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COWM TTEE CALENDAR

REVI EW OF ENERGY PRQJECTS IN CSSB 46 VERSION T, SECTION 4, P. 98
LINE 1 THROUGH P. 101, LINE 27 - ALASKA ENERGY AUTHORITY
REQUESTS SUBM TTED BY THE ADM NI STRATI ON

- HEARD
PREVI QUS COWMM TTEE ACTI ON
No previous action to record
W TNESS REG STER

SARA FI SHER- GOAD, Executive Director

Al aska Energy Authority (AEA)

Depart ment of Comrerce, Conmunity & Econom c Devel opnment ( DCCED)
Anchor age, Al aska

PCSI TI ON STATEMENT: Presented information on five Al aska Energy
Aut hority (AEA) capital energy projects and answered questions.

BRYAN CAREY, Project Manager

Al aska Energy Authority (AEA)

Depart ment of Commrerce, Conmunity & Econom c Devel opnent ( DCCED)
Anchor age, Al aska

POSI TI ON  STATEMENT: Answered questions pertaining to the
proposed Susitna Hydroel ectric Project.

MARK DAVI S, Econom ¢ Devel opment O ficer

Al aska Industrial Developnent & Export Authority (Al DEA) and
Al aska Energy Authority (AEA)

Department of Commerce, Community, & Economic Devel opnent
( DCCED)

Anchor age, Al aska

PCSI TI ON STATEMENT: Presented the Al aska I ndustrial Devel opnent
& Export Authority Coal to Liquid Certification project.

| VAN | VAN, Adm ni strator

Cty of Akiak

Aki ak, Al aska

PCSI TI ON  STATEMENT: Presented the Akiak Community Electrical
CGenerati on System Upgrade.
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GENE THERRI AULT, Vice President

Gol den Vall ey Electric Association (GVEA)

North Pol e, Al aska

PCSI TI ON STATEMENT: Presented the Eva Creek Wnd Farm project.

M KE VWRI GHT, Vice President

Transm ssion and Distribution

Gol den Val l ey Electric Association (GVEA)

Fai r banks, Al aska

PCSI TI ON STATEMENT:  Answer ed questions during discussion of the
Eva Creek Wnd project.

PETER CRI MP, Deputy Director

Al ternative Energy & Energy Efficiency

Al aska Energy Authority (AEA)

Depart ment of Comrerce, Conmunity & Econom ¢ Devel opnent

Anchor age, Al aska

PCSI TI ON STATEMENT:  Answer ed questions during discussion of the
Eva Creek Wnd project.

WALT WREDE, City Manager

Cty of Homer

Homer, Al aska

PCSI TI ON  STATEMENT: Presented the Honmer Area Natural Gas
Pi pel i ne project.

BILL SM TH, Menber

Kenai Peni nsul a Borough Assenbly

Kenai, Al aska

PCOSI TI ON STATEMENT:  Answer ed questions during discussion of the
Honmer Area Natural Gas Pipeline project.

BRAD JANCORSCHKE

CGeneral Manager

Honer Electric Association, Inc. (HEA

Honer, Al aska

PCSI TI ON STATEMENT: Presented the Honer Electric Association -
Sol dotna to Ni kiski Transm ssion Upgrade.

ROBERT DAY, Manager

Power Production

Honmer Electric Association, Inc. (HEA)

Honer, Al aska

PCOSI TI ON STATEMENT:  Answer ed questions during discussion of the
Honmer Electric Association - Soldotna to N kiski Transm ssion
Upgr ade.
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PAUL THOVSEN, Director

Pol i cy and Busi ness Devel opnent

Ormat Technol ogi es, 1nc.

Reno, Nevada

POSI TI ON  STATEMENT: Presented the Munt Spurr Geot her nal
Proj ect.

RAHM ORENSTEI N, Direct or

Busi ness Devel opnent

Ormat Technol ogi es, 1nc.

Reno, Nevada

PCOSI TI ON STATEMENT:  Answered a question during the presentation
of the Mount Spurr GCeot hermal Project.

ACTI ON NARRATI VE

10: 02: 02 AM

COCHAIR LANCE PRUTT called the joint neeting of the House
Special Committee on Energy and the House Resources Standing
Commttee to order at 10:02 a.m Present at the call to order
from the House Special Committee on Energy were Representatives
Pruitt, Foster, Saddler, Lynn, Tuck, and Petersen. Present from
the House Resources Standing Comrittee were Representatives P.

W/l son, Herron, Mnoz, Foster, Gardner, Kawasaki, Feige, and
Seat on. Representative Dick arrived as the neeting was in
progr ess. Representatives Gatto, T. WIson, Edgnon, Neunan,

Fai rcl ough, Joule, and Johnson, and Senator Huggins were also
present.

Revi ew of Energy Projects in CSSB 46 Version T, Section 4, p. 98
line 1 through p. 101, line 27 - Al aska Energy Authority
Requests Submitted by the Adm nistration

10: 03: 42 AM

CO- CHAIR PRUI TT announced that the only order of business would
be a review of energy projects in CSSB 46 Version T, Section 4,
page 98, line 1, through page 101, line 27: Al aska Ener gy
Aut hority Requests Subm tted by the Adm nistration.

CO- CHAIR PRU TT explained that 10 questions have been submtted
to spokespersons representing the projects that are under review
in order to inform both commttees on the financial and
community support for projects, the benefits to ratepayers, any
vetting that has taken place, whether projects fit in their
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| ocal regional energy plan, and whether the intent |anguage of
the state's energy policy affects the project. The review would
be limted to the abovenentioned part of Section 4, draft
Version T. He clarified that the conmmittees are not seeking to
elimnate or pronote any particular project, but to provide an
objective look at the nerits of all of the projects for
| egi sl ators and nenbers of the public.

10: 07: 17 AM

SARA FI SHER- GOAD, Executive Director, Alaska Energy Authority
(AEA), Departnent of Commerce, Comrunity & Econom ¢ Devel opnent
(DCCED), described five AEA capital projects submtted through
the governor's office, beginning with the Southeast Energy Fund.
The Southeast Energy Fund is established as a fund to nake
grants to a nunicipality, a joint action agency (JAA), a nenber-
owned el ectric cooperative, or certain other electric utilities,
or for power projects, paynents of |oans, paynents on bonds for
hydroel ectric (hydro) projects, electrical transm ssion |ines,
and electrical interties serving Southeast Alaska that are
entirely owned by the grantee. She explained that the fund is a
$10 mllion request, and is in line with the devel opnent of the
SEIRP, and with an expectation that AEA w ||l adopt regulations
to set up grant criteria. Al though there are no specific
projects to discuss at this tinme, M. Fisher-Goad said her
expectation is to set up a public and objective ranking process
for the fund simlar to that of the Renewabl e Energy Fund.

10: 11: 00 AM

REPRESENTATI VE TUCK asked whether AEA was planning to conduct a
study in Southeast simlar to the Railbelt Regional Integrated
Resource Plan (RIRP) Study in order to establish a "nmaster
pl an."

M5. FISHER-GOAD said there are sonme simlarities; however, the
Sout heast process is nore conplicated due to the distances
between communities that are not connected by transm ssion
lines. At this time the RIRP is a guideline and an established
process to evaluate projects, but it is premature to say the
Sout heast plan would identify and evaluate projects leading to a
fully connected system

10: 13: 20 AM

REPRESENTATIVE TUCK clarified that he was referring to the
process that determnes the worthiness of a project. He asked
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whet her the $10 million is for grants to specific projects, or
to establish a plan for energy projects.

MS. FISHER-GOAD said the intent is to maxim ze the use of the
SEIRP and incorporate it into the grant process.

CO-CHAIR SEATON asked whether there are simlar ideas for
Sout hwest Al aska al so.

M5. FISHER-GOAD was unsure of a fund for Southwest Al aska;
however, a provision in the original version of SB 42 repeal ed
the Railbelt Energy Fund and enacted the Al aska Rail belt Energy
Fund with the intent to have an AEA fund as a source, or
process, to issue grants. This provision was dropped from the
| egi slation, but the Railbelt Energy Fund with the Susitna noney
remai ns. The Renewabl e Energy Fund has been established wth
statewi de criteria.

10: 16: 31 AM

REPRESENTATI VE MUNOZ asked how the timng of the grant process
affects projects in Southeast that are currently in the
devel opnment phase.

M5. FISHER-GOAD replied the SEIRP has a working group that
recogni zed projects that are licensed and should proceed. The
intent was not to delay scheduled projects, but to ensure that
t hey can nove forward independently.

M5. FISHER-GOAD continued to the Susitna Hydroelectric Energy
Plan (Susitna Hydro) which is a $65.7 mllion request from the
Rai | belt Energy Fund. This appropriation will provide funding
to begin the design process, and to file the prelimnary
application wth the Federal Energy Regulatory Conm ssion

( FERC) . She pointed out there will be adjustnments to AEA s
current estimate regarding costs and schedule, particularly for
the environnmental work. In fact, further along in the FERC
process, AEA will refine the schedule. The design and licensing
process is expected to take six years, and the total project
cost is estimted to be $4.5 billion dollars. Next vyear
additional funds for the project will be requested from the

state to conplete the design and |icensing process. The goal is
for AEA to file the prelimnary application docunent by Cctober,
2011.

10: 21: 03 AM
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MS. FI SHER- GOAD turned to the Energy Plan |nplenmentation project
and noted that the project was originally submtted under a
broader title of energy projects. However, Version T of the
capital budget has been split into three parts: Energy Pl an
| mpl enent ati on; Bul k Fuel Upgrades; Rural Power System Upgrades.
Energy Plan Inplenentation requests $1 mllion for AEA to help
regions further develop their energy plans. The task of
expandi ng comunity plans further into regional plans will be
assigned to the incomng deputy director of Rural Energy. Bul k
Fuel Upgrades is a long-standing capital request to enable AEA
to address the 10-year-old deficiency |ist. Funding for both
Bul k Fuel Upgrades and Rural Power System Upgrades (RPSU) is
shifting from federal funding through the Denali Commission to
state funding; in fact, the state request for Bul k Fuel Upgrades
is $3 mllion, and the request for RPSU is $6 nillion. These
projects are ranked by the deficiency list that allows for the
eval uation of comrunities and their power systens. For exanple,
"projects that are in the queue for" funding from Bul k Fuel
Upgrades next vyear are Aleknagik, Koliganek, and Bettles.
Construction on the Aleknagik project wll be delayed wthout
funding fromthe state request.

10: 24: 19 AM

M5. FI SHER-GOAD nentioned that the $4 mllion RPSU project for
Akiak is a priority project that - if not funded - will cause a
delay of Fort Yukon and Atrmautluak projects. She opined this is
a unique situation, as this project is "listed under the 50
percent requirenent for a project,"” however, AEA does not have a

match requirement for RPSU projects. The fifth program
di scussed was the Electrical Energencies Program which is
anot her | ong-standing capital appropriation to AEA. M. Fisher-
Goad explained that approximtely 100 communities have systens
that are being wupdated, or are still to be ranked on the
priority list, and this funding allows AEA to provide energency
responses to help conmunities restore power after electrical
failures, or if failure is inmmnent.

10: 27: 34 AM

CO CHAI R SEATON referred to the 50 percent match requirenment and
asked whet her AEA influenced the percentage required.

M5. FISHER-GOAD said AEA was not involved in defining that
per cent age. She said she pointed out the Akiak project because
it is included in the capital budget and in the RPSU program
The 50 percent match has been connected with the funding of
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energy projects, such as the Bradley Lake Hydroelectric Project

(Bradley Lake Hydro) funding nodel, and other rmuni ci pal
proj ects.
10: 29: 29 AM

CO CHAIR SEATON reflected on the state's contributions to
Bradl ey Lake Hydro and asked if AEA has a particul ar percentage
that is appropriate for every project, or whether the match is
based on the econonics, area, and size of the project.

MS. FI SHER- GOAD opi ned AEA does not have a "nmgic" percentage
for broad use; in fact, a match requirenent is a policy call by
the legislature. Although a match is not required for Renewabl e
Energy projects, AEA takes any natch under consideration in its
eval uation of projects. She said these should be addressed on a
case-by-case basis, under the applicable statutory process.
The Denali Conmi ssion does not require a match for Bul k Fuel or
RPSU projects, but does require that the state nmuintain a
significant |evel of effort. She offered AEA's assistance to
the legislature in determ ning match requirenents.

10: 33: 21 AM

The conmmittee took an at-ease from10:33 a.m to 11:36 a.m

11: 36: 54 AM

CO CHAIR PRU TT brought the commttee back to order.

REPRESENTATI VE SADDLER asked for clarification on the use of the
$65.7 mllion appropriation to the Susitna Hydro project.

M5. FlI SHER- GOAD deferred to M. Carey.

11: 38: 14 AM

BRYAN CAREY, Project Manager, Alaska Energy Authority (AEA),
Department of  Commerce, Community & Econom c Devel opnent
(DCCED), stated the $65.7 mllion appropriation would allow work
during the first three and one-half to four years on

environmental and engineering studies and the draft |[|icense
appl i cation. Following the license application, additional
studies and the environnmental inpact statenment (EIS) wll take

two nore years.
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REPRESENTATI VE SADDLER asked for a tineline on requests for
addi ti onal funding.

MR. CAREY advised the costs for environmental issues are unknown
until after detailed discussions with the resource agencies;
however, AEA estimated a total of $160 million for licensing and
desi gn wor K.

11: 40: 05 AM

REPRESENTATI VE P. WLSON referred to page 99, lines 21-23 of the
bill and read:

If during their evaluation of projects, and AEA
determnes that ... the appropriation exceeds the 50
percent ... they shall submt to the |legislature
recommendations for reductions or reappropriation by
February of next year.

REPRESENTATI VE P. W LSON asked whet her AEA will do this.

