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ACTI ON NARRATI VE
8: 06: 02 AM

COCHAIR DQUG | SAACSON called the House Special Commttee on
Energy neeting to order at 8:06 a.m Represent ati ves Hughes,
Nageak, Foster, Higgins, Mllett, and |saacson were present at
the call to order.

OVERVI EVS (S): WEATHERI ZATI ON PROGRAMS UPDATE 2013 ALASKA
HOUSI NG FI NANCE CORPORATI ON

8:06: 54 AM
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CO- CHAI R | SAACSON announced that the first order of business
would be an update by the Al aska Housing Finance Corporation
(AHFC) on weat herization prograns.

8:08:19 AM

DAN FAUSKE, CEQ Executive Director, Alaska Housing Finance
Corporation (AHFC), advised that the successful energy and
weat herization program is a good exanple of a governnment fund
achieving its stated goals and bringing a benefit to the people
of the state from Barrow to Ketchi kan.

8:09: 27 AM

JOHN ANDERSON, Program O ficer, AHFC, introduced the Power Poi nt
presentation entitled, "AHFC Energy Prograns Update." He
informed the commttee that beginning in 2008, nmajor funds for
the energy and weatherization program have cone to AHFC through
a capital appropriation of $300 nmillion, and wth subsequent
appropriations the total funds received to date are $510 nillion

[slide 2]. Acconplishnments to date are: home energy rebate
program - 17,908 honmes conpleted; new hone rebate program -
1, 751 hones conpl eted; and weatherization program - 8,513 hones
conpl et ed. This is a total of 28,000 honmes nmade nore energy
efficient, which is over 10 percent of the housing stock in
Al aska. In response to Co-Chair |saacson, he clarified that

this nunber is over 10 percent of the occupied units in Al aska.

CO CHAI R | SAACSON observed that if over $500 nmillion has been
spent on the program and the average anount spent per hone is
$18,888, it will cost $6 billion to weatherize every eligible
hore.

MR. ANDERSON sai d correct.

8:12: 00 AM

REPRESENTATI VE HUGHES asked how apartnent units are counted.

MR. ANDERSON answered that rental units are included through the
weat heri zati on program condom niuns (condos) and owner-occupi ed
units of nulti-unit structures are eligible for the rebate
pr ogram In further response to Representative Hughes, he said

the four units in a fourplex would count individually as four
[ hones] .
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CO-CHAIR M LLETT noted that many houses built in the last 10
years do not need energy efficiency measures or weatherization

but the program should target houses built pre-1990 and those in
di re need. She asked for a ratio of conpleted urban hones to
rural honmes, so the conmttee can discuss how to nmake the rebate
program available to lower-inconme owners or those in rural
Al aska, perhaps by bonding contractors or establishing "cost-
equal i zation" for rural applicants.

MR. ANDERSON responded that expenditures along the urban-to-
rural split are about 70:30 when both prograns are conbined,
thus the rebate program has shown to be nore beneficial to urban
Al aska. On the other hand, the weatherization program shows a
70 percent benefit to rural honeowners. Al aska Housing Finance
Corporation is seeking options to try to help those w thout the
cash needed to participate in the rebate program one idea
proposes a 1 percent heating conversion |oan. He pointed out
that of 40,000 hone energy rebate program applicants 40 percent
have decided not to participate, usually because their houses
recei ved an energy rating above Four Star Pl us.

8:15:56 AM

COCHAIR MLLETT advised it was never the legislature's
intention to weatherize every house in Al aska, but to target
ol der hones.

CO CHAI R | SAACSON asked how many Five Star and Five Star Plus
energy rated homes are in Al aska.

MR. ANDERSON was unsure of the total, but said over 1,751 Five
Star Plus new construction hones have been rebated. In further
response to Co-Chair I|saacson, he offered to provide statistics
on Four Star and above rated hones as well.

REPRESENTATI VE HI GA NS understood that the program will rebate
up to $10,000, but an applicant doesn't need $10,000 to apply
for an energy audit.

MR. ANDERSON confirmed that if an applicant spent $1,000 that is
the rebate they would receive. The "set" rebate |levels begin at
$4, 000 and increase up to a nmaxi nrum of $10, 000.

CO-CHAIR MLLETT stressed that an applicant nust pay for the

weat heri zation up-front, and sone residents do not have the cash
in the bank to pay the contractor. This is the flaw in the
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| egislation that she wants to address for those who nobst need
t he weat herizati on and savi ngs.

8:18:48 AM

REPRESENTATI VE HH GA NS indicated that the weatherization program
is the "free" programthat does the sane thing.

MR. ANDERSON stated the rebate and weatherization prograns are
creating safer, better quality, and nore affordable heating

sources in Alaska's honmes. In addition, 4,000 jobs have been
created or retained since 2008. A study by the Institute of
Social and Economc Research (ISER), University of Al aska

Anchorage, reported 1,780 indirect jobs and 407 jobs gained from
spent energy savings [slide 5].

8:20: 46 AM

CO- CHAI R | SAACSON ascertained the quality of the jobs gained is
not reported.

