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ACTI ON NARRATI VE
8:04: 21 AM

CO- CHAIR CHARI SSE M LLETT called the House Special Committee on
Energy neeting to order at 8:04 a.m Representati ves Foster,
Hi ggi ns, Hughes, Nageak, Josephson, |saacson, and Mllett were
present at the <call to order. Also in attendance was
Represent ati ve Hawker.

OVERVI EW (S): COCOK I NLET GAS SUPPLY STUDY 2012 update

8: 05: 55 AM

CO- CHAIR M LLETT announced that the only order of business would
be presentations on the Cook Inlet Gas Supply Study 2012 update.

8:06: 10 AM
DAN SULLI VAN, Mayor , Muni ci pality of Anchor age, gave
introductory coments prior to the presentation. He said

securing a long-term energy future for Southcentral is one of
his top priorities, and is an issue across the state wherever
energy costs are very high or there are shortages of fuel. The
Mayor's Energy Task Force has been working for the past three
years, planning for the worst case scenario to ensure that if
there is a disruption, the utilities, the producers, and the
| arge users are prepared. In fact, |ast Decenber tenperatures
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were | ow enough that Anchorage cane close to having an incident.
He observed that although enmergency planning is inportant, the
task force seeks to work in a preventive node and secure energy
to avoid energencies. One way to do this is voluntary
conservation by the public which - in sone instances - could
"save the day." He recognized the legislature for its work on
effective oil and gas legislation in 2010, and specifically for
the gas storage facility which cane online this year. May or
Sul l'ivan acknow edged that there is a trenendous anmount of oil
and gas activity in Cook Inlet; nevertheless, there remain
shortages in production and deliverability thus Southcentral
nmust | ook at options for gas that may not cone from Cook Inlet.
He expressed concern that the utilities do not have sufficient
gas under contract to provide heat and light to their custoners
for the winter of 2014-15; however, Hilcorp Energy Conpany has
pur chased Chevron and Marathon's assets in Cook Inlet, and wl|
be surveying the utilities to see what it can do in terns of gas

suppl y.

8:10: 01 AM

CO- CHAIR M LLETT invited M. Van Dyke to begin the presentation
8:10: 35 AM

W LLI AM VAN DYKE, Petroleum Engi neer, Petrotechnical Resources
Al aska (PRA), inforned the commttee he was presenting the Cook
Inlet Natural Gas Study Update 2012, at the request of Anchorage
Muni ci pal Light & Power (M&P). He noted that the primry
aut hor of the study was Peter Stokes of PRA M. Van Dyke said
he would focus on the first item - Southcentral Alaska Gas
Suppl y/ Demand 2012-2020 - and noted that PRA began its study of
the Cook Inlet gas supply in 2010 at the request of a utility
group consisting of ENSTAR Natural Gas Conpany, Chugach Electric
Associ ation, and M.&. The purpose of the study was to | ook at
the Cook Inlet gas supply and to review other related studies.
When |ooking at proven gas reserves, the nunbers from the
Department of Natural Resources (DNR) study [in 2009] and the
PRA study are "very close;" however, the DNR study also | ooked
at probable and possible reserves, contingent resources, and
other categories of gas that nmay be in the inlet, but the
utility group was interested in proven reserves because
contracts with producers can be signed only on proven reserves.

8:13: 09 AM

The commttee took an at-ease from8:13 a.m to 8:14 a. m
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8:14: 47 AM

MR. VAN DYKE continued to slide 4, entitled "Annual Supply - DNR

2009 Report,"”™ which was a chart showing the historica
production of gas for 1995-2010, and production forecasts for
different categories of gas for 2010-2035. Proven reserves

forecast by DNR match the PRA study, although Material Balance
Reserve calculations are difficult in Cook Inlet because there
is water in the gas. Slide 5 was a conparison of the DNR and
PRA studies on Decline Curve Analysis (DCA) and he advised the
di fferences between the studies are insignificant. Slide 6 was
the PRA study summary of historical production, and a production
forecast up to 2020, which indicated in 2020 "... there's a big
di fference between what we need in supply, and what we forecast
production is going to be.” Again from a DNR study [2011],
slide 7 indicated the anpunt of investnent needed to rely on a
supply of gas from Cook Inlet, and he cautioned that PRA does
not consider the New WlIls Pay Category Geologic Analysis
portion of the forecast to be proven reserves because, "if you
are a utility, and you want guaranteed gas supply, you really
can't count on the green part [New Wells Pay Category GCeologic
Analysis] of that production forecast or the grey part
[ Devel opnment Leads] or even all of the orange part [Base Decline
Reserves]."

