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CSSB 23(FI N)
Al DEA: LNG PROJECT; DI VI DENDS; FI NANCI NG

CSSB 23(FIN) was HEARD and HELD in conmittee for
further consideration.

#hb74
#sb23
HOUSE BI LL NO 74

"An Act relating to devel opnment project financing by
t he Al aska | ndustri al Devel opnent and Export
Aut hority; relating to the dividends from the Al aska
| ndustri al and Export Authority; authorizing the
Al aska Industrial Devel opnent and Export Authority to
provide financing and issue bonds for a |liquefied
nat ur al gas production system and natural gas
distribution system and providing for an effective
date."

CS FOR SENATE BILL NO 23(FI N

"An Act relating to devel opnment project financing by

t he Al aska | ndustri al Devel opnent and Expor t
Authority; relating to the dividends from the Al aska
| ndustri al Devel oprent and Expor t Aut hori ty;

authorizing the Alaska Industrial Developnment and
Export Authority to provide financing and issue bonds
for a liquefied natural gas production system and
natural gas distribution system and providing for an
effective date."

9:02: 20 AM

TED  LEONARD, EXECUTI VE DI RECTOR, ALASKA | NDUSTRI AL
DEVELOPMENT AND EXPORT AUTHORITY, (AIDEA), DEPARTMENT OF
COWERCE, COVMUNITY AND ECONOM C DEVELOPMENT, shared that
HB 74 would allow AIDEA to provide project financing for
projects that not owned and operated by the authority. He
listed the beneficial reasons for providing AIDEA with the
ability to use project financing w thout ownership:

e It nore closely matches AIDEA's financing tools with
the nature of the projects being financed, and is nore
consistent wth public policy supporting economc
devel opnment finance prograns.
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e It reduces conplexity, cost and tinme involved in
structuring financings

e It provides AIDEA (and the state) nore protection
from possible risk and liabilities associated wth
proj ects being financed

e It can inprove overall economcs of financings by
nore closely aligning ownership with potential tax
benefits.

Co-Chair Stoltze queried the types of projects that could
be undertaken under HB 74.

9:05: 37 AM

M. Leonard |isted the projects for which the new financing
tool could be used:

* Industrial devel opnment as opposed to comercial real
estate

« Gl and gas

* Mnerals and m ning

 Infrastructure devel opnent (ports, roads, etc.)

M. Leonard relayed that a mning devel opnent on Prince of
Whal es Island could provide the opportunity to invest in a
separation plant used in harvesting rare earth mnerals. He
stressed the inportance of developing the rare earth
mnerals unique to the state. Addi tionally, m ni ng
facilities in Ketchikan were under consideration which
woul d provide high paying jobs for the area. He relayed
that AIDEA did not need to have control of the projects
t hrough ownership, but would be inportant for economc
devel opnment in the region.

Co-Chair Stoltze noted that Co-Chair Austerman joined the
nmeeti ng.

M. Leonard furthered that as AIDEA started assisting
smal | er independent conpanies in oil and gas production,
the authority <could be involved in the production
facilities for those projects. He felt that the nmain
benefit the authority could provide would be assistance in
resource devel opnent for projects. The authority would al so
gain the ability to partner with Al aska banks on energy
proj ects.
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Represent ati ve Kawasaki asked what affect conmbining the two
bills would have on the Al DEA trucking project.

9:08: 31 AM

M. Leonard replied that the direct financing would
probably not have an effect on the financing of a
production facility. He stated that there was a $20 mllion
to $40 mllion gap in financing. The direct financing my
have the ability to assist; it was not designed to do so

The financing could additionally assist in any spin-off
facility once gas was flowing to the interior.

Representati ve Kawasaki noted that the original SB 23 and
HB 74 had specific economic for the project to nove forward
as an interior trucking proposal. He queried what the
econom cs would look like if the current versions of SB 23
and HB 74 passed separately.