MR. ANDERSON said correct.
8:21: 06 AM

REPRESENTATI VE NAGEAK asked whether the 407 jobs gained from
spent energy savings would be for vendors.

MR. ANDERSON said according to the |ISER study, inpacts were on
jobs ranging from clerical staff to stocking shelves, and he
offered to provide copies of the report to the commttee. M.
Anderson then explained that AHFC now has a database sufficient
to extrapolate the estimted benefits accunulated from the
rebate and weatherization prograns since 2008 as follows:
Alnost 6 trillion Btu have been saved, which are equivalent to
over 400,000 barrels of oil, [23,567,420] one hundred cubic feet
(CCF) of gas, [17,077,840] gallons of fuel oil, or [690,721]
megawatt [hours] of electricity saved annually [slide 6]. These
estimates, which are derived from AKVarm energy rating software,
put the savings at around $37 mllion per year from 28,000 hones
made nore energy efficient by the rebate and weatherization
prograns. M. Anderson observed that the savings are spent
locally and are recirculating through the econony [slide 7]. An
additional estimte was that 8,275 Anchorage hones that were
weat heri zed through the rebate program saved enough energy to
power 3,437 hones in the Anchorage area for one year, or the
Performng Arts Center, Egan Convention Center, Sullivan Arena,
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Robert Atwood Building, and Dena'ina Center for alnost nine
years [slide 8].

CO-CHAIR | SAACSON asked how the aforenentioned estimates were
conput ed.

MR. ANDERSON expl ained that AkWarm nodeling software conputes
the cost of energy, and the entire energy use of a structure, at
the time of the rating. Currently, an average hone in Al aska
uses 281 mllion Btu per year. The cost savings estinmated in
the presentation were based on the time of each individual
rating, thus the savings are an average since 2008.

8:25:14 AM

REPRESENTATI VE HUGHES asked M. Anderson to project when the
state will recoup its investnment of $510 mllion.

MR. ANDERSON said that information will follow later in the
presentati on. He turned attention to AHFC s specific prograns,
saying the weatherization program is designed for |owincone
residents; in 2008 changes were nmade so that an applicant's
i ncome can go up to 100 percent of the nedian income of the U S.
Depart ment of Housi ng and Urban Devel opnment (HUD) poverty incone
guidelines. Cdients are ranked in seven priorities in favor of
the elderly, homes with children, and famlies with disabilities

[slide 9]. The weatherization programis focused on health and
safety, energy efficiency, honmeowner education, confort, and
building durability [slide 12]. Addi tional benefits are the

resulting local enploynent and training, and a conmunity-type
approach [slide 13].

REPRESENTATI VE FOSTER asked how AHFC decides which village wll
be weatherized in a given year

MR. ANDERSON answered that in 2008 AHFC requested a five-year
work plan from |ocal agencies, although because of current
funding levels the planning is now done year-to-year. The
regional housing authorities are nost famliar wth each area
and provide information on their region's biggest needs; AHFC
then selects over 100 comnmunities each year. As of 12/31/12

t he weat herization program has expended al nost $200 million and
is expected to expend to grantees $230 million for 10,500 units
conpleted by the end of the grant cycle on 3/31/13. Fiscal Year
2013/ 2014 (FY 14) grants are being prepared for the upcom ng
work season [slide 14]. M. Anderson acknow edged that the
weat heri zati on program does not reap as much in savings as the
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rebate program for many reasons, one of which is that AHFC is
the contractor for the work, and health and safety natters
surroundi ng the residences are taken care of before a job can be
conpl et ed. Still, the average cost savings per year per
resident is $1,336 from the weatherization program [slide 15].
Wen [ ooking at savings by region, the NANA Regional
Corporation, Inc. (NANA) region is receiving the highest energy
savings per home, and Anchorage receives the |owest. He added
that in urban Al aska AHFC spends $11,000 per wunit; in rural or
renmote Al aska the average is $30,000 per unit due to the cost of
materials, and |ogistics [slide 16].

8:31:25 AM

CO- CHAI R | SAACSON observed the Interior does not benefit as much
conpared to outlying areas, and asked whether that is because of
the quality of housing.

MR. ANDERSON i ndi cated yes. There is a lot of old housing in
Fai rbanks and Anchorage wth |ife-safety issues and/or heating
conver si ons. These inprovenents are substantial but do not
result in energy savings as great as those from air sealing and
i nsul ati on.

CO- CHAI R | SAACSON asked for a description of the differences
bet ween the energy rebate and weat heri zati on prograns.

MR. ANDERSON explained that AHFC s goal for both progranms is
energy efficiency. In fact, the greatest return on investnment
for either programis from air sealing and insulation; however,
in sone cases after safety investnents to the heating systens
are made "there's not much left else to do on the house.” In
response to Representative H ggins, he confirmed that 807 was
t he nunber of houses in the sanple for Fairbanks [slide 16].

REPRESENTATI VE H GG NS asked whether the weatherization program
has a maxi mum expendi ture | evel per house.

MR. ANDERSON stated that in wurban, or road-system Al aska,
$11,000 per wunit is the maxinmum spent by the weatherization
program In renpte areas not connected by roads, the average is
$30, 000 per unit. However, the agencies are allowed flexibility
to determ ne how nuch is spent on each site.

