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CALL TO ORDER
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SUMVARY
HB 4 | N- STATE GASLI NE DEVELOPMENT CORP

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

#hb4
HOUSE BILL NO. 4

"An Act relating to the Al aska Gasline Devel opnent
Corporation; making the Alaska Gasline Devel opnent
Cor por ati on, a subsidiary of the Alaska Housing
Fi nance Corporation, an independent public corporation
of the state; establishing and relating to the in-
state natural gas pipeline fund, maki ng certain
information provided to or by the Alaska Gsline
Devel opnent 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
pi peline on state land; relating to the lease of a
right-of-way for a gas pipeline transportation

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

provi ded to t he Al aska Gasline Devel opnent
Corporation; relating to procurenent by the Al aska
Gasline Devel opnent  Corporation; relating to the
review by the Regulatory Comm ssion of Al aska 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 opment 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 procurenment of certain services by the
Al aska Natural Gas Developnent Authority; exenpting
property of a project developed by the Alaska Gasline
Devel opnment Corporation from property taxes before the
commencenent of conmercial operations; and providing
for an effective date."
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9: 06: 58 AM

Co-Chair Stoltze discussed the neeting' s agenda and rel ated
that nenbers had submtted questions in advance for HB 4's
sponsors, as well as for the staff nenbers of the Al aska
Housi ng Finance Corporation (AHFC) and the Al aska Gasline
Devel opnent Corporation (AGC) to address.

REPRESENTATI VE M KE HAWKER, related that the technica
expertise that had been working for 2 years to assenble HB
4 was present at the neeting and avail abl e for questions.

Co-Chair Stoltze inquired if the nenbers had the list of
pre-subnmitted questions in their packets.

9:11: 59 AM

RENA DELBRI DGE, STAFF, REPRESENTATI VE M KE HAVWKER
addressed a docunent containing conmttee nenbers' pre-
submtted questions titled "HB 4 Questions Menber's Genera
Questions”™ (copy on file). She addressed the first
guesti on: "What is i ncl uded in yearly reporting
requirenents to the |egislature?" She pointed out that the
list of the requirenents under HB 4 was rather |ong.

Co-Chair Stoltze offered that Ms. Del bridge could sunmarize
the yearly reporting requirenents to |egislature under HB
4. Ms. Del bridge reported that under the |egislation, AGDC
needed to annually review its assets and present to the
| egislature each year a conplete accounting of those
assets, including the noney in the In-State Natural Gas
Pipeline Fund; all of this accounting would be audited by
an i ndependent outside auditor. Furthernore, w thin 45 days
of adopting any regulations, AGDC had to submt those
regulations to the Admnistrative Regulation Review
Commttee. Additionally, follow ng an open season, AGDC had
10 days to disclose to the Speaker of the House, the
President of the Senate, and to the public the name of
prospective shippers on the gas pipeline, including the
capacity that they had contracted to ship, as well as the
duration of those contracts. For each board neeting, AGDC
needed to keep mnutes and submt certified copies to the
governor and the Legislative Budget and Audit Conmmittee.

Ms. Delbridge continued to address HB 4's reporting
requirenents to the legislature and noted that AGDC s board
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was  subj ect to the open neetings portion of t he
Admi ni strative Procedures Act, which neant that it needed
to neet in public, provide reasonable public notice of
board neetings, and provide nenbers of the public the
opportunity to be heard, keep mnutes, etc.; she thought
that while this was not an annual reporting requirenment, it
pl ayed into the context of the question. She stated that if
a capital reserve fund was created and used, AGDC nust
annual ly certify the sum if any, required to replenish the
capital reserve fund. She stated that AGDC had to submt to
the governor an annual report accounting for the efficient
di scharge of all responsibility assigned by law or
directive to the corporation and that the |egislature
needed to be notified of that report's availability; this
was another annual report that nust include a financial
statenent that was audited by an outside auditor. The
Regul atory Commi ssion of Alaska (RCA) would be required to
include in its annual report a review of any regulatory
activities wundertaken wunder the new AS 42.08 chapter
regul ation for instate gas pipeline contract carriers. She
stated that a pipeline that was regulated under AS 42.08
would be required to submit a report every 3 years once
pi peline operations had begun that contained updated cost
data and a calculation of the 3-year average actual return
on equity to the RCA

9:14: 27 AM

Representative Gara thought that the witten questions that
menbers had submitted were supposed to have been questions
that the commttee did not think that presenters would be
able to answer. He had hoped that nenbers would be able to
ask additional questions.

Co-Chair Stoltze elaborated that the commttee would be
able to ask questions and explained that some of the
witten questions were detailed or conplex; he wanted to
the give the sponsors of HB 4, as well as nenbers of AHFC
and AGDC tinme to prepare, so that they would not have to
come back to the conmittee with a response. He opined that
all questions were relevant in the conmttee, but that
submtted witten questions were neant to better serve the
public process and the transmssion of information. He
concluded that there wuld a very robust engagenent
involving all the nenbers of the commttee.
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Ms. Delbridge continued to address the nenbers' pre-
subm tted questions regarding HB 4 and addressed the second
question: "Way are there no comm ssioners on the Board of
AGDC?" She requested that Representative Hawker be able to
address the question because it generally detailed the
sponsors' desire to separate politics from gasline
devel opnent .

Co-Chair Stoltze requested that the sponsor delineate which
i ssues were policy issues and which were legal issues in
order to aid the commttee in its understanding.

Representati ve Hawker addressed the second question in the
docunent and replied that it was a policy call. He
expl ained that the Finance Conmmttee could have been the
board of directors for AGDC, but that he and Speaker
Chenault had made a policy call throughout the entire
process of the bill's fornulation to attenpt set up a very
functional entity that was as far renoved as possible from
political influence. He stated that the concept behind the
board of directors of the Al aska Permanent Fund was | ooked
at as an entity that was renoved political influence. He
pointed out that HB 4 had definite and defined requirenents
that AGDC s board nenbers nust have expertise and know edge
in gaslines rather than having the board being conposed of
commi ssioners. He observed that the concern regarding there
being no conm ssioners on the board had been raised by
others, including the executive branch. He opined that if
the executive branch was witing a simlar bill it would
make the board nmenmbers all comm ssioners and that if it was
witten by the Departnment of Corrections, they would want a
ot of corrections officers on the board; however, he
understood the need for balance and was working wth Co-
Chair Stoltze's staff regarding a solution to the concern

9:18: 07 AM

Vi ce-Chair Neurman addr essed t he first guesti on,
particularly regarding the report on the average return on
equity and inquired what would be included in the report;
he further inquired if it would show who was shipping how
much gas and at what value to the state so that the
committee would have a report on the state's royalty shares
and that "type" of reporting of the individual shippers
into the pipeline. M. Delbridge replied that the report
woul d go the RCA as part of the its regulation, but that it
would be filed in a public way in order to allow the
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| egislature and the public to have access to it;
furthernore, the only return on equity involved would be
that of the pipeline itself and not necessarily of people
that were selling gas on the North Slope for transport in
the pipeline. She stated that there was an expressed
provision in the regulatory section that nothing the RCA
did would wusurp the ability of revenue and natura

resources to determne things that related to royalty val ue
of the gas and the reasonable transportation tariff of the
gas that was used for cal culating production tax purposes.

Vi ce-Chair Neuman wanted to know who was shipping gas down
the pipeline, as well what the volunes, rates, and costs
were, so that people would know where the gas was com ng
from M. Delbridge replied that every contract that the
pi peline had wth a shipper of gas would be public record
once it becanme a firm transportation service agreenent
before AGDC started operations; one would be able to see
all of the contracts through the filings of the RCA. She
noted that there was a provision that comercially
sensitive information could be withheld if the RCA agreed
that it was commercially sensitive. She noted that the
i nformation Vi ce-Chair Neurman was requesting woul d
certainly be nmade avail abl e.

Vice-Chair Neuman inquired if the information would be
submtted in a report to the legislature. M. Delbridge
replied that the firm transportation shipping agreenents
would be filed with the RCA through the regulatory process
and that there was no provision that it also nust be filed
with the | egislature.

Ms. Delbridge continued to address the nenbers' pre-
subm tted questions regarding HB 4 and discussed question
3: "How are spur lines off the main pipeline handl ed?" She
noted that this question had been directed particularly at
how the 37 mle lateral into Fairbanks would be handl ed and
whet her or not it was included as part of AGDC s plan, as
well as who would pay for the spur line. She requested that
M. Richards be able to respond to the question.

FRANK Rl CHARDS, MANAGER, Pl PELI NE ENG NEERI NG, ALASKA
GASLI NE DEVELOPMENT CORPCRATION, related that in the
current design that had gone through the environnental
i npact statenent (EIS), there was a l|ateral that had been
devel oped based on the access to provide gas to Fairbanks;
He stated that the lateral would be 35 mles and would be a
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12 inch, lower pressure line that would be paid for by the
residents of Fairbanks and the North Star Borough; the
| ateral would equate to about 50 cents to 70 cents on their
tariff. He concluded that the cost of future spur lines
woul d be borne by the entities that would be using them He
noted that the CS had the requirenent that upon the
commencenent of construction of an instate gasline, that
AGDC anal yze the potential natural gaslines connecting to
industrial or wutility users in other parts of the state;
based on this analysis, if it was in the state's best
interest, AGDC would proceed forward with the design and
financing of additional spur lines to those entities.

9:22: 53 AM

Vi ce-Chair Neuman asked who decided if the information was
in the best interest of the state and further inquired if
the information would be sonething that would be in a
report to the legislature. M. R chards responded that the
best interests finding was conducted by AGDC under the
| egi sl ation.

Representative Hawker noted that concept of analyzing
addi ti onal connecting lines around the state was a
provision added by the House Resources Conmttee. He
understood that the process involved many views, but that
HB 4's sponsors had originally wanted to keep "that" type
of analysis and determnation in the hands of other
agencies, such as the Alaska Energy Authority and other
others that were really the analytical agencies; however,
the sponsors understood the need to work wth colleagues
and felt that AGDC could handl e the added responsibility of
t he best interest findings.

Representative Gara observed that there had been a
statenment in the presentation that HB 4 was primarily for
Al askan use, while the "other project that we are talking
about” would be primarily for Asian use; however, both
projects would neet the Alaskan demand first and then
export the excess. He offered that there was no provision
in the other effort to deliver less gas to Alaskans and
inquired if that was correct. M. Delbridge replied the
Al aska Gasline |nducenent Act (AG A) pipeline project did
not provide for any spur |ines, but provided for
connections; the connections would essentially be capped
holes in the pipe and would require that soneone build the
spur lines at some point to connect the gas to Al askans.
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Representative Gara noted that the AGA pipeline did
guarantee in-state gas use and pointed out that the tariff
rates wunder that pipeline were supposed to be distance
sensitive; in other words, the shorter the distance, the
shorter the tariff. M. Delbridge responded that AGQA
guaranteed the offtake points only; however, the gas and
pi peline that connected Al askans was sonething that was
left undetermned in that project and was not part of the
duty of the AGQA licensee. She believed that distance
sensitive rates would be used with the AG A project, but
offered that AGDC was also proposing to use distance
sensitive rates.

Ms. Delbridge continued to address the nenbers' pre-
subm tted questions regarding HB 4 and spoke to question 4:
"How is royalty gas handled wunder the <current AGDC
| egi slation?" She pointed that currently, HB 4 did not
address Al aska's royalty gas, except to allow that AGDC
could create a subsidiary corporation that would market
natural gas; this included natural gas, but did not have
to.

