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ACTI ON NARRATI VE

3:33:42 PM

CHAIR KURT OLSON called the House Labor and Commerce Standing
Commttee neeting to order at 3:33 p.m Represent ati ves

Rei nbold, MIlett, Saddler, Josephson, and O son were present at
the call to order.
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Confirmati on Hearing(s):
Departnent of Labor & Wor kforce Devel opnent

3:34: 04 PM

CHAI R OLSON announced that the first order of business would be
the confirmation hearing: Departnment of Labor & W rkforce
Devel opnment, Conm ssi oner Di anne Bl uner.

3:35: 00 PM

DI ANNE BLUMVER, Commi ssioner, Departnent of Labor & W rkforce
Devel opnent (DLWD), provided her background, including her state
servi ce. She stated that she was appointed by Governor Parnell
on May 17, 2012; is a life-long Al askan, who has lived in Craig,
Ket chi kan, Sitka, and Juneau. She began working for the state
Departnment of Transportation & Public Facilities (DOT&PF),
Al aska Marine H ghway System in 1990. She transferred to the
Department of Admnistration (DOA), and worked in [|abor
rel ati ons and personnel. She noved to Southcentral Al aska about
seven years ago, and worked as the deputy director for DOA s
Personnel and the Departnment of Revenue (DOR), Child Support
Division. She also worked in the governor's office as a policy
advisor for the DOA  Departnent of Comrerce, Comunity &
Econom ¢ Devel opnent (DCCED), and the Departnent of Revenue
(DOR) until May.

3:36: 55 PM

REPRESENTATI VE  JOSEPHSON asked for Comm ssi oner Bl unmer's
position on the governor's proposal to reduce the unenpl oynent
i nsurance trust fund. He understood the governor has found the
Unenpl oynment I nsurance (U) fund to be solvent and contri butions
coul d be decreased. He further asked whether she agreed wth
t hat position.

COWM SSI ONER BLUMER answered yes. She said she has sone tal king
points she is wlling to share with the commttee. She
reiterated she supports the governor's position.

CHAIR OLSON renmarked the bill would likely conme before the
cormmittee for the initial hearing before the |egislature.

3:37:51 PM
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REPRESENTATI VE JOSEPHSON asked whether an argunment m ght exist
that since Alaska's econony did not suffer a recession in 2007
and 2008, the U contributions should not be decreased since it
would be nore difficult to increase them during a subsequent
recession.

3:38: 20 PM

COWM SSI ONER BLUMER responded, in reality, the proposed bil
would only allow the comm ssioner of the DLMWD to suspend, in
part or in all, the proposed increase. Currently, she
understood the tax base is 3.32 percent. If the proposed bil

passes the legislature then the comm ssioner would neet with the
actuary next year to determne the percentage of the increase
and not on the actual tax base.

REPRESENTATI VE JOSEPHSON pointed out prior problens wth
actuaries' predictions relative to the Public Enployees'
Retirement System (PERS) and Teachers' Retirenent System (TRS)
and suggested cauti on.

COMW SSI ONER BLUMER related she will have information for the
commi tt ee.

REPRESENTATI VE REINBOLD said she has been inpressed with the
department's followup to questions. She thanked the
conmi ssi oner .

3:40: 05 PM

REPRESENTATI VE SADDLER asked the conm ssioner to identify areas
in which the workforce developnent is working and to identify
areas that need inprovenent.

COW SSI ONER BLUMER answered that she npbst proud of wonderfu
"Youth First"™ program as well as several other progranms that
hel p devel op | eadership skills.

3:41:09 PM

REPRESENTATI VE SADDLER asked for nost effective prograns.
COW SSI ONER  BLUMER offered her belief the nost effective
training prograns are grants, in which the departnment is worKking
with industry, such as the mning programw th the University of

Al aska Sout heast (UAS). She explained that the program is
extrenmely successful since industry is involved from the
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begi nni ng. She related that when students conplete the course
they are ready to work for the enpl oyer.

