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HB 4 was HEARD and HELD in commttee for further
consi derati on.

SB 23 Al DEA: LNG PRQIECT; DI VI DENDS; FI NANCI NG

SB 23 was HEARD and HELD in commttee for further
consi derati on.

1: 38: 01 PM

#hb4
HOUSE BILL NO. 4

"An Act relating to the Al aska Gasline Devel opnent
Corporation; making the Alaska Gasline Devel opnent
Corporation, a subsidiary of the Al aska Housing
Fi nance Corporation, an independent public corporation
of the state; establishing and relating to the in-
state natural gas pipeline fund; nmaking certain
information provided to or by the Alaska Gasline
Devel opnment Corporation exenpt from inspection as a
public record; relating to the Joint In-State Gasline
Devel opnent Team relating to the Alaska Housing
Fi nance Corporation; relating to judicial review of a
right-of-way | ease or an action or decision related to
the developnment or construction of an oil or gas
pipeline on state land; relating to the lease of a
right-of-way for a gas pi peline transportation

corridor, including a corridor for a natural gas
pipeline that is a contract carrier; relating to the
cost of nat ur al resour ces, permts, and | eases

provi ded to t he Al aska Gasl i ne Devel opnent
Corporation; relating to procurenent by the Al aska
Gasline Devel opnent  Corporation; relating to the
review by the Regulatory Conm ssion of Alaska of
natural gas transportation contracts; relating to the
regul ation by the Regulatory Comm ssion of Al aska of
an in-state natural gas pipeline project devel oped by
the Al aska Gasline Devel opnent Corporation; relating
to the regulation by the Regulatory Conm ssion of
Alaska of an in-state natural gas pipeline that
provi des transportation by contract carriage; relating
to the Alaska Natural Gas Developnent Authority;
relating to the procurement of certain services by the
Al aska Natural Gas Developnent Authority; exenpting
property of a project developed by the Al aska Gasline
Devel opnent Corporation from property taxes before the

House Fi nance Conmmittee 2 03/21/13 1:37 P. M



commencenent of conmercial operations; and providing
for an effective date.”

1: 40: 20 PM

REPRESENTATI VE M KE CHENAULT testified that HB 4 would nove
Alaska forward by utilizing the state's natural gas
resource for Al askans. He nentioned HB 369, which forned
Al aska Gasline Developnment Corporation (AGDC). He noted
that AGDC had been tasked with revisiting the idea of an
instate gasline. The project wuld allow gas for all
Al askans, at a reasonable price, under the constraints of
Al aska Gasline Inducenent Act (AG A). He stated that AGDC
recommended the conponents witten into HB 4 that would
all ow for an open season to gather buyers and sellers.

Representative Chenault spoke to the need to increase
revenue for Al aska. He noted that Al askans had waited for
nore than 30 years for an instate gasline. He nentioned
sone argunents against the gasline, including the need to
retain the gas cap pressure at Prudhoe Bay and Kuparuk in
an effort to produce nore oil and revenue for Alaska. He
stated that Al aska had opportunities to nove the gas off of
the North Slope wthout disturbing oil production. He
shared that the original design for the gasline was a high
pressure, 24 inch pipeline, which would carry liquids from
Prudhoe Bay to South Central Alaska and was ternmed the
"bullet line."

Representati ve Chenaul t conti nued t hat further
conversations yielded a new proposal for a 36 inch, 1440
PSI line traversing 800 mles to South Central Alaska. He
contended that the pipe was not snall when conpared to
other gaslines in the world. He stressed that the market,
and not the legislature, would determne the size of the
pipe and the location of gas delivery. He argued that the
| egislature could continue to hold up the only gasline
project noving forward because of the belief that it did
not fit particular criteria, or the legislature could |eave
it up to the people who "know what they are doing." He
noted the conplexity of the legislation and its proposal.
He explained that HB 4 allowed AGDC the ability to hire the
best and brightest consultants to conpose the managenment
team required to bring the nmultiple billion dollar project
to the state. He added that HB 4 was the only project that
had current state and federal permts with the intention to
nove the projects forward.
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1:47:37 PM

Speaker Chenault stated that an expensive ad canpai gn had
arisen to stop the project proposed in HB 4. He said that
he understood the concerns raised by the comunity behind
the ad canpaign. He stated that their nmain argunment was
that the gasline was not big enough. He stated that the
project was constrained by AGA and at sonme point
conbining the projects could be in order. He referred to a
letter from the big 3 oil producers to the governor
suggesting a different dianeter pipeline. He said that the
argurment rested on the difference between a 36 and 42 inch
pipeline. He said if Alaska wanted to build a 48 pipeline,
it could, but sonmeone would have to pay for it. He warned
that the shippers and the buyers would not pay for space in
a pipeline that they were not going to use. He advocated
for providing the proper tools to corporations in an effort
to nove the project forward. He said that it was time for
the legislature to get out of the way and allow for the
project to advance. He stressed that he wanted the nost
powerful corporation in the nmarket doing the states
bi ddi ng. He relayed that under AGDC the project was shovel
ready and all that they needed were the tools to go to
wor K.

1: 51: 05 PM

REPRESENTATIVE M KE HAWKER echoed the concerns of the
previous testifier. He lanmented that the greatest problem
across the state was the cost and availability of energy.
He asserted that HB 4 was about solutions; short, mnmedium
and long-term solutions to Al aska's energy challenges. He
shared that in the short-term the Cook Inlet Recovery Act
had provided heat and lights in that area for several
years. He provided the exanple of gas trucking as a nedium
termsolution for the interior. He asserted that HB 4 was a
bill that made |ong-range solutions possible for all
Al askans. He expressed his frustration regarding the [|ack
of progress on a natural gas pipeline. He noted that the
| egi slature had addressed the lack of progress with the
creation of AGC in order to nove forward wth a
| egislatively sanctioned process, and that process was
enbodied in HB 4. He enphasized that HB 4 was not an
alternative to other needed solutions; particularly, the
Fai r banks Trucki ng Proposal. He noted that the first policy
objective of the bill was to deliver gas to Al askans, as
soon as possible, and at the |east possible cost. He said
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that the policy objective of the bill was to reduce the
project and financing risk, reduce the cost, and ultimtely
reduce consuner rates. He stressed that HB 4 was about
taki ng care of Al askans first.

1:55: 35 PM

Representative Hawker highlighted the six policy principles
t hat had been incorporated into the bill:

e to mnimze political influence

e to base any pipeline project going forward on a
vi abl e, comer ci al transacti on; a market based
solution in the private sector

e to make AGDC as efficient and flexible as possible

e to provide a strong and conprehensive regulatory
f ramewor k

e to provide a strong governance framework w th the
creation of a state agency that can efficiently and
effectively operate, while holding AGDC responsible
under cl ear statutory m ssi on and statutory
responsi bilities.

e to allow and support the devel opment of future Al aska
oi |l and gas basins

He stressed that the bill had been carefully crafted so as
not to violate the ternms of AG A He recapped that HB 4 was
a balanced approach to noving a project forward and
equi pped AGDC for success in the endeavor. He noted that
the bill would enpower AGDC to shift gears and participate
in any other project, to an appropriate degree, in order to
help the state neet the primary objective of delivering gas
to Alaskans. He noted the institutional controls witten
into the legislation in order to ensure that any project
going forward had a comrercially viable transaction
underwiting the project. He explained that the |egislative
appropriative authority over the state was not conprom sed
in the legislation. He enphasized that AGDC was mnandated
under statute to weigh the needs and interests of the
residents of the state when naking decisions that they nust
be working to deliver gas to Alaskan's at a conpetitive
price.

