SENATE FI NANCE COWM TTEE
April 5, 2013
1:43 p.m

1:43: 07 PM

CALL TO ORDER

Co-Chair Meyer called the Senate Finance Commttee neeting
to order at 1:43 p.m

VEMBERS PRESENT

Senator Pete Kelly, Co-Chair

Senat or Kevin Meyer, Co-Chair

Senat or Anna Faircl ough, Vice-Chair
Senator dick Bishop

Senat or M ke Dunl eavy

Senat or Lyman Hof f man

Senat or Donny d son

VEMBERS ABSENT

None

ALSO PRESENT

Representative Mke Chenault; Rena Del bri dge, Staff,
Representative M ke Hawker; Senator Peter M cciche; Frank
Ri chards, Manager, Pipeline Engineering, Al aska Gasline
Devel opnent Cor por ati on; Angel a Rodel | , Deputy
Comm ssi oner, Treasury Division, Departnent of Revenue.

PRESENT VI A TELECONFERENCE

Joe  Dubl er, Al aska Gasline Devel opnment Cor por at i on,
Anchor age.

SUMVARY

CS SS HB 4(FIN)
ALASKA GASLI NE DEVELOPMENT CORP; RCA

CS SS HB 4 (FIN was HEARD and HELD in commttee
for further consideration.

#hb4



CS FOR SPONSOR SUBSTI TUTE FOR HOUSE BILL NO. 4(FIN)

An Act relating to the Al aska Gasline Devel opnent
Cor por ati on; est abl i shi ng t he Al aska Gasl i ne
Devel opnent Corporation as an independent public
corporation of the state; establishing and relating to
the in-state natural gas pipeline fund; naking certain
information provided to or by the Al aska Gasline
Devel opnent Corporation and its subsidiaries exenpt
from inspection as a public record; relating to the
Joint In-State Gasline Devel opnent Team relating to
the Al aska Housing Finance Corporation; relating to
judicial review of a right-of-way |ease or an action
or decision related to the devel opnent or construction
of an oil or gas pipeline 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 resources, permts,
and | eases provided to the Al aska Gasline Devel opnent
Corporation; relating to procurenent by the Al aska
Gasline Devel opnent Corporation; relating to the
review by the Regulatory Conm ssion of Alaska of
natural gas transportation contracts; relating to the
regul ation by the Regulatory Comm ssion of Al aska of
an in-state natural gas pipeline project devel oped by
the Al aska Gasline Devel opnment 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 carri age;
repealing the statutes relating to the Al aska Natural
Gas Devel opnent Authority and making conformng
changes; exenpting property of a project devel oped by
the Alaska Gasline Devel opnent Corporation from
property taxes before the comencenent of conmmrercial
operations; and providing for an effective date."

1: 45: 00 PM

REPRESENTATI VE M KE CHENAULT, introduced the |egislation.
He explained that he had worked wth Representative
Hawker's office to draft the legislation. He stated that
the bill was nmeant to bring gas to all Al askans. He shared
that HB 4 would set up a corporation that had Al aska's
interests in mnd. He pointed out that the best people
should be a part of naking inportant decision based on
financing, bonding, or engineering for the project. He
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understood that many |legislators were capable of making
these inportant decisions. He explained that the bill
allowed for an open season that would allow for buyers and

sellers to nake bids. He felt that the bill would advance
Al aska's interests. He pointed out that the project was
wi t hin statute. He shar ed t hat there was simlar

| egi slation that was introduced by the governor, but he did
not feel that the other legislation was not advancing.
Therefore, this legislation was rel evant and i nperati ve.

1: 50: 04 PM

Co- Chair Meyer shared that there was a runor that the bil
was duplicating the governor's bill, and asked for coment.
He al so wondered if Alaskans could afford the gas that the
project would utilize. Representative Chenault responded
that the governor's bill was different that HB 4. He also
voiced that the Ofice of the Governor was in support of HB
4. He remarked that HB 4 would get gas to Al askans very
soon.

Senator Dunleavy queried the proposed dianmeter of the
gasline. Representative Chenault responded that dianeter of
the proposed pipeline was 36 inches, at a 1440 pci line

whi ch woul d nove up to 500, 000 cubic feet of gas per day.

Senator Dunl eavy wondered if there was an export conponent
to the proposed gasline. Representative Chenault responded
that if there were leftover gas, there would be potential
for an export conponent.

Vice-Chair Fairclough queried the average size of a gas
pipeline in the world. Representative Chenault replied that
Al aska was the only place in the world that considered the
proposed pipeline as "small." He furthered that he did not
know the average size of a gas pipeline, but stated that
the United States had pipelines that ranged from 12 inches
to 48 inches. He felt that the standard size pipes were 12
inches, 24 inches, 36 inches, and 48 inches. He stressed
that the size was based on whether the project was noving
gas or oil and the pressure of the pipe.

1:59: 45 PM

Vice-Chair Fairclough wondered if the pipeline dianeter
proposal had increased, because the decrease in pressure
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woul d reduce the cost for Alaskans in small comrunities to
receive gas. Representative Chenault responded that //

Senat or Hof f man wondered what provisions were included in
the legislation that would assure the rural residents that
t hey coul d benefit from t he pr oposed gasl i ne.
Representative Chenault responded that the project was
originally proposed to carry natural gas liquid. In order
to ship natural gas liquid, it mnust be put wunder high
pressure. In order to stay within the constraints of the
Al aska Gasline Inducenent Act (AG A), the original proposal
was 24 inch pipeline. He stated that the proposal required
a straddle plant to strip the liquids fromthe gas to send
utility grade gas. He stated that the estimted cost of the
straddl e plant was approximately $250 mllion. The Al aska
Gasline Devel opnent Corporation (AGDC) stated that the
consuner would cover the cost of the straddle plant. He
stated that the great difference in cost between Fairbanks
and Anchorage was too great to be deened fair.

2:05:35 PM

Senator Hof fman wondered if there could be a consideration
to include the construction of tankers in the bond cost
which would deliver gas to rural Al aska. Representative
Chenault deferred to AGDC

Senat or Hof fman wondered if the terminus had been
predeterm ned. Representative Chenault replied that the
term nus outside of Big Lake, but furthered that the buyers
and sellers were the payers of the project.

Senator Hoffrman wondered why a termnus is determned, if
t he | anguage was i ncl uded in t he presentation

Representative Chenault responded that the objective of the
project was to bring gas to Al askans at the cheapest cost.

Senator A son surm sed that Representative Chenault would
support an anmendnent to finance the transportation of the
gas to rural Al aska. Representative Chenault responded that
he was interested to discussing the anmendnent.