3:42: 05 PM

REPRESENTATI VE SADDLER asked Comm ssioner Bluner to identify the
| east effective program

COWM SSI ONER BLUMER said the departnent works wth grantees.
She said she enjoys the DLMWD and finding the right jobs for
peopl e. She said she did not encounter anything at the
department that she does not enjoy.

3:42: 47 PM

CHAIR OLSON asked about training program for the honebuil ders
and training for high school seniors.

COWM SSI ONER BLUMER answered that the departnent works with the
construction acadeny. She was unsure of the success rates, but
the program is extrenely popul ar. She reported the departnent
wi Il soon recognize and award busi nesses who have been extrenely
successful in getting people trained and into the construction
wor kf or ce

3:43: 43 PM

CHAI R OLSON said success rate is above 90 percent. He commended
the conmm ssioner on the construction acadeny, noting he has
heard specific success stories, and he characterized it as
pretty inpressive.

3:44: 27 PM

REPRESENTATI VE M LLETT said she has known M. Bluner on a
personal and professional |evel. She was working as a special
assi st ant and legislative liaison to the Departnent of

Adm ni stration (DOA) when she began working with D anne Bl uner.
At the time, M. Blunmer was working for |abor relations,
negoti ating | abor agreenents. She considered her a nentor. She
characterized Ms. Bluner as someone with excellent expertise in
| abor relations and personnel, but is also sonmeone who has a
pragmatic, realistic idea of labor relations, job outlooks, and
forecasts. She commended the working relationshi ps Conm ssi oner
Blumer has developed wth the wunions. She related the
commi ssioner has forged professional relationships. She said
she has the utnost confidence that Governor Parnell has picked
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the right person to serve as conm ssioner. She conmended the
commi ssioner's know edge and follow through. I n conclusion she
said she is fully behind this appointment and has worked wth
Comm ssi oner Bluner for eight years in several capacities.

3:47: 37 PM

CHAIR COLSON, after first determining no one else wshed to
testify, closed public testinony on the confirmation for Dianne
Bl umer as conm ssioner for the Departnent of Labor & Workforce
Devel opnent (DLWVD) .

3:47:54 PM

CHAI R OLSON reni nded nmenbers that signing the reports regarding
appointnments to boards and commissions in no way reflect
i ndi vidual nenbers' approval or disapproval of the appointees,
and that the nonmnations are nerely forwarded to the full
| egislature for confirmation or rejection.

3:48: 48 PM

CHAIR OLSON noved to advance the confirmation of D ane Bl uner,
appoi ntee as conm ssioner of the Department of Labor & Wbrkforce
Devel opnent to the joint session for consideration. There being
no objection, the confirmati on was advanced.

The commttee took an at-ease from3:49 to 3:53 p.m

HB 74- Al DEA: LNG PRQIECT; Dl VI DENDS; FI NANCI NG

3:53: 01 PM

CHAI R OLSON announced that the final order of business would be
HOUSE BILL NO 74, "An Act relating to devel opnent project
financing by the Alaska Industrial Developnment and Export
Aut hority; relating to the dividends from the Al aska I|ndustrial
and Export Aut hori ty; authorizing the Alaska [Industrial
Devel opnment 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.”

3:53: 05 PM
TED LEONARD, Executive Director, Alaska Industrial Devel opnent &

Export Authority (AIDEA), Departnent of Conmmerce, Conmunity, &
Econom ¢ Devel opnent (DCCED), introduced hinself.

HOUSE L&C COWM TTEE - 6- February 8, 2013



MARK DAVIS, Deputy Director, Al aska Industrial Developnment &
Export Authority (AIDEA), Departnent of Conmerce, Community, &
Econom ¢ Devel oprment (DCCED), introduced hinself.

