ALASKA STATE LEG SLATURE
SENATE RESOURCES STANDI NG COW TTEE
February 10, 2010
3:37 p.m

VEMBERS PRESENT

Senator Lesil McQuire, Co-Chair
Senator Bill Wel echowski, Co-Chair
Senator Charlie Huggins, Vice Chair
Senator Hollis French

Senator Bert Stednman

Senator Gary Stevens

Senat or Thomas WAgoner

VEMBERS ABSENT
Al'l nenbers present
COW TTEE CALENDAR
SENATE BI LL NO 242
“"An Act providing income tax credits for geothermal resource
expl oration and devel opnent."
- HEARD AND HELD
SENATE BI LL NO 243
"An  Act renoving the royalty obligation for geothernal

resources. "

- HEARD AND HELD

PRESENTATI ON: PO NT MACKENZI E RAI L EXTENSI ON PRESENTATI ON
- HEARD

PREVI QUS COW TTEE ACTI ON

BILL: SB 242

SHORT TITLE: GEOTHERMAL RESOURCE TAX CREDI TS
SPONSOR(s): SENATOR(s) MOGUI RE

01/ 27/ 10 (S) READ THE FI RST TI ME - REFERRALS
01/ 27/ 10 (S) RES, FIN
02/ 10/ 10 (S) RES AT 3: 30 PM BUTROVI CH 205

SENATE RES COWM TTEE -1- February 10, 2010



BILL: SB 243
SHORT TITLE: NO ROYALTY ON GEOTHERMAL RESOURCE
SPONSOR(s): SENATOR(s) MOGUI RE

01/ 27/ 10 (S) READ THE FI RST Tl ME - REFERRALS
01/ 27/ 10 (S) RES, FIN
02/ 10/ 10 (S) RES AT 3: 30 PM BUTROVI CH 205

W TNESS REG STER

M KE PAW.ONSKI

Al de for Senator McQuire

Al aska State Legislature

Juneau, AK

PCOSI TI ON STATEMENT: Commented on SB 242 and SB 243 for the
sponsor.

JOHANNA BALES, Deputy Director

Tax Divi sion

Depart ment of Revenue (DOR)

PCOSI TI ON STATEMENT: Answer ed questions on SB 242.

PAUL THOVSEN, Director

Pol i cy and Busi ness Devel opnent

Ormat Technol ogi es

POSI TI ON STATEMENT: Supported SB 242.

SUZANNE LAMSON, Projects Manager
Naknek El ectric Associ ation
PCSI TI ON STATEMENT: Supported SB 242 and SB 243.

MARI LYN LELAND, Executive Director
Al aska Power Associ ation
POSI TI ON STATEMENT: Strongly supported SB 242 and SB 243.

PAUL THOVSEN
Ormat Technol ogi es
POSI TI ON STATEMENT: Supported SB 242 and SB 243.

JOHN DUFFY, Manager
Mat anuska Susitna Borough

POSI TI ON STATEMENT: Cormented on the Port MacKenzi e Rai
Ext ensi on proj ect.

Rl CK MYSTROM

SENATE RES COWM TTEE - 2- February 10, 2010



Mat anuska Susitna Borough
PCSI TI ON STATEMENT: Presented update on the Port MacKenzie Rai
Ext ensi on proj ect.

PAT GAMBLE, Executive Director

Al aska Railroad Corporation (ARRC)

PCSI TI ON STATEMENT: Answer ed questions about the Al aska Railroad
and the extension project.

ACTI ON NARRATI VE

3:37: 24 PM

COCHAIR LESIL MCGQU RE called the Senate Resources Standing
Commttee neeting to order at 3:37 p.m Present at the call to
or der were Senators  \Wagoner, French, St edman, Huggi ns,
W el echowski, and McGQuire.

SB 242- GEOTHERVAL RESOURCE TAX CREDI TS

CO CHAI R MCGUI RE announced SB 242 to be up for consideration

3:38:13 PM

M KE PAW.OABKI, aide for Senator MQ@uire, sponsor of SB 242,
explained that this measure is an income tax credit for
geot hermal exploration and devel opment. He said that geotherna
is a clean renewable source of power and can provide an
i nportant base |oad supply of power. It has been used in other
countries and states successfully.

Section 1, he said, has the geothermal resource tax credit that
is located within the corporate incone tax statutes under AS
43.20. This section has two tax credits: the first, on page 1,
lines 9-14, subsection (b), provides a resource exploration
credit in the anmount of wup to 50 percent of the qualified
expl oration expenditures for exploration conducted on state |and
and 25 percent for those not conducted on state |and. According
to the Departnent of Revenue (DOR), the resource owned by the
state and not owned by the state should actually be adjusted to
reflect the land ownership when the bill noves forward. The
inmportant limt on that credit starts on page 2, line 1 - that
it cannot exceed $20 mllion.

