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COCHAIR LESIL MCGQU RE called the Senate Resources Standing
Commttee neeting to order at 3:33 p.m Present at the call to
order were Senators Huggins, French, Stednman, MQ@ire and
W el echowski .

3:34:35 PM
Overview In-State Use of Cook Inlet Gas

CO CHAI R MCGUI RE announced the overvi ew of Cook Inlet gas.

BRADLEY EVANS, CEO, Chugach Electric Association, started off
t he discussion saying that Chugach is Alaska s largest electric

utility; it's vertically i nt egrated doi ng generation
transm ssion and distribution. It produces 27 GW of power and
has 80,682 netered retail locations. It has whol esale contracts

wi th Mtanuska Electric Association, Honmer Electric Association
and the City of Seward for 48 percent of their power; 43 percent
of it goes to retail and 9 percent goes to econony energy. Their
operating revenues total $288,292,112.

3:36:01 PM

Chugach serves power up and down the Railbelt grid through
vari ous whol esale contracts and retail nenbership (slide 4). The
| oad center areas are the Interior, Fairbanks, Anchorage/ Mat- Su
and Kenai and these are interconnected by very weak |inks. They
have about 75 MW of capacity with each of those |inks. Chugach
doesn’t have the ability to transfer generation from one end all
the way to the other without some restriction.

MR. EVANS said that Railbelt generation is about 1,500 MWV of
installed capacity and it has an annual peak |oad of 850-900 MW

3:36: 28 PM
SENATOR STEVENS j oi ned the conmitt ee.

3:36:41 PM
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SENATOR FRENCH asked him to explain the physical restriction in
nmovi ng power up and down the grid. Could power be noved fromthe
Anchor age generating stations to keep Fairbanks’ |ights on?

MR. EVANS answered no and he explained that the utilities grew
up around their population centers and eventually becane
i nterconnected. Each of the |oad centers has enough generation
to serve the load there; so if you lost the interconnection the
| ocal area generation could be used. But they don’'t have the
ability to nove enough power to Fairbanks over the tie because
its peak demand is probably around 200MVN and the tie is capable
of only 70 MW The Kenai is a 80-90MWN|oad and has a 70 MV ti e.
They are wusually noving power south off the Kenai up into the
Anchorage Mat/ Su ar ea.

3:38: 05 PM

The Railbelt has a little nore than 1,500 MW of installed
el ectric capacity; the peak load is 850-900 MW O that, Chugach
has 530 MW installed and through |ease agreenents for a unit
down on Kenai and Bradl ey Lake they total 629 MN (slide 6).

3:38: 20 PM
SENATOR FRENCH asked why there is so nuch nore installed
capacity on the Railbelt than is being used on an annual basis.

MR. EVANS expl ai ned that Chugach is required to have a certain
anount of reserves and they usually shoot for 30 percent. Part
of the original arrangenent is that each area before they becane
interconnected had its own generation. After they becane
interconnected they had a surplus. That surplus isn't al
efficient, though. Sone of the equipnent is over 40 years old
and you wouldn’t really want to run it. “It’s kind of the Al aska
thing,” they never throw anything away as long as it's running
Qut of that their base load is little bit south of that peak
load. You can run hydro all the time so it doesn't have 100
percent peak | oad.

3:39:41 PM

Today the Chugach systemis 90 percent natural gas-fired and 10
percent hydro. Their long termvision is to reduce dependence on
fossil fuels, for supply, security, and environnental reasons -
and they hope to reverse the 90/10 fossil/hydro to 10/ 90.

COCHAIR MCQUIRE said the conmttee would like to see and get

updates of their portfolio mx as they go along in |ooking at
setting energy policy.
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3:41:08 PM

MR. EVANS said that Chugach has four natural gas suppliers -
Mar at hon, ConocoPhillips, Chevron and M&P. They have four
contracts that are indexed to three conmodities — Wst Texas
Internmediate (W), heating oil and natural gas — and the prices
change quarterly based on how those commodities react in the
open market. They are volunetric contracts to be consuned in
2010 and 2011.

3:41: 27 PM
CO CHAIR W ELECHOWSKI asked the status of negotiations to get
gas supply in the future.