3:53: 53 PM

MR. LEONARD stated that HB 74 consists of three parts. The
first part would allow Al aska Industrial Devel opment and Export
Aut hority (AIDEA) to provide financing for a project it does not
intend to own or acquire. The bill would allow AIDEA to
continue work with the legislature, and the administration in
noderni zing its tools. This bill would allow AIDEA to |everage
nor e of its I nvest nent by encour agi ng private sector
devel opnent . He explained this would also allow AIDEA to own a
project through a limted liability corporation (LLC), which
would give AIDEA nore protection on its natural resources

projects. To summarize, this bill would provide AIDEA with the
| east amount of risk when financing a project in which AIDEA is
| endi ng noney but will not own the project. In conclusion, this

tool could help protect AIDEA's assets as a |lender and part
owner, especially as AIDEA becones nore involved in helping to
fi nance natural resources' projects.

3:54:48 PM

MR. LEONARD said the second part of HB 74 would assist and nake
techni cal anmendnents to the dividend statutes. The Governnenta
Accounting Standards Board (GASB) has changed its definition of
term nol ogy and financial reporting statutes. This neans that
in order to provide the highest and maxi num di vi dend, Al DEA nust
change its statutes so AIDEA's termnology mnmatches GATSB s
t erm nol ogy. For exanple, AIDEA's definition for net position
must match the GATSB's definition of net position, he said.
Additionally, AIDEA has tw funds: the Revolving fund for
normal projects, and with passage of Senate Bill 25 in 2012, the
Sust ai nabl e Energy Transm ssion and Supply Devel opnent Fund
(SETS). Thus, AIDEA is asking the legislature for the authority
to calculate dividends on each individual fund separately
instead of the current netted cal cul ati on process. He expl ai ned
this is necessary so if SETS fund suffers a loss, it would not
affect AIDEA' s revolving fund. Thus far AIDEA has distributed
$345 million in dividends since 1998, he said.

3:56:40 PM
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MR. LEONARD explained that the third part of HB 74 would allow
AIDEA to participate in the developnment and financing of a
liquefied natural gas (LNG plant and a natural gas distribution
system in Interior Al aska. He explained this would all ow Al DEA
to work through the $355 million financing package the governor
is recomending to the legislature and also utilize the SETS
energy financing tools. In essence, one portion would authorize
AIDEA to lend to the project nore than one-third of the cost of
the project. Under SETS, AIDEA can only participate up to one-
third of the capital cost of the project. This change would
give AIDEA the authority to invest nore and to issue bonds to
hel p fi nance the project.

3:57:55 PM

CHAI R OLSON asked for clarification on the cap, whether it is a
dol | ar cap or a percentage.

MR. LEONARD answered that the new limt is based on one-third of
the capital cost.

MR. DAVIS answered that |I|egislative approval necessary for
| oans.

MR. LEONARD clarified that |egislative approval necessary for
bondi ng, too.

3:59: 00 PM

CHAIR OLSON asked where else AIDEA would foresee using this
capacity.

VR. DAVIS answered that the AIDEA has been working on
i npl enenting the SETS. He reported the agency has devel oped
regul ati ons, which have gone out for public comment and should
be in place by the end of March. He envisioned using this
program to support energy projects in rural Al aska, such as
propane gas distribution in the @lf of Al aska conmunities of
Cordova and Yakutat. Additionally, AIDEA is considering whether

this process could be used for wind farm devel opnent. He
suggested these projects would be projects sold into the grid
and would not be stand-al one projects. He remarked that the

additional funding authority could be wused for transm ssion
l'ines.

4:00:16 PM
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MR. DAVIS offered to provide a sectional analysis of HB 74. He
referred to page 3 to proposed Section 2 of HB 74, would allow
AIDEA to provide developnent project financing. Currently,
under AS 48.88.070 (2), AIDEA can own and operate projects;
however, this proposed section would extend the authority to add
devel opnent project financing. He characterized the change as
being nore of a private sector approach. This change also
corresponds to |anguage on page 9 of HB 74 by anending AS
44.88.172 (a), to allow project financing for devel opnent
projects that the authority does not intend to own or operate,
such as the Skagway Ore termnal. This provision wuld ask the
| egislature for the authority to use AIDEA' s revolving fund to
provi de devel opnent project financing as M. Leonard previously
ment i oned. Thus, this would allow the current $480 mllion in
the AIDEA's revolving fund to be wused for financing. He
clarified this doesn't nean Al DEA would not own projects, nor is
this a change in direction, but it would sinply give AIDEA
anot her tool to use.

