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ACTI ON NARRATI VE

TAPE 02-3, SIDE A
Number 0001

CHAIR PETE KOIT called the House Rules Standing Conmittee
nmeeting to order at 11:05 a.m Representatives Kott, Porter,
McCGuire, and Berkowitz were present at the call to order.
Representatives Kohring, Mrgan, and Joule arrived as the
nmeeting was in progress.

HB 206- VESSEL LI M TED ENTRY FOR COW FI SHERI ES

CHAI R KOIT announced that the first order of business would be
HOUSE BILL NO 206, "An Act relating to a vessel-based
commercial fisheries limted entry system to managenent of
of fshore fisheries, and to the definition of 'person' for
purposes of the conmmerci al fisheries entry program and
providing for an effective date."

KRIS KNAUSS, Staff to Representative Kott, House Rules Standing
Commttee, Alaska State Legislature, infornmed the commttee of
the changes enconpassed in the proposed commttee substitute
(CS) [Version 22-LS0426\W U ernmohle, 2/21/02]. On page 3, line

28, after "recent" the |anguage "and past” was inserted. The
sane was done on page 4, line 5. On page 4, line 9, the
| anguage "or recently was" was inserted. On page 4, line 10,

"may" was changed to "shall".
Number 0138
REPRESENTATI VE McGUI RE noved to adopt CSHB 206 |[Version 22-

LS0426\W Ut ernohle, 2/21/02], as the working docunent. There
bei ng no objection, Version Wwas before the commttee.
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Number 0156

REPRESENTATI VE DREW SCALZI, Alaska State Legislature, inforned
the commttee that he is carrying HB 206 at the request of the
Commercial Fisheries Entry Comm ssion (CFEC) who requested this
of the legislature. A few years ago, the |egislature discovered
that a noratorium situation was coming in hair crab and scall op

fisheries. Under the current limted entry system [CFEC] was
tasked wth developing a program that would provide the
af orenentioned two fisheries with a limted entry. Under the
current |limted entry plan, a limted entry system nust be

devi sed such that the owner of the limted entry permt nust be
a person. Although this nakes sense with the sal non and herring
fisheries because of the snall operations, under Bering Sea
fisheries there are very large vessels that have multiple
ski ppers. Therefore, if the CFEC considers a limted entry
program it nust consider who is given the permt in relation to
who operates the vessel. This legislation provides CFEC with a
new tool, adoption of a limted entry system By doing so, the
limted entry, the initial recipient, would be attached to the
vessel rather than to the person. In the next generation, the
[limted entry permt] would revert back to a person. I n other
words, if the vessel permt was sold later, the permt would go
to a person.

REPRESENTATI VE SCALZI posed an exanple in which CFEC used the
current statutes to provide for a limted entry system | f
there were seven vessels in the hair crab fishery and the desire
was to provide a limted entry system then "you"™ may have to
increase to 20 permts. Therefore, the entire purpose of the
noratorium would be circunvented Dbecause the nunber of
partici pants woul d have been expanded.

Nunber 0407

REPRESENTATI VE SCALZI acknow edged that there has been sone
opposition to this bill because those people nay not be initial
recipients under [limted entry]. He enphasized that this
nerely provides a tool because the Limted Entry Conm ssion
still has to have public hearings and devise a limted entry
pl an. This legislation nerely allows the permt of an initial
recipient to go to a vessel. He recalled Representative

McGQuire's concern in regard to the possibility that [this
limted entry] would short circuit [new] folks from entering
into these fisheries. He pointed out that [the Bering Sea
fishery] isn't an entry-level fishery.
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REPRESENTATI VE SCALZI explained that originally HB 206 was goi ng
to be a generic tool applicable to all fisheries. However,
there was opposition from various areas of the state and thus
CFEC limted the legislation to the two species [hair crab and
scallops]. In doing so, the next generation issue arose. Under
the current limted entry system the owner of the permt nust
be on the vessel fishing. However, these are |arge vessels and
the owners are rarely on board. This legislation would allow
the owner in the next generation of the permt to hire a skipper
to run the boat, as is the current situation. Therefore, the
current business practices woul dn't be changed.