2:12:16 PM

RENA DELBRI DGE, STAFF, REPRESENTATI VE M KE HAVWKER
di spl ayed that PowerPoint, "An Alaska Natural Gas Future
for Al askans" (copy on file).
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Ms. Del bridge discussed slide 2:

By 2010, frustration with a lack of progress on a big
line
-Trying to make others develop a pipeline for
Al aska, on our terns, wasn't delivering the
results Al askans want ed
Fresh approach: Decide what Al aska wants, and do
it ourselves
-In-state energy as primary driver
-Use the state as a catal yst
- Make use of existing work, investnent
- Provi de opportunities for private sect or
partners
Legislature in 2010 passed HB 369: AGDC charged
with the mssion of getting Alaska gas to
Al askans
-Electric and honme hearing costs
- Econom ¢ devel opnent for conmunities
-Industrial devel opnment opportunities - jobs

2:14:11 PM

Ms. Del bridge | ooked at slide 3

House Bill 369 of 2010 goal s:
1.Build a team under AHFC | eadership
2. Consolidate state’s gas pipeline work to date

3.Fill in data gaps; decide optimal route
4. Report back to the Legislature wth a project
pl an

House Bill 369 passed with broad, bipartisan support
Ms. Del bridge highlighted slide 4:

AGDC delivered with the July 2011 Project Plan
-A pipeline for Alaskans is possible; an in-state
line could deliver conpetitively priced gas
-Projects will require firm long-term contracts
to support financing
I ncl udi ng recommendations for |egislative action:
-AGDC to determ ne pipeline ownership structure
work confidentially with private sector partners;
operate as contract carrier; decide rates and
terns
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-State to waive property taxes and state |and
| ease fees; provide sufficient funding and create
a pipeline fund; limt judicial review

Ms. Del bridge expl ained slide 5:

Now, House Bill 4:
-Provides further direction for AGDC
-Provides the framework for AGDC to serve as
Al aska’s natural gas pipeline corporation

-Maximzes state’'s efforts in gas pipeline
devel opnent
- Resol ves regul atory uncertainties whi |l e

supporting future devel opnent of Al aska resources
-1 ncl udes AGDC recomendati ons

- Mai nt ai ns nonentum — del ays hurt!

-AGDC estimates $200 mllion per year inflation
-Sout hcentral gas supply (and costs) increasingly
uncertain

- Fai rbanks energy costs and air quality — no end
in sight

-As urban costs increase, rural communities hurt
nor e

-Continuing expectation for state to offset high
cost

Ms. Del bridge displayed slide 6:

HB 4: Establishes AGDC as Al aska’s gas pipeline entity
-Section 3; transition language in Section 1,
Section 25
-HB 4 noves AGC from its present |ocation as a
subsidiary of Al aska Housing Finance, to a stand-
al one state corporation
-Locates AGDC wunder Departnent of Comrerce,
Conmmuni ty and Econom c Devel opnent for
adm ni strative purposes only
-AGDC will be governed by a 7-nenber board
wth expertise in relevant fields, appointed
by t he gover nor, confirmed by t he
| egi sl ature. 5 public menber s, t wo
conm Ssi oners

-Provides clear transition | anguage

Ms. Del bridge explained slide 7:

Clearly states AGDC s purpose (Section 3):
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-To advance an instate gas pipeline as described
in the July 2011 project plan, with nodifications
as appropri at e, maki ng gas avai |l abl e to
Fai r banks, Southcentral, and other comunities in
the state at the | owest rates possible;

-To develop pipelines serving utility and
i ndustrial customers, at commercial reasonable
rates;

-To develop pipelines offering comercial rates
to shippers and that offer access for shippers
produci ng gas in Al aska

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

-Pipelines should also be developed to rmake
propane and other non-oil, gas-related materials
avai l abl e to Al askans

Ms. Del bridge addressed slide 8:

Provides statutory abilities to AGDC to function as a
corporation and to acconplish its purpose (Sec. 3)

AGDC may:
-Enter into ownership and operating partnerships
-Create subsidiaries, including a subsidiary to
mar ket gas
-lssue revenue bonds I|imted to AGCs own

backing to finance a pipeline

-Enter into confidentiality agreenents necessary
to participate wth private sector shippers,
partners, financiers

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

-Exercise the state’'s existing power of emnent
domai n

2:20: 58 PM

Ms. Del bridge highlighted slide 9:
House Bill 4 al so:
-Exenmpts AGDC from the state procurenent code and

state personnel act (Section 3; and Sections 4
and 14)
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-(AGC s currently exenpt from

t he

procurenent code as an AHFC subsidiary (per

HB 369 of 2010)

-(Subj ects) AGDC s operating budget only fromthe

Executive Budget Act (Section 3)

-Applies public official disclosure rules to AGC

board nmenbers (Section 15)

Ms. Del bridge displayed slide 10:

HB 4: Maximzes state’'s efforts in gas pipeline

devel opnent
Addi tional state support for a project in
public’s interest wll help reduce delays
keep costs as | ow as possible

t he
and

-Limts judicial review of state permtting
deci sions and authorizations to avoid del ays

(Section 13)

-Directs DNR to wai ve annual fees on a state

right-of-way |ease for AGDC (Section
Section 12)

3;

-Waives state and |ocal property taxes

during pipeline construction (Section 22)

-Sunsets the Alaska Natural Gas Devel opnent
Aut hority, per a 2010 Leg Audi t

recommendati on
Ms. Del bridge di scussed slide 11

-Directs AGDC to avoid duplicating other state work

-Requires state entities to cooperate and share

information with AGDC (Section 3)

-AGDC requests receive priority (except for
requests)

-AGDC and state entities can enter
confidentiality agreenent s i f necessary

AG A

into

to

protect third-party information in the state's

possessi on

-Calls on the state to provide water, sand, gravel,
and other non-hydrocarbon natural resources to AGDC

(Section 3)

-AGDC will pay usual prices; cost cannot be included

in tariff base and passed on to pipeline shippers
Ms. Del bridge highlighted slide 12:

Resol ves regul atory uncertainties

Senat e Fi nance Comm tt ee 8 04/05/13 1:43 P. M



-Regul atory wuncertainties add risk, which adds
costs and can deter private sector participation

AGDC needs to know how a pipeline wll be
regul at ed bef ore soliciting private sect or
partners

House Bill 4:
-Allows natural gas pipelines to operate as
contract carriers through changes to the R ght-
of -\Way Leasing Act and through Regulatory
Conmi ssi on of Al aska oversi ght
-Reinforces state policy that pipelines should be
fair; offer reasonable access to new future
shi ppers; and encourage future developnent of
Al aska’s oil and gas resources

2:24: 56 PM

Ms. Del bridge expl ai ned slide 13:

Wiy a contract carrier?
-Shippers need to know that the space they are
‘reserving’ by signing long-term comitnents wll
be avail abl e
-Those firm uninterruptible contracts are the
way gas pipelines are wusually financed: future
i ncome prom sed through contracts secures revenue

bonds

-Ensures gas custoners (utilities, i ndustry)
their shipments are reliable and wll not be
curtailed