Co-Chair Stoltze asked about an earlier iteration. M.
Del bridge replied that there was an earlier iteration that
allowed an AGDC subsidiary to pledge royalty gas to neet
certain commtnents contingent upon the comm ssioner of the
Department of Natural Resources (DNR) approval; this had
been renoved and the current procedure for managi ng royalty
gas was in AS 38.05.183, which laid out the existing
procedures for how the DNR conm ssioner and the state
royalty board woul d address royalty sales of gas or oil.

Co-Chair Stoltze noted that some of the questions were
asked before people had the bill in their possession.

9:27:32 AM

Vi ce-Chair Neuman opined that the state having nore contro
over its royalty share would be an inportant provision in
HB 4. He wanted to see mlitary bases have an opportunity
to receive part of the state's royalty gas in order to
reduce costs and thought that there was no conparison
between the small value to the GCeneral Fund of the 12.5
percent to $2 gas and the value of having the state's
mlitary bases. He wanted to see the state offer its
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royalty share to the mlitary free of charge for heating
and el ectrical generation.

Co-Chair Stoltze wunderstood that any discussion of the
royalty woul d be handled in other |egislation.

Vi ce-Chair Neunman thought that M. Delbridge had stated
that how the state would handle its royalty had been in the
bill at one tinme, but had been renoved; he inquired if that
was correct. M. Delbridge responded that the bill had
never directed how the state should handle its royalty gas
and how it should be nmanage it, but only provided that it
could be shipped in an AGC pipeline. She noted that there
had been sone concern on the part of sone of the state
attorneys that the |anguage was not drawing a far enough
line in ternms of not trying to usurp the DNR conm ssioner's
and the state royalty board's ability to nanage the state's
royalty gas as they saw fit per statute; this certainly
could include, if soneone were applying or requesting, sone
kind of a finding that took into account those other
val ues.

Vice-Chair Neunman clarified that Al aska, through DNR and
the royalty board, would have the opportunity to |ook at
its royalty share and provide that it could be used as the
state desired. M. Delbridge responded in the affirmtive
and related that AS 38.05.183 laid out precisely how "they"
woul d go about that.

9: 30: 08 AM

Ms. Delbridge continued to respond to the nenbers' pre-
submtted questions regarding HB 4 and addressed question
50 "Do the legislative findings in Section 1 apply to
Regul at ory Conmi ssion of Al aska findings?" She pointed out
that in Section 1 of the bill, it specified that an AGDC
project was in the best interest of the state and was
required for the public convenience and necessity. She
noted that in the RCA section, a pipeline was required to
obtain a certificate of public convenience and necessity
(CPCN), which was a building permt from the RCA She
pointed out that part of what the RCA |ooked at when
deciding whether to issue a CPCN was whether or not the
project was in the public convenience and necessity. She
stated that the intent was that the legislative finding in
Section 1 of the bill would reinforce the finding that the
state was nmaking on behalf of the RCA that this project was
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necessary for state's interest and in the public
conveni ence and necessity. She pointed out that the sense
was that it would be very duplicative for the RCA to go and
make "that finding" again if legislature had already
essentially made the determ nation by passing HB 4 and
charging a state entity wth this m ssion.

Ms. Del bridge continued to address nenbers' pre-submtted
gquestions regarding HB 4 and di scussed question 6. "Page 4,
lines 16-18 states that "the corporation cannot be
termnated as long as it has bonds, notes or other
obl i gati ons outstanding® what happens if the corporation
goes into the red and obligations cannot be honored?" She
rel ayed that the question was what happened in a worst-case
scenario if AGDC goes into the red and obligations cannot
be honored. She offered that M. R chards was prepared to
answer the question.

M. Richards deferred the question to M. Dubler.

9:32: 06 AM

JOCE DUBLER, VICE PRESIDENT AND CHH EF FINANCI AL OFFI CER,
ALASKA GASLI NE DEVELOPMENT CORPORATION AND DI RECTOR OF
FI NANCE, ALASKA HOUSI NG FI NANCE CORPORATI ON, DEPARTMENT OF
REVENUE, pointed out that question involved bankruptcy |aws
and what happened when entities were "underwater". He
believed that M. Vassar, who was AGDC s general counsel
woul d be better suited to answer the question.

KEN  VASSAR, ALASKA  GASLI NE DEVEL OPMVENT CORPORATI ON,
ANCHORAGE (via teleconference), responded that the primary
intent of the provision was to protect the bond hol ders and
expl ai ned that when AGDC issued bonds, the holders were
purchasing them with the belief that AGC would be around
| ong enough to be able to repay them The provision was an
added benefit to the bond holders and hel ped AGC narket
t he bonds. He expounded that it hel ped AGDC mar ket and sel

bonds if it could say that the legislation said that AGDC
woul d be around for as long as it had bonds outstanding

however, AGDC going in the red and not being able to pay
its debts represented a separate question that related to
the kind of bonds that AGC planned to issue, which were
revenue bonds that were supported by the revenues that the
pi peline would generate. He explained that the bonds would
be marketed as revenue bonds and the purchasers would know
that the only source of revenue to back the bonds from and
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get paid fromwere the revenues of the project; if, despite
best forecasts, it turned out that these revenues were
insufficient, the bond holders sinply did not get paid. He
concluded that wunpaid bondholders would pursue what
remedi es they could, but that it would be clear that the
only source of paynent available to them were the revenues
t hat AGDC had pl edged.

Co-Chair Stoltze interjected that the adm nistration would
address the issue at a later hearing because they were
involved in the state's bonds.

Representative Gara asked if the state had the nora
obligation to pay the bonds off if the project was unable
to. He noted that the state being unable to pay off the
bonds would affect its «credit rating. M. Delbridge
responded that the sponsors of HB 4 understood that the
ability of AGC to create a capital reserve fund and have
that backed by the noral obligation of the state was of
great concern to sone committee nenbers and others in the
Capitol Building; furthernore, through discussions wth
AGDC and Co-Chair Stoltze's staff, the sponsors were
prepared to offer an anmendnent to the bill that would
essentially leave the ability and the intent to do a
capital reserve fund that was backed by state noral-
obligation debt in the bill, but mke it contingent on
future legislative action that expressively gave the
aut horization to AGDC to create that reserve fund backed by
noral obligation debt. She stated that the anmendnent would
allow AGDC to give the legislature hard information that
expl ai ned what kind of shippers and what kind of credit
worthiness that it was actually trying to backstop wth
that capital reserve fund, if one was required, in order to
give the legislature information that it needed to decide
whether to authorize the fund, including the nora
obligation piece and whether there should be a limt on
t hat .

9: 36: 40 AM

Representative Gara asked M. Dubler if it would risk the
state's «credit rating if the state put in its noral
obligation and neither the pipeline nor the state was able
to meet the bond requirenments. M. Dubler responded in the
affirmative and explained that the way a noral obligation
wor ked was through the creation of a reserve fund that was
simlar to the one that was in HB 4. He explained that the
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bonds were 30-year bonds and that to the extent that the
project drew on that reserve fund, AGC would be required
to request of the state that the fund be recapitalized and
brought back up to the mninmm anount; furthernore, the
state failing to do this for any reason wuld be a big
problemregarding its credit rating. He relayed that he had
spoken a lot with DOR regarding the inpact of just having
the bonds as a noral obligation to the state. He pointed
out that the debt portion of "this financing at about $8
billion, at about a quarter of it would be $2 billion wth
a noral obligation of the state"; "even that" could inpact
the state's credit rating. He stated that AGDC did not
currently anticipate needing the capital reserve fund, but
that it was offered as a tool. He pointed out that the nore
tools one had availability when nmarketing, the better
chance there was of a successful financing.

Representative Gara recalled hearing the bill bei ng
presented at the Anchorage Legislative Information Ofice
in Decenber and offered that one of the sponsors had stated
that HB 4's project should be viewed as a public works
project and sonething that would require a state subsidy;
he inquired if this was part of the current plan.

Representative Hawker noted that he took exception to
havi ng statenments made about the sponsors' intent that were
i naccur at e.

Representative Gara asserted that there had been a
statenment made in Decenber that the bill's project should
be treated as a public-works project.

Representative Hawker observed that "should" inferred a
very clear statenent of intent. He relayed that it had been
di scussed that it was one way for the state to |ook at
this, should it be one of the courses action chosen;
however, the sponsors would much rather see a project nove
forward on its economc nerits in the private sector and be
facilitated only by an economc clinmate and an initial
i nvestnment of funds by the state that was necessary to get
a project going. He offered that it was possible that
through separate legislative action at a later date, the
state mght choose to view HB 4's project or even the
connecting pipelines in other projects as sonething that
was an assistance to the state and that built out
infrastructure much |ike roads and very |arge public-works
projects. He believed that someone had m sspoken if it was
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said that HB 4's project "should" be a public-works
proj ect .

Representative Gara inquired if there was any plan to seek
state assistance to make HB 4's project pencil out. M.
Dubl er responded that the tariffs that AGDC had produced
to-date did not require a state subsidy beyond the $400
mllion to get the project to an open season. He explained
that the open season would take AGDC through another gate
and prove that the project was feasible; as this point, a
3rd party builder/owner or builder/owner/operator would
come onboard and build and operate the pipeline. He
concluded that AGDC did not anticipate any state
contribution beyond the initial $400 that was being
requested in the bill.

9:40: 50 AM

Representative Costell o asked M. Vassar about the |anguage
on page 4, line 16 of the bill, where it was stated that
AGDC had a legal existence independent and separate from
the state; however, on Page 2, lines 24 and 25, it stated

that ACGDC shall be treated for all purposes as the transfer
of a corporation within the state and not as the creation
of a new entity by the state. She thought that the 2
sections of the bill mght be contradictory and requested
an explanation. M. Vassar replied that the first |anguage
that Representative Costell o was referencing was on page 10
and was a comon type of |anguage that was used for public
corporations of the state; these corporations were given a
separate |legal existence because it was the reason that
they were created in the first place. He expounded that
public corporations of the state were created to help
generally insulate the state fromthe risks and liabilities
that the corporations may be exposed to.

M. Vassar addr essed t he second | anguage t hat
Representative Costello had referenced and thought that
al t hough she raised a good point, that section was ok the
way it was because unlike other corporations of the state,
AGDC was a subsidiary of a public corporation of the state;
the corporation currently existed, currently had a |egal
exi stence of its own, and was a separate entity of its own.
He further explained that the idea behind the |anguage on
page 2 of the bill was to ensure that if AGDC noved from a
subsidiary of AHFC to become a public corporation of its
own, that the transition was done in a way that did not
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i nterrupt t he current activities and contractua
comm t ment s t hat AGDC  had al r eady ent ered i nto;
furthernore, the purpose of the |anguage was to make it
clear that a new entity was not being created, but that
there was a transfer of title fromAHFC to the state itself

9:43:49 AM

V5. Del bri dge addr essed t he menber s’ pre-submtted
guestions regarding HB 4 and believed that M. Dubler
answered question 7: "Could the state's bond rate be
affected by AGDC s capital reserve fund obligations?"