3:39:51 PM

MR. PAW.OASKI said the second credit is on page 2, lines 8-12
and is the resource devel opnent credit, which is 10 percent of
the qualified devel opnent expenditures. Both of the tax credits
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are limted further by subsection (d) that says the tax credit
taken in either (b) or (c) can never anmount to nore than 50
percent of a person's tax liability. As a conpany devel ops and
brings the resource on line and is accruing revenue, these tax

credits can offset their tax liability - the key point being
that revenue would be coming into the state at that tine. A
carry-forward of seven years is on page 2, lines 10-11, but it

shoul d be nore |ike 20 years.

3:41: 24 PM

CO CHAI R W ELECHOWBKI said he thought encouraging this sort of
devel opnent was a step in the right direction. He asked how "a
person” is defined in sections (a) and (b) and all throughout
the statute.

MR. PAW.OWNSKI deferred that answer to Johanna Bal es, Departnent
of Revenue (DCR).

3:41:40 PM
SENATOR STEVENS j oi ned the comm ttee.

3:42: 03 PM
CO CHAIR W ELECHOWBKI asked if this tax credit is available per
site or per conpany, per well or per unit.

MR. PAW.OWBKI again deferred to the DOR, but his understanding
was that the tax credit is based on actual expenditures rather
than the project nultiple tines.

CO CHAI R W ELECHOWBKI asked if the credit is available when the
resource goes on line or as incurred even though it may not be
on line for several years.

MR. PAWOMNSKI replied that the tax credit accrues as the
expenditures are nade, but w thout production there is no incone
to claim the credit against. The credits are in the incone tax
statutes, and that is why the carry-forward provisions are
necessary.

CO CHAI R W ELECHOWSKI asked if the credit is transferable.

MR. PAW.OASKI answered that the credit in the current version of
the bill is not transferable beyond a successive interest only.
So, you could sell the credit if you sell the facility along
with it. That |anguage is on page 2, |ines 16-19.

3:44: 27 PM
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CO CHAIR W ELECHOWSKI asked why the credit is retroactive to
June 30, 2008 if the goal is to encourage future devel opnment.

MR. PAW.OASKI explained that sone conpanies are working on
geothermal projects in Alaska to the degree that actual
conducted expenditures would be creditable. The credit is to
apply to projects that are currently under devel opnent.

CO CHAIR W ELECHOWNBKI asked if these credits would be passed
t hrough to consunmers when the rates are set.

MR. PAW.OABKI deferred that answer to the project sponsors in
terms of their understanding of whether or not they would be
rate regul ated and to the Regulatory Conmm ssion of Al aska (RCA).
He added that the project sponsors would also talk about the
transferability issue and whether credits should be rebated or
transferred simlar to oil and gas credits. It was not drafted
t hat way.

3:46: 19 PM
CO CHAIR MCGUI RE asked Ms. Bales how "person” is defined in
Title 43.

JOHANNA BALES, Deputy Director, Tax D vision, Departnent of
Revenue (DOR), answered that under the Al aska incone tax title a
"person” is defined as an individual, a trust, an estate, a
partnership, or a corporation.

COCHAIR WELECHOANBKI said he is trying to wunderstand the
parameters with the $20 nmillion cap. Could this credit be
applied to nmultiple persons or nultiple sites, so an entity
could get multiple $20-mllion tax credits? Mybe that |anguage
needs to be tightened up.

M5. BALES answered that the way the language is witten, the
$20-million cap is per project. If an individual taxpayer had
several different projects, he could get a $20-nmllion tax
credit for each project.

CO CHAIR W ELECHOWBKI asked if someone is doing a well at M.
Spurr and they do nmultiple wells or wells that are several mles
apart, is "project" defined anywhere.

M5. BALES answered no; existing |anguage doesn't have a

definition and neither do existing corporate incone tax
st at ut es.
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3:48: 14 PM

SENATOR FRENCH asked how expenditures on state |lands and
expendi tures on ot her | ands are treated differently
phi | osophi cal | y.

MR. PAWOMSKI said he was unclear on the different taxing
rel ati onship between state-owned |and and non-state owned | and,
and that these provisions are part of an entire fiscal picture.

COCHAIR MCGQURE said the bill is to incentivize devel opnment on
state | ands.

SENATOR FRENCH said he didn't know what revenue the state gets
from geothermal energy when it cones out of the ground other
than cheap electricity, which he hoped the state would get lots
of. The state wouldn't grab a royalty on that electricity. He
was trying to understand how the consuner would be able to
differential between geothermal from the state versus from the
federal government. Maybe it should all be 50 percent.

MR. PAW.OASKI responded that M. Chin who is developing the
Naknek geothermal project that is not on state land mght be
able to answer that question later in the hearing. He said the
definition 1is on pages 2-3, the qualified devel opnment
expenditures, but the project |anguage still needs worKk.

SENATOR STEDMAN said he had a simlar concern to Senator
W el echowski's about retroactive application and thought they
should tighten up "qualified exploration expenditure" |anguage
on page 3, line 9, and that they should do sone background work
to find out how many geot hermal busi nesses Al aska has.

COCHAIR MCGQU RE replied that currently no geothermal conpanies
are operating in Alaska although Omt has the lease on M.
Spurr. Wien they canme to town they started |ooking at statutes
on the books that deal w th geothermal and what kinds of things
would make a difference in incentivizing geothermal energy in
Al aska. These two bills cane out of those discussions. She said
the next one deals with royalty.