2: 00: 29 PM
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RENA DELBRI DGE, STAFF, REPRESENTATIVE HAWKER, provided a
power point presentation, "An Al aska Natural Gas Future for
Al askans." She spoke to Slide 2, "Legislature in 2010
charged AGDC with the mssion of getting Al aska gas to
Al askans":

-Clean, reliable, reasonably priced in state energy
-Electric and honme heating costs

- Econom ¢ devel opnent for communities

-Industrial devel opnent opportunities

2:02:16 PM

Ms. Del bridge continued to Slide 3, "House Bill 369 of 2012
goal s":

1. Build a team under AHFC | eadership

2. Consolidate state’s gas pipeline work to date

3. Fill in data gaps; decide optinmal route

4. Report back to the Legislature with a project plan
2:03:04 PM

Ms. Delbridge turned to Slide 4, "AGC delivered with the
July 211 Project Plan":

-A pipeline for Alaskans is possible

-An in-state line could deliver conpetitively priced
gas to mmj or popul ation centers

-Project wll require firm Jlong-term contracts for
pi peline capacity in order to support financing

-Legi slative action required

2: 03: 53 PM

Ms. Del bridge discussed Slide 5:

AGDC recomrended | egislation for the authority to:
-Determ ne pipeline ownership structure
-Wrk confidentially with private sector partners
-Operate as a contract carrier
-Decide rates and tariff terns

AGDC further needs the state to:
-\Wai ve property taxes and state | and | ease fees
-Provide sufficient funding and create a pipeline
fund
-Limt judicial review
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2: 04:

39 PM

Ms. Del bridge continued to Slide 6, "Now, House Bill 4":

-Provides further direction for ACGDC
-Transfers existing statute from HB 369/38. 34
from Joint Instate Gasline Devel opment Team AHFC
subsidiary to AGDC
-Incorporates HB 9, from 2012
-Provides the framework for AGDC to serve as Al aska's
nat ural gas pipeline corporation
-Maxim zes state’'s efforts in gas pipeline devel opnent
-Resolves regulatory wuncertainties while supporting
future devel opment of Al aska resources
- I ncl udes AGDC recommendat i ons
- Mai nt ai ns nonentum — del ays hurt!
-AGDC estimates $200 mllion per year inflation
- Sout h-centr al gas suppl y (and cost s)
i ncreasingly uncertain
- Fai rbanks energy costs and air quality — no end

in sight
-Continuing expectation for state to offset high
cost
2:07:01 PM
Ms. Delbridge continued to Slide7, "Under House Bill 4,
AGDC wi lI":
1. Continue work on the in-state pipeline
-Requires sufficient shipper support to finance a
pi peline
-Target date: Gas flow ng 2019
2. Wrk with TransCanada and producers to align two
proj ects
-Uncertain: no devel opnent comm tnent to date
3. Be prepared to participate in other frameworks
- For exanple, spur line
4, Once a min |line is conplete, evaluate other
pi peline opportunities
-Lines off the main |line connecting comunities,
i ndustrial devel opnent
- her stand-al one Al aska gas pi pelines
2:08: 28 PM

House Fi nance Conmmittee 7 03/21/13 1:37 P. M



Ms. Del bridge transitioned to Slide 8, "Establishes AGDC as
Al aska's gas pipeline entity":

-Section 3; transition language in Section 1, Section
25

-HB 4 noves AGDC from its present Jlocation as a
subsidiary of Al aska Housing Finance, to a stand-al one
state corporation

-Locates AGDC under Departnment of Conmerce, Community
and Econom c Devel opnent for adm nistrative purposes

only
-AGDC will be governed by a b5-nenber board wth
expertise in relevant fields, appointed by the

governor, confirmed by the legislature
-Provides clear transition | anguage

2:10: 20 PM

Ms. Del bridge continued to Slide 9, "Clearly states AGDC s
pur pose (Section 3)":

-To advance an instate gas pipeline as described in
the July 2011 project plan, wth nodifications as
appropriate, making gas avail able to Fairbanks, South-
central, and other comunities in the state at the
| onest rates possible;

-To develop pipelines serving utility and industrial
custoners, at commercial reasonabl e rates;

-To develop pipelines offering conmercial rates to
shi ppers and that offer access for shippers producing
gas in Al aska

-Once a mainline is conplete, to consider additiona
pipelines to extend the reach of gas to other
communities, industrial users

2:11: 46 PM

Ms. Delbridge continued to Slide 10, "Provides clear
statutory abilities to AGC to function as a corporation
and to acconplish its purpose (Sec.3)":

-Enter into ownership and operating partnerships
-Create subsidiaries, including a subsidiary to narket
gas

-lIssue revenue bonds limted to AGDC s own backing to
fi nance a pipeline
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-Enter into confidentiality agreenents necessary to
participate with private sector shippers, partners,
financiers

-Keep confidential information like field studies and
tariff nodels that are assets AGDC is devel oping for
the state

-Exercise the state’s existing power of em nent domain

2:14: 56 PM

Ms. Del bridge spoke to Slide 11, "House Bill 4 also":

-Exempts AGDC from the state procurenent code and
state personnel act (Section 3; and Sections 4 and 14)

* (AGDC is currently exenpt from the procurenent code
as an AHFC subsidiary (per HB 369 of 2010)

-Exenpts AGDC from the Executive Budget Act (Section
3)

-Applies public official disclosure rules to AGDC
board nmenbers (Section 15)

Ms. Delbridge turned to Slides 12 and 13, "Maxim zes
state's efforts in gas pipeline devel opnment™:

*Additional state support for a project in the
public’'s interest will help reduce delays and keep
costs as | ow as possible

House Bill 4:

-Limts judicial review of state permtting decisions
and aut horizations to avoi d delays (Section 13)
-Directs DNR to waive annual fees on a state right-of-
way | ease for AGDC (Section 3; Section 12)

-Waives state and |ocal property taxes during pipeline
construction (Section 22)

-Sunsets the Al aska Natural Gas Devel opnent Authority,
per a 2010 Leg Audit recomrendati on

-Requires state entities to cooperate and share
information with AGDC (Section 3)

-AGDC requests receive priority (except for AQA
requests)

- AGDC and state entities can ent er into
confidentiality agreenments if necessary to protect
third-party information in the state’s possession
-Calls on the state to provide water, sand, gravel,
and other non-hydrocarbon natural resources to AGDC
(Section 3)
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-AGDC will pay usual prices; cost cannot be included
in tariff base and passed on to pipeline shippers

2:18:26 PM

Ms. Del bridge continued to Slide 14, "Resolves Regulatory
uncertainties":

*Regul atory uncertainties add risk, which adds costs
and can deter private sector participation. AGC needs
to know how a pipeline wll be regulated before
soliciting private sector partners

House Bill 4:

-Allows natural gas pipelines to operate as contract
carriers through changes to the Right-of-Wy Leasing
Act and through Regulatory Comm ssion of Al aska
over si ght

-Reinforces state policy that pipelines should be
fair; offer reasonable access to new future shippers;
and encourage future devel opnent of Alaska' s oil and
gas resources

2:19:34 PM

V5. Del bridge discussed Slide 15, "Why a contract
carrier?":

-Shippers need to know that the space they are
‘reserving’ by signing long-term conmtnents wll be
avai | abl e

-Those firm wuninterruptible contracts are the way gas
pi pelines are financed

-The future incone promsed through those contracts
secures revenue bonds

-House Bill 4 establishes contract carrier status
whil e providing for expansions in the future

2:21: 07 PM

Ms. Del bridge continued to Slide 16, "R ght of Wy Leasing
Act":

*Section 11: Sections 6, 8 9 and 10 are conform ng

I ncludes a set of covenants a | essee nust agree to
*HB 4 nodifies covenants reflecting comon carrier
principles, to allow for contract carriage
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2:22:

*‘Nuts and bolts’ of covenants remain the sane
eContract carrier covenants still require a pipeline
per contractual terns, to provide connections wth
ot her pipelines and facilities

«Contract carrier covenants still require expansions
on comercially reasonable terns
eContract carrier covenants still require a pipeline

to ship without discrimnation

57 PM

Ms. Del bridge spoke to Slide 17, "Regul atory Conmi ssion of

Al ask

2: 25:

a oversight for a contract carrier gas pipeline":

eSection 21 is new regulatory chapter; Sectionl8 is
rel ated. Sections 19, 20, 5 are conform ng)

eMandates a baseline package of rates and terns
(recourse tariff) available to all interested parties,
and all ows negotiations of final rates

*Requi res an RCA-approved initial recourse tariff
*Requires RCA to decide if precedent agreenents are
‘just and reasonabl e’

*Premise is contracts entered into willingly by two
parties are just and reasonable - wth checks and
bal ances

* Provi des certainty and protection for public
utilities

43 PM

Ms.
revie

House

Del bridge continued to Slide 18, "Recourse tariff
W'

-Supported by full cost study
-Ternms and conditions are ‘not unduly discrimnatory

-Rate elenents are reasonable — return on equity,
capital structure, depreciation

-Revisions required - post construction, pre-open
seasons

-Triennial rate review and operating reserve fund for
excess ROR

Precedent agreenent review

-Are contracts just and reasonable as evidenced by
arms length transaction?