11:40: 51 AM

M5. FI SHER- GOAD opined clarity was needed in the | anguage of the
bill. She was not certain whether the 50 percent is determ ned
by the total project cost, or the cost of a specific portion of
a project. For exanple, how a match would be determned if the
project is in its prelimnary stage - such as the O mt
Technol ogies, 1Inc. project - which is asking for funds for
drilling, although the full project cost is over $400 mllion.
Additionally, AEA wll not be in a position to issue grants
prior to 2/1/12. Regarding AEA s evaluation of projects
through a process simlar to that of the Renewable Energy Fund,
she pointed out that the |anguage of the bill gives AEA sone

direction, however, AEA' s role needs to be better understood.

11: 43: 54 AM

REPRESENTATI VE P. WLSON relayed the Whitman Lake Hydroelectric
Project in Ketchikan had to renew its FERC permt, and may | ose
it with further del ay.

M5. FI SHER-GOAD said that the SEIRP working group has suggested
that the Wi tman Lake project should proceed without waiting for
a resource plan. She deferred to Ketchikan Public Uilities

(KPU) .
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11:45: 23 AM

CO CHAIR SEATON returned to the subject of funding for Susitna
Hydro and asked for further paranmeters on the use of the $65.7
mllion.

M5. FI SHER- GOAD deferred to M. Carey.

MR. CAREY said the mpjority of the funding wll provide
engi neering and environnmental-type work on Susitna-\Wtona.
Al though there is a requirement to analyze alternative sites,
the cost of that is |ow Currently, AEA has begun gap studies
regarding cultural, fish and wldlife, subsistence, and water
quality issues, which wll be submtted to the appropriate
agenci es for comrents.

11:47:10 AM

CO- CHAIR SEATON directed attention to handouts provided by AEA
with funding requests for Susitna Hydro in the anounts of
$65, 731,000 in 2012, $32,600,000 in 2013, and $33,800,000 in
2014. He asked for clarification of these requests.

MR. CAREY explained that the request for $65 mllion was for
about three years, so additional funding is probably not
required for the next year or two, but with a total of $162
mllion. The reason the request now is for $65 mllion is that
funding for a period of tinme wll provide "a little bit of
certainty for funding" during the licensing process with FERC
Furthernore, AEA needs to hire personnel from Qutside, which is
difficult when a project is only funded for one year.

CO CHAI R SEATON restated his question.

11:49: 58 AM

MS. FI SHER- GOAD expl ained that the docunentation on the project
contai ns the budget process and also a cash flow need. The $65
mllion will not be spent in fiscal year 2012 (FY 12), but is

for multi-years. After looking at the prelimnary application
with FERC, nore budgetary information will be provided, and the
docunentation wll be "better than this snapshot two-page

docunent that's in our budget request.™

CO-CHAIR PRUI TT pointed out that the total is $162 mllion, and
asked for the purpose of the $32.6 million in FY 13 and $33.8
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mllion in FY 14, and how those nonies relate to the FERC
process.

11:51: 41 AM

MS. FI SHER-GOAD said the cash flow need and the budgetary need
are slightly different. Al aska Energy Authority wll submt
further docunentation wth better information on cash flow
needs; in fact, AEA is commtted to providing nore information
on the requirenments for the FERC process and its funding needs.
She acknow edged that the agency does not want to end up with a
gap in fundi ng because of the subsequent del ay.

11:53: 27 AM

REPRESENTATI VE SADDLER asked how much work wll be done by
out side contractors and how nmuch by in-house staff.

M5. FI SHER- GOAD said nost of the work will be done by contract
with the private sector; however, she estimated funding in the
amount of about $1.5 mllion will be required for staff and
project office space.

REPRESENTATI VE SADDLER observed that the House Special Committee
on Energy heard testinony that residents of Talkeetna and
Sout hcentral Alaska are concerned about the lack of public
process, and he urged AEA to better informthe conmunity.

VB. FI SHER- GOAD noted that AEA has been working wth
Representative Neuman to inform residents that the public
hearing on the decision docunment was not the end of the public
process.

11:55:44 AM

REPRESENTATI VE PETERSEN referred to future Bul k Fuel Upgrades
requests, and asked whether the tank replacenents and upgrades
begun in 1997 will be finished by 2016.

M5. FI SHER-GOAD said the bulk fuel tank farm upgrades are close

to being done. One of the primary purposes of the Denal
Conm ssion was to address the need for new tank farnms in
comunities. In the future, she anticipated there will be nore

of an enphasis on the RPSU program and less on Bulk Fuel
Upgr ades.

11:58: 14 AM
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CO- CHAIR PRU TT asked about the future of the Bul k Fuel Upgrades
program considering the expected decrease in funding from the
Denal i Commi ssi on.

M5. FI SHER- GOAD restated that the deficiency lists for Bul k Fuel
Upgrades and RPSU were prepared 10 years ago with the intent
that AEA would continue with the projects even as federal
funding declined. She recalled that during peak federal funding
from the Denali Conm ssion, AEA's cash flow to build tank farns
was over $30 million annually.

CO CHAIR FEI GE observed Bulk Fuel Upgrades are requested for
nine conmunities at an average cost of $500,000 per comunity.
He asked which conmunities will receive the funds and who owns
the facilities.

MS. FI SHER- GOAD said | ocal governments own the facilities, wth

some exceptions for consolidated tank farns. Next vyear's
projects include Al eknagik, Bettles, and Koliganek, which are
all in final design. Al eknagik is a $6 mllion project funded

by the Denali Conmm ssion and the state.

12:02:14 PM

CO CHAI R FEI GE observed that additional state noney is being put
into power systens, and asked if there are provisions to sell
the facilities, so they can be run and maintained by the private
sector or by the owners.

M5. Fl SHER- GOAD expl ai ned AEA nmanages construction of the tank
farms and then turns over the conpleted projects to the |oca
owners. The agency works with the comunity to devel op business
and operating and maintenance (O&W plans in order to ensure
that the community has the capacity to own, nanage, and operate
the tank farns and powerhouses, and has reserve funds for

repairs and replacenent. A sustainability requirenent was
al ways part of AEA s agreenment with the Denali Comm ssion. In
further response to Co-Chair Feige, she advised that tank farns
are successful in general, and powerhouses need continuing

support from AEA for training and mai nt enance.

12: 05: 30 PM

REPRESENTATI VE TUCK asked if the governor did not want to
i nclude the Akiak project in the capital budget this year.
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MS. FI SHER- GOAD expressed her understandi ng that Akiak becane a
line itemin the budget; if it were not, it would be funded by
AEA t hrough the RPSU program but that would prevent the funding
of the Fort Yukon and Atmautluak projects. Furt hernore, funds
woul d be avail able for conceptual design reports for future RPSU
projects. Akiak is a unique project in that AEA will rmanage the
project as it would a RPSU project. Regarding AEA' s association
with other projects in this section of the legislation, the
Al aska Railbelt Cooperative Transmssion & Electric Conpany
(ARCTEC) had requested AEA to manage these projects, which is an
opportunity for AEA to work with ARCTEC on regional priorities
in the Railbelt. She advised the intent is for AEA to issue
grants on projects it does not own, and work with the grantees.
The agency does own the Battle Creek Diversion Project, which is
an upgrade to Bradley Lake Hydro, and the Al aska Intertie, which
is slated for repairs.

12: 08: 59 PM

REPRESENTATI VE TUCK understood the Akiak project would be in
addition to the $10 million requested for RSUP, and rephrased
his question as to why the governor did not include Akiak
originally.

M5. FI SHER- GOAD acknowl edged that Akiak is not specifically
| isted; however, projects are not usually listed in the request
for RSUP funds. She opined there was nothing intentional.

12:10: 05 PM

REPRESENTATI VE TUCK affirned that the RSUP process consisted of
the $10 million request, and naming specific projects allows for
the use of the nobney on other projects. He inquired whether
other projects that are not nentioned specifically have the
governor's support. Representative Tuck noted that the bill
will not cone before the House Resources Standing Committee or

the House Special Committee on Energy, and asked whether the
purpose of the hearing was to recomend which projects nove
forward, or whether there will be opportunities for conmunities
to speak about projects as well.

COCHAIR PRUI TT stated that the intent of the joint neeting was
not to weed out projects, but to ensure that |egislators have a
full wunderstanding of them and to have an opportunity to
dissem nate information before a large group of Ilegislators and
menbers of the public.
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12:13: 20 PM

REPRESENTATI VE TUCK then asked whether there were any projects
listed that AEA woul d not support.

[ Representative Tuck's reference pertained to a |ist of projects
provided in the commttee packet titled, "Energy projects in
CSSB 46 Version T, Section 4," dated 5/5/11, and prepared by
Chri stopher O ark, House Special Commttee on Energy.]

M5. FI SHER- GOAD expl ai ned her intent is to advise the commttees
on how AEA would serve its managenent role for the projects and
grants that are funded by the legislative process. The AKki ak
project was known to AEA, and if the budget passes wth Akiak as
a specific line item +the RPSU funding is freed for other

pur poses - such as two powerhouses and conceptual design work
If not, the Akiak project and conceptual design will be funded
t hrough RPSU. The agency's reactionary role disallows her to

make decisions on the worthiness of projects, although AEA has a
requi red, statutory evaluation process for Renewabl e Energy Fund
proj ects.

12:16: 09 PM

COCHAIR PRU TT interjected that the concern conmes fromthe fact
that AEA's nane is on all of these projects - even those that
have not gone through an evaluation process - |eaving sone

commttee nenbers to ask whether AEA supports each project.

M5. FISHER-GOAD replied that AEA has granting authority and is
listed on these appropriations because it is the manager to work
with the owner and adm nister the grant. She indicated that AEA
is involved because of a desire to have an energy agency | ook at
t he projects. It is not AEA's role to determ ne which projects
should be funded in the capital budget, but to admnister and
manage grants and provide consistency during construction, and
to follow criteria and appropriate mnlestones when releasing

f unds. For exanmple, she said AEA "can play a technical
assistance role, we can play a role ... where we would be
managi ng these projects,” and provide an opportunity to work

with entities to nmaintain a state presence - where state noney
is being spent - and to neet state priorities.

12: 20: 55 PM

COCHAIR PRU TT asked how AEA sets mlestones and prevents
projects from being appropriated w thout sufficient funding.
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M5. FISHER-GOAD said that wupcomng testinony from project
proponents wll <clarify the intent of the projects and the
i mpact of the 50 percent requirenment; in fact, the 50 percent
requi renment on construction projects is a significant ml estone,
as is the conpletion of design prior to the release of
construction funds. She provided several exanples of "a
st oppi ng point."

12:23:51 PM

REPRESENTATI VE TUCK asked if M. Fisher-Goad was famliar with
all of the "AEA-|abel ed projects.™

MS. FI SHER- GOAD said AIDEA Coal to Liquid is a project that wll
be addressed by the Al aska Industrial Developnment & Export
Authority (AIDEA), and several other projects have cone through
the Renewable Energy Fund process. Her agency has not been
involved with the Honer Area Natural Gas Pipeline.

REPRESENTATI VE TUCK asked if any projects other than Akiak woul d
normal |y be part of the $10 million grant program

M5. FISHER-GOAD said Akiak was the only project falling under
AEA' s "traditional Rural Energy Project program”™

12:26: 22 PM

REPRESENTATI VE MUNOZ asked whether AEA established the anounts
requested for the projects.

M5. FI SHER-GOAD said no. Her agency does have sone of the
estimated costs on projects that have been eval uated through the
Renewabl e Energy Fund program and that have received funding for

earlier stages of devel opnent. She pointed out that during the
"Rounds" of the Renewable Energy Fund program the statew de
bal ance of projects is maintained, partially by the $2 nillion
cap for Southeast and the Railbelt, and the $4 nmillion cap for

hi gh-cost areas. Sonme construction projects do not fit with the
Renewabl e Energy Fund program although it is hard to nake
changes to the process in a fair manner.

12:29: 42 PM

REPRESENTATI VE MUNOZ asked who recommended the dollar anmounts
for these projects.
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M5. FI SHER-GOAD opined sonme of the Capital Project Subm ssion
and Information System (CAPSIS) figures may cone from
| egislators, and ARCTEC estimated costs for its projects. The
50 percent match can mean that the project is reinbursed by AEA
for every dollar in the system or that state noney is used for
t he design portion and | ocal contributions are used | ater.

12: 31: 20 PM

CO-CHAIR PRU TT, in response to Representative Minoz, said Round
|V projects were not under discussion, unless there was a |oca
i ssue.

REPRESENTATI VE MUNQZ pointed out that the community of Tenakee
passed a resol ution opposing the Inside Passage Geothernmal Study
in Tenakee Inlet. She asked how the opinion of a community is
wei ght ed when projects are chosen.

M5. FI SHER- GOAD said she was recently aware of the reaction from
the local community, and previous |ocal support was part of the
eval uation process. She offered to provide additional
i nformation.

REPRESENTATI VE MUNOQZ then asked whether there is adequate AEA
staff to manage its workl oad.

M5. FISHER-GOAD said AEA is currently assessing staffing needs

and will be contacting the Ofice of the Governor, Ofice of
Managenent & Budget, for authorization of additional personnel.

12: 34: 31 PM

REPRESENTATI VE P. W LSON asked how many requests remain for Bulk
Fuel Upgr ades.

M5. FISHER-GOAD said that the bulk fuel deficiency list was
al nost conpleted, although the Iist was not created by requests,
but by AEA's eval uation of comunities' circunstances, including
sustainability issues and a business plan. She said she would
provi de the percentage of conpl eted upgrades.

12: 36: 42 PM

CO- CHAI R SEATON expressed his concern about the recommendations
for reductions or reappropriation due from AEA by 2/1/12, as
directed on page 99, line 23, of the bill. He noted that
reappropriations are generally approved by district, and he
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i nquired whether AEA has an influence on funds unused for any
reason; for exanple, would funds be returned to the district or
to the general fund (GF).

