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ACTI ON NARRATI VE
8:02:38 AM

CO- CHAIR DOUG | SAACSON called the House Special Conmittee on
Energy neeting to order at 8:02 a.m Representatives Josephson
Hughes, Nageak, and |saacson were present at the call to order.
Representatives Hi ggins and Foster arrived as the neeting was in
pr ogr ess.

PRESENTATI ON:  ALASKA ENERGY AUTHORI TY

8:03:48 AM

CO-CHAI R | SAACSON announced that the first order of business
woul d be a presentation by the Al aska Energy Authority (AEA) on
Al aska Transni ssion | ssues.

8:04:10 AM

GENE THERRI AULT, Deputy Director, Statewide Energy Policy
Devel opnent, (AEA), Departnent of Commerce, Comrunity & Econom c
Devel opment  ( DCCED) , directed attention to the PowerPoint
presentation entitled, "Alaska Transmission |Issues,"” dated
2/ 12/ 14. M. Therriault said the report would cover work AEA
has been doing on the transmssion system in the Railbelt,
specifically on the infrastructure needs and the benefits to
consuners.

The conmmittee took a brief at-ease at 8:05 a. m
8:05:58 AM

MR. THERRI AULT expl ained that one of the issues for Alaska is
the distance required to transmt power fromits source to the
user, for exanple, the Railbelt transm ssion system from Bradl ey
Lake Hydroelectric Project (Bradley Lake) in Honer to the Gol den
Vall ey systemis 580 mles. Also, there are governance issues

and upgrades to infrastructure are needed to inprove the

reliability and the capacity of the system [slide 2]. I n
response to Co-Chair |saacson, he addressed the issue of
gover nance. Over tinme, as the different wutilities in the
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Rai | belt built systens, there were gaps in the |inkages between
syst ens. The state owns over 170 mles of transmi ssion line -
from Wasilla to Healy - which is commtted to use by the I|ocal
utilities so they can transmt power up and down the Railbelt.
Thereby the utilities are linked and power can be transmtted
from Honmer to Fairbanks. However, the individual conponents of

this system are owned by utilities. The goal is to achieve a
system of governance that wll allow all of the conponents -
those owned by the utilities and the state - to be operated
efficiently together. ldeally, this type of system could
utilize the cheapest source of power at various tines of the day
and night through econom c dispatch. Econom ¢ di spatch sends
the cheapest source of power up and down the system for the
benefit of the consuners. For about the last 30 years, the

utilities have been linked together by contractual arrangenents
that have allowed the system to function, but the need for new
capital infrastructure has pronpted a nove to a system of
gover nance.

8:09: 40 AM

REPRESENTATIVE HI GA NS recalled that the "choke point" when
transmtting power from Honer to Fairbanks, is a 26-mle section
in [Tal keetna], which needs to be upgraded by the local utility.
He asked what the state can do to elimnate choke points in
order for the power to "free-flow both directions back and
forth.™”

MR. THERRI AULT advised the worst problem is on the southern
portion of the transmssion line to transmt the power from
Bradly Lake. Later in the presentation are suggested
i nprovenents, expansions, and additions to the existing system
that wll provide redundancy, and expand the capacity so power
can nove up and down the Railbelt wthout hindrance. \V/ g
Therriault pointed out that the utilities have increased
generation and do not have the economic ability to invest in
transm ssion infrastructure, so they have approached the state
for financial assistance. He said policynmakers feel that if the
state is expected to put noney into inproving transm ssion, the
state should seek an inprovenent in the governance structure
al so, to ensure that consunmers wll benefit.

8:12:15 AM

REPRESENTATI VE HUGHES noted that Honer Electric Association,
Inc. (HEA), and WMtanuska Electric Association (MEA) are
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generating their own power, and asked how this affects
gover nance i ssues.

MR. THERRI AULT responded that when HEA began generating its own
power, the bottleneck in the southern end of the district was
exacer bat ed. All of the utilities have a share of the power
from Bradl ey Lake, and the power in excess of HEA s share needs
to travel wup the intertie and off the Kenai [Peninsulal;
previ ously, Chugach Electric Association, Inc. (Chugach) was
able to power swap with HEA, and rather than send power south to
HEA, HEA was allocated a portion of Chugach's share. That neant
Chugach could send power to the utilities at the northern end

this power swap made the system work. Now, w th HEA generating
its own power, there is no power swap. The utilities can stil

get their shares of the cheaper Bradley Lake power, but not at

the ideal times for the highest benefit to consuners. M .
Therriault restated that inproving the capacity and redundancy
of the systemw || allow power to be available at optinmal tines.