-Hei ghtened scrutiny for affiliate relationships
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2:30: 05 PM

Ms. Del bridge discussed the RCA section of the |egislation
on Slide 19:

Allows confidential filing of precedent agreenents;
requires public filing of final contracts

*Requires a CPCN (building permt) fromthe RCA wth
special terns for an AGDC pipeline reflecting the
st at e- sancti oned m ssion

*Directs RCA to intervene when a dispute threatens the
public health and safety

*Allows <contracts to include dispute resolution
met hods that give all shippers notice and opportunity
to protect their interests

*Sets standards for fair, accessible open seasons;
requi res open seasons for new capacity/expansi ons
eDirects RCA to oversee open seasons and field
conpl aints

*Sets tinelines that should not interfere wth
commer ci al processes

2:33:15 PM

Co-Chair Stoltze requested a sectional analysis.

MVs. Del bridge presented the sectional beginning wth
Section 1:

Section 1 - Findings and Intent

0 Finds that an Alaska Gasline Devel opnent
Corporation (AGC) natural gas pipeline is in the
best interests of the state, and required for
publ i ¢ conveni ence and necessity.

The Regul atory Comm ssion of Alaska (RCA) uses
these standards in issuing a building permt to a
project. Through this section, the legislature is
maki ng t hese findings on behalf of the RCA

0 Finds that I|ocating AGDC under the Departnent
of Comrerce, Community and Econom c Devel opnent,
for admnistrative purposes only, wll advance
AGDC s m ssi on.
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Est abl i shing AGC as an independent state entity
with a clear purpose and the statutory

authority to neet its mssion wll make AGDC nore
likely to succeed.

0 Provides intent that AGC s transfer from an
Al aska Housi ng Fi nance Cor por ati on ( AHFC)
subsidiary to a stand-alone corporation will be
treated as a repositioning and not as creating a
new entity.

This intent should prevent the need to dissolve
AGDC and re-create it as a new corporation; as a
transfer, AGC wll need to anmend bylaws and
regul ati ons.

0 Provides intent t hat AGDC w | procure
services, labor, products and resources from
Al aska busi nesses, i ncl udi ng Al aska Native

corporations and nunicipal organizations, when
prices are conpetitive.

0 Provides intent that AGC wll, as possible,
hire Al askans; establish hiring facilities in
Al aska; and use Departnment of Labor and Workforce
Devel opnent syst ens.

2:36: 12 PM

Ms. Del bridge continued to Section 2:

Section 2 (conformng) deletes from AS 18.56.086,
Al aska Housing Finance Corp, Creation of subsidiaries,
the ability to create a pipeline subsidiary. HB 4,
Section 3, establishes AGC as a stand-alone public
corporation of the state, so it is no |onger necessary
for AHFC to have a subsidiary corporation related to
nat ural gas pi pelines.

2:37:56 PM

Ms. Del bridge shared Section 3, which was the statutory
backbone of the new corporation:

Section 3 (new corporation) adds a new chapter, Al aska

Gasline Devel opnent Corporation, to AS 31, Gl and
Gas.
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This section is the statutory authority for the stand-
al one corporati on.

Sec. 31.25.010, Structure, establishes AGC as an
i ndependent public corporation of the state,
| ocated for adm nistrative purposes in DCCED, and
makes provisions for asset distribution wupon
term nati on.

Sec. 31.25.020, Governing body, establishes a
five-menber board of di rectors, serving
st agger ed, seven-year terns. Menber s are
appointed by the governor and nust be confirned
by the legislature. In making appointnents, the
governor shall consider expertise in natural gas
pi peline construction, operation and marketing;
finance; and large project managenent. Menbers
may be renmoved only for cause; vacancies wll be
filled in the same way as original appointnents
are made. Board nmenbers receive $400 conpensation
per day spent on official board business, in
addition to actual expenses.

Sec. 31.25.030, Meetings of board, directs the
board to annually elect officers; defines a
guorum as a nmjority of nenbers; and requires
neetings at |east once every three nonths.
El ectronic neetings are allowed. For a neeting in
which the board authorizes a bond issuance, at
| east 24 hours public notice is required. At
| east three board nenbers are required for mgjor
votes, including bond sales; sale or disposition
of assets; determining a pipeline ownership
structure, and participation in a pipeline
proj ect .

Sec 31.25.035, Mnutes of neetings, requires the
board to keep m nutes.

2:40: 04 PM

Sec. 31.25.040, Admnistration of affairs, allows
the board to manage the assets and business of
the corporation; the board may adopt, anend, and
repeal bylaws and regul ations; and the board w |
del egat e corporation adm ni stration to t he
executive director. Requires the board to adopt
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f or mal procedures for procurenent processes;
requires a preference for Al aska veterans.

Sec. 31.25.045, Executive director, requires an
executive director who is appointed by and serves
at the pleasure of the board. The director may
not be a board nenber.

Sec. 31. 25. 050, Legal counsel , directs the
corporation to retain | egal counsel

Sec. 31.25.060, Enploynent of personnel, allows
the board to engage professional and technical
consultants, and allows the executive director to
hire corporation enployees and contract wth
consul tants. The board sets duties and
conpensation for corporation personnel.

Sec. 31. 25. 065, Per sonnel exenpt from State
Personnel  Act, exenpts AGC from the State
Per sonnel

Act .

Sec. 31.25.070, Purpose, directs AGDC to advance
an instate natural gas pipeline as described in
AGDC s July 2011 project plan, with nodifications
as necessary, making gas available as soon as
practicable to Fairbanks, Sout h-central , and
ot her conmmunities where possible; and attenpt to
develop projects that ship and deliver gas at
comercially reasonabl e rates.

Sec. 31.25.080, Powers and duties, lists 21
power s of t he cor poration, i ncl udi ng t he
abilities to determne pipeline ownership and
operating structures; plan, finance, construct
and operate a pipeline system |ease, rent,
acquire and nanage property; exercise emnnent
domai n; transfer or dispose of all or part of a
pi peline system operate as a contract carrier;
conduct hearings; sue and be sued; adopt byl aws;
borrow noney; and invest funds. Drects AGC to
anal yze other connecting lines once the main
pi pel i ne 'S under construction. Prohibits
devel opnent of a pipeline that conpetes under the
terms of the Alaska Gasline |Inducenent Act
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(AG A). Requires publication of open season
results.

Sec. 31. 25. 090, Confidentiality; i nt eragency
cooperation, requires state agencies to share
information with AGDC, requires state agencies to
cooperate with AGDC and give priority to AGDC
requests, except for requests from the AGQA
coor di nat or; and directs AGDC to avoi d
duplicating state work on a pipeline. State
entities nust provide non-hydrocarbon resources
like water, sand and gravel to AGDC at usual
cost, but those costs may not be passed on to
pi peline custoners. DNR will grant AGDC a right-
of-way |lease at no appraisal or rental cost if
certain conditions are net; the fee waiver
carries with the lease in case of a transfer

whi ch nust be approved by the comm ssioner. AGDC

may enter into confidential agreenents  as
necessary, including wth other state entities;
i nformation covered by a confidentiality

agreenent is not subject to disclosure under the
Public Records Act. AGDC nay also keep other
information confidential, including the results
of field studies; technical information; trade
secrets; and conmercial negotiations. AGDC nmay
wai ve confidentiality of sone information. Once a
gas pipeline is operational, AGC mnust release
confidential information, providing doing so does
not hurt the state’'s economc interests and does
not violate confidentiality agreenents.

Sec. 31.25.100, In-state natural gas pipeline
fund, est abl i shes t he I nst at e- nat ur al gas
pi peline fund within AGDC and directs fund use.

Sec. 31.25.120, Creation of subsidiaries; sale of
natural gas by a subsidiary, allows AGC to
create subsidiary corporations to neet AGDC s
m ssion, including subsidiaries to acquire and
ship natural gas.