4:02: 39 PM
REPRESENTATI VE M LLETT referred to page 4, line 7 of HB 74. She
asked the reason for the change from "Alaska" to "state" since

this term seens interchangeabl e.

MR. DAVIS answered this change is a technical change requested

by the Departnment of Law (DOL). In further response, he said he
was unsure if the changes would be nmade to all statutes; however
it would specifically change the term in this instance. He

characterized the change as a reconciling fornmat.
4:03: 53 PM

MR. DAVIS turned to paynent of dividends on page 8. He stated
that AIDEA defines three ternms in AS 44.88.088(b). Wiile the
term "base fiscal year" would stay the same, new standards woul d
be added under the GASB board for "net incone" and "unrestricted
net inconme." In essence, this would allow the dividend to
i ncrease, he said.

4:05:23 PM

MR. DAVIS referred to page 7, to another technical amendnment

which would allow AIDEA to pay a dividend fromthe current Al DEA
revolving fund and the new SETS fund. He expl ained Al DEA was
originally intended to pay a single dividend; however, the Al DEA
accounting staff suggested it wuld be better to pay the
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di vidend from each of the two funds. Thus if one fund was not
maki ng noney the other fund wouldn't be tapped, and different
rates of return from each fund could occur, which is consistent
with energy projects. He suggested that this makes sense. He
poi nted out changes on page 7 that affect AIDEA s Revolving fund
and on page 8 for the SETS fund. This concludes the substantive

| egal issue changes in the bill, he said.

4. 06: 21 PM

MR. DAVIS turned to page 10, to proposed Section 10, which would
anmend the uncodified |aw. He said this is designed to nake a
one-time change - a waiver - which would allow Al DEA to provide

financing nmore than one-third of the loan for the size of
proj ect contenpl at ed. Additionally, he advised that AIDEA is
required by statute to request authority bonding in excess of
$10 mllion so this bill would request authority to issue bonds
of $150 million.

4.:07:41 PM

MR. DAVIS said while this provision would give Al DEA additiona
legal tools, in essence, the bill would support the governor's
Interior energy plan. The governor's Interior energy plan

consists of four components: $150 million in bonding authority;
an appropriation authority from the SETS fund in the anount of
$125 mllion at an approximately rate of 3 percent; a one-tine
general fund appropriation to AIDEA for $50 million specifically
for the LNG plant construction; and existing gas storage credits
of $30 million - which passed the legislature |last session. To
summarize, the entire governor's plan for the project would
total $355 nmillion, he said. This would allow AIDEA an
opportunity to pursue the possibility of building a small LNG
plant on the North Slope, truck the gas to Fairbanks, and place

the gas into a natural gas distribution system Al t hough a
small natural gas distribution system currently exists, the
aforenmentioned $150 mllion would be wused to build out the

natural gas distribution systemin Fairbanks, he stated.
4:08: 58 PM

MR. DAVIS explained that the rest of funds - the $125 mllion
SETS loan, and $50 mllion appropriation for AIDEA - would be
used to support the construction of the LNG plant itself. The
goal wuld be to provide gas delivered to Fairbanks at
approxi mately $10.32 per [thousand cubic feet] Mf. He rel ated
that AIDEA is currently undergoing a process to ensure it is
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possible to do so. He explained that on Decenber 8, AlIDEA sent
out a request for interest, received 16 responses, and revi ewed
the responses internally. He related AIDEA plans hire an
engineering firm with expertise in LNG plants, and will expect
AlDEA' s project manager - Jim Strandberg - and the consultant
team to begin the process to consider the feasibility of the
project, including the process and cost of a building an LNG
natural gas distribution system along with possible |ocations.
In fact, AIDEA has received turnkey offers in the responses,
meaning that the conpanies already have the pad, and are
offering to build it. Additionally, other firns offered to work
with AIDEA to acconplish the project.