MR. THERRI AULT, returning to the issue of governance, noted that
because AEA owns a part of the intertie system along with the
utilities, it is a menber of the Intertie Mnagenent Conmittee

(IMO). This commttee, over several vyears, has codified
reliability standards for the intertie, for instance, on how to
ner ge power. At this tinme, the reliability standards are not
conpl ete but have been adopted by IMC and submitted to the
Regul at ory Comm ssion of Al aska (RCA). Al t hough I MC has the

authority for the 170-mle section of intertie that the state
owns, the conpliance and adoption of the regulations for the
sections of intertie owned by the individual wutilities 1is
vol unt ary. He advised that "... the governance problem [is] we
don't have an entity that is enpowered to establish these rules
of the road for the entire system we have to at this point just
sort of rely on voluntary conpliance and adoption." Further, as
i ndependent power producers (IPPs) seek access, and utilities
want to sell power to each other, rules and an entity in charge
becone necessary.

8:17: 23 AM

CO CHAIR | SAACSON  asked whet her the Al aska | ndustria
Devel opnent and Export Authority (A DEA) and AEA considered
other alternatives - such as conditioning lines to allow for the
transm ssion of nore power - before recomending building new
transm ssion |ines.
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MR. THERRIAULT said the following projects are a blend of
i nprovenents to the existing infrastructure and building new
i nfrastructure. A consultant to AEA evaluated the system and
recommended inprovenents that would result in an ideal system

The first part of the system is the southern section

Unconstraining Bradl ey Lake Projects. Bradl ey Lake is owned by
the state and operated in conjunction with the wutilities.
Conponents of the Unconstraining Bradley Lake projects total a
capital cost of over $402 million with the purpose of increasing
capacity and reliability; in sonme areas, a second |line would be
added to carry the load if needed [slide 3]. The second part is
t he Anchorage Municipal Light and Power (M.&P), Chugach, and MEA
section: Sout hcentral Projects, estimted at a capital cost of
over $20 nillion to inprove the capacity of tw substations
[slide 4]. The third part is the northern section: Nor t her n
Proj ect s. Conmponents of the Northern Projects total a capita

cost of over $480 million, and are also needed to increase
capacity and reliability [slide 5].

8:21:45 AM

MR. THERRI AULT advised that the follow ng "nunber crunching” is
based on assunptions used only for evaluation purposes [slide

6] . He turned to the evaluation of the consuner inpact of the
pr oj ect : the cost of the Unconstraining Bradley Lake,
Sout hcentral Projects, and Northern Projects totals $903.4
mllion; the project would benefit the entire Railbelt system
and the project is separated into two phases [slide 7]. Base
assunptions for the project are: total capital expenditures

(CAPEX) <cost is $903 nillion; additional operating expense
(OPEX) for nmaintenance and operation is over $18 mllion per
year; financing at 5 percent; a bond termof 30 years; inflation
at 2.5 percent; and total output of power in the Railbelt of 4.8

gigawatts [slide 8]. As an aside, he stressed that the costs
and benefits are spread over all of the consunmers evenly in the
Rai |l belt, "not to say that that necessarily would be the way

things are, are done, but again just so that we could crunch
t hese nunbers " The estimation of the overall total benefit
to the consuners in the Railbelt on a yearly basis is between
$146 mllion and $241 mllion per year; in fact, if this system
is in place in 2016, power could be econom cally dispatched for
the aforenmentioned result [slide 9]. He noted that the cost-
benefit analysis was done w thout the potential of [Susitna-
Wat ana Hydro] and the proposed transm ssion system would be
utilized if Susitna-Watana Hydro were built. For the consuner,
depending on the term of the financing, the savings are between
$0. 015 and $0. 035 per Kkilowatt. However, the utilities and RCA
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have estimated a nore conservative benefit to the consuners of
$100 nmillion. If, in fact, these inprovenents were in place by
2015, the cost would be lowered to the consumer through their
rates, but there would be no way for the utilities to capture
the savings and pay for the inprovenents to the infrastructure.
M. Therriault concluded his presentation with slide 11, which
depicted the inmpact on rates, the cost of the conponents, and
t he savings to consuners.

8:28:17 AM

MR. THERRI AULT, in response to Representative Nageak, said the
transm ssion |lines going south from Anchorage are owned by the
individual wutilities, and the portion of the transmssion line
owned by the state is fromWasilla to Healy.

REPRESENTATI VE NAGEAK asked whether funding for the transm ssion
lines cane fromthe state to the utilities, or whether the lines
were built by the state for the utilities.

MR. THERRI AULT said portions of the lines were built using sone
state funds and grants, such as AEA grants that were
appropriated for inprovenents to |lines; however, utilities have
also invested their nobney in conponents of the transm ssion
l'ine.