8: 35: 08 AM
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REPRESENTATI VE HUGHES requested clarification on the state's
role in the weatherization program and on incone requirenents.

MR. ANDERSON referred to the weatherization program and
explained the state is the contractor and applicants apply to
one of seventeen agencies to see if they qualify, based on
i ncorme. The rebate is open to everyone, but a honeowner cannot
participate in both. In further response to Representative
Hughes, he said applicants to both prograns apply to the
agenci es. For the rebate program AHFC directs applicants to a
call center from where they are dispatched to an energy rater in
their area to begin the process.

MR. FAUSKE added that individuals performng the work are not
state enployees. The corporation has contracted out the cal
center and the contractors that it wuses are independent
agenci es. Al t hough AHFC has oversight over the program and the
work, its staff is at a bare m ni num

MR. ANDERSON agreed, and said that AHFC wites the policies and
procedures that the grantees are required to follow although
they are independent entities.

REPRESENTATI VE H GA NS asked how many applications are received
from each region

MR. ANDERSON did not know, but he said nobst agencies have a
waitlist and the weatherization program averages over 3,000
units per year. The difficulty for AHFC is to ensure that
applicants are not approved and waiting for prograns that may
not be funded.

8:39:29 AM

STACY  SHUBERT, Di rector, Gover nnent al Affairs & Public
Rel ations, AHFC, interjected that the waitlist through Rural
Al aska Community Action Program Inc. (RurAL CAP) - the agency
in Anchorage - is 170 units as of 12/12/12. 1In further response
to Representative H ggins, she said the waitlist was for the
weat heri zati on program

REPRESENTATI VE HUGHES asked for the income guidelines for a
famly of four to be eligible for the weatherization program

MR. ANDERSON said inconme limts for a famly of four are: in

the Municipality of Anchorage, $85,200; in the Fairbanks North
Star Borough, $84,600; in the Kodiak Island Borough, $71, 100.
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Prior to 2008, AHFC was following the 2012 U S. Departnent of
Energy (U. S. DOE) poverty incone l|levels, and still nust do so
regardi ng any federal funds it receives.

CO CHAI R | SAACSON requested a copy of the income guidelines.

REPRESENTATI VE FOSTER conpared inconme limts in Anchorage and
Dillingham noting that a person in Dillingham nmaki ng $50, 000
per year would be over the |imt, but the same incone in
Anchorage woul d qualify for the weatherization program

8:43: 03 AM

MR. ANDERSON advised that AHFC has encouraged all affected
entities and the Native regional corporations to study these
guidelines; in fact, NANA has begun a review The state does
not set the levels and what considerations regarding the cost of
fuel, for exanple, are unknown. A review is forthcomng from
U.S. Senator Lisa Mirkowski . He then directed attention to the
home energy rebate program explaining that it is open to all
Al askans, has no incone requirenents, and is limted to owner-
occupi ed residents. The honmeowners pay up front for the cost of
the inprovenents and are then rebated after the required as-is
and post-AkWarm rating [slide 17]. The rebate is based on the
i nprovenents that were made and how the honme benefitted fromthe
work. Since 2008, 1,751 Five Star Plus new homes qualified for
a total of $13.1 mllion paid in rebates [slide 18]. One
change to the program is that a resident can re-apply for a
di fferent hone. The rebate program has neant that $209.1
mllion has been spent on energy efficiency inprovenents by a
conbination of state and individual investnents [slide 19].
I ndi vidually, of 17,000 rebates, the average consuner has spent
at least $11,000 between the average state contribution of
$6, 389 and the average honeowner contribution of $4,792 [slide
20] . M. Anderson stated that the program is neeting the
original intention of the 2008 |I|egislation. Based on the
average energy savings per hone, the homeowner's investnment is
paid back in 3.3 years [slide 21]. Regi onal |y, the pay-back in
Fai rbanks is 2 years [slide 22].

8:47:39 AM

MR. FAUSKE recalled the total investnents by the homeowners put
approximately $25 nmillion back in the econony.

8:48: 09 AM
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MR. ANDERSON restated that total energy savings are about $37

mllion per year. He continued, saying the average savings from
the rebate program is 103 mllion Btu per year or an average
home energy use reduction of 34 percent [slide 23]. At this
time, 32,294 as-is ratings have been conpleted, and the nunber
of conpleted rebates is near 18, 000. The statewide waitlist
nunbered 511 as of 1/25/13 [slide 25]. I n Septenber 2012, the

wai tlist dropped, so there was an advertising canpaign primarily
in Southcentral to encourage participation.

MR. FAUSKE cautioned that aggressive advertising could bring in
nore applications than avail abl e funding. Initially, AHFC nmade
a commtnent to the legislature not to get ahead of funding so
that Al askans know the noney is there once they have applied.
Prior to another advertising canpaign the AHFC adm nistration
nmust | ook at the funding | evels.

REPRESENTATI VE HUGHES asked whether advertising has targeted
residents in Fairbanks.