V5. Del bri dge di scussed t he menber s’ pre-submtted
guestions regarding HB 4 and spoke to question 8: "There is
a 30-day tineline with no apparent extensions for the
recourse tariff wth the RCA which calls for nmeaningful
review of rates, terns, conditions, and calls for public
testinmony. Is this a realistic tineline to evaluate what
maybe extensive data from shippers and does there need to
be a possible postponenent period, possibly only for good
cause?" She stated that the bill provided for a 30-day RCA
process for the approval for the initial recourse tariff,
which |ooked at the capital structure, the depreciable
life, and the return on equity that was based on esti mates;
this was well in advance of construction. She recalled that
the bill's sponsors had presented to the RCA on March 15 in
Anchorage to review what was in HB 4; the RCA had been
clear that the 30-day period was not sufficient enough tine
to conduct the level of review that was requested. She
expl ained that the sponsors were prepared to increase the
|l evel of RCA review and pointed out that every tinme an
additional time frame was added that was a potential and
not given up front, it delayed all of the comercial
processes, open seasons, negotiations, and progress on a
pipeline that were scheduled after that set statutory
wi ndow of review that was all owed by the RCA, extending the
30-day review period to "for exanple" 90 days, ACDC s
progress would be delayed for another 2 nonths. She
expounded that if there was an additional delay that Kkicked
in after that 90 day w ndow, AGDC woul d not know that unti

90 days was over; as a result, AGC s open season

comercial agreenents, and progress could be delayed. She
offered that for every year the project was delayed, it
"essentially" added another $200 mllion in inflation costs
at 2.5 percent. She concluded that giving an additional 6-
nonth wi ndow to the RCA to review contracts, if it decided

House Fi nance Committee 14 03/27/13 9:06 A M



to, would cone at a price of roughly $100 mllion and woul d
del ay the gas to Al askans for another 6 nonths.

9:46: 36 AM

Representative Hawker stated that question 8 was a policy
guestion that had been considered by HB 4's sponsors, who
saw an inportant role for the RCA in the reviews because
they were necessary for the public good and the protection
of the consuner. He pointed out that the |egislature had
created the RCA in order to have an oversight body for such
things. He reiterated that it was a policy approach and
that the sponsors wanted reasonable and appropriate
tinelines on the RCA He recalled passing statutory
requirenents that specified that the RCA had to conplete
activity under certain tinmefranes. He reiterated that the
sponsors wanted reasonable and appropriate tinefranes, but
that they did not want excessive tinefranes. He offered

that "when you were a hammer, everything |ooked like a
nail," and opined that if he were a regulatory agency, he
woul d  prefer unlimted tinelines; however, i f t he

| egislature wanted to get a pipeline project going, which
he submtted it wanted to see progress on, it probably did
not want to allow the possibility for unlimted tinme to
delay a project. He pointed out that the bill's sponsors
were working with Co-Chair Stoltze's staff in order to
reach an accomodation regarding the review period that
wor ked for everyone.

Vice-Chair Neuman asked about the $2 billion noral
obligation of the state and wondered where the figure cane
from He thought maybe the $2 billion was derived from the
70 percent to 30 percent debt to equity ratio and inquired
if it represented an equity portion that the state needed
to come up with. M. Dubler replied that the $2 billion was
a made up nunber and that if "we were to do $2 billion, we
probably would not do the entire 6." He explained that the
current ratio was 75 percent to 25 percent debt to equity
and that there would be $6 billion in debt; the entire debt
service would probably not need to be backed by a noral
obligation, but possibly the last ten years would. He
explained that the |onger bonds would have the biggest
inmpact and that as a result, the entire anmount woul d not be
taken. He offered that the current state noral obligation
bal ance was a little over $1 billion and that $2 billion to
$6 billion would represent a lot nmore, which was why he had
stated that it did have the potential to inpact the state's
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credit rating. He stated that noral obligations showed up
differently than general obligation debt on the rating
agenci es' anal yses and were depicted as a credit negative.

9: 50: 50 AM

Vi ce-Chair Neunman asked what the state's responsibility
woul d be for the equity portion. He additionally asked what
the equity portion was and where it would cone from M.
Dubl er responded that the equity portion would conme from
the equity investors, which would be either the producers
t hat wer e shi ppi ng t he gas or a third party
bui | d/ owner/ operator. He explained the Al aska would own 1/8
of the gas in the formof royalty and that the state could
have the potential of putting up 1/8 of the equity, which
cane out to be about $250 nmillion; this would be an
investnment, not a subsidy and was currently calculated to
have a return of 11 percent, which he though beat nost "of
what were are getting at least in the debt markets."

Representative Gara discussed AGA and noted that it had
required a debt to equity ratio of 70 percent to 30
percent; the project had since noved to 80 percent debt. He
expl ained that the nore debt a project had, the |ower the
RCA allowed the tariff to be. He inquired if AGDC had the
same requirenment with its project to nmaximze the anount of
debt by the project owner in order to keep the tariff |ow
for consunmers. M. Dubler did not Dbelieve that AGDC
currently had that requirenent. He explained that the
original goal had been a 70 percent to 30 percent debt to
equity ratio, which was in line with the AG A project;
however, AGDC felt that a 75 percent to 25 percent ratio
provided a better cost of funds because there would be
"l ess capital at 11 percent and nore at the |ower debt
nunber." He stated that going to an 80 percent to 20
percent split woul d depend on what happened during the open
season when AGDC attenpted to sell the project; if an
investor only wanted to put in 20 percent, AGX could
probably do the 80 percent to 20 percent debt to equity
ratio. He furthered that if an investor wanted to put 30
percent in, there would be a negotiation.

Representative Gara asked about the 30-day tineline for the
RCA to set the tariff. He noted that the RCA stated that
the 30-day period was way too short and was glad that
people were taking a |look at that. He explained that there
was a way that a conpany could run out the clock by not
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giving the RCA the information that it needed and that if a
conpany held out for 90 days and wi thheld the information

the RCA would not even be able to nake the decision in 90
days. He hoped that people would consider a provision that
would not allow a conpany that the RCA needed information
fromto run out the clock and pointed out that this had
been put in prior |egislation.

Ms. Del bridge addressed Representative Gara's comments and
stated that there were a nunber of provisions already in
the RCA section of HB 4 that allowed the RCA to extend any
review period where delay was caused by a failure of an
applicant to provide additional information as requested by
the duration of that delay; furthernore, she would nake
sure that this was in fact part of the recourse-tariff
approval process.

9:55:13 AM

Representative Hawker pointed out that the RCA would be
"reviewing" tariffs and would not be "setting" tariffs.

Ms. Delbridge continued to speak to the nenbers' pre-
submtted questions regarding HB 4 and discussed question
9: "Confidentiality agreenents appear to be open-ended. 1Is
this true? What is needed to be included in confidentiality
agreenents?" She pointed out that the ability of AGC to
enter into a confidentiality agreenent wth a private
sect or entity was not exactly open ended in the
| egisaltion, but that the ternms of the that agreenent would
be determ ned by the agreenent itself; it was unlikely that
those were things that would be disclosed in the future
because they were confidential in order to provide for the
protection of peoples’ commercial and private sector
interests. She offered that M. Kl eppin wuld be able to
di scuss what woul d need to be i ncl uded within
confidentiality agreenments and opined that question 9 was
asking what kinds of things confidentiality agreenents
woul d be needed for.

Co-Chair Stoltze stated that conmttee would discuss the
concerns and benefits of confidentiality agreenents further
with the adm nistration and the Departnent of Law.

Representative Gara had a confidentiality question

regarding a different provision in the bill. He pointed out
that under the legislation, AGC s board was allowed to
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issue bonds and was only required to give 24 hours of
public notice; furthernore, it was unclear if the public
woul d be able to participate at all under the provision. He
offered that it seenmed |i ke the board could also "do this"
electronically and e-mail with each other through a nmedi um
where the public did not get to see anything. He inquired
if he was reading the provision correctly that there was
only 24 hours public notice and that the board nenbers
could discuss the issue privately via e-mail with no public
participation. M. Delbridge clarified that AGC had to
have open board neetings regardless and could not hold
private neetings whether it was doing regular business or
conducting a bond issuance. She explained that AGDC was
subject to the open neetings portion of the Admnistrative
Procedures Act for any board neeting and would have to
provi de reasonable notice and conply with all the other
things that anyone else did; however, there was an extra
provision that specified that outside of this, AGDC could
provi de 24-hour notice for a neeting in which bonds needed
to be issued. She pointed out that AHFC was allowed to
provi de 24-hour notice for a neeting in which bonds needed
to be issued, but believed that the corporation had never
exercised that ability; however, there was a very inportant
reason that the ability was there. She asked if M. Dubler
woul d Iike to speak to the point.

9:58:10 AM

M. Dubler explained the provision that gave AGDC the
ability to give a 24-hour public notice for a neeting in
which bonds needed to be issued. He reported that the
provision was there because it allowed a quick board
nmeeting and approval if a corporation was in the mddle of
a bond issuance or was planning a bond issuance and events
happened in the market that required getting to the market
qui ckly because it mght not be there in a "week or two
weeks, or however long the notice needs to be." He related
that the inportant consideration in the context of AGDC was
that the bonds to be issued would not be the debt of the
state, but would be the debt of the project. He understood
the concern of having public notice, as well as access to
the board and its information. He pointed out that AGDC was

still subject to the online public system and would stil
be required to publish the notice 24 hours in advance;
however, in order to react to declining or decaying

mar ket s, AGDC needed to have the ability to operate quickly
if it was necessary.
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Ms. Del bridge added that it was very clear on page 5 of the
bill that AGDC s board may neet and transact business by
el ectronic nmedia "if" there had been public notice of the
times and |ocations where the neeting would be held by
electronic nedia, "if" participants and nenbers could hear
and have the same right to participate as if it were
conducted in person, and "if" copies of all the relevant
materials were also provided to the public. She concl uded
that a neeting via electronic nedia would not be hidden
fromthe public

Representative Gara inquired if "electronic nedia" in the
bill was referencing a tel econference that the public would
be able to see and did not include enmil that the public
would not be able to see. M. Delbridge believed that
regardl ess of the actual electronic nedia used, the public
had to be provided certain things. She quoted from page 5
of the bill as foll ows:

"if copies of pertinent reference materials, statute
regul ations, and audio visual material are reasonably
avai lable to participants and to the public..

"if participants and nenbers of the public in
attendance can hear and have the same right to
participate in the neeting as if the neeting were
conducted in person..

Ms. Del bridge continued to address Representative Gara's
question and related that if AGC was transacting busi ness,
t he public needed to be involved in that.

10: 00: 18 AM

Represent ati ve Kawasaki referenced subsection (e) on page 5
of the bill and noted that itens 2, 3, and 4 also stated
that the sale and disposition of an asset, the ownership
structure of the pipeline, and an action commtting the
corporation to an additional natural gas pipeline could
also be voted upon. He wunderstood the need to get to
markets quickly, but pointed out that there were other
things that could be done "under that." M. Delbridge
responded that the provisions that Representative Kawasaki
had referenced did not pertain to the 24 hour notice to
i ssue bonds, but required a higher threshold of nenbers of
the board to be present for substantive votes that had a
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| ot of bearing and nmeaning to Al askans. She explained that
the higher threshold would be used for things |ike issuing
and selling bonds, managing those assets, and deciding on
ownership structures, and related that there was no 24 hour
notice required for those votes because they were regul ar
board business; furthernore, the sponsors were sinply
saying in the bill that those types of decisions not only
required a majority of the quorum but also that a majority
of the board nust be present.

M. Dubler noted that the reason the bill was allow ng
t el ephoni ¢ boards neetings was because in Alaska, it was
sonetinmes difficult to get 7 or 5 people, or how every nany
woul d be on the board, in the sanme room and that if AGDC
was negotiating a sale, purchase, or sonething that needed
a mpjority of the boards, it mght not be able to get a
majority of the board in the sane room He expounded that
AGDC wanted to have the ability to have a nenber on the
phone in case it was needed.