REPRESENTATI VE NAGEAK surmised the wupkeep is paid by the
utilities.

MR. THERRI AULT answered yes, and explained the utilities have
rates for shipping power over the lines they own, and the state
charges the utilities for shipping power over the lines it owns
to pay for maintenance and operations.

CO- CHAIR | SAACSON interjected that economc dispatch reduces
rates, but then the utilities cannot pay their debt service.

MR. THERRI AULT said correct. In response to Representative
Nageak, he said the utilities do pay into the system through the
tariffs that are charged to use the transm ssion system For
the infrastructure that exists today, the construction costs
have been paid by a mx of the utilities' and state noney. The
portion owned by the state was paid for by state npney. M.
Therriault advised that at this point the utilities do not have
much capacity to bond and borrow noney for inprovenents, thus
they have cone to the legislature with a capital request. He
added that the inprovenents under discussion would take about 10
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years to build and the utilities seek a mechanism in place to
guarantee that they would reach their stated goal.

8:34:12 AM

REPRESENTATIVE HI GA NS asked how many high-voltage direct
current (HVDC) lines are in Al aska.

MR, THERRI AULT sai d none. In further response to Representative
Hi ggins, he said one line is under consideration and the "step
down" is included in the estimated price of $185 million.

REPRESENTATI VE H GA@ NS understood that |ooping the intertie and
the grid is inportant, but has heard no di scussion about that.

MR. THERRI AULT replied that parts of the grid from Honmer to
Fai rbanks are looped in the MEA and Chugach systens; however,
there is no dual capability from Wasilla to Healy. From Heal y
to Fairbanks there are two transmssion lines; in fact, the
abovenentioned infrastructure would provide looping on all of
the system

REPRESENTATI VE JOSEPHSON asked how the anount of increased power
generation that would cone after the proposed $902 nillion
i nvestnment conpares to the ampunt generated by Susitna-Wtana

Hydr o.

MR. THERRI AULT stated that the proposed investnent would not
result in a net increase in generation, but would nove power.
In further response to Representative Josephson, he clarified
that the above projections are based on all of the generation
that will be conpleted by 2015, including the new South
Anchorage plant and the new generation by HEA and MEA

REPRESENTATI VE JOSEPHSON questioned whether the novenent of
power econom zes the cost of power from new sources.

MR. THERRI AULT expl ai ned that econom c dispatch |owers the price
because the consuner - no matter their location in the Railbelt
- gets access to the cheapest source of generation; for econonic
dispatch to work, the system needs increased capacity and
reliability. Further, with the single line bringing power from
Anchorage, generation in the north still nust be nmaintained in
case of a transmission line failure.

CO CHAI R | SAACSON assuned AEA seeks to build redundancy before
i ncreasing capacity on existing small lines, by various neans.
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MR. THERRI AULT further advised that adding redundancy i ncreases
capacity. In response to Co-Chair Isaacson's coment that
addi ng redundancy costs nore than power-fitting existing |ines
because of rights-of-way and permtting, he pointed out that the
above inprovenents include investnents to the existing wires so
they can carry nore power; however, as nore power goes across
the lines, line |osses increase by a factor of four. |In further
response to Representative Josephson, he said |IPP stands for
i ndependent power producer, and the whole transm ssion systemis
known as the Railbelt Transm ssion System The Al aska
Transm ssion Systemis the 170-mle portion owned by the state.

8:41: 55 AM

REPRESENTATI VE HUGHES expressed her understanding that the
Rai | belt Transm ssion System upgrades would allow nore power to
nove nore cheaply, and that the upgrades are also needed if
Susi t na-Watana Hydro comes online. Also, if nore power is
generated in Southcentral, why would we "nove it away?"

MR. THERRI AULT confirmed that this system could carry Susitna-
Wat ana Hydro power, but included in the cost of the damis the

transmssion line to <carry the power to the Railbelt
Transm ssion System In further response to Representative
Hughes, he said the proposed $902 million investnent is "the

opti mum system that you would like to see in place so that you
woul d be able to do, optimze your hydro-to-hydro coordination

operate Susitna in such a manner ... [that] would allow optinmm
use of those facilities ...." Furthernore, the proposed
i nvestnment takes into account the new generation under contract
to be built. Regarding IPPs, he related that the Al aska
| ndependent Power  Producers Association (AIPPA) would be
supportive of the upgrades because the new system will accept
new sources of power into the system

REPRESENTATI VE HUGHES asked for the nunmber and | ocation of |PPs
in the state.

