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ACTI ON NARRATI VE
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CHAIR THOVAS WAGONER called the joint neeting of the Senate
Resources Standing Comrittee, the House Resources Standing
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Committee and the House Special Commttee on Ol and Gas to
order at 9:22:13 AM Present were Senators Getchen Guess, Ral ph
Seekins, Kim Elton, and Chair Thonas Wgoner; Representatives
Paul Seaton, Berta Gardner, Gabrielle LeDoux, Kurt O son, Lesil
McGQuire, Harry Crawford, Chair Vic Kohring and Co-Chair Jay
Ranr as.

CO CHAI R JAY RAMRAS announced that Kevin Banks woul d present the
potential for gas markets in the Alaska Interior to the
commttee and Marie Crosley, Natural Resource Specialist,
Department of Natural Resources (DNR) woul d assist him

KEVI N BANKS, Senior Commercial Analyst, Division of Gl and Gas,
Department of Natural Resources (DNR), presented a slide show
indicating the Al aska Natural Gas Conpany was delivering about
100 mlIlion cubic feet (MCF) of gas per year into the Fairbanks
area and has established a substantial custoner base and a fair
anount of infrastructure. The demand grows about 100 MCF per
year; about 46 percent of it is associated with residential uses
and about 64 percent is comercial.

He said that DNR had conpiled studies indicating if gas were
made available to Fairbanks, demand could grow to potentially
6.5 BCF per year by 2020 assum ng current penetration and growth
rates. Power generation could go from 6.5 BCF in 2009 to 27 BCF

in 2020. That will depend on whether Fairbanks could convert to
gas and provide nost of its area with a central power supply
with gas-fired electricity and industrial gas use is limted

only by one’s inmagination.

Anot her source of denmand, M. Banks explained, is in the
Interior - the Fairbanks area and the Southcentral Cook Inlet
Region are in a sense connected. Either gas wll be supplied

fromthe Interior into the Cook Inlet or perhaps a gas pipeline
fromthe North Slope is connected from the North Sl ope through
the Interior via a spur line. Studies show that potential
shortfalls of gas in the Cook Inlet could be anywhere 18 BCF to
as nmuch as 91 BCF in 2020 depending on continuing demand for
industrial exports and LNG for fertilizer manufacturing. Slide
two illustrated grow ng energy demand.

In Cook Inlet, LNG and urea account for about 60 percent of the
demand for gas; another 7 or 8 percent goes to field operations.
Gas supply is starting to drop off and by 2009 the demand w |
begin to substantially exceed the supply. Renbving exports from
the equation could stave off shortfalls for a while, but that
m ght cause demand to fall off, which could lead to a decline in
expl oration. He said:
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You want to be able to continue to add to the supply
of gas in Cook Inlet by encouraging explorers to go
out and look for it. At the same tine in order to get
through a gas shortfall, you have to pull denmand off
the market.... It’'s sonething of a problem for the
market to deal with...

MR. BANKS explained that gas isn't delivered by nice steady

averages; it is delivered nostly in wnter. Cook Inlet is
already in a situation where its peak demand is not nmet by the
average supply and will be in a considerable shortfall by 2013.

Producers are |ooking for storage to bring sone kind of |eve
supply. Agriumis response to this lower supply is to produce at
| ess than full capacity.

MR. BANKS said a few years ago building a gas pipeline from
Anchorage to Fairbanks was estimated to cost $190 million. That
study was reengi neered and the nunbers are now as much as $240
mllion for a 24-inch line to Cook Inlet. The cost for gas from
the North Slope into Fairbanks could be $4 to $5.50; to nove gas
on a spur line down to Cook Inlet would cost $1 to $1.40; their
city gate price would be between $4.88 and $7. Wat he is trying
to say is that Nenana can supply into a market as long as it can
be $3.93 to $5.68. “You either buy gas from a North Slope
pipeline or gas from Nenana. Nenana wl |l have to Dbe
conpetitive.”

If the gas line is built either through an LNG plant in Val dez
or a highway project into Alberta, the Interior market in sone
respects wll be connected to the w der Lower 48 market through
the netback cal cul ation, because 90 percent of the oil that is
produced in Al aska is shipped to outside markets. He expl ai ned:

So essentially, in spite of the fact that we Ilive
close to the source of energy and enjoy sone of the
benefits of a lower tariff getting fuel fromthe North
Slope into the Interior or in the case of the other
slide, even into Cook Inlet, the netback price, the
price that we start with is governed or generated by
what’s going on in the Lower 48.

Unocal and Enstar have an inbedded price term inbedded based on
the Henry Hub that is a reference for a prices all over the
Lower 48. Enstar, in an interest to assure an uninterruptible
supply of gas and to encourage new exploration in the Inlet, has
recogni zed that no natter where gas cones from including new
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supplies, it will have to be matched to the supplies of gas from
el sewhere in the State of Al aska, including the Nenana Basi n.

9:54:11 AM

SENATOR GENE THERRI AULT asked if his statenent about converting
electric generation in the Interior to gas was predicated on a
conpl ete conversion to gas or is there a coal conponent.

MR. BANKS replied that the swtch was assuned to be entirely to
gas.

SENATOR THERRI AULT asked when the departnent expects to get any
kind of results fromexploration going on in the Nenana Basi n.

MR. BANKS replied that he would defer that answer to Bob
Swenson.

CHAIR WAGONER asked if gas was piped to Fairbanks, what effect
woul d that have on the cities’ econony in terns of buying power
for the consuner.

MR. BANKS replied that he didn't know how nuch of each
househol d’ s budget was spent on energy, but he estimated that it
represents a pretty substantial decrease in the cost of energy
and would meke those dollars available to the rest of the
econormy.

CO CHAIR RAMRAS said he wanted to know what the percentage of
energy savings would be for the average honeowner in the
Interior in nmoving froma hone heating oil econony to a natura
gas economy. He estimated that they pay $2.39 a gallon for homne
heating oil or $700 to $800 a nmonth during the winter.

MR. BANKS replied that it mght be a 40 percent decrease in your
heati ng budget that would be available for other itens.

10: 00: 00 AM

BOB SVENSON, U.S. Geological Survey, began his presentation by
answer i ng Senat or Therriault’s guestion about t he gas
exploration tinmeframe saying the exploration cycle from the
initial phase of data gathering to the devel opnent node is
anywhere from five to eight years. It is possible to accelerate
t hat depending on access, timng, |land ownership is and what the
operator is willing to rel ease.

He said that Alaska has a trenendous resource base. The North
Slope is a world-class hydrocarbon basin — as is the Cook Inlet.
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Because of that, a lot of other basins in the state have been on
the back burner. He used slides to show the conmttee that
Sout hern Al aska, specifically Cook Inlet, has about 2 TCF of
remai ning reserves and a nean estimate of 20 TCF. Central Al aska
has a nean estinate of 9 TCF.

A USGS report indicates that North Al aska has over 33 TCF of gas
reserves behind pipe and a trenendous anobunt of potential on the
North Slope. It also reports that Central Al aska has 500 BCF gas
to 7.3 TCF of conventionally recoverable reserves, a nean of 2.8
TCF.

MR. SVENSON cautioned that all the basins are high risk and that
it’s inportant to know the difference between negative data and
| ack of data. The Interior basins have a lack of data and that
is where exploration efforts are being focused. Innovative
prograns are also a key to help mtigate the risk.

He said that the Nenana Basin is not the only gas basin in
Interior Al aska; there are the Kulitna M nchum na and the Yukon
Flats basins. Basins that have simlar geology can be conpared
to each other if they have a significant anount of data. He said
that all the basins are Tertiary in age. The next nunber of
slides illustrated formations in the different areas.

10: 15: 00 AM — concl usion of M. Swenson’s presentation

M TCH  USI BELLI, Usi bel I'i Ener gy, said there are four
participants in the Nenana Basin project - Andex Resources,
Doyon Limted, Usibelli Energy and Arctic Slope Regiona
Cor por at i on. Andex Resources and Arctic Slope Regional

Corporation have a lot of expertise in oil and gas devel opnent,
but Doyon Limted really took the initiative five years ago in
conpiling a lot of the initial data and attracted Andex to the
project. Usibelli Energy is a new conpany forned to diversify
energy sources beyond coal in the Interior. He characterized the
Nenana Basin as under-explored, but |ooks |like a gas-prone basin
of non-marine sedi nents.