MR. VAN DYKE said in 2012 PRA was asked to update the 2010 study

and look at new wells, drilling, and conpression. In 2010, the
shortfall was predicted for 2013; but as a result of additiona
drilling and conpression, the shortfall at this tinme is forecast
for 2014. Slide 9 illustrated the PRA actual production

forecast base case wth no added investnent, assumng no
additional wells are drilled, and with the existing conpression
in the fields. Slide 10 showed the projected users of gas for
2014- 2019, and M. Van Dyke pointed out that oil and gas fields
and the Tesoro refinery use fuel also. The expected demand over
the next few years is about 80 billion cubic feet (BCF) per year
with a junp in 2020 after Donlin Creek gold mne opens. Slide
11 indicated that the utilities are very nuch reliant on a
supply of natural gas in the amount of over 60 BCF per year.
Slide 12 indicated the volune of gas that has existing contracts
and the volune that is needed that is not wunder contract,
begi nning in 2013.

8:19: 54 AM
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CO CHAI R | SAACSON asked M. Van Dyke to explain the declining
utilization of gas on slide 12.

MR. VAN DYKE answered that gas wunder contract neans the
producers have agreed to supply a certain amount of gas in a
certain year. Because production fromthe fields is declining,
t he amount of gas available to put under contract declines.

CO- CHAIR | SAACSON clarified that on slide 12, gas not under
contract is demand, not avail abl e gas.

8:21:27 AM

CO-CHAIR M LLETT anticipated many questions for PRA and the
commi ssioner of DNR on the true and actual gas supplies in Cook
Inl et, because there seens to be conflicting information and an
ongoi ng debate. She expressed her hope that the discussion at
this neeting will point out the fundanmental disconnect between
the adm nistration and the utilities.

MR. VAN DYKE turned to slide 13 which indicated the natural
decline of the gas fields. Al fields are at a 16-17 percent
annual decline as a result of the depletion of the gas fromthe
reservoir which reduces pressure, deliverability, and vol une.
This is a loss of tens of mllions of cubic feet of
deliverability per vyear, therefore, keeping production flat
requires finding a | ot of new gas.

CO-CHAIR M LLETT asked for clarification between DNR s stance
that there is an unlimted supply of gas in Cook Inlet, and
PRA's forecast of an annual decline rate of 16 percent. The
utilities and PRA are talking about inporting gas causing
concern anong her constituents.

8:24:37 AM

MR. VAN DYKE explained that there are different approaches to
the studies that were done; for exanple, DNR |ooked at
"theoretically how nuch gas could be in Cook Inlet,"” and -
hypothetically - how rmuch could be devel oped and produced. The
utilities are interested in how nmuch gas could be found and
produced in the future, but for the utilities "... it conmes down
to 'What can the wells produce next year, what can they produce
in 2015, what can they produce in 2020?" It's not theoretically
if we drilled a couple hundred exploration wells how much gas
m ght we find."
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8:25:55 AM

REPRESENTATI VE HAWKER recall ed the comm ssioner of DNR said the
prospect of sizeable gas reserves in Cook Inlet comng to market
woul d underm ne the need for other |long-term solutions such as a
small diameter gas line from the North Slope, or the inport
option currently being discussed by the utilities. He asked
whether M. Van Dyke would bet the energy security of his
comunity on the speculative prospects of mmjor gas finds and
devel opnent in the inlet.

MR. VAN DYKE said no, and added that utilities need a guaranteed
gas supply. He gave two exanples of wells that were drilled
that have never produced oil: Mukl uk on the North Slope and
Sunfish in Cook Inlet by ARCO

COCHAIR M LLETT observed that Cook Inlet gas supplies are
critically low, yet for five years [the legislature] has been
assured that the fields in Cook Inlet are prolific. She
stressed that inporting liquefied natural gas [LNG 1is a
possibility without the construction of an instate gas pipeline
to provide the gas supply to her community.