Nunber 0633

MAX HULSE, Eagle River Seafoods, testified via teleconference.
He reviewed the changes that he would recomend. He clarified
that the changes on page 3, line 28, and page 4, lines 9-10

involve the qualifications for future permts issued in the
scallop fisheries. On page 3, line 28, after "recent", he
suggested inserting the | anguage "and past”. On page 4, line 9,
he suggested changing "is" to "was" and insert "recent" between
"a" and "noratoriuni. He also suggested changing "may" to
"shall" on page 4, I|ine 10. M. Hulse explained that if a

vessel permt system is established in the future, those
fi shermen who benefit should be those who have historically been
involved in the fishery. Therefore, [these changes would] tie
the eligibility criteria to the receipt of a future permt.

Nunmber 0840

JCE KYLE (ph) noted that he was representing the Korean Hair
Crab fishers. He announced support of M. Hulse's suggested
changes that are reflected in [Version W.

REPRESENTATI VE McGUI RE nentioned the debate regarding keeping
these permts in the hands of Al askans and Al askan boats and
workers. She inquired as to M. Kyle's opinion of that.

MR. KYLE answered that he believes the bill is in harnmony with
all the other things in place at the federal and state level in
regard to keeping permts |ocal. However, he noted that there

are no guar ant ees.
CHAI R KOIT cl osed the public testinony.

Number 0908
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REPRESENTATI VE McGU RE noved to report CSHB 206 [Version 22-
LS0426\W U ernmohle, 2/21/02], out of conmittee with individua
recommendati ons and the acconpanying zero fiscal notes. There
being no objection, CSHB 206(RLS) was reported from the House
Rul es Standing Conm ttee.

OVERVI EW UPDATE ON HCR 17 & NETRICITY' S ROLE I N ALASKA

CHAI R KOTT announced that the next order of business would be an
update from Netricity.

Number 0981

JIM DODSON, Netricity, L.L.C., informed the comttee that
Netricity began the project by trying to secure a gas supply for
the project by approaching the Departnent of Natural Resources

(DNR). He explained that he was infornmed that if the state was
to sell Netricity gas, it would be subject to approval by the
| egi sl ature. Ther ef or e, Netricity was directed to the
| egislature in order to bring nenbers up to speed on what
Netricity is trying to do. In talking with the legislature, the
project gained quite a bit of support. For instance, |ast year
the House passed HCR 17, which called upon DNR to enter into
sonme agreenent to sell Netricity gas or respond to the
| egislature in regard to why such a contract couldn't be entered
i nto. From that, a discussion within DNR ensued in regard to

the rights of the state to sell gas from the Prudhoe Bay unit,
for exanple, in the absence of severance of that gas from the
m neral estate. The departnment's response was that the state's
right to take gas in the absence of production by the producers

IS an open question. If the state could take gas, it would be
going out of balance; that is [the state would] take its gas
first out of the reserves. Furthernore, there is no gas

bal anci ng agreenent or provisions under which the state could go
out of bal ance. Therefore, the state isn't in a good position

to attenpt to sell Netricity gas. Hence, Netricity began
working with the producers in order to purchase gas. Those
negotiations are continuing; however, at this point the
commer ci al terms  of those negotiations are being kept
confidential. Progress has been nmade, particularly in the | ast
coupl e of nonths. However, there is no gas supply contract at
this point.

CHAIR KOTT inquired as to why Netricity has identified the North
Sl ope as the location for this operation.
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Nunber 1138

M KE CASKEY, Netricity, L.L.C., explained that the business
Netricity wants to place on the North Slope takes all those
things that prohibit business and uses them to the benefit of
Netricity. Key to the location of Netricity on the North Slope
is a readily available supply of natural gas, which Netricity

hopes will be at a lesser [price] than that in the Lower 48.
Additionally, the anbient tenperature on the North Slope
dramatically increases the heating and cooling efficiency. 1In a
server farm context, the largest expense is in cooling the
operation. In recent nonths, the security issue associated with
catastrophe recovery of data has been highlighted. Ther ef or e,

the isolation of the North Slope has a trenendous of |evel of
security that isn't available in the Lower 48.