He said that the state of Alaska instituted a new exploration
program in 2003, which was another mlestone in tipping the
bal ance for attracting the three Alaskan participants. He
presented a slide of gas exploration wells in the Interior and
contrasted themto those in Cook Inlet.

MR. USI BELLI explained that Usibelli Energy would be drilling
exploration wells in a range from 9,000 to 11,000 ft. deep.
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Their exploration license on state |lands was issued in 2002 for
a term of seven years. The work conmitnent of $2.2 mllion has
been satisfied with the seismc program that was just conpleted.
The new devel opnent this year was the University of Al aska being
allowed to select up to 90,000 acres of land within the basin.
There is a total of over a half mllion acres of |icensed area.

He explained that nmarine sedinments are typically oil-prone and
non-marine sedinments tend to be gas-prone. There are two types
of gas — biogenic gas or nethane, which is produced by bacteri al
activity in a coal seam and is found generally in shallow areas
- 2,500 ft. to 6,000 ft., as in Cook Inlet. Depths below that
are too warm and too tight for the bacteria to survive. If gas
stays in the coal seam it’'s called coalbed nethane. If it
mgrates out of the coal seam into an adjacent sandstone
reservoir, it’s called biogenic or shallow gas.

Thernogenic gas is created at depths of 8,000 to 12,000 ft. by
the thermal conversion of coal, shales and organic material into
the higher-order heavier gases. Typically, sedinent mgrates
into an area and vegetation grows on top, subsides and then the
process is repeated. This continues until a geologic event
creates an uplift and buries that vegetation. Then the cycle is
started over again. Wen the vegetation gets buried at great
depths, it converts to peat, then to lignite, then to sub-
bi tum nous coal and then to anthracite. Methane is “off-gassed”
fromthe bacterial activity. He el aborat ed:

So, if you have coal seans, you have by definition
produced gas. That happens over |long periods of time -
mllions of years. That doesn't continue forever. It
normal ly peaks out.... Once you get past that point,
you start getting into anthracite and graphite, it’s
overly mature and you' ve run out of gas. And if it
hasn't found a honme by then, if it hasn't mgrated
into a trap, then it’s just been off-gassed to the
surf ace.

MR, USIBELLI said his organization is looking for gas that has
mgrated and has been sealed into a reservoir by tighter
formati ons. They have found sone reservoir rock and rocks
capable of seal. He explained that Cook Inlet has folds that
form donmes that contain accunulations. The Nenana Basin has

simlar-aged units and rock material, but until an exploration
well is actually drilled, they won't know for sure what the
formations are. A larger drill rig is required for a well in
Nenana than for a well in Cook Inlet, but smaller than on the
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North Slope. If they get a discovery, they would imediately try
to delineate the reserves to see if it is an economcally viable
field. He summarized, “lI guess the overall thing here is that
we're just getting started on this. The lion’s share of the work
i s ahead of us.”

10: 46: 00 AM — concl usion of Mtch Usibelli testinony

CO CHAIR RAMRAS said the soonest he figures Fairbanks would see
gas would be in 2016.

Some of the prom se that we’ ve discussed is, you know,
that we could find gas nearby, sooner, develop it and
then be able to leverage a distribution pipeline using
an existing right-of-way that doesn’'t require Canadi an
permts, doesn't require us to source the world s
steel supply for a year or two years, as Senator
St evens has i ndi cat ed.

He asked M. Usibelli how the Legislature could help accelerate
this process.

MR.  USIBELLI responded by first thanking the Legislature for
extending the tinmeframe for the exploration incentive credit
application, which it did last session, as these projects tend
to take | onger than anti ci pated.

CO CHAIR RAMRAS said Andex it is nore aggressive and that Norm
Phillips with Doyon indicated that they were ready to go at an
earlier date and asked himto coment on that.

MR.  USIBELLI replied that he wouldn't characterize Andex as
bei ng nore aggressi ve.

That was their roll as operator. Their roll as
operator in our agreenents was for them to propose
activity going forward. And our roll as participants
is to evaluate that early and for all of us then to
sit down and discuss that and deci de where we’re going
and that’s what we did.

He hoped to be prepared in the very near term so that if a
project doesn’'t get sanctioned on the North Slope and there is a
rig that would work at Nenana, they could make a decision to
comence drilling this winter. “So, | nean, that’s still not off
the table.”
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CO CHAI R RAMRAS asked what the expense conponent of getting the
next leg of the drill rig is.

An unidentified person replied that the initial well would
probably cost about three times as nuch as the initial seismc
program That’'s why they want to make sure the commtnent is
bei ng thoroughly evaluated in reacting to what’s happening with
the drill availability.

MR. USI BELLI added that they were potentially | ooking at putting
two holes in the ground in one season and that would cost $18
mllion to $20 million nore.

CO CHAIR RAMRAS pointed out that the hard dollar cost is the
next hurdle to overcone for a discovery. There was general
agreenent to that coment.

REPRESENTATI VE DAVI D GUTTENBERG asked what the tineline is for
setting up a drilling rig and then noving it and how many wells
could be drilled in a season.

MR. USI BELLI answered the nost they could drill is one or two
wells in a season

O course, you would want to see the results of that
first well... to decide then whether you are going to
drill the second well and where. So you nmay go in and
permt several sites and then determ ne where you want
to drill that second well, if you do it in the sane
season.

CHAI R WAGONER asked what would be the overall econom c inpact on
his coal business if producible wells were brought in in Nenana.

MR. USIBELLI replied that the price of whatever gas made it to
Fai r banks woul d be established by nmarket conditions and that has
to conpete with existing diverse forns of energy supply in
Fai rbanks. It would have an i npact.

That not just coal; but there’'s oil-generated power
here, there’s hydropower that’'s wheeled up from
Bradl ey Lake, there’'s Cook Inlet gas power that’s
wheeled up over the Intertie. So, Fairbanks already
has a fairly diversified power supply from various
sources and gas would have to cone in and fit into
t hat scenario and, of cour se, our costs for
exploration and devel opnment have to conme in |ess than
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what ever market price is. There’s a wi de range as you
saw from the earlier slides of what the price of gas
coul d be.

10: 54: 00 AM

SENATOR KIM ELTON asked what kind of a role he saw for the new
| andowner, the University of Al aska, and how would that interact
wi th his organization.

MR. USIBELLI replied that he hadn’'t had detailed discussions
with the University, but his assessnment is that they are sinply
getting a new |l andlord and that doesn’t affect their exploration
and devel opnent pl ans.

REPRESENTATI VE JOHN COCHI LL asked why his exploration plans head
to the southern part of the basin, but the deeper portion seens
to be the nore northern portion.

MR, USIBELLI replied that there were |ogistical reasons as well
as technical reasons for that plan. A lot of the historic data
that they are building on was located in the southern area and
they are trying to mtigate sone of the risk by using sone of
the preexisting seismc in the southern area.

REPRESENTATI VE COGHI LL asked what their season is for getting in
and out of the Nenana area and how they would control public
access.

JIM MERY, Doyon Limted, replied that the drilling season woul d
be in late January through the end of March with winter-only
exploration, at least in the early phases. Ice bridges would
have to be built across the Nenana River and access issues would
get solved when break up comes. |[|f devel opnent happens, nore
per manent access woul d have to be addressed.

CHAI R WAGONER asked if and when they were going to do any nore
t hr ee- di nensi onal wor k.

MR. USI BELLI replied that since they are |ooking at such a l|arge
area that has such sparse data, the conclusion was that 3D is
not justified economcally. They would probably zero in after
drilling, not prior.

10: 58: 00 AM
CO- CHAIR RAVRAS asked, with 3 TCF of gas in the basin
potentially, what is necessary to nake the gas econom c enough
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to be able to build infrastructure so that it is not stranded in
t he Nenana Basi n.

MR USIBELLI replied that was a difficult question to answer
because of the lack of known characterization of the reservoir
and the basin. If 3 TCF were there, that would clearly be large
enough to justify supplying Fairbanks and |ooking at the fact
that Cook Inlet has consumed 7 TCF in the |last 50 plus years.

CO- CHAI R RAMRAS asked Bob Swenson to comment on an article in
the “Journal of Gl and Commerce” that said the Nenana Basin
enj oyed the geology that would nake it the fraternal twin of the

Cook Inlet Basin. He also wanted M. Usibelli to elaborate on
250 wells that have been drilled in Cook Inlet and how that
m ght correspond to the nunber of wells that will be drilled in

t he Nenana Basi n.