MVs. Del bri dge di scussed t he menber s’ pre-submtted
guestions regarding HB 4 and addressed question 10:" If the
state's noral obligation did not cone into play, how would
that affect AGDC s credit rating?" She discussed a prior
question and asked if it had been sufficiently answered
related to noral obligation

Co-Chair Stoltze thought that the question was asking what
t he upside benefit of the noral obligation was, but that he
was unsure.

M. Dubler noted that the answer depended in the structure
that AGDC set up. He relayed that a financing package that
AGDC would put forward would be based on the rating of its
counter parties. He offered that Exxon Mobile, British
Petrol eum (BP), and ConocoPhillips were very highly rated
entities and that i f those conpanies were ACDC s
counterparties in t he firm transportation shi ppi ng
agreenent, he did not believe that the noral obligation
woul d have a very large inpact on the financing and woul d
probably not be used. He stated that if the mjors opted
not to be shippers and instead the counterparties were
conpanies like the Enstar Natural Gas Conpany or other
smal|l utilities in the state that would have relatively | ow
ratings, AGDC could get a "fairly decent advantage";
however, the advantage would be "probably not as big as the
trucking project” of the Al aska Industrial Devel opnent and
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Export Authority (AIDEA), which he believed was "200 or 250
basis points.”" He thought that AIDEA was |ooking at an
unrated project, while AGC was planning on doing its
project on a rated basis. He explained that "what you get"
was the difference between what your project would be rated
without the credit enhancenent versus the rating you get
with the credit enhancenent, which could be anywhere from
10 basis points to 100 or 150 basis points; the exact
anmount would be hard to determne wthout |ooking at the
structure again. He explained that a basis point was a
percent of a percent and was .01 percent.

Representative Hawker relayed that the cost of financing
ultimaitely becane a cost to the consunmer and that in
crafting the bill, the policy call by the sponsors was to
allow AGDC to avail itself of the noral obligation of the
state if it was necessary and appropriate to execute a nost
efficient financing transaction that resulted in the |east
possi bl e cost to consuners.

10: 05: 15 AM

Representative Gara stated that he was hearing 2 things. He
referred to testinmony that the noral obligation of the
state mght not be needed, but observed that if it was
needed, it put the state on the hook. He inquired why there
was not a provision in the bill that stated that if AGDC
decided to use the noral obligation of the state, it had to
seek the legislature's or the governor's approval.

Ms. Del bridge responded that based on commttee's concerns,
t he sponsors were prepared to add an amendnent to HB 4 that
left in the structure of how a capital reserve fund and
nmoral obligation would work, but required as a preface that
by law, AGDC nust get come back and get express approval
from the legislature to actually wuse the ability. She

explained that if the structure was left in the bill, it
was clear that this was the intent of the legislature, but
only if and not wuntil AGDC could cone with information

regarding who it was hoping to back stop, whether it was in
fact necessary, and whether it benefited the state. She
reiterated that the sponsors were happy to amend the bil
to address the issue.

Ms. Delbridge continued to speak to the nenbers' pre-

submtted questions regarding HB 4 and addressed question
11: Could a cap be set on the state's noral obligation
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capacity?" She believed that the question was referencing a
cap per project or per authorization to do so and responded
that a cap could be set. She stated that the specific
ci rcunst ances regardi ng how nmuch of a capital reserve fund
backed by how much of noral obligation debt was inportant
when determning "these things.”" She offered that M.
Dubler or DOR would have suggestions regarding how
sonething like this would be capped.

Co-Chair Stoltze asked for a brief comentary on the
advocacy of question 11, as well as sone of its potentia
issues. M. Dubler replied that a cap could be put on the
noral obligation capacity on a transaction like this; "they
were typically no nore than 10 percent of the debt that was
issued, which in this case wuld be approximately $6
billion"; 10 percent of $6 billion was $600 million, which
woul d be the anmount of the reserve fund. He explained that
"they" generally had a 1 year nmaxinum debt service. He
related that he had done a quick calculation and that a 30-
year bond at 7 percent would yield just under $500 mllion
per vyear in debt service. He expounded that iif the
potential reserve fund was capped at $500 mllion, that
would be the maxinmum that would need to be put in the
reserve fund; furthernore, AGDC had not discussed the issue
of a possible cap nmuch because it would have conme back when
it had better nunbers, a better idea what the narket and
the project rating would be, and had a much better package
to bring back to the legislature when it requested approva
for that noral obligation.

10: 08: 26 AM

Ms. Delbridge continued to discuss the nenbers' pre-
submtted questions regarding HB 4 and spoke to question
12: On page 8, lines 18-19, what type of hearings do you
envi si on AGDC conducting?" She pointed out that AGDC coul d
conduct a variety of hearings and that it was prepared to
give exanples. She stated that it was AGX s duty once
construction had been started on a minline to start
anal yzing additional pipeline opportunities that benefited
Al askans and opined that this mght represent an instance
in which AGDC would like to hold hearings in order to talk
to communities and other entities to find out where those
opportunities really were. She pointed out that AGDYC may
call a hearing and try to gather information regarding
different explorers' plans and entry points into oil and
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gas basins in order to allow for future planning on
addi ti onal pipelines.

10: 09: 38 AM

Ms. Delbridge continued to speak to the nenbers' pre-
submtted questions regarding HB 4 and addressed the
"bondi ng questions.” She spoke to the 2 follow ng bonding
gquesti ons:

"If the bond nechanismrelies on the credit worthiness
of the shippers, can the shippers build the pipe |ine
with their own resources, and keep the noral
obligation of the state out of the equation?"

"If there was no state noral obligation necessary what
will that do to the potential bond interest rates?
Caveat: If there was a draw on the Capital Reserve
Fund (if the shippers fail to neet their financial
obligations) there is the danger of the nora
obligation pledge attaching to all noral obligations
of the state and automatically drag down our bond
rating."

M. Dubler addressed the first question and stated that if
a shipper wanted to build a pipeline, they could do so with
their own equity and go out to the capital markets to
borrow noney; furthernore, they could have done that 10 or
20 years ago, but it had not happened yet.

Co-Chair Stoltze wondered if Representative Hawker would
have net his goal if HB 4 was the catalyst for a shipper
buil ding the pipeline. Representative Hawker replied in the
affirmative and explained that the desired outcone of HB 4
was that the private sector would be able to step up under
the framework established by the bill and take a project to
fruition on its own. He remnded the conmmittee that the
| egi sl ation was not about building 1 pipeline, but that it
represented a suite of tools for the State of Alaska to
facilitate a project going forward; furthernore, the bil
would give the state a strong seat at the table with any
project that went forward regardless if it was an AGQ A or
AGDC pi peline, or even another pipeline project.

M. Dubler continued to discuss nenbers' pre-submtted

guestions regarding HB 4 and addressed the follow ng bond
guesti on:
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"If there was no state noral obligation necessary what
will that do to the potential bond interest rates?
Caveat: If there was a draw on the Capital Reserve
Fund (if the shippers fail to neet their financial
obligations) there is the danger of the nora
obligation pledge attaching to all noral obligations
of the state and automatically drag down our bond
rating."

M. Dubl er addressed the question and related that the cost
of the financing could increase significantly w thout the
noral obligation; his standpoint would be that if the
financing was increased significantly to the point that
tariffs were "out of the noney," then the noral obligation
was necessary in order to get the project conpleted and get
gas to Alaskans. He explained that if it was necessary,
AGDC woul d approach the legislature regarding using the
capital reserve fund.

Representative Gara noted that the legislature would be
appropriating about $360 mllion to the project and
inquired if some of that noney would be used for the
capital reserve fund. He further inquired where the noney
for the capital reserve fund would conme from and how nuch
it was. M. Dubler replied that AGC was currently not
contenplating a capital reserve fund for the project, but
that it did have the option to conme back and request one
He relayed that if there was a capital reserve fund
utilized, there were several different sources that could
be used. He offered that the appropriation was in fact $330
mllion, would not go into a capital reserve fund, and was
only for the project's pre-sanction costs; the capital
reserve fund would conme into play when bonds were sold
because it was only nmade available to satisfy debt
obligations of the corporation. He stated that a capital
reserve fund was typically borrowed and would conme out of
the bond proceeds; if not, the state could have a genera
fund appropriation to the reserve fund if it so desired, or
t he corporation could borrow the funds.

10: 13: 52 AM

Representative Hawker clarified for the record that the
request in the legislation was not for $360 million, but
was for $330 million in aggregate, which included the $200
mllion that AHFC al ready had.
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Ms. Del bridge continued to discuss nenbers' pre-submtted
questions regarding HB 4 addressed "HB 4 Ceneral Questions”
She spoke to the first tal king point:

e Confidentiality Provisions (unlike all other state
sem - aut ononous agenci es) ;

e Insufficient Executive and Legislative branch checks
and bal ances

Ms. Delbridge related that the HB 4 general questions were
really points and not specific questions. She explained
that many of the state's public corporations had the
ability to keep sone or a lot of their information

confidential, particularly when it cane to things Ilike
trade secrets and proprietary technical information and
pointed out that the Aerospace Corporation could Kkeep
proprietary t echni cal i nformation confidenti al ;
addi tionally, Al DEA coul d keep fi nanci al records

confidential that were related to applicants for its
prograns if they were not public previously. She pointed
out that the Alaska Pernmanent Fund also had sone
confidentiality provisions if information would disclose
the business affairs of private enterprise or investors and
that the Alaska Railroad also had sone provisions for
confidentiality; however, the Ilikelihood of AGDC being
uni que fromthese and needing to bring along private sector
partners in ownership and operating agreenents necessitated
a different | evel of confidentiality provision, in
particul ar the ability to mke the confidentiality
agreenents in order to talk freely wth private sector
entities in negotiating commercial deals. She addressed the
sub-bullet point and offered that by listing some of the
reporting requirenments, the presenters had articul ated what
a lot of those checks and balances do in fact |ook |ike

She stated that there was a concern in |legislature
regarding AGDC s full exenption in the Executive Budget Act
and related that AGC believed that it could operate well
with a partial exenption that was simlar to that of other
state corporations; as a result, AGDC s operating noney
woul d be subject to the Executive Budget Act and then the
corporation would have the flexibility to deal wth its
bond rel ated finances outside of that process.

10: 16: 42 AM

House Fi nance Conmmittee 25 03/27/13 9:06 A M



Ms. Del bridge continued to discuss nenbers' pre-submtted
guestions regarding HB 4 and addressed the the HB 4 general
guestions. She spoke to the second tal king point:

* RCA Regul atory rel at ed:

* No <common carriage in-state ((the contract
carriage requires only a 30-day review, need up
to 180 days for neaningful public coment and
review of the recourse tariff before the open
season; public comrent includes the shippers))

« After Open Season the Legislature needs to review
and approve.

Ms. Delbridge noted that the 30-day review and the
sponsors' desire to be responsive to the RCA's need for a
|l onger tinmeframe for neaningful review had already been
voi ced. She pointed out that there was not a comon
carriage provision for "instate in the contract carrier
regul ations.” She was unsure what aspects of the talKking
point the comm ttee wanted her to address.

Representative Gara noted that under the AGQ A statutes, HB
4's project would be small pipeline and would deliver |ess
than 500 mllion cubic feet (Mf) per day; he agreed that a
contract carrier nade sense because it was a small anount
of gas. He explained that a commobn carrier neant that if
there was an expansion, everyone who was shipping gas in
t he pipeline would have to share the cost of the expansion,
which facilitated new producers being able to get into the
line and on the North Slope. He stated that he was happy
with the AG A provision that stated that an expansion was
great for the state and nmde "everyone pay to get in";
whereas, with a contract carrier, new coners had to pay the
full cost of the expansion and would not be able to make it
in.