-House Bill 4 establishes contract carrier status

whil e providing for expansions in the future
Ms. Del bridge discussed slide 14:

| nt erfaces
-Key common carriage principles - expansions,
access — are retained
-Contract carriage is allowed
-Interface between right-of-way |easing act and
new regulatory chapter for instate contract
carrier natural gas pipelines:
-Both require expansions on comercially
reasonabl e terns
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-Both allow that expansions cannot nmake an
initial shipper pay nore than is allowed per
the shipper’s contract with the pipeline
-Both sections require a pipeline to offer
servi ce w thout undue discrimnation

-Qpen season oversight by the RCA ensures
that new entrants have opportunity

-Capacity availability notification rules in
Sec. 21 ensure new entrants have opportunity

Ms. Del bridge displayed slide 15:

Ri ght - of - Wy Leasi ng Act
-Section 11: Sections 6, 8, 9 and 10 are
conf orm ng
-Includes a set of 14 covenants a |essee nust

agree to
-HB 4 nodifies covenants reflecting comon
carrier princi pl es, to allow for contract
carri age

- Covenant s (a) (3)’ (4)1 (6)1 (7)! (8)’ (9)1
(10), (11), (12), (13), and (14) apply to both
common carrier pipelines and to contract carrier
nat ural gas pipelines

-Covenants (a) (1), (2) and (5) are rebuilt to

retain the general policy principle while
allowing for contract carriage
-Contracts govern terms for connecti ons,

facilities

- Expansions required on conmercially reasonable
ternmns

-Ship without discrimnation

Ms. Del bridge di scussed slide 16:

Regul atory Comm ssion of Alaska oversight for a
contract carrier gas pipeline
-Section 21 is new regulatory chapter; Sectionl8
is related. Sections 19, 20, 5 are conform ng)
-New kind of regulation for Alaska, for a new
ki nd of pipeline
-Mul tiple-stage review by RCA
-Contract carrier concepts derived from federal
process
-Provisions built in for Al aska concerns
-Provides certainty and protection for public
utilities
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-Sets tinelines for thorough review that also
support conmmercial process

Ms. Del bridge highlighted slide 17:
Terms (Not official definitions ... but practically
speaki ng)
Tariff: A package of the rates and the terns and
conditions that a pipeline offers. Rates may be a
‘schedul e’ of rates distinguishing different
cl asses of service.
Recourse tariff: A tariff that is kept on file as
the pipeline’s official ‘offering’ . The recourse
rate is available to customers who do not
negoti ate rates with the pipeline.
Just and reasonable: A concept; generally, just
is fair to all, reasonable is within a range of
accept abl eness.
2: 30: 59 PM
Ms. Del bridge expl ai ned slide 18:

Overvi ew. The Process

Ms. Del bri

VWhen

1. Pipeline puts together a project — engineering,
design, and cost estimte

2.Develops tariff — a conmbination of rates and
terms/conditions of service - to present to

potential customers

3.Pipeline has to file the tariff as a ‘recourse
tariff’ with the RCA before entering contracts,
bef ore open season

Supported by a full cost study

4. Recourse tariff is the default rate; custoners
can negotiate final price

HB 4 requires RCA pre-approval of recourse tariff
bef ore an open season

dge expl ained slide 19:

does a recourse tariff cone into play?

1. Before the first open season for a new pipeline
2. After construction, when costs are about 95
per cent known
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Ms.

Ms.

3.In advance of any open season for new capacity
or pipeline expansions

Wy ?

-Sticker price/default rate

-Ternms that anyone has the option of using to get
in on the pipeline, whether they choose to
negoti ate or not

-Everyone has had the opportunity to get in on
the pipeline on the sane terns (although rates in
the recourse tariff may vary per shipper
cat egory)

-Commonly used for short-term interruptible
capacity, when avail abl e

Del bri dge highlighted slide 20:
Recourse tariff:
RCA nust review and approve initial recourse tariff,

and any substantial anmendnents
-Supported by a full cost study

-Must include ©procedures for conducting open
seasons
RCA has 90 days to review, may suspend for additiona
90 days

-Ternms and conditions not unduly discrimnatory

- Rat es cost - based

-Proposed rate of return, capital structure

depreci ati on reasonabl e
(Reasonable = commonly accepted or used by
t he RCA or FERQC)

Sanme process for revisions in the future
-RCA has 90 days to act on revisions

Del bri dge di scussed slide 21:

Wth approved initial recourse tariff, pipeline holds
an open season

- RCA oversees open season

- Conmerci al negoti ations

- Precedent agreement
Overall, 3 ways to get pipeline service:

1. Negoti ated contracts in open season

2. Recourse tariff

3. Presubscri ption agreenents
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Ms. Del bridge expl ai ned slide 22:
Just and Reasonabl e — What does it nean?

Just and reasonable is a standard — in this case, a
contract nmust neet this standard

Just: Everyone is treated fairly and in a reasonable
way

Reasonable: Not too much, not too little: within an
accept abl e range and def ensi bl e

How do we know?
WAs the contract nade at armis |ength?

Armis length is a legal principle pulled from contract
law. An agreenent is arms length if it was made by
i ndependent parties, on equal footing; if parties are
connected by ‘shared interests’, an arms length
agreenent that stands up to scrutiny is inportant.

Ms. Del bridge discussed slide 23:

Meeting the Arms Length Standard Start wth the
contract. Does it include the recourse rate offered to
ever ybody?

YES: Contract is at armis |length and acceptabl e.
NO Next step: Was the contract nmade between two state
entities?

YES. Contract is at armis |length and acceptabl e.
NO. Next st ep. Is the contract between two
unaffiliated parties?

YES: Contract is at armis |length and acceptabl e.

NO Parties are affiliated. Next step: Is the contract
‘substantially simlar’ to one made bet ween
unaffiliated parties?

YES: Contract is at arnmis |l ength and accept abl e.

NO. Next step. Triggers deeper review by the RCA to
determine ‘just and reasonable’ by new standards,
using all cost data, digging into the details - BUT,
the RCA nust al so consider the consequences of failing
to approve the contract at hand.
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2:37:15 PM

Ms. Del bridge highlighted slide 24:

Certificate of Public Conveni ence and Necessity
CPCN required: Legislature nakes special findings only
for AGDC
1. Required for the public convenience and
necessity (Sec. 1)
2.1n the best interests of the state (Sec. 1)
3. Per Sec. 21, 42.08.020:
1. ACDC is financially fit willing and able
(because it is a corporation of the state)
2. AGDC s board of directors and officers are
managerially fit, willing and able (because
the Governor has appointed directors wth
the precise qualifications required by HB 4)
3.An AGDC pipeline is required for the
public convenience and necessity (evidenced
by t he Legi sl ature creating a state
corporation to pursue gas pipeline projects
4. Per Sec. 21, 42.08.020(e): The RCA shal
determ ne whether the AGXC is technically fit,
willing and able

Ms. Del bridge discussed slide 25:

Once construction ends, the pipeline will know a |ot
nore detail about costs.