M5. FI SHER- GOAD cautioned that AEA's role in the reappropriation
| anguage was uncl ear.

12: 39: 32 PM

CO-CHAIR PRU TT asked for an estimate of the cost of additional
AEA staffing.

M5. FISHER-GOAD said the rate for a project nmanager in the
energy field is about $150,000-%$180,000 per year, and would be
paid for by the project capital noney.

COCHAIR PRUTT asked if the bill would add to AEA' s worKkl oad
this year.

M5. FISHER-GOAD said yes, although she was not prepared to
guantify the workload at this point.

12:41: 43 PM

REPRESENTATI VE P. WLSON asked for further information on the
El ectrical Energency Program allocation on page 99, line 11, of
the bill.

M5. FISHER-GOAD said the nobney allows AEA or a contractor to
provi de an energency response and technical support to a utility
if it loses power, or the ability to generate and transmt
power . Typically this happens in winter, and there were only
three responses in FY 10, and about 11 responses in FY 11. In
further response to Representative P. WIson, she said the cost
of responses fluctuates and the allocation is based on an
aver age.

12:44: 44 PM

CO CHAI R FOSTER asked whet her unspent noney was rolled-over to
t he next year.

MS. FlI SHER- GOAD explained the noney is appropriated as needed.
Furthernore, AEA works in conjunction with "energency services"
for authority and funding during a major energency. In further
response to Co-Chair Foster, she said she would confirm whether
AEA responded to the ice damage energency in Savoonga this year.
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CO- CHAIR PRU TT t hanked Ms. Fisher-Goad for her participation.

12:49: 31 PM

The joint neeting of the House Special Conmttee on Energy and
the House Resources Standing Conmittee was recessed at 12:49
p.m, to be continued at 2:00 p.m

2:09: 00 PM

CO- CHAIR NEIL FOSTER reconvened the joint neeting of the House
Special Conmttee on Energy and the House Resources Standing
Committee at 2:09 p.m Present at the call back to order from
the House Special Conmittee on Energy were Representatives
Foster, Pruitt, Saddler, and Petersen. Representatives Tuck and

Lynn arrived as the neeting was in progress. Present at the
call back to order from the House Resources Conmittee were
Representati ves, Seaton, Feige, Gardner, D ck, Foster and P.
W son. Representati ves Kawasaki and Mnoz arrived as the
nmeeting was in progress. Representatives Gatto, Fairclough, T.

W son, and Edgnon were al so in attendance.

CO CHAI R FOSTER announced the continuation of the commttees’
review of energy projects. Anong docunents included in nenbers’
packets was a list of questions wtnesses would be asked to
answer . Those questions asked project proponents to quantify
the level of Ilocal support for the proposed project, identify
the funding sources, and identify the total project cost and
phases for the proposed project, as well as any anticipated
costs to ratepayers conpared to the current rates. He specified
the projects discussed this afternoon are ones in Section 4,
Version T, since the other sections relate to weatherization,
energy rebates, in-state gas, and Renewabl e Energy Fund projects
which have already been vetted in various other House
commi ttees.

2:12: 01 PM

MARK DAVIS, Economic Developnent Oficer, Al aska Industrial
Devel opnent & Export Authority (AIDEA) and Alaska Energy
Aut hority (AEA), Departnent of Commerce, Community, & Econom c
Devel opnent (DCCED), stated that his testinony is related to the
single line appropriation for $500,000 for the Coal to Liquid
Certification Project. He explained that AIDEA woul d be working
on a new process for coal to liquid certification with Accel ergy
Cor poration (Accelergy) of Houston, Texas. Accelergy is in the
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process of developing a new coal to liquid process that is

di fferent from the traditional Fi scher - Tropsch process.
Fi scher-Tropsch first turns coal into syngas which is then
turned into a liquid. This process is a direct coa

i quefaction based on ExxonMbil patents. Accel ergy is working
with the Energy & Environnental Research Center (EERC), a

research, devel opnent, denonstrati on, and commercialization
facility at the University of North Dakota, and Penn State to
develop this process for jet fuel for the US mlitary. The

United States Air Force (USAF) has indicated its desire to use
donmestic sources for 50 percent of its fuel needs by 2016.
Additionally, the USAF expects to issue its specifications for
the fuels by 2013. The USAF has identified Alaska coal as a

potential source of synthetic jet fuels. This certification
process would have AIDEA working with Accelergy to certify
whet her Al aska coal, particularly Usibelli Coal Mne, Inc.

(Usibelli) coal, could be used for this process.

MR. DAVIS related his understanding the USAF indicated to U S
Senator Lisa Miurkowski that the USAF w shes to have these fuels
avai |l abl e at Joint Base El nendorf-R chardson. The entire cost
of the appropriation would be $500,000. Additionally, Accelergy
has committed to $500,000 of its funds towards the project for a
total cost of $1 million. He related that in the event the coal
is certifiable, the next step would be to comercialize it -
whi ch would involve other partners and potential manufacturers.
He enphasized that AIDEA would like to continue its invol venent
just as it has done wth other devel oping technol ogies. He
remarked that if that were to happen Al DEA woul d use its bondi ng
capabilities. He offered his belief that this request for
appropriation is the only appropriation necessary that he can
see. The advantage of the Accelergy process is it has a much
smal | er carbon footprint than the Fischer-Tropsch process. The
Accel ergy process al so produces carbon dioxide (COQ2) that can be
reinjected into Cook Inlet gas fields to aid in gas production
in Alaska. Jim Hensath, Deputy Director of Devel opnent Finance,
woul d be nmanagi ng the project for Al DEA He offered his belief
that the project would neet with AIDEA's strategic plan to work
with nore private conpanies, as well as researching new
technologies as it has previously done at the legislature's
request .

MR. DAVIS referred to a previous question, which was whether
this project was consistent with AS 44.99.115, the declaration
of state energy policy. He indicated AS 44.99.115 (3)(B) calls
for applied energy research and devel opnent of alternative and
energent technologies. This technology is energent since it is
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a new technology and while it is currently under production, the
technol ogy may be used to develop JP-8 fuel as a primary fuel
for the USAF. The other intriguing aspect is it could be used
for the newer JP-5 fuel, which is used in fighter planes such as
the F-15 Eagle and F-22 Raptor. He commented that Al aska has a
full conplenent of F-22s. He reiterated that the only phase of
the project would be the certification process, the requested
funds would be matched by Accelergy, and the project is
consistent with AIDEA's mission to support the nmjor economc
sectors of Alaska's econony, such as the mlitary. He reported
that approximately 80 percent of all federal funding in Al aska
relates to the mlitary, Alaska desires to keep a mnmlitary
presence, and the availability of synthetic coal fuels would be
advantageous to maintain a mlitary presence in Al aska.

2:17: 10 PM

REPRESENTATI VE PETERSEN surmi sed that coal would be tested in
nmore than one location in Al aska. He asked which areas of coa
woul d be tested.

MR. DAVI S explained that Usibelli coal would be tested at Healy,
but Accelergy would probably test Chuitna coal and any other
mnes that wi shed to be tested. However, the main interest has
been in Usibelli coal, he stated.

REPRESENTATI VE DI CK noted that Pennsylvania just invested $1.6
mllion to do the exact sanme project. He asked why it would be
necessary for Al aska to appropriate $500, 000.

MR. DAVIS rel ayed that the USAF has requested that each locality
support the program He noted that Pennsylvania and North
Dakota are each appropriating funds.

CO CHAI R FEI GE asked where the plant would be built if the coa
tests out to be usable for synthetic fuel.

MR. DAVIS ventured that it would probably be built near the
source of the coal, since jet fuel is often "piped." He
anticipated a small footprint enconpassing 700 acres, which is
much smal | er than a Fischer-Tropsch pl ant.

2:19: 15 PM
REPRESENTATI VE SADDLER asked whether the Accelergy process is a

proven comercial process for meking synthetic jet fuel, and if
so, where else it is manufactured in the U S. or the world.
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MR. DAVIS responded that the Fischer-Tropsch process is well
known and has been used since 1922. O her processes canme out of
research conducted during Wrld War 1|1, including the one used
by Accel ergy. Furthernore, ExxonMobil performed substanti al
work on this process - including a successful denonstration
plant in Texas in the 1990s. However, ExxonMbil decided not to
nove forward with the process. ExxonMobi|l has |icensed the
process to Accelergy and AlDEA has subsequently discussed the
licensing issues wth them Accel ergy has also acquired
additional licenses from Rayt heon Conpany, which has devel oped a
sim lar technol ogy. He offered his belief that the application
should work and the primary question is whether the coal wll
fit the process.

REPRESENTATI VE SADDLER inquired as to whether a British Therma
Unit (BTU) equivalent per cost unit is available conpared to
regul ar jet fuel.

MR. DAVIS offered his understanding that this fuel could be up
to 20 percent nore expensive. The USAF is interested in
donmestic supplies. He reported that the 20 percent increase was
based on a lower oil price, and could change due to the price of

oil. More inportantly, a "war college report” issued at the
turn of the century that recomended that the USAF devel op
domestic fuel supplies is reflected in the 2016 target. He

recalled that Al aska has always been nentioned as a potenti al
source of these fuels.

2:21: 21 PM

CO-CHAIR PRU TT asked what could be expected during the next
five years in terns of funding and the process itself.

MR DAVIS did not anticipate any additional requests for
| egi sl ative funding. He stated that if the USAF found these
fuels to be useful and the commrercialization in Pennsylvania and
North Dakota "pan out" then there should be enough private

sector interest. He envisioned that the private sector would
work directly with the USAF to develop a plant using a public-
private-partnership (PPP) structure, and perhaps |ayering
federal funds, bonding, and a private conpany. He reiterated

that AIDEA would not request additional funds from the
| egi sl ature.

2:22:06 PM
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CO CHAI R FOSTER asked whether this is intended to provide fue
for the mlitary located in Alaska, or if other elenments outside
Al aska could potentially benefit fromthis.

MR. DAVIS answered that the docunents he has reviewed also
mentioned other mlitary wuses outside the Alaska comand.
Anot her use of synthetic fuel could be the Ted Stevens Anchorage
International Airport which is now using fuel from Flint Hlls
Refinery, but could use other sources of fuel.

2:22:48 PM
REPRESENTATI VE DI CK sought clarification regarding the use of
some natural gas fromthe North Slope that could help "push" an

i n-state gas pipeline.

MR. DAVIS answered that may be a little specul ative. He agreed
this type of plant would definitely need a fuel source and

natural gas could potentially provide a fuel source. He
suggested the source could be Cook Inlet gas or other natura
gas. In further response to Representative Dick, he answered
that Accelergy has indicated to the USAF that the fuel 1is
stable, but has not provided a specific shelf Ilife for the
synthetic fuel. He agreed that sone synthetic fuels are

unstabl e, but according to the tests perfornmed in Pennsyl vani a,
this particular synthetic fuel has proven to be a stable fuel

2:24: 18 PM

CO- CHAI R SEATON asked whether the state would be funding coa
testing for a process that's not yet been determned to be
commercially feasible.

MR. DAVIS acknowl edged that this 1is sonmewhat speculative.
However, AIDEA would like to certify coal for USAF use in
anticipation for further federal funding in support of projects
in Alaska. The plan therefore, is to "get in the queue." These
funds would determine if the coal could be certified and Al DEA
would work with the Departnent of Defense (DOD) Energy
Departnment to see if it would be interested in using Alaska's
coal. He offered his belief that the process works and that the
testing thus far indicates that it wuld be successful
However, even if the coal is certified, it would not guarantee a
pl ant woul d be built.

2:25:42 PM
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CO CHAI R SEATON said that's sonmewhat problematic for him since
Al aska woul d be certifying its coal not know ng whether the coa
is a comrercially viable project using this technol ogy. He
asked whet her the $500,000 would be used in Al aska, or whether
the coal would be sent to another state for anal ysis.

MR. DAVIS responded that AIDEA's intent is to have the work
performed in Al aska, although he could not guarantee Al aska has
the necessary technology to do so. He reiterated that the
initial intent is to performthe work in Al aska.

CO CHAIR SEATON then asked whether the certification process
wi |l analyze coal at the University of Al aska Anchorage (UAA) or
if UAA has the ability to do the work.

MR. DAVIS answered that he was wuncertain if Al aska has the
capability to do so. He ventured his understanding that Al DEA
woul d work with Accelergy on the certification issues related to

the coal. The coal would need to be tested, any coal sources
would need to be identified, and a business plan would need to
be devel oped. He related that if the coal is certified, a

partial business plan would be to make Al aska's coal attractive
to DOD, and encourage DOD to build a plant in Al aska.

2:27:52 PM

CO CHAI R SEATON asked whether DOD would require state matching
f unds.

MR. DAVIS indicated that the reports fromthe USAF would require
| ocal governnent support for the certification process.

CO CHAIR SEATON related a scenario in which the plant would be
devel oped in Al aska and DOD contributed funds. He clarified his
interest in whether that process would require local or state
mat chi ng funds.

MR. DAVIS acknowl edged he has been primarily focused on the
certification process. He offered his belief that building a
| ocal plant would Ilikely just wuse the typical econoni ¢
devel opnment systens, such as AIDEA working with the private
sector.

2:28: 43 PM

CO- CHAIR FEIGE asked for the potential quantity of a proposed
coal to liquid plant.
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MR. DAVIS responded that a proposed plant would produce about
60, 000 gallons initially, but would "ranp up" after startup. In
further response to Co-Chair Feige, he related his understandi ng
that the plant would start small and woul d t hen expand.

CO CHAI R FEI GE asked for an estimate of the nunber of gallons of
synthetic fuel per day the mlitary woul d use.

MR. DAVIS stated he was unsure. He stated that 10 percent of
the fuel used in the U S. each day is used by the USAF.