11: 00: 59 AM

MR. SVENSON replied that one of the reasons it was called the
fraternal twin of Cook Inlet is because of the geologic system
that is present in both basins. They are both reservoirs and

sources of gas, but the differences are in the structures. In
Cook Inlet, gas was discovered early on as a by-product of oil
exploration. They were drilling for deeper oil and it along with

gas. Those formations were easy to find even on early 1060s
seismc data. Eight TCF of gas was found in the process and that
put themin a stranded gas situation.

The Nenana Basin, on the other hand, even though it has the sane
coal sandstone reservoir system that nakes it that fraternal
brother has a very different tectonic history. The way the big
folds are developed is sonewhat different. The Nenana systemis
along a mjor fault system Cook Inlet has an over-all
conpressi ve system He el abor at ed:

It’s very inportant on how conplex those faults are,
how conplex those structures are. In the Cook Inlet
you have very, very, large features with very little
faulting associated with it. Faults, in nobst cases,
turn out to be a problem because gas |eaks up those
faults. In the big fields, the Kenai gas field, the
North Cook Inlet field, the Beluga River gas field,

the faulting within that fold is very, very, limted.
That’s what’s going to be so inportant with these
folks work — is to identify what those structures
really look Ilike. Wth the current seismc data,
clearly t he structures are t here, but our
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understanding of those is limted. So, that's really
the difference that we have there.

In the Cook Inlet, | think it’s in a second phase of
exploration. The big structures have all been drilled;
there’s clearly additional potential, but the very

easy structures have been found and drilled out. So,
that’s in a very different phase of its exploration.
hope that answers your question.

11: 04: 00 AM

MR, USIBELLI concurred with his answer and added that another
difference is that the Nenana Basin is snaller than the Cook
Inlet and initial indications are that it is probably warner
than Cook Inlet, which is very cool. Therefore the shallow zone
where the biogenic gas is created is a nuch wi der w ndow.

That’ s one of the reasons Cook Inlet is so successful.
And the Nenana Basin, although it'’s smaller and
shallower, we think it’s a warner basin and one of the
advantages is that that deeper Thernogenic w ndow
woul d be hi gher and wi der.

REPRESENTATI VE COGHI LL asked how deep the first well would be
drill ed.

MR, USIBELLI replied that the units they want to identify are
10,000 ft. to 12,000 ft. down.

CO CHAIR RAMRAS commented that his sense is if he’'s from the
Kenai or the Cook Inlet region, he is starting to worry about
where he is going to get gas fromafter the year 2012, but if he
could be selfish and local, he is troubled with where he could
get sone relief for the cost of heating his home or business
ri ght now and asked for some optimstic conments.

11: 07: 00 AM

MR. USI BELLI responded:
If I were to characterize this, | would say that we
have guarded optimsm W’'re very optimstic that this
basi n, in general, has the <characteristics to

potentially be commercially viable, but that’s a very
different thing than going out there and determ ning
on your first drilling effort how the system works and
where it is.
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There is a difference between optimsm of the basin in
general and optim sm about whether you are going to be

successful in finding the discovery on your first
drilling effort out there. So, when | say |[|I'm
guardedly optimstic, | have to distinguish those two

from a technical standpoint and that’s where we're
comng from 1 think.

11: 08: 00 AM
MR. MERY, junped in saying:

| can do this a little differently.... Wat we're
| ooking for is basically enough gas for Fairbanks for
about 20 years, because with that cones conmtnent
from people |like Golden Valley and other folks to
actually take gas and do conversions to power - those
kinds of things. That puts it in maybe the 500 to 700
BCF of gas range.... | think it’s doable and you could
see gas here in Fairbanks in five years.

REPRESENTATI VE HUGH FATE asked if they had any plans to do 3D
seismc since it is much nore accurate in locating the
structures.

MR, USIBELLI replied that Usibelli Energy didn't have any plans
at this point for using 3D even though it is much nore accurate.
The problem is that the expense keeps them confined to a mnuch
smaller area to analyze. They are not at the point of
identifying a target that would justify reducing their look to
that one target.

CHAI R WAGONER said Cook Inlet has had the advantage of having
two or three pretty large world-class gas discoveries and the
chances of that happening again in the Nenana Basin or el sewhere
are very slim He asked M. Swenson to touch on the subject of

Cook Inlet being out of - not gas - but being out of inexpensive
gas.
11:10: 55 AM

MR. SVENSON replied that the large fields in Cook Inlet have a
nunber of different attributes that are unusual. Not everyone
thought in the beginning that those types of reserves would be
di scovered. There are a nunber of geologic reasons for that -
one of themis that Cook Inlet has stacked reservoirs. It’s not
like the North Slope where everything is in one reservoir and
one seal holds back all the gas and oil. He expl ai ned:
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If you have a fold, it wll be from 3,000 ft. down to
8,000 ft. in a bunch of different reservoirs. That
simlar system is active in the Nenana Basin and |
think you could say it’'s not that those large |arge
di scoveries are unreasonable in the Nenana Basin. |
think these guys will agree. | don’t think they would
be out spending the risk capital to be here to do that
unl ess they have the chance of finding that. It really
gets to what’'s the anount of data that we have, as a |
pointed out, and the quality of the data and.... |
don’t think it’s true that we can say that the Nenana
Basin does not have that chance. It’'s just given the
know edge that we have right now - it is part of that
distribution of probability that one of those big

fields could exist. It’'s what we know, what we know
about the basin right now suggests that nost likely it
woul dn’t be, but it certainly is part in reality of
t hat .

In reference to Co-Chair Ranras’ question earlier, he said:

| think it’s inportant to recognize this group of
explorers. This is the type of conpanies that are very
very inportant to us continuing on both in the Cook
Inlet as well as in the Interior Basins. It’s a very

risky project; it takes a lot of wherewithal to get
out and do this front line wildcat data and to go out.
So, I'mactually very proud of these guys if they have

the wherewithal to do that.

11:13: 00 AM
CO CHAI R RAVRAS asked if gas is found that is nore spread out,
how would it be brought to the gas treatnent pl ant .

Specifically, he asked:

Are the gas treatnent plants, are they going to be
sized? Can they be sized? Do they take a long tine to
construct? |Is there a great deal of permtting that
goes in to that? Do you have to analyze the gas to
find out what kind of nethanes and propanes are in it?
Is there anything in it that offers sone relief to
rural Al aska?

MR. MERY replied Thernogenic gas that mght be present in the
Nenana Basin in all |Iikelihood would contain propanes and his
group “has identified” stripping them out and wusing them
i nstate.
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MR,  USIBELLI followed up saying that the developnent and
construction of gathering systems would be covered under their
pl an of developnent if a discovery were made. He would want to
get gas to narket as soon as possible and Usibelli would
probably not wait to design, permt and build a full-capacity
pipeline to Fairbanks. It would look at having facilities that
would allow them to either treat and strip out certain gas
conponents or sinply to conpress or liquefy the gas and barge it
out to villages and truck it into Fairbanks - so they can get
established in the marketplace while pursuing a pipeline.

| agree with Jim You don't need the full 3 TCF
di scovery before you justify proceeding wth the
project. You need sonething smaller than that and you
don’t necessarily need to wait until you build a full-
sized pipeline to Fairbanks. There are ways of
starting to get the product to market prior to that.
And that should all accelerate the process.

SENATOR THERRI AULT asked him what kind of opposition he had
experienced in the permts they have applied for or if he had
experi enced organi zed opposition to their work so far.

MR. MERY replied that one area of concern is the Mnto Flats
State Ganme Refuge, although they are not currently interested in
that area. They enjoy a large well of support in both Nenana and
M nto communities. He hasn’t seen any red flags with respect to
this project right now

MR. USI BELLI added that when he toured the seismc program in
March, sone of the initial lines were already signed wth trap
| ines and marked up with snow nobile and dog sled tracks.

11:18: 00 AM

REPRESENTATI VE COCGHI LL said that answered a question he had on
access, because they have created an avenue for people to travel
on. He also wanted to know if they had run across barriers to
the new exploration style that the Legislature should know
about .

MR USIBELLI replied that Usibelli Energy is in the process of
submtting its first incentive credit application.

CO CHAIR RAMRAS said any tine the price of gas goes up, people

want to know if it’s the state’s gas and oil, why they are
paying such a premium for it. He asked how it would be priced
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and if the increnent of discovered gas was too small to justify
a 50-mle 24-inch dianeter pipe, what were the other neans of
transporting the gas and what would the tariff be. Wuld it be
off of the Henry price or nore tied into the cost of conpeting
forms of energy, in which case that doesn’t necessarily offer a
cost savings for Alaskans. It just offers an alternative to the
exi sting source of energy.

