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11:42: 43 AM

CHAIR LESIL MCGQU RE called the Senate Special Conmmittee on
Energy neeting to order at 11:42 a.m Present at the call to
order were Senators W el echowski, Kookesh and M Cuire.

SB 135- ALASKA NATURAL GAS DEVELOPMENT AUTHORI TY

11:43: 34 AM
CHAI R MCGUI RE announced SB 135 to be up for consideration.

JOE BALASH, Special Assistant to Governor Palin on Energy and
Gas Issues, said SB 135 is one of three elements in the
Governor’s three-part plan to initiate progress and work on an
in-state gas delivery system specifically |ooking at what has
been traditionally referred to as a “bullet line.” This bill
fits in with the other two elenments and addresses what is the
nost | ogical vehicle for pursuing devel opnent of natural gas in
Al aska through the Alaska Natural Gas Devel opnent Authority
( ANGDA)

ANCDA was created by voter initiative in 2002 and has sone very
specific assignnents to carry out as conceived by its drafters.
That work was fulfilled; and now ANGDA has begun |ooking at
ot her options for bringing gas to market to Al askans engaging in
a nunber of different projects and efforts on sort of a forward
| ooking basis, but in a manner not entirely consistent with the
statutory direction provided in AS 41.

MR. BALASH said the bill is fairly straight-forward and makes
sure that ANGDA can |ook at gas supply options other than the
North Sl ope and can | ook at delivery options other than just to
Sout hcentral or to tidewater to market. He said this is
consistent with the Governor’s vision that Alaska's natural gas
resources be nmde available to and usable by each and every
Al askan wherever it makes sense.

11:46: 09 AM

He returned to two questions that Senator W el echowski had asked
at the last hearing on one of the other conpanion bills. He had
asked whether or not the adm nistration had asked for a change
in leadership at ANGDA. He conmtted to going back and asking
the questions and while he knew of the conversations, he wasn’'t
a party to them The discussion in those conversations did touch
on the |eadership of the Authority, the corporation and its
enpl oyees. Options were discussed, but there was no pressure on
the chair to make a particul ar change.
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SENATOR W ELECHOWSKI said he appreciated the answers, and asked
who was a party to the conversati ons.

MR. BALASH replied those occurred a few weeks ago between the
Governor, her chief of staff, and Scott Hayward, the chair.

SENATOR W ELECHOWSKI asked if anyone asked for or suggested
resi gnati ons from ANGDA.

MR. BALASH replied that it wasn't described in that manner. Sone
di scussions were had on how to nmake sonme transitions. They
tal ked about the future of ANGDA, the work that it could be
doing, the direction the Governor wanted to go, |ooking at the
options avail able for instate gas, and organi zati onal changes.

SENATOR W ELECHOWSKI said since this is an ANGDA bill and they
will be tal king about where it is going to go, he wanted to ask
what the adm nistration’s concerns with it are.

MR. BALASH responded that fits in with Senator Welechowski’s
other question at the last neeting. The question was whether or
not any contracts for ANGDA had been denied by the
adm nistration, and the answer is yes, one that was to pursue
the initial feasibility of a pipeline going into western Al aska.
The reason it was denied is that the appropriation authority
cited in the contract docunment cited an appropriation in |ast
year’s capital budget, but there was no nention of delivery to
western Alaska in the discussion there. It was all about just
Cook Inlet and Prince WIIliam Sound destinations. The concern
was that there wasn't the proper appropriation in place to fund
that kind of work. That is what invited the question of what
ot her things ANGDA has been doing. The |egislature broadened the
scope of the Authority to include not just Prince WIIliam Sound,
but also Cook Inlet, as a potential destination and sight of an
LNG facility.

11:51:19 AM

ANGDA has been investigating delivery of propane to other parts
of the state, nanely coastal areas and |ocations along the river
system Propane could be a better alternative, and a nore
efficient alternative in many villages. Wile that work is
commendabl e, it is not explicitly clear that it is sonmething the
statute authori zes.

SENATE ENE COW TTEE -4- April 2, 2009



SENATOR W ELECHOWBKI asked i f this bill addr esses t he
adm nistration's concern wth the direction of ANGDA and
clarifies where they think it needs to be.