REPRESENTATI VE HL GA NS, upon |earning that Mikluk was drilled in
the early '80s and Sunfish was drilled in the early '90s, stated
that technol ogy today has advanced in the past ten years. He
surm sed DNR has science behind its forecast.

8:31: 00 AM

MR. VAN DYKE questioned whether DNR is relatively certain about
the presence of gas. The departnment's  studies are
probabilistic; no wells have been drilled, no gas has been
di scover ed. These probabilistic studies do not neet a high

enough standard for the utilities to use as a business pl an.
8:31:46 AM

REPRESENTATI VE HAWKER recalled a year ago Furie Operating
Al aska-Escopeta G| Co. announced a nega-find of 3.5 trillion
cubic feet (TCF) of natural gas which was not proven, and has
now been reduced to a maxi mumestimte of .75 TCF in place.
8:32:36 AM

MR. VAN DYKE agreed with Representative Hawker's statenent. In
further response to Representative Hawker, he said PRA's future

HOUSE ENE COWM TTEE - 6- January 23, 2013



projections include "everything that we - in our professional
opi nions - thought was proven gas, proven reserves." M. Van
Dyke continued to slide 14, explaining that the red line on the
graph plots the total Cook Inlet denmand, the blue line plots the
production forecast for the base case, and the red bars are the
shortfall per year.

8:34:20 AM

CO- CHAIR M LLETT, noting that Southcentral needs gas in 2014,
asked what could "fill that gap."

MR. VAN DYKE answered that production could be accelerated in
the existing fields by drilling nore wells, which may sol ve the
probl em for the next couple of years; however, there would then
be less gas afterward. Also, there may be gas from exploration
wells online from the Kenai Peninsula, where there is existing

i nfrastructure. In further response to Co-Chair Mllett, he
concurred this is speculative. In fact, slide 15 shows that
eight gas wells conpleted from Novenber 2011 to Cctober 2012
averaged new production of about 3.6 mllion cubic feet (MVF)
per day. However, the decline rate was about the sane.
Pet r ot echni cal Resources Alaska anticipates there wll be
additional drilling, but the base case does not assunme new
drilling in order to depict various scenarios. The scenario on
slide 16 begins with the base case and adds 10 nmillion standard

cubic feet (MVBCF) of production per day for each of the next
seven years, which anmounts to an addition of about 150 BCF of
gas to the Cook Inlet gas supply, sone of which nay be
exploration gas and behind-pipe gas as projected by DNR He
opined this is a reasonable assunption, but the shortfal
remai ns. Simlarly, the scenario illustrated on slide 17 adds
20 MVBSCF per day for each year over a seven-year period, adding
about 350 BCF of new gas - a significant addition - but which
still does not produce the way out of a shortfall. There is a
"good chance" this is possible, but the nessage here is that a
| ot of activity does not elimnate the predi canment.

CO CHAI R | SAACSON asked for a realistic picture for expanding
the current supply of gas.

8:40: 06 AM

MR. VAN DYKE opined that the utility group is using an average
between the slide 16 and slide 17 scenarios. In either case,
however, there are shortfalls, and slide 17 depicts the maxi num
possibilities for new gas. In further response to Co-Chair
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| saacson, he explained that an operator nust first drill one to
three wells to delineate the reservoir, and then follows the
permtting process and final i nvestnent  deci si ons. The
timetabl e for devel opnent onshore along the Kenai Peninsula is
two to three years, but on the nore renmpte west side of Cook
Inlet, three to four years.

CO- CHAI R | SAACSON surmi sed the shortfall in each of the nodels
accounts for the lag tinme from di scovery, to permt, to delivery
to the utility.

MR. VAN DYKE said this is not a direct calculation, but the
scenario adds an additional volunme of gas each year, beginning
in 2013; the 2013 gas that was added nust be from devel opnent
finished in 2012.

CO CHAIR | SAACSON said, "So this is a realistic tine projection
- it's not an optimstic one, in and of itself."

MR. VAN DYKE further explained that the scenario assunmes there
is ongoing exploration every year and that an exploration-
del i neati on-devel opnment continuum is always in notion. This is
evidenced by slide 15 which shows wells were being conpleted
each year from 2001; however, the new gas is not available in
t he vol une needed to prevent the shortfall.