MR. EVANS said he has confidentiality agreenents, but they are
ongoi ng and not easy to negoti ate.

3:42: 17 PM
CO CHAIR W ELECHOWSKI asked if they filed sonething with the
Ninth Crcuit Court of Appeals.

MR. EVANS replied not as part of their gas negotiations.

CO CHAI R W ELECHOWBKI asked what the rationale was to block the
Department of Energy’s (DOE) extension of the LNG pl ant.

MR. EVANS replied that Chugach didn't agree with exporting LNG

3:42: 45 PM

CO CHAIR W ELECHOASKI asked if he thought exporting LNG has an
i npact on Chugach’s ability to negotiate a reasonable price for
Cook Inlet and Rail belt consuners.

MR. EVANS replied a balance has to be reached between all the
econom c interests. He understands that LNG exports are
i mportant for production in the Cook Inlet and that there m ght
be a loss of reserves if they don't produce at a certain rate.

3:43: 11 PM
SENATOR HUGGE NS asked in the near termif they had an increased
supply of natural gas, would that nake himnore optimstic.

MR. EVANS replied that question is probably why he is here
today. They are very concerned with the mx of players and
policies. It wll take at least 10 years to nake substantial
headway in getting a substitute for Enstar’s natural gas supply;
in the neantime there are supply issues.
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3:44: 46 PM
CO CHAIR W ELECHOWBKI asked how nuch Chugach pays for its
nat ural gas now.

MR. EVANS replied their current average price is $6.67/ncf. They
consune about 30 bcf/yr.

CO CHAIR W ELECHOWNSKI asked if they had a 22 percent increase
simlar to what Enstar struck, what would that do to the
Sout hcentral consunmers’ electricity bills.

MR. EVANS answered that cost was around $8/nctf; so if you
ratchet up from $6.67 you are |ooking at another 15 percent
increase. Half of Chugach's bill is gas and he showed them a
slide of a residential bill. He said that Enstar delivers the
nol ecul es, but Chugach converts the nolecules to a different
energy formand there is a trenendous cost associated with that;
so the base rate of their bill is built upon that.

3:47: 14 PM

Current Chugach Activities were on slide 11. Gas contract
negoti ati ons are underway for volunmes beyond current contracts.
They are working on building nore efficient conbined-cycled
generations so they can |ower consunption of fuel by 25-40
percent depending on which unit is shut down. Their conservation
program has al ready seen good results, and they are al so working
on small wi nd and hydro renewabl es.

He said Chugach’s contracts with the people it sells power to
have been nodified so those projects can be brought online
w thout comng back to the RCA for nodifications. They are also
support the Railbelt Unified Power Provider concept, which is
necessary for the various utilities to work under to be able to
m grate away fromfossil fuels.

3:48: 59 PM
SENATOR STEDVAN asked where the other 90 percent of energy wll
come fromwhen they flip to 10 percent fossil fuel.

3:49: 13 PM

MR. EVANS replied that under the Railbelt Unified Power Provider
several other potential projects are comng up that are worth
pursuing. They have been engaged in the Fire Island wnd
project, one outside of Healy and another one on the Kenai. They
need geographical diversity because “the wnd 1is blowng
somewhere.” The obvious hydro that is worth pursuing is Susitna.
The reason they think if failed in the first place is because it
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was too large; so scaling it to neet today’'s needs with the
option of adding on later could be the right approach. For
instance, the civil part of the project could be built, but the
transm ssion and the power house that is needed for today’ s |oad
could be installed. This is the expensive part, but other
proposal s include building the dam in stages of height. He said
there has also been an interest in Chakachamma and ot her

geot her mal proj ects. He enphasi zed, however , t hat “You
absolutely need the unification of the Railbelt utilities to do
this. It’s not sonething that one wutility can take on by

t hensel ves.”

3:51: 14 PM
SENATOR STEDVAN asked if they could get to 90 percent non-fossi
fuel s without Susitna and Chakachama.

MR. EVANS replied he had no good answer; but he thought they
needed a | arge scal e hydro approach to get there quickly.