VR. BALASH replied this Ilanguage provides the kind of
flexibility ANGDA needs to have to reach the Governor's vision
for an in-state natural gas pipeline to Southcentral. However,
that is a limted and limting role that the admnistration
would like to expand. They want to see what the options and
opportunities are to deliver gas to other parts of the state.

SENATOR W ELECHOMNSKI asked if the Governor thinks ANGDA needs
| eader shi p changes.

MR. BALASH responded that they have gone through some difficult
experiences over the last year in terns of trying to get
cooperative efforts between parties. It’s possible a new face is
needed.

SENATOR W ELECHOMNSKI said he understands that the board of
directors of ANGDA is the final arbiter of who | eads ANGDA, and
t he Governor gets to appoint those people. Is that accurate?

MR. BALASH said that is correct. The corporation is lead by a
seven-nenber board of directors and the GCGovernor appointnents
t hem Those appointnents are not subject to legislative
confirmation, because it’s not a quasi-judicial entity.

CHAIR MCQUI RE said there has been a | ot of discussion about what
peopl e were voting for when they voted for ANGDA, but the ball ot
| anguage said that the Authority would be created for the
pur pose of devel oping, constructing and nanagi ng and operating a
gas pipeline fromthe North Slope of Alaska and a spur line to
Sout hcentral Al aska natural gas distribution grid. Her question
is nmore philosophical. Sonme people say they envisioned a quasi-
governnental entity that would live on into existence and “have
all these other tentacles to it,” and sonme say “really what the
people were doing is they were voting because they wanted to see
a natural gas pipeline and they have wanted one for many years —
and the frustration that they had could be exercised at the
ballot.” So, what does this governor think the people were
saying in this vote and how is that not consistent with an
expansi on of ANGDA?

11:58: 24 AM
MR. BALASH replied that the Governor voted for the initiative
and believes in the vision. He hasn't tal ked with her about what
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the voters were thinking. Wwen you look at the voter returns
everyone in every district voted for that initiative.

11: 59: 39 AM
CHAIR MCGUI RE asked if voters today would vote for a ballot
proposition that reflects the | anguage contained in SB 135.

MR. BALASH said he couldn't speculate as a nenber of the
adm ni stration, but as sonmeone who has been around politics for
12 years, he would expect it to pass by a significant margin.
Voters don't get to chose to anend |anguage; they just get a
yes” or a “no” option at the ball ot box.

CHAIR MCGUI RE remarked that this Authority was created by a vote

of the people and here the legislature sits expanding it — nore
dollars, nore positions, and nore bureaucracy - all of the
things that cone wth agencies. |It’s always inportant to

remenber the reason behind its original creation. \Were in the
next decade does he see ANGDA fitting in, in terns of the need
for a gas pipeline and affordable energy to Al aska including
rural Al aska and Sout heast Al aska?

MR. BALASH answered that the best way to identify where it fits
in is by going back to its title — the Natural Gas Devel opnent
Authority with enphasis on “devel opnent.” He envisioned that it
woul d continue in the devel opnent sphere — the early dollars for
identifying, estimating the cost of, and planning the work that
would then be picked up by a private entity to take on as an
i nvest ment that nakes sense.

12: 03: 50 PM

In terms of a bureaucracy, he wouldn't characterize the
adm nistration’s vision of ANGDA as being sone new a super
agency whatsoever. But with regard to the opportunities for
natural gas developnent in the state use of the natural gas at
the nost efficient and economc level, the admnistration
continues to maintain that the best way to make gas available to
Al askans is through a |arge-dianmeter pipeline that hel ps secure
both delivery of gas at the nost efficient way possible, but
al so woul d help stabilize and secure the state's fiscal future.

The challenges they face in the cost and availability of energy
all around Alaska are significant to say the Ileast. The
chal l enges presented in each nook and cranny are different and
have to be solved in different ways. And so com ng back around
the identification of the AHFC and the other pieces of state
governnent, it is clear that they need to work on identifying a
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single point of contact, and right now AHFC and AEA prograns in
the Departnment of Commerce and Econom c Devel opnent (DCCED) and
the Departnment of Health and Social Services all have sonething
to do with energy. So, they have sought to revitalize the Al aska
Energy Authority by appointing M. Haagenson |ast year as the
executive director. For vyears the AIDEA and AEA executive
director were one and the sane.