8:44: 05 AM

REPRESENTATI VE HAWKER acknow edged that eight new gas wells were
conpleted |ast year, but his understanding is that nost of the
exploration taking place is for oil, not gas. He asked whet her
this interest could be turned to gas and if so, the amount of
investnment required by the industry to conplete six to eight new
successful wells.

MR. VAN DYKE said his work experience |leads himto believe that
the conpletion of six to eight new wells is very realistic with
an investnment of $75 nmillion per vyear; the cost is also
dependent on the location of the find. He agreed that oil is
"where the noney is," but expressed certainty that gas prices
will go up in the next five years and the gas market will becone
nore attractive to producers. Possible explorers are: Hilcorp,
Cook Inlet Energy, and ConocoPhillips Al aska. In response to
Representative Hawker, M. Van Dyke advised that there will be a
mx of infield drilling in existing fields, to Ilocate gas
pockets that are not producing right now, and exploration.
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REPRESENTATI VE JOSEPHSON asked how nmuch LNG has been inported
into Al aska since the 1950s.

MR. VAN DYKE sai d none.

REPRESENTATI VE JOSEPHSON then asked what the price to the
consuner would be if LNGis inported.

MR. VAN DYKE deferred to the representatives of the utility
group who will be speaking later in the neeting. In further
response to Representative Josephson, he said liquid fuels and
propane are currently inported.

8:49: 07 AM

REPRESENTATI VE JOSEPHSON observed that the decline in the supply
of gas is not entirely correctable in the short term and asked
whether there is a political wundercurrent that "a great oil-
produci ng state shouldn't be inporting LNG"

MR. VAN DYKE said he was unsure whether inporting natural gas
gives the state "a black eye," but opined that is a better
choi ce than a bl ackout.

CO CHAIR M LLETT assuned inporting LNG wll affect the cost of
gas in Anchorage and the Rail belt.

MR. VAN DYKE deferred to representatives of the utilities to
respond. He called attention to slide 18 which depicted a nap
from the DNR, Division of Ol & Gas web site. Possi bl e
exploration and infield developnent to accelerate production,
such as behi nd- pi pe gas reserves, were |isted.

CO- CHAIR M LLETT sought the probability - not the possibility -
of curbing a 16 percent decline before 2014.

MR. VAN DYKE opined the projection illustrated on slide 17 of
addi ng 20 MVSCF per day of gas for each of the next 7 years is
the best case; even with that, the utilities need to address a
shortfall. Slide 19 listed possible infield devel opment and
accelerated production, and slide 20 listed current onshore
explorations that are underway.

8:54:25 AM

CO- CHAIR M LLETT asked what the tineline would be to devel op new
fields fromexploration to the tinme of delivery.

HOUSE ENE COWM TTEE -9- January 23, 2013



MR. VAN DYKE estimated that on the Kenai Peninsula it would be
two to three years to find, permt, delineate, develop, and put
gas online. Permitting on state land in Cook Inlet "has been
going [well]."

CO-CHAIR M LLETT concluded that the new gas would be online in
2016, at the earliest.

MR. VAN DYKE noted that sone new gas will be available this year
and next.

REPRESENTATI VE HUGHES called attention to slide 19, and pointed
out that Hlcorp is investing $203 mllion in 2012 to devel op
oil and gas.

MR. VAN DYKE said Hilcorp and others are spending significant
anounts of noney, "but | think for the nost part that noney is
chasing oil, rather than chasing gas."

REPRESENTATI VE HUGHES questioned whether $75 mllion in
i nvestment per year needs to be specifically targeted for gas.

MR. VAN DYKE said yes, this would be the estimated "round
nunber” cost to drill six to eight new gas wells. He pointed
out that ConocoPhillips, M&P, Arnstrong, Buccaneer, and Hilcorp
are spendi ng.

8:57:55 AM

REPRESENTATI VE HAWKER has heard statenents that additional gas
from the North Slope through any dianeter of pipe wll derai
plans for additional exploration for gas in Cook Inlet.
However, last year during testinony on HB 9, all of the major
Cook Inlet explorers and producers said that additional gas from
the inlet would not conpromse their efforts to explore. He
stressed that "nore gas in the inlet ... creates a bigger,
stronger, nore dynam c narket for everyone." Representati ve
Hawker cited his experience with the utilities and asked what
the representatives of the utilities think needs to be done and
what their concerns are.