3:51:57 PM

CO CHAI R W ELECHOWSKI recol l ected that the whol e Susitna project
woul d cost $18 billion. At what point do you say well for that
much noney nmaybe they do a bullet |ine instead?

MR. EVANS answered that $18 billion is a high nunber for the
ultimte build-out of 1500 MV If it was scaled back to 400 MW
it mght be nore doable. They need to run good nunbers through
an integrated resource plan nodel.

3:53: 02 PM
CO CHAIR WELECHOWNSKI said the legislature is being pulled in a
lot of directions this session to incentivize the bullet |ine,

and they want to know where best to spend their efforts. He
asked M. Evans to continue giving input on this issue.

3:53: 36 PM

MR. EVANS answered they are just about ready to issue the
contract for the integrated resource plan for the electric
utilities in the Railbelt and those nunbers would be run through
it. That would indicate a preferred path to follow this year, at
| east on an econom c basi s.

CO CHAIR WELECHONSKI asked if the governor's proposal of a
joint utility fits in with his vision.

MR. EVANS replied yes, and that the governor supports his
m ssion, but it doesn't nean they have a detailed plan. It is a
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good first step to solve this problem in the nost efficient
manner .

CO CHAIR MCGUI RE asked what the tinelines of the governor’s
proposal are and what conversations had he been a part of.

MR. EVANS replied they neet weekly with the admnistration on
this with the other CEGCs, the AEA and the RCA. He hoped to get
enabling legislation this year, and then it would take a year to
develop a nore detailed transition plan; it’s |ike bringing
di fferent businesses together. He would hope to report on it at
t he next session.

CO CHAIR MCGU RE asked if he meant setting up the structure for
the task force.

MR. EVANS answered no; nore along the lines of a corporation
t hat everyone coul d work together in.

CO-CHAIR MCQUI RE asked if the utilities would be incentivized to
becone nenbers.

MR. EVANS said that is a good question. Chugach is there now,
and he thought the incentive was to have a nore affordable
future.

3:57:48 PM
CO-CHAIR MCAQUI RE asked what if individual utilities don't want
to be nmenbers.

MR. EVANS replied that would be a problem That wutility m ght
contract services in or buy power from the Regional Railbelt
Energy Corporation. Industry has a lot of incentive to work
together if you |l ook at the structural problens.

SENATOR HUGA NS said these things are easier broken down in
phases and asked if they had four or |ess phases, how that would
hel p unification.

MR. EVANS answered that enabling legislation would develop a
light framework around developing the concept. The first year
woul d be spent studying an integrated resource plan to conme up
with an affordable future for everyone. Governance and financing
matters would have to happen at the sane tinme. The long term
woul d be the vision of going to renewables or not. It would be a
good thing to unify the transm ssion system that has different
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owners, so if you're an |IPP or renewable devel oper, you would
only have to deal with one person.

SENATOR HUGGE NS asked if he is |ooking at a prototypical nodel

MR. EVANS replied that Alaska is really unique in a |ot of
different ways and sonetines it’'s inappropriate to take I|arge
scale systens and bring them up here. They are taking the best
of what is out there to put sonmething together that would work
for Al aska.

4:03:42 PM
MR. EVANS said the problemis that we are noving from an era of
abundance to [imted suppl y. Security of suppl y and

affordability are issues and they collide with each other; many
organi zations are involved and have different priorities. Prior
activities have not produced a conprehensive resource nanagenent
pl an and nanagenent of the Cook Inlet is |acking.

4:05:13 PM

The graph of Cook Inlet gas production shows a steep cliff
starting in 2006. The slide on page 16 showed the gas denand:
LNG exports, gas wutilities, electric utilities and mlitary
bases. To reduce the demand they are trying load interruptions —
wi th other sources of energy, for instance - and conservation.

4:07: 00 PM
They are suggesting that the Conprehensive Cook Inlet Resource
Managenent Plan would neet and protect consunmer needs, address

fuel supplies security, increase transparency and information
sharing anongst the consuners, the producers and the
adm nistration, provide input to a Railbelt Integrated Resource
Plan, provide guidance for investnment decisions, optimze

resource managenment, and provide information for rational policy
decisions. Al of the studies have been done, but “no one has
knit it together to nmake it work and we think we need to do
that.” He said they need soneone to give them sone direction.

