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ACTI ON NARRATI VE

3:32:14 PM

COCHAIR JOE PASKVAN called the Senate Resources Standing
Commttee neeting to order at 3:32 p.m Present at the call to
order were Senators Stedman, French, Welechowski, Stevens, Co-
Chai r Wagoner and Co- Chair Paskvan. Senator McQuire was excused.

Presentati on by Energia Cura

CO CHAI R PASKVAN announced that Energia Cura would give a
presentation on a proposed natural gas pipeline system to
deliver affordable gas from Prudhoe Bay to Interior Al aska and
perhaps to Sout hcentral Al aska. The question has been how do the
citizens of Alaska and, primarily, the ones who live very close
to the North Sl ope receive any benefit when it cones to heating
their homes, businesses and schools. One of those concepts is a
smal | -di amet er pipeline, and such is Energia Cura's thought.

ALEXANDER GAJDOS, Managi ng Partner, Energia Cura LLC, introduced
D ane Benson, who joined their teamrecently.

DI ANE BENSON, Fairbanks Pipeline Conpany (FPC), said she would
provide an introduction on behalf of the conpany which was
founded by Energia Cura and a talk about the Arctic Fox Natura
Gas Pipeline Project.

3:35:51 PM

She said FPC was founded for a single purpose, to build a small -
dianeter in-state pipeline that would bring gas from the North
Slope to Fairbanks and closer to other Al askan markets in a
sooner rather than later tinmeframe. The goals of Arctic Fox
Natural Gas Pipeline are to |ower energy costs, inprove air
quality, net the highest value, retain wealth in Al aska, and

SENATE RES COW TTEE - 2- February 14, 2011



provi de investnment opportunities for Al askans and use the best
transport nethods for the gas.

She said the project is unique in a nunber of ways. Unlike other

projects, the Arctic Fox I|ine wll conpete in a nmarket
environment defined by 50 percent avoided cost factors. She
explained that private oil and gas marketing, pricing and

margins strategies are based on what markets can bear. FPC s
goal is not focused on finding or resolving attainable profits;
rather it is to bring Alaska residents affordable gas while
keeping retained earnings circulating in the local in-state
econonmies. This goal is notable but it is also "thinking out of
t he box," she said.

M5. BENSON said gas is nore expensive to transport than crude
oil when viewed on an energy equivalent basis, but it is also a
| ower-cost commodity than crude and because of that, any gas
pipeline installed to nobve ANS gas should be owned and
controlled by Alaskans. She said Tom Chapman and Al ex Gajdos,
the founding partners of Energia Cura, are intent on putting an
end to Alaska's expensive path of trying to choose an option,
and they have funded this developnent to date. It cannot be said
enough that a pipeline to serve Al askans can be built by
Al askans, and a pipeline sized to match ANS gas' utility value
can be constructed w thout state subsidies.

3:39: 08 PM

The Arctic Fox Pipeline project and the Al aska Hol di ng Conpany
provi de an opportunity for Alaskans to not only profit through
di vidends (which they estimate wll be about 11 percent per
year), but to know that Al askans are contributing to Alaska's
future together. She said the Arctic Fox natural gas pipeline
can be built within the wdth of the Dalton H ghway, which is
desi gnated 200 feet at its m ni num

3:41: 01 PM

M5. BENSON also nentioned that Arctic Fox does not rely on
exporting. Their objective is to provide for Alaska' s needs for
to benefit Alaskans. A relatively sinple gas pipeline easenent
like those granted in many other states is preferable to both
the state of Alaska's long term interest and the project's
tinmeline.

She said FPC wants to get gas headed to Al askan markets ideally
by 2014; every day they delay noves that date forward. So they
may be | ooking at 2015 depending on how this |egislative session
goes. It is within the state's power to provide access to the
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easenment and the state's boring and geol ogical data as well as
assistance wth environnental permts regarding an existing
corridor. She said the owners of the Fairbanks Pipeline Conpany
are businessnen with long history and experience, and who care
about the future of the state.

She said the nenbers of the conpany would reap their own
benefits from the pipeline in the same way that other Al askans
and Al askan conpanies will profit and that is with the purchase
and ownershi p of shares including receipt of annual dividends.

