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Di scussion: Travesty Wlls, Al aska' s Options
- HEARD

CS FOR SS FOR HOUSE BILL NO. 4(FIN)

"An Act relating to the Al aska Gasline Devel opnent Corporation;
establishing the by the Regulatory Comm ssion of Al aska of
natural gas transportation contracts; Al aska Gasline Devel opnent
Corporation as an independent public corporation of the relating
to the regulation by the Regulatory Conm ssion of Alaska of an
in-state natural state; establishing and relating to the in-
state natural gas pipeline fund; nmaking certain gas pipeline
proj ect devel oped by the Al aska Gasline Devel opnent Corporation;
relating information provided to or by the Al aska Gasline
Devel opnent Corporation and its to the regulation by the
Regul atory Commission of Alaska of an in-state natural gas
subsidiaries exenpt frominspection as a public record; relating
to the Joint In-State pipeline that provides transportation by
contract carriage; repealing the statutes Gasline Devel opnent
Team relating to the Alaska Housing Finance Corporation;
relating to the Alaska Natural Gas Devel opnent Authority and
maki ng conformng relating to judicial review of a right-of-way
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| ease or an action or decision related to the changes; exenpting
property of a project developed by the Alaska Gasline
Devel opnent devel opnment or construction of an oil or gas
pipeline on state land; relating to the |ease Corporation from
property taxes before the comencenent of commercial operations;
of a right-of-way for a gas pipeline transportation corridor,
including a corridor for a and providing for an effective date.”
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 Alaska Gasline Devel opnent Corporation; relating to the
revi ew

- HEARD & HELD
PREVI QUS COW TTEE ACTI ON
BILL: HB 4

SHORT TI TLE: | N- STATE GASLI NE DEVELOPMENT CORP
SPONSOR(s): REPRESENTATI VE(s) HAWKER, CHENAULT

01/ 16/ 13 (H) PREFI LE RELEASED 1/ 7/ 13

01/ 16/ 13 (H) READ THE FIRST TIME - REFERRALS

01/ 16/ 13 (H) RES, FIN

01/ 30/ 13 (H) SPONSOR SUBSTI TUTE | NTRODUCED

01/ 30/ 13 (H) READ THE FIRST TIME - REFERRALS

01/ 30/ 13 (H) RES, FIN

02/ 04/ 13 (H) RES AT 1: 00 PM BARNES 124

02/ 04/ 13 (H) Heard & Hel d

02/ 04/ 13 (H) M NUTE( RES)

02/ 06/ 13 (H) RES AT 1: 00 PM BARNES 124

02/ 06/ 13 (H) Heard & Hel d

02/ 06/ 13 (H) M NUTE( RES)

02/ 13/ 13 (H) RES AT 1: 00 PM BARNES 124

02/ 13/ 13 (H) Heard & Hel d

02/ 13/ 13 (H) M NUTE( RES)

02/ 15/ 13 (H) RES AT 1: 00 PM BARNES 124

02/ 15/ 13 (H) Heard & Hel d

02/ 15/ 13 (H) M NUTE( RES)

03/ 01/ 13 (H) RES AT 1: 00 PM BARNES 124

03/ 01/ 13 (H) Heard & Hel d

03/ 01/ 13 (H) M NUTE( RES)

03/ 04/ 13 (H) RES RPT CS(RES) 6DP 1INR 2AM (CS
FORTHCOM NG)

03/ 04/ 13 (H) DP:  JOHNSON, HAWKER, P.WLSON, SEATON,
OLSON, SADDLER

03/ 04/ 13 (H) NR. TUCK
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AM  TARR, FEI GE
RES AT 1: 00 PM BARNES 124

Moved CSSSHB 4(RES) Qut of Conmmittee

M NUTE( RES)

CS(RES) NT RECEI VED

RES AT 3: 30 PM BUTROVI CH 205

-- MEETI NG CANCELED - -

FIN AT 1: 30 PM HOUSE FI NANCE 519
Heard & Hel d

M NUTE( FI N)

FIN AT 1: 30 PM HOUSE FI NANCE 519
Heard & Hel d

M NUTE( FI N)

FIN AT 9: 00 AM HOUSE FI NANCE 519
Heard & Hel d

M NUTE( FI N)

RLS TO CALENDAR PENDI NG REPORT

I N FI NANCE

FIN AT 9: 00 AM HOUSE FI NANCE 519
Heard & Hel d

M NUTE( FI N)

FIN AT 1: 30 PM HOUSE FI NANCE 519
Heard & Hel d

M NUTE( FI N)

RLS TO CALENDAR PENDI NG REPORT

I N FI NANCE

FIN AT 9: 00 AM HOUSE FI NANCE 519
-- MEETI NG CANCELED - -

FIN AT 1:30 PM HOUSE FI NANCE 519
Heard & Hel d

M NUTE( FI N)

RLS TO CALENDAR PENDI NG REPORT

I N FI NANCE

FIN RPT CS(FIN) NT 7DP 2NR 2AM

DP:  HOLMES, MJNGZ, NEUMVAN, THOMPSQON,

T.WLSON, COSTELLO, AUSTERVAN
NR: EDGVON, STOLTZE

AM  GARA, KAWASAKI

TRANSM TTED TO (S)

VERS|I ON:  CSSSHB 4( FI N)

FIN AT 9:00 AM HOUSE FI NANCE 519

Bill Postponed To 4/1/13 @1:30 Meeting

FIN AT 1: 30 PM HOUSE FI NANCE 519

Moved CSSSHB 4(FIN) Qut of Conmittee

M NUTE( FI N)
READ THE FI RST TIME - REFERRALS
RES, FIN
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04/ 02/ 13 (S) RES AT 3:30 PM BUTROVI CH 205

04/ 02/ 13 (S) Heard & Hel d
04/ 02/ 13 (S) M NUTE( RES)
04/ 03/ 13 (S) RES AT 3:30 PM BUTROVI CH 205

W TNESS REG STER

M KE GERAGHTY, Attorney General

Depart ment of Law (DQL)

Juneau, Al aska

POSI TI ON STATEMENT: Commented on the travesty | egacy well issue.

RENA DELBRI DGE

Staff to Representative Hawker

Al aska State Legislature

Juneau, Al aska

PCOSI TI ON STATEMENT: Reviewed details of HB 4 on behalf of the
sponsors.

FRANK RI CHARDS, Pi peline Engi neering Manager

Al aska Gas Devel opnment Cor poration (AGDC)

Anchor age, Al aska

PCSI TI ON STATEMENT: Di scussed AGDC charge and scope.

DAN FAUSKE, President

Al aska Gas Devel opnment Cor poration (AGDC)

Anchor age, Al aska

POSI TI ON  STATEMENT: Di scussed expressions of interest and
confidentiality provisions on the ASAP.

STUART GOERI NG Assistant Attorney General

Department of Law (DQL)

Anchor age, Al aska

PCOSI TI ON STATEMENT: Di scussed standards the RCA uses for setting
recourse rates relative to HB 4.

DARRYL KLEPPI N, Comrerci al Manager

Al aska Gas Devel opnment Cor poration (AGDC)

Anchor age, Al aska

PCSI TI ON STATEMENT: Expl ai ned definitions and provisions in HB
4.

TI NA GROVI ER, | egal counsel

Al aska Gas Devel oprment Cor poration (AGDC)
Birch, Horton, Bitner and Cherot

Anchor age, Al aska
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PCSI TI ON  STATEMENT: Expl ained how Al askan

resi dents

m ght

benefit fromrate reductions with the ASAP relative to HB 4.

Bl LL SHEFFI ELD, representing hinself
Anchor age, Al aska
PCSI TI ON STATEMENT: Supported HB 4.

DAVE DENGEL, representing hinself
Val dez, Al aska
POSI TI ON STATEMENT: Opposed HB 4.

JOHN HOZEY, Manager

City of Valdez

Val dez, Al aska

PCOSI TI ON STATEMENT: COpposed HB 4.

DAVE COBB, Mayor
City of Valdez, Al aska
POSI TI ON STATEMENT: Opposed HB 4.

Cl NDY RYMER, representing herself
Val dez, Al aska
POSI TI ON STATEMENT: Opposed HB 4.

M KE WLLI AMS, representing hinself
Val dez, Al aska
PCSI TI ON STATEMENT: Opposed HB 4.

LOU S CLARK, SR., representing hinself
Val dez, Al aska
POSI TI ON STATEMENT: Opposed HB 4.

DOROTHY MOORE, representing herself
Val dez, Al aska
POSI TI ON STATEMENT: Opposed HB 4.

LI SA VONBARGEN, representing herself
Val dez, Al aska
POSI TI ON STATEMENT: Opposed HB 4.

PAM SHI RRELL, representing herself
Val dez, Al aska
POSI TI ON STATEMENT: Opposed HB 4.

JIM PLAQUET, Menbership and Events Coordi nator

| ndustry Alliance
Fai r banks, Al aska
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PCSI TI ON STATEMENT: Supported HB 4.

BOB SHEFCHI K, Chai r man

Fai r banks Chanber of Commerce
Fai r banks, Al aska

PCSI TI ON STATEMENT: Supported HB 4.

KEN HALL, representing hinself
Fai r banks, Al aska
POSI TI ON STATEMENT: Supported HB 4.

Rl CK ROGERS, Executive Director
Resour ce Devel opnment Council (RDC)
Juneau, Al aska

PCSI TI ON STATEMENT: Supported HB 4.

TERRY HI NVAN, Denali Borough Community Advisory Conmttee
Heal y, Al aska
PCSI TI ON STATEMENT: Supported HB 4.

JI M SYKES, representing hinself
Pal mer, Al aska
POSI TI ON STATEMENT: Opposed HB 4.

M KE VELLS, representing hinself
Val dez, Al aska
POSI TI ON STATEMENT: Opposed HB 4.

DONNA SHANTZ, representing herself
Val dez, Al aska
POSI TI ON STATEMENT: Opposed HB 4.

DEANTHA CROCKETT, Executive Director
Al aska M ners Associ ation (AVA)
Anchor age, Al aska

POSI TI ON STATEMENT: Supported HB 4.

M CHAEL JESPERSOQON, representing hinself
Anchor age, Al aska
PCSI TI ON STATEMENT: Supported HB 4.

ALAN LEMASTER, Director

Al aska Natural Gas Pipeline Coalition
Gakona, Al aska

PCOSI TI ON STATEMENT: COpposed HB 4.

MERRI CK PI ERCE, representing hinself
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Fai r banks, Al aska
PCSI TI ON STATEMENT: Opposed HB 4.

BUZZ OTIS, representing hinself
Fai r banks, Al aska
PCSI TI ON STATEMENT: Supported HB 4.

RANDY GRI FFI N, representing hinself
Fai r banks, Al aska
POSI TI ON STATEMENT: Supported HB 4.

GERALD M LLER, representing hinself
Anchor age, Al aska
POSI TI ON STATEMENT: Opposed HB 4.

LYNN CRYSTAL, representing hinself
Val dez, Al aska
POSI TI ON STATEMENT: Opposed HB 4.

SHERI PEI RCE, representing herself
Val dez, Al aska
PCOSI TI ON STATEMENT: Opposed HB 4.

DEAN DAY, representing hinself
Cty of Valdez, Al aska
POSI TI ON STATEMENT: Opposed HB 4.

Bl LL BLI ZZARD, representing hinself
Fai r banks, Al aska
PCOSI TI ON STATEMENT: Didn't state a position on HB 4.

JEREMY O NEI L, representing hinself

Val dez, Al aska

POSI TI ON STATEMENT: Opposed HB 4.

ACTI ON NARRATI VE

3:32: 36 PM

CHAIR CATHY GESSEL <called the Senate Resources Standing
Commttee neeting to order at 3:32 p.m Present at the call to
order were Senators French, McQuire, Dyson and Chair G essel.
3:33:12 PM

Di scussion: Travesty Wlls, Al aska' s Options
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CHAIR G ESSEL said the first order of business was Al aska's
options for its travesty wells. She said a lot of frustration
has been expressed about these wells including HIR 6, which has
now passed both houses and is on its way to the Governor and
Washi ngton, D.C. She invited M. Ceraghty to testify.