At that point, the pipeline has to go back to the RCA
with that ‘actual’ information, and update the initial
recourse tariff.

The pipeline also has to update the recourse tariff in
the future, whenever the pipeline plans an open season
to expand the pipeline.
Revi sions do not affect contractual, negotiated rates.
Ms. Del bridge displayed slide 26:
Excessive rates of return protection
Excessi ve rates of return are not

anti ci pated, however:
-Detailed current cost study every three years.
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-Includes calculation of 3-year average actual
return on equity.
-RCA reviews: do rate elenents ‘match’ all owabl e
-Excess profit into segregated operating reserve
f und.
- Capped at 20 per cent average annual
operating costs.
-If excess remains, reduce firm service rates for
all shippers over next 3 years.
-Pipeline can draw on reserve account when
operating costs are high.

Ms. Del bridge highlighted slide 27:

Di sput es
-Contracts between shippers and a pipeline can
i nclude a dispute resolution nethod.
-Method must be in resource tariff ternms and
condi tions, uniform
-Notify all shippers and creditworthy potenti al
shi ppers.
-Allow existing and potential new shippers to
parti ci pate.
-Cul minate in independent third party/ panel
-When can RCA step in?
-Disputes related to things not covered in
contracts.
- Conpl ai nts brought be soneone who doesn’t have a
shi ppi ng contract
-Conpl aints about expansions and open season
conduct
-Disputes that pose an imediate threat to the
public health and safety

2:42: 08 PM

Ms. Del bridge expl ai ned slide 28:

The Future
Expansi ons are required on comercially
reasonable terns (providing they do not violate
AG A) .

-Must include an open season.

-Sane process as initial capacity: recourse
tariff, open season, negotiated contracts,
pr ecedent agr eenent s, updat ed recour se
tariffs.
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Excess capacity at any tinme nust be noticed and
of f er ed.

Vi ce-Chair Fairclough |ooked at slide 14, and wondered why
there was a difference between "undue discrimnation” and
"W thout discrimnation.” M. Delbridge responded that
"undue discrimnation®™ allowed for legitinate reasons to
offer slightly different ternms or provisions to different
kinds of shippers, provided that all shippers that were
simlarly situated received the sanme fair ternms and
conditions or service. She stated that undue discrimnation
woul d not necessarily be a bad thing, if it were entirely
def ensi bl e.

Vice-Chair Fairclough noted that there was a proposal to
exenpt AGDC from state procurenent code and the state
personnel act, and she wondered if there were any new
exenptions carried forward. She also wondered why AGDC
woul d be exenpt fromthe state personnel act. M. Del bridge
responded that HB 369 had given Al aska Housing Finance
Corporation (AHFC) to do in-state gas |ine devel opnent, and
exenpted that any corporation created to do so, from the
state procurenent code. She stressed that the bill did not
propose a new provision, but as AGC was recreated as a
stand-al one state corporation, those provision needed to ne
noved in order to renove the ability for AHFC to have a
corporation that does the sane thing.

2:47:07 PM

Vi ce- Chair Fairclough wondered why it was inportant or AGDC
to be exenpt fromthe state procurenent code. M. Del bridge
replied that AGDC finds that an exenption from the state
procurenent code, because they would be noving quickly
ordering pipes, supplies, and services. The procurenent
code generally added tine and cost.

FRANK Rl CHARDS, MANAGER, Pl PELI NE ENG NEERI NG  ALASKA
GASLI NE DEVELOPMENT CORPORATION, stated that there would be
a presentation the following day regarding Vice-Chair
Fai rcl ough' s concerns.

Co-Chair Kelly asked for further information regarding the
recourse tariff.

Vice-Chair Fairclough referred to the passage of HB 369 in
2010 that began the project process. She noted that the
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process had exenpted AGDC from the state procurenent code.
She wondered if there was any nore information regarding
t hat exenption

Co-Chair Meyer shared the list of people online to testify.

M. R chards stated the exenption was based on the
expectation of expeditious work, and the ability to hire
consultants to look at the contracting nethodology. He
stressed that the project required approximately $7.7
billion of work.

Vi ce-Chair Fairclough inquired about the exenption fromthe
state personnel act. M. Richards replied that AGXC needed
to be able follow the procedures that were «currently
followed by other state corporations. He stressed that it
was inportant to hire individuals with skills that were
beyond "normal state functions”, and were not in the state
classification system

2:52:38 PM

Co-Chair Kelly requested a restatenent of the position on
the recourse tariff. WM. Delbridge responded that the
contract carrier pipeline wuld allow for negotiated
pipeline rates. She stressed that it was inportant to
establish boundari es and backst ops, to ensure an
opportunity to participate wthout negotiating with the
carrier. She renmarked that these provisions would allow for
different situated people equal access. She felt that the
provision was a good way to ensure that the default rate
had a strong factual foundation. Wereas, a negotiated
contractual rate deferred to fairness between two parties.
She stressed that the recourse tariff should be founded in
actual facts. She furthered that the recourse tariff was
conprised of the reans of data that would eventually becone
the rate elenents |ike operating, nmaintenance, due taxes,
recoup of debt <costs, and the return on the initial
construction capital.

Co-Chair Kelly inquired who would use the recourse rate.
Ms. Delbridge replied that it would be sonmeone who did not
want to, or was unable to negotiate. She deferred to AGDC
for further information.

Senator Bishop |ooked at page 40, and wondered if that
focused on the detail of the current discussion. M.
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Del bridge responded that it was a portion of what pertained
to the discussion. She furthered that the regulatory
chapter began on page 36, and continued through page 55 of
the bill. She remarked that the initial recourse tariff
review was on page 45 and addressed the filing
requi renents; and pages 46 through 49 addressed the
requirenents for initial and revised rates.

Senator O son remarked that the bill required an open
season with $225 million to bring the state to open season.
Ms. Del bridge responded that the legislation would carry
Al aska through the open season, and would equip AGC to
consi der other pipelines. She remarked that AGC woul d need
the legislative authority, and the funding for the open
season to negotiate with the interests that come with the
open season.

3:00: 08 PM

Senator A son surmsed that the state would be required to
fund the project, if the open season was not positive. M.
Del bridge responded that the current structure allowed for
the noney to be in an in state gas |line fund that AGDC
woul d manage. She stressed that AGDC was an entity that was
created to acconplish a specific goal. She remarked that
there was a strong governance provision that included two
state comm ssioners and legislative regulatory reporting,
with the expectation that AGDC be responsible in assisting
the work if the open season was unsuccessf ul

Senator dson wondered if this was the last tinme the
| egislature would be asked to appropriate noney for the
pr oj ect . MVs. Del bridge replied that there was no
expectation that the legislature would need to appropriate
noney in the future.

Senator O son wondered if the legislature would be faced
with financing the project again. M. Delbridge responded
that the sponsors of the bill believed that private sector
groups woul d provide financing for the project.