COCHAIR FEIGE pointed out that the nmaterials included in
menbers' packets indicated that a coal to liquid facility nmay be
based at Tyonek, wth testing of the Departnent of Natural
Resources (DNR) and Mental Health Trust coals in and around
Tyonek. He stated that the materials do not nention any testing
at Usibelli near Healy.

MR, DAVIS surmsed that the village of Tyonek has an agreenent
with Accelergy, although he is not privy to the agreenent.
Thus, Tyonek coal would be tested if support for it exists.
However, AIDEA believes that the readily available coal at
Usi belli should also be tested. In further response to Co-Chair
Feige, he opined the agreenent is probably a nenorandum of
understanding. He reiterated he had not seen it.

CO CHAIR FEI GE asked how Al aska would benefit from testing the
coal. He pointed out the state has | eased coals to PacR m Coal,
LLC (PacRim and Usibelli, and he did not think the state would
see any additional nonies since the coal would be diverted from
Korea to a proposed Accel ergy pl ant.

2:31:16 PM

MR. DAVIS answered that the long-term plan would be to export
coal to other plants. Anot her aspect would be to hopefully
build a plant in Alaska to create |ocal enploynent. Anot her

| ong-term goal would be to have fuel developed from Al aska
sources to enable Alaska to becone a strategic location for the
USAF.

CO CHAI R FEI GE asked for the reason that AlIDEA would be invol ved
except for the USAF to see |ocal buy-in. He anticipated that
the coal would be sold by Usibelli or PacRim from their |ease
bl ocks. He inquired as to whether it would be nore appropriate
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for the coal conpanies to invest $500,000 nore, instead of the
st at e.

MR. DAVIS answered he was not sure why the USAF has asked for
state contribution, but it has done so. He characterized Al DEA
as an appropriate choice since it has engineers on staff that
can work wth the process. Further, AIDEA would prefer to
devel op val ue-added nmanufacturing in the state, rather than
exporting raw materi al s.

REPRESENTATI VE DI CK offered his understanding that the analysis
would stay with the coal since it does not belong to Accel ergy
or any other conpany. Thus, Accelergy could be viewed as
providing half the cost and that investnment could be viewed as
an advantage to the project.

2:34: 15 PM

| VAN | VAN, Admnistrator, Cty of Akiak, relayed that Akiak
submtted the capital budget request for the Akiak Conmunity
El ectrical Generation System Upgrade since the community has had
problems with its generator. Last year AEA staff wnterized the
generator and changed sonme of the transfornmers. However, a
t hr ee- day- outage shut down the power - including cell phone
usage - so it was necessary for himto go as far as Kwethluk in
order to call for help.

MR. |IVAN relayed that currently the generator building is smal

and houses two under-200 Kkilowatt (kW generators. Al aska
Energy Authority assisted Akiak by installing a rebuilt
generator that kept the city going through the wnter. He

stated that Akiak also provides power to the schools. Thus, he
has had nightnmares and the ongoing concern over the reliability
of the city's generator and was fearful of recurrences of the
power issues. Therefore, the Cty of Akiak submtted a capita
budget request to Representative Herron and Senator Hoffman to
upgrade the electrical generation system At the sane tine, he
has continued to work with AEA on Aki ak's generator issues.

MR. |IVAN related that everyone in the conmmunity supports the

capital budget request for $4 mllion, including the school
system and the wearly childhood programs concerned about
st udent s. Additionally, the airport admnistration has had
concerns about power for its nedical evacuation process. He
stated that since 1990 the community of Akiak has been strongly
affected by the issues of power. He expressed concern about
elders in the community not having power for their hones. He
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offered his belief that the upgrades wll |ower the cost of
electricity to custonmers and will result in fuel cost savings

Under the proposed funding, the conceptual design would support
what has already been done by AEA The next step would be
construction of the project. He thanked AEA for its help and
for the conmttees' assistance in getting this project conpleted
as soon as possible.

CO- CHAI R FOSTER recogni zed Representative Craig Johnson

2:42: 14 PM

REPRESENTATI VE PETERSEN asked for clarification on how many
gal lons of diesel fuel would be displaced by operating the new
equi pnent .

MR |IVAN related his belief that the generators are of age.

Al aska Energy Authority rebuilt one engine last wnter, but
since the generators are old he has assuned they also use nore

fuel. He stated that this fall and winter the Gty of Akiak
used a lot of fuel. He recalled the generators are a 180 kW and
a smaller 60-70 kW generator that was necessary to provide power
to the high school. The city will also review adaptability of
t he upgraded system in hopes that w nd-generation technol ogy and
per haps hydroel ectric power will be conpatible to the upgraded

generator system
2:44: 25 PM

CO-CHAIR PRU TT noted that another point to consider is not just
t he amount of fuel, but how this would reduce the total cost of
energy to consuners.

MR. | VAN offered that one generator could provide power to the
entire conmunity instead of running the old generator with a
smaller one as is currently done. This should "save" the
comunity.

COCHAIR PRUITT pointed out to testifiers that the commttees
are interested in any cost savings to the state and consuners as
t hey consider the projects to fund.

2:46: 20 PM
CO-CHAIR FEIGE noted that he has flown to Akiak several tines.

He asked what other types of alternative energy were researched
besides nore efficient diesel generation. He inquired as to
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whet her hydrokinetic or other types of alternatives have been
consi dered since the Kuskokwi m Ri ver is nearby.

MR. | VAN answered that the Cty of Akiak has worked with AEA on
the potential for wind generation and will continue to research
that issue further. He noted that last fall soneone in the
community considered the river current, but didn't have the
technology to properly assess it. He acknow edged the need to
assess alternative energy sources. He stated that currently the
cost per kW hour is 63 cents and he anticipated that the new
generator will further reduce the cost. He hoped the City of
Aki ak woul d be able to devel op an overall comrunity energy plan.

2:48: 54 PM

GENE THERRI AULT, Vice President, Golden Valley Electric
Association (GVEA), referred to a PowerPoint presentation,

titled "Al aska Legislature Presentation.” He stated that GVEA
has adopted a mantra wthin the cooperative, "Kick Qur Gl
Habit!." He related the graph "Residential Bills" illustrated

the cost from $75 per nonth for electricity in 2004 to a high of
$152 per nonth in 2008, and down to $138 per nonth in 2010
[slide 3]. This represents the segnment of GVEA's oil-fired
generati on. Golden Valley Electric Association continues to
work to nmove away from oil-fired generation, he said, and has
taken steps to diversify its portfolio, including the SNAP
project, which allows for small distributive generation to cone
into the GVEA grid. Additionally, GVEA now offers SNAP-Plus, in
whi ch people install smaller generators to bring in power from
renewabl e sources. CGolden Valley Electric Association also taps
into the Bradley Lake Hydroelectric Project (Bradley Lake
hydr o) . The Eva Creek Wnd Project is pending and ultimtely
GVEA would like to avail itself of power from Munt Spurr and
the proposed Susitna Hydroelectric dam He referred to page 3
[slides 5 and 6] which showed a map and photograph depicting the
| ocation of Eva Creek, just north of the coal mne in Healy. A
red line depicted the Parks H ghway and the Al aska Railroad,
whi ch run al ongsi de the highway. He pointed out that the Eva
Creek Wnd Project site is about six or seven mles across the
Nenana River. Little vegetation exists in the area which
consists primarily of scrub brush.

2:52:22 PM
MR. THERRI AULT referred to page 4 of the PowerPoint [slides 7-8]

which provided flow analysis results. H s conpany used a
previous state grant to place towers at the exact height of the
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proposed turbines and the wind has been mapped over a nunber of
years to obtain a flow analysis in order to determne the
optimum sites to place the turbines. He pointed out that the
closer to the color red on the map indicated the better w nd
regi ne. The goal is to capture the strongest w nd regine, he
sai d. The historical data indicates peaks - not a steady flow
- so generation would need to augnment the turbines during timnes
when the wind is not blowi ng or slacks off [slide 8].

MR. THERRI AULT referred to a photo of the location adjacent to
the Northern Intertie and project financing on page 5 [slides 9-
10] . He stated that a drilling rig indicated the site of the
proposed substation. He offered one reason GVEA focused its
attention on the Eva Creek site is because the Northern Intertie
cuts directly across the property. He comrented that w nd
generation is found where people do not want to live, so costs
to connect to the grid are greatly reduced. Gol den Val |l ey
Electric Association is able to bring in the project since it
has C ean Renewable Energy Bonds (CREB) and a $2 nmillion
renewabl e energy grant fromthe state that allowed it to perform
pr e- engi neeri ng worKk.

MR. THERRI AULT advised that page 6 outlined the cost to the
ratepayers at 2.1 percent interest, which is far below the cost

of nost other projects [slides 11-12]. He reported the total
anticipated cost of the project at $90 mllion, which would
result in an annual debt service of approximately $6 mllion.
He related that the operating cost is expected to be $1.5
mllion, and would result in power being produced just under 10
cents per kWh, exclusive of regulation cost. He indicated that
GVEA believes it wll be able to bring generation into the
system and not cause custonmers' rates to increase. He offered

his belief that the rate would drop by about 10 percent if the
state funds the capital appropriation. This could result in a
slight reduction in customer rates in Interior Al aska. He
poi nted out some costs associated with wnd energy, and that
GVEA nust nonminate for its power needs a day in advance for any
power from the Northern Intertie. Additionally, it nmust notify
a day in advance for any gas-fired generation purchased from

Sout hcentral Al aska. However, any power not used nust still be
pur chased, although these sources of power may be |ess expensive
than the w nd power. The sources of power that typically are

cheaper for GVEA s custonmers conme from coal plants, but if GVEA
throttles back on its coal plant it would get to a point in
whi ch the plant nust be shut down. At that point it loses its
thermal mass and takes considerable energy to bring it back
onl i ne. This illustrates some of the difficulty in bringing on
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a variable, renewable w nd source. However, he projected that

GVEA believes with its existing blend of generation, it wll
have the capability of bringing on an additional 25-27 negawatts
(MN of power generation. This anobunt nakes it cost effective

to "chase that wind reginme" in a manner that makes economc
sense for GVEA' s ratepayers.

2:58: 19 PM

MR. THERRI AULT referred to page 7 of the PowerPoint Presentation
[slides 13-14]. The information on the slides showed the blend
of power [slide 13]. He explained sone terms, including that AE
refers to Aurora Energy, a coal-fired plant in downtown
Fai r banks. The maxi mum output is 24 MWN and GVEA purchases all
the power fromthat plant daily. The Healy plant ranges from 18
to 28 MN and is generally run at full power. He referred to
North Pole (NP) 3&4, which is a conbined heat plant with gas and
st eam The "Econ" and "Bradley Lake (BLH)" are resources
purchased over the Northern Intertie. He explained the
variables listed on the Spilled Wnd chart, which illustrated
that when the demand is down, GVEA is buying all of the energy
from the coal-fired plants, and sone from the NP plant as well

as 63 MV from the Intertie. In autumn, as the tenperatures
drop, GVEA runs the coal-fired plants, purchases from the
Intertie and adds capacity from NP generation. During the

wi nter nonths, GVEA purchases as nmuch coal as it can, is near
maxi mum out put for its NP plants 3& 4, and begins to use the NP 2
plant, which is liquid fuel generation that is nore expensive
than generation from NP 3&4. Additionally, GVEA continues to
purchase as much as it can from the Intertie. That bl end of
generation allows GVEA to throttle back on the NP 3&4 plants and
use 25 MW of w nd power. The second slide on page 7 indicated
the conparison between a 25 MW wind farm and a 50 MW wind farm
[slide 14]. Using historical data, it shows how nuch MWV power
could be incorporated on a nonthly basis. He explained that
during the wnter nonths, GVEA could incorporate all of the
wind, since liquid-fired generation could be throttled up or
down. During the summer nonths it generally wouldn't nake
econom c sense to use all of the wind generation since cheaper
sources are avail able. He explained the term "spilled" as a
term that conmes from hydroelectric days in which a source of
energy exists, but other cheaper sources exist so the water is
"spilled" or in this case, the wind is "spilled.”" Thus, on an
annual basis GVEA would be spilling 1,183 MMs of wind froma 25
MV farm but from a 50 MV farm would spill 20,630 MMs. He
concluded that this illustrated that the plant is sized
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correctly for the capacity GVEA could use in its existing blend
of generati on.

3:02:17 PM

MR. THERRI AULT referred to the Eva Creek Wnd Project handout.
He briefly reviewed sone "Fast Facts." He said that GVEA
estimates the conpletion date for the project as the |ast
quarter of 2012, which neans the plant could be brought into
production fairly quickly. The Eva Creek Wnd Project would
produce 24-25 MN depending on the turbine generators selected.
It would consist of 12-16 wind turbines |ocated near Healy, cost
$90 million to build, and $1.5 nmillion annually to operate. In
addition, GVEA does not anticipate the Eva Creek Wnd Project
woul d increase its custoners' rates and actually could |ower the
energy rates slightly. The Eva Creek Wnd Project is |ocated
near the Northern Intertie, so it would not cost nuch to bring
t he additional power into the grid.

MR. THERRI AULT said the Denali Borough and the G eater Fairbanks
Chanber of Comerce have passed resolutions indicating their
support for the Eva Creek Wnd Project. He pointed out a survey
of GVEA nenbers denonstrated the change in attitude of its
menbers from 2000 to 2003, and notivated the GVEA' s Board of
Directors to begin to study wind power. The board has asked for
final estimates by June or July, so it can mke a final
decision. He nentioned that this project has been vetted by the
AEA; in fact, the project is also included in the renewable
energy appropriation request of $1.4 mllion. He reiterated
that AEA has vetted this project and deened it to be worthy of
progr essi ng.

3:05:22 PM

COCHAIR PRU TT referred to the $90 million total cost, noting
the $10 mllion capital budget request currently under
consi der ati on. He asked whether GVEA's intent is that bonds
woul d cover the remaining costs, or whether GVEA will come back
to the legislature for further funding.