3:52:57 PM
SENATOR WAGONER asked how this would affect the Chena Hot
Springs busi ness.

CO CHAIR MCGU RE responded that the Hot Springs doesn't operate
in a conmercial environnent.
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SENATOR WAGONER said the owner is developing it to supply power
and lay a line over the nmountain to the base, and that is a
commerci al application.

COCHAIR MCQUIRE said if he was creating a commercial entity, he
would qualify for this credit. The retroactivity would be a
pol i cy deci sion.

CO CHAIR W ELECHOWBKI asked if a geothernmal conpany joins in a
joint venture with another conpany that has noney, could they
take the credit if no energy is produced.

M5. BALES answered yes.

3:56:13 PM

COCHAIR MCGQUIRE said these bills were not put in for any one
entity, but rather the inspiration cane fromher trip to Iceland
to see how geothernmal energy had transformed that nation that
now has a rate of 6 cents/kW.

3:56:42 PM

PAUL THOVSEN, Director, Policy and Business Devel opnent, O nmat
Technol ogi es, supported SB 242. He introduced Raum Orenstein who
is the project developer for the M. Spurr project and director
of business development with O mat Technol ogies. He thanked
Senator McGQuire and legislative staff for drafting these bills
that renove significant barriers to geothernal devel opnent. He
said he would focus on SB 242 at this tine and give them a
little bit of background on O mat Technol ogies. He el aborated
that Omat is publicly traded on the New York Stock Exchange. It
started as a conpany in 1965 designing and manufacturing
equi pnment .

VWhat sets them apart from other developers is that they are
vertically integrated. They design and manufacture equi pnent and
delineate the resource and operate the geothermal power plants.
Omat did its first contract installing renote power units in
1975 with the TransAl aska Pipeline. In that tinme, he said, O nmat
has been responsible for over 1000 ngW of geothermal devel opnment
in over 71 countries around the world. They are interested in
com ng back to Alaska and developing this resource to supply
energy to the Railbelt; they are particularly interested in M.
Spurr and M. WMakushi n.

He said that O mat was honored in the recent AGA grant process

when the Division of Geological and Geophysical Survey (DGGS)
sited it as one of the nost highly experienced conpanies in the
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world and that the proposed approach is the best to nove forward
toward potential devel opnent at M. Spurr.

MR. THOVBEN said that they strongly support SB 242, which
recogni zes that geothermal exploration is simlar to oil and gas

exploration in that they both involve high cost/risk drilling.
He added that nmany Al askan resources are green fields that
require blind drilling which increases the cost and the risk.
3:59:28 PM

Al aska has introduced tax credits for oil and gas exploration
and this bill simlarly incentivizes geothermal exploration in

the same way, he explained. If passed, their financial analysis
indicates that this credit, if the carry forward is increased to
20 years or made refundable, wll Ilower the total cost of
geot hermal devel opnment by nore than 10 percent and, therefore,
lower the total cost of power to the ratepayer by 5 to 10
per cent .

CO CHAIR W ELECHOABKI said this is a really exciting project. A
particularly good thing about geothermal is that it is a solid
base line of energy 24/7; it doesn't matter if the sun is out or
if the wind is blowing. He asked if they have tinelines for this
project comng online, how they envision this credit passing
through to the consumer, and if he could talk publicly about
what he expects those rates to be.

MR. THOVBEN answered that typically developing a green field
geot hermal project from defining the resource to bringing the
power on line takes 4 - 5 years, but in Alaska they are | ooking
to extend that a little bit by having it online by 2016.

On the question of inpact to the ratepayers, their financial
nodel indicates that this credit reduces Omat's CAPEX Wth
geot hermal projects there are two issues - the cost to devel op
the project and the price they can get for selling the
electricity. So within this local market they are looking at a
fixed price and as an independent power producer, they |ook for
a contract with an investor-owned utility that is conpetitive
enough that they can get the price approved through the RCA
Prices in 2009 dollars are about 12-14 cents/kW. That gets
negotiated with an off-taker of that electricity- |like GRETC or
a utility. Allowing them to lower the price translates into
ratepayers getting the benefit from that through lower utility
bills.
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CO CHAIR W ELECHOMSKI asked if that price includes the cost of
transm ssion lines into the main grid.

MR. THOVBEN replied no.

CO CHAIR W ELECHOWSKI asked how the energy from this project
woul d get tied into the main grid.

MR. THOVSEN said they were |looking for solutions to that. |If
they had to bear building the additional transmi ssion to reach
this project and the road, that would increase the price they
would need to get for their electricity to make this project
vi abl e.

CO CHAI R W ELECHOWSKI asked how many ngWt hey woul d produce.

MR. THOMSEN answered that they believe the resource could
achi eve 100 ngW but they have | earned to devel op these projects
pragmatically. So, the initial phase would be 50 ngW and then
making sure the heat and water can sustain a full 100 ngW
devel opnent before maki ng that capital expenditure.