Senator O son |ooked at the slide 18, and asked for
exanples of recourse tariffs in Al aska. M. Delbridge
responded that she was not sure if there were exanples of
recourse tariffs in Al aska, and furthered that Al aska had
never had a significant |ong distance natural gas pipeline
or a contract carrier pipeline. She shared that recourse
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tariffs that pipelines in the |ower 48 would have, and were
used in their open season.

Senat or Bishop wondered what mght happen if two open
seasons were unsuccessful M. Del bridge responded that all
of the assets would be the property of AGC, and therefore
property of the state.

3: 05: 35 PM
AT EASE

3:22:28 PM
RECONVENED

3:24:50 PM

Ms. Delbridge explained the "Sectional Analysis: CS for
Sponsor Substitute for House Bill 4 (FIN) Version \I" (copy
on file).

Section 1 - Findings and Intent

- Finds that an Al aska Gasline Devel opnent Corporation
(AGDC) natural gas pipeline is in the best interests
of the state, and required for public conveni ence and
necessity.

The Regul atory Commi ssion of Alaska (RCA) uses these
standards in issuing a building permt to a project.
Through this section, the legislature is making these
findings on behal f of the RCA

- Finds that Ilocating AGDC under the Departnent of
Commerce, Comunity and Economc Devel opnent, for
adm nistrative purposes only, wll advance ACDC s
m ssi on.

Establi shing AGDC as an independent state entity wth
a clear purpose and the statutory authority to neet
its mssion will make AGDC nore likely to succeed.

- Provides intent that AGC s transfer from an Al aska
Housi ng Finance Corporation (AHFC) subsidiary to a
stand-al one corporation wll be treated as a
repositioning and not as creating a new entity.

This intent should prevent the need to dissolve AGC
and re-create it as a new corporation; as a transfer,
AGDC wi Il need to anend byl aws and regul ati ons.

- Provides intent that AGDC wll procure services,
| abor, products and resources from Al aska businesses,
including Alaska Native corporations and municipal
or gani zati ons, when prices are conpetitive.
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- Provides intent that AGDC will, as possible, hire
Al askans; establish hiring facilities in Al aska; and
use Departnment of Labor and Workforce Devel opnent
syst ens.

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

Ms. Del bridge continued with the sectional analysis.

Section 3 (new corporation) adds a new chapter, Al aska
Gasline Devel opnment Corporation, to AS 31, Gl and
Gas. This section is the statutory authority for the
st and- al one cor porati on.

Sec. 31.25.010, Structure, establishes AGC as an
i ndependent public corporation of the state, |ocated
for admnistrative purposes in DCCED, and nakes
provi sions for asset distribution upon term nation.

Sec. 31.25.020, Coverning body, establishes a seven-
menber board of directors, wth twd conmm ssioners
named by the governor and five public nenbers. Public
nenber s serve st agger ed, five-year t ernms; are
appointed by the governor; nust be confirmed by the
| egi sl ature; and serve at the governor’s pleasure. In

maki ng appoi ntnents, the governor shall consi der
expertise in natural gas pipeline construction,
operation and marketing; finance; and |arge project
managenent. Vacancies will be filled in the same way

as original appointnents are nmade. Board nenbers
recei ve $400 conpensation per day spent on official
board business, in addition to actual expenses.

Sec. 31.25.030, Meetings of board, directs the board
to annually elect officers; defines a quorum as a
majority of nenbers; and requires neetings at |east
once every three nonths. Electronic neetings are
allowed. For a neeting in which the board authorizes a
bond issuance, at Ileast 24 hours public notice is
required. At |east four board nenbers are required for
maj or votes, including bond sales; sale or disposition
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of assets; determning a pipeline ownership structure;
and participation in a pipeline project.

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

Sec. 31.25.040, Admnistration of affairs, allows the
board to nmanage the assets and business of the
corporation; the board may adopt, anmend, and repeal
byl aws and regul ations; and the board w Il delegate
corporation adm nistration to the executive director.
Requires the board to adopt formal procedures for
procurenent processes; requires a preference for
Al aska veterans.

Sec. 31. 25. 045, Executive director, requires an
executive director who is appointed by and serves at
the pleasure of the board. The director may not be a
board nenber.

Sec. 31.25.050, Legal counsel, directs the corporation
to retain | egal counsel

Sec. 31.25.060, Enploynent of personnel, allows the
board to engage pr of essi onal and t echni cal
consultants, and allows the executive director to hire
corporation enployees and contract wth consultants.
The board sets duties and conpensation for corporation
personnel .

Sec. 31.25.065, Personnel exenpt from State Personnel
Act, exenpts AGDC fromthe State Personnel Act.

Vi ce-Chair Fairclough wondered if she was on page 6 of the

bill. M. Delbridge explained that the affirmative vote
requi renent was at the top of page 6, lines 1 through 13.
3:28:56 PM

Vi ce-Chair Fairclough | ooked at page 7, and wondered if the
executive director was <charged to determ ne adequate
personnel. M. Delbridge replied that the personnel would
be responsible to the executive director, who would then
answer to the board.

Ms. Del bridge continued to discuss Section 3.
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Sec. 31.25.070, Purpose, directs AGC to advance an
instate natural gas pipeline as described in ACDC s
July 2011 project pl an, with nodifications as

necessary, maki ng gas and associ at ed, non- oi
hydrocarbons such as propane, available as soon as
practicable to Fairbanks, Southcentral, and other

communities where possible; and attenpt to develop
projects that ship and deliver gas at comrercially
reasonabl e rates.

Sec. 31.25.080, Powers and duties, lists 21 powers of
the corporation, including the abilities to determ ne
pi peline ownership and operating structures; plan,
finance, construct and operate a pipeline system
| ease, rent, acquire and manage property; exercise
em nent domain; transfer or dispose of all or part of
a pipeline system operate as a contract carrier;
conduct hearings; sue and be sued; adopt byl aws;
borrow noney; and invest funds. Directs ACDC to
anal yze other connecting lines once the main pipeline
is wunder construction. Prohibits developnent of a
pi peline that conpetes under the ternms of the Al aska
Gasline Inducenent Act (AG A). Requires publication of
open season results.

Sec. 31. 25. 090, Confidentiality; i nt eragency
cooper ati on, requires state agenci es to share
information with AGDC, requires state agencies to
cooperate with AGC and give priority to AGC
requests, except for requests from the AGA
coordinator; and directs AGC to avoid duplicating
state work on a pipeline. State entities nust provide
non- hydrocarbon resources |ike water, sand and gravel
to AGDC at wusual cost, but those costs my not be
passed on to pipeline custoners. DNR will grant AGDC a
right-of-way |ease at no appraisal or rental cost if
certain conditions are net; the fee waiver carries
with the lease in case of a transfer, which nust be
approved by the commssioner. AGC nay enter into
confidential agreenents as necessary, including wth
other state entities; information covered by a
confidentiality agreenent is not subject to disclosure
under the Public Records Act. AGDC may al so keep ot her

information confidential, including the results of
field studies; technical information; trade secrets;
and comer ci al negoti ati ons. AGDC may wai ve

confidentiality of sonme information. Once a gas
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pi peline is oper ati onal , AGDC nmust rel ease
confidential information, providing doing so does not
hurt the state’s economc interests and does not
violate confidentiality agreenents.