MR. VAN DYKE opined there will be a gas line, but not soon
enough to alleviate any shortfalls in 2015, 2018, or 2020. He
concluded by expressing his hope that the commttee wll
appreciate that the shortfalls are real and significant.
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CO CHAIR | SAACSON surmsed from M. Van Dyke's testinony that

inmported gas will cost utility users nmore in Cook Inlet. He
stated his concern that inporting gas will reduce the incentive
to produce gas, thereby permanently reducing the oil and gas
industry's workforce in Alaska, as seen with the shutdown of
Agrium Inc., and at the Flint Hlls Resources refinery. He
challenged the idea that consuners should pay whatever the
mar ket will bear, and asked whether - after gas is inported -

the price for Cook Inlet gas wll ever go down.

MR. VAN DYKE expressed his belief that exploration, devel opnent,
and production in Cook Inlet will always be conpetitive against
the price of inported gas; in fact, inported gas will not drive
| ocal Cook Inlet operators out of business, although he was
unsure of how high future gas market prices will be.

REPRESENTATI VE HI GG NS returned attention to slide 23 and asked
whether North Slope LNG delivered by trucks could neet the
shortfall.

MR. VAN DYKE estimated that hundreds and hundreds of trucks and
700 or 800 truck drivers would be needed. In further response,
he acknowl edged that this is one of the options under study -
and coul d be done - but may not be feasible.

9:05:47 AM

CO CHAI R | SAACSON suggested that the use of the Alaska Railroad
from Fairbanks is a nore conceivable scenario, depending upon
t he capacity of the North Slope |iquefaction plant.

MR. VAN DYKE pointed out that a truck and rail transportation
systemrequires nore handling and nore equi pnent.

REPRESENTATI VE HUGHES inquired how the cost of trucking gas
conpares with the cost of inporting gas to the consuner.

MR. VAN DYKE deferred to representatives of the utilities on the
price. He added that big liquefaction and gas conditioning
plants would be required on the North Slope, along with |lots of
trucks and fuel .

9:07: 16 AM
MJ RA SMTH, Vice President and General Counsel, ENSTAR Natura

Gas Conpany (ENSTAR), inforned the conmmttee nenbers of the
Long-term Gas Supply Wrk Goup - ENSTAR, Chugach Electric
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Association, Inc. (Chugach), Anchorage Muinicipal Light & Power
(M.&P), Donlin Gold, WMtanuska Electric Association (MEA), and
Honer Electric Association, 1Inc. (HEA) - are working very
closely together as a utility group to confront, address, and
assess the problem they are facing with Cook Inlet gas supply.
She began a PowerPoint presentation entitled, "Long-term Gas
Supply Wrk G oup” dated January 23, 2013. M. Smith stated her
intention is to provide the utilities' perspective on the gas
supply decline curve. Slide 2 was a graph of the existing |ocal
gas avail able and the contract volunes that are needed from 2012
to 2020. As an aside, she noted that the utilities have been
granted certificates of public convenience and necessity from
t he Regul at ory Conmm ssi on of Al aska (RCA) , t hus t he
responsi bility of serving Southcentral Alaska with its gas needs
rests with them  Speaking for ENSTAR, she said ENSTAR has been
serving Southcentral since 1961 using only Cook Inlet gas; it is
ENSTAR s primary goal to continue to do that at a reasonable
price for its customers. However, the decline curve shown on
slide 2 points out the need to ensure a supply of gas. Slide 3
was the PRA update "m ddl e case" scenario of current production

and additional production of 10 MVSCF per day. In response to
Representative |Isaacson's question, she said ENSTAR would
contract for any new gas inmediately. Al t hough commerci al

arrangenments between the wutilities and the producers are
conplex, there is strong cooperation between the parties at this
time to deliver gas to custoners. Slide 4 opened a discussion
of the Cook Inlet Natural Gas Storage Al aska (CINGSA) facility,
which was provided for by the Cook Inlet Recovery Act (ClRA
| egi sl ati on passed in 2010. Built and operated by ENSTAR, the
facility's custoners are Chugach, M.&P, and ENSTAR.  The storage
facility was built in anticipation of needing additional gas

deliverability. It is inportant to understand the difference
between a volunetric shortfall - how nmuch gas is produced in
Cook Inlet in a year, and a deliverability shortfall - how much

gas can be delivered on a given day. Deliverability problens on
very cold days are expected, thus the need for a storage
facility. Gas injections into CINGSA began in April 2012, and
ENSTAR began w thdrawing gas from storage on Novenber 9, 2012

The graph on slide 4 illustrated ENSTAR s purchases of gas and
wi t hdrawal s of gas out of CINGSA from 12/15/12 to 12/23/12.