CO CHAIR W ELECHOWBKI asked if they plan to add nore water to
create nore steam

MR. THOVSEN answered no. He explained that O mat has a unique
closed |oop system There are two types of geotherna
devel opnent today: one is called "flash" and one is called
"binary." The first power plant using flash technol ogy was built
in 1905 in Italy. This is basically where a well is drilled, the
wat er comes up out of pressure, and turns to steam that turns a
steam turbine. That process needs Mdther Nature to work in your
favor because that steam needs to be recondensed into rain so it
can recharge the ground water table.

The Omat system is closed loop: it brings up the hot water
under pressure in a closed environnent and heats a secondary
working fluid. That working fluid vaporizes and when it expands
it builds pressure and turns a turbo expander. The hot brine is
then 100 percent reinjected back into the reservoir to be
reheated and reused. He said this is what makes their geothernal
devel opment so unique - that it has a synbiotic relationship
with the reservoir. That reservoir needs to be maintained and if
they start to see a cooling effect, they know the power plant
W Il produce less electricity and becone |ess econom c; and they
will start |osing noney.
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CO CHAIR MCGQUIRE asked him to describe their two projects in
Hawai i and Reno.

MR. THOMVBEN responded that their facility in Reno, Nevada,
produces approximately 100 nmgW of electricity; it is inside the
city limts and produces enough geothermal power to supply the
entire residential load of the city of Reno. The project was
built over a 20-year period with increnental projects comng on
line utilizing one reservoir. He said the prices have varied
greatly over that 20-year period. The initial power purchase
contracts were in the 6-8 cent range and today they are closer
to 10 cents.

He enphasized that as they look to bring the anmounts per project
on rapidly, and added that the value in doing so becones
exponentially nore inportant in |ooking at a fixed-price 20-year
contract. They typically enter into fixed price contracts; so
the earlier the project gets on the line, the lower the rate
they have to negotiate, but that is what they have to live with
for the life of the project. So, these projects that canme on
line at 6 cents in Reno in 1985 really show their value 20 years
| ater. They hope the sanme effect happens at M. Spurr. The Reno
resource is a unique geological resource that they have drilled
very deep and found very noderate-tenperature water; SO nore
wat er and volune has to be used to sustain the reservoir.

4:07:22 PM
Contrary to that, their 30 ngW project on the Big Island of
Hawai i is from a volcanic resource, and it suppl i es

approximately 35 percent of the Big Island' s energy needs. They
have i nplenented safety protocols and standards for dealing with
live nolten lava and are able to produce a product there that is
very reasonably priced. M. Spurr would be a simlar project
however the price would be nore in Alaska because geothernal
energy would be offsetting inported bunker fuel. On the Big
| sl and of Hawaii it would be closer to $.10 to $.12.

SENATOR HUGA NS asked for a "quick thunbnail sketch" of the two
states that have federal incentives.

MR. THOVBEN replied that today the federal governnent offers a
production tax credit, a $.02-tax rebate on the project once it
starts producing energy. But since that credit needs to be
reaut hori zed every few years, it is also unreliable. So, it is
very hard to count on that credit for their project that wl

take five years before it wll produce electricity. That tax
credit currently exists and today under the Stimulus Act they
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can actually forego that production tax credit and receive a 30-
percent investnment tax credit for projects comng on-line before
2013. So, their concern is not know ng what federal incentives
will be when this project is ready to be brought online in 2016.

He said Onmat operates projects in the states of Nevada,
California, Hawaii, and have built projects in Ildaho and
Wom ng. Many of those states have also tried to incentivize
geot hermal devel opnent either through property or sales tax

abatenents or other such incentives. Wiile they don't like the
inmpact to local governnents that sone of those incentives
create, they still think that |ooking at the corporate incone

tax as a way to junp start these projects is "a great solution
to that."

SENATOR HUGA NS said this is exciting because it is the future.
He wanted to hear about some of their international experiences.

4:10: 34 PM

MR. THOVSEN answered that they are equally as excited to trail-

bl aze a project in Al aska and hope what they |earn in devel oping
this project will lower the cost for future geothermal projects
in Alaska. Omat recently developed a geothermal facility at

Lake Naivasha in Kenya, Africa, where they weren't able to
recei ve financing because people were concerned about devel oping
a project in a third world country. Omat financed this 48 ngW
project on its own balance sheet; they then refinanced it

afterwards. They also inproved wupon the Ilocal comunity by
teaching | ocal people how to operate and conduct naintenance to
the facility and by creating a school center for the children of

those enployees. Today it is a nodel for devel opi ng geothernal

projects in third-world countries and has been cited in multiple
proj ects noving forward.

4:12: 32 PM

MR.  THOVSEN, referring to Co-chair Welechowski's previous
guestion, said that Onmat's original concern was that their
| eases for M. Spurr date back to 2008 and they would | ose their
original $3.5 mllion investnment by taking placed in service
today. They won't start getting the tax credit wuntil this
project generates revenue and the nmajority of that exploration
cost is yet to cone; so, they are open to nodifying that date to
current.