Sec. 31. 25. 130, Adm ni strative pr ocedur e;
regul ati ons, exenpts ACDC fromthe Adm nistrative
Procedure Act, except for the Open Meetings Act
portion. Provides board direction related to
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byl aws, regul ati ons, and public notice of
nmeet i ngs.

Sec. 31. 25. 140, Exenpti on from the State
Procurenent Code and the Executive Budget Act;
corporation finances, exenpts AGDC and its
subsidiaries from the State Procurenent Code and
the Executive Budget Act. Requires an annual
i ndependent audit. AGDC is already exenpt from
the procurenent code as an AHFC subsidiary; this
transitions the exenption to AGDC as a stand-
al one corporati on.

2:44: 23 PM

Sec. 31.25.150, Federal taxation of interest on
bonds and bond anticipation notes, provides that,
if interest on bonds or notes beconmes taxable
under federal income tax laws, the legislature
may pay off the principal and interest.

Sec. 31.25.160, Bonds and notes, allows the
corporation to issue bonds and notes in one or

nore series, limted to the corporation’s own
backi ng.
Sec. 31.25.170, Independent financial advisor,

allows the corporation to retain a financial
advisor in negotiating the private sale of bonds
or notes to an underwriter.

Sec. 31.25.180, Validity of pledge, declares as
valid and binding any pledge of assets or revenue
of the corporation to paynent or interest.

Sec. 31.25.190, Capital reserve funds, allows
AGDC to establish capital reserve funds to secure
its obligations, and directs fund managenent.
Requires annual reports to the governor and
| egi sl ature.

Sec. 31.25.200, Renedies, permts enforcenent of
rights by those hol di ng AGDC obligations.

Sec. 31.25.210, Negotiable instrunments, declares

that obligations are prom ses to pay an anount of
noney.
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Sec. 31. 25. 220, ol i gati ons eligible for
i nvest nment , AGDC obligations as legitimate
i nvest ment s.

Sec. 31.25.230, Refunding obligations, permts
the corporation to refund obligations and
provi des direction for managi ng refunds.

Sec. 31.25.240, Credit of state not pledged,
prohibits AGC from pledging the state's credit.
AGDC obligations are limted to AGDC s backi ng.
Sec. 31.25.250, Limtation on personal liability,
protects corporation officers from personal
liability.

Sec. 31.25.260, Tax exenption, exenpts AGDC from
paying state and local taxes on corporation
property or property incone.

Sec. 31.25.270, Annual report, requires an annual

report to the governor, legislature and public,
i ncl udi ng an i ndependent audi t ed fi nanci al
st at enent .

Sec. 31.25.390, Definitions.

2:47:55 PM

Ms. Del bridge conti nued:

Section 4 (procurenent code exenption), adds new
par agr aphs to AS 36. 30. 850(b), Public Contracts, State
Pr ocur enment Code, Appl i cation of this chapter,

exenpting AGC and its subsidiaries from the state
procurenent code. The exenption is reinforced in
AGDC s statutes (HB 4 Section 3, 31.25.140).

Section 5 (RCA accounting, conformng) anends AS
37.05.146(c)(22), Public Finance, Fiscal Procedures
Act, Definition of program receipts and non-general
fund programreceipts.

Section 6 (gas or electric wutilities, conformng)

anends AS 38.05.180 (bb)(1), Public Land, Al aska Land
Act, Gl and gas and gas only leasing, to conformwth
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Section 11 creating covenants specific to a contract
carrier pipeline.

Section 7 (definitions)repeals and reenacts AS
38.34.099, Public Land, In-State Natural Gas Pipeline,
Definitions, to refer to the definitions in the new
31.25 (HB 4, Section 3).

Section 8 (right-of-way |eases, conform ng) anmends AS
38.35.100(d), Public Land, Right-of-Wy Leasing Act,
Decision on application, to conform to Section 11,
right-of-way | easing for a contract carrier.

Section 9 (right-of-way |eases, conformng) anends AS
38.35.120(a), Public Land, Right-of-Wy Leasing Act,
Covenants required to be included in | ease, to conform
to Section 11, right-of-way leasing for a contract
carrier.

2:50: 08 PM

Ms. Del bridge continued with the sectional analysis:

Section 10 (right-of-way |eases, conform ng) anends AS
38.35.120(b), Public Land, Right-of-Wy Leasing Act,
Covenants required to be included in |ease, to conform
to Section 11, right-of-way leasing for a contract
carrier.

Section 11 (contract carrier covenants) adds a new
section to AS 38.35, Public Land, R ght-of-Wy Leasing
Act, to establish covenants for a contract carrier gas
pipeline. This section does not alter the existing
covenants in the Right-of-Way Leasing Act for a comon
carrier. A carrier must agree to abide by the
covenants in order to receive a state right-of-way
|l ease. O 14 existing covenants for comon carriers,
11 also apply to a contract carrier. The others are
adapted to reflect contract carrier principles, while
retaining the policy that pipelines on state rights-
of -way shoul d encourage broader devel opnent of oil and
gas resour ces by expandi ng when commer ci al
opportunities exist and shipping wthout unreasonable
di scrim nati on.
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Section 12 (right-of-way |eases, costs) adds a new
subsection to AS 38.35.140, Public Land, Right-of-Wy
Leasing Act, Paynent of rental and costs, requiring a
right-of-way lease to be issued at no cost to AGDC.
This reinforces in the Right-of-Wy Leasing Act the
provision in HB4, Section 3 (31.25.090, |Interagency
cooperation; confidentiality) that |eases should be
made at no rental fee/cost to AGDC.

Section 13 (judicial review) adds new subsections to
AS 38.35.200, Public Land, Right-of-Way Leasing Act,
Judicial review of decisions of commssioners on
application, limting judicial review of state |ease,
perm t or other authorization decisions. C ai s
challenging this provision rmust be brought within 60
days of the effective date of HB 4; future clains
alleging a constitutional violation nust be brought
within 60 days of the action and mnmust be filed in
superior court. The court may not grant injunctive
relief.

Section 14 (personnel act exenption) exenpts AGC and
subsidiaries from AS 39.25.110, Public Oficers and
Enpl oyees, State Personnel Act, Exenpt service. This
exenption is reinforced in AGDC s corporate statutes.

Section 15 (public officials disclosures) nakes the
board of directors of AGDC and subsidiaries subject to
public official financial disclosure rules in AS
39. 50. 200, Public Oficers and Enpl oyees, State
Personnel Act, Definitions.

Section 16 (confidentiality) anmends AS 40.25.120(a),

Publ i c Recor ds and Recor ders, Public Record
Di sclosures, Public records; exenptions; certified
copies, to exenpt eligible information and information
covered by an AGDC confidentiality agreenent from
di scl osure under the state Public Records Act. This
relates to HB 4, Section 3 (31.25.090) allow ng AGDC
to keep certain information confidential.

Section 17 (RCA, conformng), anends AS 42.04.080(a),
Public Wilities and Carriers and Energy Prograns,
Regul atory  Commi ssion  of Al aska, Deci si on- maki ng
procedures, to allow the RCA to appoint a panel for
hearing matters under the new 42.08. The RCA needs the
statutory authority to appoint a panel and hear a
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matter that conmes before them under one of two
existing regulatory statutes. This adds the new
regul atory chapter created in HB 4, Section 21, 42.08,
so the RCA will be able to act on matters that cone up
under the new regul atory chapter

Section 18 (RCA review of public utility contracts),
amends AS 42.05, Public Uilities and Carriers and
Energy Programs, Alaska Public Utilities Regulatory
Act, by adding a new section related to RCA review of
contracts entered into by a public utility with AGC
for transportation or for contracts that public
utilities sign to purchase gas or store gas
transported on an instate natural gas pipeline
regul ated under 42.08. Public utility contracts wth
AGDC may include a covenant for public utilities to
col | ect rates suf ficient to neet contractua

obligations. Contracts to buy or store gas to be
shipped on an instate natural gas pipeline regul ated
under 42.08 nmust be submtted to the RCA before they
take effect. The RCA has 180 days to approve contracts
as presented or, if contracts are found not just or
reasonable, to disapprove the contracts. Contracts
approved are not subject to further RCA review The
RCA may extend the 180 day review period if a public
utility fails to provide supplenental infornmation that
is available to the public wutility. This section
provides an interface between regulation of public
utilities, and regulation of a contract «carrier
natural gas pipeline. If the RCA approves a contract
involving a wutility and the pipeline carrier, the
utility has assurances it will be able to pass along
the costs in power rates.

