE confirned that potentially this is a possibility.
She expl ained that expansion at sone future tine would be up to
the pipeline owners because under HB 9 the pipeline would be
exenpted from common carrier and would have no requirenment for
mandat ory expansi on. The rate structure on how an expansion
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woul d be handl ed would tend to benefit every shipper because the
nore vol ume being shipped the lower the rates generally go. How
future expansions mght be reflected would be witten into those
initial comercial contracts with the shippers.

1: 58: 36 PM

CO- CHAIR SEATON wunderstood that if a shipper came in for
expansion and had a very low tariff rate, that would nean the
production tax value and the royalty value would be higher, so
hi gher royalty and taxes would be paid than if there was an
of fset of the weighted tariff paid by the utilities.

M5. DELBRI DGE concurred and noted that the state has a |ot of
conpeting interest when it cones to developing a resource for
commerci alization versus supporting the concept of in-state use
of natural gas by custoners in Al aska or industry.

1: 59: 40 PM

REPRESENTATI VE P. WLSON understood that royalties are paid to
the state. She asked whether the state would be paying for al
or part of the pipeline with state noney, or would bonds be
issued to pay for the pipeline so that state noney is not used.

M5. DELBRIDGE confirmed the state collects a royalty on gas
produced and said that that gas would likely be fed into this
gasline. The state could be an owner of this line, but does not
necessarily have to; that is part of the ownership and operating
agreenments yet to be determned as AGDC is allowed to progress
the comrercial process.

2: 00: 43 PM

REPRESENTATIVE P. WLSON said she is concerned about the
royalties for the state and asked how this would work out if at
the sane tinme the state is going to be paying for sone of this.

V5. DELBRIDCGE replied that HB 9 would provide AGC the authority
to issue revenue bonds, which would be an instance where the
state would not directly wite a check to the conmpany or entity
bui | ding the pipeline. However, AGDC may ask the state for the
equity portion of that debt that it is issuing, but then the
state would be expecting that return on its equity investnent.
She deferred to M. Dubler for further explanation.
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MR. DUBLER explained that pipelines like this can be financed
two different ways. One way is through equity contributions of
the owners, which is where the owners actually put their own
noney into the pipeline. The second way is that the owners go
to the debt narket and borrow noney to finish the construction

The two different financing sources are inportant because, in
this case, debt is a l|lot cheaper than equity. The equity
portion generally returns about 12 percent to the equity owners,
but debt is about half of that. Therefore, the state would want
to have as nuch debt in the project as possible, which is why
AGDC has proposed a structure of 70 percent debt to 30 percent

equity. If the state chose to put noney into this as an equity
partner, it would get a return on its investnent. If the state
wanted to get the sane return as other partners or other typical
pi peline owners, it would get a 12 percent return. He pointed
out that it will be a policy call at that tine as to whether the

state wants to receive 12 percent equity return or wants to keep
the tariff |ow The remai nder would be debt and that would be
roughly half of the 12 percent.

2:02:51 PM

REPRESENTATI VE P. W LSON asked how nuch is possibly being tal ked
about for the equity portion.

MR. DUBLER answered that at a 70:30 debt-equity ratio for a
project of $8 billion, the 30 percent portion would be about
$2.4 billion. The state or sone equity partner would put up the
$2.4 billion. The equity partner would likely be a conbination
of the producer or the pipeline conpany that owns and nanages
the gasline. The remaining $5.6 billion would cone from the
debt nmarket .

2:03: 37 PM

REPRESENTATI VE P. WLSON inquired who makes the decision on how
that will play out.

MR. DUBLER replied that the decision would be made by AGDC. The
AGDC staff would recommend to the board what should be done
based upon the econom c conditions at the time. For exanple, in
five years when AGDC begins construction and |ooks to the
markets for capital, circunstances could be that a 70:30 debt-
equity ratio is not beneficial. The conpanies that would
typically partner in an arrangenent like this could be short of
capital and m ght require a nmuch higher return, in which case it
could be a ratio of 80:20 or 90:10. However, he thought it
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unlikely that the beneficial ratio would be different than
70: 30.

2:04:45 PM

REPRESENTATI VE P. W LSON asked whether the noney would cone from
the board's own organization or would AGC ask the |egislature
for the noney and the |egislature woul d deci de.

MR. DUBLER responded that, to the extent that AGC was to | ook
to the state to participate as an equity owner in any
percentage, it would be subject to appropriation and would go
through the legislative process and to the governor for

approval . Any state contributions, any state noney that is
spent on this project, is subject to appropriation. Every
contract AGDC signs is subject to appropriation. Everyt hi ng

conmes back to the legislature.
2:05:37 PM

CO- CHAIR SEATQON, in regard to the debt-to-equity relationshinp,
noted that AGDC is required to get a pipeline at the best

possi ble deal to the state. G ven the current bill structure
he asked whether AGDC understands that it nust arrange the
financing in a way that wll provide the cheapest gas to
Al askans.