VR. THERRI AULT explained that the conbination of past
| egi slative appropriations, this request for $10 nillion, and
the ability for the cooperative to access CREB bonds will bring
GVEA to total funding of the project. He reiterated that the
project could be brought up to production fairly rapidly, so
there would not be any need for GVEA to request additional state
f undi ng. Even though GVEA has mapped a wind regine that could
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be expanded in the future, the current power generation blend
seens ideally suited to bring on the project as it is currently
envi si oned. He said circunstances would need to change before
GVEA woul d consider any w nd turbine expansion, since it does
not nmake econom c sense to expand beyond the scope of this
proj ect .

3:07:14 PM

CO-CHAIR PRU TT asked whether there were other sites considered
and why the Eva Creek site was chosen.

MR. THERRI AULT expl ained that there were two ot her sources under
consideration by the board: Cook Inlet Region Inc. (CIRI) Fire
Island and Delta Wnd. At that tine the estimted cost for Fire
Island wind power was projected at 11 cents per kWi and the
Delta project was estimated at 14 cents per kWh. Therefore, the
Eva Creek Wnd Project - at an estimated cost of 10 cents per
kWh - ended up to be the | ess expensive project. He pointed out
that the projects all would have the same cost of integration
for the operation costs. Because the engineers at GVEA were
able to "levelize" the cost of generation, the board decided to
nove forward with the | owest cost project.

COCHAIR PRUI TT commented that the commttees received a |list of
several projects identified as priorities of the Al aska Rail belt
Cooperative Transm ssion & Electric Conpany (ARCTEC), but this
proj ect was not included.

3:09: 48 Pm

MR. THERRI AULT offered his understanding that ARCTEC projects
are primarily conprised of distribution projects, and although
GVEA is very supportive of the project, it decided not to push
for inclusion on ARCTEC S |ist. He offered his belief that
GVEA's project does not run counter to anything ARCTEC has
suggested. He clarified that the cost conparison given at GVEA s
February neeting for the cost of power generated from the Eva
Creek Wnd Project was wthout any of the additional state
nmoni es that have been requested. Thus, the Eva Creek Project
represented the project with the |lowest cost even w thout the
state's capital budget request currently before the commttee.

CO CHAIR PRU TT questioned whether any connection transm ssion
costs are included.
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MR. THERRI AULT answered the proposed costs include transm ssion
costs.

3:11: 35 PM

CO-CHAIR SEATON referred to page 4 of the Power Poi nt
presentation. He asked whether the project would be able to tap
the total 8.54 MN

MR. THERRI AULT acknow edged that 8-9 MW represents an average
based on the annual energy produced, which also takes into
consideration wnd fluctuations. He stated that GVEA can
accomobdate 25 MW but can also "ranp down" for |ower |evels.

CO CHAI R SEATON questioned whether this would be generated power
and not power available from w nd. He clarified that this
relates to wi nd generated and not energy to be tapped.

MR. THERRI AULT agreed the estimate related solely to generation
fromthe wind turbines. In further response to Co-Chair Seaton
he answered that the integrated costs for the Eva Creek Wnd
Project would be right around 4 cents per kW.

CO CHAI R SEATON referred to the Ormat Technol ogi es Project, Inc.
(Omat) project which he identified as a renewable power
proj ect . He related his understanding that the project has not
nmoved forward due to a lack of a power sales agreenent. He
recalled the estimate was based on 12-13 cents per kWh, but it
may drop to 10 cents per kWh with state involvenent. He pointed
out that the proposed Omat project cost is estinmated at 10
cents per kWh without any integration, and would generate 50 MN

of constant power. He asked for the reason that GVEA woul d opt
for a wnd source that requires integration instead of
purchasing comrercially avail able power. He further asked for

clarification on any di scussions.
3:15:47 PM

MR, THERRI AULT understood that Omat is trying to prove-up its
geot hernmal resource. He said that GVEA is certainly interested
in any source of non-oil-fired generation that would allow it to
nove away from oil. However, with respect to power generation
in Southcentral Al aska, GVEA would need to be certain it would
make econom c sense and other sources of |ess expensive power
were not available. He offered his belief that Ormat coul d beat
oil-fired power costs, but he was unsure whether it could beat
existing coal -fired power, or the Eva Creek w nd-generated power
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costs after factoring in seven percent line-loss from
Sout hcentral to the Interior. He assured Co-Chair Seaton that
GVEA would research the nunbers to determne if it makes
econoni ¢ sense for a future power generation bl end.

3:17: 08 PM

REPRESENTATI VE SADDLER asked for the general prevailing cost per
kWhs from North Pol e and Aurora power.

MR. THERRI AULT estimated that it would be 20-21 cents per kWh.
3:17: 32 PM

MKE WRIGHT, Vice President, Transm ssion and D stribution,
Gol den Valley Electric Association (GVEA), added that the cost
for oil-fired generation from the North Pole Expansion Plant is
about 16 cents, and for the older oil-fired generation, the cost
ranges from 20-21 cents per kWh. He recalled that for Aurora -
a coal-fired plant - costs run approximately 5 cents per kW.
Additionally, sonme smaller oil-fired generation reaches into the
30 cents per kW range, so it is used sparingly, he said.

REPRESENTATI VE SADDLER surm sed that the Eva Creek Wnd Project
woul d be a cost advantage. He asked whether the $10 nillion
requested for this project is critical to obtaining the CREB
nmoni es or if GVEA woul d buy-down the anobunt of bonds necessary.

MR. THERRI AULT answered that the capital budget request would
| oner the anount that GVEA woul d need to borrow.

REPRESENTATI VE SADDLER asked how GVEA would use the $10 mllion
request ed.

MR.  THERRI AULT explained that GVEA wll use the funds for
infrastructure, noting that a substation will be needed to get
the power into the grid. The drill rig shown in one of the
photos has been used for geotechnical work to identify the
| ocation of the proposed substation. He identified that sone
additional work is needed on the road leading to the site. He
said he anticipated the $10 mllion would cover the supporting
infrastructure for the plant, though not necessarily the
turbi nes thensel ves. The $1.4 mllion that was part of the
Renewabl e Energy Fund grant will be used to support the turbine
pur chase. In further response to Representative Saddler, he
indicated that the board presented the request to the
| egi sl ature. He said the capital budget request was based on
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the legislature's support for wind power, and on the size of the
proposed Eva Creek Wnd Project.

3:20:31 PM

REPRESENTATI VE TUCK referred to GVEA' s daily purchase of power
generation, and asked what occurs if GVEA under-forecasts its
needs.

MR. THERRI AULT answered that GVEA would need to make up the
power with its generation in the Interior. He related that
GVEA's goal is to obtain as nuch power from the Northern
Intertie that it can, noting that power varies from day-to-day
and nont h-t o- nont h.

REPRESENTATI VE TUCK asked whether this project would still be
financially feasible if the state offered a lowinterest |oan

or if the $10 mllion block grant is required in order to nove
forward

MR. THERRI AULT responded that the project would still be
feasible without the state funding, although GVEA is attenpting
to reduce costs for its ratepayers, he said. He related that

the CREB bonds are 2.1 percent interest bonds, so the interest
rate on a loan fromthe state would need to cone in bel ow that.

3:22:25 PM

CO CHAIR FEIGE asked what the plan is for replacing the wnd
turbines, and howthat is figured into the project cost.

MR. VWRIGHT relayed that the projected Iife of the turbines is 20
years. At that tinme, the turbines would be evaluated for
repl acenent. He clarified that the $90 mllion project cost is
to finance the total cost at 2.1 percent over the 20-year life.
He reiterated the life of the wind farmitself is estimted at
20 years.

3:23:41 PM

CO- CHAIR FEIGE asked how horizontal access wndmlls avoid
uneven icing on the blades, and whether there are other designs
| ess prone to icing.

MR. VRl GHT expl ained when studies were first done in 2003-2005,

GVEA considered the Mrphy Done |ocation near Fairbanks.
However, that area had a severe icing problem Al t hough very
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little icing has occurred during the wind study at Eva Creek
near Healy, the turbines would shut down during heavy i cing.
Furthernore, a lot of research is underway regarding deicing
net hodol ogi es, he said. He acknow edged that icing could cause
the turbines to be shut down.

REPRESENTATI VE TUCK related that AEA procedures to adm nister
grants are increnental in order to make sure that the projects
meet certain criteria as they advance. According to the
Power Poi nt presentation, $2 mllion has been granted to the Eva
Creek Wnd Project. He inquired as to whether this project has
net all the requirenments required by AEA up to this point.

3:27:43 PM

PETER CRIMP, Deputy Director, Alternative Energy & Energy
Efficiency, AEA, stated the Eva Creek Wnd Project has done

quite well. The project has been reviewed by AEA and AEA
recommends full funding followwng GVEA' s board's decision to
proceed. At this point, AEA is prepared to fund turbine

procurenent, which reflects a project that has been noving al ong
snoot hly.

REPRESENTATI VE TUCK asked whether AEA would ordinarily make its
own recomrendati on on a project such as this.

3:29:29 PM

VB. FI SHER-GOAD clarified that when M. Cinp said AEA
recommended full funding, the approval was based on a request
for the project through the Renewabl e Energy Fund "under the cap
program"” She said this project is considered a viable project
and the project proponent has sinply been seeking sources of
funding. She related that because of the cap, AEA would not be
able to recormend a $10 million funding request. However, this
capital budget request is an avenue for project proponents to
seek other funding for their projects.

REPRESENTATI VE TUCK inquired as to whether she could outline the
conditions in which AEA would want to nove a project forward
that is not in CAPSIS.

MS. FI SHER- GOAD advi sed that through the Renewabl e Energy G ant
program AEA has conpiled a list of potential projects that
could be constructed regardless of funding. A project like this
could nmove into a Renewabl e Energy Fund process if AEA solicited
specific projects for funding from a pool of several hundred
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mllion dollars. The Renewable Energy Fund has statutory
limtations, plus "regional spreading" so AEA placed "caps" on
proj ects. She recalled stating earlier that AEA would like a
broader solicitation for larger projects in Round V of the
Renewabl e Energy Fund process. She offered her belief that the
Eva Creek Wnd Project is a viable project. She predicted that
if the legislature appropriates this grant, AEA w |l manage the
project according to the AEA processes previously nentioned.
She clarified that the Eva Creek Wnd Project was not denied via
the Renewable Energy Fund, but it did not fit into the
application criteria. She remarked that for several of these
projects, the requests are for greater dollars than are
typically issued for that program

REPRESENTATI VE TUCK then understood that $2 mllion is the nobst
that the project could have received via the Renewable Energy
Fund process. He apol ogi zed as he thought she was referring to
the CAPSIS system not a cap on the anount of funding through
t he Renewabl e Energy Fund.

REPRESENTATI VE FOSTER introduced presenters of the Homer Area
Natural Gas Pi peline.

3:33:40 PM

WALT WREDE, City Manager, City of Honer, stated that Honer is
| ocated within the ENSTAR Natural Gas Conpany (ENSTAR) service
area and is close to productive wells. VWlls drilled on the
North Fork Road less than 20 miles from Homer have gone into
production, and the gas is flowng to Anchor Point and north to
Ni ni | chi k. Homer has literally been attenpting to get natural
gas service for decades; however, the Honer area is spread out
and populations have not been large enough to warrant
transporting gas to Honmer. He opined the Cty of Honer believes
this project, the Homer Area Natural Gas Pipeline, would be a
huge benefit to the community and to the state.

MR. WREDE related that Phase | of Honer Area Natural Gas
Pi peline was approved by the legislature |ast year and Phase |
construction 1is now conplete. The project was initially

envisioned as a smaller project which has since grown.
Legislative intent |anguage was attached to the capital budget
asking the City of Homer to nmake provisions for the gas pipeline
to extend beyond Honer - to the east into Kachemak City.
Additionally, the pipeline route has changed from the original
pl an, and has been extended seven to eight mles to serve the
nei ghboring comunity, which has also increased the overall
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project cost. The conpleted Phase | project was construction of
3,200 feet of pipeline and cost $525, 000, which included a
pressure reducing station in Anchor Point. The pressure
reducing station was necessary in order to handle highly
pressurized gas fromthe oil fields.

MR. WREDE continued to explain that the capital budget request
now before the legislature would be to fund Phase Il of this
proj ect. Phase Il would bring the natural gas line from Anchor
Poi nt through the Homer city limts and on to Kachemak City. He
enphasized the request is for the state to fund the main
transmssion line to transport the natural gas to Honer. He
said, "After that, local residents will take it fromthere.” In
response to an earlier question, he indicated the project was
listed in the AEA prograns. The City of Homer will be providing
nore than 50 percent matching funds if the total cost of the
project is considered. He reiterated this $10, 053,000 request

would fund the large transmission line that would bring the
natural gas to Honer; however, ENSTAR estimated that at | east
110 mles of 2-inch main line wll have to be constructed for

each street within the Honer city limts at an additional cost
of approximately $10 million. Construction cost for these nmain
lines will be paid for from local sources, he said. He added
that a nunber of residences between Anchor Point and Honer woul d
al so need to pay for their distribution systens.

3:37:55 PM

MR. WREDE said despite the project's title, it is actually a
regional project because it wll benefit the entire southern
Kenai Peni nsul a. The Honer Area Natural Gas Pipeline is ranked
nunber two on both the City of Honer and the Kenai Peninsula
Borough's (KPB) capital inprovenents |ist. The only reason the
project is not the nunber one priority was due to mandates that
ranked the Departnent of Environnental Conservation (DEC)
projects higher. Additionally, the Kenai Peni nsul a School
District, the Kenai Peninsula Borough Econom c Devel opnent
District, Inc., Kachenmak City, the South Peninsula Hospital, the
Chanber of Commerce, and the Board of Realtors have all
expressed support for project.