M5. SHUBERT inforned the conmittee that AHFC had not advertised
ei ther program since inception in 2008, |eading to concerns that
people in rural conmunities were not aware of the prograns.
Recently, targeted mailers were sent to 100 rural comunities
and there was a six-week radio canpaign in Fairbanks that led to
an increase in applications. The corporation is reluctant to
advertise again due to the status of funding.

8:52: 50 AM

CO CHAIR | SAACSON expressed his belief that residents in the
Interior right now are strapped for cash and credit-poor. The
possibility of a long waiting period for the rebate 1is
frustrating, and people are noving away instead of upgrading
their houses - which is tragic for the econom cs of Fairbanks
and for the state. He asked how long the delay is for the
rebat e paynent.

MR. ANDERSON said AHFC issues the rebate paynment within 40 days
to 60 days.

REPRESENTATI VE NACEAK observed that those above the |ow incone
level can take this opportunity to review the literature on
energy savings and exam ne their personal needs. He shared the
benefits of replacing the heating system in his honme and his
pl ans for future upgrades.
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VR. ANDERSON reviewed the  Second Mortgage  for Ener gy
Conservation program To date, 147 |oans have been nade, and
the average interest rate for this programis 3.5 percent [slide
30]. He was unsure as to why the programis not nore popul ar.

REPRESENTATI VE FOSTER asked if a fourplex would qualify for the
second nortgage program

MR. ANDERSON i ndi cated yes, if the unit is owner-occupied.

CO CHAI R | SAACSON asked for clarification on whet her
condoni ni uns (condos) and townhones are included.

8:56: 50 AM

MR. ANDERSON opi ned condos would not be eligible for the second
nortgage | oan because the condo association nust be involved.
However, condos are eligible for the rebate program and his
staff works closely wth condo associations and owners to
facilitate the rebate program He directed attention to other
progranms, beginning with the Al aska Energy Efficiency Revolving
Loan Program (AEERLP) which is a $250 million public facilities
| oan program started wth federal funds received from the
American Recovery and Rei nvestnent Act of 2009 (ARRA). The AHFC
staff saw the potential benefit of saving energy in Alaska's
public and comercial facilities, |everaged the ARRA funds, and
created an available loan capacity of $250 million [slide 33].
Over 1,200 public buildings were benchmarked and investnent
grade audits were conducted in 327 buil dings. I nvest nent grade
audits are an in-depth energy | ook at each facility using AkWarm
ratings [slide 34]. After two years, AHFC developed a white
paper and sone of the nmajor findings are: adopt and enforce
energy codes; require publically-owed buildings track their
energy wuse; and establish accountability [slide 35]. M .
Anderson said the process revealed that "no one was tracking
their energy use." Additional white paper findings are: over
5,000 public buildings exist in Alaska; there are around 20,000
total commercial facilities; the estimted energy cost of the
public buildings equates to approximately $641 nmillion each
year; and wth an average savings of $25,000 per public
buil ding, the potential statew de annual savings would be $125
mllion [slide 36].

CO- CHAI R | SAACSON asked whether Sienens is in charge of this
program
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MR. ANDERSON advi sed that Sienmens Governnment Technol ogi es (SGT)
is one of the Energy Service Conpanies (ESCO that is invol ved.

9:00: 25 AM

CO CHAIR | SAACSON recal l ed the experience in North Pole was that
the rater took approximately two years to cone. However, "it
seens to provide promse to nunicipalities.”

9:00: 48 AM

MR. ANDERSON surmised the City of North Pole (North Pole) did
not apply for a | oan through AHFC.

CO CHAIR | SAACSON said North Pole qualified for a grant through
t he state.

VR. ANDERSON said the aforementioned loan was from the
Departnent of Transportation & Public Facilities (DOTPF), which

follows the sane nodel, but its loan program was from $10
mllion of ARRA noney appropriated to DOTPF. In further
response to Co-Chair |saacson, he noted there was no redundancy
between programs; in fact, DOIPF is in charge of its own

buildings and had prior experience wth ESCO contractors.
Simlarly, AHFC gave the University of Alaska a direct
appropriation to pay for an investnent grade audit.

MR. FAUSKE added that the programis self-sustaining because the
energy savings guaranteed by the contractor will be sufficient
to service the indebtedness necessary to pay for the
i nprovenents being nade. The program can continue indefinitely
as munici pal governnents and others are enticed to save energy

and the programw ||l pay for itself. Hospitals in the state are
interested in participating, but the program is restricted to
muni ci pal | y- or gover niment - owned facilities. I ncl udi ng

hospitals could have a huge inpact on |local communities and the
cost of delivering services.

MR. ANDERSON turned attention to the Alaska Retrofit Information
System (ARI'S) and explained that it is a conprehensive database
with the capability to provide statistics and outcone reports on
the rebate and weat herization prograns, and the AHFC white paper
[slides 37 and 38]. The database is evolving and AHFC is
optimstic about its future use by DOIPF, the Al aska Energy
Authority (AEA), and all other state agencies to track energy
use. M. Anderson then concluded his presentation by saying
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that the team and prograns at AHFC create jobs, save energy, and
affect lives in a positive nmanner.