MR. DUBLER confirned this is correct and said that is why AGDC
pointed out in its report that 100 percent debt would be
cheapest and recommended that. Since then, however, he has net
with several pipeline conpanies and none wanted to participate
in a pipeline in which they did not have sone equity. The
conpani es nmake noney utilizing their capital in projects Ilike
this and therefore they like the 12 percent return. Wil e the
100 percent would yield the absolute best tariff for Al askans,
AGDC does not currently think that that is a commercially viable
option for this pipeline.

2:07: 05 PM

MR. DUBLER, in response to Co-Chair Seaton, confirmed that HB 9
requires a mnimum of 70 percent debt.

CO- CHAI R SEATON pointed out that in other contracts, such as the

Al aska Gasline Inducenent Act (AGA), the state has used a 70: 30
debt-equity ratio to maintain low tariffs.
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2:07:59 PM

REPRESENTATI VE MUNQZ understood that HB 9 limts the shipnent of
gas to 500 mllion cubic feet [per day] because of AGQ A

VMS. DELBRI DGE nodded yes.

REPRESENTATI VE MUNQZ, continuing, noted that Alaskans may want
to reconsider the size and scope of this project should the
state not get a larger pipeline through AG A, the provisions of
which end in 2016. She inquired whether there 1is enough
flexibility in HB 9 to reconsider size and market demands if the
AGQ A project fails.

M5. DELBRIDGE prefaced that the sponsors have been very, very
careful through HB 9 to absolutely acknow edge that AG A is the
law of the land and that there is nothing that the sponsors
intend to do to violate the 500 mllion cubic feet per day limt
that is inherent in that.

MR. DUBLER explained that AGDC did a prelimnary expression of
interest in 2011 and the interest expressed was at about 500

mllion cubic feet a day, so that |looks like that is what the
mar ket for this pipeline is. It is inportant to keep in mnd,
he stressed, that Al askans cannot decide how big this pipeline
is going to be, the market will decide how big this pipeline is
going to be - wunless the state contributes the difference.
Wiile the main purpose of this pipeline is to get gas to
Al askans, there nmust still be a market at the other side to take

all the gas that is shipped. He said AGC has not seen interest
expressed to exceed the 500 mllion cubic feet per day; to the
extent AGDC did, and the restrictions were not in place, it
woul d behoove everybody for AGDC to upsize the pipe.

2:10: 22 PM

CO CHAIR SEATON interjected that two factors are being dealt
with, one being pipe size and one being conpression. Wile the
pi peline design is for 500 mllion cubic feet per day, HB 9 does
not have any restrictions for comng back wth additional
conpression to carry nore or to go to looping, if in the future
the AG A standards are no | onger there.

MR. DUBLER added that if there was a desire for shippers beyond
the half billion cubic feet per day, those interests would cone
out via the governor's realignnent of the AQA process to
tidewater, and that |ine would produce a nuch | arger throughput
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than would this project. As it is currently set up, the AGA
process with the realignnment wuld take advantage of that market
if it is there.

CO- CHAIR SEATON further pointed out that if a larger pipeline
went to Valdez, AGC would then probably function on the spur
line comng to Southcentral or that Cook Inlet gas was going
into that pipeline. [If the AG A pipeline goes ahead, HB 9 would
still have functionality in the future because there are other
pl aces that gas needs to be delivered besi des Val dez.

MR. DUBLER nodded in agreenent.
2:13:04 PM

COCHAIR FEIGE said the discussion here is the difference
between the intention of what the line will be operated at and
what the line's design limt is. He asked whether the AGA
people would file suit if a plan was put into place that would
operate the pipeline at half a billion cubic feet per day, but
the line was designed to transmt nore gas per day.

MR. DUBLER replied that a suit could be brought for anything.
As AGDC is designing it, this line could have conpression added
to nove a higher volume. As currently designed, the |ine would
have two conpressor stations and would be 24-inches in dianeter
at 2,500 pounds per square inch. The Iimt for this design is
half a billion cubic feet per day, which AGDC believes does not
conflict with the restrictions set forth in the AG A statutes.

CO CHAIR FEI GE inquired whether TransCanada has given AGC its
bl essi ng on this design.

MR DUBLER responded that AGDC has had discussions wth
TransCanada and to his know edge that subject has not conme up in
t hose di scussi ons.