Representative Gara inquired what would happen if AG A was
evaporated, HB 4 becane "the bill," and Al aska was able to
put together a huge pipeline, which was in the state's
interest; he further inquired if HB 4's pipeline would
still be a contract carrier at this point and expressed
that he would have sonme concern if that was the case. M.
Del bridge responded that the provisions in AGA related to
a Lower-48 line that was regul ated by the Federal Regularly
Conmi ssion (FERC) and related that the state did not
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"necessarily" have a regulatory mechanism in place to deal
with that; the assunption was that "that" does in fact work
t hrough FERC, which had a host of special conditions for an
Al aska gas pipeline on the assunption that it would be a

massi ve dianmeter line that went through Canada and served
the Lower-48 and potentially other markets. She pointed out
that while the bill provided for contract carriage, it

required expansions when presented wth comercially
reasonable opportunities, so that future explorers that
found gas and wanted access to the pipeline would be able
to do so; if the the explorers had enough gas and were
willing to sign a contract to ship it to warrant the
expansion, the pipeline must do that. She explained that
the point that was trying to be made was that if you had
| ong-term contracts governing your other shipnent on those
pi peli nes, "those" people had put up the initial investnent
to actually meke the pipeline happen; to penalize these
investors by adding to their rates after they had
shoul dered that initial investnment was not sonething that
the sponsors felt confortable with

Ms. Del bridge continued to respond to Representative Gara's
guestion and noted that the entities that would be paying
for the expansions would be the ones that would be using
that space, just as ones paying for the initial pipe would
be the ones using that space. She pointed out that there
was also the possibility of rolled-in rates in HB 4,
meani ng that they were not precluded, if that is what the
contracts allowed for. If the "big |ine" becane the project
that was noved forward and the state wanted it to be
regul ated under "this chapter,” it was good to note that
FERC had not issued anything definitive on "this"; however,
there was a good chance that if only a small portion of the
gas from a pipeline that was going to the North Slope to
export at tidewater was going to instate-use, FERC may
assert jurisdiction over the regulation of the pipeline.

10: 21: 15 AM

Representative Gara stated that if the bill became the
mechanism to build a big pipeline and if AG A went by the
wayside, the bill wuld need to be anended because it

currently had 500 Mf per day limtation. M. Delbridge
noted that the limtation was only in effect as long as
there was a |icensee under AG A that was in conpliance with
its license and that the state was assisting through those
paynents as per AG A She concluded that there would be no
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need to anend HB 4 later to |lift the limtation if AG A was
sonmrehow no |onger there. She pointed out that while AGDC
provi ded the opportunity for the projects to cone together,
the regulatory franework was not "necessarily" where the
projects would conme together; furthernore the state was
unable to tell the federal governnment that they could or
could not regul ate sonething, but would have to work within
the framework to sone degr ee.

Ms. Del bridge continued to discuss nenbers' pre-submtted
guestions regarding HB 4 and pointed to the HB 4 general
guestions. She spoke to the third tal ki ng point:

« Cost estimate not transparent

* Base estimate currently ~ $7.7 billion; the cost for
| arger dianmeter pipelines have been estimted at
under 10.0 billion. Exanple -Al yeska 2013 cost study
reported direct costs of replacing TAPS (plus owner,
managenent and engi neering costs) |ess VMI at:

o 30" pipe wth 440,000 (650,000 w DRA) bbl/d
capacity ~ $8.9 billion

o 48" pipe with 750,000 (1,000, 000 w DRA) bbl/d
capacity ~$9.7 billion

Ms. Delbridge addressed the first sub-bullet point and
stated that she had been unable to |ocate the Alyeska 2013
cost study; furthernore, she had contacted the Alyeska
Pi peline Service Conmpany, which was not aware of a 2013
cost study. She relayed that she had been able to find the
Al yeska 2013 study information directly referenced in a
slide prepared for another commttee, but pointed out that
she had no way of knowing what this cost study said in
relation to the "figures that we were given." She believed
that the replacenent costs for the Trans-Al aska Pipeline
System (TAPS) involved starting with sonething that had
al ready been largely done and that one would not be doing a
construction project from the start and would see
di fferences. Furthernore, TAPS was an oil pipeline that was
| argel y above ground, while HB 4's |line would be a gas line
that was largely below ground; there were nmany different
engi neering, safety, and other concerns related to those
and she was wunsure if the conparisons were fair or
rel evant. She added that AGDC would be able to tal k about
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the transparency that actually was in place for the cost
estimates that it had put forward on the pipeline.

10: 23: 58 AM

\V/ g Ri chards addressed the <concern relating to cost
estimate transparency. He stated that the $7.7 billion,
whi ch AGDC had just updated at the end of 2012, was based
on the design premse that it had gone forward with, which
was based on the Ilevel of engineering that AGX had
currently advanced; the pipeline, as well as the gas
treatment and conpression station on the North Slope were
the major conponents. He relayed that based on ACDC s
current |evel of engineering, it felt confident that the
$7.7 billion estimate was accurate with a plus or mnus of
30 percent.

Representative Gara stated that he was unable to parse
t hrough the nunbers that AGDC had come up with, but noted
that the original cost study for a 500 Mf or smaller
pipeline from4 or 5 years prior was that it would deliver
gas at about $21 per Mf; however, the prior year, a study
had been presented that showed those costs at about $14

$12, or $10 per Mf and the current year's study showed a
| oner cost. M. Richard replied that under HB 369 ["HB 369"
was made in reference to a  bill from a previous
| egislature.], AHFC was to provide a project plan to the
| egislature. In the 2011 project plan, the cost estimte
for the 24 inch, high-pressure rich gas case had cone in at
about $7.5 billion and would deliver gas at approximtely
$9.62 to the Cook Inlet area; however, the update that AGDC
had provided to the instate gas caucus at the end of 2012
had a design-prem se change to a lean gas case wth a cost
estimate of $7.7 billion. He pointed out that in the 2012
update, the nunber of facilities had been reduced and
related that conpressor stations, straddle plants that
woul d have stripped out the natural gas l|iquids out of the
line, and other associated facilities had been renoved from
the plan. He stated that AGDC had provided the current cost
esti mates based on the current |evel of detail and reported
that the nmpjor facilities were: the gas treatnent
facilities on the North Slope and the conpressor station

he noted that the pipeline now only planned to use one
conpressor station to push the gas fromthe North Sl ope to
the Cook Inlet basin and Fairbanks. He offered to go into
the cost estimates in nore detail if the conmttee so
desired.
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10: 26: 45 AM

Representative Gara observed that there was an earlier cost
estimate, but that it did not need to be addressed.

10: 26: 57 AM

Ms. Del bridge continued to discuss nenbers' pre-submtted
guestions regarding HB 4 and junped to the final question
on the bottom of the page:

o WII the state's work to date on permtting (right
of way, etc) be considered as an equity
contribution?

Ms. Delbridge related that the state's work to date on
permtting, ri ght of way, etc. certainly could be
considered as an equity contribution; furthernore, AGDC
could potentially use the early state investnent as the
equity contribution on behalf of AGC as it worked wth
potential partners down the road.

M. Richards added that the mandate provided to AGDC by HB
369 ["HB 369" was mnmde in reference to a bill from a
previous legislature.] was to advance a project and
identify what its major conponents and costs would be and
that through that process, AGXC had been able to talk to
maj or pipeline conpanies and shippers from across the
nation; AGDC had learned that the project had not been
advanced to the point where these conpanies and shippers
felt confident of ascertaining whether it was worthy of
their involvenent. He explained that the noney that the
state would put forward to advance the HB 4's project would
get it to the point where those potential shippers and/or
bui | der/ owner/ operators would feel confident that AGDC had
foll owed industry standard practice, cost estimating, and
engi neering that would provide a pipeline that would be
worthy of their participation; at this point, AGC would
try to leverage that noney in order to best provide for the
| onest possible cost gas to consuners at the earliest
possi bl e date.

Co-Chair Austerman requested a brief explanation of the

second to last talking point on the nenbers' pre-submtted
guesti ons:
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o Too little throughput for market demand; max 1.6
bcf/d and no NGS s Market demand currently over 5
bcf/d NGS s are feed stock for value added econony
(propane narket e.g. helps rural Al aska)

Ms. Del bridge spoke to the second to |ast tal king point and
related that AGDC had originally considered shipping
natural gas liquids (NGs) through its pipeline and that at
the current tinme, NG.s had a prem um price; however, that
prem um was disappearing as shale gas took off in the
Lower-48 and elsewhere. She related that players were
turning to NG rich plays in order to conpensate for
extraordinary low prices for the dry gas that they were
produci ng. She stated that AGC had taken another |ook at
its project and had realized that although the prem um
price used to warrant the additional engineering and pipe
costs of carrying NG&s, that "is not the way that the world
is looking at this point™ and was not where AGDC s
potential shippers' interests were; however, there was
nothing preventing AGDC, if there was market interest at
open season, from working out a way to ship NGs, providing
that there was sufficient supply and demand to do so.

Representative Hawker appreciated the opportunity to
respond to commttee questions. He observed that the
neetings with the Joint In-State Gas Caucus, which was co-
chaired by Vice-Chair Neuman, was a great forum that had
raised a |lot questions and answers; he encouraged people
who were following HB 4 to take a look at those neetings
because there had been really good dialogue that had
di scussed how the project positions itself, the visions of
the sponsors, as well as how the sponsors had responded to
those visions with the statute that was bei ng proposed.

Co- Chai r Stoltze noted that the admnistration was
listening to the neeting and observed that there was a
request to have "M. G bson" or sonmeone from the AG A team
respond to the interplay between the "two entities"; he
woul d not make that request officially, but knew that they
were |istening.

10: 31: 18 AM
RECESSED

1: 39: 37 PM
RECONVENED
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V5. Del bridge related that Representative Hawker was
currently in another hearing, but could return if the
commttee so desired. She shared that she had been asked to
el aborate about the ability of an AGDC gas pipeline to
carry propane under HB 4. She related that the conmttee
had previously discussed NGs as a whole, but that propane
was of particular inportance to Al aska. She requested that
M. Dubler be allowed to explain how propane could work
w thin AGDC s pipeline.

M. Dubler stated that in AGC s new dry-gas scenario, 1.5
percent of the gas coming down the |ine would be propane;
for in-state use and to the extent that there was a
commercial enterprise that wanted to utilize that propane
in the line, 3500 barrels of propane per day could be
extracted from the line, which just about matched the
current propane use in Alaska. He reported that the 3500
barrels per day would not allow for expansion into the
future, but noted that Alaska was currently wusing that
anount and was inporting it.

Representative Gara noted that the presentation had been
that the cost of AGDC s project had been reduced by
elimnating the infrastructure to ship liquids. He inquired
if propane was a liquid when it was shipped by a gas
pipeline. M. Dubler responded in the affirmative, but
stated that 1.5 percent propane content was not enough to
cause problens in the gas pipeline.