MR. WREDE referred to potential savings listed in the "Gty of
Honer State Legislative Request - FY 2012, Honer Area Natural

Gas Pipeline." He pointed out a conparison of the nonthly costs
for an average househol d using natural gas, nunber one fuel oil,
propane, and electricity. He called attention to a docunent

titled "Summary Conparison of Natural Gas and Fuel G| Costs in
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Homer Area Public Facilities" which indicated the Kenai
Peni nsula School District would save $367,000 per year by
converting to natural gas. Additionally, the Cty of Homer
woul d save $105, 000 per year, and the total savings for the cost
of heating public buildings after converting to natural gas,
woul d be well over $1 million per year. He noted that many of
the buildings on the chart are state buildings so the project
could provide significant savings to the state.

3:40: 50 PM

MR. WREDE reiterated the capital budget request of approxinmately
$10 mllion would be to construct a natural gas pipeline to the
Cty of Honer, and the remaining costs for constructing main
lines to serve businesses and residences wuld be funded
entirely from |local sources. He related that the Honmer City
Council has assigned a task force to determ ne ways to finance
the local costs, and will consider |ocal inprovenent districts
or speci al service ar eas funded by property t axes.
Addi tionally, ENSTAR has a process to finance these types of
projects through the RCA He estimated that the build-out tine
would be 10 years, but he anticipated a considerably shorter
timeframe to service the core area of Honer. He referred
menbers to a large map in nmenbers' packets titled "Public
Facilities Wthin Honmer Gty Limts to Benefit from the Honer

Area Natural Gas Pipeline." Nunbers on the map identified
public facilities, which are the facilities nost Ilikely to
initially convert to natural gas. In fact, the Cty Hall wll
convert to natural gas during a renodel, and the Cty of Honer
will quickly convert many of its other facilities to natural
gas, including the police station and fire hall. He
acknowl edged that main lines would need to be constructed in
order to connect these facilities but he envisioned the "dom no"
effect the natural gas line could have in neighborhoods. He

reiterated that the downtown core would be hooked up to natura
gas very quickly.

3:42:55 PM

REPRESENTATI VE FOSTER recogni zed Senat or Huggi ns.

REPRESENTATI VE TUCK asked whether the entire Homer natural gas
project would include distribution lines into homes and

facilities. He asked for the total cost of the project.

MR. WREDE responded that the total cost would be over $20
mllion for Gty of Homer to install the main |ines.
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REPRESENTATI VE TUCK expressed interest in the project scope and
offered his belief that the transm ssion lines could be a "stand
alone project” and if so, the project would be 100 percent
st at e- f unded.

MR. WREDE agreed the transm ssion lines could be a "stand-al one

project." According to ENSTAR the project could be conpleted
within a year, he stated. He said he did not have an exact
timetable for the build-out since the City Council has not yet
settled on a financing nmechani sm However, he anticipated the

downt own core would be conpleted within five years.
REPRESENTATI VE TUCK asked who woul d own the project.

MR. WREDE answered ENSTAR would own the project. He said the
Cty of Honmer "is not getting into the gas utility business."”

REPRESENTATI VE TUCK asked why ENSTAR is not pronoting the
proj ect .

MR. WREDE answered that he was uncertain. He suggested that
ENSTAR may have felt it would be better to be neutral on the
proj ect .

REPRESENTATI VE TUCK asked what would happen if once the natura
gas line is conmpleted, the City of Homer could not get its main
distribution |ines conpleted.

MR. WREDE said, "That's hard to inagine."
3:46: 23 PM

REPRESENTATI VE TUCK assuned that the custoners would pay for the
mai n distribution |ines.

MR. WREDE answered it is likely that the custoners would pay one
way or another, wunless the Homer City Council fronts noney to
make it happen nore quickly. He reported that Kachemak City's

city council has already voted to raise the mll rate in order
to construct the natural gas main |ines. However, the Honer
City Council has not yet nmade that decision. In further
response to Representative Tuck, he offered his belief that
Honmer would likely obtain the up-front noney. However, the
funding is not guaranteed since the Honer City Council has not
yet taken any action. In the event the Honmer City Counci

decided not to finance the remaining project costs via a |ocal
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i nprovenent district, raising the mll rate, or selling bonds,
then consunmers would use the existing process through RCA
sanctions to fund the distribution I|ines. He reiterated his
belief distribution mains would be constructed right away given
that institutions in downtown Honer are clustered in close
proximty to one another. He thought it would be very
beneficial for neighborhoods to "just junp right in there.”

REPRESENTATI VE TUCK commented that he hoped Honer residents
woul d be able to get natural gas to their hones.

3:47:39 PM

COCHAIR FEICGE said he has been grappling with how the state
would obtain a return on its $10 mllion investment for this
proj ect . He assuned that if gas prices stayed reasonable, the
annual savings would be about $50,000 on a 20-year rate of
return. He inquired as to whether ENSTAR should build the
natural gas line and add it into the ratepayers' costs. He

reiterated his question on why the state would invest in this
proj ect .

MR WREDE related that the project is consistent wth the
state's energy plan. The energy plan identifies the state's
goal to reduce costs to consuners and to seek a reliable energy
source. This project has also been consistent with the Cty of
Honer's climate action plan to reduce carbon dioxide (CQ2)

em ssi ons. He indentified natural gas as a cleaner-burning
fuel. While there may not be an immediate return to the state,
it would still be in the state's best interest. He was not sure
he could adequately answer why ENSTAR does not just construct
the natural gas |line and pass through the <cost to its
r at epayers. He recalled that previously the project was not
viable due to the small population in Honmer and the |engthy
payback period on the costs. It has been frustrating to

residents due to the proximty of natural gas. He rel ated that
people really want gas, yet the natural gas line has not been
built. That's why the Gty of Honmer has requested state
assistance to "just get the gas to Honer" and the | ocal
residents will do the rest.

3:50: 05 PM
COCHAIR FEIGE related that the Cook Inlet gas supply 1is

di m ni shi ng. He cautioned building this project would place
addi tional demand on the gas supply. He asked whether Honer
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would allow gas drilling within its city limts in order to
i ncrease the natural gas supply.

MR. WREDE answered no oil and gas |eases applications fal
within the city limts. In further response to Co-Chair Feige
he responded that drilling has not currently been restricted,

but he was not aware of anyone who has applied for a | ease.

COCHAIR FEICGE surmsed it would potentially provide a way for
the state to recover its investnent in the natural gas line.

MR. WREDE recogni zed Cook Inlet dimnishing gas supplies were of
concern during the last |egislative session. He recalled the
| egislature discussed rolling blackouts due to natural gas
shortages. He suggested that the situation has changed a little
bit since the legislature approved additional incentives for
drilling in Cook Inlet. He said it looks "like that is starting
to bear fruit. W're starting to see sone jack-up rigs nove ...
in. In fact, we're going to be hosting one of themat a dock in
Homer . " He indicated that new wells have been drilled on the
North Fork Road and other conpanies are drilling. Furt hernore
the legislature approved a storage facility in Kenai which wll
also help during "those tough tines." He pointed out that
ENSTAR has signed sonme new contracts for natural gas. He
remarked that Homer is heartened to see $200 million is in the
state's capital budget for the bullet Iine. He did not think
Honer considers this to be a short-term solution. He enphasized
Honmer wants to be connected to the distribution grid, so when
nore gas is discovered or a bullet line is built that Homer wll
be part of the system

3:52:47 PM

REPRESENTATI VE SADDLER asked for the amount of the reserves at
t he Anchor Point producing wells. He expressed the sane concern
about the supply of Cook Inlet natural gas. He requested
information on the geological estimate on the anount of
avai l able gas in this area and North Fork Road.

MR. WREDE agreed to provide that information to the commttee.
REPRESENTATI VE SADDLER recalled $20 mnmllion in costs were
nmentioned for this project. He asked what other costs would be

involved in order to hook up to the natural gas.

MR- WREDE restated that the $10 million in costs would only
cover mainlines in the streets. He stated that some custoners
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woul d need to convert fromoil, propane, or electric, as well as
the cost associated with installation of the service line to the
house. He estimated that the cost would be substantially nore.

3:54: 27 PM

BILL SMTH, Menber, Kenai Peninsula Borough Assenbly, stated
that there are 3,462 residential wunits, 280 commrercial wunits,
and 33 public facilities that would benefit from natural gas.
He estimated that bringing service lines fromthe main street to
the buildings, supplying them with a nmeter, and installing gas
pi pes and conversions would cost roughly $13 mnmllion. He
offered to provide nore details.

3:55:05 PM

REPRESENTATI VE SADDLER related his understanding that Honer is
Al aska's only Nuclear Free Zone. He inquired as to whether
there is any active organized resistance against using fossil
fuel in Honer.

MR. WREDE has sensed strong support for natural gas in Honer.
He opined that there will always be sonme individuals who are
opposed to devel opnent.

3:55:49 PM

REPRESENTATI VE PETERSEN recall ed that Arnstrong Cook Inlet, LCC
(Arnmstrong) has been drilling in the Anchor Point area and
projected production of four to five tinmes over the Homer area
resi dents' needs. Therefore he offered his belief that this
project would not |ikely cause any inmedi ate shortage in natural
gas.

3:56: 34 PM

REPRESENTATI VE GARDNER observed that the state wll fund the
full cost of the mpjor part of the pipeline, yet the line would
be owned by ENSTAR and regul ated by the RCA She asked whet her
the tariff would be reduced since the state "put up the noney."

MR. WREDE answered that ENSTAR cannot benefit directly from a
state legislative grant, thus consuners would benefit, if anyone
benefits fromthe project.

CO- CHAIR PRUI TT asked how a typical consumer would benefit from
this project.
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MR SMTH said that a typical honme using 1,200 gallons of fue
oil for heating and hot water would save 70 percent of the
energy costs, which would be about $3,300 per year. The average
cost for a residential conversion for a service line, a neter,
and gas piping would be about $3, 700 per household. Therefore,
the custonmer would al nost break even during the first year of
converting to natural gas, he said.

CO CHAIR SEATON pointed out that ENSTAR - which is the sole
regulated utility for the Matanuska-Susitna, Anchorage, Kenali
and Honer areas - estimated that adding service to the Honer
area would have an insignificant effect on the availability of
gas for the entire service area. |In addition, he noted that the
estimated nmonthly charge of $120 for natural gas represents $279
in nonthly residential savings. Co- Chair Seaton acknow edged
that ENSTAR is a private conpany; however, the RCA granted it a
certificate of public convenience and necessity, thus ENSTAR
will be operating and owning the system as a regulated utility.
Last year's grant for this project was a grant to nunicipalities
t hrough DCCED, which is appropriate, and he expressed his hope
that the grant would continue as it did in the past.

4:03:17 PM

MR SMTH offered to answer sone questions raised earlier. I n
his discussions with Kevin Banks, Director, Division of Gl and
Gas (DOG, Departnent of Natural Resources (DNR), he |earned
that the state does not own nany subsurface rights in the Homer
area because nuch of the area was honesteaded prior to statehood
and the subsurface rights are split up anong individuals. M .
Banks indicated a syncline may be under the Homer Spit, although
it is nore likely to exist in the D anond Creek area. Three of
the Gty Council nenbers have expressed a willingness to support

a resolution for drilling for natural gas, but not wth
hydraul i c fracking or coal bed nethane. He noted that Homer is a
smal | geographic area with few possibilities for oil and gas

wel | s. He pointed out that ENSTAR has approximtely 130,000
custoners and this extension would add about 3,500 custoners,
which is not a significant increase to ENSTAR s custoner base.
He suggested that if Homer were restricted from being added to
the customer base, it would also be fair to not hook-up anyone
el se.

MR SMTH referred to an earlier summary and reported sw tching

from fuel oil to natural gas would save over 433,000 gallons of
fuel oil annually just to convert the public facilities. The
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Honer Chanber of Commerce and Board of Realtors strongly support
this project as they view this as fostering econonic devel opnent
and business opportunities for the area. He referred to
| anguage in the energy bill which indicated the state's goal is
to create the nobst cost effective long-term source of energy.
He could not think of anything that fits better with this goal
than the natural gas line to the City of Homer. He concluded by
saying this project is in the state's interest as well as in
| ocal interest.

REPRESENTATI VE TUCK agreed that this project 1is economc
devel opnent and he recogni zed the inportance of reducing energy
costs to all areas of Al aska. He inquired as to who would
oversee the procurenent and how the contracting would be
per f or med.

4:06:48 PM

MR. WREDE reiterated that Phase | funding was a state grant to
the municipality passed through to ENSTAR The Cty of Honer
had a separate contract with ENSTAR that required it to follow
any provisions of the state grant agreenent. ENSTAR is treated
like a contractor and the city reviews the work.

REPRESENTATI VE TUCK then asked for clarification on the type of
bid for the transmission line and whether it was an open bid
design-build bid, or a tine and materi als bid.

MR. WREDE surm sed that ENSTAR would proceed with Phase Il in a
manner simlar to Phase |I. He recalled that the Cty of Honer
did not let a request for proposal (RFP). ENSTAR went through
its normal process conducting a substantial part of the work in-
house, but contracting out the rest.

4:08:28 PM

CO CHAI R FOSTER announced that the commttee would next take up
t he Honer Electric Association - Soldotna to Ni ki sk
transm ssi on upgrade.

4:08:43 PM

BRAD JANORSCHKE, General WManager, Honer Electric Association,
Inc. (HEA), explained that the project is a $25 million project
to upgrade the existing 69 kilovolt (kV) transmssion Iine
bet ween N ki ski and Sol dotna. For background, he expl ai ned that
HEA has inplenmented its own power supply plan as its current
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whol esal e agreenent expires in 2013. Part of that plan includes
significant investnments in transm ssion and generation, adjacent
to and on, the section of transmssion |ine upgraded by the

proposed project. The power supply plan aligns wth the
Rail belt Integrated Resource Plan (R RP). M. Janorschke
described other power supply projects undertaken by HEA;, in
fact, one of the projects wutilizes waste heat that was
previously sold to the Agrium 1Inc. fertilizer plant, but that
wll now increase power output by about 45 percent. O her
projects were to upgrade substations and rebuild transm ssion
lines for a total investment by HEA of al nost $200 million. He

pointed out that the wutilities from Homer to Fairbanks are
connected, thus difficulties and i nprovenents affect each one.

