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COCHAIR LANCE PRU TT called the House Special Conmttee on
Energy neeting to order at 3:04 p.m Representatives Pruitt,
Foster, Tuck, Petersen, and Saddler were present at the call to
order. Representative Lynn arrived as the neeting was in
pr ogr ess.

HB 197- HOVE ENERGY RATI NG SYSTEM

3:04: 50 PM

CO- CHAIR PRU TT announced that the first order of business would
be HOUSE BILL NO 197, "An Act recognizing the Al aska Housing
Fi nance Corporation as the authorizing agency to approve hone
energy rating systens for the state; and providing for an
effective date."

3:05: 31 PM

JEREM AH CAMPBELL, Staff, Representative Lance Pruitt, Al aska
State Legislature, introduced HB 197 on behalf of Representative
Pruitt, sponsor. M. Canpbell stated HB 197 recognizes the
Al aska Housing Finance Corporation (AHFC) as the state's Hone
Energy Rating System (HERS) authorizing agency for the purpose
of approving hone energy rating systens for use in the state.
This legislation is needed because non-governnental, for-profit,
third-parties are attenpting to be identified in federal
| egi slation as the HERS agency in the state, in order to control
state policy on the issue, and to conpete for funds that are
available to the state. Al aska has nade an investnment in AHFC
through its rating system software called AkWarm and he opined
it is appropriate for Alaska to run the program and not a

third-party. The AkWarm software has been used continuously
since 1996, and is designed specifically for Al aska. In
addition, AkWarm is directly tied to AHFC prograns such as the
home energy rebate and weatherization prograns, interest rate
reduction for home |oans, and Al aska Building Energy Efficiency
St andar ds ( BEES) . This bill would enable AHFC to ensure that

any HERS wutilized in Al aska would be appropriate for Al aska
climates.

REPRESENTATI VE SADDLER asked what organizations are attenpting
to get certification and conpete with AHFC

3:08:13 PM

JOHN ANDERSQON, Weatherization Oficer, Al aska Housing Finance
Corporation (AHFC), Depar t ment of Revenue, informed the
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committee that currently the organization recognized by the
I nternal Revenue Service (IRS) and the U S. Departnent of Energy
(DOE) is the Residential Energy Services Network (RESNET).

REPRESENTATI VE PETERSEN noted DOE uses the Smart Hone Scal e, and
the Environnmental Protection Agency (EPA) uses Energy Star
ratings, both of which are admnistered by RESNET. He asked
whet her the standards in Alaska would be equivalent, so that
t hese prograns woul d be recogni zed by AHFC.

3:09:44 PM

MR. ANDERSON confirmed that AkWarm is al so recogni zed by DCE for
AHFC s weat herization purposes in Al aska. He opined AkWarm is
far nore sophisticated than the other programs, and AHFC wants
it to be the standard; in fact, AHFC has invested $1 mllion in
the software and upgrades since 1992. In addition, AHFC is
devel oping a comercial nodel for its public facility building
revol ving | oan fund.

REPRESENTATI VE PETERSEN surmised that the bill creates a new
regul atory function for AHFC.

3:10:42 PM

MR. ANDERSON explained that AHFC has adm nistered the program
and authorized energy raters since 1992. Al t hough i ndependent
software may be adequate, AHFC s stance is to require other
progranms to be equivalent to AkKWarm

REPRESENTATI VE PETERSEN asked whether the intent of the bill is
to ensure that all federal funding available for energy rating
progranms goes to AHFC

MR. ANDERSON clarified that the main focus is to protect the
state's investnent in the AHFC program  The federal governnent
has naned a for-profit private entity, but AHFC is experienced,
and is leading the nation on residential energy efficiency.

3:12: 26 PM

REPRESENTATI VE PETERSEN asked whether any nmunicipal building
codes will be affected by the bill.