4.:08:42 PM
SENATOR FRENCH asked to whom he is assigning this task.

4. 08: 57 PM

MR. EVANS said he didn't like investing this issue in one agency
because it crosses a lot of boundaries of divergent interest.
They have room for two agencies, like DNR and DOR, to be in
charge and then an advisory steering commttee, nade up of
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consuners, stakeholders, RCA, the producers and the various
utilities for themto report to.

4: 09: 58 PM
CO-CHAI R W ELECHOWBKI said he liked this idea and said it nerits
further discussion.

SENATOR HUGGE NS said that M. Evans’ point that bringing the
pl ayers together is very inportant, and he agreed that the
st akehol ders shoul d be brought in. The idea needs to be matured.
He stated the previous adm nistration pursued the concept of the
state facilitating bringing one or nore jack up rigs into Cook
Inlet for exploration and he asked for M. Evans’ thoughts on
that and if he knew what happened to that initiative.

MR. EVANS replied it was an inportant initiative and he didn't
know what happened. Cook Inlet resources are scarce and
expensive and if they are going to be devel oped, maybe they need
to look at issuing different |eases and how the state partners
with them so consuners’ expectations are realistic.

4:15: 22 PM

SENATOR HUGGE NS said his MEA “got skewered” because they were
pursuing a course of action that potentially would have invol ved
coal. He asked if that was part of a scenario for himin sone
phase.

MR. EVANS replied that Chugach spent quite a bit of effort
| ooking at a coal nodel at Beluga and wanted to go down the
gasification path if they were to choose coal ver sus
conventional pulverized or fluidized bed. They would actually
get CO2 as a byproduct out of coal gasification, and that can be
used in the oil and gas industry to enhance recovery in the Cook
Inlet, a ready market. But it has a lot of risk, which they
couldn't take on by thenselves. Coal is not very popular,
theres a lot of risk in terns of cap and tax trading systens
going forward and it was expensive. Also the coal technology
wasn’t mature enough to take the risk in Al aska because when you
have project failure and you don’t have backup, you have a
bi gger problem than you started out wth. He thought coal
gasification could be |ooked at again in another decade. In the
meantinme a |l ot of other resources can be devel oped.

4:18: 00 PM
CO CHAI R MCGUI RE announced an at ease at 4:18 p.m

4:19: 37 PM
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COCHAIR MCGQUIRE called the neeting back to order at 4:20 and
announced that M. Starring would present an overview for
Enst ar.

4:20: 29 PM
CO CHAIR MCGU RE announced an at ease at 4:20 p.m She called
the neeting back to order at 4:23 p.m

Enstar Natural Gas Conpany

COLLEEN STARRI NG President, Enstar Natural Gas Conpany, said
the first graph was Enstar’s 10-year supply outlook. On her
power point the blue line indicated their Beluga contract tied
to oil; the red line is the Marathon contract which is tied to
oil; the small pink and yellow lines are the deals they have
with both Conoco and Marathon selling gas at the weighted
average cost of the system The year 2011 showed a 10 bcf
shortfall, and this continues to grow. Unocal has the option to
step down their contract by 3 bcf each year going out and 2008
is the first year they did that.

4:24:13 PM

Slide 3 showed Enstar’s in-state gas narket and the entities
that are receiving gas from Cook Inlet now are listed in yellow
the light green are the mlitary bases.

4:24:52 PM
CO CHAIR MCGU RE announced an at ease at 4:24 p.m and called
the neeting back to order at 4:25 p. m

4:25:23 PM
M5. STARRING said the teal circles were current or future
mar kets that coul d be served through a bullet |ine.

4: 2547 PM

Slide 4 showed current demand using their 10-year forecast in
the Interior and Southcentral. Enstar is projected to be about
42 bcf/yr., power generation is at 40 bcf/yr., LNG as it was
bei ng exported when the plant was at full capacity was at 78
bcf/yr. If the Agrium plant canme back, that would be another 55
bcf/yr. and other Cook Inlet industrials was at 6 bcf for a
total of 221 bcf/yr. and an average of 606 Mtf/ day.