2:51:46 PM

Ms. Del bridge conti nued:

Section 19 (RCA conformng) anends AS 42.05.711,
Public Wilities and Carriers and Energy Prograns,
Al aska

Public Uilities Regulatory Act, Exenptions, to exenpt
a pipeline subject to regulation under 42.08 from
regul ati on under 42.05.

Section 20 (RCA conform ng) anends AS 42.06, Public
Uilities and Carriers and Energy Prograns, Pipeline
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Act, by adding a new section to article 7 exenpting a
pi peline subject to regulation wunder 42.08 from
regul ati on under 42.06.

Ms. Del bridge stated that Section 21 would create the new
regul atory chapter for an in-state natural gas pipeline
carrier.

Representative Hawker understood that the sectional was

very technical. He relayed that the level of detai
provided in the presentation could be I|imted by the
conmittee.

2:52: 09 PM

Co-Chair Stoltze requested that the presentation proceed
with full details.

Ms. Del bridge continued with Section 21:

Section 21 (RCA natural gas pipeline contract carrier)
adds a new chapter to AS 42, Public Uilities and
Carriers and Energy Programs, to create Chapter 08,
In-state Pipeline Contract Carrier. Chapter 08 applies
to an instate natural gas pipeline providing contract
carriage, and exenpts an in-state natural gas pipeline
subj ect exclusively to federal jurisdiction. The new

42.08 is a shift from traditional cost - based
regul ation, and directs the Regulatory Conm ssion of
Alaska to i nst ead eval uate  whet her negoti at ed

contracts are fair and reasonable. Checks and bal ances
are included to set basic rules ensuring fair and open
processes; to pronote exploration and devel opnent of
Al aska’s gas basins; to protect the public welfare; to
pronote accountability to Alaska ratepayers; to
protect against rates of return in excess of those
allowed by the RCA; to ensure access for all affected
parties in pipeline disputes; and to heighten scrutiny
for contracts entered into by affiliated parties.

Sec. 42.08. 010, Appl i cation of chapter;
exenption, applies this chapter to an instate
natural gas pipeline providing service as a
contract carrier. Exenpts an instate natural gas
pi peline subj ect excl usively to f eder al
jurisdiction.
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Sec. 42. 08. 020, Qualification of the Al aska

Gasl i ne Devel opnent Cor por ati on; findi ngs,
det erm nes t hat AGDC IS financially and
managerially fit, wlling and able to provide

service under 42.08. States that an AGDC pipeline
is required for the public convenience and
necessity. Directs the RCA to determ ne whether
any entity applying under 42.08 is technically
fit, wlling and able. The findings nade on
behal f of the Regulatory Commi ssion of Alaska in
this section are findings that the RCA usually
needs to mnmeke in issuing a pipeline building
permt — a Certificate of Public Conveni ence and
Necessity. The advance findings are not valid for
an applicant other than AGDC. For AGDC and any
applicant, the RCA will need to determ ne whet her
the entity is technically able to build the
proj ect and provide the service proposed.

Sec. 42. 08. 220, Cener al powers and duties,
provides enabling direction for the RCA under
42. 08. Requi res permts for construction
i nt erconnecti ons, expansions and abandonnent.
Enables the RCA to intervene in disputes that
where not accounted for in contractual dispute
resolution nechanisnms and that threaten the
public safety and welfare. Prohibits the RCA from
requiring rates or tariff regulations, except as
provided in the chapter, and from conducting
further review of contracts approved under 42.08.
Provides RCA access to the accounts, financial
and property records, and other information held
by a carrier, in order for the RCA to carry out
the regul atory processes in 42.08.

Sec. 42.08. 230, Conmi ssi on deci si on- maki ng
procedures, directs the RCA to appoint a panel to
consider and decide matters under 42.08, and to
expedi tiously adjudicate matters.

Sec. 42.08.240, Publication of reports, orders,
decisions and regulations, is the standard RCA
di rection for publ i shi ng reports, orders,
deci sions and regul ati ons.
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Sec. 42.08.250, Application of Admnistrative
Procedure Act, is the standard RCA exenption from

Adm ni strative Procedur e Act adj udi cati on
procedur es. I nst ead, the RCA s adjudication
procedures would apply. The rest of t he
Adm ni strative Procedures Act still applies to

regul ati ons adopted by the RCA

Sec. 42.08.260, Annual report, requires the RCA
to include in its annual report activities
related to 42.08.

Sec. 42.08. 300, Open seasons, sets rules a
carrier must follow when holding an open season.
Requires a carrier include open season procedures
in the carrier’s approved recourse tariff.
Provi des paraneters for holding an open season to
ensure fairness and openness for all interested
potential shippers, including advance notice.
Requires a carrier to hold an open season for
pi pel i ne expansion when the carrier has received
requests for firm service from potential shippers
that would enable a comercially reasonable
expansi on. Provides that expansions nmay not
violate the terms of AQA Allows a carrier to
make presubscription agreenents before an open
season begins. Requires a carrier to award firm
transportation service wi t hout undue
discrimnation or preference. Requires a carrier
to file revised recourse rates before conducting
an open season.

Sec. 42.08.310, Transportation service, provides
that firm service can only be nmde available
t hrough presubscription agreenents; in an open
season; or through the recourse tariff. Requires
a carrier to offer a recourse tariff with rates
determined on a cost-of-service basis; permts
| evelized rates. Allows that negotiated firm
transportation rates nmay be different from
recourse rates. Requires a carrier to provide
interruptible service in capacity not wused in
firmservice.

Sec. 42.08.320, Review of certain contracts by
the comm ssion, requires a carrier to submt all
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precedent agreenents and substantial anmendnents
to the RCA; precedent agreenents with other than
a public utility may be kept under seal. The RCA
has 180 days to approve or disapprove precedent
agreenents as just and reasonable. Sets the
standard for determning if a contract is nade at
armis length and allows additional RCA scrutiny
of contracts made between affiliated parties that
are not substantially simlar to transactions
made between unaffiliated parties. Appr oved
contracts are not subject to further review

Sec. 42.08.330, Contract carriage certificate,
requires a certificate of public conveni ence and
necessity (CPCN) for a carrier to construct a
pi peline and to transport gas. The RCA has 180
days to issue a CPCN once application is nade,
providing that the applicant is found fit,
willing and able to perform the services
proposed. The RCA may attach conditions to and
anmend, suspend or revoke a CPCN.  QOperating
authority may not be transferred and service nmay
not be abandoned w t hout RCA approval .

Sec. 42.08.340, Filing requirenments; recourse
tariffs, requires an instate natural gas pipeline
carrier to file a conplete recourse tariff,
i ncl udi ng rul es, regul ati ons, terms and
conditions pertaining to service, and all
contracts wth shippers.

Sec. 42. 08. 350, Initial or revised rates,
establishes the RCA review process of recourse
tariffs. The commssion nust verify that the
terms and conditions of services are not unduly
di scrimnatory. The comm ssion shall review the
supporting cost nodel and, weighing the pipeline
project risks, verify that the return on equity
is wthin a range of recent decisions by the
Federal Energy Regul atory Conm ssion (FERC); that
the cost nodel wuses a reasonable depreciation
nmet hod and economc |ife; and that the cost nodel
uses a reasonable capital structure. Defines
reasonable as comonly accepted or used by the
Regul atory Comm ssion of Alaska or by FERC
Provides 30 days for the RCA to issue a decision
on an initial recourse tariff, and 90 days for
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revised recourse tariffs. Sets standards for
evaluating revised recourse rates. Requires the
pipeline to provide for separate rates for
multiple classes of service, and allows a
reservation fee.

Sec. 42.08. 360, Uniform system of accounts,
requires a carrier regulated under 42.08 to
mai ntain records and accounts in accordance wth
t he uni form system of accounts.

Sec. 42.08.370, Expansion; dispute resolution,
enables contracts to provide for expansion,
unl ess an expansion would violate the ternms of

the Alaska Gasline | nducenent Act . Al | ows
contracts to include procedures for resolving
di sput es; requires those procedures provide

notice and opportunity to participate to al
shi ppers and creditworthy potential shippers.