MR. DODSON interjected that the lack of a gas market on the
North Slope and the ability to create a gas market has really
notivated Netricity. M. Dodson inforned the commttee that
over the last five years approximately 90 percent of Netricity's
increnental ability to generate electrical power has been based
on natural gas; that trend is expected to continue. " Nat ur al
gas is the increnental power generating fuel,” he stated. I n
reviewing the economcs of building a 500 nmegawatt power plant
in the Lower 48, it ampbunts to a $350-$400 nillion investnent.
A $4 price averaged over 20 years would nean that the plant
woul d burn between $2.5-%$3 billion worth of fuel. Netricity is
focusing on the cost of fuel over tine and the security of fuel
over time, which directly relates to the cost and liability of
electricity over tine. M. Dodson said, "To say you ve got
reliability in electricity supply right now in the Lower 48, |
truly think means you're saying you have reliability in your
natural gas supply.” Furthernore, 50 percent of the natural gas
in the Lower 48 is comng fromwells that are three years old or
younger. He said, "W are getting to adjust in tinme natural gas
inventory situation.” There is not a |ot of surplus or overhang
of natural gas supply. Mreover, the recent coll apse of natural
gas prices, which he believes is primarily due to a lot of gas
being in storage, [correlates to] the collapse of the drilling
rate. Therefore, it seens that the stage is set for a shortage
of natural gas in the Lower 48, simlar to what occurred in
2000- 2001. M. Dodson also pointed out that "our" rate of
decline and base rate of reduction continues to increase. He
explained that if one enters the year with a certain anount of
deliverability, at the end of the year there will be a certain
percentage of that left. In 1990 the decline rate was between
18-19 percent and in 2001 it was between 25-27 percent. He

HOUSE RLS COW TTEE -7- February 26, 2002



suggested that perhaps it would be as high as 29 percent this
year. In order to arrive at a higher degree of reliability and
| ower cost of electricity with respect to natural gas, M.
Dodson saw Al aska, the North Slope specifically, as the solution
if one wants to remain in a country with political stability.

Nunber 1387

REPRESENTATI VE PORTER recogni zed the producers' concerns wth
regard to filling Netricity's gas. He asked if M. Dodson and
M. Caskey gathered the inpression from discussions with the
producers that [the decision regarding the gas supply for]
Netricity would cone after the decision on the pipeline.

MR. CASKEY related his belief that in the effort to secure a
fuel supply for this generation capacity, Netricity has said on
the record that this gas will only be utilized on the North

Slope; it won't be available for pipeline shipnent. Ther ef or e,
this quantity of natural gas that will be utilized on the North
Slope is being taken out of context relative to a pipeline
mentality. This quantity of gas won't inpact the current
producers' ability to ship gas or realize the eventual value of
that gas. In fact, M. Caskey remarked that he Dbelieves
Netricity will be additive to the gas because the reserves
Netricity is suggesting to produce and utilize wll take place

in the i mmredi ate future

MR. DODSON i nforned the conmmttee that Netricity is looking at a
maxi mrum of 125 mllion [gallons] a day in demand for natural gas
in the North Slope Borough. Netricity's natural gas use would
be relative to a 4.5 billion cubic feet (bcf) proposed pipeline.
M. Dodson echoed M. Caskey's coments that Netricity 1is
immaterial to a pipeline; Netricity isn't a volune that matters.
Furthernore, Netricity doesn't need its gas processed for
shiprment; that is Netricity can use gas that has carbon dioxide
in it. Therefore, the cost involved with processing gas in
buil ding a pipeline doesn't apply to Netricity. M. Dodson said
that Netricity is sonething that is additive to a pipeline

mar ket . For example, if a 4.5 bcf a day pipeline cane on line
eight years from today, it would probably take at |east 25-30
years to drain the known reserves. He specified that the

di scussion is in regard to taking year 33 or year 55 gas and
using it in the nearer termand turning it into cash.

Nunber 1540
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CHAIR KOTT asked whether there would be an inpact on the price
structure of selling gas on a future pipeline if the producers
sold Netricity gas.

MR. CASKEY replied no. He reiterated that the volunes for
Netricity are outside the volunes that would be put down a
pi pel i ne. From a gas marketing nentality, M. Caskey said
Netricity wouldn't have any inpact on a gas pipeline. However,
the inpact would be in relation to the value of bringing a
state-of-the-art technol ogy/business to an area wth very

limted alternatives. Netricity would utilize Alaska's
resources to create an exportable product that doesn't weigh
anyt hi ng, is environnentally sound, and for which the

infrastructure for the wusage of that comopdity is already
avai | abl e.

Number 1620

REPRESENTATI VE BERKOW TZ remarked that he is reviewing things in
terms of a long-range fiscal plan, which has included discussion
of $100 mllion in additional revenue from the oil and gas
i ndustry. It seens that one opportunity to explore in this
context would be to offer the producer an exenption from
what ever additional charges that mght result froma new revenue
package.