Representative Gara observed that one of the prom ses of
this, and every pipeline project "we've ever heard of," was
that propane would get to Rural Alaska and that its use
woul d be expanded; he inquired if the pipeline wuld need
to ship nore propane, "were the promse to cone through”
and need to go back to design where the additional
infrastructure was needed to deal with the liquids. M.
Dubl er stated that AGDC had not | ooked at that scenario yet
and pointed out that the issue during its expression of
interest in 2011 was that nobody was interested in propane;
the expression of interest had been open to all users of
gas and no one had been interested in taking the propane
off the line and doing anything with it in-state. He
explained that it was not in AGC s charter to extract
propane from the line and stated that AGC was a gas
pi peline conpany that was to bring gas from the North
Sl ope; furthernore, it was AGXC s understanding that it was
not the intent of the legislature for it to be extracting
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propane and the corporation had been operating under that
assunpti on.

1:44: 42 PM

Representative Gara expressed confusion and observed that
the presentations that he had seen stated that the bill was
a way to get propane to Rural Al aska. He noted that if the
bill was a way to get propane to rural Al aska, that would
seem to expand the anount of propane that would be going
through the pipe; he inquired if would it necessitate re-
instituting the older project proposal that had the
infrastructure to deal with NGs if that were the case.

Ms. Del bridge responded that on behalf of bill's sponsors,
there was no intent in the legislation to have AGC doing a
project that would extract propane and then have AGDC run a
propane distribution operation, just as it had also not
been part of other pipeline projects; however, propane was
considered by sone to be one of the potential benefits and
ancillary activities that could be done once a pipeline was
in place that had a resource com ng through the areas that
mght in fact need it. She reiterated earlier comments that
having propane in the pipe did not necessarily require the
plan to revert to straddle plants and other engineering
increnents in order to keep that propane going as |long as
it was within a given range and there were not a l|ot of
ot her heavier liquids in the pipe.

M. Dubler noted that the inportant time in the process
woul d be during the project's open season. If AGC went to
a binding open season and a propane conpany stated that it
wanted 10,000 barrels of propane per day off of the line
and bid a firm transportation on that, then AGDC would go
back and redesign, re-engineer, or whatever it had to do as
long as it did not cost nore to the entire project than the
propane brought to the table; furthernore, this was the
pur pose of the open season. He explained that AGDC woul d
not know what custonmers were out there until the custoners
showed up and that the project had to get to an open season
first. He explained that AGDC had conducted an expression
of interest, which was basically a non-binding "test run"
for an open season and that it had not received any viable
interest in propane in the Alaska; the lack of interest in
propane during the expression of interest was why AGDC had
taken it "out of the line."
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1:47:12 PM

Vi ce-Chair Neuman understood the current pipe plan would
use Schedule 80 pipe at about 2100 pounds per square inch
(psi) and believed that at about 2500 psi, propane,
but anes, ethane, pentane and other NG.s could be carried in
the line. He inquired if it would be in AGDC s ability to
change the physics of the pipeline to accommpbdate added
val ue processing, if there was interest in it during the
open season. He believed that Schedule 80 pipe could still
hold up to 2500 psi with a higher conpression and that

under current design, NGs could still be carried if
needed; he inquired if this was correct. M. Dubler
responded that the 2500 psi line that AGDC had proposed

back in 2011 had been nodified in the Decenber report and
that he believed the current line was 1480 psi in a 36 inch
pi pe; additionally, the line would probably not use X80
steel, but would nost likely use X70 steel, which had a
little thinner wall and was a softer pipe wth Iless
rigidity. He pointed out that the X70 steel was a lot |ess
expensive than the X80, but that it was a standard pipe
that was used all over the country. He relayed that AGDC
would be able to buy the X70 steel from nany different
mlls in the U S and abroad and pointed out that all of
the valves and fittings that went on the pipe would be
avai l able "pretty nuch" off the shelf; the change to X70
steel accounted for a lot of the reduction in cost that
AGDC had realized with the new pl an.

M. Dubler addressed the part of Vice-Chair Neuman's
question related to accommpbdating the |line for added val ue
processing. He stated that AGC could run "what if"
scenarios, but that what it was trying to do was get the
project to a point where it knew the what ifs, as well as
who wanted to participate; at this point, AGC would be
able to design the pipe and the facilities to neet that
need.

1: 49: 36 PM

Co- Chair Austerman understood that the current plan would
not nove propane off the North Slope, but would extract it
and ship the gas down; he inquired if this was correct.
M. Dubler stated that current plan was that 1.5 percent of
the gas stream would be propane and would travel down the
line; furthernore, if there was a comercial interest in
t hat propane when it reached Southcentral Al aska,
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Fai rbanks, or wherever the interest was, then it could be
extracted. He explained that approximtely 3500 barrels of
propane per day could be extracted fromthe |ine under the
current plan.

Co- Chair Austerman inquired what would happen if there was
no interest in the 3500 barrels per day of propane. M
Dubler replied that if there was no interest, AGC would
either redesign the plan to renove all of the propane on
the North Slope or would continue to ship it down and m x
air with it in Southcentral Alaska in order to bring the
BTU content in line with utility-grade gas.

Co- Chai r Aust er man rel ated t hat , simlarly to
Representative Gara, he had anticipated that propane would
be part of the effort to get another heating source to
custoners, in particular to the areas that he represented.
He pointed out that his constituents were not on the
Rai |l belt or the road system and that he had hoped and
assuned that getting propane down the |line had been part of
the project. He referenced the expression of interest that
AGC had held and wondered if the lack of interest in
propane nmeant that the right price was not discussed with
potential interests. He did not want to call HB 4's gas
line project a subsidy, but on the other hand, he did not
see any revenues been generated for the state; he opined
that this made it sonewhat of a subsidy. He thought that
there should be a way to offer the propane at a price where
it was attractive for people to consider extracting.

1:52: 16 PM
AT EASE

1:53: 47 PM
RECONVENED

Co-Chair Austerman hoped that he was not "throwing a
winkle'" with his question, but noted that this was the
first tinme that the commttee had seen the bill.

Ms. Delbridge noted that the sponsors' intent had always
been to make sure that Al aska's needs were taken care of
t hrough AGDC and HB 4, but at the sane tinme realizing that
the state needed buyers and sellers of a product in order
to have a market to ship it wthin; furthernore, the
sponsors wanted ACGDC, generally speaking, to be a gas-
pi peline developer and not necessarily an entity that
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extended into different energy options that were related to
actually interfacing with Al askans "that way." She pointed
out, however, that there were opportunities wthin the
legislation in the way that AGDC had been structured to
expand on other potential energy options. She offered that
M. Dubler had a few points that could address the issue.

M. Dubler stated that the legislation did allow AGC to
create under it a subsidiary for gas marketing and that
AGDC would nore than likely utilize that subsidiary, which
had original had been a fornmer sister agency that had
beconme dornmant that |ast several years. He explained that
"we've actually created a new entity" that would be in a
position to utilize propane from the line if there was a
demand and a nmarket for it; the subsidiary would be able to
solicit interest in propane or other byproducts of the
natural gas for usage within the state simlarly to the way
that AGDC was required to go and solicit offtake points for
the gas |ine.

Ms. Delbridge stated that for exanple, the subsidiary
cooperation could serve as an aggregator of snmall propane
volunes that a nunmber of in-state interests mght want to
participate wth, but mght not be fully equipped to
negotiate directly with the pipeline for. She stated that
t he aggregator could pay for shipnent on behalf of snaller
communities and get the propane to them furthernore, the
subsidiary would have given advanced notice to comunities
that were interested in propane to let it know about that
interest. She reiterated that if there was insufficient
interest, it would be difficult for a pipeline to conmt to
shi ppi ng sonmething that no one was ready to receive.

1: 56: 21 PM

Co-Chair Austerman supported HB 4 and noving it out of
committee because he saw its advantage to the Railbelt, as
well as the advantages of what the natural gas could do
al ong the pipeline; however, he had hoped "all along" that
the bill would have a little nore enphasis on areas besides
the Railbelt. M. Dubler pointed out that AGDC had held
di scussions with the governor's office and others about
getting propane down the Yukon River, as well as on barges
to get it to coastal comunities; AGC would |ook into
whether its subsidiary could take on and distribute that
proj ect .
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Co-Chair Stoltze shared Co-Chair Austerman's caution and
did not want people following the bill from Rural Al aska to
get an exaggerated or unrealistic expectation of what the
legislation would provide. He offered that hyping the
benefits of legislation could raise hopes unfairly and that
he wanted to "flesh that out" as well because "this" had
been an ancillary benefit that had been discussed that had
brought a broader consensus of support for the bill;
additionally, he was a "little bit taken aback, not having
followed this detail in previous comrttees."”

Representati ve Edgnon echoed the comments of Representative
Gara, Co-Chair Austerman, Co-Chair Stoltze, and Vice-Chair
Neurman. He thought that HB 4 was being put forward in a
good-faith effort to get natural gas to all Al askans, which
was stated in the legislative intent. He expressed
appreciation for the intent |anguage, but stated that as a
menber from Rural Al aska, his constituents were paying 3 to
4 tinmes nore than what the primary customer base of the
proposed pipeline was paying. He inquired why Rural Al aska
was not a bigger part of this whole solution. He was unsure
of what that solution would be, but noted that in the
recognition that the bill was a creature of t he
| egislature, that the legislature could wite it how it
wanted; furthernmore, he intended to insert additional
| anguage in the bill to put "those" safeguards in.

Representative WIson noted that although it was not the
bill in front of the conmttee, SB 23 would be trucking
propane and natural gas and doing nore build out, so that
there would be nore need for propane. She noted that there
were not currently a lot of people using propane. She
wondered if a greater need for propane in a nore "urban”
area would make a difference to those who mght not have
conme to the table because as a result of the increased use,
they saw a bigger need in the state than currently existed;
she thought this seenmed logical. M. Dubler agreed that it
woul d be logical and that for a snaller anount of propane,
it mght not nake sense for an entity to build a plant to
extract propane froma line and ship it in-state; whereas,
if Alaska was only inporting 3500 barrels per day, it could
be done very easily from Canada, which was cheaper than
building the infrastructure. He offered that if the 3500
barrels per day were doubled or tripled, then nmaybe the
infrastructure would "pencil" to where it would actually
make sense to build a plant in Al aska, extract propane, and
ship it around the state.
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Representative WIson asked how nany honmes or residents
3500 barrels per day would serve. M. Dubler responded that
he did not have that data, but that 3500 barrels was
roughly 18,000 gallons. He was unsure how large the tanks
were in hones, but indicated that he <could get the
requested i nformation.

Co-Chair Stoltze thought that there was an opportunity to
di scuss propane in relation to the current project and
noted that there was interest and support for the issue; he
t hought that it just needed nore "fl eshing out."

2:01: 31 PM

SPEAKER M KE CHENAULT, explained that HB 4 was about
opportunities for Alaska and offered there were currently
zero such opportunities. He discussed different I|ines,
sizes, and pressures and what could be noved under those
different scenarios. He spoke about a 48 inch pipeline
scenario that some were discussing that would carry NG&s to
mar ket and stated that he was unsure of how many people had
t hought of that scenario. He relayed that when AGDC had
first proposed the current project, there was 1 straddle
plant in Fairbanks to renove the 1|iquids; however, under
the AG A process there were 5 straddle plants. He expl ai ned
that under AG A, an estimated $250 million straddl e plant
woul d need to be built in each of the 5 locations in order
to take off dry gas for comunities and pointed out that
soneone would have to pay for the straddle plants. He
offered that if mght not necessarily be true that HB 4's
current project would bring liquid gas and its benefits to
Al askans. He pointed out that HB 4 was about opportunities.
He explained that until AGDC got to an open season and saw
who wanted gas, in what quantity, and in what chem cal
makeup, the state would not know what opportunities were
t here.