4:26: 46 PM
Slide 5 indicated a Cook Inlet conparison of peak days for the
years 99/ 07/ 09 at -19°/-10°/-11°F. Tot al Cook I nl et

deliverability was esti mat ed at 763/ 543/ 440 Mvef / day
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respectively. Over a seven-year period, there was about a 30
percent per year decline in deliverability. This year they
experienced a new peak day on the system on January 3, a holiday
weekend when it was only -11°F, and Enstar transported 314
Mvef/day. The deliverability in Cook Inlet was only 440
Mvef/day. It’s interesting that the LNG plant which diverts in
times of need was down to 40 Mvcf/reserve. “That’s what was |eft
in the Inlet and Enstar’s concerns that as we | ook out and have
a sustained cold period that we are not going to be able to neet
t he demand.”

4:28:23 PM

To address some of these issues, M. Starring said, they had
conpleted various projects in the last two years spending $4.2
mllion. About five to six years ago the gas supply used to cone
fromthe west side, but now it conmes from the east side and the
system has had to be reconfigured, increase pressures, and add
conpression to be able to get the gas where they need it at the
times they need it.

4:29:09 PM
M5. STARRING said in the comng years the Cook Inlet gathering
system could be a bi-directional Iline. Enstar is |ooking at

i ncreasing conpression on its 12 and 16 inch twin lines on the
east side of the Inlet. They could look at sone kind of
subsidization of the tariff, LNG regasification and other
st or age.

4:29:30 PM
SENATOR FRENCH asked what “incentives to deliver gas on the west
si de” neant.

M5. STARRING replied that tariffs are associated with each of
the pipelines and nost of the gas now cones from the east side.
Tariffs are involved when you ship back to the west and sone
kind of a reduction in the tariff could happen on the Beluga
l'ine.

4:30: 28 PM

M5. STARRING answered Enstar has a requirenent to develop
storage, and they are looking at the existing LNG facility and
infield storage, but they haven’t been able to find a suitable
reservoir. However, she said, infield storage would probably be
a good partnership for all of the utilities to devel op together.

SENATOR FRENCH said soneone told him the answer to all our
problens or at |east one conponent of getting between now and

SENATE RES COW TTEE -11- February 11, 2009



first gas is an LNG inport facility. How much would that cost or
could the val ves be turned around?

M5. STARRING answered that slide 9 indicated they | ooked at
regasi fication equi pnment, which would address that need. They do
know that the LNG facility is critical to Southcentral for
short-term md-term and | ong-term needs, but it has nmany issues
around it - like FERC issues - and it could be used as a peak
shaving facility or as an inport facility. Also a ship could be
brought in to supply peak needs as early as 2011, although she
didn't know what the LNG would cost.

4:33: 24 PM
SENATOR FRENCH asked what a peak shaving facility operation is.

M5. STARRING answered that Enstar |ooks at their gas supply in
terms of base gas, seasonal gas, and peak gas. The peak needs
are why Enstar’s load is so hard to serve. There may be 11 days
a year they need that peak anmount of gas for that coldest tine
of year. Having a re-gas facility would let them pull the gas
quickly to suit their needs in those cold periods.

4:34: 14 PM

SENATOR HUGA NS reenphasi zed what M. Starring said, that you
can't turn your back on the key the LNG facility holds to lots
of scenarios. The capability flowing both ways of serving
energenci es and expansion is “hugely inportant.”

4:34:52 PM

M5. STARRI NG said one producer in the Inlet has proved up 8 bcf,
but there is no pipeline. That would be about a $20-mllion
expenditure and they are considering it. That could help in the
short term and allow them to do additional exploration, but it
woul dn’t be enough for the long term Wrld energy prices are an
unknown and inporting LNG into Alaska is a foreign idea, but
that, too, should be explored. Enstar has been negotiating
contracts for the last four years; it has brought four before
the RCA and hasn’t gained approval for any of them A week ago
she sent out an RFP to seven producers; Enstar asked for strict
conpliance with RCA Order 8 and are hopeful they wll get a
response so they can purchase gas they need in 2011

4:36:26 PM

SENATOR HUGGE NS asked what the price tag is in going through an
RFP process.
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M5. STARRING replied they have incurred $2.3 mllion for the
|ast two years in legal fees and other costs associated with the
negoti ati on and the approval process of contracts.

