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3:36: 00 PM

CO CHAIR BILL WELECHOABKI called the Senate Resources Standing
Commttee neeting to order at 3:36 p.m Present at the call to

order were Senators Huggins, French, and W el echowski .

Overview. Securing a new supply of natural gas for Southcentra
and Interior Al aska (bullet line and spur |ine)

3:36:46 PM
JOE BALASH, special assistant to the Governor, said he works on
energy and resource issues and would talk about instate
pi pel i nes.

He referenced a letter sent by the Deputy Conm ssioner of the
Department of Natural Resources (DNR) to Representative Ranras
dated April 1, 2008 about a pipeline from the North Slope to
Cook Inlet. He summarized that the Palin admnistration’ s policy
has been to pursue comercialization of Al aska North Sl ope (ANS)
gas through the |argest possible pipeline and to carry that gas
to market while insuring that Al askans have access to it.

The question as to the timng of a large dianeter pipeline
nmoving to market and how it relates to the needs for gas in
parts of the state that haven’'t enjoyed access to gas,
particularly in the Cook Inlet basin, brings into question the
need to deliver a smaller volume of gas to the Southcentral
region as well as other regions. He said the state would first
| ook to the private sector to allow that to happen under current
laws and if necessary, lend sone support to that. However a
nunber of questions would conme into play if the state did |end
support. The forenbpst is whether or not a public entity would
construct, own and operate a pipeline or any other energy
project or whether private entity would receive sone form of
assistance. Utimately, the biggest question is if support is

needed for one project, is that the best project or are there
other choices to satisfy the energy demands of the state that
may not necessarily be a pipe line. This goes to questions
surroundi ng exploration and devel opnent costs, inportation or

alternatives for generating electricity.
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MR. BALASH said at this point, there is interest from private
sector parties, Enstar as a potential pipeline builder and
Anadarko as a potential supplier, for a bullet line. The state
has been in talks wth them to find out what regulatory
structures would be needed to facilitate a project |like that.

Also he said the state has been pursuing collaboration on the
part of the regional wutilities in the Railbelt region for a
couple of years and legislation wll be introduced soon to
enabl e that collaboration. As part of this effort, the state has
begun the process of putting a contractor into place through the
Al aska Energy Authority (AEA) that wll conduct a regional
integrated resource plan. It will take all the various potentia
energy supply conponents and find which ones are going to best
serve the needs of the region. Initial drafts of the plan would
be available in the third quarter of this year and that work
would then be turned over to this regional electric conpany to
pi ck up and nove on with the decisions that need to be made.

3:42: 37 PM
SENATOR FRENCH asked for the nanme of the plan.

MR. BALASH replied the title of the organi zation they are hoping
to enable this year is the “Geater Railbelt El ectric
Transm ssion Corporation” and the second is a “Regional
| nt egrated Resource Plan.”

3:43:49 PM
SENATOR FRENCH asked if the organizations would be *“lashed
t oget her” or independent.

MR. BALASH answered the Regional Integrated Resource Plan wl
have a contractor who is selected and paid by AEA; that work
will be conpleted. The question then is who will pick up the
ball and do sonething with it. If the enabling legislation to
establish the Regional Electric Corporation is secured, then it
woul d pick up that work product and begin the process of naking
the necessary arrangenents and securing progress on a given or
mul ti ple project fronts.

SENATOR FRENCH said he thought this was a good idea, but
guestioned the extent of a regional conpany’'s ability to build a
bullet line or a hydro project or drill for new gas reserves in
Cook Inlet. “Trying to force the producers to drill for gas in
Cook Inlet, | think, is inpossible,” he said.

SENATE RES COWM TTEE - 3- February 20, 2009



MR. BALASH said he suspected you could get a whole lot of
producers to drill in Cook Inlet by offering them $20/ntf
guaranteed for 20 years to drill there. The question is how to
figure out what the right price is and if the market can be
structured to nmake that happen.