4:13: 28 PM

CO-CHAIR MCAQU RE asked him the value of the incentives to their
decision to continue noving forward.
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MR THOVSEN replied that these incentives are "absolutely
i nperative" to noving this project forward. If they can't get
the price in line with what the local utilities are willing to
pay, it's a non-starter. Reducing these barriers would allow
themto release the funds quicker, thus allowing this project to
be actualized by 2016.

CO CHAIR W ELECHOWSKI said, "I love clean energy, green energy;
| also like affordable, | ow-cost energy.” He asked for
assurances that these tax credits wll pass through to consuners

in the form of lower rates. He asked if he envisioned the RCA
regulating his end of the project or if he planned on going to
Chugach first and having them go to the RCA - and having no RCA
oversi ght over their project.

MR. THOVSEN replied that they envision the second getting a
contract with a utility and that contract is then approved or
not by the RCA. They want that contract to be transparent and to
be a good thing for Alaskans. He said the exciting thing about
working for a geothermal conpany is that it offers a base |oad
supply of electricity 24/7 and they think that their price,
while it mght seem a little high conpared to natural gas or
coal in the Lower 48, offers sonething that none of those can -
a fixed price over 20 years. That kind of a price hedge over 20
years will pay dividends in the future for the ratepayers of
Al aska - especially talking about current debates on cap and
trade, renewable portfolio standards, and so forth.

CO CHAI R W ELECHOWSKI said the concern he has seen is that they
have a simlar process in place for natural gas in Cook Inlet
and they have no idea how nuch it costs for producers to extract
it and sell it to Chugach Electric, M.& or  anot her
organi zation. It's something the RCA conplains about a |ot and
he wonders what direction they are headed in.

CO CHAIR MCGU RE thanked them for their presentation and for
believing in Al aska.

4:17: 14 PM

SUZANNE LAMSON, Projects Mnager, Naknek Electric Association,
said she was speaking for Donna Vukich, its general manager. She
thanked the conmittee for all of its work on energy-related
i ssues, especially regarding geothermal. She said they are
working on a green field developnent in Southwest Al aska and
they supported SB 242 and SB 243. Renobving the barriers to
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geot hermal  devel opnment through this kind of incentive is
"inperative" to devel op geot hermal energy in Al aska.

4:18:55 PM

MARI LYN LELAND, Executive Director, Alaska Power Association,
strongly supported SB 242 and SB 243. She said Alaska has the
m sfortune of having sonme of the nbst expensive energy costs and
t he biggest problem supplying energy to its citizens. But, at
the same time it also has the fortune of having the best
resources in the country for generating electricity wth
hydropower, w nd and geothermal. Currently, one nenber, Naknek
Electric Association, is drilling for geothermal; several other
menbers including Inside Passage Electric Coop, Nonme Joint
Uilities, and TDX Power are considering the possibilities.
However, the front-end costs are enornous and the systens of
pursuing of them are generally small; and wthout incentives
sone geothermal projects just won't get done because the
conpanies won't be able to take the risk involved with that
cost, which would be a huge | oss for Al aska.

M5. LELAND enphasi zed that geothermal is not a theoretical idea;
it is a real possibility and the tine is here to carry it
f orward.

CO CHAIR MCQUI RE thanked everyone for their testinony and work;
and cl osed public testinony setting SB 242 asi de.

SB 243- GEOTHERVAL RESOURCE: ROYALTY/ PERM T/ FEE

4:21:25 PM
CO CHAIR MC@U RE announced SB 243 to be up for discussion and
that it is the conpanion bill to SB 242 that deals with the

royalty relating to geothermal energy.

M KE PAW.OWSKI, aide to Senator MGQ@iire, sponsor of SB 243,
explained that currently under AS 38.05.181(g), the State of
Al aska charges a 10-15 percent royalty on gross revenues on
geothermal projects. This has a significant inpact on the
economcs of this geothermal project that has a fixed cost of
$.12 to $.14. O her states don't have royalties anywhere near
what Al aska has; these royalties are very simlar to what the
state has for oil and gas developnent, not for geothermnal
devel opnent. That is where the bill started off in concept;
procedurally SB 243 renoves royalty from geothermal projects in
Al aska.
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COCHAIR MCGQUIRE explained that last Interim geothernmal was
| ooked at and an old reference to a 10-15 percent geothernal
royalty credit was discovered. They think it was put in as a
pl ace hol der back when the oil and gas provisions were being
devel oped, but w thout any reflection on what an appropriate
geothermal regine would |look like. This resource is hot water, a
renewabl e energy that is not extracted permanently in the way
t hat hydrocarbons are.

She explained that the thinking behind this bill is to
incentivize these projects, but also realizing that they really
don't see a rationale for the state to exact a royalty on a
resource that is not being renoved permanently from the ground -
the whole point of royalty and severance. If Alaska has a
royalty, it would be the highest rate in the nation and would
make any geot hernmal devel opnent in this state inpractical.

Further, Senator MQ@iire said, sone states with federal |ands
aligning them have a 1.7 percent royalty. The federal governnent
has said 3 percent is their threshold. Cearly the 10-15 percent
woul d be "outrageous,” and she supported no royalty for the
reasons she just articulated. But, she said she wanted to hear
testinmony fromthe conpani es about other royalty regines.