M. Leonard believed that the economcs would remain the
same under either the house or the senate versions. The
authority believed there were plenty of reasons in the rate
of return for the private sector to be involved in the
production facility on the North Slope. He furthered that
the intent of the legislation was to authorize $275 nillion
to provide financing for the project.

Representative WIlson clarified that HB 74 had been on
Al DEA' s radar before SB 23.

9:11:11 AM

M. Leonard responded that HB 74 had been under discussion
sone time.

Co-Chair Stoltze agreed.

M. Leonard continued that the authority had been exploring
ways to nodernizing its tools in an effort to have a
vehicle to partner with financial institutions and find
better ways to match financing to projects.

Representative WIson wunderstood that the bill would
provi de another tool for AIDEA to assist the state in order
di versify the econony beyond the oil industry.

M. Leonard replied in the affirmative.

House Fi nance Conmmittee 4 04/04/13 9:01 A M



9:12:17 AM

Vi ce- Chair Neuman understood that the |egislation would not
only add benefits to the North Star Borough School District
by reducing costs but beyond to the Anbler Mning District
and further into western and northwestern Al aska. He probed
how many nore positive econom c opportunities throughout
the state could be derived from passage of the |egisaltion.

M. Leonard answered that the authority did not have exact
nunbers for benefits outside of bringing down the price of
heating oil, and the equival ent of diesel, by approximtely
50 percent, which would have a beneficial effect for m ning
as the state switched over and began wusing LNG for
i ndustrial needs.

Co-Chair Stoltze clarified that the bill would not bring
down the cost of fuel but would provide an alternative.

M. Leonard continued that it wuld also provide an
alternative to expensive fuels for Alaskan's to use in
m ni ng operations.

Vi ce-Chair Neuman asked whether the gas treatnent facility
could be noved in order to be used in different |ocations.

M. Leonard replied that the plant could be noved and could
be |l ocated to wherever it would be nost beneficial.

Representative Thonpson asked for clarification on which
bill was being discussed.

Co-Chair Stoltze replied that HB 74 and SB 23 were being
heard i n conjunction.

Representative Gara referred to the authority's work to
spur econom ¢ devel opment over time. He asked whether there
was any danger of AIDEA backing too nany projects and
risking fiscal stability.

M. Leonard replied in the negative. He believed that the
bill would allow for nore | everage and nore investnent from
private investors. The entity had strong cash flows and had
an investnent capacity of approximtely $400 mllion.
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Representative Gara asked for a list of projects, including
potential projects, the entity had helped to finance over
the past five years.

9:17:17 AM

M. Leonard stated that the information would be provided
to the commttee.

Co- Chair Austerman nmentioned HB 4, which would potentially
bring the gas pipeline to tidewater and beyond. He wondered
if the authority would be interested in a project sinmlar
to the one suggested by HB 4.

M. Leonard believed that the type of project in HB 4 would
fall under AIDEA's purview He added that AIDI A could not
be involved in the financing of an in-state pipeline.

SARAH  FI SHER- GOAD, EXECUTI VE DI RECTOR, ALASKA  ENERGY
AUTHORI TY, DEPARTMENT OF COWMERCE, COVWUNI TY AND ECONOM C
DEVELOPMENT, replied that the trucking of the LNG to the
Fai rbanks area, not propane, was the econom c driver of SB
23. However, propane would be a byproduct and Al DEA
anticipated that the plant would provide propane to
approximately 1800 hones. The entity had commtted to | ook
at opportunities to provide propane, and other gas |ess
expensive than diesel, to other regions of the state. She
stated that the mcro LNG concept was an energing
technology that the authority was exploring, but the
potential was really for propane. She furthered that the
project did not necessarily provide enough propane for all
outlying comunities. If there was propane in a |arger
vol une through the pipeline project the authority planned
to analyze the business structure and econom cs that would
be needed for a propane conversion that would benefit the
nost conmuni ties.

Co-Chair Stoltze surmised that the propane project would
only provide to off the grid Interior comunities.

Ms. Fisher-Goad answered that initially that would be the
case.