4:37:52 PM
CO CHAIR W ELECHOWBKI said the biggest problem he sees is huge
spikes in price along with people on fixed incones. Is it

possible to lock in today's low prices for the next 20 years?

4:37:54 PM

M5. STARRING replied she doesn't own the resource. The price is
negotiated with the producers and Henry Hub is at a record |ow.
A significant portion of one of their contracts is tied to Henry
Hub and it has been in the $4-$5 range. She was once involved
with a conpany that had a “frozen prograni that allowed themto
negotiate a supply. At that tinme it was $5 for five years and it
wasn’'t easy to get. Over the |lifetime of that contract,
consuners in a snmall conmunity saved over $60 mllion.

SENATOR W ELECHOWSKI said he wanted to see efforts like that.
The Japanese were paying half of what Cook Inlet consuners were
at one time because they negotiated | ong-term contracts.

M5. STARRING said, “l understand that.”
4:39:32 PM
She said Enstar has to continue meking infrastructure

investnments to just insure the energy security of its current
custoners; however, they are a public utility and have a duty to
serve their future custonmers as well. Enstar believes that a
bullet line is the right solution, and now is the tine to nove
forward with that. That is what they intend to do.

CO CHAIR WELECHONSKI recalled that Anadarko said absolute
earliest first gas is 2016. Enstar has testified that it needs
it by 2015.

M5. STARRI NG responded that there is no disconnect w th Anadarko
who they talk to on a regular basis. Anadarko’'s first gas is
possi bl e at 2016/17 and Enstar's need is 2015. There are ways to
bridge that one-year gap with storage or finding additional
resour ces.

4:42: 07 PM

CO CHAIR MCQU RE asked if Enstar supports Chugach’s concept of
havi ng a conprehensive plan for Cook Inlet.
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M5. STARRING replied that she supported the concept.

CHAIR MCGUI RE asked specifically what she thought about an
i nt egrated co-op.

MS. STARRI NG said she hadn’t been part of the weekly neetings.
Fundanmental |y, the business is a little different, so she would
have to see the plan. She is open to listening to any of the
i deas.

SENATOR HUGGE NS asked what dynam c storage creates for Enstar

M5. STARRING answered in the short termit has to be devel oped
to nmeet peaking needs. Long term if there is a big line, the
optimumway to flow that line is the sane anobunt every day; it’s
not going to want to ranp up and ranp down. Enstar thinks
utilities should develop storage for thenselves, because it
woul d srmooth out the costs for their customers. They could buy
gas at non-peak tinmes when prices were |lower and store it for
use at peak tines.

Regul at ory Conmm ssi on of Al aska

4:44. 31 PM

BOB PICKETT, Chairman, Regulatory Comm ssion of Al aska (RCA),
said the RCA is the state agency that protects Alaska’'s rate
payers from unfair and unreasonable rates for public utility
service. A very inportant conponent of the rate for public
utility service is the price of gas in Southcentral Al aska.
These prices are passed through to the consuners directly, so
any increase or decrease in the price of natural gas has an
i mediate effect on business owners or famlies’ economc
wel | bei ng.

4:46: 21 PM

W are going from an area of relative abundance and very
i nexpensive natural gas to a time where constraints on supply
and deliverability are nuch nore apparent, he said. Over the
last five vyears in Cook Inlet rate payers have seen an
unprecedented increase in the price of natural gas. The typica

large commercial wuser in 2003 paid $17,000 for natural gas
supplies while for that sane anount in 2009 he would pay
$44,000. In 2003, the price for Enstar was roughly $2.55/ncf

this year they are | ooking at $8.75/ncf, nearly double the Henry
Hub pri ce.