3:33:42 PM

M KE GERAGHTY, Attorney GCeneral, Departnent of Law (DQ),
Juneau, Al aska, said he was here in response to a letter from
this conmttee dated April 1, 2013 and quoted from it as a way
of introduction:

As you know travesty, aka |legacy, wells were drilled
in the NPR-A by the federal governnent over three or
four decades. Drilling ceased in 1981 and |less than
two dozen of the 137 have been correctly plugged and
remedi ated. U.S. Bureau of Land Managenent (BLM is
the landlord for NPRA and is responsible for
contam nated wells sites. W believe BLMis not taking
the safety and environnental threats posed by these
derelict wells seriously enough to <create an
aggressive nediation plan for the funding to pay for
it.

Qur committee is frustrated by BLMs |egacy well
inaction and amended HIR 6 by substituting the term
"travesty' for 'legacy' to express our perception of
the true nature of those aging sites.

3:34:42 PM
SENATOR M CCI CHE joined the commttee.

MR, GERAGHTY said the letter posed three questions to him

First: What |l|egal options does the state have to
encourage or even force the BLMto take action?

Answer: O course legal options are generally directed
to requiring sonme action to be taken and so let ne
start with that first. The state nay have a cause of
action under the Resource Conservation Recovery Act
(RCRA) and possibly state law to require both the
cleanup of the solid waste and the closure of the
abandoned wells. RCRA has a citizen suit provision,
which allows third-party enforcenent of federal RCRA
requirenents. In order to make this claim the state
woul d have to establi sh:
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3:
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36:

(1) That the conditions at these sites may present an
i mm nent and substantial endangernent;

(2) That the endangernent steans from the handling,
storage, treatnment, transportation or disposal of any
solid or hazardous waste

(3) That the responsible party, in this case BLM has
contribute or is contributing to such handling,
storage, treatnment, transportation or disposal.

The state would assert the BLM has waived sovereign
imunity with respect to these clains and, in fact,
there is a waiver of sovereign immunity provision
contained in RCRA. The waiver applies to the federa
agency having jurisdiction over the disposal site or
having engaged in activities resulting in the disposal

of hazardous waste. In such cases, the federa
government shall be subject to and conply wth al

federal, state, interstate and |local requirenents,
both substantive and procedural, respecting control

and abatenent of solid waste or hazardous waste
di sposal and managenent in the sanme manner and to the
sanme extent as any person.

37 PM

Using this waiver of sovereign immnity, the state
woul d assert that the federal governnent is currently
not in conpliance with the AOGCC regul ati ons governi ng
t he abandonnment and plugging of wells, which is a
requi renent of state law in respecting the control and

abatenent of hazardous waste. It is also not in
conpliance Alaska solid waste Jlaws related to
prohibitions of litter and polluted runoff which are

state regulations concerning control and abatenent of
solid waste.

| foresee a nunber of obstacles with any |egal action
to require the proper abandonment and cl eanup of these
sites:

(1) BLM would argue that it has not waived its
sovereign imunity. This is a legal defense and | am
not going to delve into it anynore except to say that
sovereign imunity is a robust defense that 1is
asserted by both the state and the federal governnents
in the appropriate context. |In federal courts, a
wai ver of sovereign immunity to occur has to be very
specific and expressed. Wether it applies in this
particular situation, | would not hazard to predict



today. | am confident there would be a defense that
woul d have to be overcone.

(2) There is also a statute of limtations that could
bar the state's claim There is a five-year statute
for citizen suits under RCRA, and Congress has enacted
a residual statute of six years that applies when no
specific limtation is otherwi se provided. O course
these sites have existed for decades. There is an
argunent that they constitute a continuing violation,
and so the state's clainms remain tinely and valid.
Again, | would not hazard a prediction as to how this
defense would fare, except to say that | think it
woul d get serious attention from any judge review ng
this matter.

3:38: 50 PM
(3) As a practical matter, BLM has conceded that it is
responsi ble for the cleanup of these sites. Typically,
we go to court to resolve an issue of who is
responsi bl e. In this instance, sinply seeking a
declaration that BLM is legally responsible my not
advance the ball too far.

Renedy: Even if the state could overcone these
defenses and sustain a claim under RCRA or sone other
theory, | question how far a federal judge would go in
mandating the BLM either alter its spending priorities
or create new spending priorities within the vast

realm of BLMs responsibilities. | suspect that is a
step the court would be loath to take; they may very
well order BLM to conduct the cleanup, but | don't

believe a judge can Congress to appropriate nonies,
and that is very prevalent in Washington, D.C these
days as well all know.

3:39: 33 PM

MR. GERAGHTY el aborated that it strikes himthat there are a |ot
of disputed facts about what is exactly out there. He has | ooked
at the BLMs 1984 summary report when it surveyed these sites
and a portion of the 2013 update, which hasn't been finalized.
He wasn't going to take one side or the other.

It would also be a very expensive endeavor: the well sites are
i naccessible and they are scattered all over the NPR-A He
concluded that Ilegal options available to require BLM to do
sonething are not wholly satisfactory, and there is sone
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uncertainty associated with how far those renedies would go.
That brought himto the second question posed:

Second: |Is there opportunity for other entities other
than the federal government - private or public - to
participate in the cleanup?

Answer: This issue is sonmewhat related to the earlier
guestion in the sense of what options does the state
have to "encourage"” BLMto take action.

I t hi nk t here are t wo opti ons t hat nerit

consideration. The first concerns possible ways to use
the conpensatory mtigation requirenent associated
with wetland devel opment to possibly provide funds for

t he cl eanup.

A many of you know, devel opment on properly recognized
wetl ands obligates a permttee in many instances to
undertake conpensatory mtigation - "actions taken to
of f set unavoi dabl e adverse inpacts to wetlands,
streans and ot her aquatic resources.”

There are several nmethods of mtigation, including
restoration, enhancenent, and the establishnment and
preservation of wetlands. There are also several
mechani sns for provi di ng mtigation, i ncl udi ng
mtigation banks and in-lieu fee (ILF) prograns.

A mtigation bank is a for-profit business involved in
the definition and acquisition of lands for mtigation
purposes. It can also provide oversight for mtigation
activities and the subsequent sale of mtigation
"credits" to permttees.

The |ILF program [in-lieu-fee] is simlar to a
mtigation banks, but it can only be operated by non-
profits or governnent entities. In this program

mtigation is typically achieved after credits have
been sold by the ILF to the permttee.

In Alaska, there are relatively few disturbed wetl and
sites, which are eligible for restoration/enhancenent.
Moreover, for a site to be eligible for preservation

in order to neet mtigation requirenents, it nust be
at risk of developnent and Al aska probably has nore
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wetlands in the state than the rest of the country
conbi ned.

Preservation commonly involves the establishment of a
per petual conservation-type easenent that limts the
use and developnent of the land. Accordingly, from
Al aska's perspective, where we have relatively few
di sturbed sites and not nuch land in private hands,
setting aside land in perpetuity for mtigation
purposes is not a preferred alternative.

Reclamation of the legacy well sites represents a
potential win-win opportunity to provide mtigation
opportunities for North Slope developnent projects
while addressing a pressing environnental need and
assisting BLM wth neeting its obligations. The
cl eanup and proper plugging and abandonnent of these
wells would be a net benefit to surrounding wetl ands
and surrounding surface and groundwater quality. An
ILF program or mtigation banks would provide a
mechanism for developers to purchase mtigation
credits and to transfer mtigation liability from the
devel oper to the ILF programor mtigation bank.

| want to enphasize that this idea is in its very
early stages and rmuch work remains to be done. | have
tried to sunmarize in a couple of mnutes what would
be a conplex and l|lengthy process and m ght possible
require sonme federal | egi sl ation. However, | am
informed the initial discussions have been positive
and we hope they continue.

3:45:46 PM

MR. CGERAGHTY said another potenti al option/factor is the
adm nistration's Road to Resources program one of the roads
being discussed is to Umat. Again, this is in the very early
stages and to sone extent my depend on the potential for
exploration and devel opnment of resources in the area. A road to
Unat, if constructed, would substantially reduce the cost of
cleaning up the contam nated sites in Umiat and that appears to
be where the biggest concentration is |ocated. BLM contends that
the environnental risk posed by many of these sites is a de
m nimus and considering the lack of infrastructure and access

the cost would be prohibitive to address sone of these sites
now. If there were road access, it could nmake the cleanup effort
consi derably | ess expensive.
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3:46: 55 PM
SENATOR BI SHOP joined the commttee.

MR. GERAGHTY went on to the third question.

3:47. 46 PM
Third: What sort of hurdles to renmediation or future
devel opnent are «created by the National Historic
Preservation Act of 1966 (NHPA)? Wiat is the state's
roll and authority in that process?

Short Answer: | don't believe the NHPA is a hurdle to
remedi ation or future developnment. Gven the age of
sone of these sites, it is sinply a fact that the NHPA
nmust be considered, because that's the |law. However
in order for a site to be designated, it nust have
sone significance. The original D scovery well on the
North Sl ope has been designated under the NHPA. | can
appreciate that. However, with respect to the 137 test
holes that were drilled around the NHPA, it would be
hard for ne to conprehend how any particular well you
could attach nuch significance to it or designate it a
historic site.

The State of Al aska does participate in the process in
the sense that we have a State Historic Preservation
Ofice (SHPO, which coordinates with federal agencies
to carry out this responsibility. The SHPO can concur
or not with the designation, but ultinmately it is a
federal decision. Concurrence is often avail able.

3:50: 04 PM

It is also possible for the federal government to
propose a programmatic agreenent to deal wth these
sites in a collective fashion, which would avoid a
pi eceneal decision making process. Thus far that has
not been proposed by BLM The NHPA process is, at
| east as descried to ne, reasonably straightforward.
It is not to be conpared, for exanple, with drafting
and Environnental Inpact Statenent (EIS), which is
ti me consum ng and expensi ve.

Furthernore, even if a site were designated under
NHPA, it would not foreclose the abandonnment or
cleanup of a well, or the disposal of solid waste.
Qobvi ously that woul d take precedence.
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If the shoe was on the other foot, M. Ceraghty said, it's a
fair question to ask: if the state would have shown the
forbearance the federal governnment had shown to itself in the
several decades we have been waiting for this to be cleaned up -
probably not. But the BLM is comng out with a five year plan
this spring.

3:53: 06 PM

SENATOR DYSON asked if a Native organization like the North
Sl ope Borough would have |everage with the federal governnment
that the state doesn't have.

MR. GERAGHTY said he didn't know that they woul d.

SENATOR DYSON said there probably isn't a mechanism for the
state to take care of it in exchange for sonething from the
f eder al government like right-of-ways or pieces of |and
sonewher e.

MR. CGERAGHTY replied that he did not know that the discussion
had taken pl ace.

SENATOR DYSON asked if there is anywhere the state owes the
federal government noney on a regul ar basis.

MR. GERAGHTY said he just didn't know.

SENATOR M CCICHE said a phased clean up would be appropriate,
i ke handling the | eeching and pernmanent marking that is easy to
see with properly abandoning the wells at sone point in the
future. The fact that it is leeching into surface water and
obviously noving downstream nost |ikely into navigable water
ways is probably the nost offensive. He asked if at |east
stoppi ng new rel eases had been di scussed.

MR. GERAGHTY said he hadn't been privy to any talks |ike that,
but they are still getting to the bottom of the information.
AOGCC is still investigating these wells and taking sone off the
list. The BLM executive summary from 1984 concl uded t hat:

O 136 wells, 99 posed no risks, 39 of 99 are uncased
core holes, which have collapsed and blended into the
natural | andscape; the other 33 have been conveyed to
the North Slope Borough through the Barrow Gas Field
Act of 1984 to Arctic Slope Regional Corporation and
are not within BLMs jurisdiction. Twenty wells are
used by the USGS for global climte and permafrost
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studies, all of which are properly plugged above the
hydrocar bon bearing zones up the surface casing chute.
These wells pose no risk and USGS plans to continue to
use the wells in the foreseeable future. The remnaining
7 well s have al ready been pl ugged.

He said this leaves 37 wells that would have to be evaluated in
greater detail, and M. GCeraghty said he was not privy to any
techni cal discussions and probably wouldn't be. DEC is | ooking
at them very closely and BLM is doing its own assessnent; the
AOCCC is |ooking at them and going back. If they are |eeching,
he agreed that priority should be given to stopping the worst
ones.