MR. JANORSCHKE said that this project does fall within the R RP
including the expectation that the current transmssion grid
will enconpass new generation resources and the growh of
renewabl e ener gy such as geot her nal or wi nd ener gy.
Addi tionally, HEA has signed a nenorandum of understandi ng (M)
wth a tidal firm from Maine in an attenpt to develop tidal
power near Ni ki ski. He referred to letters of support in
menbers' packets including comrunity support from the Cty of
Sol dotna, City of Kenai, Tesoro Al aska Conpany, and Chevron.

4:13: 01 PM
ROBERT DAY, Manager , Power Pr oducti on, Honer El ectric

Associ ation, stated he is a professional engineer and has spent
his career spanning 34 years in Alaska, building and operating

el ectrical systens throughout the Railbelt. He related that he
has toured various facilities across the state, including
Snetti sham Hydroelectric dam and the Red Dog M ne. He

acknow edged the many challenges residents of the state face.
He pointed out that the electrical system in the Railbelt is
i nterconnected and interdependent - what happens in the north
affects the south, and vice-versa. He said he manages the
Bradl ey Lake Hydroelectric (Bradley Lake hydro) installation on
a day-to-day basis, and its construction was an exanple of state
funding making a project possible. The wutilities operate
Bradl ey Lake hydro, and it benefits a huge nunber of Railbelt
consuners, although it was considered a controversial project at
the time it was built. Today, it quite likely produces the
| onest cost power at about 4.2 cents per kW. Bradl ey Lake
hydro is a source of «clean, renewable energy with a |ow
envi ronment inpact that supports the econony and quality of life
for Al askans.
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MR. DAY related that getting the power from Bradley Lake hydro
and off the Kenai Peninsula to the northern utilities requires a
robust transm ssion |ine. During a possible gas curtailnment in
Anchorage, or further north, Bradley Lake hydro is called upon

to fill the gap. Furthernore, connecting the grid nmakes the
system operate as one - sharing resources - instead of as a
collection of tiny systens. He observed that the state has

stepped in over many years to fund transm ssion projects such as
the Northern Intertie, the Anchorage-Fairbanks Intertie, the
Lake Lorraine wupgrade, and the Eklutna Iline transm ssion
upgrade, all of which are helping to build a robust transm ssion
line from Seward and Seldovia to Fairbanks and Big Delta.
However, only one transm ssion line brings power from the Kena
Peninsula to Anchorage. M. Day advised that 88 percent of
Bradl ey Lake hydro power heads north on one transnission line,
while 12 percent goes to HEA  and cautioned that the
transmssion |line is seriously degraded when generation at
Ni ki ski or Bernice Lake is out of service or not avail able.

4:17: 26 PM

MR. DAY noted that HEA owns a generation plant at N kiski and
CEA has a generation plant at Bernice Lake, both of which depend
on the existing transm ssion |ine. The proposed project would
take the existing sub-transm ssion |ine and upgrade the voltage,
install a larger conductor, and establish a |oop, or two lines,
out of the Bernice Lake/N kiski area. As a result, the
generating plants wll provide the inertia that enables the
transfer of power from Bradl ey Lake hydro to Anchorage. M. Day
further explained that without this inertia, the transfer ratio
is lower by alnost a third. Furthernore, if the project to
divert Battle Creek into Bradl ey Lake noves forward, the energy
output from Bradley Lake hydro will be increased, but the power
wll be stranded on the Kenai Peninsula. He predicted that the
two paths connecting this «critical generation wll allow
di spatchers to fully maximze the transfer and use of the
Bradl ey Lake hydropower.

MR. DAY advised that power from Bradl ey Lake hydro reduces gas
demand and use, helps to integrate other renewable energy,
reduces cost, and is an inportant alternative energy source
during energencies and gas curtail nents. He pointed out that
hydro power is basically clean. Further, this project supports
the Bradley Lake hydro transfer by ensuring the availability of
high inertia units in the N kiski/Bernice Lake area. M. Day
noted the late U S. Senator Ted Stevens often remarked that
Alaska is a young state with small populations, separated by
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very large distances. He concluded that under these
circunstances, help is required from governnental agencies to
build the necessary infrastructure to support Alaska's econony
and ensure its future.

4:19: 59 PM

REPRESENTATI VE PETERSEN asked whet her any savings of power would
result by upgrading the transm ssion |ines.

MR. DAY answered yes; although, he clarified the anmount is stil
up for debate as to whether it would be significant. The rea
probl em cones from an absence of a robust |ine, which neans that
in the case of a failure, massive transfers are not possible.
He acknowl edged that this particular project wll not solve
everything, but it represents "a piece of the pie." He restated
the proposed project's inclusion in the R RP as one of the
i nportant conponents to ensure that the state has a robust
transm ssion line able to efficiently nove bl ocks of power.

CO- CHAIR PRU TT asked for clarification, noting several projects
were ARCTEC priorities. He stated this project was not on the
list that the conmttee received.

MR. JANORSCHKE answered that HEA is an active participant in
ARCTEC and he is a vice chair on the ARCTEC s board. When
ARCTEC conpiled its list, this project canme in |ate and HEA was
making an effort to limt its capital project requests. At the
time none of the utilities disagreed on this project and they
recogni zed the nerits of the project. He offered his belief
that it wasn't realistic to expect other utilities to renove a
project fromtheir region to nake way for this one.

REPRESENTATI VE SADDLER asked whether this project would replace
an existing line or double the transm ssion |ine.

MR. DAY answered that the existing transmission line is much
smal l er and | ower voltage. It would be dangerous to run another
line parallel to it since a problem could cause the smaller line
to melt. The upgrade would replace the existing |line using the
current path.

4:24:06 PM

REPRESENTATI VE SADDLER asked whether the $25 million would cover
the entire cost of the transm ssion |ine upgrade.
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MR. JANORSCHKE responded the $25 million represents the entire
upgr ade. The transm ssion line would be augnented by the $200
mllion that HEA is commtted to put into the project, as well
as the transm ssion upgrade conpleted |ast year on this project.
al so included is renoval of the old transm ssion |ine.

REPRESENTATI VE SADDLER understood the reliability, redundancy,
and safety benefits. He inquired as to whether custoners would
receive any reduction in per unit costs.

MR. JANORSCHKE indicated "it would depend.” Several areas of
the system there have been upgraded over recent years; in fact,
HEA built a transm ssion distribution substation in Honer which
allows them to shut down a substation for maintenance that had

not been shut down for 20 years. He noted that if for any
reason the existing 115 kV is out, then the 4.2 cent Bradley
Lake hydropower wouldn't flow north due to the transfer limts

of 75 MWdown to 29 MW

4:26:13 PM

REPRESENTATI VE TUCK heard that nationwide there have been
increases in power generation and consunption, but t he
transmssion line infrastructure is |acking. He appreciated
this project being brought forward to help ensure that Al aska
has sufficient capacity and redundancy. He then asked whet her

the structures that support the existing 69 kV transm ssion |ine
w Il be repl aced.

MR. JANCRSCHKE answered that nost of the poles will need to be
replaced since the | arger connectors will be heavier.

CO- CHAI R FEI GE asked whether sufficient Al askan contractors are
available to do the work.

MR. JANORSCHKE rel ayed that several contractors and nost of the
Rai |l belt wutilities could conplete such a project. In further
response to Co-Chair Feige, he said HEA has sufficient enployees
and equipnent to build the transmssion line, and it already
repl aced one segnent |ast year.

MR. DAY, in response to Co-Chair Feige, said that typically work
of this size is done under contract since it ties up the crews

for a long period of tine. He cautioned that if HEA replaces
the line, and an issue arises - such as a storm - its crew nay
not be avail abl e. Determ ning whether to contract or do the
work in-house is a "balancing act." He said it generally
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depends on a lot of factors, but it likely would take a whole
year to conplete this transm ssion |ine.

CO CHAIR FEIGE asked what percentage of available contractors
woul d be necessary to conplete this project.

MR. DAY relayed that there are at least 10 qualified electrical
contractors in the state who could conplete a job of this size.

4:30:12 PM

CO- CHAI R FOSTER announced that the commttee woul d next consider
t he Mount Spurr Geot hermal Project Devel opnent.

4:30: 26 PM

PAUL THOVSEN, Director, Policy and Business Devel opnent, O mat
Technologies, Inc. (Omt), called attention to a PowerPoint
presentation in nenbers' packets titled, "Munt Spurr Geother nal
Project,” <containing answers to the conmttees' previously
submitted questions. He related that Omat is a publicly
traded conpany and provided a disclainmer for "forward-I ooking
statenents.” He stated that Onmat is a |eader in geothernal
power, and operates 553 MN worldwi de [slide 4]. Ormat  has
supplied over 1,300 MW in 24 countries, as well as being
vertically integrated. Omat  explores, develops, engineers,
manuf actures and constructs projects throughout the world and
the U S. Additionally, O nmat enploys approximtely 500 people
in the US and 1,100 worldwide, and is publicly traded on the
New Yor k Stock Exchange under "ORA."

MR. THOMSEN relayed that slide 6 illustrated O nmat's conm tnent
to Al aska. Omat initially got its start by providing 100
renote power units along the Trans-Al aska Pi peline System (TAPS)

in 1975. Following that, Ormat had a denonstration project in
1979 with the University of Al aska Fairbanks, and to date has
invested $5 mllion in the Munt Spurr project. I n general,
geot her mal energy has key attributes, such as base-I oad
generation, it 1is cost-conpetitive, is highly reliable wth
approximately 95 percent avail ability, and is a proven

technology with over 11,000 MW deployed worldwi de [slide 7].
CGeot hermal power from Mount Spurr would carry no fuel cost risk,

would provide fixed, long-term pricing to the Railbelt and
utilities that wuse it, 1is sustainable, and environnmentally
friendly. He further explained that O mt uses a closed-1oop
system which reinjects the geothermal fluid, thus does not
consune water - since the facility is air-cooled - and has
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m ni mal surface inpact. A devel opnent of this kind also creates
| ong-term high-quality jobs. CGeot hermal devel opnment inhibitors
include scarce resources in an isolated l|ocation, and that a
hi gh upfront capital expenditure (CAPEX) is necessary to devel op
a resource with a baseload or 24-hour delivery characteristics
[slide 8].

MR. THOVSEN continued to explain that worldw de geotherm
devel opment today has excelled in places that have established
incentives for the devel opnent of geothermal energy [slide 9].
He pointed out that Ormat worked with the legislature |ast year
to consider the royalty structure to enhance geothermal
devel opnent .

4:34:27 PM

MR. THOVSENH identified the proposed project site as located 75
m |l es west of Anchorage and about 40 miles from the Bel uga Power
Plant [slide 10]. At this time, O mat has |eased 36,000 acres
of state lands from DNR in Cctober 2008 [slides 11 and 12].
Non-intrusive exploration began in the sumers of 2009 and 2010,
and two exploration core holes were drilled in Septenber 2010

He reported that all of the necessary permts were obtained from
DNR, the Alaska G| and Gas Conservation Commi ssion (AOGCC), the
Al aska Departnent of Environnental Conservation (DEC), and the
Al aska Departnment of Fish & Gane (ADF&G) . Turning to funding
sources, he said the land position was won with a conpetitive
bid bonus paynment of $3.5 mllion from Ormat Technol ogi es, and

$90,000 is paid annually in rent for those |eases. The non-
intrusive exploration cost of $2.5 mllion was paid for by O nat
and $2 mllion from AEA in Round Ill grant funding. He pointed

out this represents a little over 100 percent matching funds for
t he AEA contri bution.

MR. THOVSEN stated that this sunmer, geologists will drill core
holes up to 4,000 feet deep [slide 14]. The next step will be
to drill at least three full-size resource confirmation wells
during 2012-2013, to provide third-party confirmation of a
viable resource, or to prove it is not viable. This is
necessary prior to bringing the project forward for additiona
financing. Mount Spurr Geothermal project capacity is estimated
at 50-100 MW net, and the target is to have 50 MW online by

2016. M. Thonmsen said his conpany views this project as a
near-term solution that could bridge the gap to longer-term
mega- sol uti ons, such as t he pr oposed Susi t na/ Wat ana

hydroel ectric dam and the proposed natural gas pipeline. At a
95 percent availability factor, the Munt Spurr project would
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produce about 416 gigawatt hours per year (GM) at 50 MW and
woul d produce 832 GM per year at 100 MWV

4:37:09 PM

MR. THOVSEN estimated the cost of power at approximately 12
cents per kWh if the project receives the appropriation fromthe
state. He pointed out that the cost is a fixed price because it
is not coupled with fossil fuels. Further, geothermal energy
provi des a baseload "24/7" resource, thus utilities would not
incur any integration costs. He stated that the price is higher
than current avoided costs which are 5-10 cents per kW;
however, the cost would be conparable to other alternatives, and
the Railbelt utilities' avoided costs are likely to increase in
t he future.

MR. THOVBEN expl ained that the funding request is for a direct
appropriation of $18 mllion coupled with an AEA Round |V grant
of $2 mllion [slide 17]. He indicated that Ormat would invest
$5 mllion for a total of $25 mllion. This funding would allow
Omat to nove to the resource confirmation phase, despite not
having a power purchase agreenent with a local wutility. He
enphasized that this project 1is considered a high risk
devel opment, and the state's investnent would allow Omat to
expedite the devel opnment of the project while it continues to
work during interim sessions to lock in a long-term power

purchase agreenent. The scope of work would be to build an ice
road to the site and drill up to three full-size production
wells, including a flow test. The state's funding of this work

woul d begin the period of the construction of this facility "in
the eyes of the U S. Treasury."