9: 06: 26 AM

REPRESENTATI VE FOSTER agreed and observed that |arge projects
get a lot of attention, but progranms |like this provide a quick
pay- back on investnent, and help the people living in the nost
energy inefficient hones.

REPRESENTATI VE H G3 NS agr eed.
REPRESENTATI VE NAGEAK agr eed.
REPRESENTATI VE HUGHES agr eed.
CO- CHAIR | SAACSON said, "The best savings in energy is the
dollar not spent.” He then cautioned that regional stability

still needs to be attained for the long-term

OVERVI EW (S): ALASKA | NDUSTRI AL DEVELOPMENT AND EXPORT AUTHORI TY
LNG TRUCKI NG PRQJECT

9:09: 34 AM

CO CHAI R | SAACSON announced that the final order of business
woul d be a presentation by the Al aska Industrial Devel opnment and
Export Authority (Al DEA).

9:11: 06 AM
The conmmttee took an at-ease from9:11 a.m to 9:15 a. m
9:15: 47 AM

TED LEONARD, Executive Director, Alaska Industrial Devel opnent
and Export Authority (AIDEA), Departnent of Comrerce, Conmunity
& Econom ¢ Devel opnent (DCCED), inforned the conmttee AIDEA s
mssion is to pronote, devel op, and advance econom c growh and
diversification in Alaska through financing and investnent.
This is acconplished by providing access to |ong-term comrerci al

and devel opnment financing - at a reasonable cost - by using
AIDEA's strong balance sheet: an AA+ credit rating and
approximately $1.1 billion in net assets [slide 2]. In Al DEA' s

energy finance tool box are the follow ng: can own all or part
of an energy project; can co-invest with a corporation or a
l[imted liability conpany (LLC) that owns a project; can
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purchase up to 90 percent of a loan from a qualified financial
institution up to $20 million for an energy project or for
energy conservation; can provide direct financing or guarantees
for up to one-third of the capital cost of a qualified project;
and can issue revenue bonds for a qualified project [slide 3].
Currently, AIDEA owns two |large energy projects, the [Snettisham
Hydroel ectric Project] which is |eased to Al aska Electric Light
and Power (AEL&P) in Juneau, and the Endeavour-Spirit of
| ndependence jack-up rig (Endeavour) now |located in Honer and en
route to oil and gas | eases.

9:18: 54 AM

MR. LEONARD recalled last year the legislature directed AIDEA to
invest in "qualified" energy projects which are limted to those
involved wth transm ssion, generati on, conservati on, and
storage or distribution of heat or electricity; |liquefaction,
regasification, distribution, and storage or uses of natural
gas; and distribution or storage of refined petroleum products.
He advised that the aforenentioned definition is wvital to
AIDEA's |oan participation and the Al aska Sustainable Strategy
for Energy Transm ssion and Supply (ASSETS) prograns [slide 4].
O her definitions revolve around AIDEA s devel opnent finance
program which serves to pronote natural resource devel opnent;
for exanple, Endeavour was financed through the devel opnent
finance program M. Leonard called attention to slide 5, which
was a chart illustrating phases of AIDEA s devel opnent project
anal yses used to decide which projects to finance and how the
projects are financed. There are four phases to advance a
proj ect : the first phase is to see if the project matches
AIDEA' s statute; the second phase is the feasibility analysis;
the third phase is the due diligence analysis of the business
pl an and recommendations to AIDEA' s board of directors; and the
fourth phase is the final structuring and noving forward with

the project [slide 5]. As an aside, he reported on the status
of the Endeavour, which was a strategic investnent to support
oil and gas exploration in Cook Inlet. The authority's
investnent is approximately $23.6 mllion out of a total cost of

$120 mllion thereby I|everaging about $96 mllion. Currently,
the Endeavour is conpleting refurbishment in Homer, and the
general manager, Buccaneer Energy, announced the goal is to have

t he Endeavour drilling in late March and April. The Endeavour
is projected to drill three exploratory wells this year [slide
6] .

9:23:41 AM
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MARK DAVIS, Deputy Director, Investnment Finance & Analysis,
Al DEA, DCCED, stated that one of AIDEA's projects this year is
to work on legislation for the governor's energy plan. Part of
the plan is to explore the possibility of building a Iiquefied
natural gas (LNG plant on the North Slope and trucking the gas

to Fairbanks. After reaching Fairbanks, the gas would be
distributed for heating purposes and would be available to
utilities for electrical generation. The goal is to provide
| owest-cost energy to the Interior as soon as possible. The

pl an includes a cost benefit analysis and is designed to advance
quickly so that the project is operational within 30 nonths to
36 nont hs. | nvol verent by the private sector is encouraged and
forthcoming legislation provides for $355 million to garner
additional private investnent [slides 7 and 8].

9:25:10 AM

REPRESENTATIVE H GANS asked for the current devel opnent
anal ysi s phase of this project.

MR. DAVIS recalled that in 2008 DCCED concluded that trucking
gas from the North Slope to Fairbanks would be conpetitive if
the price of oil stayed above about $65 per barrel, thus the
project has already nmet the suitability assessnment and is noving
into phase 2. In further response to Representative Hi ggins

he said if the project is approved in the spring, the stated
goal is to have gas flowing into Fairbanks in 30 nonths.