9:13: 02 AM
CO CHAI R | SAACSON asked for a summary of Cl NGSA.

M5. SM TH gave a brief background on Cl NGSA. The facility was
built from an alnost-depleted natural gas reservoir in the
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Cannery Loop Unit, south of the city of Kenai. Industry experts
identified the reservoir as an ideal storage facility and
injected pad gas, which stays in the reservoir, and the working
gas, of which Chugach, M.&P, and ENSTAR each have a certain

contracted quantity to w thdraw as needed. The facility wll
not solve a volunetric shortfall problem but was designed to
address a deliverability shortfall. As a result of the cold

weat her in Decenber 2012, ENSTAR was drawing gas from CINSGA to
meet its basic needs, because not enough gas could be purchased
through the daily bid process. She cautioned that from a
deliverability point of view, the situation this wnter
indicates that the system works on a very close margin, wth
little of the redundancy or flexibility of the past.

9:17: 03 AM

REPRESENTATI VE NAGEAK asked for an explanation of the purchases
and withdrawal s of gas.

M5. SM TH expl ai ned that CINGSA, which is a public utility, owns
the reservoir and has contracted out capacity to the utilities.

9:18:39 AM

REPRESENTATI VE FOSTER asked for the current volune stored in
CI NGSA at this tine.

M5. SM TH answered that ENSTAR has about 3.4 BCF of gas stored,
and added that the reservoir is not filled to capacity.

CO- CHAIR M LLETT asked whether CINGSA can be filled to capacity
next sunmer.

M5. SMTH said that depends on variables such as weather,
comercial decisions made by the producers, and plans for the
LNG export facility. The storage capability wll allow the
utilities to evenly purchase a gas supply all summer even though
demand is | ow.

COCHAIR M LLETT asked, "If say, February is the coldest nonth
in history and we really do have a deliverability problem how
much is Cl NGSA hel ping you, and when is it not?"

M5. SM TH advised that the contracted w thdrawal quantity from
CINGSA is 136 mllion [cubic feet] per day. The | argest
wi t hdrawal |ast Decenber was about 70 [nmcf]. However,
production failures or conpression failures would lead to a
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"di esel situation." She acknowl edged it is possible ENSTAR
could deplete its CINGSA volunes and be wunable to neet
deliverability.

REPRESENTATI VE HI GA NS asked whether wthdrawals from Cl NGSA
result in higher utility bills for custoners.

M5. SM TH said yes. The CINGSA rate is structured to include
both a storage reservation fee to "rent" the space in the

reservoir, and an injection wthdrawal fee. In response to
Representative Nageak, she confirmed that the charge is passed
on to the consuner. Ms. Smith assured the committee that

operators in Cook Inlet are actively working and are in close
communi cation with the wutilities, and that wells are being
drilled, although she could not say what percentage are oil or
gas. For their part, the utilities have acted by building
CI NGSA, the Southcentral Power Project (SPP), and Fire 1Island
W nd.

9: 25: 03 AM

BRADLEY  EVANS, Chi ef Executive Oficer, Chugach Electric
Associ ation, inforned the conmmittee that the wutilities have
taken other paths to diversify the "demand side of the problem"”
Capi tal expenditures have been used to bring online the state's
|argest wind farm which is offsetting power that can be put in
storage in order to maximze the benefit of the storage system
An even larger investnent built the SPP which is 25-35 percent
nore efficient than its predecessor. The first turbine spin for
the power plant was 10/18/12, and it led to a 25 percent
reduction in gas denand. Addi ti onal expansion at hydroel ectric
facilities, conservation, and efficiencies will add up to about
a one-third reduction in Chugach's gas demand by 2015. These
actions show that Chugach has taken this problem seriously for
sonme tinme by making investnents on the demand and supply sides.
Al'l of these neasures have been accounted for in the analytics
and are added on to the base case; however, the shortfall stil
|l oons. M. Evans suggested that Chugach's biggest concern is an
obligation and responsibility to its nmenbership to consider al
options, although there are not enough answers on which to nmake
decisions at this tine.