4:10: 32 PM

MR DAVIS pointed out that if HB 74 passes it doesn't
necessarily nmean funds wll be spent since AIDEA wll conply
with the standard process it uses on all projects. First, the
Al DEA board would want to ensure the project neets its statutory
authority and goals. In this instance, the determ nation has

already been nmade since AIDEA is authorized to build a
gasification project under the SETS fundi ng. Next, Al DEA woul d
perform the necessary due diligence to nake certain the project

will pencil out to ensure AIDEA can make a return, as well as
for the private sector. However, the proposed LNG plant cannot
be built solely fromfunds authorized in this bill. In fact, it
will be necessary for AIDEA to reach out to obtain private
capital to nmake this project work. "That's how Al DEA works," he
sai d.

4:11:16 PM

REPRESENTATI VE M LLETT recalled he nentioned $150 mllion for
distribution in Fairbanks. She asked whether noney is set aside
for a study first and the funding would be used for the natura
gas distribution system

MR. DAVI S answered that AlIDEA has resources available it can use
to invest in projects. Thus AIDEA would use internal funds to
conduct the study; however, the $150 million represents AIDEA' s
best estimate for costs to build a natural gas distribution
system for the core and m ddl e-density areas of Fairbanks. He
offered his belief this represents the best opportunity to
supply gas to the maxi mum anount of people at the best cost. 1In
further response, M. Davis said he was unsure of the nunber of
hones that woul d be served.
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4:12: 44 PM

GENE THERRI AULT, Deputy Director, Statewde Energy Policy
Devel opnent, Alaska Energy Authority (AEA), Department  of
Commerce, Comunity, & Econom c Devel opnent (DCCED), explained
that two proposals are planned in Fairbanks for the build out:
Fai rbanks Natural Gas, the existing operator of the snal
di stribution system plans to push out and cover 16,000 hones;
and the Fairbanks Econom c Devel opnent Corporation (FEDC)
previously received state noney to consider how far the natura
gas distribution system could be built out. He reported the
FEDC has estimated it may be able to serve 22,000 hornes. He
reiterated that this would represent the core dense area and the
secondary area, but would cover as much of the Interior housing
and busi ness comunity as possi bl e.

REPRESENTATI VE M LLETT asked whet her honeowners woul d incur any
costs to connect to the natural gas distribution system

MR. DAVI S agreed various ways to construct hookups exist, but he
envi sioned AIDEA s design would be to lower the actual cost or

finance hookup costs. He reiterated various nodels exist, but
obviously the lower cost or best financing for homeowners is an
i nportant consideration. He said he personally worked on the

G rdwood gas conversion 20 years ago so he is sensitive to
peopl e's concerns about hookup costs.

4:14:50 PM

REPRESENTATIVE M LLETT asked whether the 16,000 or 22,000
homeowners have any "buy in" for the project if costs are
associated with a necessary conversion to LNG

MR. DAVIS answered that the best sales plan for honmeowners is
AIDEA's work to supply gas to Fairbanks at $10.32 Mf wth
delivery estimates ranging from $13 to $17.29. He said this is
based on nodels that the Al aska Energy Authority (AEA) has
performed wusing various assunptions and paraneters. He
concluded that LNG service should result in a 40 to 50 percent
reduction in heating cost bills to the Fairbanks' honmeowners,
conpared to current diesel fuel <cost of $3.90 per gallon.
Accordingly, if diesel fuel costs increase, this would only
improve the viability of the project, he said.