Co-Chair Stoltze understood that the authority had other
tools for eventual expansion.
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Ms. Fisher-Goad responded that the |egislation would expand
the opportunities for nore cormunities to have a gas rather
than diesel in the future. The authority boasted a strong
technical team to develop the economics as well as
technical engineers wth experience in rural Al aska.
Additionally, nmuch work had been done by other state
entities that AIDEA would be referencing as the project
progr essed.

9:23: 35 AM

Co- Chair Austerman asked whether there was work that would
occur with Alaska Gasline Devel opnent Corporation (AGDC).
He queried the conpatibility between propane and a ngjor
pi pel i ne.

Ms. Fisher-Goad replied that the information that the
authority would be gathering would be valuable to AGC. The
authority intended to follow up with the AGDC.

Co-Chair Austerman understood that there was a limted
anount of propane that would nove down the possible
pipeline offered in HB4. He assunmed that in order to nmake
nore space for gas in the line, propane would be extracted
on the North Sl ope.

Co-Chair Stoltze believed that the nunber was 3,500 barrels
per day of propane in the proposed gasline.

Vi ce-Chair Neuman understood that approximtely 25 percent
of the gas produced in Prudhoe Bay was LNG O the 2.5 bcf
of LNG per day, half would be propane. He believed that HB
4 dimnished the ability to handle propane, but if there
was a demand for propane after the open season the
specifics of the project could be changed.

9:26: 36 AM

Co-Chair Austerman asked if there would be a plant at the
North Slope end of the pipeline that would extract propane
and LNG

Vice-Chair Neuman replied in the affirmative.

Co-Chair Austerman asked if the two projects were
conpati bl e.
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Vice-Chair Neuman replied that currently the gas-treatnent
facility in Prudhoe Bay did process propane. He stated that
there was conpatibility between the two projects. The
facility was nobile and could be used in multiple areas of
t he state.

Ms. Fisher-Goad interjected that the authority's role in
the project's developnent was to determine whether there
was a market and nore demand for propane. The trucking
proposal in the liquefaction plant would provide a |limted
anount of propane. She spoke to conpatibility with the in-
state pipeline. The distribution system that would be
partially financed by AIDEA, through SB 23, would provide a
distribution system that could be served by a pipeline in
the area. The liquefaction plant would be a nodul ar system
that could be used in other areas. She stated that the LNG
trucks would be replaced by the pipeline and that the
econonmi ¢ structure needed to be in place to nake propane a
vi abl e, I ow cost fuel resource for other areas.

9: 30: 08 AM

Co-Chair Austerman restated his question. He wondered why
two plants were needed.

NI CK SZYMONI AK, PROQJIECT ECONOM ST, ALASKA ENERGY AUTHORI TY
(AEA), DEPARTMENT OF COMVERCE, COVMMUNITY AND ECONOM C
DEVEL OPVENT, answered that the scale of the two
liquefaction plants was very different. The pl ant
associated with the in-state pipeline would be considerably
larger. If the pipeline was built the authority planned to
relocate their |line sonewhere along the larger line, but
the smaller plant under discussion would not be able to
repl ace that LNG plant expected for exports.

Co- Chair Austerman asked why the gas could not conme from
the pipeline liquefaction plant proposed in HB 4.

M. Leonard believed that the gas treatnent plant for an
in-state pipeline would only treat the gas before it went
through the pipeline. The plant in SB 23 involved gas
treatnent, but was nmainly utilized to liquefy gas. One of
the conpatibilities with the in-state pipeline was that it
could be custoner to the in-state pipeline if it were to be
moved down to Fairbanks where gas could be taken off the
pipeline, liquefied and then transported to interior
conmuni ties.
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9:32: 15 AM

M. Szynoniak replied that the two projects would serve
di fferent demands. The LNG export plant with the pipeline
woul d serve primarily the export license. He stated that on
the demand side, the infrastructure, technology and study
needed to integrate the fuels would be the sane for the
coastal comunities that could be served by an LNG plant
comng off of the pipeline, as it would wth the
authority's LNG plant. The effort was to understand in
paral l el the potential demand noving forward.