Speaker Chenault stated that AGC had held a non-binding
expression of interest and that no one had wanted NG.s; as
a result, the project had been redesigned to send dry gas,
plus 1.5 percent propane. He explained that the 1.5 percent
propane in the line represented about 3500 barrels per day,
whi ch was roughly 20,000 gallons. He opined that a tank in
nmost people's honmes would probably be in the 300 gallon
range and would | ast nost hones nonths. He related that HB
4 was all about opportunities and that if AGDC got to the
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open season and there were people that wanted to sel
propane, it would be there to sell. He shared that the
bill's sponsors wanted the gas to go to all Al askans. He
acknow edged the concerns of Rural Alaskans that they
wanted to see sone benefit from HB 4 and pointed out that
there was an opportunity for benefit in the |egislation
whereas, there was currently zero opportunity. He offered
that the legislature could continue to talk about the
project, but that until it nade a nove and put together a
real project, the state would not have any shippers or
buyers that would cone and put down the billions of dollars
that needed to be spent in order to nmke the project
happen.

2:05:20 PM

Co-Chair Stoltze would not view the questions and comrents
as negative, but offered that the discourse was building
the record and expl aining sonme of the steps that had to be
taken; additionally, he noted for the public that the
guestions and conments were part of the constructive
di al ogue of building what the realistic expectations were
and what steps needed to be taken if the project went
forward

Representative Gara offered that there were 2 opportunities
facing the state and that there were 2 pipeline proposals
t hat shoul d both be | ooked at.

Co-Chair Stoltze interjected that there should be a sound
bite limt of 2 or 3 tinmes per neeting.

Representative Gara disagreed with the "zero opportunities”
comment, but acknow edged that Co-Chair Stoltze was right.

Representative Gara revisited the propane issue and
recalled that before |ast Decenber, HB 4's project was
intended to carry NG&s; however, there was analysis
conducted that showed that by stripping out the NGs
portion, a certain anmount of noney would be saved on
straddl e plants. He inquired how nmuch was shaved off of the
project by renoving the infrastructure that would allow the
shi pment of a large amount of liquids. M. Dubler replied
that the straddle plants cost approximately $250 mllion
api ece and that there were 2 of them the cost savings was
$500 mllion.
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Representative Gara thought that at least 1 of those
straddle plants would be needed at a cost of about $250
mllion if HB 4's project becane the project that would
send propane to rural Alaska to |ower energy costs; he
inquired if this was correct. M. Dubler responded that it
woul d depend on where the straddle plant was and whet her or
not it was |ocated above the first offtake point by a
utility. He expounded that above the straddle plant would
be enriched gas that could not just be put into a honme for
heating fuel; if the straddle plant was in Fairbanks and
there was no one above Fairbanks that wanted or could get
the gas, 1 straddle plant would be sufficient, otherw se 2
woul d be needed.

Representative Gara understood the conments that if a big
user on the Railbelt wanted propane, enough m ght be sold
to make it economc, but offered that it sounded Iike
getting propane to Rural Alaska would have a $250 mllion
to $500 million cost; he wondered how this would get
funded. M. Dubler responded that the problem w th planning
for in-state propane and designing the whole pipeline
around in-state propane as a definite end use was that AGDC
had to find an in-state use that could handle a $250

mllion plant that would make sense and one that ended up
with propane that was cheaper than what could be inported
from Canada. He recal | ed hi s earlier answer to

Representative WIlson's question and related that at 3500
barrels per day, that $250 million plant probably did not
make sense; however, at sonme greater quantity of propane,
it probably would make sense. He explained that AGDC did
not know what exact quantity of propane would nake a
straddl e plant nmake sense and related that AGDC was not in
propane business; AGDC relied on the private sector to cone
in and say that, at a certain price of propane, it could
build a plant, extract the propane, and distribute it all
t hrough Al aska.

Representative Gara noted for the record that he just
wanted to get the costs on the table.

2:09: 09 PM

Representative Minoz inquired if it was possible that AGDC
could get to the open season and find that there was a
greater demand than a 36 inch line could accomobdate and if
so, how that would be dealt with. M. Dubler replied that
"it would be hopefully a good day for wus" if AGDC had

House Fi nance Conmmittee 40 03/27/13 9:06 A M



oversubscribed. He related that AGC s directive from the
| egislature was to provide gas for Al askans and that the
utilities that were using gas for Al askan residents would
get first priority on the gas; He indicated that M.
Kl eppin, who was AGDC s commerci al manager, could speak to
the issue, but believed that there was an allocation
between the remaining proposers. He believed that if the
project had been FERC regulated, it would require that
there could not be a priority to the allocation anong
proposers. He deferred further comments to M. Kleppin.

2:10:27 PM

DARYL KLEPPI N, ALASKA GASLI NE DEVELOPMENT CORPORATI QN,
ANCHORAGE (via tel econference), replied that M. Dubler was
correct and related that the recourse tariff filing would
i ncl ude nethodol ogy for allocating capacity if there was an
oversubscription. He expounded that if AGDC had a pipeline
that it was designing for 500 Mcf per day and peopl e wanted
600 Mf, then it would have to allocate capacity so that
the total was 500 Mcf per day.

Representative Munoz inquired at what point the limtations
of AG A would go away and further queried what the state's
commtnment was in terns of the size, shipping capacity, and
fi nanci al obl i gati ons. M. Dubl er stated that t he
restrictions under AGA would not go away as long as there
was a valid license in place and a |licensee working on that
license and furthered that as long as work continued on
AGA AGC s project was limted to 500 Mf per day. He
noted that AGDC had been asked "nore times than | would
like to renmenber” if it could do nore if there was no AGQ A
project and related that it was a question that he did not
really like because it was a what if. He pointed out that
obvi ously, a bigger pipeline was nore econom cal and woul d
bring cheaper gas for Al askans; however, it seenmed naive to
think that if ConocoPhillips, Exxon Mbile, and BP could
not nake larger line, that the state of Alaska could. He
doubted that the state could "pull off" a 3 billion cubic
feet per day pipeline or a sonmething simlar to what AGA
was proposing if ConocoPhillips, Exxon Mobile, and BP had
not been able to.

Representative Minoz wondered if ConocoPhillips, Exxon

Mobile, and BP all had active licenses in terns of the
definition that was used.
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Ms. Delbridge believed that the Trans-Canada Corporation
was the sole licensee with the state on AG A and that the
comm ssioners of the Departnent of Revenue and the
Department of Natural Resources had signed a contract with
just the Trans-Canada Corporation. She believed that Exxon
Mobile was participating with the Trans-Canada Corporation
as a partner, but was not subject to the license agreenent
with the state. She furthered that BP and ConocoPhilli ps
were the other two producers that "they" have generally all
t hought needed to participate in a bigger project in order
to make it happen; however, the 2 conpanies had not, to her
know edge, signed on as partners to Trans-Canada |ike Exxon
Mobi | e had. She believed that ConocoPhillips, Exxon Mbbile,
and BP, as per the governor's request to them were working
together with the Trans-Canada Corporation to |ook at
anot her option, including the large export pipeline to
ti dewater in Al aska.

2:13: 30 PM

Co-Chair Austerman understood that AGC was not in the
propane business. He referred to work that AlIDEA had done
for Fairbanks; he wondered about a simlar option that
would allow AGDC to use a subsidiary to transport gas via
tanker from Kenai or other rural coastal Al aska regions.

M. Dubler believed that the legislation would allow the
option as it was currently witten.

Co-Chair Austerman asked if the bill would allow the option
for gas and not propane. M. Dubler replied that the bil
woul d al | ow propane as well|l as gas.

Representative Costello asked about the market's role in
the legislation. She referred to comments that the market
woul d answer particul ar questions.

Ms. Del bridge responded that the sponsors had been clear
that they wanted to rely on the market to define how the
arrangenment would take form rather than prescribing a
pi peline size regardl ess of demand; the sponsors wanted the
market to determne the size of the pipeline. She stated
that the sponsors believed that the state had gone wong in
the past when it tried to prescribe the arrangenent
narromly when the market would have preferred different
conditions. The legislation had been structured to provide
AGDC with as nuch latitude as possible within the bounds of
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its mission to bring gas to Al askans at the | owest possible
rates. For exanple, AGDC had flexibility to follow the
project plan pipeline as described, but wth nodifications
as necessary. She cited one of the nodifications shown in
AGDC s 2012 year-end project plan amendnent, where interest
in NG&s was lacking. As a result AGDC had adjusted the
pipeline to match the market's environnent.

Ms. Del bridge furthered that part of allowing the market to
work nmeant ensuring that AGDC was not able to go forward
with a project wthout sufficient comercial shipping
contracts that would support the project financing. She
stated that the bill did not allow AGDC to build a pipeline
w thout the market interest. She stated that providing the
transportation tool the market needed in order to nake
t hi ngs happen woul d create other opportunities for the rest
of Al aska. She stated that a businessperson in the Interior
could see a business opportunity in pulling propane out of
the pipeline and extending it down the Yukon. She
hypot hesi zed that perhaps there was another business
enterprise that saw the value in converting gas to liquid
or conpressed gas for transportation to small coastal
communities within the state.

2:17: 52 PM

Representative Costello asked whether there was a tineline
or deadline for the opportunities. M. Delbridge replied
that there were no tinelines or deadlines.

Representati ve Edgnon t hanked Speaker Chenaul t for
providing clarification on the bill. He believed the
current conversation was critical for the state and his
constituents. He referred to HB 9 (from the prior
| egislative session) and asked if it had included nore
intent |anguage about distribution to regions outside of
Sout hcentral Alaska that could occur once the pipeline was
in place.

Ms. Del bridge answered that HB 4 continued to provide the
information. She pointed to a provision on page 9,
subsection (b), which told AGC that once construction had
been started on an instate pipeline that it needed to
anal yze other pipelines that connected to industrial and
residential wutility custoners in other regions of the
state. She el aborated that the |egislation had been crafted
to allow AGDC to pursue other pipelines in the future. The
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corporation could consider pipelines that would feed off
the pipeline to connect to other conmunities, utilities,
and mnes that could benefit from the gas; AGC would al so
have the ability to look outside the imedi ate pipeline
corridor. She stated that the legislature had passed oil
and gas exploration credits for mddle earth the prior
session; the legislation would provide the ability for AGDC
to assist with a pipeline that would connect a future
gasline to other communities i f the project was
economcally viable and there was sufficient public
i nterest.

2:20:39 PM

Representative Edgnon asked where the bill provided the
ability to create a subsidiary corporation for gas work
Ms. Del bridge pointed to page 13, Section 31.25.120.

Representative Gara asked whether there was a scenario
under which the project <could be built wth private
financing and w thout AGDC financing. M. Dubler replied
in the affirmative. He stated that there were nmultiple
scenarios where that would be the case and that ACGDC was
hoping it would be the case. The corporation hoped for a
successful open season in which nunbers, custoners, and
shi ppers would validate a viable project that AGC could
bid out. He furthered that pipeline conpanies could bid to
take over the project and continue construction.

Representative Gara surm sed that under the scenario there
would be private financing and bonding that would not
require the legislature to appropriate additional funding.

2:22:26 PM

M. Dubler agreed and detailed that developers would be
responsi bl e for securing financing through the market.

Representative Gara asked if the possibility was realistic.
M. Dubler answered that with a successful open season the
scenario was definitely in the realmof possibilities.

Representative Gara asked for wverification that if [the
| egi sl ation becane law] ACGDC did not need to cone back to
the legislature for funding, that the |egislature would not
have the ability to approve or disapprove the project in
t he future.
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M. Dubler replied that |ike other private projects in the
state, the legislature would not have control over whether
a project was built or not. He added that if producers
wanted to build a pipeline at present, they would not be
required to obtain |egislative approval .