4:25: 55 PM

PAUL THOVSEN, O mat Technol ogi es, echoed earlier conments about
how geot hernal power capital costs in other states are around
$4000/ kW and how in Alaska the costs are 25-50 percent higher
than that. They think SB 243 recognhizes that in other western
states geothermal power projects rarely are required to pay
state royalties.

4:27: 05 PM

He clarified that when they were | ooking at this provision, they
found that a predom nance of western states actually do have a
very high state royalty rate in statute; they just don't have
any geothermal power projects paying it. That is when they
started to question it. The state of California has somewhere in
the range of a 10-11 cent royalty for state lands; it is the
| ar gest producer of geothermal power in the US. A fraction of
their projects sit on state lands. The geysers in Northern
California that produce 1000 ngWtake up a couple acres of state
land and pay the 10 percent; but when you look at total
projects, it's less than 1 percent. Another exanple is in
Sout hern Cal i fornia.
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MR. THOVBEN said they conpared that to a state |ike Nevada that
is the | argest geothermal producer per capita, but does not have
a state royalty rate at all. The state is 90 percent federally
owned, so Omt pays a federal rate. He said the Geotherna
Energy Associ ation, the National Association which Omat is also
a board nenber of, explained that geothermal royalties vary
depending on land ownership, type and tend to range from .5
percent to 5.5 percent of revenues. The 10 percent is sonetines
applied to gross revenues versus net. The majority of geothermnal
projects currently under developnment in the US are on federal
| ands where BLM regulations call for revenue royalties of 1.75
percent for the first 10 years and 3.5 percent thereafter.

MR. THOVSEN said that despite the fact that geothermal
devel opnment faces greater financial challenges in Al aska, they
think that the current statute's royalty rate of 10-15 percent
is sinply "cost prohibitive." Omt's financial analysis shows
that renoving the royalty obligation would reduce the kW cost
by about 10 percent; and they think that renmoving the royalty
obl i gations from geothermal power plants in Alaska wll serve to
acknowl edge the wunusually high costs of geothernmal devel opnent
and address even the AEA s concerns that the direct economc
benefits of geothermal production are highly sensitive to O&M
costs. Unlike the previous bill, this one really |ooks at
reducing those costs once the project is up and operating -
conmbating the high prices of renpteness of projects, the
severity of weather and other difficult factors about devel oping
in Alaska. This would ultimately lower the cost of «clean
reliable power to ratepayers.

4:29:29 PM

CO CHAIR W ELECHOWSKI asked if he would support an anmendnent
that said any reduction in royalty is required to be passed on
to the custoners.

MR. THOVSEN replied that he would exam ne that |anguage, but in
principle they absolutely support that concept.

4:30: 03 PM
At Ease

4:34: 25 PM
COCHAIR MCGQU RE called the nmeeting back to order at 4:34 p.m
SB 343 was set aside.

Presentati on: Poi nt Mackenzi e Rail Extension
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4:34: 34 PM
CO CHAIR MCGU RE announced an overview of the proposed Point
Mackenzi e Rail Extension project.

4:34: 44 PM

JOHN DUFFY, Manager, Matanuska Susitna Borough, said this
project offers tremendous opportunities for the State of Al aska
in ternms of job creation and econom c opportunities, especially
in the South central region. Studies done by the University of

Al aska and Northern Econom cs indicate the project will create
t housands of jobs and pay off hundreds of mllions of dollars to
the state treasury over a hundred years. It begins the

di versification of Alaska's econony and provides the opportunity
to create nmajor manufacturing opportunities; for instance,
Al aska could supply 5 percent of the nation's cenent needs wth
this project.

RI CK MYSTROM consultant, Matanuska Susitna Borough, said the
Val l ey has becone their new second honme, and he sees how the
econony of Anchorage and the Valley are very closely tied. H's
ot her business is buying and operating apartnents - nostly in
Anchorage and Eagle River, but his job is to understand and
predict the Alaskan econony. In the last 35 years the Al askan
econony has slid three different tines. One tine was after
conclusion of the TAPS in 1979, but at that time GCovernor
Hanmond who had just been reelected in 1978 and the |egislature
focused on getting jobs out into the econony. They created a
capital budget that allowed for $1000/yr. for every person in
Alaska for three years to get jobs into the econony. Every
community got a chance to put forth its suggestions for capital
projects. Since he was on the Anchorage Assenbly at that tine,
he knows they built the $32-million Sullivan Arena, the $32-
mllion Egan Center, a $16-nillion nmuseum expansion, $44-million
library, and what was going to be a $27-nmillion performng arts
center, but turned out to be $72 nillion (because of the
dysl exi ¢ account ant).

More related to what they are now doing, M. Mstrom said, they
also built the extension of Mnnesota that went south out to
O Malley that allowed for devel opnent out there. That on a small
scale is what he wanted to talk to them about today.

He related that the second tinme the econony slid was in 1986
when the price of oil dropped from $30/barrel down to $8. At
that time Governor Cowper and the legislature decided to save
the state's noney and allowed for very little capital
expenditure during the next two or three years - and the Al askan
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econony fell off the biggest cliff that it had ever seen.
Anchorage lost 13 percent of its population and 25 percent of
its assessed valuation. The same thing happened in the rest of
t he state.