M5. BENSON reasoned that the state has certain obligations to
Al askans under constitutional law and statutes to nake
determ nations in the best interests of the state. The state's
Dal ton H ghway master plan states that one of the goals for its
plan is to maximze economc developnent opportunities for
Al askans. This is an opportunity to nove a project forward and
show that Al aska is a business friendly state.

3:45: 36 PM

MR. GADJCS said this is their first tine to the table and he
hoped "to spark a little fire" and get another invitation to go
deeper into the project details. He explained their concept of
"utility value" goes beyond the single or two dinensional
managenent approaches to resource extraction where all that gets
| ooked at is tax and royalty. The idea of Al askan pipeline
ownership is what they bring to the table, he said, as well as
the idea of keeping as nmuch of the wealth it generates in the
state and increasing it over tine. He said their goal is also to
| ower Interior Al aska' s non-discretionary energy costs.

3:53: 20 PM
CO CHAI R PASKVAN asked himto go through case 1 on slide 10.

MR. GADJCS expl ained that case 1 is a 12-inch line from Prudhoe
Bay to North Pole through Fairbanks to distribute the 19 bcf
that FPC has nom nated. Because the concept is for a
transm ssion system selling its gas to major | oad centers there
are essentially only eight custoners. He said Fairbanks already
has a gas distribution utility of Iless than 1 bcf/year, but
other parties are interested in outbuilding that Iine.

He said Kevin Banks, Departnment of Revenue (DOR) deputy
conmi ssioner, recently projected price increases from $5-13 in
the Cook Inlet in the next decade, but FPC believes it to be
closer to $10 in 4-5 years. FPC did sone nodeling increasing the
line to 18 inches (at a cost of $287 million) and installing a
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blind flange that would be capable of supporting the entire Cook
I nl et | oad today.

3:56: 37 PM

SENATOR FRENCH said their estimate for constructing an 18-inch
pi peline from Prudhoe Bay to North Pole is a little over $1
billion and yet that is substantially less than other estinmates
for simlarly sized pipes. He has seen nunbers as high as $7
billion (to Anchorage), and he asked M. Gadjos to explain why
he can build a pipeline for that nmuch | ess.

MR. GADIOCS replied primarily because they use a small bore;
Senator French's nunbers are for a 24-inch line built by Al aska
Gasline Devel opnent Corporation (AGC) that would cost $3.8

billion. The nmarket for that project is 70 percent |arger than
what the Cook Inlet market is today, and that is intrinsically
tied to exportation. That pr oj ect i ncl udes significant

capitalization for processing facilities and a tide-water LNG
plant for exports, which he didn't think was feasible given
gl obal gas economes. In nost other places in the world
condensate-rich gas reserves are already at tide water.

4:02: 47 PM
SENATOR FRENCH said the AGDC pipeline to Fairbanks cost $3
billion and on top of that they include $2.5 billion for a gas

treatment plant, and asked how his plan would treat the gas.

MR. GADICS replied their figure of $4.22 [ncf] includes gas
treatment and conpression stations. Their CAPEX is all about
pi pe, which is 12 inches in the case 1 scenario and 18 inches in
the case 2 scenario.

SENATOR FRENCH asked if FPC woul d be paying extra for the gas at
Prudhoe to include the treating.

MR. GADJICS replied yes. They are negotiating with the producers
and have received three proposals for skid-nmunted conpressor
stations and treatnment facilities. Their findings indicate
whet her they build it or the magjors build it on the North Slope
that their CAPEX would be roughly equal. Existing resources can
be |l everaged better than a third party could treat gas making
long trips to the market conduit. Over tinme it anmounts to a
significant amount. In the Lower 48 the nmarket risk anpbunts to
34 mles; up here it's nore |like 518 mles.

4:07:17 PM
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CO CHAIR WAGONER asked him for a breakdown of his $4.22 ncf
figure for treating the gas on the Sl ope.

MR. GADJCS said he hoped his negotiations could shave that price
a little bit. The average over last year in the Lower 48 was
about $3. 67.