3:47:31 PM
The price is an inportant consideration in the Plan. You have to
come up with the capital to build the project and then ask how
much the energy will cost delivered and the Plan would outline
t hat vi sion.

3:49: 03 PM
SENATOR HUGA NS asked M. Balash to share that vision with them
and to “fill in the blank” around the contractor piece. And

second, he wanted the thoughts of sone of the key players from
the Railbelt on this matter.

MR. BALASH said he didn't have any of the docunents related to
the solicitation for the contractors on the Integrated Resource
Pl an, but he would get and deliver themto his office.

3:50: 30 PM

He said the solicitation has been developed in building off of
the work that was done by the Railbelt Electrical Gid Authority
Study G oup (REGA) that was funded by an appropriation out of
the Railbelt Energy Fund in 2006. The study was conducted by the
AEA; their lead contractor was Black and Vetch. A very |large
advi sory group was assenbled consisting of each of the utility
cooperatives, the nunicipal utilities and many of the other
stakeholders that rely on electricity in the Railbelt region.
They | ooked at the options for noving forward and planning the
next generation of electricity generation and transm ssion on
t he Rai | bel t wher e much of t he exi sting generation
infrastructure needs to be replaced. At the end of the day, the
mssion is to provide reliable power at the |owest possible
price to all consuners on the Railbelt grid.

3:53: 54 PM

SENATOR HUGA NS said he still hadn't put this concept in a
timeline for “first energy” or indicated where the mlestones
are and he wanted to know if the contractor had used the REGA
study elenents as a point of departure or were they collating
and integrating it into a plan.

3:54: 47 PM
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MR. BALASH replied that the nature of the discussion since the
conpletion of the REGA report has centered on how to transition
and he stat ed:

There is no easy way to snap your fingers and bring
the assets of each utility into sone separate entity,
particularly when you have municipal entities involved
and particular covenants on the debt instrunents that
they have used to acquire facilities in the past. Sone
of the efforts that Chugach and M.&P have undertaken
to consider a nerger - they have discovered quite a
lot of intricacy and difficulty that that would
require. So what we have been working with, a working
assunption as it were, is that the unified corporation
would be enabled this year and then pursue the
necessary transition agreenents and conmtnents in a
shorter period of time. But the actual transition to
participating in the corporation and being availed of
the benefits of the corporation would not necessarily
be conpleted for as long as 10 years. In sone cases
there are assets that need to live out their useful
life; and so there needs to be enough tine for that to
occur before the conplete transition would take pl ace.

3:57: 00 PM

SENATOR HUGA NS said the other part is what the contractor would
do with the REGA study product in shaping it for the Integrated
Resource Pl an.

MR. BALASH replied that the final REGA report identified the
various options: maintaining the status quo where six separate
entities continue to transmt and distribute power; and then
| ooked at various ways to consolidate and otherw se aggregate
the | oads and delivery of service. It didn't cone out with “you
should do X.” It came out with “here are the benefits of doing
WY and Z.” Fromthat, the AEA has been conducting neetings with
the general nanagers of the six utilities and chairs of the
boards of directors of the utilities to develop a “white paper”
and getting as nuch consensus as possible. From there, going to
a drafting stage; fromdrafting, nmeeting with the utilities on a
very regular basis and discussing what it needs now and what it
needs | ater.

At this point in the discussion, he said, they need to enable
the formation of a corporation that would consist of a board of
directors that is representative of each of the utilities that
is participating. That corporation wuld hire the staff
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necessary to start doing the transition agreenents for each of
the individual electric utilities, and identify which assets can
be transferred nost quickly and which ones need tinme to just
live out their useful life. He stated:

That process would take place if we’'re able to
convince the legislature that that legislation is
worthy. If that were to pass this session, the idea
woul d be that those transition agreenents would start
to be negotiated out - worked out - and available to
understand in tinme for the next |egislative session.