CHAIR GQESSEL found no further questions and thanked M.
Geraghty for com ng.

HB  4-1 N-STATE GASLI NE DEVELOPNMENT CORP

3:57:57 PM

CHAI R 3 ESSEL announced HB 4 to be up for consideration [CSSSHB
4(FIN) was before the committee]. She invited Rena Del bridge to
continue her presentation from yesterday.

3:58:42 PM

RENA DELBRI DGE, staff to Representative Hawker, co-sponsor of HB
4, Al aska State Legislature, Juneau, Al aska, said she would
first follow up on the question by Senator French about whether
or not the Al aska Railroad (ARRC) enjoys the ability to exercise
the state's power of emnent domain, and the answer is yes,
under AS 42.43. 85.

3:59: 06 PM

She said she left off yesterday on slide 16 having dealt wth
the corporate structure and had worked through sone of the other
ways the state may be able to further support AGDC in devel opi ng
gas pipelines. She went into the sections that deal nore wth
alleviating regulatory uncertainties, so that an AGDC pipeline
or any natural gas pipeline that operates as a contract carrier
understands precisely how the state would regulate it and on
what kinds of terns and tinelines. She had tal ked briefly about
the need for contract carriage for natural gas pipelines and
touched on the Right-of-Way (ROW Leasing Act and the new
regul atory chapter interface in order to enable that contract
carriage while protecting sone values that are very |ong-
standi ng and inportant for state policy.
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She said both sections require expansions of a pipeline on
commercially reasonable ternms providing those expansions on a
state supported pipeline do not violate the terns of AGA in any
way. Both allow that expansions cannot nake an initial shipper
pay nore than is allowed in his contract and both require that a
pipeline offer service wthout undue discrimnation so that
there is reasonable and fair access to all coners.

4:00: 31 PM
SENATOR DYSON asked how that gets adjudi cated and enforced.

M5. DELBRIDGE answered that it's one of the covenants a state
| essee has to agree to in order to receive a state right-of-way
| ease. Another covenant also says that any disagreenent about
the covenants or terns of the lease will be governed by the
applicable laws of the land. The DNR issues that right-of-way
| ease and, therefore, is also able to enforce it.

She explained that the Regulatory Comm ssion of Alaska (RCA) is
tasked with regulating an instate natural gas pipeline contract
carrier; they have specific key points both in evaluating the
different tariffs that the pipeline puts forth and evaluating
how open seasons are conducted to nmake sure that things are done
fairly and wi thout undue discrimnation.

SENATOR DYSON asked who decides if it's unfair discrimnation.

M5. DELBRIDGE replied if it's alleged as a violation of a
contract under the ROW Leasing Act then the state would be able
to bring that up, and the applicable laws of the land through
the courts would be able to adjudicate that. If it's brought up
t hrough the RCA violations, RCAw Il adjudicate it.

SENATOR DYSON said wunder the fornmer it wll go to court
pr obabl y.

MS. DELBRI DGE responded t hat was her understandi ng.

SENATOR DYSON remarked that the North Sea has set up one of the
better arbitration processes.

MS. DELBRIDGE said there is allowance for an arbitration process
for disputes between contracting parties - a carrier with a
contract with a shipper - wthin the pipeline contracts. But
when it's with the state or another party, the applicable |aws
st and.
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She said the RCA section also includes open season oversight so
that they meke sure perspective new entrants to the pipeline
have opportunity. This section also has capacity availability
notification rules, so if at any tine the pipeline has excess
capacity either available for firm contractual | ong-term
shi pments or for short-term interruptible service, they need to
have devised a neans to routinely notify potential shippers of
that availability giving thema chance to get in.

4:03:42 PM

Section 11 on page 30 of the bill is the key section that
i ntroduces special covenants that apply to a contract carrier
natural gas pipeline. Sections 6, 8 9, and 10 are al
conform ng. These covenants were talked about vyesterday and
right now any pipeline that goes to get a right-of-way |ease
from the state needs to agree to a set of 14 covenants. O
those, all but three are still applicable no matter whether
you're a conmpbn or a contract carrier. For instance, you may not
abandon a pipeline that you build on this land |ease; you nust
give the state access to inspect your records and | ook at what
you are doing on this |ease.

She said that several covenants specifically require comon
carriage, because they were crafted in a tinme of oil pipelines,
but a large natural gas transportation pipeline will need to
operate as a contract carrier. So, the sponsors of the bill
worked with the adm nistration and others to nake sure that the
nuts and bolts of those covenants remain the sanme for contract
carriage while keeping the principle or the intent behind a
conmon carriage covenants. So, these contract carrier covenants

will still require a pipeline for contractual terns to provide
connections with pipelines in other facilities, to expand on
comercially reasonabl e termns, and to ship wi t hout

di scri m nati on.

4:05: 26 PM

SENATOR FRENCH said it seens the bill is opaque about where the
right-of-way is, but the backup nmaterial for the ASAP is pretty
clear that it is down the Parks H ghway to Bi g Lake.

M5. DELBRI DGE responded that the bill addresses the state's ROW
Leasi ng Act w thout specifying routes. So, it's not trying to be
opaque as far as the route goes. AGDC has applied for and has
received a state right-of-way |ease that does, in fact, extend
al ong that Parks H ghway route.

SENATOR FRENCH asked if this pipeline would go to Big Lake.
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M5. DELBRI DGE responded that when AGC was tasked under HB 369
to pull the state's existing work together and find the route
that best naximzes the ability to get gas into the hands of
Al askans, then to start permtting, and |ook towards how to get
this project plan together, they identified that. However, it is
understood that while they are charged with follow ng through
and going to work on the pipeline described in the project plan,
they nmay do so with nodifications as appropriate. One of those
nodi fications could be the lack of custonmers in an open season
along the route, in which case they may need very well to go
back and reengineer in order to get the gas to wherever the
custoners want it shipped.

SENATOR FRENCH said that woul d be post open season, which is set
for the end of 2014. So, at least for the purposes of this bill
and this timeframe, until the end of 2014 we're pursuing a gas
pipeline that is going to go to Big Lake.

VS. DELBRI DGE replied yes.

SENATOR MCGUI RE said, as the group considers who their custoners
mght be, is there room - in the optimzation report the line
changed its size and conpression rate - partly to avoid the
expense of the straddle plant in Fairbanks, which the residents
of Fairbanks were going to pay for. Wile she understood that,
it also raises concerns with respect to liquid natural gas and
propane supplies. So, she asked if the corporation did devel op
through its discussions parties interested in nore propane and
nmore liquids, could it decide to go back to the earlier version
that was 24 inches wth higher conpression.

4:09: 14 PM

MS. DELBRI DGE responded that the |egislation enpowers AGC as a
corporation to be flexible in responding to those comerci al
markets. So, if the dynamics with the shippers shift conpletely
during an open season or in advance of, they are able to
accomopdate that providing they are getting the gas to Al askans
at the | owest possible rate.

The AGDC did an "expression of interest,” which is an inform

nonbi nding solicitation of the market out there to try and
determ ne interest and had good interest from potential shippers
on this project. They also did not have the interest that was
necessary to mamintain a pipeline that was a |iquids-based
pipeline. This lean gas scenario is still able to ship a stream

SENATE RES COW TTEE - 18- April 3, 2013



of propane with - it is available, providing that in an open
season soneone is there that wants to purchase it.

As far as LNG goes, that would depend on whether the shipper
wants to ship gas and then liquefy it - and they would have that
ability to do so.

SENATOR MCGQUI RE said she |ooked forward to hearing that issue
el aborated a little nore. She knew they wanted to get over the
straddle plant hurdle. LNG is such an exciting opportunity, but
she al so wants to see nore enphasis on propane for rural Al aska.

M5. DELBRIDGE responded that AGDC is able to look at all those
possibilities as long as they have a signed long term contract
wi th a shipper.

4:11:27 PM

FRANK  RI CHARDS, Pi pel ine Engi neering Manager, Al aska Gas
Devel opnent Corporation (AGDC), Anchorage, Al aska, said as M.
Del bridge identified, the expression of interest that was held
in the 2011 timefranme did have fol ks cone and talk about their
desires and the products they would |i ke to ship.

He said that as M. Dubler said yesterday, there is 1.5 percent
of propane in the gas stream they are currently envisioning and
that equates to 3,500 barrels and if there was a comercial
entity that wanted to produce that, he would entertain that.
Ri ght now that is not in their charge.

4:12: 43 PM

SENATOR MCGQUI RE said nothing in HB 4 |imts or narrows in scope
her m ssion of considering all the business opportunities that
are out there in ternms of firm transportation offers. So, as
they nove forward, she could consider conpression changes,
di aneter changes, and market changes for LNG if a custoner
conmes forward and wants to go ahead and take up propane as a
mar ket .

4:13:45 PM

MR. RICHARDS explained that as they |ooked at the project in
2012: the market with natural gas |iquids and what was happeni ng
in the Lower 48, the cost of having a higher pressure pipe that
could transport those natural gas liquids, how that would inpact
Fai rbanks with the straddle plant, and ultimately the south end
that would extract those NG&s and found that those costs were
not as envisioned originally, and it weren't going to be as
beneficial to the project. So, then they |ooked at what was
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going to be the net rate base to the consuners, because their
charge is the | owest possible cost to the consuner. That is when
they started looking at the pipeline dianeter and conpression
changes; renoving the conpressor stations and using the ones in
route already would reduce the environnental footprint. And
going forward to the open season and having neaningfu

di scussions with the shipper would give them the indication of
what they would ultimately be able to produce wthin the
limtations for 500 ncf set by AGQ A

SENATOR MCGUIRE remarked that her last point inbedded in the
optim zation report was the novenent in the financing nechani sm
out to 30 years that created economes of scale and she wanted
them to retain that notion in looking at different business
nodel s to achi eve other results.

4:16:10 PM
SENATOR M CClI CHE asked him to clarify what percentages of C2-
pl us Al askans are using in Cook Inlet.

MR. RICHARDS replied that the Cook Inlet gas treatnent currently
is 1,000 btus for the gas that is com ng out as opposed to gas
on the Cook Inlet which has a higher btu rate. He didn't have
t he percentage of Cook Inlet gas.

SENATOR M CCICHE said his point was that it has zero C2-plus
essentially and a slightly richer stream could be used for the
demand.

SENATOR M CCICHE asked if the AQJA conpliant line is
500mctf/day, just delivering it to instate users wuld |eave a
ot of gas for other uses. One would assune sonmeone will build

other facilities or bring other facilities to life that would be
usi ng the remaini ng gas.

MR RICAHRDS said the instate use for both Anchorage and
Fai rbanks is on average about 240 wmctf/day |eaving 250/60
mrcf/ day avail abl e for other uses, including LNG export.

SENATOR M CCICHE said he was trying to point out that they are
not defining what happens with the gas; they are building a
hi ghway. And what happens on the off ranps is an opportunity for
Al askans to create a lot of other industries and hopefully sone
export options.
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MR. RICHARDS said the expression of interest they held gives an
i ndication that there were buyers of the gas that had intentions
to use that proposed anount.

SENATOR FRENCH bluntly stated that it's got to happen or else
this line doesn't nmake econom c sense and half the rate case in
their feasibility study was based on exporting 240 nmcf/day. He

asked him to talk a Ilittle nore about that export. Dd
ConocoPhi | I'i ps express interest?

4:20: 03 PM

M5. DELBRIDGE said from the sponsor's point of view that is not
necessarily t he pl an at al | . ExxonMbbi |, Anadar ko,

ConocoPhillips or BP could all put gas in. Any other players
could put gas into this pipeline. The end users for half of the
pi pe that Al askans wouldn't be using can be any kind of anchor

tenant - large mnes along the route from Fai rbanks south, other
potential value-added industries, and gas to liquids in the
Matsu Valley - for instance. Folks from Agrium are still around

wondering what it mght take as far as gas prices and supply
certainty to enable themto rebuild their business in Al aska.

MR. RICHARDS said AGDC s expression of interest was actually
hel d before he canme on board, but he knew Dan Fauske was on |ine
to tal k about the outcone.