2:15: 06 PM

M5. DELBRIDGE returned to her explanation of Anendnent 2,
directing attention to page 2, lines 4-5, of the anendnent,
which reflect to page 19 of HB 9, Version S. She noted that on
2/ 24/ 12 there was commttee discussion as to whether the RCA
"shall" or "may" require hearings and investigations if a public
utility brings a pre-application request to the RCA I n
speaking with the RCA attorney in the Departnent of Law, as wel

as others, the sponsors realized that requiring the RCA to hold
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i nvestigations and hearings was not the commttee's intent. She
offered her belief that the commttee's intent was to require
the RCA to act on an application and, in doing so, to hold
hearings and investigations if the RCA sees fit. Therefore, the
sponsors wanted to put on the table this part of Amendnent 2
that requires RCA to act on these applications and that it "may"
hol d hearings and investigations in doing so.

CO CHAI R SEATON t hanked Ms. Del bridge for that clarification.

2:16: 34 PM

CO CHAI R SEATON recal l ed that RCA has 180 days for the precedent
agreenents. He observed that page 2 of Anmendnent 2 would
provide the RCA wth a 30-day tineline for making a
determ nation on submtted agreenents. Commenting that 30 days

seens very short, he asked what the conversation was between the
sponsors and RCA attorneys in this regard.

V5. DELBRI DGE expl ai ned that 180 days is the tinme period the RCA
would have to respond to a public wutility asking for pre-

approval . Pre-approval could be a conplex matter because the
RCA would need to open a docket, get into the details, and
figure out what goes into the tariff. It is a process that

takes a little while, but the sponsors wanted to limt that to
180 days so it would not be so ongoing that it could hold up
this project. The sponsors believe that 180 days is adequate
tine. The 30 days is specifically, and only, for when a non-
utility customer submits a contract and asks the RCA to
benchmark that tariff against the weighted tariff of these other
utility contracts. That is sinply weighing nmath and 30 days
seened quite reasonable. She deferred to Tina Govier, an
attorney working for AGDC, to provide further information in
this regard.

2:18: 27 PM

CO CHAI R SEATON requested Ms. Grovier to address whether 30 days
woul d be adequate for the RCA.

TINA GROVIER, Attorney, Natural Resources and Energy Law, Birch
Horton Bittner & Cherot, Counsel to Alaska Gasline Devel opnent
Corporation (AGDC), stated she represents AGXC and in her
di scussions wth the Department of Law the particular topic of
the nunber of days did not come up. She therefore presuned that
it was acceptable to "thent.
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CO CHAIR SEATON asked whether that was Departnent of Law
attorneys or RCA attorneys.

M5. GROVIER replied that the attorney is the RCA s counsel, but
in this context he is providing advice, as she understands it,
of the Departnment of Law consulting with the |egislature.

CO- CHAIR SEATON inquired whether the Departnent of Law had a
copy of Anmendnent 2 when M. Govier was talking with the
at t or ney.

M5. GROVIER confirnmed that the departnent did.

CO CHAI R SEATON, noting that he was seeing people shaking their
heads [in the committee room, said he wanted to make sure that
the Departnent of Law had the 30 days before it when Ms. G ovier
was having that discussion and that the departnment did not raise
i ssues.

M5. GROVIER stated that when she discussed this provision with
M. Goering he had the | anguage before himand it had the 30-day
provision in it and that was not a topic of discussion between
t hem

2:20: 48 PM

REPRESENTATI VE  GARDNER understood that the RCA did not
participate |ast week and inquired whether the conmm ssion has
any problemwith the 180-day tinme limt.

MS. DELBRIDGE offered her understanding that the RCA, as a body
with five comm ssioners obligated to carry out the state's |aws,
is not always inclined to weigh in on a policy level when a bill
is underway. However, the sponsors could request that it do so.
She related that in the sponsors' and Ms. Grovier's experience,
it is believed that these are reasonabl e tinmefranes.

M5. CGROVIER pointed out that the tinmeline of 6 nonths, or 180
days, is a standard provision in RCA tineline statutes. She
said the RCA generally only exceeds that timeline in
particularly conplex matters, such as rate redesign or conplex
tariff matters.

2:22: 25 PM

CO CHAIR SEATON said he still has concern on the 30 days and
would like to get AGDC s understanding as to whether 30 or 60
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days namkes a difference in the operation and function of these
ki nds of things. He presuned things do not nove fast in these
negoti ati ons and he did not know how often the RCA neets.