MR. MERY replied that even if you were pricing to the Henry Hub,
which is $5 to $6.50 MCF, there is alnbst a $10 savings on 1 MCF
of gas conpared to fuel oil today, a huge savings.

11:22: 14 AM

CO CHAIR RAMRAS surmsed that they didn't have find the full 3
TCF in order to be able to introduce |larger quantities of gas to
the Fairbanks nmarket. He asked Chair Wgoner to detail the
nature of how gas in Cook Inlet is delivered to a honme in Kena
as opposed to the delivery nechanism Fairbanks, which is an
anti quat ed nmet hod of trucks, sleds and vehicles.

CHAIR WAGONER replied that some wells had just been drilled
around Ninilchik. That involves commercially producing a well, a
pipeline to deliver, a step-down station to reduce the pressure
and to odorize the gas and then delivery into the hone.
Anchorage has a pipeline system basically up both sides of the
Inlet. For Fairbanks, the gas is first pressurized in Anchorage
and then shipped and injected into Fairbanks systens. He said
that LNGis a lot better product to do that wth.

CO- CHAIR RAMRAS said he wanted gas for Fairbanks and doesn’'t
want to wait for a North Slope line to be built. He related that
| ast year Fairbanks was dangerously close to not having any gas
because an avalanche had closed the road into town. He was
interested in how the cost of a project could justify the
delivery of 3 TCF if gas is trucked 50 mles instead of 350.

CHAIR WAGONER related that, Ninilchik, one of the recipients of
the gas, was going to install a pressurization and odorization
station and a distribution system It was estinate that it would
save one of the small schools there of a mininmm of $27,000. If
that savings is projected into a community the size of
Fai rbanks, that would be a trenmendous anount of nobney saved.
Beaver Loop field is very small, but comrercially viable and
that oil is trucked continuously into Kenai. “So, there are
ot her methods of doing it and doing it on an econom c basis, but
hopefully we get nore gas than that out of the Nenana field.”
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MR. SVENSON added that the anmpunt of oil found is an inportant
point and |long-term supply would attract different industries to
the Fairbanks area, but if the user base is snall that would
affect the return on investnent, also.

CO CHAIR RAMRAS noted that the difference in the price of gas
bet ween Anchorage and Fairbanks is the tariff, which consists of
the pressurization and a 350-mile truck run, “And we’'re going to
find out how much that is!” From his Fairbanks perspective he
exhort ed:

| know that home heating oil is at $2.39 a gallon
right now in Fairbanks and it’s too nuch. It’s going
to be a painful winter for low incone, fixed incone,
and two-inconme earning famlies this year and if we
don’t figure out how to get sonme relief into our

community long before we see a gas l|line that cones
dowmn from the North Slope, it is going to be very
difficult to live in Fairbanks and enjoy the sane
quality of I|ife that we've had for the last 10
years. ...

MR. BANKS r esponded:

My cal culation would get gas from the North Slope to
Fai rbanks for |ess than what buyers down in the Lower
48 would be paying for gas, sinply because of the
difference between the transportation all the way to
Al berta and the Lower 48 versus the transportation
cost to just Fairbanks. So, at the outset, residents
of the Interior wll enjoy that difference in
price....

But the fact renmains that a pipeline all the way to
Valdez or to Alberta wll be carrying gas to a
mar ket pl ace and that the anount of gas that can be
used by Fairbanks or even Alaska in general in Cook
Inlet will remain a very small portion of that. So,
the economic driver that gets the pipeline built and
gets the developnment in other gas resources in the

North  Slope that will eventually  support t he
construction of such a large pipeline will be driven
by Lower 48 prices. And, as | pointed out, that’s
precisely what we’'ve seen over the years for the
supply of crude oil in Alaska — that our refineries

enjoy a lower cost of crude oil than do refineries in,
say, on the West Coast. And as a result, take ny word
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for it, we are paying less for gasoline here in Al aska
t han our neighbors in California or Wshi ngton.

REPRESENTATI VE BETH KERTTULA asked what kind of return Al aska
gets at production.

MR, BANKS answer ed:

Right now, |I think the licenses there would convert to
| eases with a 12.5 percent royalty. Production taxes
will depend on what kind of economc limt factor
(ELF) m ght apply should one apply there and also the
kind of incentive credits that will be permtted. But,
at least, we can say that 12.5 percent of the gas at
the nonent will be the state’s royalty.

MR. BANKS said that 12.5 percent is the statutory mninum for
new |eases and royalty can be reduced under very special
provi sions of the | aw

CO CHAI R RAMRAS noted that nuch of the Nenana Basin was in the
University land transfer and so the royalties would accrue to it
and not the state.

REPRESENTATI VE KERTTULA asked if any of the state’s incentives
currently require any kind of price limt to consuners.

MR. BANKS replied no. Either you have an incentive if prices are
low or alternatively there could be sone kind of penalty if the
price of fuel oil or gasoline were too high. That begins to | ook
| i ke an excise tax.

SENATOR THERRI AULT commented that the difference in price for
gas between Al aska and the M dwest was a FERC i ssue and:

W will not have to pay the rate as if the gas were
shipped all the way to the Mdwest, because it 1is
taken off in Alaska and frees up capacity. That’s one
of the things that FERC, | think, |ooked out for the
state of Al aska.

He said it has been stated that the Interior comrunities support
gas devel opnment, but the opposition often conmes from outside the
state and he wanted to know if they were experiencing that. He
al so wanted to hear about bottlenecks in the state permtting
system so they could be renoved.
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MR, USIBELLI related that comments in opposition to devel opnent
were filed during the best interest findings, but he didn’'t know
how t hat woul d i npact getting permts.

SENATOR THERRI AULT asked Chair Wagoner what part of his
constituency is served with natural gas.

CHAI R WAGONER guessed about 75 percent.

SENATOR THERRI AULT said that a ot of his constituents are rural
so they don't even get cable TV, but in a town |ike Anchorage a
mle of pipe could serve 100 homes. Getting the gas into hones
changes the dynam cs of the tariff.

CHAI R WAGONER said that’s why the other percentage of people in
his district didn’'t have gas.

CO CHAI R RAVRAS remarked that the two senators were illustrating
the <correlation he’d like to draw between Fairbanks and
Anchorage. Anchorage is a Jlarge comunity wth gas pipe
avail able. Fairbanks natural gas would have to have the
rationale and the economic justification to fund a gas grid. It
woul d be easy to beat the price of trucking gas 350 mles versus
50 mles, but not so easy to replicate the infrastructure that
Cook Inlet already has. The idea is to get cheaper energy to
Interior and rural Al aska.

CHAIR WAGONER stated that sonme people have hydro-generated
el ectric heat as a backup to oil or gas.

11: 51: 00 AM — Lunch Break -

CO CHAI R RAMRAS reconvened the neeti ng.

CURTI S THAYER, Enstar Natural Gas, opened his comments saying
that Enstar was established in 1961 shortly after discovery of
natural gas in Cook Inlet and it currently serves over 330,000

Al askans. It has 121,000 neters spinning at hones and
busi nesses. It owns and operates 3,000 mles of distribution
mai ns and hi gh-pressure gas transm ssion |lines and about 2,600
distribution mains. Its direct inmpact on Al aska s econony is
approximately $170 mllion. He said their expertise is in the
conpression plant, engi neering and construction, pi peline
engi neering, envi ronnent al permtting and construction
managenent. Its nost recent project was the Kenai Kachemak Bay

pipeline, a 33-mle pipeline that brought in the new fields
south of Ninilchik that cost $540,000 per mle.
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For perspective, he said Chugach Electric, the second | argest
utility in the state, has 69,000 neters and Golden Valley
Electric has about 40,000. H's slides indicated that the LNG
pl ant uses 39 percent of the gas in Cook Inlet; Agrium uses
about 27 percent; Enstar uses about 18 percent; and Anchorage
Li ght and Power and Chugach El ectric uses about 16 percent.

MR. THAYER said that Enstar’s delivered cost to the Fairbanks
consuner at the burner tip is $5.11. Fuel oil was $13.28. H's
slide conpared that to propane and electric conpanies as
recently as this spring. He expl ai ned:

If the consuners in Southcentral Al aska switched to

fuel oil, it would junp from $140 nillion per year
that the consuners pay in Southcentral for natura
gas, the next |lowest cost is fuel oil at $553 mllion.