O her issues that need to be specified to the degree
they can be are the ones surrounding financing, in
particular. This history of state corporations in
Al aska is that sone are pure start ups that go out and
enter into a business arrangenent all on their own and
there are sone |like AHFC that were capitalized on the
front end. And exactly how this organization wll
start out is going to be dependent in large part on
the commtnment and wllingness of each of the
respective utilities to get with the program

4:01:13 PM

The policy, as it were, from Governor Palin has been
that it’s not appropriate to spend additional state
dollars on the utilities for their benefit until they
start working together. W all know we’'re all better
of f working together as opposed to at ends, and that
if we want to achieve the efficiencies of scale that
are available to all of the rate payers on the grid
that that kind of collaboration and joint planning and
payi ng needs to take pl ace.

CO CHAI R W ELECHOWSKI said when he and Senator MGuire set this
meeting up, the idea was taken froma lot of other l|legislators -
that Southcentral is running out of gas. Everyone has conpeting
i deas about how to solve the problem — a bullet line, a spur
line off the large dianmeter line, inport gas from Asia, or dril
in Nenana Basin or Cook Inlet for new gas. They wanted a public
di scussion to find out where the adm nistration stands on these
things. He asked M. Balash to talk a little bit about what the
best course is. How do they get the |owest cost, npbst abundant
supply gas to Cook Inlet consuners and the Interior?

4:02:55 PM
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MR. BALASH answered that there is a role for governnent to play,
but the admnistration’s view is that the private sector can
best nmake those choices. One of the inpedinments to devel opnent
of additional gas resources in the Cook Inlet Basin is the
ability to place that gas into a market. In Southcentral, the
primary markets have been the various utilities, and they have
enj oyed very long contracts that provided nost of their service
for a very long period of tine — at presubscribed and prescri bed
rates. Only in the last decade have people seen the need to
start finding additional supplies to supplenment those contracts
that are beginning to run out.

One of the first issues the adm nistration faced in 2007 was the
guestion of whether or not to support the extension application
of ConocoPhillips and Marathon for their LNG export facility.
Initially the admnistration wanted to inpose a nunber of
conditions that surrounded the supply of gas to Alaska's
domestic markets on that Ilicense. One of the things they
ultimately resolved with the owmers of that facility was to nmake
a portion of its capacity available to third parties who have
gas, the idea being that in order to first encourage people to
find gas, they need to be able to count on a place to sell it.

The terns of the settlenent with ConocoPhillips and Marathon on
that point made a segnent of their capacity at the plant
avai lable in the two-year extension. If they were going to apply
for another extension, it would be for a five-year extension and
in that five-year extension even nore of the plant would becone
available to third-party access. The idea was that | ooking
further out, you create nore opportunity in the market place for
soneone to place gas if they were to go out and find it.

4:08:11 PM

SENATOR FRENCH asked if access to the LNG plant for those who
drill was added to the export license or would it get added next
tinme.

MR. BALASH answered that it is a provision in the settlenent
agreenent between the state and the owners of the facility. It’s

not in the export license, itself. It’s in effect now, and it
will growif they apply for another extension.
4:09: 01 PM

SENATOR FRENCH sai d sonme fol ks have said it won't be |ong before
we have to inport LNG He asked if inports would be subject to a
different set of jurisdictional authorities than exports.
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4:09:41 PM

MR. BALASH replied that his understanding is when it comes to an
export facility you need permssion from the Departnent of
Energy. If it's an inport facility it needs perm ssion fromthe
Federal Energy Regul atory Comm ssion (FERC)

SENATOR FRENCH asked if the facility could export gas in the
sumrer and inport it in the winter.

MR. BALASH replied that it’s hard to say.

SENATOR HUGGE NS asked on a scale of one to ten, what is the
i kelihood of Cook Inlet gas going to Fairbanks in the next five
years.

MR. BALASH qualified his answer for existing proven reserves to
be a one. If, however, in the next two to three years soneone
“breaks their bid off” on 3 tcf/gas, then there’'s a greater
chance that Cook Inlet gas would go to Fairbanks.