MR. THERRI AULT was unsure of the nunber, noting that |PPs
i nclude Cook Inlet Region, Incorporated (CIRI), Aurora Energy,
and Delta Wnd. In further response to Representative Hughes
he said he would provide an estinmate of the conbined capacity of
|PPs in the Rail belt.

8:46:11 AM
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CO CHAI R | SAACSON suggested sonme of this information could be
found in the AEA Al aska Rail belt Transm ssion Pl an.

REPRESENTATI VE HI GG NS stated his support for the investnent of
$903 million and for the building of any infrastructure in order
to [prepare for] the future.

CO CHAI R | SAACSON asked the presenter what fees may be charged
to whomto "economcally build this out.” He questioned whether
the connection will run the full line between Fairbanks, Tok

G ennal l en, Anchorage, and Valdez so to benefit businesses and
consuners along the entire road system and thus reduce the cost
per custoner.

MR. THERRI AULT infornmed the conmttee the related study | ooked
at the power supply from north to south; however, it 1is
preferred to establish a nechanism that systenmatically allows
i mprovenents of this nature to be made, and that can be used as
a nodel for other projects to connect other areas in the future.
He explained why there is a preference for establishing
reliability standards and an entity to keep them up-to-date.

CO-CHAIR | SAACSON recalled other legislators indicate that
because there are few mles to be conpleted to connect the road
system in this area, the legislature may want to evaluate the
entire road system prior to nmking final decisions about the
Rai | bel t.

MR. THERRI AULT opined further evaluation would require a
different study for extending power to Copper Valley and other
areas that have different economcs due to the small user |oads.
Previous studies on the capital costs of a proposed connection
woul d need to be updat ed.

8:51:52 AM

REPRESENTATI VE NAGEAK observed the discussion is related to
reduci ng the cost of power for those who already pay |ess than
residents off the road and rail systens, and also having this
reduction capitalized by the state. He renarked:

| know popul ation rules, but at the sane tinme ... the
people in the rest of Al aska pay horrendous costs to
provide energy to their hones and to their towns, and

| heard during the presentation that the lines are
l[imted to those, to the Railbelt, and to the road
system and ... you would have to have interties if
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you wanted to put [power] in other villages or towns
along the system right? OK, | just want to know if
we, ever, we cone to a place where we have the courage
and the [wherewithal] to try and connect the rest of
the state to power transmission. ... Can we use the
system lines or do we have to build a conpletely
different structure to [be able] to do that?

MR. THERRI AULT affirnmed that the mechanism to nove forward with
t he proposed investnment may have sone application in other areas
of the state. He said he is aware of the desire of rural
comunities to connect in order to benefit from econom es of
scale. There is also the desire by the utilities for the state
to fund [the proposed] infrastructure; however, the Railbelt
utilities realize that "noney is tight" thus the consuners in
the Railbelt may have to consider that they may pay at |east a

portion the infrastructure. The ultimate benefit is to the
consuner. He stressed that the difficulties in rural Al aska are
the di stances, terrain, and small consuner | oads. M.

Therriault concluded, "That's not to say that a nechani sm that
would work for the Railbelt mght not have sone application in
the future in a rural setting.”

8:55:52 AM

REPRESENTATI VE NAGEAK rem nded the conmmittee at one time there
was no road between Anchorage and Fairbanks. The Territory of
Al aska and the State of Al aska connected the popul ation centers
and towns in between. He acknowl edged that it may be hard for
others to understand the need to connect the rest of the state
to the Railbelt communities in order to lower the cost of
busi ness and energy, and urged for legislators to think about
how to get to resources, instead of thinking in the short-term

CO- CHAI R | SAACSON agreed that is the charge of the conmttee.

REPRESENTATI VE  HUGHES  appreci at ed t he remar ks made by
Representatives Nageak and Hi ggins and asked whether the
proposed upgrades would be sufficient to support future mning
devel opnent .

MR. THERRI AULT said the AEA consultant took into consideration
addi tional demand and the loss of demand in its anal yses. The
consultant net with each utility in charge of each geographic
area to determne how the system would interact, and ol den
Vall ey Electric Association specifically raised questions about
the inpact of mning activities.
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9:00: 41 AM
The commttee took an at-ease from9:00 a.m to 9:03 a.m

PRESENTATI ON:  ALASKA | NDUSTRI AL  DEVELOPMENT AND EXPORT
AUTHORI TY and ALASKA ENERGY AUTHCORI TY

9: 04: 03 AM

CO- CHAI R | SAACSON announced that the final order of business
woul d be a presentation on the Interior Energy Project (IEP) by
the Al aska Industrial Devel opnent and Export Authority (Al DEA)
and the Al aska Energy Authority (AEA).