MR. ANDERSON opined no, except for IRS tax credits, because

AkWarm is not recognized by the IRS. He pointed out that IRS
guidelines defer to the RESNET organization; however, this
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| egislation will help AHFC achi eve I RS status. Once I RS status
i s achi eved, Al aska honebuilders will be able to use AHFC AKWarm
ratings to qualify for tax credits for building energy efficient
hones.

REPRESENTATI VE SADDLER asked whether there are different energy
rating systens, and for the purpose of authorizing agencies.

3:14: 08 PM

MR. ANDERSON stated that an authorizing agency sets certain
criteria for software to neet before it can be utilized. The
RESNET organi zation provides information that is applicable to
Al aska, but AkWArm is a superior product. In further response
to Representative Saddler, M. Anderson said the software

provides an energy analysis of a honme by neasuring the
resistance to heat flow (R) value of walls, roofs, doors,
wi ndows, and heating systens, and accounting for all of the
energy use in a hone, followed by a report for inprovenent
options to raise a honme to the building energy efficiency
standard ( BEES).

REPRESENTATI VE SADDLER asked whether the bill sets the agency or
t he standard.

MR. ANDERSON said the bill gives AHFC the authority to set
standards in its regul ations.

3:16: 38 PM

DAN FAUSKE, CEQ Executive Director, Alaska Housing Finance
Corporation (AHFC), Depar t ment of Revenue (DOR), call ed
attention to the fact that AHFC is nationally renowned in this
issue, and nust ensure Alaska's right to regulate what cones
into the state. He predicted that as the econony i nproves,
ot her nortgage conpanies will return to Al aska and use different
software with |ower standards of weatherization; the intent of
the legislation is to prevent the federal governnment from
mandated changes to a program in which the state has invested
$360 million. Al aska Housi ng Finance Corporation wants to see
a benchmark for regulations on rating systens.

3:18: 31 PM

COCHAIR PRUTT asked how this situation would inpact a
contractor.
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MR. ANDERSON said a contractor does not need to do anything new
right now. However, proposed federal |l|egislation - known as
Hone Choice - nanmes RESNET as the governing body of honme system
sof t war e. As a matter of fact, the Hone Choice program mmcs
AHFC s hone energy rebate program and the only problemis that
for Alaska, it creates the threat of conpeting HERS software
that does not neet AkWarm standards. He pointed out that the
AkVWArm software database is free to contractors, but others are
not .

3:20:19 PM

COCHAIR PRUTT surmsed the bill should streamine nortgage
applications and energy prograns.

MR. ANDERSON said correct.

MR. FAUSKE rem nded the comrittee that BEES is state law, and
AHFC cannot purchase a nortgage unless an inprovenent neets
BEES; therefore, if new software is introduced in Alaska with a
| esser standard, AHFC s status in the housing industry is
weakened.

3:21:25 PM

REPRESENTATI VE PETERSEN asked whether federal Ilegislation on
this i ssue woul d take precedence over Al aska's AKWArm program

MR. ANDERSON indicated yes, and agreed wth Representative
Pet ersen that AkWarm shoul d be adopted as the federal standard.

3:22: 05 PM
REPRESENTATI VE SADDLER affirnmed that HB 197 would give AHFC the

sole authority to decide whether a particular energy rating
software can be used in Al aska.

VR. ANDERSON said correct. In further response to
Representative Saddler, he confirmed that AHFC wll only use
AkWarm unless a better program is devel oped. In response to
Representati ve Pet er sen, M. Ander son sai d AHFC has

unsuccessfully attenpted to get an exclusion clause from the
| RS.

3:23:52 PM
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REPRESENTATI VE TUCK questioned whether the bill applies only to
energy rating software and not to energy rating procedures,
"above and beyond software."”

3:24:19 PM

MR. ANDERSON opined the bill refers to the system because there
is a training conmponent and nonitoring of the energy auditors
and raters.

MARY ELLEN BEARDSLEY, Assi st ant Att or ney Cener al
Commercial/Fair Business Section, Cvil D vision (Anchorage),
Department of Law (DOL), agreed with M. Anderson that the
software is the AkWarm program that has been copyrighted by
AHFC, but the systemis not just the programitself.