Sec. 31.25.100, In-state natural gas pipeline fund,
establishes the instate-natural gas pipeline fund
within AGC, directs AGC to adm nister the fund and
allows AGDC to contract with the Departnent of Revenue
for fund managenent. Costs to administer the fund are
to be drawn fromthe fund.

Sec. 31.25.120, Creation of subsidiaries; sale of
natural gas by a subsidiary, allows AGXC to create
subsidiary corporations to nmeet AGC s mssion,
including subsidiaries to acquire and ship natural
gas.

Sec. 31.25.130, Adm nistrative procedure; regulations,
exenpts AGDC from the Adm nistrative Procedure Act,
except for the Open Meetings Act portion. Provides
board direction related to bylaws, regulations, and
public notice of neetings.

Sec. 31.25.140, Exenption from the State Procurenent
Code; application of the Executive Budget Act;
corporation fi nances, exenpt s AGDC and its
subsidiaries fromthe State Procurenent Code. Subjects
the corporation’s operating budget to the Executive
Budget Act. Requires an annual independent audit. AGDC
is already exenpt from the procurenent code as an AHFC
subsidiary; this transitions the exenption to AGDC as
a stand-al one corporation.

Sec. 31. 25. 160, Bonds and not es, al | ows t he
corporation to issue bonds and notes in one or nore
series, limted to the corporation’s own backing.

Sec. 31.25.170, Independent financial advisor, allows
the corporation to retain a financial advisor in
negotiating the private sale of bonds or notes to an
underwriter.

Sec. 31.25.180, Validity of pledge, declares as valid

and binding any pledge of assets or revenue of the
corporation to paynent or interest.
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Sec. 31.25.190, Capital reserve funds, allows AGDC to,
contingent on future legislative approval, establish
capital reserve funds to secure its obligations.
Directs fund managenent. Requires annual reports to
t he governor and | egislature.

Sec. 31. 25. 200, Renedi es, permts enforcenment of
rights by those hol ding AGDC obligations.

Sec. 31.25.210, Negotiable instrunents, declares that
obligations are prom ses to pay an anount of noney.

Sec. 31.25.220, Obligations eligible for investnent,
AGDC obligations as legitimte investnents.

Sec. 31.25.230, Refunding obligations, permts the
corporation to refund obligations and provides
direction for nmanagi ng refunds.

Sec. 31.25.240, Credit of state not pledged, prohibits
AGDC from pl edging t he state’s credit. AGDC
obligations are imted to AGDC s backi ng.

Sec. 31.25.250, Limtation on personal liability,
protects corporation officers frompersonal liability.

Sec. 31.25.260, Tax exenption, exenpts AGC from
paying state and |ocal taxes on corporation property
or property incone.

Senator O son | ooked at page 9, and wondered who they were
borrowi ng noney from M. Del bridge deferred to AGDC.

Ms. Del bridge | ooked at page 10, lines 9 through 12, of the

bill, and explained that the corporation was specifically
prohi bited from devel oping or constructing a pipeline that
woul d be conpeting project under the license granted to

TransCanada under AG A. She addressed lines 16 through 24,
which stated that if AGDC had a successful open season
t hey needed to report the results within ten days.

3:33: 45 PM

Senat or Dunl eavy wondered if the AQ A | anguage was based on
a conpeting pipeline size, and further queried what was
determ ned "conpeting.”" M. Delbridge responded that, in
conjunction with the state issuing the license under AGA,
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the state agrees that it wll not financially support or
give preferential treatnent to a project that mght be a
conpeting project by carrying nore than one-half billion
cubic feet a day of gas fromthe North Sl ope south.

Senator Dunleavy surmsed that the pipeline that HB 4
proposed could be a 40 inch line, as long as it did not
exceed the anpbunt capped by AGJA M. Delbridge replied
that it was not, theoretically, the size of the pipe that
could potentially violate the terns; but whether a project
was designed to carry nore than one-half billion cubic feet
of gas per day.

Senator Dunleavy felt that her response was contradictory,
because his focus was on whether the pipe actually carried
nore gas rather than if it was "designed" to carry nore
gas. Ms. Delbridge stated that a pipeline project was
designed to carry a certain capacity, so that capacity was
put out for bids. She furthered that alnost any pipeline
from an engi neering standpoint, could be expanded to nore
than the original project design

Senat or Dunleavy surmsed that the project could be a 40
inch pipeline, which could handle high pressure gas. M.
Del bridge replied that AG)C was required to get gas to
Al askans at the | owest rates possible.

Senator Dunleavy felt that, theoretically, the pipeline
could be 8 inches in dianeter. M. Del bridge explained that
the initial comrercial analysis, under HB 369, determ ned
that the pipeline needed to be a conpetitive project. The
commercial analysis determned that an 8 inch line did not
carry enough gas to neet the instate demand.

Senator Dunleavy felt that the size of the pipe volune of
the gas would have an effect on the burner tip. He queried
the constraints on determning the size of the pipeline.
Ms. Del bridge responded that the pipe would be built to the
size that they have commtnents to ship gas toward. She
stated that the cost of the pipe would be placed on the
consuner, through the tariff.

Vice-Chair Fairclough pointed out that there were fixed
costs related to the construction of the pipeline, which
drove the economcs to make the pipeline at a |arger
capacity. M. Del bridge responded that the size of the pipe
was based on capacity. She remarked that AGDC had studied
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what tariffs mght |look like, and what size pipeline would
be required if only a small anmount of gas were shipped at
one tine.

3:38:42 PM

Co-Chair Meyer wondered what would happen to the $330
mllion, if open season was unsuccessful. M. Delbridge
replied that the $330 nmillion would carry to the point of
sancti oni ng.

Co- Chair Meyer wondered if the legislation would renove the
obligation of $500 million. M. Delbridge replied that the
AG A license was valid, and there was nothing in the bil
that woul d take the project away from AG A

Vice-Chair Fairclough wondered if the fee could be
considered an interest paynent to remain in devel opnent.
Ms. Delbridge replied that the sponsors of the bill felt
that the project was an investnent to see if Alaska could
do for itself what it requires in state, as far as taking
care of the in state energy sol utions.

Ms. Del bridge | ooked at page 10 of the bill. She explained
that the sections on that page dealt with confidentiality
and interagency cooperation. She explained that it required
state agencies to share information with AGDC, and gave
priority treatment to the AGDC requests, except for those
made wunder AGQ A She furthered that it specifically
required that AGDC not duplicate other state studies,
pl ans, and designs that were already provided or conpl et ed.