9:04:55 AM

MARK DAVI S, Deputy Director, Infrastructure Devel opnent, Al aska
| ndustrial Devel opnent and Export Authority (AlIDEA), Departnent
of Comrerce, Community & Econom c Devel opnent (DCCED), directed
attention to the PowerPoint presentation entitled, "Interior
Energy Project Bringing North Slope Natural Gas to Al askans,™
dated 2/12/14. He informed the conmittee AIDEA and AEA are
working jointly on a project to nove gas from the North Sl ope
into liquefied natural gas (LNG, and transport the LNG by truck
down the James W Dalton H ghway to a regasification plant for
use in the Interior, and later for other areas of the state.
The first segnment of the project is the construction of an LNG
pl ant at Prudhoe Bay that is to be conpleted by the end of 2015.
Project funding for the plant is a mxture of AIDEA |oans and
private noney. The second segnent is transportation down the
Dal ton H ghway by private trucking conpanies contracted by each
utility, although AIDEA may provide financing for trailers.
Distribution includes storage and regasification in Fairbanks,
and an AIDEA | oan through Northrim Bank to Fairbanks Natural Gas
(FNG was approved 1/14/14 to build five mllion gallons of
storage [slide 3]. M. Davis explained the IEP goals are: to
supply natural gas to Al aska, particularly the Interior, at the
| owest cost possible, to as many Al askans as possible, as soon
as possible; to provide propane fromthe gas streamto those not
on a natural gas distribution system to nodel alternative
sources of supply such as a pipeline; and to use private-sector
nmechani sms such as the storage facility in Fairbanks [slide 4].
Turning to financing, M . Davis said the legislature's
appropriation to the project provided AIDEA $125 mllion in
Sust ai nabl e Energy Transm ssion Supply (SETS) financing through
Senate Bill 25, passed in the 27th Al aska State Legislature. In
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addition, Senate Bill 23, passed in the 28th Alaska State
Legislature, allows AIDEA to provide loans for this project at
up to 3 percent interest instead of its usual rate of market
i ndex. Al so, a capital appropriation of $57.5 mllion fromthe
SETS fund into AIDEA's revolving fund, and $150 nmillion in new
bonds, are available for the North Slope plant and gas

distribution system|[slide 5]. He continued to explain that the
sale priorities for the project are to supply gas as follows:
for residential and commercial space heating that wll be

distributed largely in the Fairbanks North Star Borough area;
for electric utilities in and outside of the Fairbanks area; for
i ndustrial customers; and for other utilities. As an aside, he
noted that at this time the technol ogy does not exist to supply
LNG to small communities due to storage problens, but new
technology is anticipated so non-regulated wutilities were
included in the sale priorities at the request of the North
Sl ope Borough (NSB). A permit to build the plant has been
i ssued by NSB, and NSB and Al DEA are exploring possibilities for
the future. The final sale priority is for open market sal es of
excess LNG [slide 6].

9:12: 21 AM

MR. DAVIS directed attention to the follow ng conpleted project
m | est ones: project pre-feasibility analysis by HDR Inc. and
MElI, LLC, determ ned the project could deliver gas by late 2015,
at a price of about $15 into the Fairbanks region; a North Sl ope
pl ant plan of devel opnent was conpleted and a consortium of MM
Anericas, Inc. and its investors was chosen for the project
proponent; the private partner due diligence and negotiations
process was conpleted; bids to build the pad in the sumrer of
2014 were received; and a bid to deliver equipnment by June of
2015 was received. On the distribution side, conpleted
m | estones are: the demand and conversion analysis is
conpl eted; the Regulatory Comm ssion of Alaska (RCA) issued its
decision that resolved service area issues; the distribution
cost project estinmate by AEA has been conpl eted; and FNG storage
tank financing has been approved. At this time a six-year
build-out tinme is estimated for the project [slide 7].

9:15:25 AM

REPRESENTATI VE H GA@ NS expressed his understanding that natura
gas was to be available in Fairbanks in 2016.