MR. DUBLER answered that his initial thought was five days was
adequate because it is a sinple nmathematical conparison of one
nunber to another. Wiile 30 days is a reasonable tine period to
AGDC, he thought a time period of 45 days woul d not cause AGC a
pr obl em

V5. DELBRIDGE added the RCA is a very engaged conmm ssion that
neets reqgqularly through every week, so protection is provided
t here. She suggested if the committee wants to change the 30
days, that a very tight tineline be kept because these wll be
com ng before the RCA very close to the point at which AGC and
its comrercial team need to resolve these kinds of conditions,
such as RCA approval, to sign the firmcommtnents that AGC can
then take to the bank for financing to build the Iine. Because
things will be noving quickly for AGDC, the sponsors would |ike
to ensure that state regulatory things are not |ingering.

2:24: 41 PM

REPRESENTATI VE P. WLSON surmsed that if the RCA was in the
m ddl e of sonmething else, this would force it to set that aside
and deal with this first.

M5. DELBRI DGE answered Anendnent 2 directs that the RCA shall
approve by order. She understood this to mean the RCA woul d
sinply need to issue an order that says the rates are either
equal to, less than, or higher than [the weighted-average firm
transportation rate]j. An order would not necessarily require
public hearings or a lengthy investigation.

MR. DUBLER added that if the RCA was so wapped up in another
case that it could not absolutely wite anything down, the
default would be that the RCA could |ook at the numbers w thout
witing up an order and after 30 days it would becone accepted
by default. |If the RCA |ooked at the nunber and it was higher,
the RCA could issue an order that it did not conply and then it
could be fixed. This provision does not require the RCA to do
anyt hing except |ook at it.

CO CHAI R SEATON said the conmmittee has flagged this issue, so if

the 30 days is a problemthe RCA is being put on notice to bring
up the issue.
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2:26:44 PM

CO CHAI R SEATON stated that [Amendnent 2] addresses nmuch of the
probl ens foreseen by the comrittee that protection is built into
the bill that AGC not only exercise its authority to get cheap
gas, but that there be review of this under statutory
requirenent. He offered his thanks to the sponsors for com ng
forward with a nechanismto do this.

REPRESENTATIVE P. WLSON inquired whether in Version S the
utilities and non-utilities are handl ed under different statute
nunbers, or where Version S actually states that both the non-
utility and the utility will be dealt with

M5. DELBRIDGE replied that the |anguage in Anendnent 2 would be
inserted into Version S after the sections that were discussed
on 2/24/12 that require utilities negotiating contracts wth
AGDC to submt those [to the RCA]. In further response, she
said that this is stated in Section 25 of Version S The non-
utility is addressed under Amendnent 2, page 2, line 13, and the
actual termon line 13 for a non-utility is "an entity that is
not a public utility".

2:29:46 PM

REPRESENTATI VE P. WLSON renoved her objection to Anendnent 2.
There being no further objection, Amendnent 2 was adopt ed.

The commttee took a brief at-ease.
2:31: 23 PM

CO CHAIR SEATON withdrew Amendnent 1, saying it would not be
offered at this tine.

The conmi ttee took anot her brief at-ease.
2:32:42 PM

CO CHAI R SEATON noved to adopt the Letter of Intent for HB 9,
dated February 27, 2012.

REPRESENTATI VE P. W LSON obj ected for purposes of discussion.

CO- CHAIR SEATON read aloud the Letter of Intent, witten as
follows [original punctuation provided]:
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It is the Intent of the Legislature that a pipeline
operating agreenent negotiated by the Al aska Gasline
Devel opnent Corporation and shippers under t he
authority of HB 9 will to the greatest extent possible
not be held as confidential except to protect trade
secrets or direct conpetitive advant age.

2:33: 26 PM

CO CHAI R SEATON expl ained that AGDC has been told to build the
cheapest |ine possible, or the cheapest gas to Al askans, but
AGDC nust come back to the legislature if there is going to be
any state investnent in a pipeline. He recalled that when the
| egislature was considering the Al aska Stranded Gas Devel opnent
Act, it found that the operating agreenent for that pipeline was
confidential and the legislature and the public could see the
termns. Thus, there was great reluctance to approve putting
noney into sonething so confidential that the legislature did
not know what it was approving. He said the purpose of this
Letter of Intent is to say that unless there are trade secrets
or direct conpetitive advantage, AGDC wll negotiate from the
position of having the information available to the public.
Presuming the pipeline goes forward and the pipeline contract
conmes back to the legislature for a decision to put in noney,

this Letter of Intent states that the legislature will have the
information publicly available to discuss and can nake a
decision that all constituents will understand because they can

see the informati on too.
2: 35: 15 PM

REPRESENTATIVE P. WLSON pointed out there have been other
Letters of Intent that were not thought about in the way
i nt ended. She asked whether a conceptual anmendnent could be
proposed that would do the sane thing.