3:25: 40 PM

REPRESENTATI VE TUCK conpared this process to certificates of
fitness issued by the Departnment of Labor & Workforce

Devel opnent (DLWD) for electrical licenses. Because the program
establishes an authority, and is nore "than just review ng
software,” he asked whether certificates wll be issued to
wor kers after training, and how individual contractors wll be

moni tored and audit ed.
3:26:16 PM

MR. ANDERSON affirned that AHFC authorizes energy raters and
requires certificates that are renewed every three years;
however, if a new entity enters the state, AHFC would review the
new entity's entire process and software.

MR. FAUSKE added that AHFC is trying to protect consuners; in
fact, 126 energy raters have been certified by the corporation
Al though the raters are not enployees of AHFC, they visit hones
and offer advice; thus, a governing system is necessary, and
AHFC has filled that role for several years.

3:28: 06 PM

REPRESENTATI VE TUCK suggested that another software conpany may
have a procedure that is nore efficient. He asked whether a
conflict would arise if a contractor applied for an |IRS tax
credit, but was not permtted to work in Al aska because AHFC s
programis not approved.
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3:29:05 PM

MS. BEARDSLEY restated that AHFC has submtted its application

to the IRS to be an alternate agency. In fact, |IRS regul ations
indicate that RESNET is the authorization entity, "or [that] an
equi valent rating network"” 1is acceptable. She said she was

unsure of the outcone if the matter was referred to the court
system

MR. ANDERSON explained that at this time there are certified
RESNET auditors in the state "that do sone types of tax credits
right now, on the residential ...." This would not change, but
the bill helps get AHFC s software to the sanme status.

REPRESENTATI VE TUCK asked how the AkWarm software is superior,
and for the difference between them

3:31: 22 PM

MR. ANDERSON reported that RESNET does not own software, but
approves the software systens, and the four systens approved
nati onw de are nostly an "input point systeni using blank fields
that are filled with information from the hone. In contrast,
the AHFC program uses mathematic science to calculate the
insulating properties of walls and w ndows, ventilation, and
boi l ers. In further response to Representative Tuck, M.
Anderson said AHFC s application process began ei ght nonths ago;
in fact, AHFC received DOE' s five-year approval to use AKWArm on
single-famly hones and dupl exes, even though the IRS has not
responded to its application for approval. He acknow edged t hat
the federal Home Choice bill died, but he expected simlar
| egislation to surface soon, and restated that AHFC would not
di sal | ow another rating system as long as it is equivalent.

REPRESENTATI VE PETERSEN asked if there are consequences for the
other rating conpanies; for exanple, whether the hones rated by
them are eligible for the state weatherization or energy rebate
pr ogr ans.

MR. ANDERSON i ndicated there are no consequences; in fact, sone
buil ders are paying for an additional rating with the software
approved by RESNET, in order to qualify for the IRS tax credit.
3:35:17 PM

PAT LUBY, Advocacy Director, AARP in Al aska, inforned the
conm ttee AARP has 93,000 nenbers in Al aska, and whol eheartedly
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supports AHFC. M. Luby said the weatherization and rebate
prograns have proven to be historic in that thousands of
Al askans have benefitted from the prograns. He relayed a story
of how successful energy inprovenments to hones are, wth the
resulting lower wutility bills showing that energy is being
saved. M. Luby expressed AARP's support of HB 197, for the
benefit of consuners.

REPRESENTATIVE TUCK agreed that the energy prograns are
beneficial; however, he questioned how the bill wll expand or
provi de better service to consuners.

MR. LUBY said AARP does not have the expertise to determ ne
that, but the testinony today indicated there is a problem wth
the I RS

CO- CHAIR PRU TT cl osed public testinony.

3:39: 06 PM

CO- CHAIR FOSTER noved to report HB 197, 27-LS0628\A, out of
conmmttee with individual recomendations and the acconpanying
fiscal note. There being no objection, HB 197 was reported from
t he House Special Committee on Energy.