MR. DAVIS explained that first gas should be available in the
fourth quarter of 2015; AIDEA is in the process of working with
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both utilities "to have pipe in the ground in 2014, 2015, 2016."
He turned to the project schedule, noting that the schedule is
"on track;" in fact, the air permtting permit to allow venting
of carbon dioxide was applied for on 1/31/14 and should be
received from the Departnent of Environnental Conservation (DEC)
by Septenber of this year. QG her permts are in place or in
progress, and many should be received by 3/1/14 [slide 8]. The
plant is expected to be |ocated in Deadhorse, and will wutilize
fuel gas which is available from the North Slope producers from
the fuel gas pipeline [slide 9]. M. Davis restated that on
1/ 14/ 14 the AIDEA board selected a consortium headed by MM and
Nort hl eaf, an investor-partner. A letter of intent was executed
on 2/3/14 which established the paraneters of the LNG plant and
the financing between Al DEA and M. Proposed financing is for
$100 mllion of AIDEA financing and approximately $80 million-
$90 million of private investrment, which will be paid back from
pl ant revenues. Al t hough eventually the investors wll own the
pl ant, AlIDEA seeks to have sone control of the plant by taking
the lease in its name and requiring | oan covenants. The Project
Devel opment Agreenent (PDA) for the commrercial structure of the
project will finalize in March, 2014, and then LNG purchase
agreenents with potential custonmers will be secured. Pot ent i al
custoners are the Interior Alaska Natural Gas Uility (I1QJ),
FNG and Gol den Vall ey Electrical Association (GVEA) [slide 10].

9:20: 38 AM

GENE THERRI AULT, Deputy Director, Statewde Energy Policy
Devel opnent, AEA, Departnment of Comrerce, Conmunity & Econom c
Devel opnent (DCCED), displayed a map entitled, "Natural Gas
Service Areas," and explained that this map is the result of the
RCA final decision issued 12/20/13 on who would serve the high-
and nediumdensity areas of the Fairbanks North Star Borough
( FNSB) . Fai rbanks Natural Gas presently brings LNG from the
Wasilla area to 1,100 custoners. Customer demand in FNG s
service area is 70-75 percent of the total FNSB demand, and RCA
determ ned | GJU woul d service the new territory shown on the map.
He stated that 1GJ is a nmunicipal utility that was started as a
cooperative between the three nunicipalities within FNSB. Based
on AEA's estimate of the nunber of mles of pipe needed,
additional distribution pipes in FNGs service territory wll
cost $31 mllion, and additional distribution pipes in IGQJ s
service territory will cost $156 million [slide 11].

REPRESENTATI VE JOSEPHSON pointed out that 1,100 residents have

access to natural gas at this time, and there are 90,000
residents in FNSB. He questioned how, in this tineline, even
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with the proposed expenditures shown on slide 11, [access to
natural gas for all consuners] will be available in tine to
reduce cost and to address air quality problens.

MR. THERRI AULT agreed the cost of energy and air quality issues
are very inportant to residents and local officials. Wthin the
FNG service area, which is about 70 percent of the feasible
demand, AEA believes building a distribution system is possible
in two or three years; however, the outlying areas wll be
del ayed. In addition, AEA believes the delivered price to
consuners wll be $14.50-$17 per 1,000 cubic feet (Mf) - the
conmunity's target price was $15 per Mcf - which is one-half the
price of oil per British thermal wunit (Btu) when fuel oil is
about $4 [per gallon].

9:26: 05 AM

REPRESENTATIVE HHGA NS provided a brief history of FNG in the
Fai rbanks area and asked how AEA wll ensure that 1GU wll
"deliver” in a tinely manner.

MR.  THERRIAULT opined IGJs nmotivation is to "get that
di stribution system pushed out as far as possible, as quickly as
possible;" in fact, that is the case 1GJ made to RCA As a
muni ci pal entity, 1GJ does not have a profit notive. Al t hough
homeowners will not be forced to hook up to the pipeline, the
price of gas should be a sufficient incentive. If 1GJ does not
perform RCA has the authority to "question" the utility.

REPRESENTATIVE H GA NS deduced there are no performance
guarantees in the contract.

MR. THERRI AULT added that AIDEA can reserve a percentage of the
capital paid to the utility through contractual neans.

MR DAVIS confirned that the RCA order does not have an
enforcenent mechani snt however, AlDEA seeks a schedul ed buil d-

out and will ask for certain performances from each utility in
order to have cash flowing and pay back the |oan. Al so, there
will be a comercial structure that is dependent upon a rapid
bui | d- out .

REPRESENTATI VE NAGEAK recalled discussion last year included
[ propane] drop-off points along the Yukon River, the North
Sl ope, and in coastal Al aska. He asked whether these projects
are included in the proposal.
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MR. THERRIAULT said, "That certainly is sonething that we
anticipate ... the possibility of,” and affirmed that the LNG
pl ant is expandabl e. The core demand from FNSB justifies the
bui l ding of the plant; however, the governor intends to have the
resource available to a larger geographic area after the initial
project establishes the delivered price in bulk. Subsequent | y,
after the lowest price is established, AEA wll understand the
economcs of delivering to rural and sem-rural areas; for
i nstance, one possibility would be by delivery on a surface
transportation link between the Yukon River to the Kuskokw m
River, but at this tine the econom cs are unknown.