SENATOR STEDMAN asked for a brief synopsis of where his project
is and what i1npedinent is stopping himfrombuilding the Iine.

MR. GADJOS responded that his nodel shows the state
participating up to 7.2 percent, another slice of it owned by
the people nomnating the gas, another slice owned by Al askan
conpani es, anot her slice owned by t he | ar ger Nati ve
corporations, and about 38 percent left over to be owned by the
general public. They are offering $100-shares that wll be
adm ni stered through their banking partner (simlar to opening a
bank account). The shares wll not be publicly traded; the
princi pal conponent wll remain fixed over tinme and it wll
return di vi dends of approxi mately 11 per cent to t he
sharehol ders. Their nodel has a 20-year anortization schedule
and the design life of the project is 65 years.

CO CHAIR WAGONER and asked if they had selected any contractors
for this project or mde any agreenents wth construction
contractors |like Bechtel - since the project was supposed to
come on line in 2014.

MR. GADJCS replied that he has worked with both engineering
firmse and construction firns at arms length in devel oping sone
of his nunbers. The reality is that building a road-side
pi peline of 12 or 18 inches wll take two full w nter seasons.

He said they are not asking for subsidies, but they are
suggesting that the state nmake assets l|like its geophysical data
avai lable to these engineering firnms so they can start detailed
engi neering. They would be working for through FPC s bank
affiliate, whose in-kind contributions would be nom nated
t hrough par-shares at $100.

4:14:49 PM

MR. GADJICS said the "state's sanction”™ would invigorate in-kind
participation. |If they don't get that, within about a nonth and
a half their project will be delayed until 2015. The risk is
from volatile steel prices that were double in '08 of what they
were in '09, and since have crept back up by about 32 percent.
Their pipe quotes are from Novenber, and since steel is the
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project's nmjor expense, the longer they wait, the nore the
CAPEX goes up.

4:16:18 PM
CO- CHAI R WAGONER said he renenbers the TAPS |ine that was going
to cost $900 million to build and ended up costing close to $8

billion and asked why he and his partner feel they can stay at
this level. It looks like a tight budget to him Even though
they are offering shares, part of the project will have to be

fi nanced and what woul d those people have to say about that.

MR. GADJOS directed him to a set of power points on their
website called "sensitivity analysis" that ran different cost
scenarios in different phases of the project.

4:19: 04 PM

CO CHAIR PASKVAN said this small dianmeter pipe from Prudhoe to
the Interior is a very interesting project and thanked him for
his presentation.

4:19:46 PM
At ease from4:19 to 4:22 p. m

4:22:44 PM
Presentati on on Al aska Natural Gas Transportati on Projects by
Larry Persily, Ofice of the Federal Coordi nator

CO CHAI R PASKVAN called the neeting back to order at 4:22 and
wel comed Larry Persily, Federal Coordinator for Al aska Natural
Gas Transportation Projects.

LARRY PERSILY, Federal Coordinator for Alaska Natural Gas
Transportation Projects, said his title is a long way of saying
his job is to represent the federal governnment to help get a
pipeline built to take gas to Al askans and the Lower 48 states.
He said he would give them an overview of where he sees the
potential for a gas line, the state's involvenent in it, and a
brief summary of the report he issued | ast week.

He said a North Slope natural gas pipeline is possible, but it
will take the right market conditions, investors willing to risk
tens of billions of dol | ars, and it wi | | take state
participation. The right nmarket conditions could conme as the
nation's electric utilities convert from coal to cleaner burning
natural gas. Mre demand would drive the need for nore supply
whi ch woul d gi ve Al aska gas a chance in the market place.
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| f investors see demand building in the years ahead, if they see
hi gher prices for gas in the decades ahead, Al aska has a chance
to conpete against shale gas. At sone point, Al askans will have
to decide how nmuch they want the pipeline and what the state's
fair share is, measured not just by how nuch wealth they expect
fromthe state's share of the gas, but what the state would | ook
like without any wealth to share. The reality is the North Sl ope

has thrived on oil, only oil and nothing but oil, for 34 years,
but it wll not continue thriving without a way to get gas to
mar ket .