2:57:20 PM
Sec. 42.08. 380, Regul at ory cost char ge,
i npl enents the standard RCA assessnent of a user
fee on regulated entities; includes a cap and

directs adm nistration of the user fee.

Sec. 42.08.390, Effect of chapter on taxes and
royalties, declares that nothing in 42.08 wll
change the calculation of production taxes or of
royalties due the state.

Sec. 42.08.400, Public records, requires RCA
records be available to the public, except as

provided by law. Precedent agreenments wll be
kept confidential. Firm transportation and other
contracts will be public, except for information

that the carrier and the RCA agree could cause
conpetitive harm

Sec. 42.08.410, Investigations, allows the RCA to
investigate matters in 42.08, and maintains the
role of the Departnent of Law s Regulatory
Affairs and Public Advocacy secti on.

Sec. 42. 08. 450, Account s; records; triennial
reports, provides the RCA tools to carry out its
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regul atory duties, including requiring a carrier
to maintain certain property records. Requires a
carrier to keep pipeline accounts located in
Al aska. Requires the carrier to file a triennial
report with updated cost study and a cal cul ation
of a three-year average actual return on equity.
Directs the commssion to review the cost study
and verify the rate elenments previously reviewed
(depreci ation, capital structure, return on
equity) are the sanme as previously approved. |If
rates of return are higher than allowed, the
carrier must place the excess in an operating
reserve fund, to be capped at 20 percent of
average annual operating costs; the carrier my
draw on this account in tines of |lower returns in
the future. If excess continues once the fund
hits the cap, the excess nust be used to reduce
the pipeline s rates.

Sec. 42.08.510, Designation of service agents,
requires an instate natural gas pipeline carrier
to file a nanmed, permanent resident as its agent
(standard RCA provi sion).

Sec. 42.08.520, Effect of regulations, states
that regul ations adopted by the RCA under 42.08
have the effect of |aw (standard RCA provision).
Sec. 42.08.530, Judicial review and enforcenent,
makes RCA final orders subject to standard RCA
judicial review, except in the circunstances set
forth in HB 4, Section 13, addressing the
devel opnent, construction and initial operation
of a natural gas pipeline by AGDC.

Sec. 42. 08. 540, Joi nder  of actions, al | ows
appeals to be joined under applicable court rules
(standard Reqgul at ory Conmmi ssi on of Al aska

provi si on).

Sec. 42. 08. 900, Def i ni ti ons, defi nes terms
standard to the RCA (conm ssion, comr ssioner,
record) and includes HB 4 terns (instate natura
gas pipeline, instate natural gas pipeline
carrier).
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2:59: 08 PM

Ms. Del bridge continued with the sectional analysis:

Section 22 (property tax exenption) adds a new
subsection to AS 43.56. 020, Revenue and Taxation, Ql
and Gas Expl orati on, Pr oducti on and Pi pel i ne
Transportation Property Tax, Exenptions, exenpting an
AGDC-owned or financed project from state and | ocal
property taxes during construction.

Section 23 (repealer) repeals 39 sections of statute.

[0 Repeals AS 36.30.850(b)(45) Public Contracts,
State Procurenent Code, Application of this
chapter, a prior exenption that applied to an
AHFC pi pel i ne.

[0 Repeals AS 38.34.030, Public Land, In-State
Natural Gas Pipeline, Joint In-State Gasline
Devel opnent  Team 38. 34. 040, Duties of the
Devel opnment  Team 38. 34. 050, Cooperation and
access to information; and 38.34.060, Conflicts
of interest, all of which were part of HB 369 in
2010 and relate to the Joint Instate Gasline
Devel opnent Team

[0 Repeals AS 39.25.110(11)(GQ, Public Oficers
and Enpl oyees, State Personnel Act , Exenpt

Servi ce, rel ated to ANGDA,; and AS
39.50. 200(b) (57), Public Oficers and Enpl oyees,
Publ i c Oficial Fi nanci al Di scl osur e,
Definitions, related to ANGDA

[0 Repeals all of the Alaska Natural Gas
Devel opnent Authority: AS 41.41.010 through AS
41. 41. 990.

Section 24 (repealer) repeals Sections 1 and 5 of 2002
Ball ot Measure No. 3, the findings of which are no
| onger

necessary with the sunset of ANGDA

Section 25 (transition and intent) expresses the
legislative intent that the existing state right-of-
way | ease between AGDC and DNR is anended to reflect
the contract carrier covenants in HB 4 (the Al aska
Constitution bars the Legislature from passing |aws
that apply retroactively to contracts in place). Al so
expresses intent for a snmooth transition for AGDC from
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its status as a subsidiary of AHFC, to an independent
cor porati on.

Specifically, this section includes:
0 The intent is that this repositioning does not
interfere with, delay or disrupt AGDC s work.
(0 The intent that the governor should appoint the
new AGDC board within 90 days of the effective

dat e.
(0 The AHFC board will remain in place until a new
board is appointed; and w Il cooperate with the

new board in a snooth transition

(0 The intent is that the transition is a change
in pl acenent only, and will not require
di ssol ving AGDC and creating a new corporation.

0 The intent is that AGDC, including enployees
and directors, continue in-place while the boards
are transitioning. This is not explicitly stated
but rather is inplied.

Section 26 includes revisor’s instructions.
Section 27 sets an imMmedi ate effective date.

3:00: 43 PM

Co-Chair Stoltze interjected that the bill spoke to the
real intent of the |egislation.

Representative Hawker of fered to provi de further
information if necessary.

HB 4 was HEARD and HELD in commttee for further
consi derati on.

3:02: 07 PM
AT EASE

3:13:11 PM
RECONVENED

#sb23
CS FOR SENATE BILL NO 23(FIN)

"An Act relating to devel opnent project financing by
t he Al aska | ndustri al Devel opnent and Expor t
Authority; relating to the dividends from the Al aska
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| ndustri al Devel oprent and Expor t Aut hori ty;
authorizing the Alaska Industrial Developnment and
Export Authority to provide financing and issue bonds
for a liquefied natural gas production system and
natural gas distribution system and providing for an
effective date."

3:13: 30 PM

SARAH  FI SHER- GOAD, EXECUTI VE DI RECTOR, ALASKA  ENERGY
AUTHORI TY, DEPARTMENT OF COWERCE, COWMUNI TY AND ECONOM C
DEVELOPMENT, stated that the interior energy plan proposed
in SB 23 would provide low cost, North Slope natural gas
and propane. She testified that the bill was a finance
package that offered by the governor to act as a catal yst
to bring the |liquefied natural gas (LNG and propane
custoners together with the private entities that would
construct and operate an LNG delivery system She relayed
that the partnership and project would be good for the
Al aska I ndustrial Devel opnment and Export Authority, (Al DEA)
and the Al aska Energy Authority (AEA). She shared that SB
23 would provide AIDEA with the opportunity to invest in
the project. She stated that AIDEA was currently
investigating full project feasibility and would only
utilize the authorized tools witten into the l|egislation
if the project proved to nake econonmi c sense. She said that
the intention was that AIDEA would take an equity stake in
the project, but would not outright operate or build an LNG
plant or distribution system She relayed that the project
was typical of other public/private partnerships that Al DEA
had been involved in for decades. She furthered that the
governor's finance package was intended to fund the initial
capacity of the project with future expansion to be funded
by private and community investnent.

Co-Chair Stoltze hoped that an explanation of HB 74 could
be integrated into the presentation.