So, right now there is over a $300 mllion difference.
That’s why we are so concerned and we are looking to
Fai r banks, the Nenana Basin and the North Slope gas to
hel p keep natural gas flowing in Southcentral and in
t he Fai rbanks homes.

Enstar’s rates are adjusted every Decenber and nore than half of
their contracts are based against the 36-nonth trailing average
of Henry Hub prices. He anticipated that the price of gas would
go up 17 percent this next year.

CO CHAI R RAMRAS commented that his figures were the crux of this
di scussion — how to replace the energy source, provide the sane
anount of BTUs in their hones and yet inject nore disposable
inconme into the |ocal econony w thout governnent doing anything
except facilitating.

MR. THAYER said when this slide was produced on June 21, he took
the Henry Hub price of $7.80 - and for the tariff used what

Enstar charges its custoners, about $1.12 per MF - and
converting the anmount of fuel oils to MCF, cane up with a $15
mllion difference. “It was a snapshot in tine.”

COCHAIR RAMRAS remarked that this followed along with the
savi ngs Chair Wagoner was nentioning earlier.

SENATOR THERRI AULT said he thought M. Thayer’s graph overstated
the savings sonewhat, because a |ot of the population is so
spar se.
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MR. THAYER agreed, but added that custoners who get access to
the natural gas would be cutting their bill by 40 percent. He
said that Kenai and Mat-Su have devel oped mechani sns that allow
the system to expand. For instance, the borough |ends noney to
nei ghbor hoods to convert into user districts.

He expl ai ned the next slide, which graphed gas supply and demand
using Departnent of Energy 2004 figures and those |ines
intersect in 2012. The gas and electric utilities don't have
access to a good portion of the gas because it’s dedicated to
the Agrium Plant or the LNG plant. He hoped to have sone gas
under contract wthin the next three to six nonths, but he
couldn’t contract it for five years at a tinme. “W’'re putting it
together a little bit at a time with various producers.”

MR. THAYER said the real reason they are here today is to see
how North Sl ope or Nenana Basin gas can cone to Cook Inlet via
the Parks Hi ghway. Initially, they estimated the spur |line could
cost up to $500 million, but that’s truly debatabl e dependi ng on
the price of steel, which is the biggest unknown. Enstar
engi neers have said a 24-inch line wiuld be needed to continue a
supply of about 1 BCF per day into Cook Inlet and estinate there
is plenty of gas both on the North Slope and in Cook Inlet to
supply Sout hcentral Al aska and Fair banks.

He said that the Alaska Natural Gas Developnent Authority
(ANGDA) is also looking at the Richardson H ghway as a possible
route into Southcentral Alaska. The advantage to the Parks
H ghway route is the fact that gas is along the proposed route

in the Nenana Basin. He noted that Enstar has a 10-inch line
under Turnagain Arm that was built in 1960 that is still in
service today. To neet denmand, another 20-inch line was built
under Turnagain Armin the 1980s and any future spur |ine would

be a long-termgas I|ine.

Enstar asked the question, “Do you support a spur line?” on a
poll and 85 percent of 1its respondents including people in
Ket chi kan and Juneau said they do. Enstar, Arctic Slope Regional
Corporation and M chael Baker Engineering will soon comrence a
$3 million conceptual study of a Parks H ghway route. A recently
passed highway bill nade an additional $2 mllion available for

this study that should be done within the next 12 to 18 nonths.
Some of the routing issues are environnmental and permtting,
potential resource devel opnent, right-of-way ownership and the
soci al and econom c i npact anal ysis.
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CO CHAI R RAMRAS asked how nuch gas woul d be needed in the Nenana
Basin to economically justify building a pipe along the Parks
Hi ghway from Nenana up to Fairbanks or down to the spur

MR. THAYER responded, “W Ilike the 3-5 TCF nunber.” He added
that the study would consider both North Slope and Nenana Basin
gas.

CO- CHAI R RAMRAS asked if the line could be increnental and coul d
the Cook Inlet line be retrofitted to connect to the North Sl ope
line once it is on-line.

MR. THAYER replied yes and his next slide was an overview of the
various lines, but he said, “By no neans are we picking sides
until the studies are done. It just happens that sonebody has to
be primary and sonebody has to be secondary on a map.” The next
slide was a tineline of 2009 — 2010 if a spur line proves to be
possible. The two biggest unknowns were permtting and RCA
review, both government functions.

COCHAIR RAMRAS said the other tw factors that would be
integrated with Enstar’s tinmeline would be the discovery of gas
by Doyon and Usibelli and the third conponent would be creating
the pipe to get to the demand that woul d exist in Fairbanks.

MR. THAYER replied that was right. He summarized that Enstar has
partnered with the Departnent of Energy, Muinicipal Light and
Power, Chugiak, Artic Slope Energy, Mchael Baker, and the
Al aska Natural Gas Developnent Authority and all concerned
parties in working together on how to bring gas to Southcentra
Al aska and Fai r banks.

SENATOR THERRI AULT said he thought storage <challenges in
Fai r banks woul d be even greater than in Southcentral.

MR. THAYER agr eed.

REPRESENTATI VE PAUL SEATON rel ated that Cook Inlet has very dry
gas (Biogenic) and that Nenana gas mght be very wet
(Thernogenic), but M. Thayer’s slide showed the wet portion
bei ng nore expensive than fuel oil. He asked if he anticipated
propane com ng out of Nenana Basin would be higher than fuel
oil.

MR. THAYER replied that he wanted to defer that answer to Harold

Hei nze, because Enstar is not in the propane business. He said
the slide did not take wet or dry gas into account.
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SENATOR RALPH SEEKINS remarked no nmatter what route was used
there would be simlar challenges in terns of danger to
t hr eat ened speci es, geol ogical formations, et cetera.

MR. THAYER agreed and said the idea of the study is not to
recreate information that exists, but to try to pull all the old
information from the last 10 or 15 years together and conpare
the differences. “W’re going to get a rough estimate....” The
Parks Hi ghway has three possible corridors - the Highway
corridor, the Railroad corridor and the Intertie corridor. A gas
pi peline could conme through any of them or a conbination
t her eof .

CO- CHAIR RAMRAS said the next presenter would be Dan Britton
from Fairbanks Natural Gas and asked him to, along with his
presentation, keep in mnd the issues of «creating of the
sourcing of energy, Enstar’s desire to build a pipe with an
adequate supply of hydrocarbons and connecting the demand wth
t he pi pe.

DAN BRI TTON, Fairbanks Natural Gas (FNG, said the conpany was
started in 1997 and the idea was to bring a natural gas
alternative to the Fairbanks conmunity. The desire was to stay
conpetitive with the other energy sources. He explained that
Northern Eclipse buys its gas at the Cook Inlet and Beluga
fields; Enstar transports it on Fairbanks Natural Gas’ behalf to
a facility located near the Little Susitna Recreational Area.
The facility liquefies the gas to a cryogenic tenperature to -
260F for storage. He said that natural gas will not turn to a
liquid as a result of conpression alone; it needs to be cool ed
al so. One-gallon of LNG will expand 600 tines and propane stays
liquid at anbient pressures and tenperatures.

Once the gas is liquefied it is transported in trucks to
Fai rbanks where it is stored in large vessels until consuners
are ready to use it. Then it is reheated back to a gas and
di stri but ed.

CO CHAI R RAVMRAS asked what it would cost to replicate the Pt.
McKenzi e LNG conpression plant to transport gas from Nenana to
Fai rbanks if there was not enough of it in the Nenana Basin to
warrant a pi pe.

MR. BRITTON replied that Fairbanks Natural Gas has estimated
that a liquification plant right now would cost $6 nillion to
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$10 mllion. This didn’t include the trucks or storage once it
reaches Fairbanks.

CO CHAIR RAMRAS noted that trucks are available since they are
bei ng used now for the |onger distance from Anchorage.

MR. BRITTON replied that their trucking expense would go down by
30 percent. The trucking conponent adds approximately $1.50 per
MCF, not including the cost of the LNGtrailers, thenselves.

SENATOR THERRI AULT poi nted out that people would not be able to
have an LNG bottle outside their homes as they do currently for
propane just because of its storage requirenents.