4:25:27 PM

MR. PERSILY said a gas pipeline serving the huge North American
mar ket woul d make Al aska a much nore attractive option for the
tens of billions of dollars needed to maintain the aging oil
pi peline, to punp nore oil fromolder fields, and to explore for
new reserves. Adding up the investnent dollars, the goods and
services bought in Al aska, the jobs, tax and royalty revenues,
and a gas line could help provide a strong econony for decades
to cone. It's not just about counting the last tax dollar but
about a state with a future or a state running out of oil nopney.

He knows Al askans are frustrated with the pace of the gas |ine
devel opnment, but the reality is that big projects always take
| onger than expected. Wile waiting for the results of the two
gas pipeline open seasons that closed just six and four nonths
ago, his office decided it would be helpful for people to have
sone nunbers to ponder and sone policy issues to consider as
they look at the state's fall-back option of wunderwiting a
small in-state gas line. He and Roger Marks, a contractor, had
been working on the report since |ast sumer - about as |long as
the open seasons. It was not intended to pick a fight with the
in-state gas line, but to pronote discussion and maybe "to stir
things up a bit" so Alaskan's would know their choices, the
costs, and the options; so that when the tine conmes they could
make the best decision for the state's future.

4:27:00 PM

Then he said the direct and indirect benefits to the state and
its residents of a l|large-volune North Slope natural gas pipeline
to serve in-state and Lower 48 markets woul d be substantial. Tax
and royalty revenues would be significantly higher than from a
small in-state gas line. A large-volunme nmain line to the Lower
48 markets would spur increased investnment in new oil and gas
exploration in Alaska and the pipeline tariff for gas deliveries
within Al aska would be substantially smaller with the econoni es
of scale of a |large pipeline.
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He said the report also reviews the opportunity cost to the
state of a potential subsidy of a small in-state |line versus the
option of possibly applying the same anount of state |everage to
a larger main line project. And if state involvenent could nean
the difference as to whether the main line is ever built, the
state would be far better off conmtting the equivalent
investnment in sonme form or another toward the main |ine project
rather than as an in-state pipeline subsidy. Their report
determ ned that even if you could sign up |arge-scale industrial
custonmers to justify building an in-state pipeline carrying 500
ncf/day from Prudhoe Bay to Southcentral, the state would have
to kick in an estimated $4.2 billion toward construction costs -
to end up with gas at the end of the pipe equivalent to the $7-
plus/ncf that Enstar paid on average for Cook Inlet gas |ast
nont h.

VR. PERSILY said that analysis nade several assunptions
i ncluding that you pay producers $2/ncf for the gas and that the
state subsidy cane as a one-tine grant to help cover
construction costs. It also contenplated the idea of cutting the
state subsidy in half if Southcentral custoners would spend 25
or 30 percent nore than they did |l ast nonth for gas.

4:29: 33 PM

He said in terms of revenue to the state, an in-state line at
500 Mrcf/day would generate an estimated $326 nmillion/year in
royalty, production tax, property tax, and corporate incone tax
revenues to the state. That assunes private ownership of the
line, no change in state tax rates and gas worth $2/ncf at the
wel | head. He said they used those sane assunptions and | ooked at
the line carrying 4.5 bcf/day nostly to Lower 48 markets plus
whatever is needed to neet in-state demand. That project would
generate $2.3 billion/year in public revenues, again assum ng no
change in the state's tax rates, and the |ikelihood that the
state would need to do sonething with its tax structure to help
the economics of the project. The North Slope gas line has a
chance, but the econom cs are tight and risky.

MR. PERSILY summarized that if Al askans believe in a better
future with a pipeline bringing gas to Al askans while creating
jobs and billions of dollars in new public revenues, it's tine
while they wait for the open season results to | ook at what the
state can do to help nove the project's econonmics in favor of
construction - not a subsidy, not an open-ended financial
incentive with nothing in return, but rather sitting down wth
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all the parties to look at the problens and finding answers. He
said his office is willing to help with that.