4:21:22 PM

DAN  FAUSKE, President, Alaska Gas Developnent Corporation
(AGDC), Anchorage, Alaska, said the expression of interest
nmeeting that was held in My 2011 was held in a confidential
manner in the sense that those that attended |listened to AGDC s
presentation (with the express purpose of having 500 mmtf and
that Al askan usage raised 240-260 mmtf/day) and questions were
submtted only in witing. They received non-binding expressions
of interest in excess of the 500 mmtf/ day.

SENATOR FRENCH stated that just two nonths after that took
pl ace, his report included LNG export as being one of the major
i ndustrial anchors for this line. So, he assuned there was an
expression of interest from ConocoPhillips to buy gas to export.

MR. FAUSKE said he was bound by the agreenents he had signed
AGDC did three studies: LNG NG.s and GILs; they also laid out
in the report that of the three, based on their analysis that
LNG presented the nost I|ikely opportunity for anchor tenant
usage. But you would only know that for sure once you arrived at
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an open season where shippers, producers and others would submt
their requests.

4:24:01 PM

V5. DELBRI DGE proceeded back to the Right-of-Wy Leasing Act and
the included covenants. She had listed the ones that would still
apply to both comon carrier pipelines and contract carrier
nat ural gas pipelines:

-covenant 3 that the pipeline wll keep books, accounts, and
records;
-covenant 4 that the pipeline will give the state access to its

property and records for inspections;

-covenant 8 says the pipeline needs to take care of the |ease
hold, pronptly repair damages and pronptly conpensate for any
damages; and

-covenant 13 says the pipeline is liable for damages to the
state to that right-of-way |ease.

4:25:21 PM

The covenants that change subtly are: covenants Al, 2 and 5
(page 30, section 11 of the bill). The first one deals wth
transporting gas wthout undue discrimnation. These covenants
are very simlar so that a pipeline is required to accept and
transport and convey gas w thout discrimnation.

The contract carrier covenant renpbves any references to crude
oil, because this is for natural gas pipelines only, and it
allows the carrier to provide its service subject to contracts
with the shippers instead of as required by the RCA It further
removes the requirenent of the RCA to determne the
reasonabl eness of a pipeline's action as a conmon carrier.

M5. DELBRDI GE said the next covenant deals w th interchanges and
they are very simlar requiring a pipeline to interchange
product and provide connections wth other pipelines and
facilities. The comon carrier covenants turn to the regul atory
agency for the rates and regul ations governing those
connections. The contract carrier covenants, instead, turn to
the contracts between the shipper and the pipeline for
determ ning those rates and regul ati ons for interchanges.

Finally, the covenant dealing wth connections; the comon
carrier covenant for connections requires both: conmon carriage
by nane and expansions; the contract «carrier covenants also
requi re expansions but only on commercially reasonable terns.

4:26:32 PM
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SENATOR FRENCH sai d subsection (c) on page 31, |ines 26-30, says
the Iine will be expanded unless it bunps up against AG A and
asked if it was the sponsor's intention to not conflict wth
AG A

MS. DELBRIDGE answered yes. She said this language is in AGC
corporate statutes, the ROW | easing covenants, and twice in the
regul atory section.

SENATOR FRENCH said he had | egal concerns about the construction
of the | anguage and had sone | anguage that m ght tighten it up.

V5. DELBRI DGE t hanked him saying they would be happy to | ook at
it. Again, she said, AGC already has an existing state right-
of -way | ease providing for the possibility that the state woul d,
in fact, cone back and anmend the ROW Leasing Act covenants to
al l ow contract carri age.

4:27:30 PM

Passage of HB 4 would do that, and therefore, section 25 on page
55 expresses the legislative intent that AGDC s existing right-
of -way |ease is anmended with passage of this legislation. So

AGDC is pronmising to uphold those contract carrier covenants
that are contained in the bill. The legislation, itself, does
not change the ternms of other existing state right-of-way
| eases.

4.28:20 PM

M5. DELBRI DGE noved on to the RCA provisions saying that under
this legislation the RCA is charged with regulating an instate
natural gas pipeline that serves as a contract carrier. The new
regul atory section is in section 21 on page 36; section 18 is
rel ated; sections 5, 19, and 20 are conform ng.

Section 18 that is related: a public utility nmay contract
directly with AGC for a shipnment on this pipeline of gas that
the public utility owms. If it does, then the public utility's
contracts are subject to the sane level of oversight as any
other shipper in AS 42.08. There is also the potential that a
public utility may not own gas and pay to transport gas, but may
receive gas from this pipeline and then send that gas out or
store it. So, they mght have related contracts that are not
direct shipping contracts. So, section 18 of the bill provides
the public utilities that assurance that if they do, in fact

have related contracts, that they are able to submt those
before they take effect and therefore, the RCA can preapprove
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them So, the utility knows that the contract will be upheld
when it goes to recover costs.

SENATOR FRENCH asked if those contracts will be reviewed under
the sane | egal standard as shi pping contracts.

4:30: 18 PM

M5. DELBRI DGE answered yes. The sponsors believe that this gives
the public utilities a level of assurance that if they receive
and then go to use gas off of this pipeline, whether or not they
are a shipper, that they will be able to recover those costs in
their rates.

She said section 21 is the new regulatory chapter that mandates
this base-line package of rates and terns that is cumulatively
the recourse tariff. This is the initial offering the pipeline
is getting together as it's packaged to lay out to shippers.
This legislation requires the RCA in advance of entering
contracts wth potential shippers, to approve this recourse
tariff. The terns have to be "not unduly discrimnatory" and the
rates need to be cost-based.

4:31:28 PM

The state needs a reasonable range on three key levers: the rate
of return, the capital structure and the depreciation nethod.
The RCA looks at this proposal and nmkes sure those things are
met in terns of their reasonableness, which is defined as
whet her or not they are simlar to what simlar pipelines are
bei ng al |l owed either under the RCA or the FERC

She explained that the initial recourse tariff, once approved,
serves two purposes: first it is a default rate. |If soneone does
not want to or cannot negotiate with a pipeline during an open
season, they may sinply sign up for service using this recourse
rate. It is RCA approved and avail able to absol utely anyone that
wants servi ce.

SENATOR FRENCH asked how the sponsors arrived at the use of
"unduly discrimnatory" standard as opposed to the gold standard
for "just and reasonable."

M5. DELBRIDGE replied that not unduly discrimnatory is for the
terms and conditions of service. The RCA nakes sure that the
carrier is able to decide what ternms of service they offered
their shipnment service on and it needs to be fair. It cannot
di scrim nate anong different kinds of shippers on the pipeline.
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SENATOR FRENCH asked why not just say the terns have to be "just
and reasonable.”

M5. DELBRIDGE replied that "just and reasonable" tends to nean
sonmething different to the RCA than "not unduly discrimnatory."”
It was their guidance that if AGC didn't want themto use their
standard definition of such a term that they make sure another
termthat reflects the I evel of review they want.

4:33:16 PM
SENATOR FRENCH asked the chair or the bill's sponsor if they
anticipate hearing from the RCA before the bill passes out of
conmittee.

CHAIR G ESSEL answered that they weren't on the schedule, but
the Departnment of Law was in the room and on |ine and directed
the question to M. Coering.

4:33:41 PM

SENATOR FRENCH asked what the reason was for wusing unduly
di scrimnatory |anguage versus sonething nore common |ike just
and reasonabl e.

STUART GCERI NG Assistant Attorney GCeneral, Departnment of Law
(DAL), Anchorage, Al aska, said he was assigned to represent and
advise the RCA, but he was here today on behalf of the DOL. He
answered that the standard Senator French was referring to is
comon to both pipeline carriers and public utilities. The
conplete standard is "just and reasonabl e, not undul y
discrimnatory or preferential.” That is the standard comonly
applied to tariffs for both public utilities and common carrier
pipelines and this legislation is trying to limt the scope of
the RCA's review of the recourse tariff in a particular way.

Wiile he couldn't speak for the sponsors or the drafters of the
bill, he could say that the "just and reasonable"” part of the
standard typically has to do with making sure the rates are
based on costs and have a reasonable anobunt of return. Rates
also have to be "not wunduly discrimnatory" or preferential;
that concept is not wusually applied in pipelines but in
utilities where there are nultiple classes of service. Rates can
be set in a way that shift costs from one rate class to another

and that could be discrimnatory, as well. So, in the public
utility arena the rates could be discrimnatory in addition to
bei ng "unjust and unreasonable.” In the pipeline arena, at |east

as far as comon carriers are concerned, there typically is a
single rate, although common carrier pipelines are allowed to
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have separate rates for firm service and interruptible service.
The discrimnation provisions are typically to prevent
di scrimnation between custoners. The discrimnation in that
case would be in the provision of service and not in the rates.

VWhat he thought the sponsors were getting at is that the "not
unduly discrimnatory” standard is intended to direct the RCAto
the relatively narrow discrimnation in service that m ght occur

bet ween custoners and not |ook at rates, because the bill as
witten does not pernmt the RCA to specify rates or rate design
(page 39, line 27). The wunduly discrimnatory standard is

designed to reinforce that.

SENATOR FRENCH condensed his answer to: this bill is designed to
limt the scope of review of the recourse tariff by the RCA

MR GOERI NG said that was a fair assessnent.

V5. DELBRI DGE renmarked that the sponsor's intent is to make sure
there is a strong level of regulatory oversight comensurate
with the nature of a contract carrier pipeline.

4:39:45 PM

She explained that the rates undergo a different review within
the recourse tariff; it is not the traditional RCA rate making
procedures that mght be for a public utility or a comon
carrier pipeline where you have one rate that can keep changi ng.
No one is signing long-term shipping commtnments on the common
carrier pipeline necessarily that have to serve as the financing
for that pipeline and there is no assurance that your gas is
al ways going to be there. The sponsors tried to keep that in
mnd while acconmmodating the right I|evel of review This
recourse tariff starts and gives an opportunity for everyone to
get in on the pipeline. The rate is cost based and has an
approved rate of return that is reasonable based on simlar RCA
and FERC decisions. The rate has to also incorporate a
reasonabl e capital structure and depreciation method evidenced
by its simlarity to others.

SENATOR FRENCH asked who would review that, because they just
heard fromthe DOL attorney that RCA is forbidden fromrequiring
rates, rate design or tariff rates or regul ations.

M5. DELBRI DGE answered that the RCA is prohibited from setting
themitself; the RCA is absolutely charged with review ng these
and deciding whether or not a rate neets the standards within
the bill. It is not rate making or setting.
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SENATOR FRENCH asked under what standard that review will be
conduct ed.

M5. DELBRI DGE answered the standard they will use to review the
initial recourse tariff is whether or not the rates are cost
based, have a reasonable rate of return and a reasonabl e capital
structure and a reasonable nethod of depreciation; and wthin
that tariff if the terms are not unduly discrimnatory. There is
a different standard of review for the precedent agreenents (the
signed contracts for shipnment), but those also have to cone back
to the RCA for a review. In that case the RCA is directed to
make sure that those contracts are just and reasonable as
evidenced by being made at arms length. If they are between
affiliated parties, the RCA enbarks on a potentially higher
standard of review.

4:42: 04 PM
SENATOR M CCI CHE asked where the RCA requirenment to review was.

M5. DELBRI DGE answered that the general powers and duties of the
RCA | anguage started on page 37, |line 18 and says:

The comm ssion shall regulate under the provisions of
this chapter an instate natural gas pipeline. It shal
require permts for construction, extensions and
connections....It says on page 38 sone things that the
RCA may do: they may do: they nay review and approve
recourse tariffs. They nust be filed;, the RCA my
review those and they either need to approve or deny
t hose.

M. Goering noted that the RCA needs to conply with |anguage on

page 39, line 26, saying that "except as provided in this
chapter, the Conmission nay not require rates, rate design, or
tariff rates or regulations.” It also may not go beyond what is

provided in this chapter and require a certain rate.

SENATOR M CCICHE said he was just looking for information and
asked if she invented the contractor carrier termnology or if
it exists somewhere el se.

MS. DELBRI DGE answered that nost of the natural gas pipelines in
the Lower 48 are contract carriers; FERC regulates the ones that
go beyond state lines. As contract carrier pipelines they have a
hi story and have been working with negotiated rates for quite
some tine. Sonething like "not unduly discrimnatory” is a very
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standard regulatory term the "just and reasonable" standard is
very standard, too, and doesn't have an extraordinarily precise
definition in that what is "just" tends to be what is fair.