4:12: 33 PM

SENATOR HUGA NS said all but one person he has talked to in al
the forums he has been to in that area have said it was
feasible. He rem nded them that |ast year the |egislature passed
a resolution saying that instate gas is a priority. Then he
recal |l ed, subsequent to that, there was a news conference that
tal ked about a public/private entity. Up until that tinme, they
heard from Enstar that it was going to build a pipeline fromthe
north down to Southcentral for $3.3 billion. The news conference
said that potentially the prevailing course was taking gas to
the north as a spur off of the big pipeline. He asked if that
was accurate so far.

MR. BALASH responded that he mssed a step. At the end of the
session, the governor’s office submtted a budget anmendnent
request for $10 nillion to go to the Ofice of Mnagenment and
Budget (OwB) for the purpose of “RSAing” to the respective
agencies that could do the work necessary to understand the best
way to deliver gas instate. A particular scope of work was
associated with that and the question was, should the folks at
DNR, the folks at AEA or should the folks at ANGDA do that. The
adm nistration wanted the flexibility to be able to direct that
noney as he identified who had the capacity to do the work the
soonest.

At the end of the day, the result was that $4 mllion went
directly to ANGDA. The admnistration did not receive any
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additional dollars to conduct any sort of work along those |ines
beyond what was appropriated for existing agencies and their
existing responsibilities. After the $4 mllion went to ANGDA in
April, discussions were had between Enstar and ANGDA and the
adm ni stration thought there was an agreenent in principal to
get everybody working together towards the sanme ends. But
progress has not been what they had hoped.

4:15:49 PM

SENATOR HUGGE NS said he thought there was one other step. Wen
they were back here in the sumer tinme, there was a $25 million
line itemthat was being pushed by the adm nistration for ANGDA

MR. BALASH replied that request was submtted on Decenber 15 for
$5 mllion; he wasn't sure what happened this | ast week.

SENATOR HUGA NS said the anount varies depending on what
docurent you | ook at.

MR. BALASH agreed and explained that the $25 mllion to ANGDA
was a request that had been developed in the course of seeking
AG A license approval in the special sessions. One of the
fundanmental questions about AG A was how Al askans would get
access to the gas, he explained. They knew the big pipe would
make access available at the off-take points required under the
terms of the l|icense, but the question was how that gas would
get to the markets in-state. He explained further:

At the tinme, the expectation was that for lack of a
private sector party stepping up and saying they would
do it, that we needed to enable ANGDA to take the
steps necessary to go out and do the permtting and
early design work until such tinme that there would be
a private sector party to take over. And so that’s why
the $25 mllion at that tine was requested. And as the
session conpleted, there was not any additiona
dol | ars appropriated to ANGDA in the special session.

As we approached the comng legislative session in
putting together the FY10 budget, we really had to
scrub nunbers down as best we could, and the decision
was to conme in with a smaller bite on ANGDA to nake
sure that they could still continue to nake progress,
but recognizing that we couldn’t necessarily get the
full bite given the state of the price of oil at that
time, which deteriorated further over tinmne.
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4:18: 15 PM
SENATOR HUGGE NS r esponded:

And we're really getting to what | hope we can inprove
upon because | think it’s inportant for the state - is
you’ re describing sone things which are inportant, but
it’s new news to ne. And | nean | just challenge
nyself, you and the other menbers and anybody else
that’s listening that has a party to this that we

start working together to emerge in these. And the
same thing wth developing the process, so that when
you give us legislation we can hit the ground running
and not read the legislation for the first tine as the
concept. That is hugely inportant.

"Il say it one nore tine - that we need to work
together in the developnent, at least as information
flow, so that when we receive sonething we are
prepared to begin the execution phase of it, not just
t he education phase of it.

Now, but Ilet ne get back on point for ny final
guestion on this — is okay - so there was a news
conference in April or correction, in July, not what
ANGDA has done and not what Enstar has done, what has
the administration done on in-state gas since that
news conference?