Vice-Chair Neunman added that the business plan in the
| egi sl ati on stood al one and woul d be independent of whether
anot her pipeline project noved forward or not.

Representative Hol mes pointed to SB 23. She understood that
the short term goal of the project was to get relatively
cl ean and inexpensive gas to the Interior. She wondered if
the bill would provide nore affordable gas to the Interior
than the alternative of inporting LNG

Ms. Fisher-Goad responded that with respect to having the
needs of the Interior served by an inport, the authority
did not have anything to use as a nodel. Currently,
Fai rbanks natural gas had supply arriving from Cook Inlet
and trucking up north; however, the gas supply had not been
there enough to have that particul ar nodel expanded, so no
conpari son had been done. In planning for trucking fromthe
North Slope the authority drew information from two
entities that had existing long term gas contracts, at a
range and a cost that was known, as well as estinmates and
the cost structure of a plant which illustrated that a
reduction in the cost for heating could be made in interior
Al aska through the plan that was presented in SB 23. There
wer e unknowns concerning whether there was an alternative
t hat woul d be | ess expensi ve.

Representative WIson surmsed that the propane would be
avai l able to whoever wanted to buy it. It mght end up in
rural areas, but only if those that bought it brought it
t here.

9:37:48 AM

M. Szynoniak replied in the affirmative. He anticipated
that the propane would initially be used in the surroundi ng
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parts of Fairbanks, but the authority was working to
provi de propane to rural Al aska.

Representative WIson wondered if it would be possible for
conmmuni ties surroundi ng Fairbanks to take advantage of the
storage tax credit and develop a systemsimlar to that of
Nort h Pol e.

M. Szynoniak answered in the affirmative.

Representative WIlson stressed that the project had great
growt h potential outside of Fairbanks.

Representative Gara said that the original HB 4 had been
designed to have one or two extra straddl e plants, was nade
of thicker pipe, and had the goal of producing propane in
| arge anounts that could be shipped and that that part of
the project had since been renobved. He asserted that the
communities in rural Al aska would end up paying the extra
cost to add the infrastructure on the pipeline to produce
t he propane.

M. Szynoniak answered that he could not speak to the
makeup or operation of the pipeline discussed in HB 4. He
said that the authority was currently working to better
understand the potential demand for the propane gas that
could conme off of a pipeline; the cost of producing propane
of f of the pipeline was not being exam ned.

Representative Gara understood that the pipeline was not
going to be able to handle as nmuch pressure or propane from
the North Slope down to Fairbanks. He wondered if a change
would need to be made in order to ship propane to rura

conmuni ties.

9:41:10 AM

M. Szynmoniak reiterated that he could not speak to HB4.
He rem nded the conmttee that the authority was limted to
under standi ng the propane demand that could exist in rura
Al aska. He stated that the authority was not dependent upon
AGDC or the propane strip comng off of +the pipeline
proposed in HB 4.

Represent ati ve Edgnon wondered if the issue was going to be

raised by the AEA during the upcomng rural energy
conf er ence.
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Ms. Fisher-Goad replied that she would get back to the
commttee on the agenda for the energy conference.

Representative Edgnon believed that it was inportant that
people in rural Alaska got involved in the conversation
during the early stages of the project.

9:44: 05 AM

Co-Chair Stoltze solicited public testinony.

Representati ve Thonpson appr eci at ed t he conversation
surrounding HB 74 and SB 23. He noted that the two bills
were separate ideas that stemmed from the same piece of
| egislation. He shared that the trucking portion had been
removed from HB 74 and that SB 23 directed the interior
ener gy probl ens.

Co-Chair Stoltze CLOSED public testinony on HB 74.

HB 74 was HEARD and HELD in comrittee for further
consi derati on.

CSSB 22(FIN) was HEARD and HELD in commttee for further
consi derati on.

#
ADJ QURNVENT

9:47:45 AM

The neeting was adjourned at 9:47 a.m
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