Ms. Fisher-Goad began the presentation, SB 23 AlDEA
Devel opnent Project Financing for a Liquefied Natural Gas
Production and Distribution System" She discussed Slide 3,
"Project Goal s":

 Provide Ilowest-cost energy to Interior Al aska
consuners as soon as possible
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e Cet gas first to the Interior while assuring |ong-
term access to gas and propane from |iquefaction plant
for all Al askans

e Uilize private sector nechanisns as nuch as

possi bl e
MVs. Fi sher - Goad conti nued to Slide 4, "Proj ect
Description”:

e Natural gas will be liquefied on the North Slope and
trucked to Interior Al aska

e Propane will be produced and delivered to Interior
and Rural Al askans

e Primary LNG demand anticipated to be Fairbanks and
North Pol e

* LNG will be tenporarily stored and re-gasified in
I nterior Al aska

e Natural gas distribution system with storage to
supply natural gas for heating

3:20:12 PM

TED LEONARD, EXECUTIVE DI RECTOR OF AlDEA, discussed Slide
5, AIDEA Project Analysis Process: Due Diligence.” He said
that the funding wunder SB 23 wuld cone from the
Sust ai nabl e Energy Transmission and Supply Plan (SETS)
created by the legislature. He spoke to the chart on the
slide which included 4 phases of the project:

Phase 1 - Project Suitability Assessnent

Proj ect Sponsor Submttals
* Proposed information
 Sponsor information
« Estimated costs and tineline

Al DEA Process
* |Is project consistent with AIDEA initiatives?
e What is project feasibility?
* \What is t he proponent' s experience and
Capabi lity?
* |Is AIDEA right source for financing?

Qut put
* Project Information Form
e Suitability Report
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Al DEA Deci si on Maki ng

e Project Evaluation Conmttee
0 Authorization to go to Feasibility Analysis

M. Leonard relayed that AIDEA had conpleted Phase 1. He
shared that in Decenber 2012 AIDEA issued a request for
information (RFlI) for working on the project, and had
received 16 responses. He said that the project was
suitable for AIDEA. He shared that the m ssion of AlDEA was
to pronote economic devel opnent through investnment and
financing, and the project would do both for interior
Al aska. He believed that the project would provide for
st at ewi de devel opment as the benefits of LNG rippled across
t he state.

3:24:17 PM

M. Leonard relayed that AIDEA was in Phase 2 of the
process:

Phase 2 - Feasibility Analysis

Project Sponsor Submttals
Busi ness and financi ng pl an
Prelim nary schedul e
Executi on/ devel opnment pl an

Al DEA Process

s there a conplete and attainable business and financing
pl an?

| s there public support?

What is the timng and status on project?

VWhat are the risks?

Qut put

Rei mbur senent Agr eenent
Ter m Sheet

Ri sk Anal ysi s

Al DEA Deci si on Maki ng

| nvest ment Conmittee

Aut hori zation to go to Deal Structuring and Due Diligence
Al DEA Board

Approve Rei nbursenent Agreenent
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M. Leonard said that AIDEA had conprised a team of experts
on permtting and site assessnment from engineering firnmns,
as well as Ml Technol ogi es, experts in building
liquefication facilities. He stated that financial advisors
had been brought in to determine the financing of the
project facility and to examne the distribution system
He believed that AIDEA and ADA's ability to offer a finance
package for the project was the reason they were asked to
participate. He said that the demand would be ready that
woul d  support a production facility, and that t he
production facility would guarantee that gas would be there
once it was tine to finance the distribution system He
reiterated that AIDEA was in Phase 2 and that Feasibility
and Due Diligence stage would take approximately two to
three nore nonths. He noted the additional phases on Slide
5, which illustrated that the board would have the fina
approval to nove the project forward based on the due
diligence that Al DEA and AEA would present. He shared that
the slide was intended to illustrate how inportant the due
diligence process is to Al DEA and AEA

Co-Chair Stoltze recognized that Representative |saacson
had joined the gallery.

3:27:10 PM

M. Leonard discussed Slide 6, "CGovernor's Finance
Package": He noted that the appropriation to the fund
included three separate legs: $150 million in Al DEA bonds,
$50 mllion in capital appropriation from the General Fund
and $125 million in SETS capitalization.

3:28: 01 PM

M. Leonard discussed slide 7, "$50 MIlion General Fund
Appropriation":

* Pur pose
G ve AIDEA the needed equity ownership share in
the North Slope LNG plant to ensure project is
execut ed
eDirectly reduce the price of natural gas to
utility customers

eHow it Works
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*AIDEA owns $50 nmillion share of the plant. This
ownership stake will be an Al DEA asset

*AIDEA will not charge a return on its owned
share from LNG sales to utility customers

*AIDEA can earn a return from LNG sales to non-
utility customers or a sale of the asset

3:29: 25 PM

M. Leonard discussed Slide 8, "$150 MIlion AIDEA Bond
Aut hori zati on":

* Pur pose

*Provide low cost capital for the build out of
the natural gas distribution system

*Make sure the utility demand for LNG is created
in order to ensure the North Slope plant is fully
utilized

it Works

sAIDEA floats $150 mllion in bonds as the
di stribution systemis built out

*The bond paynents are incorporated in the
natural gas utility s rates

*The State of Alaska' s noral obligation and the
capital reserve fund reduces the bond s interest
rate, directly lowering the wutility price of
natural gas

*3% to 4.5% interest rate (depending on tax-
exenpt status of conponent financed and market
rates)

3:31:40 PM
M. Leonard discussed Slide 9, "$125 Mllion SETS
Capitalization":
* Pur pose
*Provide flexible, low cost financing for the

e How

North Slope LNG plant and/or the natural gas
di stribution system

*The SETS fund provides flexible repaynent terns,
allowing AIDEA to pursue the best Dbusiness
structure for utility custoners

it Works

House Fi nance Conmmittee 34 03/21/13 1:37 P. M



*The existing SETS fund is capitalized with an
addi tional $125 million

*The non- Al DEA owner(s) of the infrastructure are
directly loaned the funds with an agreed upon
paynment pl an

*The cost of repaying the SETS |loan is included
in the price of the LNG

*3%interest rate (set by SB23)

3:32:34 PM

M. Leonard discussed Slide 10, "$30 MIllion Storage
Credit":

* Pur pose
*Reduce the cost to build natural gas/LNG storage
eDirectly reduce the price utility custoners pay
for natural gas

*How it Wbrks
*$15 mllion tax credit for each qualifying
st orage tank
*The project is expected to have two qualifying
tanks totaling $30 nmillion
*The storage credit was created through previous
| egi sl ative action

3:33: 33 PM

M. Leonard discussed Slide 11, "Potential Finance Options
for Initial Buildout."” The slide presented a pie-chart that
broke down potential finance options for initial buildout.
He noted that the capital structure was simlar to other
projects. He pointed out that there were two sections to
the project; the first was the LNG plant and would require
$220 million, the second portion would be $205 nmillion and
woul d cover regasification, storage and distribution.

3:36: 37 PM

Ms. Fisher-Goad presented Slide 12, "LNG Lowers Energy
Costs":

Expected Utility Price per Mf

*Wol esal e LNG $10. 15
Natural Gas to hone: $13.42-$17.00 per Mcf
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eDelivered price is equal to $1.79 - $2.27 per gallon of
fuel oil

Key Assunptions

Initial costs associated with a 9 Bcf plant at start up
*Snapshot in tinme, costs change w th expansion

*LNG plant bifurcated into tw sections (industry and
utility)

*$50 mllion capital cost reduction applied to 6.5 Bcf
utility section

Ms. Fisher-Goad explained that AEA had worked wth the
Fai rbanks comunity and various stakeholders in order to
determne the best targeted rate for bringing gas to
Fai rbanks. She said that some of the assunptions provided
by private partners had been considered as well. She noted
that the slide showed that the anticipation was that the
LNG would |ower energy costs. She stated that the plan
would be bifurcated into tw sections; industry and
utility, with the assunption that the equity investnent
that was in the capital budget would be applied to the 6.5
Bef utility section of the plant, which would savings to
residential heating custonmers. She clarified that although
AEA was working through the cost assunptions and as the
engi neering teans continued to refine their work, there was
the slight chance that the cost margin could go up, but
actual costs would not increase and there would still be a
50 percent decrease in the cost of heating hones in the
comunity.

3:40: 17 PM

Ms. Fisher-Goad discussed slide 13, "Heating Energy Supply
Comparison.” She believed that the slide helped to
denonstrate the cost structure of using different resources
for hone heating. She pointed out that electricity would
need to cheaper in Fairbanks in order to be considered a
heati ng source:

Trucked LNG is the lowest-cost option for |Interior
Al aska heating

eElectricity would need to be $0.04 - $0.06 per
kWh to conpete with trucked LNG

*Electricity would need to be nuch cheaper to
conpete with fuel oil
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Co-Chair Stoltze requested further details on the possible
savings to public wutility costs for state and |ocal
agenci es.

MVs. Fisher-Goad replied that she wuld provide the
i nformation.