9:28:47 AM

CO- CHAIR M LLETT recalled discussion about the decline in Cook
Inl et and asked whet her Southcentral is in peril, even with al
of the options that are being considered. The WMayor's Energy
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Task Force and the utility working group have been | ooking for
solutions but the commttee continues to hear "two sides of the
story,” fromDNR and the utilities. She assuned Southcentral is
to the point of solutions of last resort - inporting LNG or
trucking - because the situation has been negl ect ed.

MR. EVANS recalled that his previous testinony over the past

years warned about this problem but acknow edged, "I think I
fell prey to the optimsm of the Cook Inlet renaissance.”
However, now a rational decision nust be nade to put into play
what may be "a less than optimal solution.”™ Science, analytics,

cal cul us, data, and experts have revealed a shortfall that nust
be dealt w th.

CO-CHAIR M LLETT observed that for the nobst part the general
public is not aware of Southcentral's dire situation; in fact,
the difficult decision to inport LNG may becone necessary to
prevent blackouts. She asked, "Do you think there is a genera
understanding with your nenbership on exactly where we are in
our energy supply situation?"

MR. EVANS responded that Chugach has conmmunicated to its
nmenbership that there is a problem but he agreed details and
the history of the situation are not understood. Hs utility
publishes a nonthly newsletter and takes advantage of public
neetings to rai se the awareness of nenbers.

COCHAIR MLLETT surmsed the tabletop exercises conducted by
the tri-borough mayors would have been better received had the
public been nore aware of the gravity of the situation.

MR. EVANS opined the results were nuted because the [energy
conservation] exercises are held in the fall, thus the 5 percent
saved on a voluntary basis does not have the sane effect as
during a tinme of peak gas demand. Neverthel ess, the response to
the exercises indicates that the public is aware of the problem
After three and one-half years, the many steps in Chugach's
procedure for reduci ng demand have evol ved.

REPRESENTATI VE HI GG NS asked what percentage of gas goes to the
turbi nes and what percentage goes to custonmers for heating.

9:37: 54 AM

M5. SMTH referred to slide 10 of the PowerPoint presented by
PRA, pointing out that the third | argest users of Southcentral's
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future demand are oil and gas field operations [13 percent], and
Tesoro is listed as sixth [7 percent].

REPRESENTATIVE HIGA NS has heard that private enterprises are
"trying to put energy on the grid; they're having a hard tine
doing it, for whatever reasons."” He asked whether M. Evans
sees a problemthere.

MR.  EVANS responded that Chugach has engaged energy from
i ndependent power producers (IPPs) such as Fire Island Wnd, has
encouraged the expansion of the Bradley Lake Hydroelectric
pl ant, and supports the diversification of fuel sources. One
proj ect under consideration is to unify the present nulti-owner
grid systemin order to facilitate the acceptance of independent
sources of power.

CO CHAI R | SAACSON asked M. Evans to describe the difficulty in
getting excess capacity down the transmssion |ines from
Fai rbanks to the Cook Inlet.

9:41: 55 AM

MR. EVANS explained that the Railbelt consists of three |oad
centers: Fai r banks, the Southcentral/Mtanuska-Susitna (Mat- Su)
area, and the Kenai Peninsula. Between these areas there are

small and weak interties thus power from a project produced by
an alternative fuel in one conmunity cannot be easily noved to
anot her community because of the limtations of the interties

There are proposed projects to strengthen the interties so
regions can help each other; now however, the utilities cannot
transfer all of their capability from one to another.
Strengthening the grid would also facilitate power from |PPs
comng into the system In further response to Co-Chair
| saacson, he said an optimstic estimte of the tine needed to
strengthen the interties is a tough question - given the
uncertainty of permtting - but after financing, it is a three
to five year process.