4:47:13 PM
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What is RCA's roll wth natural gas in Cook Inlet? The RCA
regulates wutilities under AS 42.05 and natural gas pipelines
under AS 42.06 for instate service. It is involved in the
natural gas arena in a couple of ways. They do not directly
regul ate the producers, but they evaluate gas sale agreenents
between wutilities and the producers. The RCA s standard of
review considers whether the utility acted in a prudent manner
and whether the terns of the gas sale agreenents insure reliable
and reasonably-priced utility service.

MR. PICKETT explained in this responsibility, the RCA is guided
by AS 42.05.431(a). Under this subsection, the RCA is required
to determine whether a gas sale agreenent’s particular terns
within such an agreenent are unjust, unreasonable, unduly
discrimnatory or preferential. In naking this determ nation,
the utility filing a gas sale agreenment with the RCA has the
burden of proof. And the RCA basis its decision on the record
devel oped in the proceeding. This determ nation nust be viewed
in the context of Cook Inlet, which is unique anong natural gas
markets in the United States.

The reserves-to-production ratio for Cook Inlet is approxi mtely
10:1. This is in the sanme range as is typical for Lower 48
production areas. Cook Inlet is unique as it is the honme of the
only plant in the U S. that liquefies natural gas and ships it
out of the immediate area as LNG and it has been doing so for 40
years.

4:49: 25 PM
MR, PICKETT said the RCA has determned that Cook Inlet is a
natural gas production basin.

SENATOR FRENCH asked why that finding is significant.

MR. PICKETT answered the significance is in |looking at the Cook
Inlet basin, two of the 100 largest fields in the US., the
Bel uga River and the north Cook Inlet field, are present. Cook
Inlet is not a consunption basin. Existing pricing mechani sns of
a consunption basin wll be significantly higher than those
found in production basins. The difference between the two is
the cost of gas. Generally a consunption basin is far from the
source and incurs additional transportation rates to ship the
gas, in the Lower 48 sonetines, nmany thousands of mles.

4:50:49 PM

SENATOR FRENCH said it seenms in a production basin you would
normally find prices lower than in a consunption basin.
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4:51: 05 PM

MR. PICKETT replied that is normally the case. He said the
Comm ssion has also found that the Cook Inlet nmarket is unique
in ternms of the presence of market power. ConocoPhillips,
Marat hon and Union QI of California, a division of Chevron
Union, control the vast majority of natural gas that is supplied
in Cook Inlet. O these three, ConocoPhillips and Marathon are
the two largest; they also own the Kenai LNG export facility.
The Cook Inlet market is vertically integrated with the two
| argest producers being their own best custoners through the
medi um of sales to the LNG export facility.

4:52:16 PM

This leads to the issue of pricing Cook Inlet gas because Cook
Inlet is not an open and transparent natural gas market. No
comonly accepted natural gas pricing mechanism exists in Cook
Inlet and since the 2001 RCA “Henry Hub” order, a variety of
pricing proxies have been considered by utilities, producers,
the Attorney General, and the RCA To date, none of these
pricing proxies has resulted in an RCA-approved gas sale
agreenent that currently delivers gas to utility custoners.

4:52:41 PM

MR. PICKETT offered sonme comrents specifically related to the
LNG plant and the findings of the Conm ssion. They found in
their review of the latest record, which resulted fromthree and
a half weeks of hearings, that the Departnent of Energy’ s (DOE)
decision to extend the producers’ export authority negatively
i npacted Enstar’s negotiating position with resulting terns of
the contracts brought forth to the Comm ssion.

He stressed that that it's inportant to |look at Cook Inlet as an
over-all system incorporating both the regulated utilities and
the wunregulated producers, and just the inpact it has on
resi dences and businesses in the whole Inlet. The idea of a
conpr ehensi ve resource nmanagenent plan should be pursued.

The RCA recognizes the inportance of the LNG export facility
that has benefits to Alaska as a whole and that the export of
LNG stimul ates the exploration and devel opnent of new reserves.
Having said that, he said, they believe that it is in the
interests of local wutility rate payers to require that the
producers finalize the contracts with the local utilities before
receiving authorization to explore for natural gas.

4:54:18 PM
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SENATOR FRENCH asked what specific steps the legislature could
take to make Cook Inlet an open and transparent natural gas
mar ket .