CHAIR MCGQUI RE said she is envisioning an energy organi zationa
chart later in the interim because she thinks it would be good
to see how all the state and federal organizations and efforts
fit together.

12: 07: 55 PM
SENATOR THOVAS said that seeing how departnents are coordinating
woul d be useful for all the departnents of governnent *“because

there’s a lot of duplication.” He said the bill appears to be an
expansi on of what takes place and markets, but he sees it as a
good thing, because it is nore practical. It actually focuses

things a little nore on what they are attenpting to do wth the
creation of ANGDA. He thought they were headed in the right
direction.

SENATOR W ELECHOWEKI said his statenent that the admnistration
still believes that our best prospect for in-state gas 1is
t hrough a | arge-di anet er pi pe.

MR BALASH answered that is correct.

12:12: 10 PM

CHAIR W ELECHOWSKI asked then, why are they hiring Harry Noah
and saying that they want to build the bullet line, not a |arge-
di aneter I|ine.

MR. BALASH replied that the nature of the work that M. Noah is
doing is not with a predeterm ned outcone. They know there is
some need for gas delivery from outside of Cook Inlet into the
Sout hcentral nmarket and it could be a time period before a
| arge-dianeter pipeline is operating. There are uncertainties

about when that pipeline will happen and if there is a need to
fill the gap in the neantinme, they need to know what the options
are. The lead time for a small-dianeter pipeline, a bullet
pipeline, is significant. People have been talking about the
magni tude of everything in Al aska and have been tal king about a
1,700-m | e, 48-inch pipeline for so long that the idea of an
800-mile pipeline that is 20-24 inches seens small, but in fact,

it’s world class. It would be one of the |argest devel opnents in
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the world. So the lead tinme involved in identifying that
particular kind of project is significant enough that if they
don’t start working on it now, it may be too late to consider
that as an option in 2011 or 2012 when the state w Il know what
its choices really are. It is maintaining the state’'s options
wi t hout having a predeterm ned outcone in m nd.

12:12: 59 PM

SENATOR W ELECHOWSKI said he has based a |lot of his decisions on
this issue on statenents that were nmade by the admnistration
and TransCanada, and all the statenents he has heard are that
the large-scale line is scheduled to be conpleted in 2018. Today
is the first day he is hearing the adm nistration say there are
uncertainties about when the l|large-scale line wll happen. Do
you have new information that the large-scale line will not be
ready in 2018?

MR. BALASH answered when the two comm ssioners of the DNR and
DOR reviewed the AQ A application submtted by TransCanada | ast
year, the proposed schedule for conpletion and first gas in 2018
was determ ned to be achi evable, yet aggressive. They prepared a
cost/schedul e curves that weighted the probabilities of various
t hings happening on the critical path, and he didn't recal
whet her the 50 percent case occurred in 2020 or 2021, but he
knows it was not 2018. The admnistration still thinks that is
achi evable and possible if everything goes right, but if, for
exanpl e, FERC <certification or any of the NPA and NEB
certifications are delayed - regulatory and |ogistical things
could slow the project. One of the mmjor concerns their
technical team had was in the ability to deliver the conponents
of the GIP on a sealift vessel due to the constraints in the
seasonal opportunity for delivery up to Prudhoe Bay. If you
don’t make the barge, you don't |lose a day for a day, you |ose
six or nine nonths. So there are logistical challenges on top of
the regulatory challenges. So, it’'s not that they have new
information; they just have recognized that you set a schedul e,
you work it, but the exact date that gas is delivered is
"“uncertain.”

| f Southcentral Alaska is going to have all the gas that it
needs until 2016, that presents a certain set of challenges. If
it has all the gas it needs wuntil 2022, it's a different
guestion fundanentally. A lot of the work that M. Noah has
identified as being necessary over the next year is to identify
what Cook Inlet already has in its known fields. That is work
the Division of Gl and Gas is working on. They are also working
on assessnents of what it would cost to explore for, find, and
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devel op new fields in Cook Inlet — and what that cost ultimtely
woul d be and what sort of schedule m ght be possible.