3:43: 57 PM

Vice-Chair Fairclough noticed that the bill stated that
AGDC "shall avoid duplicating studies.”™ She wondered if
that term was qualified in order to deal with out of date
studies. Ms. Delbridge replied that if studies needed to be
updated, they would not be considered duplicates. She
remarked that there was a concern in the section that dealt
with work that state hand funded through AQ A She stressed
that the intent was that AGDC and TransCanada woul d work
together to share information when and where possible so
the state could not make dupli cates.

Vi ce-Chair Fairclough wondered if the interest earned in
the fund was housed in G-. Ms. Delbridge replied that she
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believed the interest would be returned to G-, and then
r eappropri at ed.

Vi ce-Chair Fairclough wondered if the fund was a subset of
GF. Ms. Del bridge deferred to DOR

ANGELA RODELL, DEPUTY COW SSIONER, TREASURY DI VISION
DEPARTMENT OF REVENUE, explained that the fund was housed
in the general fund (GF), unless AGDC determ nes another
fund managenent.

Vi ce-Chair Fairclough asked where the noney was housed, and
wondered where the interest would be specifically housed
Ms. Del bridge agreed to provide further information.

Senator Bishop referred to the Sectional Analysis, and
remarked that the fund would be placed in AGC, and all owed
AGDC to admnister the funds. M. Delbridge replied that
AGDC wanted to ensure that whoever had the greatest
expertise in managing the fund would be who they could
adm ni ster the funds toward.

3:50: 52 PM

Senator Bishop surm sed that AGDC had the flexibility to go
to a financial institution to administer the funds. M.
Del bri dge agreed.

Vice-Chair Fairclough noted that any renmining interest
woul d | apse to G-.

JOE DUBLER, AGDC, ANCHORAGE (via teleconference), addressed
the concern related to line 13, page 13 of the bill. He
stated that the instate gas pipeline fund would be
established within AGC, so it would not be a part of G-
He furthered that the |anguage about DOR managi ng the fund
for AGDC was added to be clear that AGC could use DOR as
the fund was currently invested in AHFC.

Vi ce-Chair Fairclough expressed that she was unsure if she
was supportive of that policy decision, and felt that the
fund should continue to be nmanaged by DOR She wondered
what AHFC fund was managed by an outside entity. M. Dubler
responded that the GeFonsi (General Fund and other Non-
segregated Investnents) was nanaged by DOR, not an outside
entity.
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3:55:16 PM

Vi ce-Chair Fairclough wondered if AGC had to manage the
fund inside CeFonsi. She felt that there needed to be
control and oversight on the $330 million, but wanted to be
sure that the noney went, at least, indirectly to Al aska.
MVs. Del bridge responded that there was bui |l t in
accountability.

Ms. Del bridge | ooked ahead to page 15, and stated that the
corporation's assets were to be annually reviewed by the
| egi sl ature, including the assets of the fund.

Senator Hof fman agreed with Vice-Chair Fairclough and felt
that the interest should go back for further scrutiny, and
the legislature should be the appropriating agency. He felt
that the expended dollars should be justified to the state.

Co-Chair Meyer remarked that there were other funds that
were set up in a simlar manner.

Ms. Del bridge agreed that nobst of the state corporations
were, at least, partially exenpt from the executive budget
act, when they have the ability to do bond related
f i nanci ng.

Ms. Del bridge | ooked at page 13 of the bill.

Sec. 31.25.100, In-state natural gas pipeline fund,
establishes the instate-natural gas pipeline fund
within AGC, directs AGC to adm nister the fund and
allows AGDC to contract with the Departnent of Revenue
for fund managenent. Costs to administer the fund are
to be drawn fromthe fund.

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

4:00:12 PM

Vice-Chair Fairclough wondered if it was considered a
protection, if there was a subsidiary developed on the
financing side to insulate the state from any potential
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liability. M. Delbridge replied that AGC s ability to
finance and issue bonds were Ilimted only to ACDC s
backi ng.

Ms. Del bridge | ooked at pages 14 and 15 of the bill.

Sec. 31.25.130, Administrative procedure; regulations,
exenpts AGDC from the Adm nistrative Procedure Act,
except for the Open Meetings Act portion. Provides
board direction related to bylaws, regulations, and
public notice of neetings.

Sec. 31.25.140, Exenption from the State Procurenent
Code; application of the Executive Budget Act;
corporation fi nances, exenpt s AGDC and its
subsidiaries fromthe State Procurenent Code. Subjects
the corporation’s operating budget to the Executive
Budget Act. Requires an annual independent audit. AGDC
is already exenpt from the procurenent code as an AHFC
subsidiary; this transitions the exenption to AGC as
a stand-al one corporation.

Vi ce-Chair Fairclough wondered what was not exenpt. M.
Del bridge replied that the corporation's bond related
fi nances were not exenpt.

Ms. Del bridge | ooked at pages 16 through 20.

Sec. 31. 25. 160, Bonds and not es, al | ows t he
corporation to issue bonds and notes in one or nore
series, limted to the corporation’s own backing.

Sec. 31.25.170, Independent financial advisor, allows
the corporation to retain a financial advisor in
negotiating the private sale of bonds or notes to an
underwriter.

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

Sec. 31.25.190, Capital reserve funds, allows AGDC to,
contingent on future legislative approval, establish
capital reserve funds to secure its obligations.
Directs fund managenent. Requires annual reports to
t he governor and | egi sl ature.

Senat e Fi nance Comm tt ee 29 04/ 05/ 13 1:43 P. M



4:04:35 PM

Vi ce-Chair Fairclough |ooked at page 20, and queried the
l[iability that would be created related to the validity of
a pledge. Ms. Del bri dge agreed to provide that
i nformati on.

Ms. Del bridge | ooked at pages 22 through 25.

Sec. 31. 25. 200, Renedi es, permts enforcenment of
rights by those hol ding AGDC obligations.

Sec. 31.25.210, Negotiable instrunents, declares that
obligations are prom ses to pay an anount of noney.

Sec. 31.25.220, Obligations eligible for investnent,
AGDC obligations as legitimte investnents.

Sec. 31.25.230, Refunding obligations, permts the
corporation to refund obligations and  provides
direction for nmanagi ng refunds.

Sec. 31.25.240, Credit of state not pledged, prohibits
AGDC from pl edging t he state’s credit. AGDC
obligations are imted to AGDC s backi ng.

Sec. 31.25.250, Limtation on personal liability,
protects corporation officers frompersonal liability.

Sec. 31.25.260, Tax exenption, exenpts AGC from
paying state and |ocal taxes on corporation property
or property incone.

Sec. 31.25.270, Annual report, requires an annual
report to the governor, legislature and public,
i ncludi ng an i ndependent audited financial statenent.
Sec. 31.25.390, Definitions.

4:09: 03 PM

Ms. Del bridge expl ained Sections 4 through 19.

Section 4 (procurenent code exenption), adds new
par agraphs to AS 36.30.850(b), Public Contracts, State
Pr ocur enent Code, Application of this chapter,
exenpting ACGDC and its subsidiaries from the state
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procurenent code. The exenption 1is reinforced in
AGDC s statutes (HB 4 Section 3, 31.25.140).