MR. BRI TTON agreed and said that natural gas can be distributed
through a pipe distribution system as conpressed gas or LNG
Conmpressed gas is not very efficient because the space required
to get enough energy to serve a hone would require a very large
tank with very high pressures. LNG requires very capital-
i ntensive equipnment and therefore, for a residence, it’s not
economi C.

CHAI R WAGONER asked what the cryogenic process adds to the cost.

MR. BRITTON replied that it depends on the capital cost of the
storage facility, but operation-wise it probably adds $.50 to
$1. 00 per MCF.

CO CHAI R RAMRAS asked how many MCF would a residence burn in a
nonth during the winter.

MR. BRITTON replied that FNG uses an average of 190 MCF per year
for its nodeling, but that can vary widely. The nonthly peak is
usually 2.5 tines the average in Fairbanks.

CO CHAIR RAMRAS recapped that their best estimate in savings
woul d be $1 from shortening the haul from Anchorage to Fairbanks
to Nenana to Fairbanks, and the additional savi ngs of
approximately $1 that Chair Wagoner nentioned of regasification
i n Fairbanks.

MR. BRITTON agreed and said that it takes 1.2 MCF of gas to
liquefy 1 MCF of gas so there is a loss in efficiency converting
LNG to begin with. This doesn’t take into account the capital
conponent of the facility, the trucking, the trailers or the
storage and the vaporization. “Those are the conponents that are
different than a conventional pipeline source.”
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CO CHAIR RAMRAS asked if it is cheaper to heat the sane size
hone on heating oil or natural gas with his present delivery
system

MR. BRITTON answered that he has a slide that conpares the
historical and current pricing of gas versus oil. Today their
gas to a residential custoner is a little below $1.60 per
gallon. The current price of fuel oil to a residential custoner
is $2.39 or so.

CO CHAIR RAMRAS specul at ed t hat t he l'iquification

regasification and transportation would cost about 20 percent of
the gross volune to Anchorage and Fairbanks would be paying a
conponent to regasify it again and the tariff is around $2.50
per MCF.

So if, in fact, you were able to back out of those
costs and you had just a straight pipe and whatever
the tariff would be, Curtis Thayer and Enstar, whoever
the pipeline builder would be, the savings would
actually stair-step down from the $1.60 per gallon
equivalent to sonmewhat Iless than that. s that
correct?

MR. BRITTON replied yes, but he pointed out that he would not
have the advantage of having long-term contracts. Thei r
distribution tariff would be slightly higher than Enstar’s given
the facts that their customer base is smaller and their

investnments are newer so the depreciation is higher. “W would
be closer to Enstar, although we’d still be slightly higher than
Enstar.”

CO CHAI R RAMRAS supposed that the efficient market for natural
gas would be to discover a sufficient anount of gas in the
Nenana Basin to warrant the construction of a 50-mle pipe and
delivery right to custoners. He remarked:

And every tinme that we back away from that, we get
| ess efficient and we | oose a volunme of product and we
add steps.... Even with all of those things, you're
saying that the cost to heat Chair Wagoner’s gas hone
is two-thirds of the cost of what it is to heat ny
hone on honme heating oil presently.

MR. BRITTON replied yes - based on prices today. He presented a
series of slides showing where the conpany started with its
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di stribution system and how it mght continue to evolve. He said
t hat Fai rbanks has such extrenmes in tenperatures that everything
that gets built has to get built for that peak day. That
includes the distribution system LNG production and storage.
“So, utilization of your capital is very difficult. If your peak
day is tw and half tines what your average is, it becones a
very difficult thing to deal wth.”

CO CHAI R RAMRAS asked how cl ose Fairbanks was to running out of
nat ural gas when the aval anches occurred | ast w nter.

MR. BRITTON replied that after the avalanche, their delivery
trucks were rerouted through d ennall en.

REPRESENTATI VE BI LL STOLTZE, asked a question about permtting.

MR. BRITTON replied that FNG has good relations with the RCA

[ Regul atory Conm ssion of Al aska], the <city and borough
government and DOTPF in obtaining their rights-of-way and, to
dat e, its investors have borne the <cost of all their

di stribution expansion, not their custoners. He thought that
Enstar would all ow custoners to pay into its capital cost.

MR. THAYER added that in comunities where it’s not cost
effective to serve people with natural gas, the boroughs have
allowed residents to form assessnent districts. They petition
t hensel ves and by a super nmjority vote to assess thenselves for
bringing a natural gas line into an area. Once the line is
extended into an area, the honeowners reinburse the borough with
a $20 service charge and a per household tariff.

He related that the RCA operates under a cost causer/cost payer
process. As the cost causer, the RCA would need to pay those
costs. One of the biggest reasons N nilchik could not afford to
have gas is because the regulating station would cost about
$225,000 and the honeowners would have to absorb that cost.
However, he rem nded them that honmeowners are given a credit
based on an estimate of how nuch gas their hone or business
would be allowed to use. The estimated cost to extend a |ine
into an area is based on Enstar’s construction costs from the
previous year. This year, it was estimated to cost about $8.81
per foot to bring a nain line in.

CO-CHAIR RAMRAS clarified that Fairbanks Natural Gas does in
Fai r banks what Enstar does in Anchorage. But Enstar’s role is
different in building a pipe from Nenana to Fairbanks than the
present capacity Anchorage enjoys.
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MR. THAYER added that Al aska Pipeline Conpany is the subsidiary
that operates their 450 mles of transm ssion |ines.

CO CHAIR RAMRAS asked what the cost per mle is to lay down
residential pipe.

MR BRITTON replied that FNG uses $100,000 per nile as an
aver age.

MR. THAYER replied that Enstar uses $8.81 per foot.

MR. BRITTON speculated that Enstar could be blending costs
because they are doing a |lot of new construction and those costs
are significantly lower than putting infrastructure in existing
roadways |i ke FNG i s doing.

CO CHAIR RAMRAS asked M. Thayer if he thought the economc
growt h of Fairbanks is inhibited by high-energy costs.

MR. THAYER replied that Fairbanks would boom if it could |ower
the cost of its energy by 40 percent.

CO CHAIR RAMRAS asked M. Britton if FNG focuses on getting
lines out to the large industrial users because there is no
guar ant ee honeowners woul d convert to gas.

MR. THAYER replied yes. Enstar has a |limted anount of capital
and it | ooks at the best use of that capital in any given year.

CO CHAI R RAVMRAS thanked both gentlenmen for their presentation
and announced that Kate Lamal would testify next.

KATE LAMAL, Vice President, Power  Supply, ol den Val l ey
Electricity Association (GVEA), explained that their lines go
north to Fox on the Steese H ghway and down to Delta where there
is a lot of growh. She wanted to nake three basic points. One
is about mning and econom c devel opnent in the Interior and how
energy prices can be stabilized, as well as affordable. Another
point was that GVEA has the ability to add generation as needed
to serve new loads for large mnes that are under devel opnent.
And lastly, she wanted to show how natural gas could play into
their future and what they feel is natural gas’s conpetition.

She said that GVEA currently serves two large gold mnes, Fort

Knox and Pogo, and showed the commttee a map of possible
connections to other wutilities and industry. She said that
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Gol den Valley is fuel diverse and that’'s one of the best ways to
keep power cost stable and relatively low They use coal, oil
hydro, natural gas and are currently building a power plant that
will be fueled on naphtha. A couple of Ilowcost long-term
contracts with Chugach and M&P are expiring and they are
tal ki ng about what happens when these utilities run out of their
cheap natural gas.

M5. LAMAL al so noted that Fort Knox would be closing in the next
couple of years and one of the ways Colden Valley will try to
neet low growth in the future is by building a new power plant
fueled with naphtha, a |ower value product with very good val ue
in the existing quality bank. The new units are dual fuel and
can easily be switched to natural gas if it becones avail able.
Al so, Golden Valley owns the 2.3-mle pipeline that brings oil
fromthe TAPS into the refineries. If natural gas does come from
the North Slope, GVEA has an existing right-of-way, an existing
pi peline and the expertise to operate it to bring it into the
North Pole facilities. She explained another efficiency of using
naphtha is that the exhaust gas fromit wll go through a once-
t hrough steam generator that runs a steam turbine - and, she
enphasi zed, for just the price of the gas turbine and the once-
t hrough steam generator, GVEA's output wll double. It can go
from a 60-negawatt unit to 120-negawatt wunit in a very short
time.