12:16: 42 PM

The needs of Southcentral have to be identified before a supply
of gas can be found that would go through a pipeline that |eads
to Southcentral, which is a constrained market, not a liquid
mar ket. Southcentral has a smaller nmarket that gets tied up
contractually for periods of tinme, and so the opportunity to
place gas is a bit of a challenge. Neverthel ess, they think that
the reserves in Southcentral are able to produce for some tineg;
they just need to understand at what rate they can produce and
how that mneets up with daily demand, particularly the wnter
peaks.

SENATOR KOOKESH said he would appreciate it if they could spend
their tinme on the bill and the changes that are in it.

12:19: 43 PM

HARCLD  HEI NZE, Executive Director, Al aska Nat ur al Gas
Devel opnment Authority (ANGDA), supported SB 135. He wanted to
anplify a few things that M. Balash touched on. Nunber one
ANGDA didn’'t cone into existence until 2003, and one of the
first things they did was draw a diagram that illustrated the
benefits to Al askans. ANGDA was fornmed out of frustration over
two things; the fact that nothing was happening on the pipeline,
and two, even if sonething did happen on the pipeline, nost of
the people in the state felt it would not necessarily benefit
them So they drew a chart that identified what they saw as the
potential benefits that an ANGDA as a public corporation of the
state could deliver to the citizens. That chart hasn't been

changed. It's not a sinple chart; it's a big pipeline system
with gas to electric power, barging LPG fuel on the Yukon and
local gas distribution to Fairbanks, and a spur line from

G ennallen into Cook Inlet and maybe petrochem cals. The reason
those are on the chart is they thought that NS gas was not a
sinple issue of going from point A to point B for instate use
It was a system and the ballot neasure |anguage describes the
design and construction of “the pipeline systenf. It didn't say
“of the pipeline.”

MR. HEINZE said they constantly ask thenselves where the best
opportunities are for ANGDA to contribute to the benefit of the
peopl e and where can they offer solutions for the biggest gas
i ssues. They have found that one of their roles is to keep
opti ons open.
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MR. HEI NZE said when you go to bankers in New York, you have to
have clarity. This bill provides clarity. The board s Authority
is clear in statute. Article 8 of the Constitution specifies the
| egislature as the body that makes policy on that resource
devel opment. In that case, he welconed |egislative interaction
through this bill. He wurged them to keep all the options
avai |l abl e that provide benefits to Al askans.

12:26: 15 PM
SENATOR W ELECHOWSKI asked if he sees this changing his ability
to work with Enstar on developing a bullet I|ine.

MR. HEI NZE replied that ANGDA would rel ease the final version of
a report on public/private partnerships next Wadnesday. Last
July they were challenged to see if they could work in a
public/private partnership. It turns out that there probably
isn"t a strong basis for either of them to do that. Enstar
should be allowed to nove forward with whatever it wants to do.
The challenge for ANGDA is to develop financing ideas to help
t hem achi eve a public benefit in the long run.

12:29: 15 PM

PAUL FUHS, representing hinself, supported SB 135. He is one of
the original drafters of the initiative and it was an oversight
to not include the other regions. They didn't intend to exclude
anyone. He said the Red Dog and Donlin Creek mnes’ biggest
issue is getting fuel, and the idea is that they could be anchor
tenants for natural gas. Steven Haagenson considered this and
said his main mssion is really electricity, but based on Enstar
nunbers he figured that the gas tariff would be about $10 per
t housand cubic feet. Right now they are paying about $30 ntf for
oil. When he helped wite the initiative he wanted ANGDA to have
the power to nmake sonething happen, but to also protect the
consuner. But if ANGDA participates in sonmething and provides
tax exenpt financing and savings to a devel oper, they are going
to demand that be passed on to the consuner. “It’s only right
that that be done if they are going to step in.” If the conpany
they are working with wants to put all that noney in their
pocket rather than give it to the consunmer, then there is no
basis for a public/private partnership.”