4:42: 30 PM

The third slide to the econony is happening right now M.
Mystrom said, and he felt the next 3-5 years were going to be
tough. So, he encouraged the |legislature to use capital spending
now because it's cheaper now and nore workforce is avail abl e.

4:43: 06 PM

MR. MYSTROM said to understand the inpact of Port MacKenzie and
the Rail Extension they need to begin thinking of the Fairbanks
North Star Borough, the Denali Borough, the Mat-Su Borough and
Anchorage as a regional econony. He el aborated on his slides:

Slide 1: Uncertainty about energy availability and costs,
uncertainty about the gas line construction, uncertainty about
the future of the TransAl aska pipeline, uncertainty about snall
business admnistration rules for contracting progranms for
Native businesses, and ongoing Congressional discussions of
scenarios that would not be good for Al aska.

He said it's just a matter of how bad they will be for Al aska.
There is also uncertainty about the exploration permts for
Chukchi and Beaufort Sea. Uncertainty is very bothersone to
investors; two things are certain: one is lack of transportation
infrastructure and the other is lack of diversification of
Al aska's economy. One of the solutions is the project he would
tal k about now and the effects could happen as soon as next
sunmer .

4. 46: 09 PM

He said the Port MicKenzie/Rail Extension has three route
options for getting the mainline of the Al aska Railroad (slide
3). One of the three wll be recommended by the Surface
Transportation Board that is part of the ongoing EPA study. It
should cone out in March and then there would be 60 days of
hearings before a final recommendation. He said the extension
woul d reduce the nunber of mles to tidewater by 147 mles and
it would have huge positive inpacts on all four areas.

4:46: 46 PM

CO CHAIR W ELECHOWSKI asked what would happen to Anchorage if
t hi ngs were shipped to Wasill a.
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MR. MYSTROM answered "very positive" things, because the ports
are very different. He said he would elaborate on that nore
later in his presentation.

4:47: 33 PM
SENATOR WAGONER asked from where to where for the 147 m | es.

4:47: 37 PM
MR. MYSTROM answered "from anyplace north of WIllow to
tidewater” or 147 mles closer than it would be to go to Seward.

He went on to slide 4 on what the rail extension neans to the
regi onal econony:

* It opens up the Interior to resource devel opnent.

e It facilitates the developnment of a world-class |inestone
deposit in Livengood just north of Fairbanks.

e It facilitates the developnment of a cenent production
facility in or around Fairbanks.

e It opens up a 60-mle corridor along the Railbelt to
exploration and extraction of strategic mnerals (Iead,
zi nc, copper, nolybdenum and silver).

* It ‘inproves the transportation of |ower cost and |ow
sul phur fuel to the Interior and Sout hwest Al aska.

e It dramatically inproves the world conpetitiveness of
Al aska coal by about $3/ton. This savings can be applied to
any aggregate comng out of the Denali and North Star
Bor oughs.

* It reduces transportation and staging costs for the gas
pi peline construction. The Denali Project believes it wll
save about $100 million in transportation and staging costs
of pipe for the gas pipeline. R ght now the pipe for the
Li berty field comes up from Japan to Houston, goes by rai
to Seattle, by barge to Wiittier and by rail from Wittier
nort h.

e It increases enploynent in the four regions.

4:49: 58 PM
SENATOR WAGONER asked why it goes that route instead of through
Seward and up the railroad fromthere.

MR. MYSTROM said he would have to ask the Liberty people who are

doing it. He continued his presentation saying that Port
MacKenzie is a bulk comodities port for mnerals, cenent, coal,
fuel and bulk fuel - very different from the Port of Anchorage

that is for consuner goods and contai ners.

SENATE RES COW TTEE - 18- February 10, 2010



4:50: 43 PM

He said the Port of Anchorage wll always be the nost inportant
port in Anchorage because it focuses just on consuner goods and
containers. Port MacKenzie has 14 square mles of industrially
zoned area wth nothing to prevent industrial devel opnent of
that area - |ike hones. Anchorage just doesn't have that.

4:52:20 PM

CO CHAIR MCQUI RE said Cook Inlet Region Incorporation (CIR) did
a presentation on its underground coal gasification project and
they nentioned nultiple times that they were trying to stay this
side of the Mat-Su Borough |ine because of l|ocal tax issues. She
wanted to know if those issues had been addressed.

SENATOR HUGA NS added that it's really about power generation
and a delay factor with the permtting process. Sone people,
including MEA, think it's not a friendly environnent for
bui | di ng power pl ants.

MR. MYSTROM remarked that CIRI, the WMt-Su Borough, and the
Uni versity of Alaska Trust own the land at Port MacKenzie and
are supportive of this legislation. It does not conpete wth
Anchorage; it has a 60 ft. nean |low tide. The Port of Anchorage
has 35 ft. The kinds of ships that haul aggregate and mnerals
can't conme into the Port of Anchorage. He envisioned that
ultimately the two would becone sister ports with a common port
conmmi ssion supervising both - with the Railroad included. The
Railroad is very supportive of this concept.