MR. LEONARD pointed out there is a schedule at the end of the
present ati on.

MR. DAVIS said the plan is to liquefy the gas on the North Sl ope
and Al DEA received 16 responses to its request for information

The proposed plant is to be novable and may be rel ocated should
Fai r banks devel op anot her source of gas.

CO CHAI R | SAACSON asked for a description of the responses.

MR. DAVIS explained AIDEA received four types of offers: t wo
turnkey offers including a plan, real estate, and engineering
work; three offers were for financing only, two were "pure
engi neering" offers to work on the design; and others were from
firmse that do not provide financing but wll design, build,
mai ntai n, and operate the plant for a given anobunt of nobney. He
continued, noting that for the trucking plan the gas would be
liquefied at a small, novable 9 billion cubic feet (Bcf) plant
that would process enough gas to supply the areas of primry
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demand - Fairbanks and North Pole - and the byproduct of
pr opane. The LNG would be tenporarily stored and regasified,
utilizing gas storage credits and A DEA' s bonding authority to
finance the construction of storage and the Fairbanks
di stribution system

9:30:17 AM

REPRESENTATI VE H GG NS asked for the size of the system needed
to distribute gas to Fairbanks proper.

MR. DAVIS answered that the Al aska Energy Authority (AEA) has
estimated 7 Bcf to 9 Bef is needed to distribute gas to the core
area, depending on the design of the system and the entire area
woul d need 18 Bcf to 20 Bcf. The present goal is for 7 Bef to 9
Bcf .

REPRESENTATI VE HUGHES asked whether the distribution system
woul d be constructed sinultaneously and would also be ready in
30 nont hs.

MR. DAVIS advised it is desirable for the distribution systemto
be built at the sane tine, and financed by |ocal inprovenent
district (LID funds. In further response to Representative
Hughes, he said 30 nonths to 36 nonths is "an aggressive, but
doabl e tinmeframe."

CO CHAI R | SAACSON sai d:
And just to clarify, that ... would be to start in an

area that is already non-certificated at the nonent
and so the certificated area currently owned by FNG -

Fai rbanks Natural Gas - they would presumably becone
nmore aggressive in their area, and then, starting it
in the non-certificated area to neet it. But, 80
percent penetration still is anticipated to be three

to five additional years.

MR. DAVI S agr eed.
9:33: 24 AM

REPRESENTATI VE NAGEAK surm sed the Iliquefaction plant would be
| ocated in Prudhoe Bay.
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MR DAVIS said it would be on the North Slope in one of the
production areas near a present source of gas. In further
response to Representative Nageak, a regasification plant and
gas storage would be built in Fairbanks.

REPRESENTATI VE NAGEAK asked whet her transportation of the LNG is
part of the cost of the project, or wll be done by private
firms.

MR. DAVIS expressed his belief that trucking is not part of the
project cost, but that a firm or firnms, would have to be hired
to provide transportation.

MR. LEONARD added that a private utility is presently trucking
LNG to Fairbanks and has a regasification facility there now.
In response to Representative Hughes, he said when Al DEA studied
the trucking project four years ago, there was sufficient demand
and the project nmade sense; however, the two large industria
tenants, Golden Valley Electric Association (GVEA) and Flint
Hlls Resources were not "willing to step up to the plate.” In
response to Co-Chair |saacson, he confirmed that the existing
regasification plant and storage are not adequate to handl e the
proj ected additional vol une.

CO CHAI R | SAACSON asked for descriptions of two other aspects of
the project, the ability to supply natural gas to Cook Inlet and
the potential to supply propane to rural comunities along
rivers.

MR. LEONARD stated that the 9 Bcf plant is designed mainly to
nmeet the needs of the Interior. The plant would be built wth
the ability to add 4 Bcf nodules up to a maxi mum of 20 Bcf. The
turnkey offers included gas contracts also up to 20 Bcf, thus
the challenge is whether Cook Inlet demand is enough to pay for
t he expansi on.

9:38:18 AM

MR. DAVIS inforned the <commttee the governor's proposed
Interior energy plan legislation intends to use AlIDEA financing
| everaged with the private sector to achieve the best debt
service for the project. The details of the finance plan are as
fol | ows: $50 mllion in general fund (GF) appropriation to
Al DEA; $150 mllion authorization for AIDEA to issue bonds for
the distribution system at an interest rate of 3 percent; and
$125 mllion in recapitalization of the Sustainable Energy
Transm ssion and Supply Devel opnment Fund (SETS) would provide a

HOUSE ENE COWM TTEE -17- February 4, 2013



financing structure. Finally, $30 mllion in natural gas
storage credits is added in to equal $355 mllion.

REPRESENTATI VE HUGHES asked how much private investnent the plan
| ever ages.

MR DAVIS explained the request is for $175 million, in addition
to the $50 mllion in equity and $125 nillion in | oans.
Construction of the plant wll cost in the range of $220
mllion, and the working capital nust be provided. This wll be
a range of about $30 million to $40 million, nmaybe nore, wth
the private conponents. The bonds will provide a beginning, and
the entire project could be privatized after the state "get[s]
it going."