MR. BALASH repli ed:

The admnistration has continued to work wth the
parties in understanding their plans, how they fit
t oget her, how they don't. And in the fall,
particularly, there was quite a bit of activity
relating to the treatnent of unit agreenents in Cook
Inlet in particular leases — and trying to see if
there was sonmething that could be done to get people
in that part of the state, and in a particular area
over on the west side of the Inlet there, to work
together collectively to make sure that a jack up rig
woul d actually nake it to the Cook Inlet.

It’s been a while since a jack up rig has been
avai lable there. | don't renenber off the top of ny
head exactly what the tineline is, but with regards to
exploration in the Inlet there are some prospects that
could be drilled if a jack up rig were available. And
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there would probably be enough work to keep it busy
for a couple of years. The question is who is going to
pay to nobilize it and bring it up, and then guarantee
that it will be returned to whence it came. And the
idea that ultimtely canme out of sone of the disputes
in the Inlet were to try and get various unit holders
and unit operators to work together so that they could
coordinate their activities and assets to mmke that
happen.

4:21:25 PM
SENATOR HUGGE NS sai d:

It appears to ne that the trend in Cook Inlet is just
the opposite - that when you |ook at Cosnopolitan as
an exanple and others, and you listen to the people
that are the ‘producers’ there that they’ re reducing
their expenditures and they’'re saying we're not going
to do things because of the economcs. But | my be
wrong, but help nme out if I am

MR. BALASH said he isn't wong, but the question about
activities and expenditures in Cook Inlet depends on what
resource you're talking about. If you re talking about oil, yes
reductions are occurring; people are putting off work if not
cancelling it. Gas has sone efforts under way.

4.:22: 37 PM
SENATOR THOVAS said he gets a |ot of questions in Fairbanks from
people along the same lines; they read the paper and sone

actually watch “Gavel to Gavel” so they see testinony by various
folks. They watched the state geol ogists |ast week saying that
in 10 or 11 years the Cook Inlet supply of gas will be depleted
regardl ess of what the reserves are. So it seens that getting
the plan evaluated would be a good idea. It’s inportant to get
that rig in there and take the six nost probable |ocations to at
| east evaluate. Wo's going to pay for it is sonmething
different. If the gas industry thought it was likely that they
were going to find a lot of gas down there, they would probably
be doing it and trying to talk the admnistration into
supporting a greater export |icense, because that’s where the
mar ket has been.

Al so, people are concerned that the pipeline won't get built.
Senator Murkowski’s remarks yesterday also caused people to
become even nore concerned that the potential for coal bed
nmet hane throughout the U.S. surrounding the area that supposedly

SENATE RES COW TTEE -11- February 20, 2009



this gas goes into is getting is getting greater all the tine.
The question he gets nostly is, “Wat are you guys going to
do....are we going sit around and wait another two years til
the open season?” He asked what the |legislature and the
adm nistration is doing to nove forward on supplying a source of
gas which is supposed to be the short termfix.

4:26: 32 PM

MR. BALASH responded that with regard to existing resources in
the Cook Inlet, the RCA kicked off a series of conversations in
January regarding gas supply planning for the various pieces of
i nfrastructure. However, he enphasized that reserves and
deliverability are very different issues and it’s inportant to
understand the differences. Reserves mght not be able to
deliver out to the peaks needed on particular cold days even
t hough they may last for many years. Regulators are doing what
they can to get all of the participants in the systemto talk
with each other, but getting a reliable supply of resource to
tie into the Southcentral system is a “tricky question,” M.
Bal ash sai d.

Let’s imagine that a bullet [ine would tie into the
Sout hcentral system and it’s going to do so on
Decenber 31, 2014. |If it’'s going to deliver 500
mcf/day on that day, that’s going to be a shock to
the system There's not going to be a light swtch
that gets flicked, and you re not just going to shut
down everything in Cook Inlet on that day either.