9:32: 25 AM
REPRESENTATI VE NAGEAK recal | ed:

Last year when we were discussing this ... | kept
bringing this up: to have access to the rest of the
people [for] who[m, right now, the cost of energy is
so ... high. And I wanted to nmake that sure [at] the
outset ... when we make the plans that we would have
an access point along the Yukon River and barge
propane to those villages. W tal ked about that, and
also in the North Sl ope. That was part of the
di scussions we had, and | thought that when we

approved this project that those were in place ...

REPRESENTATI VE NAGEAK poi nted out that the area of expansion is
along the road and rail system out of Fairbanks. He strongly
guestioned why propane delivery along the Yukon River and the
coast is not in the plan.

MR. DAVIS said the plan is to expand the plant after anchoring
the project with sales in the Fairbanks area. To ensure that
t he expansion takes place, the MM group has agreed to issue a
letter of <credit for expansion of the plant after cash is
flowng from the core area, and noney wll be available to
expand w thout further state funds.

CO CHAIR | SAACSON referred to slide 11 and clarified that the
| QU service area is a census area known as the popul ation area

of FNSB, which includes 80 percent of the popul ation. It is
especially inportant to get natural gas in two of the areas
there because of very poor air quality. He said his

understanding is FNSB is the anchor tenant that nust first be
established to make it feasible to truck LNG along the river and
out to village distribution.
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9:36: 22 AM

REPRESENTATI VE NAGEAK enphasized that it would be cheaper,
instead of trucking LNG back up to the Yukon River, to have a
drop-of f and distribution point on the Yukon River.

MR. THERRI AULT said the shaded area on [slide 11] is identica
to last year's presentation, and there has been no new expansion
in the target distribution area. The delivery of LNG or propane
along the transportation system or further beyond FNSB, is
possible if there is an LNG storage nechani sm He rem nded the
commttee that the anmount of propane produced by the LNG pl ant
will be npbdest and AEA is |ooking for a custoner for the
propane, and he encouraged an interested village or rural entity
to approach AlIDEA about access to LNG or propane. He opined
prospective custoners in rural areas are waiting to know what
the delivered cost will be.

REPRESENTATI VE JOSEPHSON recall ed there was previous discussion

about a "nobility feature” of the plant - or key conponents
thereof - in order to benefit the Anbler mning district, and he
assurmed this was still possible.

MR.  THERRI AULT confirmed that the Anbler mning district is
interested in LNG because it could be delivered along a proposed
r oad. Regarding the nmobility of the plant, the AlIDEA board of
directors is hoping a gas pipeline across the state wll be
built soon and is mndful of using LNG conponents that can be
used post-pipeline; for exanple, to build another plant in
Fai r banks, and, wusing feedstock from a future pipeline, to
supply LNG to rural areas or towns along the Ri chardson Hi ghway.

REPRESENTATI VE JOSEPHSON recalled his experience living in the
Russian M ssion area and asked how LNG would be noved between
t he Yukon and Kuskokwi m Ri vers.

9:42: 03 AM

MR. THERRI AULT said a group has studied a surface transportation
link between the two water systens. In response to Co-Chair
| saacson, he said the group was from Bethel. M. Therriault
assured the commttee that AEA continues to |ook at the delivery
of LNG al ong coastal Al aska, exam ning the econom cs and demand
and providing information to conmunities. He described how
di esel fuel can be delivered to a village on a river system from
a barge; however, delivering LNG along a river system using |SO
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containers would require heavy-lift capabilities and new
infrastructure.

REPRESENTATI VE HUGHES referred to the requirenent that MMWH
dedi cate noney for future expansion and asked about the timng
[ of expansion] and how nuch noney "have they parked." Al so, she
inquired as to the capacity of the expansion, and how many
vill ages coul d be served.

MR. DAVIS opined the first expansion would be an increase from
nine billion cubic feet (Bcf) to twelve Bcf, which would be a
$30 mllion expansion; that increase would serve the service
areas shown on [slide 11] with excess for shipping "el sewhere.”
He cautioned that at this time using 1SO containers is not
feasi bl e, but AIDEA has agreed to name NSB as a custoner for gas
"if and when infrastructure and technol ogy becones avail able for
them to use the gas in the conmunities on the Slope." The LNG
pl ant should last 30-40 years and can be used to serve other
custoners and the mnes if the pipeline reaches Fairbanks.

REPRESENTATI VE HUGHES restated her question as to what specific
villages would be served after the first expansion. Al so, she
asked whether there are economic indicators that would stop
expansi on.