3:39:23 PM

The conmmttee took an at-ease from3:39 p.m to 3:43 p.m

3:43: 37 PM

Update on the Alaska Stand Al one Gas PipelineQverview Updat e
on the Al aska Stand Al one Gas Pipeline

3:44:11 PM

CO- CHAIR PRU TT announced that the final order of business would
be an update on the Alaska Stand Alone Gas Pipeline by the
Al aska Gasline Devel opnent Corporati on.

3:44: 20 PM

DAN FAUSKE, President, Alaska Gasline Devel opnent Corporation
(AGDC), Al aska Housi ng Finance Corporation (AHFC), Departnent of
Revenue (DOR), advised that nonthly reports on this project are
sent out to the legislative body and the final report is due on
7/ 1/ 11. He began a PowerPoint presentation titled, "Al aska
Stand Alone Gas Pipeline/ ASAP," and dated 3/29/11. Slide 2 was
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AGDC s organization graph of the Joint In-State Gasline
Devel opment Team M. Fauske said there have been recent
proposed legislative changes to the original bill that forned
the corporation, in order to address authority and possible
conflict of interest issues between AGDC and the Al aska Natural
Gas Devel opnent  Authority (ANGDA). Slide 3 was AGDC s
organi zati on graph of Project Staff. He rel ayed the background
experience of sone of the staff, and that the rmandated
st akehol der neetings have been held in several locations to
di scuss the project. The project staff is small with no big
bur eaucr acy. Slide 4 listed Project Managenent/Engi neering as
fol | ows: Proj ect Managenent, Hawk Consultants LLC, Engi neering
Services, Mchael Baker Jr., Inc.; Legal Services, Birch Horton
Bittner & Cherot; Project Pacing and Review, |ndependent Project
Anal ysis; Facilities Peer Review, WrleyParsons. Slide 5 |listed
Envi ronnent al / Regul atory as foll ows: Envi ronnental Servi ces,
ASRC Energy Services (AES); Third Party EI'S, Cardno ENTRIX;
Regul at ory Advisor, Stoel Rives LLC Slide 6 listed Financial
as follows: Financial Advisor, Citigroup/Ramrez; Tariff
Model i ng, Black and Veatch. Econom c/ Mar ket St udi es: Gas to
Li quids, Hatch Associates Consultants, Inc.; Liquefied Natural
Gas, Science Applications International Corporation (SAC;
Natural Gas Liquids, R W Beck Inc.

3:50: 59 PM

MR. FAUSKE further advised that AGDC wanted access to a
financial team so that it could study the tax-exenpt status of
the Alaska Railroad Corporation, bonds, and of financing
structures. In addition, the financial teamw Il be led by Joe
Dubler, AGDC Vice President/Chief Financial Oficer. He
reviewed the <credentials of the economc rmarket studies
contractors and said the economc studies on gas to liquids
(GTLs), liquefied natural gas, (LNG, and natural gas |iquids
(NGLs) are nearing conpletion. Slide 7 listed State and Feder al
Agency Contracts as foll ows: Federal BLM Federal Lands Right-
of -\Way; Al aska Department of Natural Resources, State Pipeline
Coordinator's Ofice - R ght-of-Way Lease; Al aska Departnent of
Nat ural Resources, Cook Inlet Gas Report; Alaska Departnment of
Envi r onment al Conservation, Air Quality Permtting;, Al aska
Rai |l road Corporation, Right-of-Way, Cossing & Mterials. A
report from the Departnent of Natural Resources (DNR) on the
econonm cs of developing gas from Cook Inlet is expected to
answer the question of whether to run a pipeline fromthe North
Sl ope to Anchorage, or a pipeline from Cook Inlet to Anchorage
and on to the central corridor. Qwher possibilities to consider
are the inportation of LNG and gas from the Al aska Gasline
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| nducenent Act (AGQ A) pipeline. He assured the conmmittee that
recommendations in the July report wll include hard data, a
conparative analysis, and an analysis of Cook Inlet. He turned
to the high cost of air quality permitting and pointed out that
AGDC is in the process of negotiating agreenments wth other
firms to share data and econom ze; as a matter of fact, data
comi ng from other state agencies has been very good.