SENATOR M CCI CHE said these seem |ike very conmon pipeline terns
and maybe Al askans are just not as experienced wth contract
carriers.

M5. DELBRIDGE said he was right, Alaska statutes don't provide
for contract carrier pipelines, because to date it has seen only
oi | pipelines that are generally comon carriers.

4:45:21 PM
SENATOR FRENCH asked if nost contract carrier pipelines in the
Lower 48 are regul ated by the FERC

V5. DELBRI DGE answered yes.

SENATOR FRENCH asked if the sanme approach is taken in this bil
for our contract pipeline that FERC takes in overseeing
pi pelines in the Lower 48.

MS. DELBRI DGE answered that there are simlarities, but they are
not identical. FERC allows for negotiated rates; it does not
require open seasons for a pipeline and this bill does. That is
because despite what soneone else mght do the sponsors are
absol utely making sure that those opportunities are provided for
anyone new comng in to have real access to opportunities and
fairness and sone |evel of transparency in how they are able to
get service.

SENATOR FRENCH asked - although he wasn't requiring an answer
now - if anyone had prepared a checklist or side-by-side wth
respect to how FERC would regulate this project were it a
typical Lower 48 contract <carrier pipeline and versus the
proposal. It's hard to get a grip on what sort of pipeline this
is. Is it state run? Is it a free market pipeline? It's clearly
going to be a nonopoly pipeline and that raises one's regulatory
concerns.

M5. DELBRI DGE responded that the sponsors were told firmy that
the the legislature decides if sonething should be regulated; it
decides how it should be regulated and it decides who it wants
to delegate that task to. They were encouraged to be
extraordinarily clear in any direction to the RCA so they are
certain of what they are being asked to do, under what standards
and with what tools. There was no desire to imtate what FERC
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does. There was also an attenpt to make sure that things are
incorporated that are not required by FERC, but reflect things
that the sponsors believe are inportant policy calls for Al aska,
like requiring the open seasons and the nandatory expansi ons.

4:48: 40 PM

M5. DELBRIDGE said overall there is the nandated baseline for
the initial recourse tariff that the RCA needs to approve before
the pipeline enters into contracts with potential shippers. Once
that tariff is approved, the pipeline can go out and hold its
open season. In that open season it can negotiate with different
shi ppers; the outcome of those negotiations are called precedent
agreenents; they are contracts that are generally conditioned
related to a nunmber of things like construction schedule and
di fferent permts being acquired. Once those precedent
agreenents have the conditions net, they become firm
transportation service agreenents before pipeline operations
start. Those precedent agreenents can include a negotiated rate.
So, while the pipeline offers the initial recourse tariff that
is approved by the RCA the pipeline and its shippers can then
negotiate the final rate that goes into their contract. The
sponsors know and the AGDC is very clear that you need that
ability to have long term shipping contracts on a contract
carrier pipeline and negotiated rates provided that those
negotiations are done wthout unlawful activity or duress or
unfair market dealing and that they are nade between two
unaffiliated parties at arm s |ength.

SENATOR FRENCH said review of the precedent agreenents is one of
the cornerstone pieces of the bill, and |anguage on page 42/3
says "in the review of the precedent agreements under (a) of
this section” that the crucial shipping contracts are going to
determine the ternms under which gas is noved from the North
Slope to Big Lake and then on to an LNG plant or sonmewhere el se.

This bill specifically describes as carefully as possible what
the RCA shall do; it says the commssion "shall" and "nust"
unless - unless what? Unless the Comm ssion finds unlaw ul

mar ket activity or wunfair dealings such as fraud or duress
affected the rate? It struck himthat this nmeans anything short
of crimnal activity "must" be approved by the RCA; the |anguage
tells them to do it. Now he wanted her opinion and the RCA s
opi ni on.

4:52: 33 PM
M5. DELBRI DGE responded that the sponsors approached this in the
sense that if tw parties willingly enter into a contract at a
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price for a service that both parties agree is fair that that is
a reasonable contract and it shoul d stand.

SENATOR FRENCH asked for a nonopoly pipeline?

M5. DELBRIDGE responded for a pipeline that is providing a
service in which people are free to either contract for service
or not. If the pipeline is affiliation with someone shipping on
it, then there is a heightened |level of scrutiny required by the
RCA to really backstop what mght be happening in a contract
that is not cleanly done by non-affiliated parti es.

4:53: 29 PM
CHAIR G ESSEL asked M. Goering if he had comments and he
didn't.

4:54: 02 PM
DARRYL KLEPPIN, Commercial Manager, Al aska Gasline Devel opnent
Corporation (AGDC), Anchorage, Al aska, said that the section

Senator French highlighted on page 43, line 3, says "arms
length between parties is just and reasonable wunless the
comm ssion finds et cetera...." One of the key issues here is

what "arms length" nmeans. The definition is further down on
page 43. The first criterion is if they are incorporating the
approved recourse tariff that the RCA approves in that precedent
agreenent. If they are, then that's deened to be arm s |ength.

If it does not incorporate the recourse tariff, then it falls to
these other steps: first of all that the precedent agreenent is
between two state-owned entities (that is deened armis |ength),
and the parties are not affiliated.

SENATOR FRENCH asked if arms length usually inplies one party
on one side and the other party on the other side.

MR. KLEPPI N answered that AGDC is being set up as an independent

state corporation and the bill also has a provision to set up a
separate independent gas marketing entity. If the contract was
bet ween those two entities, it would be deened armis length. If

the parties are affiliated, then is it simlar to other
precedent agreenments? If it's not, it falls into the RCA revi ew

4: 55: 57 PM
SENATOR FRENCH asked where "affiliated" is defined.

M5. DELBRIDGE replied that it is not defined in bill, but
| anguage within RCA's existing statute.
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MR. GOERI NG added that there are definitions in both the Public
Uilities Act (AS 42.05.990(a)) and the Pipeline Act (AS
42.06.630(1)), which apply only within their chapters. If there
was no definition in AS 42.08 in the Contract Carrier Pipeline
Act the Comm ssion would likely use the definitions from the
ot her jurisdictional provisions by anal ogy.

SENATOR FRENCH said he didn't think they were allowed to | ook
out si de of these provisions and thought they mi ght need to put a
definition in this chapter.

MR. GOERI NG recomrended including the definition in AS 42.08
just to avoid any anbiguity.

4:59:10 PM

M5. DELBRIDGE said the process for reviewing the recourse tariff
requires revisions post construction when 95 percent of the
costs are known instead of estimated, so there is an ongoing
accurate representation of what the actual costs of service on
this pipeline are to be available as the default price if anyone
wants to get in on any interruptible short-term capacity that
comes up or other space. Those revisions are also required in
advance of any open season that the pipeline has so that the
newest and nost current information is avail able.

She said this legislation includes a triennial rate review
every three years after operations start the pipeline needs to
supply full, current cost data to the RCA. This cost data is a
massive quantity of information that supports the different
el enments that create a rate. The RCA is required to look at it
and to make sure that the rate of return is as stated. It's
highly unlikely that a rate of return is going to result in a
greater return than allowed to a pipeline.

M5. DELBRI DGE explained that a prior conmttee incorporated a
provision to address the potential of excess profits. So, if the
pi peline ends up earning nore profit than it was allowed to by
the RCA, those extra profits need to go into a segregated
operating reserve fund. That reserve fund grows until it reaches
20 percent of the annual average operating costs. |If still
making nore profit is being made, then the RCA allows the
opportunity to earn and that needs to go towards directly buying
dowmn the rates the current shippers, contractual or otherw se

that are paying to ship on your pipeline.
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CHAI R G ESSEL asked where specifically in the bill this review
can be found.

M5. DELBRIDGE said it is on pages 52-53. She added that the
sponsors' intent in requiring these different |levels of ongoing
review is so that there is current cost information avail able,
doubl e checking, and no opportunity to have those run-away rates
of return that theoretically could be possible, and that there
be sonme boundaries. They also supply the RCA with all of the
cost data that will help them nmake sure that the tariffs going
into an open season are really representative of new costs and
current operations.

5:02:18 PM

SENATOR MCGQUIRE said she wanted to be sure that once the 20
percent threshold was reached and was returned back to shippers
to reduce tariffs that it would then be returned to consuners
via rate reductions and M. Delbridge just answered how that
happens. He asked her to nore fully describe how consuners
benefit.

M5. DELBRI DGE answered that the RCA would require the pipeline
to buy back down the rates that the shippers are paying. The
shi ppers nmay or nay not be public utilities and nothing mandat es
that public utility to pay down the rate that its consuners are

payi ng.
SENATOR DYSON asked how to buy down a rate.

M5. DELBRIDGE explained that the RCA initially determnes
whet her or not the proposed rate of return is reasonable. Every
three years after operations, the pipeline needs to provide the
RCA with its full cost data and the Commission will then be able
to determ ne whether or not they are earning sonehow nore than
al | owed.

SENATOR DYSON asked once it's decided they are making nore and
it has been put into the segregated account, how do they buy
down the rate.

M5. DELBRIDGE replied that they need to return the excess nobney
to the people that paid it to them

SENATOR DYSON asked how t hat was done.

M5. DELBRIDGE said that would be up to the carrier to determ ne.
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SENATOR FRENCH asked who the carrier is here; it sounds |ike
AGDC

M5. DELBRIDGE replied that she was using carrier and pipeline
i nterchangeably; a <carrier is a pipeline that has Dbeen
certificated. So, if you are operational, then you are a
carrier, otherwi se you are naybe a pi peline conpany.

SENATOR FRENCH asked who woul d do that; AGDC?

M5. DELBRIDGE replied that this regulatory chapter would apply
to any instate natural gas pipeline contract carrier.

SENATOR FRENCH apol ogized saying that this bill had been in
committee for about two days and he didn't know the details as
well as she did. He asked if the bill sponsors have a vision for
who would own and operate this pipeline or if that is a blank
guestion with no answer.

M5. DELBRIDGE replied that the bill sponsors have their own
t houghts just as many other |egislators do; what they have done
is equip AGDC to determ ne that outconme based on what generates
the greatest results for Al askans and gets gas to Al askans at
t he | owest possible rates.

SENATOR FRENCH remarked, "So, we don't know. " ConocoPhillips
could end up owning this line and sonehow it would work out
great for himas a custoner in west Anchorage.

M5. DELBRIDGE responded if the gas is also being provided to
Al askans and everyone else that mght want to pay to have gas
transported on this line for any purpose and has had the
opportunity to do so.

SENATOR FRENCH said this brings into account his concern that at
sone point there will be $2-3 billion state dollars put to work
on that pipeline and he wanted to make sure those dollars used
to buy down the price of this project to nmake it economcally

work will rebound to the benefit of consuners like him and his
nei ghbors in west Anchorage or Fai rbanks and not to
ConocoPhillips and their LNG plant. So, he wanted to know what
part of this bill bi-furcates the application of state capita

dollars to the tariffs.
5:06: 53 PM

M5. DELBRIDGE replied this bill does not allow for additiona
state capital dollars w thout that future decision and
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appropriation by another | egislature and AGDC does not
antici pate needing any additional capital dollars fromthe state
beyond this initial segnent.

SENATOR FRENCH stated they differ about the likelihood of that
eventuality, but it's still extrenely inportant; he thinks Cook
Inlet gas wll beat the price of North Slope gas forever,
because it's in their backyard and there's lots of it. So, at
sone point the price of this pipeline will need to be bought
down and he wanted the benefits to flow to consuners and not to
i ndustrial wusers, and he was looking for a way to set that
mechanism in place. This pipeline is not |ike nobst because it
needs a huge industrial anchor to nmake it work economcally and
he believed that anchor is the LNG plant on the Kenai Peninsula
that is in the plan the AGDC put out. It nakes sense.

MS. DELBRI DGE said she wasn't clear what the question is.

SENATOR FRENCH said he would wite it down and nmeke it nore
preci se.

5:08: 34 PM

CHAI R G ESSEL said she had understood that South Korea and Japan
have been in Alaska and are very interested in Alaska's natura
gas and they have the wherewithal to actually build this
pipeline. Wiat if they cane to Alaska and said we'd like to
build this pipeline or want to partner with you; how would that
fit in wth the AGC | egi sl ation and pl an?