To help understand the differences in the ports, he explained,
Port MacKenzie can handle Panamax vessels, the nmaxinmm size
vessel that can get through the Panama Canal, and Cape vessels
that are too big to go through the Panama Canal and nust go
around Cape Horn or the Cape of Good Hope. Port MacKenzie can
handle the |argest ships in the world; it also handles barges
carrying bul k conmodities mnerals, coals and aggregate.

4:58: 25 PM

He described and explained the pictures on slides 13-18. Slide
18 showed plenty of storage and staging capacity for all the
pi pe needed for both gas lines. Again he said Denali estimted
the rail extension would save $100 million in the cost of the
pi pel i ne.
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Port MacKenzie is a two-and-a-half hour drive from Anchorage,
but soon a new ferry, the WV Susitna, will start running between
t he Mat Su Bor ough, Anchorage, Kenai and Tyonek. It holds 20 cars
and will be christened in March in Ketchi kan. The revol utionary
thing about the ferry is that the cars will be drive on at the
|ower level and then the cars will be hydraulically lifted so
the mddle part of the ship never touches the water. The
pont oons becone the ice-breaker, making it the first high speed
ice breaking ferry that has ever been built - built by the Navy
and turned over to the MatSu Borough for years of testing and
record-keeping. Incidentally, he said the MatSu Borough, in its
negotiations with the Navy, required that it be built in Al aska.

SENATOR WAGONER asked where the ferry woul d dock in Kenai
MR. DUFFY answered N ki ski .

5:02: 06 PM

MR. MYSTROM said the ferry termnal is already built on the Port
MacKenzie side. He said a nunber of studies had been done by
Paul Metz, HDR, and Northern Econom cs that talk about how this
transportation is necessary to allow the developnent of
| i mestone deposits, zinc, nolybdenum copper, and silver in the
Interior. It will nake a significant difference in the econony
of that area. The rail extension is estimted to create 3000
related construction jobs from 2010 to 2013. The Port MacKenzie
portion would create 500 jobs, Anchorage 720, and the bal ance
from the MatSu Borough for a total of 3500 jobs. Incidentally,
he had found out that half the enployees at the Red Dog and Pogo

mnes live in Anchorage and work a week on and a week off. In
addition to that, this project wuld facilitate private
devel opnent of jobs along the rail line that will beconme part of

Anchorage's northern industrial segnent.

MR. MYSTROM said the EIS will be done in March for a cost of $10
mllion and the construction of the road and the rail binoda
| oop is under construction for a cost of $17 nmillion, which they
have in hand. The permtting, design and beginning of
construction for the selected alternative is the next step, and
keeping that going with $57 million is what they are |ooking for
this year from the Legislature. The cost of constructing the
railroad bed and the final project, will depend on which of the
routes are selected. The laying of tracks could be conpleted by
2013.

CO CHAI R MCGUI RE t hanked himfor his presentation
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CO CHAIR W ELECHOWSKI asked if the Railroad is thinking about
bondi ng for this project.

5:07:34 PM

PAT GAMBLE, Executive Director, Alaska Railroad Corporation
(ARRC), responded that the |egislature gave ARRC preapproval to
bond for this project in a previous piece of I|egislation, but
they haven't reached that financial decision point. Having the
preapproval "in our hip pocket" makes it a lot easier to find
out which vehicle will be the best one for the state to use.

SENATOR HUGGE NS asked for a quick burst on ARRC s mi ssion

MR. GAMBLE responded that was a great question, because they are
"in the business of econonic devel opnent."” The Corporate Act has
four state policies that define the Railroad; three of them are
in t he devel opnent area of resour ces, transportation
i nfrastructure, and econom c | ong-term grow h.

5:09: 30 PM

MR. MYSTROM said he understands that the Railroad has authority
for revenue bonds that aren't practical or realistic for this
proj ect .

MR. GAMBLE responded that at the time they were trying to do two
things at once, one was to pre-approve the Agrium project and
the other was to pre-approve bonding for this project. He didn't
remenber the exact bonding | anguage, but it was clearly intended
that the tool be used as appropriate - he renenbered it being
"some sort of a conduit bonding."

SENATOR WAGONER asked the average cost of constructing each mle
of railroad right now

MR GAMBLE answered about $5-8 nillion/mle depending on the
geography, interest rates, and the cost of commoditi es.

SENATOR WAGONER asked how much nore traffic the existing line
bet ween Fairbanks and Anchorage can take before it wll need
nodi fi cati ons.

MR. GAMBLE answered that the good news is that the nodifications
are just about done on that line. It includes the bridges, the
sidings, upgrading signalization and technology. They began
building it in earnest about eight years ago in anticipation of
the pipeline and actually sped the whole project up by 10 years.
The | egislature gave them perm ssion to issue $165-nillion worth
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of bonds to pay the debt service. They have three nore years to
conplete the whole |line from Anchorage to Fairbanks. Traffic now
is at a fraction of what it wll be able to nove when and if the
time cones.

5:13: 27 PM

CO CHAIR MCGUI RE thanked him again and adjourned the neeting at
5:13 p. m
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