MR. DODSON agreed that such would seemto be an incentive. M.
Dodson pointed out that the benefits of this project to the
state are different than those to the producers. The vol unes
Netricity is looking to utilize aren't nmassive, and aren't
material relative to pipeline export volunes. However, the job
creation would be beneficial to the state.

REPRESENTATI VE BERKOW TZ rel ated hi s bel i ef t hat hi s
af orenmenti oned incentive would benefit the producers in that it
woul d generate cash flow that wouldn't otherwi se be present.
Furthernore, it's consistent with the Al aska Constitution, which

says: "It's the policy of the state to encourage the
devel opment of its resources by nmaking them available for
maxi mum use consi st ent W th t he public interest.”

Representative Berkowitz noted that this |egislature has been on
record that what Netricity is attenpting is consistent with the
public interest.

Nunber 1726
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REPRESENTATI VE McGUI RE recalled that a key issue is in regard to
the state's right to overlift gas, which resulted in DNR s
belief in the need to consult the producers. Therefore, the
di scussion seens to be at a point in which Netricity is dealing
wi th the producers.

MR. DODSON replied yes.

REPRESENTATI VE McGUI RE inquired as to whether there is sonething
that this legislature can do to help Netricity nove forward.

MR. DODSON answered that there needs to be a change in the
perception that Netricity is related to or tied to the pipeline
or the netback price from the pipeline, although he wasn't sure

if the legislature could help wth that. Furthernore, he
expressed the need to nove away fromthe belief that there is a
precedent-setting val ue. M. Dodson specified that the
precedent is set only to the extent that the user says that the
gas will only be used on the North Slope Borough and won't be

exported, which is what Netricity is saying. To the extent that
the legislature could forward that nessage, the legislature
coul d be very hel pful.

MR. DODSON turned to the notion that by the producers selling to
Netricity, there is sonme precedential value to Netricity's
price. In regard to whether the price the producers set wth
Netricity establishes the price for all sales from the North
Slope, M. Dodson didn't believe so. To the extent the
| egi slature could provide the producers with sonme assurance on
the royalty valuation, it would be helpful. M . Dodson noted
that the only public nunber in relation to producer expectations
for pricing is the effort by Phillips for a $1.25 mininmm
net back price, which would be in the form of tax credits that
would bring the netback price up to $1.25 if the netback is
| ower than that. M . Dodson expressed concern with being tied
to the netback price in that it ties Netricity to a theoretical
net back of a theoretical pipeline that my be built at sone
theoretical tine in the future while asking for the netback now
Therefore, Netricity's pricing and supply needs to be divorced
fromthe pipeline.

REPRESENTATI VE MCGUIRE inquired as to the length of a contract
with a fixed price in the gas.

MR. DODSON answered that Netricity is looking to have options,
Wi th the duration of those options being five years. Fol | owi ng
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those five year options, Netricity would want at |east a 20 year
suppl y.

Nunmber 1890

CHAIR KOTT requested that either witness refresh the commttee's
menory in regard to the economc inpact of this project to the
state.

MR. CASKEY answered that this project would increase taxes, job
creation, and the vendor chains associated with support on the
North Slope. This is potentially a billion dollar project. M.
Caskey said, "It could feasibly be the single |l|argest high
visibility, high priority, data ... storage facility on earth.”
He reiterated that Netricity is a custom fit for the North
Sl ope.

CHAI R KOTT pointed out that a year later, this project isn't any
closer to fruition. Therefore, he inquired as to how nuch
| onger Netricity will continue to work on being in the North
Sl ope before | ooki ng el sewhere.

MR. CASKEY remarked that the positives of doing this in Al aska
have to be weighed against the risk of getting it done. M.
Caskey acknow edged that there are other countries, although
W thout the support of the US. Constitution, that have
potential for a Netricity-type facility. M. Caskey stated, "It
would be ny last choice to nove it out of the United States or
nove it out of Alaska because | think it truly is custom fit,
but at sone point in tine we either have to say we w |l take our
i nvest nent el sewhere ...."

Number 2021

REPRESENTATI VE BERKOWN TZ returned to the concern regarding
creating bad precedent. He asked if +the producers have
indicated to Netricity the sideboards that woul d be necessary.