IVB. DELBRIDGE replied that i f sonmeone from Asia or

ConocoPhi | l'i ps decided tonorrow that they would like to come in
and build an instate natural gas pipeline, nothing is stopping
them This bill wouldn't prevent it. If they wanted to partner

wth the state, AGC would be equipped to be that partner. M.
Kleppin could talk about how that type of arrangenment m ght
wor k.

MR. KLEPPIN added that a potential Asian end user could be
interested in building a pipeline. Wiere AGC has a constraint
in that is that the state can only provide funding within the
AG A criteria. He assuned that an Asian conpany would want
vol unes larger than 250 mmcf/day and AGDC could not participate
in that unless that limtation was noved.

SENATOR DYSON said he assuned if soneone wanted to build a
pi peline they could buy out the assets or the organization that
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gets put together including the rights-of-way and permtting and
rei mburse the state for its investnent.

MS. DELBRI DGE said he was correct and that is possible. AGC has
the duty of getting gas to Al askans at the | owest possible rates
and therefore their ability to sell off or do sonething
otherwise with those assets would be contingent upon those
assets in that tradeoff neeting their m ssion.

SENATOR DYSON said he assuned there would be a tinme conponent
for that evaluation as well and went back to his question about
what happens when the shippers have overpaid over a specific
period of tine.

MS. DELBRI DGE explained that those funds get dispersed back by
reducing the rates that they will be paying over the next little
whi | e; specific |language is on page 53.

SENATOR DYSON went back to Senator French's interest; if one of
those was a utility that was supplying gas to his neighbors,
that wutility could decide what they were going to do to
rei nburse for what had becone an overpaynent.

M5. DELBRIDGE referred that answer to Ms. Govier, AGDC |ega
counsel

5:12: 21 PM

TINA GROVI ER, |egal counsel, Al aska Gas Devel opnent Corporation
(AGDC), Birch, Horton, Bitner and Cherot, Anchorage, Al aska,
explained that the bill's nechanism requires the carrier to
reduce on a volunetric basis the firm transportation service
rates for all shippers for the next three years. So, it's not a
refund nmechanism but a rate reduction for the utility going
forward. A utility would presumably have a rate covenant that
she thought would be structured such that they are passing
through to their custoners only the rates that they pay.

SENATOR BI SHOP asked if that overpaynent trickles down to the
homeowner .

M5. DELBRIDGE replied yes; as Ms. Govier said, if the utility
has a covenant that includes that ability to only recover what
it costs them

5:14: 20 PM

SENATOR FRENCH asked if the lower tariff would flow through to
an industrial custoner.
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M5. GROVIER replied yes.

SENATOR FRENCH referenced his earlier concern about state
investment in a line and the economc benefits of that not
flow ng through to an industrial shipper or an industrial anchor
tenant and asked if there would be a way to structure the
lowering of the rates to flow through to Al askan consuners and
not to an LNG pl ant.

M5. CGROVIER replied that with respect to an appropriation where
the state was contributing several billion dollars, it would be
within the legislature's purview to structure that appropriation
such that it benefited whoever they want.

SENATOR FRENCH said that nakes sense and asked if that would be
better done in this legislation or at a | ater date.

M5. CGROVIER replied that was a policy call, but she observed
that at the tine of the appropriation they would know nore about
the cost of the pipeline and what the structure would | ook |ike
and basically have nore information |ater.

SENATOR FRENCH stated his concern that their ability to know
sonme of the ongoing economc facts may be shrouded from t hem due
to confidentiality provisions this bill would enact.

5:16: 47 PM

M5. DELBRIDGE clarified that there is no expectation or
provision wthin this legislation for an additional state
subsidy of a pipeline, although that could cone up at a future
point in tine.

SENATOR FRENCH asked to take up the capital reserve portions of
this bill.

VB. DELBRIDGE replied that the capital reserve fund is
contingent upon future legislative action enabling AGDC to go
out and actually put the fund together and use it.

5:17: 39 PM

She continued that the beyond the triennial review, the RCA
section also requires RCA review of the precedent agreenents
(signed shipping contracts followng an open season). In this
case the RCA |ooks at the contracts and makes sure that those
are "just and reasonable” as evidenced by having been nade at
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arms length. There is heightened scrutiny for an affiliate
rel ati onship.

The legislation allows for confidential filing of those
precedent agreenents, because those are a contract between a
shipper and a pipeline, the terns of which are still being
wor ked out. However, once those becone firm transportation
service agreenments they becone public; sensitive comrercial
information may be redacted. The initial recourse tariff filing
is all publically filed, so the state will have a great idea of
what it is costing to ship gas on this pipeline.

5:18: 53 PM

The regulatory section requires that an instate natural gas
pipeline go to the RCA to get a certificate of public
conveni ence and necessity (CPCN), a building permt. There are
few special ternms on that for an AGDC pipeline, but essentially
reflects the state sanctioned mssion that through passage of
this legislation creating AGDC as its own standalone entity the
| egislature will have set it on.

For any other applicant, M. Delbridge said the RCA will stil
need to make its full finding of whether or not the proposed
pipeline or service is needed, and if the applicant is fit,
willing, and able managerially, technically, and financially to
provide this service or the utility that is being requested.

5:19:17 PM

M5. DELBRIDGE said the certificate discussion was on pages 36-37
and the process for getting a CPCN for an instate natural gas
pi pel i ne was on pages 44-45.

An inmportant part of the RCA chapter is their ability to
intervene if there is a dispute between the carrier and shippers
that threatens the public health and safety. If a public utility
doesn't get the gas that it needs in the winter, for instance,
then the RCA is fully enpowered to absolutely step in and take
over and settle things. This legislation allows the contracts
between a pipeline and the shippers to include a dispute
resol ution nethod, but it has to be uniformanong all shippers.

She said that any dispute resolution nethod nust give al
shippers notice of the dispute so that they are able to
participate and protect their interests that may be affected by
the outcone of a dispute with another shipper.
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The RCA is also enpowered to handle any kind of disputes or
conpl aints about the conduct of an open season or about whether
or not an expansion is being done or not on comercially
reasonable terns. If there is a dispute on an expansion or a
potential open season, the RCA can actually step in and if they
decide that the carrier should be holding the open season or
shoul d be expanding on these commercially reasonable terns, they
may order that expansion

V5. DELBRI DGE expl ai ned that the regulatory section further sets
standards for fair and accessible open seasons, and rather than
tell the carrier precisely in the statute on what terns it nust
have an open season, the legislation requires that those terns
be set and filed wth the RCA and publicized to potential
shi ppers. The RCA is able to field conplaints if soneone thinks
that the carrier didn't properly notice an open season, which
deni ed them an opportunity.

5.22:17 PM

The legislation further sets tinelines that are intended to
provi de an adequate period of review for the standards that are
set wthout interfering with the comercial tinelines |1like
hol di ng open seasons and si gni ng precedent agreenents.

M5. DELBRIDGE said the open season provisions are inportant,
because nothing in state |aw addresses them because Al aska
doesn't have contract carrier pipelines. Qpen seasons are
commonly used in the Lower 48 as a nmechanism to let potential
shi ppers know that you have sonething on the table and that they
are able to participate in that for the terns that are set out.
They are generally regarded as a way to be very fair in
attracting and negotiating pipeline capacity. Language on pages
40-42 require open seasons for initial and new capacity; the
procedures are left to the carrier, but they have to be included
in the ternms and conditions of service.

There are mninmum requirenments for noticing an open season, but
the carrier <can go beyond those to attract comrercial
opportunities. The carrier has to conduct the open season and
award capacity w thout undue discrinmnation or preference. They
need to notice people up front as to how they will decide who
gets the space if too many want space, and nakes it clear that
expansi ons cannot violate the terns of AQ A

SENATOR FRENCH asked her for nore detail on what interruptible

transportation service versus capacity nmeans on page 42, lines
16-17.
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M5. DELBRIDGE answered that the sentence neans if you have
capacity on your pipeline that is not subscribed in firm non-
interruptible contracts, that you need to provide that service
in an interruptible way short-term which neans you can be
curtailed if soneone else cones along and wants in on that
piece. If there is a small segnment that is not contracted, the
point is to make that available as equally and fairly as
possi bl e and on reasonabl e terns.

SENATOR FRENCH said provisions on page 36 and 37 basically say
AGDC is wonderful, financially fit, and is wlling to take
action; it goes on to talk about the board of directors and he
wanted to know why | anguage was being so assertive; why not |et
the RCA take its own stance on that?

M5. DELBRIDGE replied that it would be redundant to ask the RCA
to nmake findings that the |legislature had already nmade by
creating the corporation and -equipping it wth a strong
governance board of directors and making sure that it has the
resources to carry out what it is doing; in particular, creating
AGDC to do pipelines that are in the best interests of Al askans.
Therefore, the RCA is not to second-guess what the |egislature
has done as far as a policy goes.

SENATOR FRENCH asked her to describe the interplay between the
subsection (c) on page 44 and those provisions, because it seens
like a circle. They are asking the Commssion to issue a
certificate authorizing whole or in part the operation of this
pipeline to a contract carrier if it finds the applicant is fit,
willing, and able. Wiy use that |anguage tw ce?

M5. DELBRIDGE reiterated that this regulatory framework applies
to anyone that conmes in and applies under it to provide a
contract carrier for in state gas pipeline service not just to
AGDC. So, while the legislature has made a determi nation that
the AGDC should go out and do these pipelines and sone speci al
findings that are appropriate, it is not naking those findings
for any pipeline that applies under this section. The RCA in
that instance is expected to do as it typically would and nake
t hose fi ndi ngs.

SENATOR FRENCH asked if the provisions on page 44 are in the
event that AGDC decides to not be the carrier/operator.

IVB. DELBRI DGE responded affirmatively saying that this
regul ation could apply to any nunber of pipelines that may or
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may not be AGDC pipelines, and therefore it is the intent of the
sponsors to provide for those contingenci es.

5:27:51 PM

SENATOR FRENCH sai d that was a good answer, but it inplies there
may be nore than one pipeline and he was pretty sure they were
tal ki ng about the one in-state pipeline.

MS. DELBRI DGE responded that it was the sponsors' sincere hope
that if one pipeline is built there will be other pipelines to
follow. There is also the possibility that whether or not AGDC
is involved in it there might be fruit fromthe efforts that the
| egi slature made last year in passing Mddle Earth oil and gas
exploration credits, and perhaps there mght be a pipeline
sonmewher e el se.

5:29:17 PM
Recess from5:29 until 6:00 p. m

6: 00: 33 PM
CHAIR G ESSEL called the neeting back to order and opened public
testinony on HB 4.

6:01: 44 PM

BILL  SHEFFI ELD, representing hinself, Anchor age, Al aska,
supported HB 4 saying it is another step in delivering a |ong-
term affordable source of energy to a large part of Alaska's
popul ation that will lead to jobs both during construction and
ongoing in the production and delivery of the gas afterwards. It
also has the possibility of allowing the Agrium plant on the
Kenai Peninsula to re-open, reinvigorating the Flint Hills
Refinery, and allowing Fairbanks to have good air quality
wi thout having to face the equivalent of a nortgage paynent in
nmont hl y energy costs.

It can also bring inportant benefits to proposed mning
operations in Livengood by the Yukon River and the Donlin gold
prospect: three-thousand jobs to build a mne over a four-year
period and 1,500 jobs a year from there on. The Al aska Railroad
is a good exanple of only having 20-railcars coning to Anchorage
fromFlint HIlls five days a week instead of 130 railcars daily
when Flint Hlls was in full production. Wth cheap gas,
Fai rbanks woul dn't have to inport all their gas and jet fuel for
the airport from Asi a.

MR. SHEFFI ELD said AHFC has noved |eaps and bounds forward on
this project under the authority given them by creation of the
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Al aska Gas Devel opnent Corporation. They have brought the EI'S
and secured nost of the right-of-way approvals. He said this is
not just a concept; this is a project they can do and passing HB
4 is critical to nmoving it further along. He sunmmarized that he
had been all over the state on his own talking to rotary clubs,
chanbers of comerce, econom c devel opnent conmmttees, unions,
and so on and everyone is getting excited about this gasline.