So, how all of that takes place is sonething that is
no easy feat, and is one that, in large neasure, wll
be worked out through and with the various conmmerci al
parties involved — the utilities that consune the gas,
those who m ght export and those who will deliver. And
all of those things can be accommpdated in reasonably
commercial ways when we get nearer to that point, but
that is an issue that has to be taken into
consideration as the various parties needed to nake
commtnments to actually nmake a project happen sort
t hrough t hose i ssues.

4:30: 09 PM

SENATOR HUGGA NS said he hit on an inportant point when he said
“it gets closer for the commercial custoners,” but it made him
nervous. One of the best things the state could be doing now is
enhancing the conmercial custoner base, and he enphasized, “W
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can't wait.” He asked M. Balash to explain what he neant by
“closer to it” in getting to first gas.

MR. BALASH replied, if Decenber 31, 2014 is when you want first
gas to be comng froma North Slope pipeline into Southcentral
the question is how long it will take to construct the pipe. The
peopl e he has talked with suggest that it’s going to take three
seasons; that would indicate the year 2011 for what would be a
“sanctioned decision where people sign on the dotted line and
everything gets going.” Then the question beconmes who needs to
be involved in those discussions and who are the parties going
to be. “Who will deliver the gas? W will construct the pipe?
Who is going to supply the gas? And who is going to buy the gas?
Those are all elenents necessary to make a project real.”

4:32:33 PM
SENATOR HUGGE NS remarked, “Precisely;” and his said his thought
is very sinple:

The state should be facilitating the commercial base
that puts the demand that shines a bright light on the
econom cs that whoever is going to build the pipeline,
whoever is going to have the gas source has sone
confidence that in fact it works - so we can push. And
until we do that, and start creating some certainty
it’s always going to be wuncertain. It’s the sane
reason we never built a gas pipeline.

W continue to have these neetings, but we never build
one because we're going to do it later. Everything is

going to be later. | <can tell you, the people in
Fai rbanks - what | heard fromthem - and tell ne what
did the task force had to say — I'Il digress for a

moment. What did the task force find about gasifying
Fai r banks?

MR. BALASH recalled the task force that FedCo put together
called for support for an in-state bullet Iine type of project.

4:35:35 PM
SENATOR HUGGE NS asked what the task force thought about the line
comng fromsouth to north

MR. BALASH answered he read an earlier draft of the report

briefly, but the conclusion was that it was unlikely that gas
from Cook Inlet would be noving north.
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SENATOR HUGA NS asked when the study indicated Fairbanks would
get gas.

MR. BALASH said he couldn’t renmenber what the report said
precisely on that point. He renenbered they identified the FNG
project as a potential solution to a ot of the issues that face
the Interior. In terms of a project that has a known supply, of
all the ones they have tal ked about today, his understanding is
that they are the only ones who do have a supply contract in
hand.

SENATOR HUGE NS said one of the things in M. Balash’s nenp is
the 500 mmtf/day limt on instate gas. It’s his thought they
grossly violate that nunber because every statistic he has
heard, particularly for commercial wuse, wll lower the tariff
and make the gas nore econom cal for his neighbors. Wat was his
perspective on that.

MR. BALASH responded that the 500 mmcf/day issue is inbedded
within AGA to nmake sure the state is perfectly free to do what
it wants to deliver natural gas to residents of the state. The
500 mmtf/day exception in AGA relates to a conpeting project
nmeani ng one that is designed to deliver nore than 500 nmmtf/day
to market, and the state would be in violation of its agreenent
with TransCanada Alaska if it extends preferential royalty or
tax treatnent or grant of state noney to another person. “So, if
the private sector wants to put together a project that is going
to deliver nore than 500 mmtf/day and there is no preferentia
tax or royalty treatnment or grant of state nobney involved, no
probl em”

4:38:13 PM

SENATOR HUGA NS said it appears to him that they have now noved
through the private piece and the center piece of the news
conference said the marketing issue is a “public/private
partnership.” He asked M. Balash, “Didn't you go down to
Chi cago or sonmeplace with Enstar and talk to then®”

4:39: 08 PM

MR. BALASH replied that he went down in January wth Deputy
Comm ssi oner Rut herford and net with Enstar’s executive
| eadershi p and their hol ding conpany.