SENATOR KOCOKESH asked if he has heard from anyone else about
supporting it.

MR. FUHS replied he thought everyone would support it.

12: 33: 47 PM
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VR. OSTNESS, representing hi nmsel f, Cor dova, [technica
difficulties — indiscernible testinony.].

12: 35: 48 PM

BI LL WARREN, representing hinmself, N kiski, supported SB 135. He
wants a pipeline and since voting for the ANGDA initiative he
thinks “we’ve got mred dowmn in a lot of politics,” although he
t hinks that ANGDA has done a “sterling job.” Renewables wll
conplinment a gas line, but those wll take a while to phase in.
He also strongly supported state oversight of in-state natura
gas.

CHAIR MCQU RE said SB 135 would be held for further
consi derati on.

SB 162- HEATI NG FUEL ENERGY RELI EF

12:41: 32 PM
CHAI R MCGUI RE announced SB 162 to be up for consideration.

12:42: 48 PM
SENATOR PASKVAN, sponsor of SB 162, said this is a short term
solution for a very serious issue in Interior Alaska, although

this bill wuld apply to rural Alaska and to sone extent
Sout heast and Sout hcentr al Al aska. He expl ai ned t hat
approximately 80 percent of rural Alaska and Interior Al aska use
heating oil as their primary source of heat. He knows this

| egi sl ati on needs nore work and he asked for their assistance.

SENATOR PASKVAN said Al askans who rely on heating oil to keep
warm during the winter need a specific short-term solution in
addition to the many other promsing long-term solutions that
are being considered. SB 162 is a short-term solution; it would
require the State of Alaska to offset heating costs over
$2.50/gallon when the price of a barrel of crude rises to the
point where the state is enjoying a budget surplus. The state
woul d pay the bal ance directly to the home heating distributors.

SENATOR PASKVAN said having a short-term solution in place,
would free people to cone up with a long-term solution, which
will restore optimsm about our economc future, protect
famlies and businesses and allow them to concentrate on
renewabl e and sustai nabl e energy solutions for all of Al aska.

He said that SB 162 is easily admnistered. The dealers of

heating oil as part of their current reporting requirenents
already report to the State of Alaska in a nonthly form a
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breakdown of the quantities of the various petroleum products
that they sell and that does include the heating oi
classification.

12: 45: 32 PM

He said the quantities of heating oil are verifiable and
objectively determ nable. SB 162 does not create a bureaucracy
of paperwork or a massive governnent enploynment program to
operate. And rather than distributing checks or debit cards to
tens of thousands of individuals, the state would nake a paynent
directly oil distributors.

SB 162 requires the consunmer price of heating oil to increase
each of the next three years to reinforce the need of Al askans
to conserve and to switch to alternative energies or to find the
long-term solutions. His oil distributors won't go to a hone
unless they were delivering at least 100 gallons; if the
consunmer didn’t have $450, there would be no delivery. People
were forced to go to the gas station wth a five gallon gas can
to get diesel to try to make it through a m nus-50 degree night.
Many Fairbanks people were on the verge of freezing in the dark
because of the $4.50/gallon price. And when wi nter ended, the
distributors’ accounts receivable levels were at wunsustainably
hi gh amounts. If prices had not gone down, they would have not
been able to enter this last winter by providing any credit to
the consuners, because they couldn’t afford losing their
business. He said the average 1,400 square ft. home cost about
$5, 000/ year to heat as conpared to about $1,200 if the person
was on natural gas. It’s also inportant to understand that in
Interior Alaska the per capita incone is 20 percent below the
national average. The entire Interior Al aska could not afford to
stay in the situation for another year.

SCOTT RUBY, Manager, Division of Operations, Departnent of
Commerce, Community and Economic Devel opnent, said he was
avai l abl e to answer questions on SB 162.

CHAIR MCGUI RE said she |liked the approach in this bill rather
than noney being sent out as happened |ast year, and said she
would work with himduring the Interimon refining the | anguage.
SB 162 was held in conmttee.

12:51: 40 PM
Finding no further business to conme before the conmmittee, Chair
McGuire adjourned the neeting at 12:51 p. m
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