MR. DAVIS said there are two nodels: 1. if a pipeline cones,
what is the future of the plant; 2. if a pipeline does not cone,
the use of the plant increases. These are two separate nodels,
al though AIDEA is conmitted, along with AEA to delivering the
nost gas to the nost Alaskans at the best price. In
anticipation of changing technology, he reiterated that AIDEA is
in discussions with NSB, and mning interests, which could
benefit vill ages.

CO- CHAI R | SAACSON directed attention back to the project.

REPRESENTATI VE NAGEAK declared his intention to ensure that
Al DEA and other state agencies follow up and make sure there
will be drop-off points for LNG or propane on the Yukon River
and along the coast, as part of the project. He expl ai ned,
"Because that is what we were tal king about |ast year, now we're
just saying we [have to] do all of this first ... but | thought
| made it clear ..." Representative Nageak stressed that plans
for the aforenmentioned conponents are to be included in the
noney spent for this project.
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CO CHAI R | SAACSON asked the presenters, "Are you or are you hot
considering the distribution of ... the trucked LNG or propane
to the communities - other than Fairbanks and North Pole - al ong
the transportation corridor?"

MR. THERRI AULT responded, "This infrastructure is designed so
that it ... can accompbdate that demand.” In response to
Representative Foster, he said the plant can be expanded to neet
what ever vol une of demand is presented.

MR. DAVIS clarified that the plant allows for expansion to 20
Bcf on its current pad, if needed.

CO CHAIR | SAACSON described a scenario in which the desired
delivered price is not nmet and the trucking [of LNG is through
private contractors. He said his constituents, contractors, and
| ocal officials question whether any of the noney provided by

Senate Bill 23 can be used to subsidize the private-contract
trucking portion and reduce the delivered price to that which
will incentivize custoners to convert.

MR. DAVIS advised that the current commercial structure directs
that approximately $30-$35 nillion of the $57.5 nmillion
appropriation will be put into the plant, with a $10 nmllion
conti ngency. If the contingency is not needed, it could be
avai l able to |l end, although Al DEA does not subsidize "anything."
The Departnent of Law has inforned AIDEA the aforenentioned
money could be wused to help finance trucking trailers. I n
response to Co-Chair |saacson, he said Al DEA cannot nmeke grants,
but "it can nodel the noney as it deens fit to make the project
wor k, which neans it can be very patient capital."”

9: 53: 08 AM

CO- CHAIR | SAACSON  expressed t he under st andi ng of many
| egislators that [the $57.5 million] was the grant.

MR DAVIS explained that if AIDEA puts $35 million of the $57.5
mllion into the plant, AIDEA wll only recover that noney
should the plant be sold at a certain point of tine - the noney
woul d not be part of the debt service of the plant, which neans
there is no return on the noney.

MR. THERRI AULT directed attention to the econonm cs of delivering
LNG to the consuner after its production, trucking, and storage.
Hi s agency studied the social science of incentivizing consuners
to convert to natural gas. Interior Gas Uility conducted a
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t el ephone survey and a consultant for AEA forned focus groups in
the community to educate residents on the cost of conversion,

and to determne their interest. The study showed that a
delivered price of approximately $15 would convince a mgjority
of consuners to convert. The timng of a homeowner's decision

to convert is also inportant. The cost of conversion varies for
i ndi vi dual honeowners, but to swap an entire heating system
costs $9, 000-$11, 000 per home in order to achieve a savings of
$2, 000- $2, 500 per year. Further, the study showed Fairbanks has
a fairly transient population due to influences of the
Uni versity of Al aska Fairbanks and the mlitary base, which may
di scourage conversion, so there is a need for an "on-bill
financing nechanisnmt as a way to anortize the cost [slide 12].
In response to Co-Chair |saacson, he opined there would need to
be statutory changes to allow a wutility to enploy this
mechani sm

MR. DAVIS interjected that since IGA is a borough utility, the
financi ng nechani sm may be authorized by a borough ordi nance.

MR. THERRI AULT turned to slide 15, which showed the expected
gromh of demand for gas from 2013 to 2030. He descri bed
different possibilities for GVEA

9:59:18 AM

REPRESENTATI VE HI GG NS observed that studies are costly, and he
recommended that |egislators base their opinions on the results
of this study and take action.

MR. THERRI AULT acknow edged that the AEA social science study
was small in size.

MR. DAVIS cautioned the timng of the demand of LNG affects its
delivered price into the borough area.

MR. THERRI AULT concluded that AEA believes the delivered price
will notivate nbst consunmers to convert, and assi stance prograns
wi Il help a nunber of consuners [slide 16].

10: 01: 29 AM

ADJ OURNVENT

There being no further business before the commttee, the House
Special Conmttee on Energy neeting was adjourned at [10:01]
a. m
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