REPRESENTATI VE HUGHES further asked for a dollar anopunt.

MR. DAVI S advised $220 million is needed to build the plant and

the proposed legislation directs $175 mllion. In further
response to Representative Hughes, he confirned that this is an
i medi ate shortfall of $55 million, and nore noney is needed

"down the road."

MR. LEONARD said the total estimated cost for the distribution
and production facilities is about $800 mllion to $900 million
for the medium and high-density areas of Fairbanks. This is a
typical financing package, wth 50 percent in SETS |oans,
mezzanine financing of 30 percent, and the equity from the
private sector of about 20 percent. The goal over the long-term
period is that the SETS loan would be repaid at the 3 percent
range. M. Leonard pointed out the value of noving forward now,
when the interest rate environment for long-term infrastructure
is at an historic |ow.

9:43: 54 AM

REPRESENTATI VE NAGEAK asked how the GF $50 million appropriation
directly reduces the cost of energy.

MR. DAVIS explained that the $50 million would be put into the
potential cost of the LNG plant. The flow of gas fromthe plant
would be divided into two sectors, one sector for utility use
primarily for heating and the second sector for conmmercial use
to be sold to defray the cost; the $50 mllion would be applied
to utility use as an equity infusion and that would reduce the
rate to ratepayers. The expected utility price per thousand
cubic feet of natural gas (Mf) is $10.33 for whol esale LNG and
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$13.49 to $17.29 for natural gas to hones, and those prices are
dependent upon using the $50 million [slide 13].

CO CHAI R | SAACSON asked whether the reduction to the consuner
due to Ilower percentage rates on debt service has been
cal cul at ed.

MR. DAVIS said the interest rates and the anortization are
nodel ed on slide 15. There is a relatively small change in the
cost per Mcf of gas froman interest rate of 0.0 percent to 3.0
percent. The difference in anortization between 15 years and 30
years is also small. The proposed |egislation uses this kind of
| everaging from AIDEA, along with the "wi ndow of opportunity”
from low interest rates, which has a very favorable effect on
the delivered price to consuners in Fairbanks.

CO- CHAI R | SAACSON said he did not see any difference in the two
nodel s shown on slide 15.

9:47: 31 AM

NI CK SZYMONI AK, Project Econom st, AEA, DCCED, agreed there was
not nuch difference on the nobdels shown on slide 15. He
explained that if the interest rate or anortization period were
changed there is a slight increase in the cost of plant debt
[shown as a blue bar on each of the nodels on slide 15]; on a
15- or 30-year anortization for exanple, a change in the
interest rate from 0.0 percent to 3.0 percent results in an
i ncrease of about 25 cents per Mf.

[ Audio indistinguishable on recording from 9:49:03 a.m to
9:49:25 a.m]

9:49: 37 AM

REPRESENTATI VE H GG NS repeated his statenent to M. Szynoni ak,
sayi ng he understood that the cost of the plant is not as great
as that of the trucking or the natural gas portions of the
project; therefore, even if the state pays down the plant
entirely, it will not make much difference.

{Audi o indistinguishable on recording from 9:50:00 a.m to
9:50:51 a.m}

MR. LEONARD pointed out the finance inpact on price for the

total capital expenditures (CAPEX) anortized over 15 years is
$1.51 per Mf and anortized over 30 years is $0.95 per Mf
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[slide 14]. A 15-year loan is repaid "nore up front [and]
that's going to be less in the long range.” He agreed wth
Representative Hi ggins that CAPEX is not the main driver of the
total cost of the gas fromthe plant.

REPRESENTATI VE HI GA NS surnmised the "worst case" is $17.29 per
Mcf for the cost of gas to each honme [slide 13].

9:51: 34 AM

MR. LEONARD explained the range of cost is based on how many
houses are affected and whet her | ow density areas are included.

REPRESENTATI VE HI GA NS observed that the projected cost of gas
is alittle nore than half of the present cost of oil.

MR. DAVIS estimated a reduction of 40 percent to 50 percent from
the cost of oil, although the cost is affected by how nmany
custonmers pay for distribution [slide 13].

CO CHAIR | SAACSON enphasized the inportance of |owering the
price as far as possible in order to incentivize residents to
abandon heating with wood, heating oil, and coal to address
| oom ng constraints caused by air quality issues in Fairbanks.
He advi sed keeping the cost of natural gas to $15 per Mcf is the
equi val ent cost with wood.

MR. DAVIS assured the commttee AIDEA is aware of this
situation; in fact, the goal is $10 for the wholesale price of
LNG but the delivered price is determned by the degree of
distribution, which nmay be reduced by real property assessnents
such as those used in other states.

CO CHAI R | SAACSON asked whether there is proposed |egislation
that allows an assessnent to attach to the hone rather than to
t he honeowner.

9:54: 36 AM

MR. DAVIS said no, and advised that would be a local matter to
be addressed by the Fairbanks North Star Borough (FNSB) and
| ocal communities. In further response to Co-Chair |saacson, he
opined there is no legal barrier "to having things run wth
property as long as they're in your assessnent.”
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REPRESENTATI VE HUGHES asked whether the $50 mllion in G- would
be transferred to AIDEA all at once and which entity collects
interest on those funds.