VR. THOVSEN identified reasons the funding is required:
Rail belt utilities are not yet willing to sign a power purchase
agreenent; current funding for this project from Omat wll be
exhausted by the end of 2011. This appropriation, together with
the AEA Round IV grant, would allow the project to nove forward

towards resource confirnmation. He cautioned that without this
appropriation the project nost likely will not be able to nove
forward until a later date when Ormat secures a power purchase
agreenent . He stressed that Onmt would like to keep the

tineline to bring the project online by 2016.

MR. THOVSEN reviewed future funding for the project [slide 19].
He stated that once the high risk resource confirmation is
conpleted, Onmat would be willing to spend $220 mllion to $270
mllion to develop the process. He offered his belief O mat
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woul d use equity or debt financing at that time and he did not
antici pate any additional state funding would be required.

4:40: 30 PM

MR. THOVSEN indicated that if Onmat were to pursue this project
with a long-term power purchase agreenent it would expect to

request addi ti onal funding for a transmssion line and
infrastructure. He estimated those costs are estimted at
approxi mately $65 mllion.

MR. THOMVBEN di scussed an overview of the total estimted funding
for the geothernmal project [slide 20]. He related that in 2008,
Omat spent $3.5 million to obtain state |eases, and spent $2.5

mllion in 2009-2011 for exploration and drilling, which was
mat ched by an AEA Renewable Energy Fund Grant - Round I[1l, in
the amount of $2 million. To proceed further, he explained that
Omt would invest $5 million to the state's $20 nmillion. M.

Thonmsen opined the risk would be gone at that point, and O nmat
would invest the $220 nmillion to $270 nmillion to bring the
project through the Field Developnment Plant Construction phase
[slide 20]. He pointed out that from 2013-2016, the state would
need to invest an additional $65 mllion for infrastructure,
including a transmission line and an access road. The end
result would be that Onmat wll have invested from $231 nillion
to $281 mllion, and the state would have invested up to $87
mllion, he said. He calculated that the split would be a 25
percent to 75 percent split between the state's interest in the
project and Ormat's contri buti on.

MR. THOVSEN stated that Omat is working with the comunities
nearest the project and has a cooperative agreenment with the
Tyonek Native Corporation, and letters of support from the Kenai
Peni nsul a Borough (KPB), and the mayor of Anchorage [slide 21].
Omat has also been working with environnmental organizations
such as the Cook InletKeeper and the Renewable Energy Al aska
Project (REAP), which both support this project. Al  six
Rail belt wutilities support this project, separately and via
ARCTEC. He nmentioned his belief that ARCTEC supports this
project as a potentially viable near-term solution to neet the
state's energy needs. Additionally, RIRP has identified this
project as a beneficial conponent in the Railbelt's generation
portfolio, and O mat was selected by AEA to receive Renewable
Energy Fund Gant (REFG - Round 11l funding, and has been
recommended to receive Round IV funding as well.

4:43: 20 PM
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MR. THOMSEN turned to the economic inpact of this project [slide
23] . He said that Alaska's 100 MW of geothernmal power could
provide 50 long-term high paying jobs and nore than 100
construction jobs. The Ceothermal Energy Association has
considered indirect and induced enploynent opportunities based
wi th geot hernmal devel opnent. He estinated that geothermal would
i npact nore than 200 |ocal vendors. It would also fuel the
| ocal economy with nore than $850 mllion of econom c inpact
over 30 years. He reiterated that the royalty with 50 MV woul d
range from $1.5 million to $3 mllion annually paid to the state
for | eases on state | and.

4. 44: 32 PM

MR THOVSEN referred to the environnental inpact of the
geothermal project [slide 24]. He stated that 100 MW of
geot hermal power could annually save 6 mllion BTUs of depleting
Cook Inlet natural gas. In fact, this project would offset
roughly the equivalent of Anchorage's heating consunption and
would free up the energy for other purposes. A cl osed-1 oop

system such as this would also avoid the em ssion of about
320,000 tons of C2. He summarized the benefits of the Mount
Spurr project: provide clean, reliable, field-proven, baseload
power to the Railbelt; provide significant relief in Cook Inlet
natural gas consunption; contribute towards reaching the goal
of 50 percent renewable energy by 2025; provide long-term price
stability; provide a near-term solution by bridging the gap to
| ong-term nega-sol utions; provide high quality |ong-term green
j obs. M. Thonmsen then pointed out that every state dollar
invested in the project will be conveyed to ratepayers through
| oner power prices, which would be controlled and verified by
AEA or the RCA Al so, the state would continue to enjoy co-

ownership of all geological data for this project. Finally, he
enphasi zed that the funds will be spent wisely and gradually; in
fact, i nvest ment Wil | stop if geol ogi cal data 1is not

encouragi ng, and the data can be nonitored and verified by AEA
and DNR

REPRESENTATI VE FOSTER noted that in addition to the $1.5 million
to $3 mllion in state royalty paynents, Onmat would also be
payi ng state corporate incone taxes.

REPRESENTATI VE SADDLER referred to the cost of power [slide 16].
He asked if 12 cents per kW includes transm ssion |ine costs.
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VR. THOMSEN answered that the figure does not include
transm ssion |line costs.

REPRESENTATI VE SADDLER heard the cost of the transm ssion |ines
would be $70 m I lion. He asked for further clarification on the
cost, and how it would reflect into the per kW cost.

MR. THOVBEN responded that the cost was evaluated by HDR Inc.,
and the estimated cost for the transmssion line and the road
totaled $65 million. In further response to Representative
Saddl er, he stated that it would add about 2 cents per kW.

CO- CHAIR FEI GE asked whether the road is from Beluga to the
site.

4:48: 20 PM

RAHM ORENSTEI N, Di rector, Busi ness Devel opnent , O mat
Technologies, Inc. stated that HDR, Inc., recomended two
possi bl e routes: Tyonek to the leases or Shirleyville to the

| eases. Although there is an existing road, a significant part
needs to be upgraded or built.

CO CHAI R FEI GE asked whether a route through the existing right-
of -way fromthe Point MacKenzie area and Bel uga was consi der ed.

MR. THOVSEN offered to review the HDR report for the answer.

CO- CHAIR SEATON pointed out that the wutilities seem to be
willing to spend significant ambunts on a wnd farm He
recalled the cost for the Eva Creek Wnd Farm project penciled
in at 9.8 cents per kWh plus an additional 4 percent in costs
for regulatory fees. He asked why the utilities are willing to
pay nore for power froma wind farm but are reluctant to sign a
power purchase agreenent with Ormat for the geothernal project.

MR. THOMSEN opined a |arge-scale independent power produced
product wunder long-term contract to the Railbelt wutilities
brings wth it sonme hesitation to enter into these new
contracts. He informed nenbers that Ormat has been neeting with
Rail belt utilities to educate them on why it is not necessary to
provi de self-generation. He enphasized that during the
legislative interim Omt wll also bring in investor-owed
utility executives and others who are famliar wth these
contracts in order "to provide the confidence to enter into
these contracts noving forward." Another problem is the
i nvest nment necessary to bring the project to resource
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confirmation; for exanple, at this time Omat cannot confirm -

with 100 percent accuracy - that the resource wll provide a
certain amount of power. This is the risk conponent that is
i nherent to renewabl e energy devel opment with the exception of
natural gas or wnd projects. He reiterated that this

appropriation will get Omat to the point at which third-party
i ndependent engineers can confirm the resource exists, and
predicted that Railbelt wutilities wll nove forward wth
confi dence.

4:52:52 PM

MR. THOMSEN, in response to further questions about the purpose
of the funding request, indicated that the investnent by the
state would lead to resource confirmation. He envi sioned
drilling three production wells allowng Omt to produce from
one well, reinject to another well, and nonitor the production
from the third well, in order to give the utilities the
confidence to nove forward. He anticipated the three wells

would be drilled in the sumrer of 2012, and in the summer of
2013, if necessary.

CO CHAIR SEATON surmised that the Omat project would be
operational in 2016 or early 2017.

MR. THOVSEN concurr ed.
4:54: 13 PM

COCHAIR PRUTT referred to the $65 mllion estimate for the
transm ssion |ine and access road. He recalled the expectation
has been funding for that would come from the state, and asked
for the anticipated tineline.

MR. THOVBEN restated that Omat is a vertically integrated
conpany, thus the beginning of the project process is the
resource devel opnent phase. As the geothermal project noves
towards the phase of entering into a power purchase agreenent,
Omat woul d be able to identify the cost and whether the project

will nove forward as a joint venture. He explained that as
Omat noves forward with executing a power purchase agreenent,
Omat will know the transm ssion and infrastructure demand. He

characterized this as "kind of a noving target for us" as O nat
works to negotiate an agreenent. He pointed out that perhaps it
is possible to reduce sonme of the transmssion cost by
commtting sone of Omat's funding but it would depend on the
overal | agreenent. He enphasized that the HDR, Inc. report is
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accurate; however, Onmat wll also support a review of the
report since nmany variables have been identified as specifically
Al aska issues. He indicated that CEA has al so been studying the
transm ssion and infrastructure costs; in fact, Omt could
commt to conmbining those efforts to ensure "they pass the
sanity check" for estinmates.

4:56: 45 PM

REPRESENTATI VE PETERSEN asked whether the proposed transm ssion
lines would be capable of carrying 100 MV or would only be 50
MV lines that woul d have to be upgraded | ater.

MR. THOMVBEN responded that the transm ssion lines would be built
to carry the full potential |oad of the project, which is a 230
kV power |ine.

4:57:26 PM

CO CHAIR PRUI TT paraphrased from slide 26

Every state dollar invested in the project wll be
conveyed to ratepayers through |ower power prices,
verified by AEA Funds wll be spent wsely and

gradual |y, can be nonitored and verified by AEA

CO-CHAIR PRUI TT asked what AEA's role is in this project and
others, and opined the above statenent is beyond the "flow
t hrough" funds AEA usual |y manages.

4:58: 36 PM
M5. FI SHER- GOAD confirmed that this project has gone through the

Renewabl e Energy Fund grant process and has been selected as one
of the Round IV projects for funding in the anmount of

approximately $2 mllion. She indicated that Omat is |ooking
to the state to share in the risk of proving-up the resources
for this project. Her agency would nanage this grant, if

funded, as described in the two-page report that is prepared on
all Round 1V grants. Further, AEA would be working with DNR s
Di vision of GCeol ogical and Geophysical Survey (DGGES) to approve
work before it comrences. As with any grant, AEA would ensure
that state nobney going into the project does not go to the
i nvestors' pockets, but helps to defray and reduce the cost of
power to ratepayers. On another level, Onmat has been
considering various ways of working with the utilities on the
timng of the power sales agreenents, and AEA can have a role in
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working with the utilities. In fact, she reported that every
conversation she has had with the utilities has been supportive
of Omt's efforts, and geothermal energy is appealing as
anot her source in the state's energy portfolio. She offered her
belief that O nmat has established credibility with the projects
it has conpleted, and would like to hold conversations with the
utilities on the power purchase agreenents and on Onmt's
process.

5:01: 39 PM

MR. THOMSEN, in response Representative Seaton, assured the
committee that there has been no change in the plant design. He
briefly explained the process as follows: geothermal fluid is
punped up through a heat exchanger and then is reinjected back
into the ground; after heating, the working fluid vaporizes,
buil ds pressure, and noves across a turbine blade - turning the
thermal energy into nechanical energy; the working fluid needs
to be cooled, either by water or air, to turn it into a liquid

state so it vaporizes again. This specific project would use
the air-cool ed process, thus other water is not vaporized in the
cool i ng process. He said, "The air-cooled option has always

been part of this project, and it sinply cools the working fluid
back into a liquid which is contained, 100 percent, in the
second | oop."

MR. THOMVBEN, in response to a previous question, understood that
by accepting the AEA grant funds, Omat is agreeing to allow AEA
to bring in a third-party econom st to review the econonm cs of
the project if AEA chooses to do so. Ormat has accepted that
stipulation and has been wlling to fully cooperate with an
econonm st at AEA to ensure that any state funds would help

reduce the power cost to Al askan ratepayers. In response to a
further question, he indicated that the Raft R ver plant in
Idaho is not an Ormat project. However, Ormat has projects in

Reno, Nevada, and in California, and this project "should | ook
exactly like themin the sane scale.”

5:04: 08 PM

REPRESENTATI VE SADDLER asked how he would conpare the Munt
Spurr project with other Ormat projects around the gl obe. He
asked for the odds on whether this project will "play out."

MR. THOMSEN pointed out that Onmat has other projects on
vol canic resources, for exanple, on the Big Island of Hawaili
Due to its initial findings and geochem stry at this site, O mat
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has becone nore and nore optimstic on the viability of this
project, particularly given that volcanic resources tend to be

prolific geothermal resources. He said he hoped that this
project would have perneability and water, along with the great
heat, typically found in volcanic resources. He predicted

success at 6.5 on a scale of 1-10.

REPRESENTATI VE SADDLER asked how nuch acreage has been |eased
and whether this site represents the Dbest of sever al
possibilities, or if only one site will be considered.

MR. THOMSEN responded that Onmat has |eased 36,000 acres and
this project represents one of many viable geothermal projects

in Al aska. After reviewing the site's proximty to energy
consuners and transm ssion needs, Munt Spurr noves to the top
of the list. Ormat hopes this project will set the stage for
future expl oration and devel opnent of ot her geot her nal
resour ces. In further response to Representative Saddler, he
said Omat is not considering any another l|ocation within the
36,000 acres besides Munt Spurr, because this acreage
represents a large hydrothermal reservoir Omat would like to

develop at this tine.

5:07:18 PM

ADJ QURNIVENT

There being no further business, the joint neeting of the House

Special Comrittee on Energy and the House Resources Standing
Conmittee was adjourned at 5:07 p.m
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