She said that Nenana gas would be very attractive to GVEA, but
it would be conpeting with other fuels from the perspective of
the electric utility. She expl ai ned:

First of all, there is abundant coal in the Interior.
W currently have a coal-fired power plant in Healy.
That plant is running extrenmely well. 1t’s breaking

all of its old records; it’s 37 plus years old. It’s
been retro fit with emssion controls and it is very

cheap, particularly with the escalating oil prices
that we’'re seeing right now That's going to be the
conpetition of natural gas — is going to be against

coal, for one thing.

Natural gas is also going to be conpeting against
products that refineries nmay want to sell to the
utilities in the state at a lower price if they see
the conpetition comng forward. And lastly, and being
very realistic when | say natural gas is going to be
conpeting with wind, wind or alternative energies wll
never replace our fossil fuel. However, when the
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utilities have to make capital investnents and they
have to do that particularly the investnents where
therees no growh to support those investnents. |If
they can offset higher cost fuel, wnd becones nore
attractive. So, that’s what happening here — is that
t hr oughout the country wnd IS becom ng nor e
attractive as we have these escal ating fuel prices.

CO CHAI R RAMRAS t hanked her very nuch for her presentation. He
announced that BILL BOYCOIT, Agrium was not able to attend and
that Harold Heinze would be the next presenter. He noted that
power cost equalization is an inportant issue and he would go
over gas and propane as a rural energy mx. He asked him
specifically to put on his 20-year hat to consider how they may
better serve rural Al aska.

HAROLD HEI NZE, Al aska Natural Gas Devel opnent Authority (ANGDA)
explained that he is a state enployee who |ives in Anchorage
where the commttee has just established that energy is cheap
and they have a little bit of a supply problem and he is sitting
in Fairbanks where energy is expensive and he is going talk
about where energy is really nuch nore expensive than in
Fai r banks.

He presented a chart of benefits the ANGDA nade up when it first
started in 2003. He enphasized that he has consistently found
that all Alaskans want to know how they can get cheaper energy.
It seenmed so |ogical that when the pipe crossed the Yukon River,
why woul dn’t sonmething be done at that point to nove the energy
up and down it. He believes that Fairbanks will get gas going
through their town sonewhere. Cetting gas to tidewater opens up
ot her kinds of things that can be done with coastal conmunities.

ANGDA just finished a propane study revealing that the |ogistics
of energy distribution in A aska needs to be inproved. He said
that flying around 100 tanks of propane in planes is not very
efficient, but if you want to get nore efficient, you could
deliver propane in a system of tanks much |ike people use for

filling up propane tanks for their grills. Take your enpty
propane tank into your hardware store and pick up one that’s
full in return. Everywhere barges went and everywhere containers

were delivered, propane could be delivered in those kinds of
tanks. These kinds of systens dramatically inprove efficiency.

The other part of inproving the cost effectiveness of the system

is how things get financed. Womng has a natural gas
devel opment authority and all it does is provide the financing
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for pipelines. It estimates is has nmade the state of Womnm ng
about a half a billion dollars a year. It acts as the broker
bet ween t hose people who explore for gas who need a pipeline and
t hose people who build pipelines, but need gas discoveries. As
the honest broker, they close the deal. “Those opportunities
exi st throughout Al aska....”

A PND study |ooked at the logistical problenms associated wth
mari ne delivery of propane to 10 coastal comunities. It found
that one of the biggest factors affecting cost was having a
limted period of tinme to get supplies into a port and that
woul d have associated |arge storage costs to store a whole
year’s supply. A lot of things were found to inprove |ogistica
systens other than building pipelines, like establishing a
couple of distribution centers from which people could barge gas
to their comrunities.

MR. HEI NZE showed slides conparing energy prices and said he
found that propane could help sone individual hones reduce their
energy costs by being used for cooking and water heating. For
power generation he found only a few exanples where he would
consider even using propane to nake electric power. The study
indicated that it would be very easy to make 40,000 to 50,000
barrels a day of propane in Alaska and the current rate is under
2,000 barrels a day. The study suggested that wusing 10,000
barrels of propane a day would be a reasonable growth nunber for
the longer termin Al aska.

The next couple of slides presented facts about a possible spur
line from Delta Junction to dennallen and Palnmer. He said,
“What is obvious to us, at least, is that this is a very
feasible out. W’'ve done enough work to feel very confortable
with it.” One of the advantages of this route is that half of it
can be put in the TAPS right-of-way and that would cut down on
construction tinme, in particular. This project could be used as
a prebuild into a big project if the big pipeline noves forward.
Producers have indicated they would take the first five to seven
years to deal with design and permtting and all the |ogistics
that it takes. ANGDA estimates that a spur line could be built
in five to seven years. He enphasized how inportant it was to
have a couple of comercial custoners to nake a spur Iline
econom cally viable and ANGDA has | ooked at how to make sure the
i ndustrial customers are there and how best to fit them into
paying the bills.

CHAIR WAGONER said sonmeone talked to the Senate Resources
Commttee about barging gas into sone of the Southeastern
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communities and asked if he had any interaction wth those
f ol ks.

MR. HEINZE replied that the gentleman’s nanme was Frank Havasack
and his conpany holds certificates of utility type service to a
nunber of communities up and down the coastal area. H's concept
was to bring propane into the area and have a piped distribution
system in the conmmunities. But at this point, ANGDA has not
worried very nuch about how to distribute gas wthin the
comunities, but rather about getting it to a distribution
center on the beach and unloaded. Private entrepreneurs would
figure out what to do with it fromthere.

The advantage  of propane is that it is so
transportable in so many different ways in smaller
guantities. Again, that’s why when we |ooked at the
Yukon River first. It just seened a natural to want to
be able to use sonething there in terns of propane.

REPRESENTATI VE GABRI ELLE LEDOUX asked if he was working with the
Denali Comm ssion, which has bulk fuel storage tanks in many of
the rural areas.

MR. HEINZE replied no, they are not working together, but he is
aware of what the conmi ssion is doing and he has done his best
to make it aware of what he is doing. He hoped sone of the
things ANGDA is doing would help them nake sone decisions
because the Denali Comm ssion has been dealing with sone very
bad bul k storage probl ens.

SENATOR SEEKI NS asked if the study showed that propane woul d not
necessarily reduce the cost of electric production in rural
comunities.

MR. HEINZE replied that the study showed that at a household
|l evel, if there was plenty of propane and an efficient
distribution system for it, you could probably help |ower sone
portion of the energy cost of every household in Al aska.

CO CHAIR RAMRAS thanked him for his presentation and announced
that Steven Denton would make his presentation next on the
econon ¢ i npact of gas on coal in Fairbanks.

STEVEN DENTON, Usibelli Coal Mne, said sone people think that

coal is just going to go away when gas cones to Fairbanks, but
both resources are there in such abundance that they should be
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| ooked at as being conplenentary parts of an econom c engine,
not as one excluding the other.

He focused his presentation on production of electricity. He
said that stability is necessary, as M. Lamal stated, but for
big mning projects it’s inperative to have |ow cost energy
al so. Coal prices have been very stable over the long haul and
there is every reason to expect they will continue to be stable
in the future. But where gas prices are going is anybody’s
guess. One graph indicated that states wth the higher
percentage of coal in their mx enjoy |ower electricity rates.

Most of hi s information cane from Energy I nf or mati on
Adm nistration (EIA) data that is available on a huge website.
It says that coal will stay stable and that natural gas is $6

MBTU for electrical and industrial wutilization, very close to
the Henry Hub price. It’'s now peaking out at around $9.

R W Beck, an engineering firmthat has a | ot of experience in
the energy industry, was comm ssioned by the Railbelt Energy
Uilities to perform a study in 2004. It recomended buil ding
new coal -fired 150-nmegawatt power plant at both ends of the rai
belt for cost saving purposes and for diversification. It also
reconmmended going to nmuch larger units than are being used now.

Anot her slide showed two prices that were conservative on the
coal side, but optimstic on the gas side - $5 MBTU for gas and
$1.50 for coal delivered fromHealy into the Southcentral Basin.
El ectric generation cost about $47 per negawatt hour for coal
and about $52 per negawatt hour for natural gas. Another slide
showed a savings of $10 mllion per vyear using a coal-fired
power plant while a gas one was being built. Paying off the debt
on a coal plant would save over $1 billion in present value for
Rai | belt energy consunmers wth a 150 to 200 negawatt power
plant. “That’s not an insignificant savings and it’s sonething |
don’t think that we can afford to ignore in our planning going
forward.”