COCHAIR PRU TT asked how the proposed in-state right-of-way
| egi sl ation inpacts the natural gas pipeline.

3:55:19 PM

JOE DUBLER, Vice President/Chief Financial Oficer, Alaska
Gasline Devel opnent Corporation (AGC), Al aska Housing Finance
Corporation (AHFC), Departnent of Revenue (DOR), said he would
review t he abovenenti oned proposed | egislation.

3:55:46 PM

MR. FAUSKE said he was pleased with AGDC s schedul e, although
the environnmental inpact study was del ayed. There are no
bott| enecks, and there is cooperation from the federal
gover nment . Slide 8 was titled, "Cook Inlet Gas Production vs.
Al aska Stand Alone Gas Pipeline Capacity,"” and showed that the
project is designed for a capacity of 500 mllion standard cubic
feet of gas per day (Mvwscfd) based on the agreenents placed in
HB 369. This capacity is wthin the limts set by AGA,
although the project <could expand wth the addition of
conpressors. M. Fauske recalled his statenent |ast year that
the project as it stands - spending billions of dollars running
pi pe over difficult terrain to supply gas to 400,000 residents -
will not "pencil.” Wth a source of gas, however, there is a
possibility of attracting an anchor tenant. He cautioned that
the lights cannot go out in Anchorage because there wll be

negative inpacts throughout the state; noreover, building the
project is a 50-100 year decision, and over the long-term with
anchor tenants and devel opnent "the sky's the limt basically.”
M. Fauske stressed his intent to concentrate on being fiscally
responsi bl e and inventive in order to entice investors.

4:01: 02 PM
CO-CHAIR PRU TT asked whether the project can be designed to

expand above 500 Mvscfd, and how the cancellation of A A would
af fect the project.
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MR. FAUSKE observed that the success of AGA is in the long-term
interest of the state, and the work done on this project could
be used to design a spur line to the AG A gas pipeline. The

present design could be expanded to a maxi num of one billion
standard cubic feet per day (Bscfd), which is far in excess of
current denmand. He relayed that with a long-term predictable

supply of gas there is the potential to nmarket gas to Japan, or
to supply gas during the period of tine before the AG A pipeline
is conpleted. M. Fauske said the final report will show all of
the potential cost, and that design changes are still possible
at that point.

4:06: 02 PM

CO- CHAIR PRU TT asked for the origin of the gas supply to this
proj ect .

MR. FAUSKE indicated that the final source has not been
determ ned, although the route shown in the presentation
reflects gas from Prudhoe Bay. O her possi ble sources include
imported LNG gas from Cook Inlet, or gas from the AGA
pi peline. Anadarko's Gubik gas field is a source of gas that is
nostly nethane and needs less treatnent than gas from Prudhoe
Bay. He opined Gubik is a very promsing reserve, but is not a
dedi cated source of gas. In further response to Co-Chair
Pruitt, he confirmed that a cleaner gas affects the rate of the
tariff.

4:08: 25 PM

REPRESENTATI VE PETERSEN asked for the term of the bonds that
woul d finance the project.

MR. DUBLER explained the length of the bonds is typically
determined by the length of the gas contracts. At this tine,
nost of Asia is buying gas on the spot market, thus terns would
differ fromthe historical average of 10-20 years.