SENATOR HUGGE NS said he assuned el enents of that were tal k about
a “public/private partnership.”
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MR. BALASH responded the questions they discussed there are what
Enstar saw as the barriers to them pursuing a project, and in
the course of the conversation they described sone things that
they thought, after conferring with their |awers, needed to be
changed in state law. Enstar was under the inpression it needed
a specific change in statute to allow for a conditional right-
of-way from the DNR But they didn't need to do that. For
instance, M. Heinze obtained a conditional right-of-way across
the d enn H ghway for the ANGDA project.

Enstar described other things that they saw in state |aw that
did not necessarily allow a project that they would like to
pursue happen. The issues are ones that appear in the Right-of-
way Leasing Act, the Pipeline Act and the Utility Act.

4:40: 25 PM

SENATOR HUGA NS said he heard in a news conference that part of
the concept potentially is using an entity that would have a
bonding authority with tax benefits — potentially an arm of
state governnent. Does that fall under the provisions of state
participation? Wuld that put the state in violation of the AG A
provi si on?

MR. BALASH responded: “The question is whether or not the state
provi des preferential tax or royalty treatnent or grant of state
funds. That’s what the statute says.”

4:41: 24 PM

SENATOR HUGGE NS agreed and went on, if ANGDA did the financing
for the pipeline and other aspects of it, would Enstar or a
surrogate build the pipeline, and would that be in violation?

MR. BALASH said he was sure sone |awer sonewhere would di sagree
wi th what ever answer he provided, so he didn’t want to answer.

SENATOR HUGE NS said, “What’'s your answer, though. You're the
advi sor.”

MR. BALASH said he wouldn’t give himan answer to a hypothetical
guesti on.

SENATOR HUGA NS said the legislature needs to know if that is a
vi ol ati on.

MR. BALASH responded, “The question | would ask is what woul d be

the purpose of answering a hypothetical question at this point
when there’s not a question in front of the legislature to grant
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bondi ng authorization to an entity to go build a pipeline that
may be nore than 500 mmtf/day that nay be a conpeting project
under the terns of AQ A?”

SENATOR HUGA NS asked himto assune that all of those are true.

MR. BALASH said he was not prepared to make that assunption
t oday.

4:42: 58 PM

JOHN LAU, Enstar Natural Gas Conpany, said he |liked M. Balash's
explanation of the difference between deliverability of gas and
gas reserves. He thought the lines would intersect in 2013/ 14.
He commented that even though you nmay produce as nuch as you
can, you do not have total annual capacity to fit the needs. At
that point, inmports will be needed along with already-installed
storage. These concepts marry well wth a pipeline project
because Cook Inlet needs as nuch storage as is economcally
feasible. As to the ranp up issue, it’s inportant to understand
that when the pipeline is “turned on” it runs at as a high a
capacity as it can right away.

4:44: 43 PM

SENATOR THOVAS said that several demand studies for the state
had been done; the nost recent conprehensive one was done when
Agrium was still operating. The study considered doubling
Agrium s consunption over a period of time, it didn’t consider
any nore exports. It considered every utility that has a coal
generating facility would be converted to gas, and that there
woul d be gas into areas, but there was no real consideration of

how it would get there - it was used as an expansion. It also
i ncl uded discussion about conputer-server warehouses as a new
industry and a variety of other uses — and at that point, 500
mcf/day would be the state’s need - in 2020. He asked what the

adm nistration foresees as the need and how that would inpact
the economics of Enstar’s gasline should the Gubik gas becone
avai l abl e in 2016.