M5. SMTH, returning to slide 7 of the work group Power Point,
said the bottom line is that the utilities need to suppl enent
Cook Inlet gas production. She stressed that the ideal solution
must: avoid discouragi ng new Cook Inlet production; be scal able
to market needs in response to new production from Cook Inlet

create price signals to encourage |ocal supply; and be flexible

to allow for a portfolio of future options. Even though not
ideal, all of the closest solutions that have been found are
expensi ve. Any inport project involves a nmmjor capita
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investnment, but a project that has minimal inpact on the market
would only last five years, so anortization over a short period,

or paying for an escape clause, wll be costly. Over the past
years, the work group's requests for information led to the
foll ow ng options: three marine conpressed natural gas (CNG

providers; five marine LNG providers; and the possibility of LNG
trucking fromthe North Sl ope.

9:46: 08 AM

COCHAIR MLLETT asked for the difference in cost to the
consuner between short- and long-term contracts for the
i mportation of CNG or LNG

9:46: 34 AM

M5. SM TH advised that the work group's analysis of costs wll
be conplete in February, and at this time, every option is being
consi der ed. For exanple, the group received a proposal from a
marine CNG shipper based on a fifteen-year contract and has
requested another cost estimate based on a five-year contract.
She cautioned that Southcentral has benefitted from a | ow cost
source of gas for a long tinme, but the new sources are sure to
be "a lot nore, that's all we can say with certainty.” She
continued to explain that the problem has been broken down into
short- and long-term tineframes due to the tine needed to build
t he necessary infrastructure.

CO CHAI R | SAACSON asked whet her using diesel fuel is a realistic
short-termalternative.

M5. SMTH deferred to M. Posey, because he nmanages the only
utility wwth a diesel option.

9:50: 06 AM

JAMES M POSEY, Ceneral Manager, Anchorage Minicipal Light &
Power (M.&P), infornmed the commttee M&P can burn about 180
megawatts on a five to nine day schedule with the oil it has in
pl ace; however, the system is over thirty-five years old and
cannot run continually without the risk of failure. Al so, M&P
is considering retrofitting its plants to burn diesel but that
poses air quality permtting problens.

M5. SM TH concluded that if diesel is chosen as a short-term

alternative, capital investnents are needed. Another short-term
alternative are spot LNG i nports.

HOUSE ENE COWM TTEE -17- January 23, 2013



REPRESENTATI VE NAGEAK asked if capital costs for new technol ogy
are passed al ong to consuners.

MR. EVANS explained that costs for capital investnents are
rolled into rates and passed on to consuners; any benefit
related to a capital investnent affects the rates as well. For
exanple, the SPP project required a substantial investnent but
reduced the consunption of fuel - although the decrease may not
offset the increase for the total cost of the inprovenents.
Furthernmore, RCA regulates the utilities'" rates to guarantee
agai nst unwarranted i ncreases.

9:53: 51 AM

M5. SMTH returned to slide 11 and noted that |ong-term
solutions of ten to fifteen years include OCNG LNEtrucking

options with fuel from various sources. Slide 11 illustrated a
possi ble future supply scenario that would require significant
capital investnment to convert SPP to a dual fuel facility,

i mproving M&P' s generation unit, and relying on MEA s diesel
She warned of the permtting and air quality issues associated
with burning fuel oil. Ms. Smith concluded that the utility
gr oup is conpl eti ng an econoni c, engi neering, and
political/regulatory analysis of all of the options presented
and anticipates receiving recomendations from its consultants
next nont h. At that time, the group will determ ne the nost
econom ¢ and secure solution for Southcentral.

9:55:24 AM

REPRESENTATI VE HUGHES asked for the deadline that utilities set
to have signed contracts in place.

MR. EVANS answered that deadlines are different for each
utility; Chugach is isolated and cannot buy gas from its
nei ghbors, therefore it needs to have reserves. For Chugach
"the rule of thunb" is about ten years ahead.

9:57:17 AM

CO-CHAIR M LLETT invited the utility group to return in February
after it has nore information and to discuss contingency plans
and possible legislation. She restated the urgency of the issue
for Southcentral, acknow edging the diligent work being done by
the utilities and the Cook Inlet explorers.
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9:58:46 AM
ADJ OURNVENT

There being no further business before the conmttee, the House
Special Commttee on Energy neeting was adjourned at 9:58 a.m
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