4:09: 26 PM

MR. FAUSKE continued to slide 9 which was a |list of the Project
Features as foll ows: Design Capacity - 500 Mvscfd (with NGS);
Mai nl i ne Pipeline; Fairbanks Lateral; Gas Conditioning Facility;
Two Conpressor Stations; NG Extraction Plant; Gas Take-off
Facility/NGL Straddle Plant. The Fairbanks Lateral is currently
designed to be a 12-inch dianeter line which would carry gas 38
mles to Fairbanks and supply about three to four tines its
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present denmand. Al though the gas supply to Fairbanks is

included in the original legislation, excess capacity causes
probl ems because of the <cost of conversion and wth the
requi renents of the Regulatory Comm ssion of Al aska (RCA). He

also explained his opposition to a route parallel to the
Ri chardson Hi ghway to Valdez due to the additional cost, and
that the AGQ A pipeline has the ability to export 3.5 billion
feet of gas per day. Finally, M. Fauske restated his prom se
not to duplicate studies, and that the nost econom cal route for
this project is along the Parks H ghway to Port MacKenzie and
the existing pipeline system The estimated cost for the gas
conditioning facility is $4 billion, and the analysis of the
project nust determ ne whether to treat the gas at Prudhoe Bay,
or at a straddle plant near Fairbanks. Oher project facilities
are two conpressor stations, a NG extraction plant, and another
straddl e plant at the term nus of the pipeline,.

4:15:32 PM

REPRESENTATI VE SADDLER asked whether the $4 billion estinmate
assunmes a nore involved process for the treatnment of gas from
Prudhoe Bay, rather than of cleaner gas fromthe Gubik field or
the foothills.

MR. FAUSKE i ndicated yes; in fact, the gas from Prudhoe Bay - in
addition to the nore conplex process for the extraction of
liquids - contains high volunes of CO2 and hydrogen sulfide.
Slide 10 was a chart that showed the proposed mainline is 737
mles long, with a 24-inch dianeter pipe under 2,500 pounds per
square inch (psi) maxi mum operating pressure.

COCHAIR PRU TT asked whether the comunity of Fairbanks is
prepared to pay the high <cost required to convert its
infrastructure to use natural gas.

4:17:16 PM

MR. FAUSKE acknow edged that the conversion to natural gas wll
be expensive for Fairbanks and the nearby mlitary bases. He
opined this is noney well-spent, if the new pipeline is sized
for the present market. The market for gas that is currently
trucked into the Fairbanks area serves 1,000 custoners.

REPRESENTATI VE PETERSEN assunmed the Flint Hills Resources North
Pol e Refinery would be interested in converting to gas.
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MR. FAUSKE agreed that is wunder consideration by Flint Hills
Resour ces.

4:18: 34 PM

MR. DUBLER, referring to the conversion of infrastructure in
Fai r banks, added that in the md '80s, the Matanuska-Susitna
Borough net initial resistance when that area converted to gas;
however, residents are now happy with their |ong-term savings.

4:19: 24 PM

COCHAIR PRUTT pointed out that Fairbanks 1is a mature
comunity.

MR. DUBLER opined Fairbanks has the advantage of denser
nei ghbor hoods which will be |ess expensive to pipe. Qut | yi ng
areas will be nore expensive, and simlar to the situation in
t he Mat - Su Bor ough.

MR. FAUSKE continued to slide 11, which indicated other project
facilities: gas conditioning plant at Prudhoe Bay to renove
carbon dioxide, hydrogen sulfide, and other inpurities; two
conpressor stations including gas-turbine-driven centrifugal
conpressors and gas-turbine-driven electric power generators.
Slide 12 Ilisted other pernmanent facilities: Gas take-off
facility/ NG straddle plant that will provide gas for Fairbanks
by renmoving NG&s to provide dry gas for Fairbanks and
reinjecting NGs into the mainline; NG extraction plant to
renove NGLs for sale.

4:20:36 PM

MR DUBLER stressed that this presentation was based on
prelimnary studies, and econom c studies that have not been
conpleted. Slide 13 indicated that the prelimnary capital cost
estimate for a pipeline and facilities with a flow rate of 250
mllion square cubic feet per day (Mvscfd), spiked with NG, is
$6.9 billion, or for a pipeline and facilities with a flow rate
of 500 Mvecfd, spiked with N&, is $8.4 billion.