3:41: 59 PM

Ms. Fisher-Goad nentioned slide 14, "Household Heating
Savi ngs":

Typi cal Hone Heating Savi ngs
 $2,900 - $3, 750 annually
*43% - 55% reduction in cost

Key Assunpti ons
eTypical Interior Al aska household wll wuse 225
Mcf of gas per year (equivalent to 1,700 gallons
of fuel oil)
*Does not account for expected inprovenment in
heating efficiency with natural gas

3:42:48 PM

Ms. Fisher-Goad discussed slide 15: "Air Qality":

Conversion to natural gas should reduce air pollutant
em ssions in Fairbanks and North Pole
*WIIl reduce overall em ssions of PM 2.5
eFairbanks is presently a non-attainnent area for
PM 2.5
sPotential public health benefits of natural gas
is substanti al

| npact on Federal funding and econom c devel opnent
*The non-attainnment area risks |osing Departnent
of Transportation and Public Facilities funding
if State fails to submt an attainnent plan to
EPA
» Feder al projects in the area face funding
hurdl es while area is non-attainnment
*Cleaner, healthier air in Fairbanks will pronote
econom ¢ devel opnent
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Ms. Fisher-Goad relayed that the project would help reduce
air pollutant emssion in Fairbanks and the North Pole
area. Currently, Fairbanks was in a non-attainnent area,
which put federal funding at risk. She stated that the
dol lars that had been gathered from the northern regi on DOT
included $8-10 million in FMATS that could be lost and an
additional $6-8 nmillion of funding in the non-attainnent
area that was not in the FMATS area.

Ms. Fisher-Goad continued to slide 16, "Savings for Public
Bui | di ngs":

*Fai rbanks North Star Borough School District expects
i mredi ate and significant school heating cost savings
* Expect schools to pay back cost of converting in
| ess than two years
*8 schools will have inmediate access to natura
gas, wth nore switching as the distribution
system bui | ds out
*The first 8 schools will inmediately save $25-
$60 t housand dollars a year in heating costs

QG her State and nunicipal buildings should experience
simlar heating cost reductions

3:44: 53 PM

Ms. Fisher-Goad turned to slide 17, "Long Term Use of LNG
Pl ant":

LNG Plant will be used after gas pipeline
*Plant can serve Rural Al aska before gas pipeline
is constructed
* Expect opportunity to sell LNG to new industri al
users both before and after pipeline
eInformation in chart is for denonstration only

She expl ained that the users on the left of the graph woul d
be served by the pipeline; however, additional users could
have gas trucked or provided on the river system new
i ndustrial devel opnent was al so antici pated. She noted that
the facility was nodular and could be re-located in a nore
conveni ent | ocation. She noted that AEA was working through
t he rural ener gy program to det erm ne m cro- LNG
possibilities. She hoped that the fuel source could be
expanded to serve as many comrunities as possible.

House Fi nance Conmmittee 38 03/21/13 1:37 P. M



3:47: 05 PM

Ms. Fisher-Goad discussed slide 18, "Project Tineline and
M | estones.” She believed that first gas could be delivered
by then end of the cal endar year 2015. She nentioned that
HB 74 included a direct financing program of Al DEAs,
unrelated to the interior energy plan.

Co-Chair Stoltze requested further detail about the |inking
of the two bills: SB 23 and HB 74.

M. Leonard stated that there was no true |inkage between
the direct financing portion of HB 74 and the interior gas
project in SB 23. He said that the direct financing was one
of the final tools that could be used by Al DEA

3:49: 04 PM

Co-Chair Stoltze asked if SB 23 contained the tools
necessary to deliver gas by 2015.

M. Leonard replied in the affirmative.

3:49: 34 PM

Co- Chair Austerman understood that there would be a storage
tank on the North Sl ope and another in Fairbanks.

M. Leonard replied yes. He furthered that the Fairbanks
storage would be nore costly because it would allowed the
production from the plant to be stable throughout the
seasons.

Co-Chair Austerman queried the cost of building the two
t anks.

NI CK SZYMONI AK, PROQIECT ECONOM ST W TH AEA, replied that
the requested $15 nmillion per tank would cover only a
portion of the overall cost.

Co- Chair Austernman asked for the total cost of building the
t anks.

M. Szynoni ak responded that the tank in Fairbanks could be

approximately $30 mllion at start up, and could go up to
$70-$100 mllion, depending on the size of storage needed.
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3:52: 04 PM

Vi ce-Chair Neuman asked whether SETS financing could be
used to expand gas availability in the Mat-Su area.

M. Leonard stated that SETS funds included transm ssion
lines for natural gas and other facilities. He said that

under the SETS fund AIDEA was I|imted to providing
financing for 35 percent of a project. He relayed that the
authorization in the bill allowed AIDEA to provide nore

than 35 percent financing for this specific project.

3:54: 20 PM

Representative Thonpson requested further clarification
regarding the cash grant; the $50 million that Al DEA woul d
have had as an asset would be reinbursed, and the rest of
t he fundi ng was through | oans.

M. Leonard responded that the $275 mllion was to provide
AIDEA with the ability to provide direct financing, which
woul d all be paid back through the purchase of the gas. He
added that the $50 mllion was an equity investnent and
that return on the equity investnment would occur through
the industrial side of the stream

3:56: 31 PM

Representati ve Gara testified in support of t he
| egi sl ation. He wondered what m ght prevent the subsidizing
of another gasline through the |egislation.

M. Leonard stated that the intention of the bill was to
create a production facility to provide LNG for interior
Alaska with the ability to extend the resource to al
Al askans. He stressed that the pipeline would never be at
the size needed for an in-state pipeline.

Representative Gara understood the intended limtations of
the project in the bill, but wondered where the bill spoke
tothe limtation of the plant size.

3:59:11 PM

M. Leonard stated that the bill authorized Al DEA to invest
up to $275 million into the LNG project. He said that
existing statute allowed for AIDEA to provide up to one-
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third of the financing for a project, with a limted
anount. He stressed that the bill was only a catal yst for
the 9 Bcf plant, and if AIDEA wanted to be involved in a
| arger project it could not be funded through the SETS. He
believed the intent of the |egislation was clear.

4:01:23 PM

Representative Gara thought that Ilimtations could be
witten into the title in order to clarify intent.

M. Leonard replied that AIDEA did not have the debt
capacity to build a project the size of HB 4.

4:02:49 PM

Co-Chair Austerman understood that $50 mllion was a
capital appropriation for AIDEA to invest in the project.

M. Leonard said yes.

4:03:32 PM

Ms. Fisher-Goad pointed out that the fiscal notes included
all of the funding pieces. She turned attention to the
summary sheet attached to the fiscal notes, which would
provide committee nmenbers with a clearer understanding of
the fiscal inpact of the |egislation.

Representati ve Edgnon was pleased with the rural elenent of
the legislation. He queried the 30 year payback period for
t he fundi ng.

4: 05: 06 PM

M. Leonard clarified that the 30 year payback period was
intended for the SETS |oan and would be paid off over the
estimated life of the plant.

Represent ati ve Edgnon asked about the process of connecting
gas to residential hones.

Ms. Fisher-Goad replied that estimtes had been nmde that
had prom sed savi ngs to homeowners.
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Representative Edgnon wunderstood that the nunbers for
residential hook-up had not been considered in the 30 year
nodel .

M. Leonard replied no. He added that the funding would
provide for the production and the pipe for t he
nei ghbor hood, but not for conversion.

4:07:58 PM

Representative WIson asked about the commercial aspect and
how the university would fit in to the project.

Ms. Fisher-Goad replied that the wuniversity was | ooking
into replacing their existing coal fueled, conbined heat
and power plant. She said that AEA would continue to work
closely with the university as that project advanced. She
noted that staying with coal would be cheaper for the
university rather than LNG She said that the 9 Bcf plant
woul d not be particularly beneficial to people that were
al ready able to enjoy | ower cost fuel.

4:10: 39 PM

Co-Chair Stoltze noted that the public testinony would be
t aken during Monday's 1:30pm neeti ng.

Co-Chair Stoltze discussed further housekeepi ng.

SB 23 was HEARD and HELD in commttee for further
consi derati on.

4:12: 25 PM

#
ADJ OURNVENT

The neeting was adjourned at 4:13 p. m
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