4:30: 34 PM

SENATOR W ELECHOWBKI said M. Persily's analysis assuned oil and
gas had been coupled and asked why he made that assunption when
that legislation was vetoed |ast year. And what would be the
i npact of gas remaining coupled to oil on his nunbers.

MR. PERSILY answered that they debated a |ot about that issue
and decided to decouple because it's cleaner and the truth is
that it depends on the price discrepancy of oil and gas. They
assunmed decoupling with all expenses assigned to oil. He assuned
if there ever was going to be a gas line that there will have to
be "some sort of decoupling."”

SENATOR FRENCH said his report does not address distribution
costs, a particularly acute problem in Fairbanks, and asked what
it would cost Fairbanks consunmers to install a gas distribution
center.

MR. PERSILY replied they hadn't |ooked at that, but |ast week he
talked to John Davies, Cold dimte Housi ng Research Center at
the University of Al aska Fairbanks, that had some prelimnary
nunbers indicating "it's not as expensive as you think." He
expl ained that federal |aw requires nileage-based tariffs on an
Al aska gas line. So, gas as far as Fairbanks is only going to
pay the tariff for the mles from Prudhoe Bay to Fairbanks, and
their estimates working off the nunbers from the open seasons,
if you pay $2/ncf on the Slope and you pull the gas out in
Fai rbanks with another $2 and change for treatnment and tariff,
making it "pretty affordable gas.” But it would still need to
get fromthat main pipe into town and distri buted.

4:33.: 05 PM

SENATOR STEDVAN said he would have to look at those nunbers,
because he wasn't that confortable with drawing the concl usion
that an in-state gas line would not in effect have a negative
inpact. The political and tax consequences of that would fall on
Al askan consuners along with other conplications. M. Persily's
nessage seens to nean if the state is looking at a $4-billion
subsidy for an in-state gas line, it mght be better off owning
$4 billion worth of a $40-billion pipe.

MR. PERSILY responded that he was careful not to propose what

the state would do with its $4-billion investnent, because that
would be federal interference in state affairs. But he didn't
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necessarily see the $4 billion as equity. The report says if the
state is prepared to wite a $4-billion check, why don't you see
if you can get sonething nore for it other than a small-dianeter
line that doesn't produce rmuch revenue. The state could | ook at
things |ike deferring property taxes during construction or
deferring production tax revenues during sone early years and
things that do not involve taking an equity stake or witing a
$4 billion check but could inprove the economics. It could be
argued that a reduction in state revenues today could be
recovered later on in the project.

SENATOR STEDVMAN said sone of those concepts were already
negoti ated under the Mirkowski admnistration. "W'Ill have to
wait to see what cones out of the open seasons if, in fact, we
get to know what sone of the concerns and requests are that are
i tbedded in both the Denali and AQ A process. That won't be till
summer at the earliest.”

4:36: 03 PM

SENATOR W ELECHOWSKI said he agreed with a lot of what M.
Persily said in terns of noving the gas along the big line as
far as possible saving on tariff. The problemis that people in
Fai rbanks are paying $2000/month for heat and hundreds nore for
electricity, and oil is projected to be $100/barrel for the next
several years. No big line is in our sights for at least a
decade. Cook Inlet has gas but can't get it to market. The
probl em he sees is the 10-15 years. The advantage of a snall-
dianeter pipeline is if you can get it built quickly, you can
provide sone relief to a significant population for probably a
6-7 year period. He didn't know if Fairbanks could go on for
anot her decade w thout sone sort of relief.