4:21:11 PM
MR. FAUSKE cautioned that the nunbers for the tariff rate are
"just nunbers that we developed off the mp that we know "

Slide 14 showed the proposed case with a rate of $11.49 per
t housand and a conparison date of July, 2010.
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MR. DUBLER assured the conmittee that the projections available
after July 2011 will be nore refined.

4:22:30 PM

MR. FAUSKE presented slide 15 titled, "Transportation Tariff
Comparison (July 2010)." The assunptions shown were:
Debt/Equity, 70% 30% Return on Equity, 11.31% Cost of Debt,
6. 76% Capital and O8&M Escal ation, 3% Contract & Depreciation
Life, 20 vyears; Levelized Tariffs, Based on determnistic
capital cost estimate. He warned that these are also subject to
change, although the debt to equity ratio is established
nati onw de. Slide 16 indicated estimated the optimzed tariff
and cost of debt, based on Novenber, 2010.

CO-CHAIR PRU TT asked whether the tariff to Fairbanks would be
| ower because of the shorter distance.

MR. FAUSKE sai d yes.
4:23:56 PM

MR. DUBLER said conmercial financing options include the cost of
debt, which depends on variables such as whether the Al aska
Railroad tax exenption wll apply. In response to Co-Chair
Pruitt, he confirnmed that the optimal structure for financing
the pipeline wll be part of the July, 2011 report. He then
explained that the project tineline is set by engineers and is
an inportant factor in preventing cost inflation. Throughput is
an option that depends on the upstream gas that is available,
and on the downstream custoners, such as anchor clients. The
final study on the marketing of liquids wll also be part of the
report due in July, 2011. An equity contribution by the state
i s under consideration, especially for the project to pencil.

4:26:29 PM

REPRESENTATI VE SADDLER asked for M. Dubler's definition of
"“pencil out."

MR. DUBLER responded that it would be a tariff anmount that would

supply gas at a reasonable rate that an average consuner could
af f ord.
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MR. FAUSKE relayed that there is an assunption that |egislators
will fund the project to keep prices about equal to current
| evel s.

REPRESENTATI VE SADDLER surm sed there is elasticity in the
mar ket .

CO-CHAIR PRUI TT observed the project expects to be conpetitive
with the cost of inported or Cook Inlet gas in the future.

4:29: 02 PM

MR. FAUSKE affirmed the state has the resources to deal wth
this situation; in fact, this problem nust be solved for the
economcs of - not just Anchorage - but the state. The
challenge at this time is to find the best econom c sol ution.

4:30:14 PM

MR. DUBLER returned to the commercial financing option of I|ine-
fill contributed by state royalty, and explained that there is a
guestion of whether this option can be used for the initial
line-fill.

MR. FAUSKE noted that the Kkey comercial activities are:
evaluate needs of anchor industrial wusers; find interested

bui | der/ owner/ oper at or s; optim ze comrerci al interests and
devel op financing options. Because this is a megaproject, he
envisioned the progression of the project will begin with an
estimate of costs - for exanple, $6 billion - but before bids

from buil der/ owner/operators are requested, the state nust spend
2-5 percent of the total project cost to validate the estimte

with "hard nunbers.” Slide 19 indicated potential industrial
users: natural gas liquids for export; gas to liquids for
export; liquefied natural gas (LNG for export; fertilizer
producti on. Slide 20 was titled, "Natural Gas Liquids (NGQ&)
Export, " and i ncl uded: Extraction/fractionation/storage

facility at Port MacKenzie or N kiski; additional pipelines to
berths and loading facility; new comrercial studies to determ ne
full -value chain value and market viability by R W Beck.
Slide 21 was a definition of NGs. Slide 22 was titled, "Gas To
Li quids (GIL) Export," and M. Fauske warned that the GIL market
i nvol ves converting natural gas into diesel and jet fuel, using
facilities that are very expensive and create a troublesone
anount of carbon dioxide byproduct. Slide 23 was a definition
of GILs. Slide 24 depicted the liquefied natural gas facility
at Nikiski. Slide 25 was a definition of LNG
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4:37:23 PM

REPRESENTATI VE SADDLER asked whether the LNG facility at Nikisk
would require a large reinvestnment in order to make its product
conpetitive internationally.