MR. DODSON said that he hasn't heard any specific requirenents
from the producers. M. Dodson said that he understands fully
the concern of the producers because Netricity is mybe 2-3
percent of the daily throughput of a major export gas pipeline.
In regard to the guarantees the producers may want or need, M.
Dodson guessed that the royalties would be high on the list.
Additionally, he felt that there is an issue of precedent to the
extent that selling to Netricity for use on the North Slope
woul d establish a price for others. He pointed out that gas is
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already sold to the utility on the North Slope, and that sale,
like the one to Netricity, isn't precedent setting. In both
cases, the gas would only be used within the franchise area.

Nunber 2126

REPRESENTATI VE MORGAN remarked that Netricity sounds like a
wonder ful concept. He related his belief that there should be
val ue added before the oil is shipped. He recalled that the

facility would utilize 500 negawatts.

MR. DODSON said that at full build-out he could see the market
bei ng 500 nmegawatts. M . Dodson explained that |ooking only at
servers, the hope was that |ast year's server sales worldw de
would cone in at or above 4 mllion. Last year's server sales
cane in at 4.4 mllion. He posed a situation in which 1.4
mllion servers were replacenent use and 3 mllion were new use.
If one were to assunme a 200 watt power denmand to each of those
servers, sonewhere 600 negawatts of increnmental power denmand
cane on line in the world for those servers. The issue is that
those servers tend to be installed in clunps and no one sees the
aggregate electrical supply issue that is created. M. Dodson
remar ked that he believes there were significant disruptions in
power in California because of the growh of the hi-tech
industry in that area. Al of those aggregate demands showed up
in the entire power grid. M. Dodson related his opinion that
there is a growing market for servers and backup data services
for managed web hosting services. He further saw Al aska as
being in a position to access North Anmerican and Asian markets.
M. Dodson pointed out that from 1994-1999 web growth occurred

largely with unlimted capital. In such an environnent, there
are few worries of cost. However, now those busi nesses have to
operate like real businesses and thus nust worry about cost.

M. Dodson said that is where Netricity cones in. He pointed
out that California just entered into a |ong-term power contract
for $.7-%$.10 per kilowatt hour wholesale, and therefore at the
entry point to the data center it amounts to about $.10-$%$.12 per
kil owatt hour. Additionally, a typical data center uses over
half of its power for cooling, which is another energy budget.
Therefore, by using the anbient cooling ability of the North
Slope, Netricity can attack the total energy budget.

REPRESENTATI VE MORGAN remarked that the power plant al one woul d

enpl oy many peopl e. He reiterated his belief that Netricity is
a wonderful idea.
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REPRESENTATI VE BERKOW TZ inquired as to whom the |legislature
needs to send another letter.

TAPE 02-3, SIDE B
Nunber 2292

REPRESENTATIVE MGURE recalled that the only concern of
Netricity was in regard to shielding the facility from
permafrost. She asked if that issue had been addressed.

MR. DODSON answered that Parsons Engi neering, Texas, is working
on the feasibility study of the actual physical plant. He
explained that this particular firm was chosen because it has a
tremendous anount of experience on the North Sl ope. This firm
is also a contractor to AT&T for building data centers.
Therefore, within one organization the physical plant for the
power as well as the physical plant for the data can be
engi neer ed. Furthernore, this firm has gone to a nodular
concept for data centers for AT&T. |If a data center is built on
site wversus in a factory, the ability to have 1S0001
certification as well as a lot of quality control is |ost. A
factory building nodules can test all those nodul es before those
nodul es |l eave the factory, which is significantly cheaper than
trying to retrofit space not designed as data center space. In
response to Representative MQ@ire, M. Dodson confirnmed that
this firmis review ng the pernafrost concern.

CHAIR KOIT thanked the presenters and expressed his hope that
the next update will be in regard to the construction of the
physi cal plant. Upon determ ning that Bonnie Robson, Deputy
Director, Dvision of Ol & Gas, Departnent of Natural
Resources, was not on teleconference, Chair Kott said that he
was going to ask where the report is that the |egislature
requested by the first day of this session. That report was to
focus on the state's role in the sale of gas on the North Sl ope.
In closing, Chair Kott remarked that he and other nenbers wll
try to develop sonmething that will encourage the sale of gas in
order to get this project noving.

ADJ OQURNMVENT

There being no further business before the commttee, the House
Rul es Standing Commttee neeting was adjourned at 11:55 p. m
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