CO CHAI R SEATON shared that in working with the sponsors, the
sponsors would like to have the intent |anguage drafted into an
amendnent . However, the sponsors would like to do this going
forward because an anmendnment has not been drawn up now. He
understood that it is the sponsors full intention to have a
"disclose section" and that this wll be done in the next
committee or somewhere along the line of process. This Letter
of Intent is the conmttee's way of encouraging that in the next
comm ttee.
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REPRESENTATI VE P. W LSON asked whether the sponsor will put that
on the record so the conmttee knows it is going to happen.

TOM WRI GHT, Staff, Representative Mke Chenault, Alaska State

Legi sl ature, on behalf of Representative Chenault, prinme
sponsor, confirmed that the sponsors are looking at an intent
section and this intent will be evaluated along with all the
other intent disclosures as the bill is noved through the
process.

2:37:06 PM

REPRESENTATI VE KAWASAKI inquired whether the confidentiality
exceptions extend only to the discussion on HB 9 or to AGDC as a
total.

CO CHAIR SEATON replied that AGDC is getting the authority to
negotiate the pipeline deal through HB 9, so the intent of this
would be that those operating agreenents for any pipeline
proposed by AGDC would, to the maxi mnum extent possible, be open
to the public and woul d not be confidential docunents.

REPRESENTATI VE P. WLSON renoved her objection to the Letter of
Intent. There being no further objection, the Letter of Intent
was adopted to be sent with the bill.

CO- CHAI R SEATON noved to public testinony.
2:39:47 PM

ALAN LEMASTER, Busi nessman, stated he has been a snal

busi nessman in the Copper Valley for about 30 years and it has
been a struggle. He said that struggle is shared with many of
his good friends and nei ghbors, sone of whom have cone and gone
and sonme who, Ilike him have managed to stay on but still
struggle. The primary reason for this struggle is the high cost
of energy caused by electricity generated from diesel engines
the majority of the year. Wth no contribution from the state
to equalize those high costs, Gakona residents pay 2-4 tinmes the
rate applicable in other sectors of the state. He said he
opposes HB 9 because, in his view, it threatens at so many
| evels the responsibility in charge of the very people who are
attenpting to obey the state mandate approved by voters. Ball ot
Measure 3 was passed in Novenber 2002 by 138,353 voters, a 62
percent mmjority of the voters in that election. That vote
established the Alaska Natural Gas Devel opnent Authority (ANGDA)
to provide the follow ng services: acquire and condition North
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Sl ope gas; design and construct a pipeline system operate and
mai ntain the pipeline system design, construct, and operate
other facilities necessary for delivering gas to market and to
Sout hcentral Alaska; and acquire natural gas market share
sufficient to ensure the long-term feasibility of the pipeline
syst em

2:41:41 PM

MR. LEMASTER said another inportant provision in that act was
t hat ANGDA may not be terminated as long as it has bonds, notes,

or other obligations outstanding. He submitted that unless and
until the line is built and providing the greatest nunber of
Alaskans with the Jlowest cost energy available, ANCGDA s
obligations continue and are outstanding. The statute also
states that ANGDA has the authority and the responsibility to
study, develop, <construct, and maintain the pipeline. In

ANGDA's wisdom it calls for the pipeline to be built along the
Trans- Al aska Pipeline System (TAPS)/Ri chardson Hi ghway corridor
from the North Slope to Valdez with a spur line to Anchorage.
Such a pipeline would provide natural gas to the greatest nunber
of Al askans, export as nuch gas as reasonable after Al askans'
needs are net, and would provide Alaska with significant profits
from the sale of that gas to Pacific R m countries or anyone
else interested in this resource.

2:42:43 PM

MR. LEMASTER said he also believes that it is the authority and
responsibility of the legislature and the admnistration to
support this effort by providing ANGDA with a fully staffed
board of directors and the necessary funding to continue this
work to fruition. He therefore asked what gives the sponsors of
HB 9 the authority to, in essence, sunset ANGDA wthout the
permssion of the voters of the state and in that process
appropriate ANGDA's work into the Alaska Housing Finance

Corporation with a bill that seemingly is to be the foundation
of a smaller, nore expensive, |ess effective pipeline comonly
known as the "bullet Iline", designed to be routed along the

Rai |l belt to serve primarily Anchorage? 1In his view, it would be
better for Alaskans if the sponsors would withdraw HB 9 and
redirect their efforts towards bringing natural gas to the
greatest nunber of Al askans at the |owest cost available under
ANGDA' s nodel. The denocratic system of governnent was designed
not to be run fromthe top down, but rather from the bottom up.
In 2002 the people at the bottom directed the people at the top
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to build a gasline under the auspices of ANGDA It is now the
| egislature's turn to act.