MR. PICKETT replied that is extrenely difficult to answer; “The
RCA doesn't have the ability to conpel non-regul ated producers
to do anything.” It is in the best interest of all the parties
to realize they are at a “tipping point” for the Inlet. To
continue the commercial and industrial side and neet the needs
of the consumer it’s very inportant that sone reasonabl e proxy
be developed or accepted, and RCA's Oder U®B58 is a good
starting point.

4:55: 28 PM

CO CHAIR WELECHOMNBKI said he appreciated their decision in
trying to protect the consuners of Al aska and keep gas prices at
a reasonable rate. To that end, he asked the status of the
litigation surround the RCA's denial of the requested rate
increases for future years that also said they should be capped
at other production basins throughout the country, particularly
in Texas, Okl ahoma and Al berta.

MR. PICKETT replied they are not involved in any litigation on
that issue at this tinme. Enstar is using the weighted average
cost of gas in Cook Inlet, which is allowed under their existing
tariff and has been in place since 1981.

SENATOR W ELECHOWSKI asked if that was charging 21.9 percent
i nstead of charging their requested 22 percent.

MR. PICKETT said he didn't know the exact differences, but that
sounded approximtely correct. The bottom line is in 2009 they
were entitled to collect roughly $8.75 Mf.

SENATOR W ELECHOWBKI asked if the contracts been renegotiated to
the satisfaction of the RCA for future years.

MR. PICKETT answered he understood that Enstar executed two
contracts for a two-year period, and Ms. Starring said they have
an RFP on the streets to | ook to the outlying years.

4:57:38 PM

DANI EL PATRICK O TIERNEY, Chief Assistant Attorney General
Division of Regulatory Affairs and Public Advocacy, Departnent
of Law (DOL), observed that from the perspective of the AG in
his role as a public advocate that the Comm ssion has
articulated a standard which is the end result of Docket UOB58;
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it adopts a price proxy index that consists of a nunber of
production basin price points in sort of a market basket that is
averaged, and that mnmechanism is neant to serve as a cap on
pricing in the Cook Inlet. Gven that it is a very inperfect
mar ket and, therefore, that a price proxy index is necessary in
the first instance is what the Comm ssion canme up with after a
ot of consideration. “It is considerably consistent with the
advocacy of the AG in this case and in prior cases, that
advocacy being the market basket approach to a price proxy index
is probably the best substitute for a free market driven price.”

5:00: 22 PM

MR. O TIERNEY said the question now is what the producers and
Enstar will be able to do with it. Meanwhile Chugach is trying
to negotiate its own supply contract going forward.

5:01: 01 PM
SENATOR W ELECHOWBKI asked what hanmer the people of Al aska have
to force the RCAto intervene in the Nnth Grcuit case.

5:01: 37 PM

MR. O TIERNEY answered it's not clear that the AG in his
capacity as the public advocate under existing statute is
actually enpowered to wunilaterally take action in the N nth
Circuit context. The second point he can nake is that state as
gue estate has intervened in that proceeding and he couldn’t say
nore because his section, Division of Regulatory Affairs and
Publ i ¢ Advocacy, is not prosecuting that case.

SENATOR W ELECHOWBKI asked if there is a contingency plan to
requi re adherence to the RCA order.

MR. O TIERNEY replied from the AG s perspective, the RCA order
stands relative to docket U®B58; it can only be applied when
there is a contract in hand to apply it to. “So, first there has
to be a contract on the table between Cook Inlet producer’s

supplier and a supply recipient.” That could be Chugach or
Enstar. Once those are presented for Conm ssion review, there
will be an opportunity for the AG as a public advocate to

participate, as well as the state in its capacity as the que
estate if one of the other state agencies sees fit.

5:04:29 PM

COCHAIR MCGQUI RE asked if there has been any discussion of
changi ng the way | eases are offered in Cook Inlet.
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MR. O TIERNEY replied that he is not in a position to answer
that question, but representatives from DNR are tal king before
the RCA today on current thinking about |ease holds as it
relates to storage and ot her things.

5:05: 35 PM

COCHAIR MCGQUIRE thanked everyone for their coments and
adj ourned the neeting at 5:05 p. m
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