4:37: 07 PM

MR. PERSILY responded that he didn't think a small-diameter |ine
could be built that quick but if private enterprise wants to
build sonmething, no one is stopping them H's point is, |ong-
term where they see the state's econony, and without a way to
get gas off the North Slope, oil investnent up there |ooks a | ot
| ess attractive. The state has had a good run for 34 years off
oil and without a gas line that won't happen again. The problem
is inmedi ate energy needs of Fairbanks and Bush Al aska. Wth the
LNG plant closing in Kenai and storage hopefully comng to
Sout hcentral, he hoped they woul d be okay. The inmedi ate probl em
may be energy costs in Fairbanks, but long termit's going to be
public revenues in the bank to pay for all the services the
state provides. A small-dianeter pipeline isn't going to do
t hat .
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SENATOR STEDMAN referred to the PPT discussions a few years ago
when sone argued that taxes under ELF should be the benchmark
for energy and sonme argued that the international market place
should be the benchmark going forward. And that nade the PPT
di scussion problematic from the get-go. He wasn't so sure they
weren't also making a benchmark error in talking about the gas
and energy needs into the Anchorage area and nentioning a 20-30
percent increase. Anywhere else in Alaska it's three tines that,
even in Southeast. If they do use the Anchorage scenario as a
benchmark, that begs the question, "What about the other areas
if it's Fairbanks or Southeast or Wstern Al aska, and how do we
treat those?"

MR. PERSILY said that is the prerogative of the |egislature, but
to treat them they will need noney, and the only way they wll
get any noney is to have a big pipeline noving gas off the North
Slope. As far as the variables he discussed, Table 1 on page 8
of the report shows if instead of wusing the $7-dollar gas
delivered to Enstar they use $9-dollar gas in Southcentral then
the subsidy can be cut in half. Southcentral has done very good
on energy prices conpared to other places in the state. He just
pi cked some nunbers and then showed the variables. He remarked
that the report was a good one but it wasn't conprehensive. The
total budget for it was under $6000.

SENATOR STEDVAN said dealing with Homer on a btu equival ency
that electricity at 14 cents/kwWh would be four tines the price
of natural gas. Southeast has cheap hydroelectric. Again, he
said you have to | ook at your starting point. The cost of energy
in Anchorage is extrenely expensive; the same for Fairbanks. He
said they nmust have a discussion on a net energy equivalency
basis across the state and adjusted for degree days.

4:42: 40 PM
SENATOR W ELECHOWSKI went to a different topic and asked M.
Persily to give them an assessnment of the pipeline and AGQ A

MR. PERSILY responded that his office has no preference for
AG A, they track it as a gas line. The world has changed for
natural gas since the legislature passed AG A But Al aska has a
problem on gas it doesn't really matter what the price is
t oday, but what the conpanies think it will be in 20 years. |If
the nation pushes nore toward gas instead of coal-fired - that
demand depends on federal |egislation, EPA, and court chall enges
- but it is being built already. A lot of wutilities are
converting. If the demand builds enough the question now is if
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Al aska can get gas to market in 2020/22 at the same price of the
next shale play. That is possible, but the state would have to
restructure its finances to allow it to get in at a conpetitive
price. That is what the conpani es are | ooking at now.

He enphasized that TransCanada and ExxonMobil, and the bidders
are not tal king about the state fiscal system it's not in their
purview. They are talking about other conditions |ike project
del ays, cost overruns, and permt problenms and who pays for
them 1t also depends on national policy (clean air and coal
versus gas) and the economics. The only thing the state can
affect is the econom cs. Devel opnment of shale depends on what

kinds of limtations are inposed on it; it's plentiful and it's
technically recoverable. Whether it is economcally recoverable
under new water quality restrictions and other linmitations put

on it by states mght affect its recovery.

SENATOR W ELECHOWSKI renarked that M. Persily's report says
don't invest in a small scale line, but how do the econom cs of
shal e gas conpare to the econom cs of an Al askan gas pi peli ne.

MR. PERSILY replied it depends on which shale play one is
talking about. You need a lot of water for the hydraulic
fracturing of gas - anywhere from 2-5 million gallons per
fracing operation. Is it available cheap and can it be disposed
of cheap? There is no set price for shale. Looking ahead, it's

like logging or anything else - the early stuff is the cheap
stuff. Ten years fromnow it won't be as cheap to produce shale.
There wll be further advances in fracing and horizonta
drilling, but water disposal and | and costs will go up.

He revised his earlier statenent saying before the state wites
a check for $4 billion, why doesn't it just see if sonehow it
could use that to nake a difference and get sonething nore. And
if you can't, go for it.

4:48: 29 PM

CO CHAI R PASKVAN t hanked him for his comments and adjourned the
nmeeting at 4:48 p. m
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