6: 06: 15 PM

DAVE DENGEL, representing hinself, Valdez, Al aska, opposed HB 4
saying it takes attention and resources away from the gas
pi peline that Alaska truly needs and voters approved nore than a
decade ago. It focuses on pronoting a gas line that is designed
to be a lowvolunme line |eaving valuable liquids on the North
Slope. This line does not generate significant revenues that can
finance its own construction or contribute to the state's future
general fund revenue program Only one nulti-billion dollar
gasline is going to be built in Alaska in the next 20 years and
if ASAP is the chosen project, the state's |oses the prom se of
gasline plans Al askans approved in 2002. He urged them to keep
focused on a large dianeter pipeline to tidewater.

6: 08: 08 PM
JOHN HOZEY, Manager, City of Valdez, Valdez, Al aska, opposed HB
4 saying that sponsors have done an excellent job convincing

everyone that this bill wll get gas to Alaskans and not the
gl obal energy markets. It wll ensure that all future state
revenue needs will only ever cone from oil production and that
our natural gas resources will be preserved for instate use. But

just having gas isn't good enough; that gas also needs to be
affordable; or if you believe that Al aska's gas m ght belong to
all Al askans not just those in the pipeline corridor, or if you
believe that over the next several decades future state
expenditures are likely to exceed future state revenues from
just oil production, you m ght consider other options.

He said the sponsors are dead wong when they say that this is
the only real project noving forward. Someone needs to show them
years of work that has already been done and the hundreds of
mllions of dollars that have already been spent under AG A as
well as the February 15 letter fromall three major North Sl ope
producers stating that they had finally reached alignnent on a
| arge volume gas line project that would give us everything that
we' d hoped to get out of this legislation and so nuch nore.

6:10: 48 PM
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DAVE COBB, Mayor, City of Val dez, Al aska, opposed HB 4. He said

only one gasline will be built and they nust ensure that it is a
project that provides the nost benefits to all Alaskans. A |arge
volunme line to tidewater will include off-take points along the

pipeline to provide natural gas directly to Al askans. It wll
al so have an export conponent and the ability to transport
natural gas liquids for value-added business opportunities.
These critical elenents will generate new revenues for the state
of Alaska and provide much needed |ow cost energy for al
Al askans.

MR COBB said the small volunme version proposed by HB 4 wll
only raise the cost of energy in Southcentral Al aska, do nothing
to address energy costs in rural Alaska, and is not capable of
generating new revenues to offset declining oil production
revenues. In summary, he said HB 4 is a short-sighted
pessim stic view of Alaska's |long-termfuture.

6:11: 52 PM
SENATOR FAI RCLOUGH j oi ned the comm tt ee.

6:12: 46 PM

Cl NDY RYMER, representing herself, Valdez, Al aska, opposed HB 4
saying the residents of Al aska voted in 2002 to approve a |large
volunme gasline to tidewater. HB 4 does not help all Al askans; it
does nothing for nost of coastal communities outside of the
Rai | belt | eavi ng thousands of Al askans with high energy costs.

6:14:21 PM

M KE WLLIAMS, representing hinself, Valdez, Al aska, opposed HB
4. He said he had lived in Alaska for all 53 years of his life
and watched a pipeline being built and had seen them struggle
over a gasline and | eave natural gas stranded on the North Sl ope
for years, and now to leave the liquids stranded up there and
build a |l ow volune pipeline is just crazy. Not exporting natural
gas is insane; it would benefit all the people in Al aska.

6: 15: 22 PM

LOU S CLARK, SR., representing hinself, Valdez, Al aska, opposed
HB 4. He said he has 10 children and didn't need to hear about
possibilities or nore studies. He needed sonething real. The
permtting is already done and they need to get gas for people
who are raising their fanmlies here and don't want to | eave.
Voting for this will be selling the future of their children and
grandchi | dren.

6: 16: 25 PM
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DOROTHY MOORE, representing herself, Valdez, Al aska, opposed HB
4. She urged themto support building a line that will serve al
Al askans. As a Ilifelong Al askan she started school in
territorial days in 1951 and nanaged to graduate from high
school wunder statehood. She eventually retired from being an
Al aska history and governnent teacher. She urged them to support
that which will, in a direct way, benefit all Al askans.

M5. MOORE said she read the original HB 4 and was very concerned
with the secrecy and lack of oversight for the conmon person.
She was concerned with the exenption from normal procurenent
procedures and transparency. It sounds |ike they could go out
and buy anything and she had seen a | ot of waste happen when the
first pipeline was built. Lack of the export conponent won't
allow Alaskans to take advantage of lower rates and we can't
just do it on our own.

She was al so very concerned about the exenption of the judicia

review and the Superior Court judgnment. She renmenbered when TAPS
was built that we were supposed to have cheap gas and heating
oil, and see what we have now? Do not rush this bill to do just
sonet hi ng; make sure this legislation benefits all Al askans.

CHAIR G ESSEL said this bill is posted on BASIS and that is
where the public can find the changes to it.

6: 18: 44 PM

LI SA VONBARGEN, representing herself, Valdez, Al aska, opposed HB
4 for a lot of the sane reasons others have said. This project
is not the short term solution everyone is |looking for; it wll
not carry liquids and another project is noving forward under
the AG A process for which an open season had al ready been done

For the first time in her life when she |ooks at Al aska's fiscal
future and the possibility of jobs she doesn't see a |ot of hope
for staying here. Maxim zing revenues to the state and getting
energy to people at the | owest possi bl e cost t hr ough
efficiencies that can be brought by a large volunme line to
tidewater is the only way - and that includes exports. Please
think about the future of everyone in the state, she concluded
and not just those along the pipeline corridor.

6: 20: 55 PM

PAM SHI RRELL, representing herself, Valdez, Al aska, opposed HB
4. She said energy rates were killing our rural communities and
that the focus needs to be on an energy solution that will bring
affordable energy for the entire state. This line wll not.
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Develop a large-volunme gas line that wll bring the state
revenues that the TAPS did.

6:21: 53 PM

JIM PLAQUET, Menbership and Events Coordi nator, Al aska Support
I ndustry Alliance, Fairbanks, Al aska, supported HB 4. He said he
was also a 40-year nenber of the Operating Engineers Local 302
and a 40-year resident of Fairbanks. HB 4 and the Al aska Stand
Alone Pipeline wll provide the nost cost effective and tine
sensitive schedule for developing a long term affordabl e energy
solution for Fairbanks and Al aska he said; SB 23 is the short
term energy solution for Fairbanks and HB 4 is the | ong one.

He pointed out that HB 4 also asks the AGC to consider other
instate natural gas projects and a |arger pipeline to tidewater
with an LNG export conponent |ike the project advocated by the
governor. HB 4 enpowers AGC to act on behalf of Al askans'
interest in providing natural gas to Al askans; it calls on state
and | ocal governnents to participate in ways that wll reduce
the rate Al askans pay for natural gas. The high cost of energy
is crippling the Interior and rural Alaska and it can't
conti nue.

BOB  SHEFCHI K, Chai r man, Fai r banks Chamber of Commer ce,
Fai r banks, Al aska, supported HB 4. He said HB 4 is a md-term
priority of the Chanber. He said trucking of I|iquefied natural
gas as the short termsolution and it is also accepted that the
best way to transport gas over the long termis to transition
from trucking to a pipeline. The progress on the ASAP I|ine
including prelimnary design, envi ronment al permtting and
right-of-way work places it far ahead of any other instate
pi peline options. The entity created by HB 4 can also serve as a
catal yst and a partner for other pipeline solutions.

6:26: 10 PM

KEN HALL, representing hinself, Fairbanks, Al aska, supported HB
4, because it has the ability to change energy issues wthin
Alaska and to deliver gas to nmuch of Alaska. Wth the gas
storage bill from last year it has the opportunity to expand
beyond just the pipeline corridor that the HB 4 gasline would
support. This conversation is banking on the fact that this bill

Wil build a pipeline, but it will only get an open season, and
if it is not economic it will not go forward fromthere.
6:28:19 PM

RI CK ROGERS, Executive Director, Resource Developnment Council
(RDC), Juneau, Al aska, supported HB 4. He said their nmenbership
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is diverse: they have producers of energy, both |large and snall

oil and gas producers on the North Slope and Cook Inlet,
Al aska's only producing coal mne at Usibelli, as well as other
nmenbers with perspective coal projects, developers of renewable
energy including hydro, wnd and biomass, and utilities - gas
and electric - whose job it is to provide reliable and

af fordable energy to Alaskans. They also have consuners of
energy: rural and urban, industrial and commercial, as well as

residential, including perspective consuners of mning projects
that have significant power demands. Wth that diversity they
had to exam ne what this bill does for themall, and they really

like it because it allows the free market to dictate which
project goes forward and whether this ©project can be a
conpetitive energy supply for Al askans. HB 4 gives needed help
up front that is appropriate to get it to an open season, but
then the project has to stand on its own nerits; it wll have to
sink or swmat the invisible hand of the free market.

He said everyone hopes for a l|arger capacity pipe shipping wet
gas to tidewater, but HB 4 doesn't interfere with work on a
| arge dianeter pipeline; it just provides an alternative project
shoul d that nore advantageous project just not pencil out.

6:31: 58 PM

TERRY HI NMAN, Denali Borough Conmmunity Advisory Committee,
Healy, Al aska, supported HB 4. He said he was speaking
personally as well as a representative of the commttee. As a
retiree, he is on fixed incone and the rapidly increasing cost
of energy is having a dramatic effect on his life. He is not the
only one in this situation. His electric costs have sonmewhat
stabilized but they are still well above the national average
and the cost of heating continues to clinb. There is an urgent
need for affordable - not cheap - just affordable energy, and a
pi peline for Al askans can provide that.

He understood the confusion about the different projects, but
there is only one plan that is nore than a concept. Conpared to
the dollars spent on larger scale ideas wth nothing of
substance the ASAP has a long list of acconplishnents on a very
frugal budget. Included in the list of acconplishnments are:
route, right-of-way, environnental statenent, field data, and
nor e.

A few years ago there was a market for gas and gas products, but
now prices are down. Spending $45-65 billion to nove product on
a large volune Iline has to have a return worthy of the
expenditure. The relatively few Al askan consunmers are not cost
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effective for them The idea of spending $7-9 billion to provide
| ow-cost gas directly via pipeline and indirectly via river,
road, rail, ocean, and through the grid to Al askan residents for
the next 100 years does nmake sense. Wth a |ean gas plan noving
only methane and propane there is no need for expensive
gasification or straddle plants along the route. That is not to
say that if the world market conditions change in the future a
|arge pipeline with all the gas conponents or LNG could not be
construct ed.

MR. HI NMAN concl uded that the biggest problem facing our state
is energy and passage of HB 4 would go a long way to addressing
this critical situation

6: 35: 27 PM

JIM SYKES, representing hinself, Palner, Al aska, opposed HB 4
saying he had served several years on the Alaska Energy
Authority Railbelt Energy Committee; their purpose was to | ook
at the energy picture for the Railbelt 50 years out and gas is
definitely part of the mx. But he is speaking against HB 4,
because the proposed gasline is the nobst expensive option of
all, including the pre-build gasline to Fairbanks and Cook Inl et
gas and including a spur line from a nmgor gas line and
inmporting LNG Al askans could have sone of the highest energy
costs in the world.

MR. SYKES said it is troubling that the AGC is exenpt from the
public records law. As a forner consuner advocate, he thought
that was a bad way to go. The U 'S. Energy Information Agency
i ndi cates that since 2008, natural gas inports in the U S. have
declined by half. The price has gone down in that sanme period
from $4.92 to $1.82. The dynami cs might change so that we could
actually inport gas cheaper than any of the alternatives being
consi der ed.

6: 37: 39 PM

M KE VELLS, representing hinself, Valdez, Al aska, opposed HB 4.
The ASAP project as proposed in HB 4 is the wong gasline plan
for Alaska, he said. It will take many years to conplete and it
is too small to have the econom es of scale to provide energy as
feasibly as a large volune pipeline to tidewater would. Al aska
must generate incone through the sale of its gas and we need the
long term job opportunities and val ue-added industry valuable
gas liquids devel opnent can provide. These benefits are crucia
to the future of Alaska and vital in offsetting declining oil
production. HB 4 pronbtes a project that fails to provide these
key returns to Alaskans and falls short of spreading Al aska's
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resource benefits to all, not just those who are geographically
advant aged.