2:44:30 PM

PARK KRINER, President, Anerican Village of Alaska; Caribou
Hotel, Restaurant, and G ft Shop, testified that he also has a
gas station and grocery store and enploys 50-60 people in the
summer and about 30 in the wnter. He said he has been in
G ennallen for 41 years and, like M. LeMster, has struggled
and struggled because of the high energy cost. Last year, the
electric bill for his conmpany, consisting of several different
entities, amounted to about $240, 000. He said he has been
assured by M. WIkenson (ph) that if the state gets a gasline
and the generator engines are switched over to gas, which is
easy to do, his conpany's light bill wuld be reduced to
$40, 000- $50, 000 a year. The $200,000 in savings would then be
used for expansion and hiring, and the trickle down would affect
every business in the dennallen comunity. He noted that he is
one business along the pipeline route from the North Slope to
Val dez, the route that he is supports. He urged nenbers to
consider the dozens of schools, hospitals, and businesses all
along that route that would be helped by the lowering of I|ight
bills by 4-5 times from current costs. Those busi nesses woul d
al so be nore successful in hiring, building, and expanding, not
to nention the shipping to markets all over the globe from the
Val dez deep water port.

2:46:46 PM

MR. KRI NER rem nded nenbers that 138,000 Al askans supported the
all-Alaska gasline from the North Slope to Valdez when they
| obbi ed at the ballot box years ago. Attention should also be
paid to people like former governors Egan, Hi ckel, and Hammond,
as well as U S. Senator Ted Stevens, all of whom supported the
all - Al aska gasline after years of study. Common sense dictates
that the North Slope to Valdez route is far superior to any
other alternative in every aspect that has been considered. He
urged getting rid of HB 9 and noving ahead with a line to Val dez
that is supported by respected people. He added that the recent
Cook Inlet find is one nore reason for supporting a gasline from
the North Slope to Valdez because Cook Inlet would support the
Mat anuska- Susi tna Val | ey.

2:48: 43 PM
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MERRI CK PEIRCE noted that he is speaking today on his own
behal f, but he is a board nenber and CFO of the Al aska Gasline
Port Authority (AGPA). The questions he posed to the commttee
in February remain the sane and remain unanswer ed. He asked
when the committee is going to address the npbst fundanental
guestion, which is that HB 9 seeks to build a gasline at

enornmous cost to Cook Inlet, in which there is a 200-250 year
supply of gas. He further asked when the conmttee wll hear
from those who believe that 20 trillion cubic feet of natura
gas may |ie under Cook Inlet. If the estinmates of Cook Inlet

gas reserves are only half right, there are 100 years of gas
supply at current Railbelt usage. There is zero credibility to
this process of vetting HB 9 if this fundanental question
continues to be ignored. The excessive rate of return on equity
that would be allowed under HB 9 is a tragic m stake. He said
FERC typically allows returns on equity of up to 14 percent,
which neans that for every $1 billion of invested equity, the
investors would earn $140 mllion per year. At a typical 70:30
debt-equity ratio and a $10 billion price tag, the $3 billion
equity investnent would cost Al aska gas users $420 mllion per
year, plus the cost of the gas, the other pi peline
transportation costs, and DNR costs.

2:50: 38 PM

MR. PEIRCE mmintained that applying this approach of high rate
of return on invested equity to the state's highways, airports,
and other infrastructure is not done because it would destroy
the state's econony. Al aska asks for no return on equity for
public infrastructure. For example, if the nethodology used in
HB 9 was used to build the Parks H ghway, the highway woul d have
to be turned into a toll road and al nost $400,000 in tolls would
have to be raised per day every day forever. How many people
could afford to drive the Parks H ghway if sonething that
foolish was done? To nmake matters worse, that toll would be
collected in Alaska and transferred to whatever nulti-national
conpany had nade this equity investment. So the question is why
the state would want to apply this approach to this or any other
gas pipeline. Affordable energy is every bit as critical to
Al askans as are the state's highways, airports, and ports.
Al aska will always have the | ongest, coldest winters in the U S.
and Alaska would place itself at a profound conpetitive
di sadvantage if everything possible is not done to ensure that
Al askans have the nost affordable energy. Paying for a pipeline
with double digit rates of return in invested equity is akin to
buying a house and charging the house to a credit card. A high
rate of return on equity reduces the value of Alaska's North
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Slope gas, and with trillions of dollars in North Slope gas
value the state has a conpelling interest in protecting that
val ue. It even raises the question that HB 9 violates Article
VIIl of the Alaska State Constitution by avoidably dimnishing
the value of the state's resources and denying Al askan's nmaxi num
benefit.