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

Section 6 (gas or electric wutilities, conformng)
anends AS 38.05.180 (bb)(1), Public Land, Al aska Land
Act, Ol and gas and gas only leasing, to conformwth
Section 11 creating covenants specific to a contract
carrier pipeline.

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

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

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

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

Section 11 (contract carrier covenants) adds a new
section to AS 38.35, Public Land, Right-of-Way Leasing
Act, to establish covenants for a contract carrier gas
pipeline. This section does not alter the existing
covenants in the Right-of-Way Leasing Act for a comon
carrier. A carrier nust agree to abide by the
covenants in order to receive a state right-of-way
| ease. O 14 existing covenants for common carriers,
11 also apply to a contract carrier. The others are
adapted to reflect contract carrier principles, while
retaining the policy that pipelines on state rights-
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of -way shoul d encourage broader devel opnent of oil and
gas resour ces by expandi ng when comer ci al
opportunities exist and shipping wthout unreasonable
di scrim nati on.

Section 12 (right-of-way |eases, costs) adds a new
subsection to AS 38.35.140, Public Land, Right-of-Wy
Leasing Act, Paynent of rental and costs, requiring a
right-of-way lease to be issued at no cost to AGDC.
This reinforces in the Right-of-Wy Leasing Act the
provision in HB4, Section 3 (31.25.090, Interagency
cooperation; confidentiality) that |eases should be
made at no rental fee/cost to AGDC.

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

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

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

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

Publ i c Recor ds and Recor der s, Publ i c Record
Di sclosures, Public records; exenptions; certified
copies, to exenpt eligible information and information
covered by an AGDC confidentiality agreenent from
di scl osure under the state Public Records Act. This
relates to HB 4, Section 3 (31.25.090) allow ng AGCDC
to keep certain information confidential.
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Section 17 (RCA, conformng), anends AS 42.04.080(a),
Public Uilities and Carriers and Energy Prograns,
Regul atory  Commi ssion  of Al aska, Deci si on- maki ng
procedures, to allow the RCA to appoint a panel for
hearing matters under the new 42.08. The RCA needs the
statutory authority to appoint a panel and hear a
matter that conmes before them under one of two
existing regulatory statutes. This adds the new
regul atory chapter created in HB 4, Section 21, 42.08,
so the RCA will be able to act on matters that cone up
under the new regul atory chapter

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

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

Section 19 (RCA conformng) anmends AS 42.05.711,
Public Uilities and Carriers and Energy Prograns,
Al aska Public Uilities Regulatory Act, Exenptions, to
exenpt a pipeline subject to regulation under 42.08
fromregul ati on under 42.05.
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Co- Chair Meyer surmsed that FERC was not involved in this
project. WM. Delbridge responded that the Federal Energy
Regul atory Comm ssion (FERC) regulated gaslines that a
built beyond state |ines.

Co-Chair Meyer wondered if the Regulatory Comm ssion of
Al aska was the only regul ating body for the bill.

4:14:10 PM

Ms. Del bridge di scussed Sections 20 through 25.

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

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

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

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

Section 22 (property tax exenption) adds a new
subsection to AS 43.56.020, Revenue and Taxation, O/
and Gas Expl orati on, Pr oducti on and Pi pel i ne
Transportation Property Tax, Exenptions, exenpting an
AGDC-owned or financed project from state and | ocal
property taxes during construction.

Section 23 (repealer) repeals 39 sections of statute.
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- Repeals AS 36.30.850(b)(45) Public Contracts, State
Procurenent Code, Application of this chapter, a prior
exenption that applied to an AHFC pi peli ne.

- Repeals AS 38.34.030, Public Land, In-State Natura

Gas Pipeline, Joint In-State Gasline Devel opnent Team

38.34.040, Duties of the Devel opnment Team 38.34.050

Cooperation and access to information; and 38.34. 060,

Conflicts of interest, all of which were part of HB
369 in 2010 and relate to the Joint In-state Gasline
Devel opnent Team

- Repeals AS 39.25.110(11)(GQ, Public Oficers and
Enpl oyees, State Personnel Act , Exenpt Servi ce,

related to ANGDA;, and AS 39.50.200(b)(57), Public
Oficers and Enployees, Public Oficial Financia

Di sclosure, Definitions, related to ANGDA

- Repeals all of the Al aska Natural Gas Devel opnent
Aut hority: AS 41.41.010 through AS 41.41. 990.

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

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

Specifically, this section includes:

- The intent is that this repositioning does not
interfere with, delay or disrupt AGDC s work.

- The intent that the governor should appoint the new
AGDC board within 90 days of the effective date.

- The AHFC board will remain in place until a new
board is appointed; and wll cooperate with the new
board in a snmooth transition.

- The intent is that the transition is a change in
pl acenent only, and wll not require dissolving AGDC
and creating a new corporation.

- The intent is that AGDC, including enployees and
directors, continue in-place while the boards are
transitioning. This is not explicitly stated but
rather is inplied.
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Senator Bishop remarked that the recourse tariffs nmade
reference to FERC in their applicability to the rates of
the tariffs. M. Delbridge agreed, and furthered that
Regul at ory Conmi ssion of Al aska | ooked at recent conparable
rates of return and capital structures and nethods of
depreciation that either FERC or Regulatory Conmm ssion of
Al aska used.

Senator O son wondered if there would be experts or
consultants present on the bill. Co-Chair Meyer replied
that the focus was on the structure of the bill.

Ms. Delbridge added that the intent was that the shipper
comm tnments would finance the project.

Co- Chair Meyer handed the gavel to Vice-Chair Fairclough

4:19: 30 PM

Senator Hoffrman remarked that the project could require
constant reexam nation. He felt that Harold Hinds and Bill
Wal ker could share provisions to ensure that rural Al aska
had access to the gas. M. Delbridge responded that she
woul d provide that information to her colleagues, and the
sponsors of the bill.

Senator Hoffman felt that a tinmeline was inportant for
understanding the outline of financing for the project. M.
Del bridge agreed to provide information regarding a
tinmeline.

Vi ce-Chair Fairclough |ooked at page 56, and expressed a
desire for nore conversation related to why the fund was a
part of AHFC.

Vi ce- Chair Fairclough handed the gavel to Co-Chair Meyer

4:25:26 PM

Senat or Hof fman requested information regarding work that
had been done to get the gas to rural Al aska. M. Del bridge
responded that there were studies related to the
feasibility of propane, but there was not a conmmercial
opportunity.
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Senator Hof fman stressed that those individuals that are
furthest fromthe Railbelt have the highest energy costs in
the state.

Co- Chair Meyer discussed housekeepi ng.

CS SS SB 4(FIN) was HEARD and HELD in commttee for further
consi derati on.

#
ADJ QURNVENT
4:32:12 PM

The neeting was adjourned at 4:32 p. m
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