MR. FAUSKE assumed that opening the facility would require a
long-term well-priced, steady supply of gas.

REPRESENTATI VE PETERSEN recalled a tour of the facility and said
it is in good condition.

4:39:21 PM

MR. FAUSKE presented slide 26 which listed Tier 1 Project
Permts such as those required from the Bureau of Land
Managenent (BLM, the Alaska Department of Natural Resources
(DNR), and the U S. Arny Corps of Engineers (USACE). Slide 27
listed Tier 2 Project Permts. Slide 28 was a tineline that
indicated the Project Schedule from 7/1/10-12/31/15, and a
conpletion date of 2018. Slide 29 was an Environnental | npact

St atenent Project Schedul e. Slide 30 provided the website
address for the nobst recent Plan of Devel opnment published by
USACE. M. Fauske closed by saying that the in-state gas
pipeline project wll also explore issues in rural areas in
order to develop an overall strategic plan to benefit al
Al askans.

COCHAIR PRUTT relayed that the mlitary in Hawaii obtains jet
fuel from foreign countries, although federal |aw requires that
mlitary sources are within the US., if possible. He asked
whether the bill tasked the project to explore the interests of
potential anchor tenants.

4:43: 58 PM

MR. FAUSKE assured the <conmittee the project 1is actively
pursui ng anchor tenants from the mning industry, airports, and
the mlitary, although the mlitary is limted to paying a Wst
Coast equivalent price for jet fuel. As a matter of fact, a
facility in Alaska serving all the mlitary in the Pacific R m
is enticing. However, he pointed out that the airlines are very
conpetitive, and nust be offered products at conpetitive prices.
M. Fauske explained the benefit of a one-tine equity infusion
to drive down capital costs and reduce the tariff, but
di scouraged the prospect of an on-goi ng subsi dy.
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4:48:41 PM

REPRESENTATI VE LYNN asked for the relationship of energy from
the proposed in-state gas pipeline and energy from the proposed
Susi tna dam

4:49:10 PM

MR. FAUSKE responded that the dam wll eventually provide
electricity, but it will not supplant gas due to the problem of
the cost of converting infrastructure from the use of gas to
el ectricity. The hydroelectric project is 15 years away, and

gas is nore accessible, however, both are needed.
4:50: 54 PM
CO- CHAIR PRU TT agreed there is a need for both.

REPRESENTATI VE SADDLER stated his inpression that this project
is in conpetition with the AG A pi peline.

4:51:51 PM

MR. FAUSKE opi ned the success of AGA is the best solution - if
that happens, this project becomes a spur line and the work
al ready conpleted will be a part of the AG A process. On the
ot her hand, the projects have two different goals in that AGA
is a strictly conpetitive project to transport nassive anounts
of gas for sale on a worldw de market. The goal of the in-state
pipeline project is to supply gas to Al askan residents, with or
wi t hout anchor tenants. In further response to Representative
Lynn, he said the sane concept applies to Denali-The Al aska Gas
Pi pel i ne.

4:54:17 PM

REPRESENTATI VE PETERSEN concluded that if the small dianeter
pi peline proceeds, AGA w il not.

MR. FAUSKE said no. He clarified that if AGA is successful,
there is no need for the in-state pipeline; however, until the
fate of AQA is known, progress toward solving the imedi ate
probl em of providing gas to Al askans must conti nue.

4:55: 06 PM
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COCHAIR PRUTT opined difficult decisions are ahead for
| egislators who need to develop key infrastructure for the
st at e.

4:56: 14 PM

MR. FAUSKE cl osed by saying that this is a solvable problem in
fact, the state has many assets and strengths, and he advised
agai nst inaction.

4:58: 39 PM

ADJ OQURNNMENT

There being no further business before the commttee, the House
Special Commttee on Energy neeting was adjourned at 4:48 p.m
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