CO CHAI R SEATON cl osed public testinony after ascertaining that
no one else wished to testify on HB 9. He invited the sponsors
to speak on the bill.

2:53:10 PM

REPRESENTATI VE M KE CHENAULT, Al aska State Legislature, refuted
the earlier assertion that there is an estimated 250 years of
gas supply in Cook Inlet at 20 trillion cubic feet of gas,
saying that that gas has not been found. He understood that the
current Cook Inlet gas infrastructure has used between 7 and 8

trillion cubic feet of gas in the |last 40 years; therefore if 10
trillion cubic feet was found there could be a 40-year supply.
The real issue is how many billions of dollars in exploration
costs it will take to find that gas and whether it wll be
econom cal at that tine. He said HB 9 is a continuation of
House Bill 369, which was introduced because it was the only

option that Al aska had available to nove in-state gas forward in
regard to the AG A process. He asserted that people are getting
lost in the mnutia when talking about the size and other
details, although he is not adverse to a lot of the changes nade
by the conmttee in the past few days.

2:55:21 PM

REPRESENTATI VE CHENAULT acknow edged that he cannot say whet her
this project will go forward, but that he can say it is the only
project he sees that is noving right now that could provide gas
to Al askans. Wiile it may not be the size or route or price
that is wanted, it would bring Al aska 100-200 years supply from
a confirmed gas source that would bring cheaper gas to Fairbanks
and other areas. He allowed that it will not affect a |ot of
areas in the state tonorrow even if the gas were turned on
tomorrow, but said that if nothing is ever started there wll
never be a result. As long as this project is noving forward,
Al aska has an opportunity to get gas. Economics will drive the
size of the gasline and its route, whether legislators like it
or not. Wiile not all the questions have been answered, the
majority has, and the bill wll Iikely change again before it
gets to the floor. The AG A process is already investigating a
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route to Val dez, so why duplicate that project? If that project

becomes economically viable, that is the project that will nove
f orward. However, if that project does not beconme economcally
viable, this is another option that will bring gas to Al askans.

CO CHAI R SEATON thanked the prinme sponsor for bringing forward
HB 9 and invited Representative Hawker to speak.

2:58: 04 PM

REPRESENTATI VE M KE HAWKER, Al aska State Legislature, noted that
getting Alaska's North Slope natural gas to market has been a
vision of this state since the day construction ceased on the
Trans- Al aska Pipeline System about 35 years ago. There are
reasons this has not been done, he allowed, such as using the
gas on the North Slope for inportant purposes. However, it is
now time for legislators to take the actions necessary to nake
that dream a reality. He offered his appreciation to
Representative Chenault for having the vision to bring forward
HB 9 and said he has been working with Representative Chenault
since the start of House Bill 369. He urged Al askans to stop
struggling against each other on this issue and that there be a
converging of the different views. He said Representative
Chenault is the visionary and his office is doing the technica
work on the issues for a viable opportunity to build a natura
gas pipeline from the North Slope to Al aska. The vision in
House Bill 369, now manifested in HB 9, has been all about
getting politics out of the way and enpowering engineers to
design the best project on the best route using the best
managenent practices possible to bring the best technical
outcone, rather than for politicians to be serving their own
best special interests. He said AGDC has brought forward the
project plan using the managenent science for negaprojects of
the [Ilndependent Project Analysis Institute]. It is the only
project he has seen in his 35 years living in Al aska where a
proj ect has been brought forward with a true plan to acconplish
its mssion, a plan that uses fornmal best nmanagenent practices.
That is sonmething that is very inportant and is why this project
is postured for success.

3:01:31 PM

REPRESENTATI VE HAWKER st ated that knowi ng how to measure success
is a very inportant part of the vision behind HB 9. The bi l

does not constrain ideas or vision or the future. It is a bil
that allows the people that have to make the right engineering,
financial, and other decisions. The bill would provide a state
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agency around which all these interests can converge to nove a
proj ect forward. This bill is all about elimnating conpeting
obj ectives and divergent ideas and providing the opportunity to
come together with a state agency that is postured in a very
powerful position and a very powerful seat at the table with the
producers and others interested in delivering gas into the
state. Through the marketing end that is brought together there
are potential customers overseas. He related that according to
t he seni or mar ket i ng representative from " ExxonMbbi
Corporation,” who made a presentation at |ast week's Lunch and
Learn, there is a niche in the world market for Al aska's natura
gas. Thus, HB 9 is not about saying no, it is about the
| egislature finally having the chance to say yes to Alaska's
future. He conplinmented the commttee for its work and offered
his appreciation for the commttee's consideration of the bill
whi ch he hoped the comm ttee would report today.