MR. DENTON said that Usibelli Coal has 350 to 400 direct jobs,
depending on how they are categorized. Putting in the new coal
burning units would probably generate around 200 nore jobs in
the state. He reiterated that they need to look for diversity in
energy creation and the challenge is to use those resources in
an appropriate and prudent fashion.

He wanted to address the notion that coal is a dirty fue
sayi ng:
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| think that’'s probably an accurate statenent if you
have sonebody with an old potbelly stove with no
controls on it sitting in one house and a guy with a
gas burner in the other. That’'s a valid statenent and
for those kind of things, that’s another reason why |
woul d not expect coal to becone the fuel of choice for
people to heat their house and cook their eggs in the
norning and that sort of thing, but coal is subject
for electric power generation to exactly the sane
regul ations that all other fuels are. You have to neet
the sane regulations and even for a power plant, any
fuel burned in a power plant, burned inproperly is
going to be a big polluter....

SENATOR SEEKI NS asked how nmany years woul d the Healy coal source
be able to supply electric generation.

MR. DENTON replied about 200 years at current consunption based
on their current |eases.

SENATOR SEEKI NS asked where Usibelli’s coal bed nethane plans are
in ternms of exploration.

MR. DENTON replied that they are behind the Nenana Basin project
and he had just been mailed the draft best interest finding from
the state. Usibelli had applied for |eases under the old shall ow
gas-leasing program and it is now going through the exploration
| icense process and is several nonths away from having that
license in place - and about two years away from doi ng anything
meani ngful out there — sinply because their attention is really
focused on the Nenana Basin right now.

SENATOR SEEKI NS asked the status of the clean coal project in
Heal y.

MR. DENTON replied that Golden Valley Electric and Al DEA were
negotiating the separation of the plant and he was not involved
in those negoti ati ons.

REPRESENTATI VE JEANETTE JAMES asked him to conmment on the
gasification of coal and its potential as an energy source.

MR. DENTON answered that natural gas could be nade from coal

but it should be wutilized as feedstock for things Iike
petrochem cal industries and hydro-production. He thought that
was where the future of gasification lies. The process produces
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hydrogen and carbon nonoxi de and those can be refornmed to nake
any nunber of things, like diesel fuel.

So, if you can take $1.00 to $1.50 coal and even
tripling the cost of converting those BTUs to liquid,
you' re still way ahead of the ballgane.

SENATOR THERRI AULT asked if the coal-fired plant in Mt-Su had
progressed at all.

MR. DENTON replied that he couldn’'t speak specifically for Mat-
Su Electric, but their engineers trade data back and forth to
see whether it is the best thing to do in the long run. He
hadn’t heard any announcenent.

SENATOR THERRI AULT asked if anything had happened with Anchorage
area generators.

MR. DENTON replied that it was very quiet.

CO CHAI R RAMRAS thanked him for his presentation and said that
Rocky Pavey would be the next presenter on conversion of hone
heating oil to natural gas.

ROCKY PAVEY, Rocky’s Heating Service, started by assum ng
they’ve got gas in the Nenana Basin. Honeowners and snall
busi ness owners are excited about natural gas for four reasons
in Fairbanks. Nunber one is because it’s clean; nunber two is
it’s convenient; nunber three is it offers an amazing array of
choi ces; and nunber four is it’s cost effective.

MR. PAVEY expl ained that by clean he neans when he services a
furnace, he gets his brushes out and cleans away the soot and

it’s nasty — even if it has been burning clean all year. |If
natural gas is set up properly, you can cone back five or six
years |ater and the heat exchanger still |ooks brand new. That

means the honeowner is getting the full use of his heating BTU
If you have a line to your house, you don’t have to worry about
delivery because of a heavy snow | oad or running out of fuel. He
said that one of his largest overtine call outs is due to “out-
of -fuel s” even when custoners are on automatic delivery.

He explained that fuel oil uses the basic oil burner and that’s
it, but an array of equipnent is available for use with natura
gas. Materials other than cast iron can be used for the heating
appl i ances, which can achieve efficiencies of up to 99 percent.
Wth oil the best you can do is 85 to 86 percent. H's |ast
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natural gas delivery cost him $1.10 per 100,000 BTUs conpared to
oil that was $1.61 per BTU.

MR. PAVEY advi sed that people who are thinking about converting
an oil-fired systemthat is nore than five years old should get
a whole new heating unit, because soot deposits and |eaky
gaskets in older systens |et conbustion escape. But it would
cost $1,800 to $2,200 to convert an existing oil-fired appliance
over to a gas-fired appliance if the heating unit does not have
to be replaced. New units are conparable for gas and oil.
Fai rbanks does not allow residents to vent a gas-fired chi mey
t hrough an outside masonry chi nmmey, because exhaust gases com ng

in fromgas-fired equipment is so nmuch cooler they will condense
outside creating sulfuric acid that will eat the nortar and the
chimmey will collapse. O her considerations would conme into play

based on individual applications. He explained that swtching
from an oil fired-boiler to a gas fired boiler would cost a
little nore because donestic hot water supply would require a
different set up with gas.

CO CHAIR RAMRAS asked in what other residential districts had
M. Britton built besides Doyon Estates in Fairbanks.

MVR. BRITTON replied that his primary concentration for
residential is in the south Fairbanks area.

CO- CHAIR RAMRAS asked what percentage of honeowners he has
passed have opted to convert to natural gas.

MR. BRITTON replied that each area is quite different ranging
from 75 percent down to 10 percent. Their distribution system
was in place before Doyon was devel oped. One hundred percent of
new construction will be gas for both residential and comercia

construction if it is available. Ten percent gas usage woul d be
in neighborhoods that didn't have the discretionary incone
avai l abl e for a conversi on.

CO CHAI R RAMRAS surm sed that the people who would nost benefit
from the energy savings with natural gas would be the |east
| ikely to convert because of the cost conponent.

MR. PAVEY agreed saying those areas would have the ol der
equi pnrent as well and they are |ooking at not just converting,
but swapping out the entire system and he personally bal ks at
converting ol der equi pment because of liability issues.

JT. SRES/ HRES/ HO&G COWM TTEES- 36- August 23, 2005



SENATOR SEEKINS asked who the shareholders are in Northern
Ecl i pse.

MR. BRITTON replied that currently its shareholders are based
out of Dallas and are primarily managed by a conpany called
Rosewood Resour ces.

COCHAIR RAMRAS asked M. Pavey if there would be enough
technicians to bring in a |large nunber of gas boiler systens if
a | arge anount of gas was di scovered and brought to Fairbanks.

MR. PAVEY replied:

No, not even close. You talk to any service conpany
out there right now. They can’'t keep up right now with
the load that they have currently serving just doing
annual tune-ups and the odd boiler swap out — oil to
oil — I was serious when | said get in touch wth
Hut chi nson Career Center and start a program there,
because they could absorb 50 techs a year there in
this community and not even blink — especially if we
have a main line tapped right here. You re going to
have contractors flooding from the Lower 48, quite
frankly is what | envision — because you are not going
to have the capability to do this in-house, to do this
right here. Every heating contractor in the Lower 48
is going to see a mni-boom in this econony and
they’re going to cone start beating on the door here
and trying to do business wth this town.... I'm
telling you right now, Fairbanks does not have enough
techs to put in massive swap outs. You would literally
be going seven days a week, 24 hours a day.

CO CHAI R RAMRAS asked Representative Stoltze how conversion from
honme heating oil to gas was acconpli shed.

REPRESENTATI VE STOLTZE replied that when his famly in Chugi ak
converted in the early 80s, it was a tough pill to swallow
because the entry price was pretty steep and converting required
cascading so the first guy really had to bite the bullet. It had
a lot of success, however, as the area grew and in the newer
subdi vi si ons.

CHAI R WAGONER said he just put $12,000 into his house going to a

much nore efficient system but you have to have the noney to do
it. “l have saved equal to what the increase is in natural gas
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over the last two years have been and that’s a lot. It’s a
little over 20 percent.”

MR. PAVEY agreed sayi ng:
“You're right, if you can go to munchkin style and the
condensing nodulating boilers, which is what |I'm

putting in ny shop here in Fairbanks, you can save a
t remendous anount of noney — gobs!”

CO CHAI R RAMRAS sai d:
W wll conclude that building a pipeline in the
Nenana gas basin would save the community of Fairbanks
gobs and | thank you for summarizing a whole day’s
worth of testinony, Rocky, | appreciate that.

The neeting was adjourned at approximtely 4:30 p. m
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