MR, LEONARD assunmed the $50 mllion would be a direct transfer
to Al DEA He explained that each year AIDEA' s board of
directors calculates its net incone and nust declare a dividend
between 30 percent and 50 percent of its incone back to the

state. So far - including this year's declaration - AIDEA wll
have paid $345 mllion to the state; therefore, even on the SETS
loan the state will earn 50 percent of the 3 percent interest
char ged. Furthernore, the $50 mllion in G- wll be used

qui ckly w thout accruing nuch interest, but any interest earned
will be applied to offset the cost of the plant.

CO- CHAI R | SAACSON encouraged the conmittee to consider that the
inpact to the state treasury is secondary to stabilizing the
regi onal econony and directing benefits to residents.

REPRESENTATI VE NAGEAK questioned whether after 30 years the
price of natural gas would drop to $0.95 per Mf.

MR LEONARD clarified that the $0.95 per Mf is the CAPEX cost
bl ended into the cost of the gas; theoretically, after a 15-year
anortization period, if the plant is still operating, the cost
of gas would be reduced by $0.95 and after a 30-year
anortization period, the cost of gas would be reduced by $1.51
[slide 14].

MR. DAVIS continued to schedules and m |l estones, saying Al DEA
has conpleted advertising for letters of interest, and has
al nost conpleted its internal evaluation of responses. The next
steps are to issue prelimnary analyses of solicitations and to
devel op contracts for firns to assist AIDEA with the project
[slide 16].

9:59: 56 AM

MR. LEONARD shared that AIDEA s philosophy is to utilize experts
in the private sector to support its small professional staff of
15; in fact, the private sector is key on any analysis and
devel opnent of a project.

MR. DAVI S gave the exanple of the Endeavour: Al DEA assigned one
staff person to the project and contractors did the rest of the
wor k. To conplete the AIDEA overview, M. Davis called
attention to other potential energy projects, including a
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propane distribution system for 17 snmall Al askan comrunities
using LID financing and anchored by schools or runicipal
bui | di ngs.

REPRESENTATI VE FOSTER asked how spread out a distribution system
can be before becom ng uneconom c.

MR. DAVIS stated the small conmmunities under consideration are
on tidewater, so the propane can be brought in by barge which is
econonm c. However, if there were a source of propane froma LNG
plant, transportation along the Yukon River could becone

econoni c. Changing rural Alaska over to gas wll solve the
probl ens associated with fuel oil such as particul ate em ssions,
cost, and pollution. In further response to Representative

Foster, he said the current project is only looking at villages
on tidewater because AIDEA has a certificate of public
conveni ence and necessity (CPCN) for those areas.

REPRESENTATI VE NAGEAK asked whether it is feasible to have a
plant on the river and closer to the vill ages.

10: 04: 22 AM

MR. DAVIS posed the possibility that another source of gas is
brought into Fairbanks. In that case, the LNG plant that has
been designed for the present project could be noved to a
different |ocation and produce LNG from a future pipeline that
woul d then be transported to villages, or to mnes in the Anbler
area and al ong the Kobuk River. The intent of the business plan
for this project is to address the situation in Fairbanks now,
nmove to a plan to help rural Al aska, and devel op a power source
for the mnes to create jobs.

REPRESENTATI VE NAGEAK asked M. Davis to keep the commttee
appri sed of these projects.

10: 06: 13 AM

MR. DAVIS acknow edged prior to the passage of Senate Bill 25
|ast year, AIDEA's statutes limted its actions to the
devel opment of natural resources and its revolving fund is still
directed to that work; however, at this tinme AIDEA has the new
SETS fund that is now avail able for energy projects.

MR. LEONARD stressed that AIDEA is a developnent finance

authority and does not set or design econom c devel opnment or
energy policy, but helps to pronote the state's policies.
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10: 07: 09 AM

MR. DAVIS clarified that the utilities approached Al DEA for help
with financing after they had a design for a propane system

CO- CHAIR | SAACSON referred to the difficulties surrounding the
Healy Clean Coal Plant (HCCP) and asked what |[|essons Al DEA
| ear ned.

MR. LEONARD said Al DEA has |earned how to structure contracts so
that AIDEA is in partnership with the private sector and does
not conpletely own many projects. The private sector needs to
be involved with the analysis and design of a project, and work
and build together wth Al DEA As an aside, he said AIDEA is
now working in partnership with GVEA, and HCCP is expected to be
running within the next two years.

MR. DAVIS noted the structure of the Endeavour project, and
stated that every investnment AIDEA is making includes an exit
strategy to respond to changing market conditions. Returning to
other potential energy projects, he pointed out AIDEA is
becoming involved wth energy efficiency retrofits for
comer ci al bui | di ngs.

10:11: 00 AM

CO- CHAI R | SAACSON stressed the | essons | earned from HCCP

10:11: 13 AM

ADJ OQURNNMENT
There being no further business before the commttee, the House

Special Conmttee on Energy neeting was adjourned at [10:11]
a. m
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