MR. LAU said that was an old study, and that Enstar, M&P and
Chugach Electric are anmending their 10-year gas deliverability
plan. He said there has to be a change within one year because

their current contracts will no |longer be in place in two years.
Deliverability can be hobbled together for a few nore years and
then they will get to the point of no longer being able to

provi de peak deliverability in the winter on the col dest day.

4:49: 36 PM
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HARCLD HEI NZE, Al aska Natural Gas Devel opnent Authority (ANGDA),
said M. Balash had very conpletely, fairly and accurately
summari zed the events that are on the table.

4:51:29 PM

SENATOR WAGONER wanted M. Balash to talk about the RCA's denia
of two contracts for gas supply that have been negotiated over
the last three year period and the negative inpacts those are
havi ng on gas exploration throughout Cook Inlet.

4:52: 35 PM

MR. HEINZE said when he tal ks about instate gas, he is talking
about citizen consuners; they are the ones who pay and are at
risk. Their consideration when they are the dom nant players of
public private partnership is probably entirely appropriate.
Wen it’s domnated by industrial custoners, they nmake |ess
sense. Scott Baliss is currently doing a study that | ooks at the
very basic ideas of public/private partnership as they apply to
an instate gas pipeline and he will share those with them

He also rem nded them that the Denali and AGQ A open seasons are
scheduled for the summer of 2010. Background information says
that the FERC process that both will operate under if the state
doesn’t participate in the form of its utilities seeking |ong-
term conmmtnents to ship gas, we are at a trenendous
di sadvant age beyond that initial open season. So, one of ANGDA s
main focuses has been on that and that is their highest
priority.

Finally, he visualized three or four nonths from now that
sonebody in the Nenana Basin, Cook Inlet, Qubik, or sonewhere
would find gas. “All we need is one success in any one of those
pl aces and the dynam cs of all this change instantly.” A |ot of
stuff is in play over the next two years; the state needs to
keep its options open and he looks forward to the continued
gui dance from the admnistration on how to advance on as many
fronts as they can.

4:55: 55 PM

CO CHAIR W ELECHOABKI said he personally agreed with the RCA s
deci sion and asked M. Balash if he wanted to comment on Senat or
Wagoner' s questi on.

MR. BALASH said he wanted to comment on sonething M. Heinze
just nentioned in ternms of the need for the wutilities in
guestion to nake commtnents at the initial open season on the
big pipeline projects. He couldn't speak for Denali, but for the
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AG A licensed project, one of the commtnments made by the
licensee was to solicit demand every two years and to provide
service along the pipeline to instate destinations. |If our
utilities aren't prepared to make a very large financia
comm tnment on the close of the open season in July 2010, there
wi Il be another opportunity just two years |ater.

4:58:16 PM

Wth regard to the RCA ruling, he observed as a person who had
once worked with the legislature, that the last contracts that
were approved were in 2002. In the preceding events and actions
that have taken place, the term of the contract, the price
offered by the producers in question and the range of service
offered by the producers in question have all in sonme ways
deteriorated. The term has gotten shorter; the price has gotten
hi gher and the service has gone from all requirenents and ful
service to peak and | oad pricing.

That’s not to say these things are bad or shouldn’t be taking
pl ace, he said, but one of the things he has heard is a point of
frustration for the nmenbers of the Comm ssion is that they can
only make a decision based on the record in front of them
Per haps the administration can do nore with regard to conpleting
that record with options and other considerations that m ght be
useful as they weigh the given conponents of a given contract.

5:00: 58 PM

SENATOR WAGONER said the main point of his question was to bring
out the fact that although people are trying to explore for gas,
if they can't find a market to sell it into, they wll take
their noney and go elsewhere. Therefore, if they can’'t find a
solution to the RCA problem and gas producing problem they

won’t have anybody who wants to drill in Cook Inlet. *“Actually,
they want to drill for oil and maybe find gas.”
5:01: 54 PM

CO CHAIR W ELECHOWSKI thanked everyone for their comments and
adj ourned the neeting at 5:01.
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