3:04:18 PM

REPRESENTATI VE P. WLSON expressed her concern that the Al aska
Housi ng Finance Corporation (AHFC) is already a big organization
and HB 9 would require its board of directors to now oversee two
bi g organi zati ons. She added she is pleased that the sponsors
have agreed to work on an anendnent regarding confidentiality,
excepting the protection of trade secrets or direct conpetitive
advantage, which would protect everybody w thout Kkeeping it
totally confidential.

REPRESENTATI VE HAWKER al | oned he has the same concern about this
entity sharing common managenent with the board of directors of
the AHFC. However, in looking at how to structure a future
board, the board would likely include the state comm ssioners
that are already on the AHFC board of directors. He offered his
opinion that the AHFC is the single best nmanaged organization in
Alaska and that the AHFC board of directors is emnently
qualified to take this work forward as a board of directors. He
pointed out that the wentity wll have its own interna
managenent team that is dedicated 100 percent of the tinme to
maki ng the AGDC project and process nove forward. An inportant
argument at this time for not changing the nanagenent at the
level of the board of directors is that the ongoing federal
environnental inpact statenment (EIS) and regulatory processes
would be conpromsed by a change in the managenent and the
timeframe would be set back. Once the mssions have been
acconplished in the future, it mght be tinme to look into
changing that nmanagenent and establishing AGC as a nore
aut ononous functi on.
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3:07:33 PM

REPRESENTATI VE KAWASAKI, in regard to coments that HB 9 would
provi de options, pointed out that the route selection is pretty
specific and would mss Fairbanks by nearly 40 mles. He
mai nt ai ned that Fairbanks, the second largest city in Al aska and
a city dealing with high energy costs, is cut out of this
particul ar plan. He observed that the AGDC executive sunmary
specifically states that this project plan is the final route
and no nore study or analysis of route selection should be
undertaken by AGDC or any other state agency. He therefore
asked how energy will be delivered to Interior Al aska.

REPRESENTATI VE HAWKER replied that before gas can be distributed
to any community in the state, there nust be backbone that
brings gas through the center of the state and this project
woul d be exactly that. The mssion statenent for AGDC is to
make that backbone happen and to |ook at developing the
distributive infrastructure necessary to reach communities.

3:09: 36 PM

REPRESENTATIVE MJUNOZ noved to report the proposed comittee
substitute (CS) for HB 9, version 27-LS0075\S, Nauman/Bull ock,
2/ 25/ 12, as anended, out of conmmittee with individual
recommendati ons and t he acconpanyi ng fiscal notes.

CO CHAI R FEI GE objected, saying that page 2, Section 1, of the

bill essentially mandates AGC to follow the project plan as
currently established. House Bill 369 did not ask for the
pipeline route with the maxi num benefit; rather, it asked for

the economcally feasible route. The bullet route directly to
Anchorage was |ess expensive; however, the maxi num benefit has
sonmehow bypassed his district. This is unfair to his district,
in which there is significant opposition to HB 09. As in
Fai rbanks, the tenperatures in his district reach 40 degrees
bel ow zero and the popul ation has declined primarily due to the
lack of industry and the high cost of energy. Bypassing the
people of his district is essentially witing off that part of
the state, so in good conscience he cannot vote to allow the
bill out of commttee.

3:11: 11 PM

REPRESENTATI VE KAWASAKI said it boils down to ANGDA, which was
overwhel mngly established by two-thirds of the state's voters.
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The neasure that passed in 2002 outlined specific things, such
as: how to use the state's royalty gas, which is not a
consideration of AGDC, how revenue sharing wth nunicipa
governments would work, which is not proposed or supported by
AGDC, plan for delivering natural gas to communities along the
pi peline route and consequently a spur line to Southcentral
Al aska, but [another] route has been pre-ordained by AGDC, a
plan for delivering and pricing LNG to the Yukon River and
coastal comunities, which is not inportant to AGDC. By pushing
through HB 9, ANGDA would be thrown under a different board of
di rectors. He said he supports ANGDA' s continued help and
thinks this | egislature ought to as well.

3:12: 50 PM

A roll call vote was taken. Representatives Herron, Minoz,
Foster, Dick, Seaton, and WIlson voted in favor of reporting
Version S, as anended. Representatives Gardner, Kawasaki, and
Feige voted against it. Therefore, CSHB 9(RES) was reported
fromthe House Resources Standing Commttee by a vote of 6-3.
3:14: 09 PM

ADJ OURNNMENT

There being no further business before the commttee, the House
Resources Standing Commttee neeting was adjourned at 3:14 p.m
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