2:23:40 PM

Ms. Del bridge stated it was inportant to note that the HB 4
provision allowwng AGC to enter into an arrangenent was
cl ear about the corporation's purpose to provide gas to
Al askans at the | owest possible rates.

2:24:24 PM
AT EASE

2:30: 05 PM
RECONVENED

Co-Chair Stoltze noted that he had stepped out of the
comm ttee room when there had been a very salient question
and response and that he would like it addressed for his
edification and clarification for the public. He had
overheard part of the conversation and thought that it was
the intent to not have any further |egislative approval of
the project subsequent to HB 4; He wanted the issue
addressed very clearly on the record.

DAN FAUSKE, CEQ EXECUTI VE DI RECTOR OF ALASKA GASLI NE
DEVELOPMENT CORPORATION, related that he would briefly
defer to M. Dubler to clarify a cormment that he had nmade.

M. Dubler noted that the commttee had been discussing
whether or not the HB 4's project would conme back to
| egislature for approval in the event that a private
corporation took over and was building the pipeline; the
answer to this was no and in that case, the project would
not conme back to the legislature. However, the project
would cone back to legislature if it needed nore
appropriations; in other words, if the state was still in a
position to be an owner of the project and was continuing
it forward or if AGDC asked the state for noral obligation
debt, AGC would have to conme back to legislature. He
related that it was inportant to note that although a
private conmpany that took over the line would not be before
the legislature, it would be back in front of the RCA for
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its tariff. He offered that there would not be an
unregul ated group of people out there charging Al askans
what ever they wanted. He explained that a private conpany
woul d still be subject to RCA overview in accordance with
HB 4 provi sions.

2:32: 06 PM

Co-Chair Stoltze observed that his question represented a
public interest question.

Representative Gara saw realistic scenarios where there
m ght be private financing and that AGDC would not cone
back to the state for an appropriation; therefore, the
| egislature would not have another say. He inquired if
there were realistic scenarios where this would happen.

M. Dubler replied in the affirmative, but reiterated that
the even though the l|egislature would not have any nore
review of the project, the RCA would review all of the
aspects that were in the bill.

Co-Chair Stoltze apologized for mssing the earlier
cooments and offered that not being in the room had
probably led to some of the confusion. He appreciated the
clarification.

Representative Holmes clarified that a private conpany
woul d either be back before the RCA or possibly FERC if
FERC determned that it was a pipeline subject to its
jurisdictions.

M. Dubler stated that Representative Holnmes was correct
and that it depended on how FERC | ooked at the pipeline. He
knew that with the larger line, FERC was viewing it as an
entire project, including the export and believed that FERC
woul d have jurisdiction over that whole line; however, he
bel i eved t hat FERC  viewed AGDC s pot enti al line
differently.

M. Fauske noted the propane piece that was going in the
AGDC pipeline was for the distinct reason of seeing if
there was a way that a propane narket down the Yukon River
and the Richardson Hi ghway could be devel oped; there were
al so discussions of getting propane to Valdez and shi pping
it down to Southeast Al aska. He related that these were
ideas that AGDC was |ooking at that needed further study
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and that he did not want to leave the commttee with the
inpression that AGDC would not explore these areas. He
offered that AGDC s position had al ways been that the key
was to get a pipeline, get some product in it, and get to
the open season. He explained that the open season was
really where the rubber hits the road and was when AGDC
would start finding out what it had; under i deal
ci rcunstances, the product viability would be there and
AGDC could start exploring other options. He rem nded
people that AGDC s project wunder HB 4, other than the
requested $400 million, had a revenue bond structure where
the wunderlined credit of the project was the project;
therefore, if the revenue were there to support the debt
service, it freed up other options for legislators. He
explained that creating a project that paid for itself
woul d enabl e | ooking at further enhancenents or expansions
and would, in his mnd, free up additional revenues; as a
result, there would be opportunities in areas that would
have needed to be otherw se subsidized, but there would be
a product comng down the line "that you can actually do
sonmething with."

M. Fauske related that he liked the bill's structure. He
poi nted out that the legislation had a stage-gated approach
and that AGC would be giving the legislature nonthly
reports; furthernore, there was no way that AGDC would
continue with a project that it determ ned was not viable
sinply because it had the authorization. He appreciated the
guestions and acknow edged that the bill was big. He
thought that the legislation acconplished a |ot of good
t hi ngs.

2:36: 31 PM

Co-Chair Stoltze asked if there was an incentive for AGDC
to not spend the full $400 million if it found out early on
that the project would not work. M. Fauske replied that
"that would not be in the cards" and was not how AGDC
oper at ed.

M. Dubler noted that out of the $400 million, there was a
significant anmount of noney for re-engineering after an
open season and that if AGDC had a failed open season, that
anount would definitely not be spent because there was
nothing to re-engineer. |If an open season was unsuccessful
AGDC woul d "end the gane" right there.
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Representative WIson clarified that there was a |ot of
people in Fairbanks in rural areas that would not be
getting the gas. She offered that those in Rural Al aska had
the sane issue that sonme in Fairbanks had, which was that
they were not "big" enough to make the economcs work at
this point. She stated that if propane use could be grown
and Al aska could make a market, it would enable potential
interests to see a high demand and market. She opined that
people would not cone to the table when the demand for
propane was too low. She related that Fairbanks could be
growng a propane opportunity in the Interior if it
"pencils out, even on the other project.” She inquired if
her above statenents were correct. M. Fauske replied in
the affirmative. He reiterated that once a product was
flowng and there was access to sonething, he was an
absolute believer in the economc spirit of "our"™ country,
state, people, and businesses. He could not guarantee
anyt hi ng except that without the gas being there, "none of
this" was going to happen; the opportunity existed once
there was product. He relayed that it was everyone's desire
to fix everything all at once, but that it became so
difficult; however, people's hearts were in the right place
and he thought that people would be pleasantly surprised at
the potential that "exists here" once things were going and
started expandi ng.

2:39:44 PM

Co-Chair Stoltze understood that Al aska would never have a
plan that would reach every Alaskan. He noted that many
peopl e considered his district urban, but that he could not
think of a single sewer hook in his district, unless "maybe
there was a peripheral public building”; it was not
economc for nat ur al gas to reach a lot of hi s
constituents. He concluded that even in an urban tax-paying
area like his district, a lot of folks would not have
access to potential natural gas.

Co-Chair  Austerman believed that M. Fauske's | ast
statenent was absolutely true and that if the HB 4's
gasline were built, there would be all kinds of things that
would cone from it, including transportation issues; the
state would have the opportunity to change over a |ot of
its vehicles and those kinds of things as tinme went by. He
inquired what the effective date on the bill was. M.
Del bridge replied that the legislation had an immediate
effective date.
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Co-Chair Austerman inquired what the project's tinefrane
would be to get to open season. M. Dubler replied that
AGDC intended to have an open season conplete by the end of
2014, which was the end of the follow ng cal endar year.

2:41:12 PM

Representative Gara noted that there was a discussion
regarding whether HB 4's project could be privately
financed and therefore, wuld not require additiona
| egi sl ative approval and that the response had been that
the RCA would get to review it. He wanted to understand the
RCA's role and observed that l|egislators had their role,
which was to make sure that the nmaxi num benefit got to
constituents. He inquired if the RCA's role was limted to
making sure that the tariff +that was charged by the
pi peline owner only granted them reasonable profit, and was
not geared to whether this was the best project for the
State of Alaska. M. Dubler responded in the affirmative.

Representative Gara inquired if the RCA also regulated the
price of gas. M. Delbridge replied that the RCA did not
regulate the price of gas for "anything in the state that
way."; furthernore, under |legislation, the RCA did not just
| ook at an appropriate rate of return, but also ensured
that the rates were cost based and were supported by all of
the cost data, operations and maintenance costs, and
everything else that went into the pipeline. Under the
legislation, the RCA would nake sure that there was a
reasonable rate of return, depreciation nethod, and capital
structure involved; the RCA would not be |ooking at the
ownership of the pipeline beyond |ooking at the regul atory
framewor k. However, if AGDC did not own the pipeline that
was to be regulated, the legislation required a full CPCN
process that delved quite far into the owner's financial
situations to nmke sure that they were financially fit,
willing, and able to take on the service that they were
proposi ng to handl e.

2:43: 03 PM

Representative Miunoz inquired about the cunulative fiscal
note and pointed to page 1 where there was $56 million for
all of the agency work from FY14 to FY19. She wondered why
the reinbursable services portion of the budget was $27
mllion if the full fiscal note was $56 nillion. M.
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Del bridge deferred the question to M. Dubler and believed
t hat AGDC had prepared the fiscal note wth the
adm ni strati on.

M. Dubler stated that comng up with the fiscal note had
been an intricate process and that it was rather involved.
He asked if the question could be repeated.

Representative Minoz noted that on page 1 of the fiscal
note, the cunulative costs in additional personnel for the
agencies to conplete the tasks necessary in HB 4 totaled
$56 mllion, but that the budget for reinbursable services
that would be repaid to the agencies was $27 nillion for
that additional personnel cost. She wondered why those 2
nunbers did not line up. M. Dubler replied that the
difference between the 2 represented AGDC s cost and that
the reinbursable service agreenents were only for other
agenci es that would incur costs on AGDC s behal f.

Co-Chair Stoltze asked if the fiscal note would be one of
the last ones the legislature would see if "this" was not
under the executive budget act. M. Dubler responded that
it would depend on the appropriation amount and related
that AGDC woul d need about $400 million to get through an

open season and to project sanction; however, if the
appropriation were significantly less than that, AGDC woul d
come back to t he | egi sl ature for an addi ti onal

appropriation.

Ms. Delbridge clarified that part of that $400 million had
al ready been provided to AGC and what was needed was
roughly $330 million. M. Dubler stated that M. Del bridge
was the correct.

2:45: 21 PM

Representative Gara recollected a previous appropriation of
$200 million and inquired if he was m staken. He requested
a history of the appropriations as well as what was being
requested. Ms. Delbridge believed that the |egislature
appropriated had appropriated $200 mllion in 2011 for AGDC
to the AHFC Fund; the language in the appropriation would
hold that noney in the fund until the In-State Gas Pipeline
Fund was created through what was then HB 9. She expl ained
that the In-state Gas Pipeline Fund would now to be created
in HB 4. She believed that the $200 mllion had been
partially appropriated, but that it required an additiona
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appropriation in order nove it fromthe AHFC Fund into the
I n-state Gas Pipeline Fund.

M. Dubler stated that M. Del bridge was correct and added
that what had happened was that the bill creating the fund
never passed the |egislature. He explained that the funding
appropriation had been specific about the fund being
created by the 27th Legislature, but that it was not
created by that legislature; as a result, the $200 mllion
was sitting in linbo at AHFC and if and when a fund is
created, a separate appropriation would be required to put
it into the In-state Gas Pipeline Fund because the original
appropriation | anguage had | apsed.

Representative Gara inquired if there was additional nopney
being requested on top of the $200 mllion. M. Dubler
replied in the affirmative and stated that there was an
additional $130 mllion request, for a total request of
$330 million.

2:47: 48 PM
HB 4 was HEARD and HELD in commttee for further
consi derati on.

2:47: 48 PM
AT EASE

2:50: 34 PM
RECONVENED

#
ADJ OQURNIVENT
2:50: 34 PM

The neeting was adjourned at 2:50 p. m
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