Further, M. WlIlls said, HB 4 limts the AGC from judicia
review and public oversight that are critical to protecting
consuners. Transparency and the checks and bal ances that cone
with it are vital to protecting Al askans. There is strong
statew de support for a large volunme pipeline from the North
Slope to a deep water port with an LNG export conponent; this
will always be the best choice for our state. A vote for HB 4
may stop this fromever becomng a reality.

6:40: 03 PM

DONNA SHANTZ, representing herself, Valdez, Al aska, opposed HB
4. She said HB 4 appropriates $400 million for another study
that is estimted to cost $10 billion and take at |east 10
years; nore imediate solutions are needed. At the end of the
day, the North Slope producers wll decide when and where a
pipeline wll be built, especially if SB 21 passes. She
encouraged them to cone up wth sone serious incentives to get
the producers or their conpetitors to build a high volune
pipeline to tidewater, but building a ASAP woul d hi nder that.

6:41: 27 PM

DEANTHA CROCKETT, Executive Director, Al aska Mners Association
(AMA), Anchorage, Alaska, said that the intent for any
legislation is obviously to relieve Al askans of their dire
energy situation and for that reason they support HB 4. It would
benefit the mning industry, because m ning conpani es | ooking at
devel opi ng prospects in Al aska, even if they are great deposits,
know they ultimately have to | ook at how expensive Al aska is and
the infrastructure that is in place here. Energy solutions such
as this one enbodies will encourage mning that will ultimately
provide jobs and revenues to governnments including the Al aska
Nat i ve Corporati ons.

In addition to needing that energy, M. Crockett said the mnes
she represents are actually part of a solution, because when the
state |ooks at massive projects like this, it needs to have a
secure consuner base to warrant the supply that sonething |ike
this would provide. Only four hard rock mnes in Alaska are
actually connected to power grids and all use sonme form of
diesel and still need about 50 negawatts nore of power.
Devel opnent projects comng on line, like Donlin and Pebble,
need anywhere from 150-500 negawatts, and that kind of energy
demand really does justify a large project on this |evel.
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Finally, she said these large mning projects on the horizon are
all | ooking at how they are going to power their mnes; a few of
them are |looking at pipelines to bring natural gas into their
regi on, which would hel p connect the surroundi ng communiti es.

6: 44: 51 PM

M CHAEL JESPERSON, representing hinself, Anchorage, Al aska,
supported HB 4. He said his wife and three kids live in
Anchorage and that he was not involved in any of the resource
industries in the state, but he saw "a lot of funny things going
on." Governnment is telling himgas is running out in Cook Inlet,

so gas prices will go up for heating his home. Qher governnent
entities are telling himthat building a line now is not a good
i dea, because it wll raise his gas prices. He said Al aska has
had a "pipe dream for longer than the 46 years he has been
alive and HB 4 wll actually help get that line built. It
doesn't |imt the size and suggests that it conme down the
Rai | belt but it doesn't force it to. If you pass this bill, it's

a whole lot easier to build a take-off line now than it would be
to build a take-off line from a pipe that mght be built in
anot her 40-50 years. The state can't wait that | ong.

6: 46: 38 PM

ALAN LEMASTER, Director, Alaska Natural Gas Pipeline Coalition
Gakona, Al aska, opposed HB 4. He explained that this
organi zati on was nade up of the communities, organizations, and
associations along the Richardson Hi ghway/ TAPS corridor. Their
decision is about what is best for the generations of all
Al askans.

He said on February 19 this year, Steve Butts, Senior Project
manager of the Alaska LNG Concept Selection, a coalition of

ExxonMbobi |, ConocoPhillips, and BP/ TransCanada, presented its
findings to the House Resources Conmittee and it noted severa
issues that will determne the feasibility of building a gas

line through Al aska. A few of those itens were:

1. The line nmust be a high pressure line.

2. The line should be at |east 42 inches.

3. The Iine nust run fromthe North Slope to tidewater.

4. The line must be able to carry sufficient |oads of natural
gas that can be liquefied for sale and transport to the Pacific
Ri m countries.

5. The port of enbarkation to those countries mnmust be from a
deep water port.

Unfortunately, M. LeMaster said, the ASAP proposed in HB 4 w |
be a thin-walled, |owvolune, |owpressure line carrying dry gas
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with no export conponent and for wuse only in certain Al aska
comunities approved by the AGC, and it may only be a short
term solution to a long term problem |[If that's the case, that
line will be paid for by the people in that region.

To date, two open seasons have taken place with the AGA, the

nost recent in 2012 and its results still remain unknown due to
confidentiality issues; little is being gained. HB 4 takes the
state to another open season, which could take up to two years
or nore, and no guarantees that the producers will agree to send

product through the line.

The ASAP will not carry liquid natural gas that would allow of
creation of t housands of val ue- added | egacy | obs.
After construction is conplete, the fully funded by the state
pipeline will be sold to a private conpany to operate, which
will very likely cause energy prices to escalate with limted

control by state regul atory agenci es.

In conclusion, he asked them to consider spending the $400
mllion on an LNG trucking project for Fairbanks to get them
relief in the short term retrofit the N kiski plant for
regasification for about $80 mllion for Cook Inlet, and spend
the remaining $70 mllion on a proven viable large volune
project to tidewater with an export conponent for the interim

6: 50: 42 PM

MERRI CK PI ERCE, representing hinself, Fairbanks, Al aska, opposed
HB 4. He said he had served on the board of the Al aska Gasline
Port Authority (AGPA) and their mandate is to build the large
dianeter gasline to Valdez, a project that has considerable
interest in the Asian markets. But before spending several
hundred mllion dollars on a study as HB 4 described, he urged
them to consider other scenarios. First, consider that HB 4
proposes studying a project that can never be built, because it
doesn't have fundanental econom cs supporting it nuch like the
AG A scenari o where Al aska spent years and hundreds of mllions
of dollars studying a gasline to the Lower 48, a line that could
never be built, because it would never be feasible to transport
gas at to a region that already has gas.

The bullet line can only have two markets, instate or export;
and because the proposed bullet |line has no econony of scale
t he best base cost to the gas will be around $10 and that is two

to three times the cost of gas that is available on either the
ACHO or the Henry Hub. Who woul d pay that? Probably no one.
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Cook Inlet has a 200-year supply of gas for Alaska according to
the experts - one of the richest gas basins in the US H's
research shows that the bullet line could easily cost $500-600
mllion per year. Spreading that cost out over the Railbelt
popul ati on of 400,000 people cones out to $1400 per person per
year - and cost of the gas is extra; proposed equity returns
will go to out-of-state investors and that would terrible thing
for the Al aska econony.

MR. PIERCE summarized that if the real objective is to ensure
that Al askans, the Interior in particular, have affordable
energy, the noney that HB 4 proposes to spend on studies costing
over $355 million could be spent on fully funding short term
solutions like LNG trucking or building a small bore high
pressure gas line from Big Lake to Fairbanks. Either of these
solutions is nuch | ess expensive, scal able, and faster by years.

6: 54: 05 PM
BUZZ OTIS, representing hinself, Fairbanks, Al aska, supported HB
4., He had been in business in Fairbanks since 1976 and after

waiting for gas for over 40, it's time to accelerate
construction. Sone people think the bill is too conplex, but
it's normal for a bill of this nature and significance to be

conplex. It has been nentioned that it won't benefit consuners
outside of the Railbelt, but that is short sighted: Cook Inlet
gas i s cheaper today, but mght not be tonorrow

He said low cost energy would help Livengood, International
Tower Hills or Eielson; they cannot survive in this state paying
$4 a gallon for heating oil and $.23 a kilowatt hour for

electricity (as in urban area of Fairbanks). It's incunbent upon
everyone to meke sure Al askans have |ow cost energy regardless
of what project noves forward.

6: 56: 32 PM

RANDY  GRI FFI N, representing hi nsel f, Fai r banks, Al aska,
supported HB 4. He said that Valdez is launching a $1 mllion ad
canpaign to try to kill the bullet |ine. Fairbanks woul d benefit

froma bullet |ine conpared to continue having no gasline at all
for an indefinite period, but Valdez would not, and he could
understand their point of view He urged them to not be
intimdated by the powerful ad canpaign saying he supported any
kind of way to get gas to Fairbanks including a big line going
to Valdez, if that is found to be economcally feasible. He was
in favor of looking at all possibilities, but he didn't think it
was correct to kill the action of the bullet line just because
you want a line to go in your direction. Fairbanks needs to keep
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its mlitary presence and a gasline of any sort will do that as
wel |l as | ower pollution and reduce the cost of living there.

SENATOR FRENCH said it was good to hear his voi ce.

6: 58: 46 PM

GERALD M LLER, representing hinself, Anchorage, Al aska, opposed
HB 4. He wi shed they would get the drilling going on in Cook
Inlet; it has all the gas that is needed for the long term
future and export. He urged themto "get in there and cooperate
with the all Alaska large volune people who have done so nuch
work." Spur off at dennallen if that is needed. He didn't I|ike
the secrecy involved with the recent open season and thought
t hey needed sone |legislation to deal wth that.

7:00: 33 PM

LYNN CRYSTAL, representing hinself, Valdez, Al aska, opposed HB
4. He said he was a retired grandfather who was very concerned
about the future of his grandkids. Al aska's population is sinply

too small to economcally support a bullet line. Every mgjor
player in Al askan business - oil, fishing, tourism mning,
tinmber and air freight through Anchorage - rely on custoners
outside of Alaska to nake a go of it. If they were honestly
| ooking at the cost of this line, how would this $10 billion
project be paid for without a huge state subsidy? "HB 4 only
delays the bright future we have with a large line," he
concl uded.

7:02: 33 PM

SHERI PEI RCE, representing herself, Valdez, Al aska, opposed HB 4
for many of the already stated reasons. However, her nmain
concern was Article 4(AS 42.08.400) on public records, which
states that the comm ssion may by regulation classify records
received from an instate natural gas pipeline carrier for an
instate natural gas pipeline as privileged records that are not
open to the public for inspection; subsection (c) defines a
precedent agreenment and states further that:

A person may nmake witten objection to public
di scl osure of information contained in a record filed
under this chapter or information obtained by the
comm ssion or by the attorney general stating the
grounds for objection.

In her opinion, this |anguage restricts the transparency of this

project fromthe public and could serve to protect a |egislator,
conmmi ssioner or a nenber of the RCA from disclosing a persona
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financial interest in this project. A project of this nagnitude
shoul d have as nmuch public transparency as possible.

7:04:57 PM

DEAN DAY, representing hinself, Cty of Valdez, Al aska, opposed
HB 4. He grew up in Fairbanks and as a child renenbers that
there were no jobs there. Building an ASAP will give sone of the
people in Alaska cheap energy, but it does nothing to address
anything else for the state of Al aska, which is nuch nore
critical.

7:06:16 PM

Bl LL BLI ZZARD, representing hinself, Fairbanks, Al aska, said he
is a self-enployed |and surveyor in Fairbanks. He worked six
years on the TAPS line. In 1981-82 the state spent $750 mllion
surveying the whole route from Prudhoe Bay to Canada and was
pl anning on building a 54 inch gasline. They core drilled every
t housand feet and put in conpressor stations. Al of that has
been done for 550 mles to Delta. The only logical thing would
be to build the one line along that one route, period. The
existing pipeline has a work pad beside it; it has |arge over-
bends for animals, trucks, and equipnent to get under it. The
only logical thing to do wuld be to go from Anchorage to
G ennallen with a 36 inch line and beef it up to 48 inches if it
needs to go to Fairbanks.

7:08: 35 PM

JEREMY O NEIL, representing hinself, Valdez, Al aska, opposed HB
4. He said he is a third generation Al askan and one of the
t oughest |essons he has to teach his children is about making
short-sighted decisions that ultimately result in disappointnent
rat her than delaying gratification for something that you really
want . HB 4 is a short-sighted diversion: thinking that an $8
billion line shouldered by sonme citizens of the state wll
i nfluence the cost of energy or enhance revenues to the state
needs to be recalculated using sone sinple arithnmetic. The
natural resources of the state should be used for everyone's
benefit and if the goal ultimately is to build the |arge volune
pi pel i ne, we shouldn't be making choices that jeopardize that.

7:11:51 PM

CHAIR G ESSEL thanked everyone for their comments and closed
public testinmony. She adjourned the Senate Resources Comittee
neeting at 7:12 p. m
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