4:16: 15 PM
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REPRESENTATI VE M LLETT asked how it would inpact Fairbanks if
the state invests $355 nillion for thermal heat and then
conpeting projects in Anchorage are subsequently built. She
suggested this would nake electricity cost effective and
wondered if residents would then need to convert from liquefied

natural gas to electric heat. She acknow edged this project -
the LNG and natural gas distribution system project to serve
Fai rbanks - sounds good now, but expressed concern about what

m ght happen if a | ower cost solution arrives |later.

MR. LEONARD acknowl edged a proposed in-state pipeline is
certainly a potential project; however, AIDEA believes such a
project would be conpatible with the proposed LNG project in
Fai r banks. He advised that prior to building out the natural
gas distribution system a guarantee nust exist to ensure gas is
available to serve the custoners. He pointed out that AlIDEA
believes the $150 million in bonding would sufficiently build
out the distribution system to acconmobdate gas. Granted, the
natural gas distribution system would be built in sections, but
Al DEA would not need to issue bonds as a whole; instead, AlIDEA
would issue bonds as needed to build out the natural gas
di stribution system Further, one of AIDEA's roles has been to
deternmi ne whether projects pencil out to benefit consuners. I n
fact, this project was designed by the governor to provide |ow
cost financing and the only pure state grant funding request is
the $50 mllion equity funding since the rest of the project
would be financed with private sector and utility funds. He
poi nted out determ ning cost effective availability of
el ectricity goes beyond AIDEA's ability so he deferred to M.
Therriault to answer that question. However, he reiterated that
Al DEA bel i eves synergy exists between the two projects.

4:19: 42 PM

REPRESENTATI VE M LLETT said she is hopeful that the Healy C ean
Coal Project (HCCP) wll provide another opportunity for |ow
cost electricity to the Railbelt. She surm sed coal would be
t he nost cost effective energy.

MR. LEONARD said AlDEA al so hopes that HCCP will be up quickly;
however, he understood that HCCP would not replace heating in
Fai r banks. Wiile CGolden Valley Electric Association (GVEA)
could explain this nore fully, GVEA anticipates one of its
turbines could be switched to gas. In conclusion, AlDEA
believes that HCCP comng online will help reduce electrical
costs in Fairbanks, but will not replace using gas for heating.
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4:21: 06 PM

REPRESENTATI VE JOSEPHSON recalled the GVEA said it would take
$400 to 600 mllion and nore than 22,000 hones to do so. He
assunmed that nunber of honmes would serve about 60,000 people.
He asked whether the LNG project and natural gas distribution
system woul d cover everyone.

MR. DAVIS said this project is not designed to cover everyone,
but the natural gas distribution system would cover the nost
cost effective areas. He understood the proposed project would
produce a two-percent stream of propane, which could provide
heating for approxinmately 2,200 additional honmes. He reiterated
a natural gas distribution system typically serves core areas.
For exanple the Matanuska-Susitna valley service is an exanple
of this.

4:22:34 PM

MR. DAVIS suggested AIDEA believes this project wuld be a
bridge to the gas pipelines, albeit an inportant one, since any
pi pelines would be designed to provide greater coverage. For
exanple, the Alaska Stand Alone Pipeline (ASAP) study covers
substantially nore custonmers than this project, he said.

MR. LEONARD cautioned that $355 mllion does not represent the
full build out natural gas distribution systemin Fairbanks, but
woul d provide the core build out of the system Thus, the core
build out of the natural gas distribution system would provide
the catalyst to expand the natural gas distribution system He
recalled the full natural gas distribution system build out
would cost $400 to 500 million and the initial distribution
plant would cost $220 million for nine billion cubic feet (BCF)
system He explained the system could be expanded in 4 Mf
segments up to 20 BCF. He reiterated the $355 mllion would not
cover a full build out or a full nmaxinmm capacity plant;
however, the LNG plant and natural gas distribution system is
meant to be the core and catalyst to provide cheaper energy to

Fai r banks. Additionally, AIDEA believes this project would
provide the basis to finance the additional build out of the
natural gas distribution system He reiterated the $355 nillion

represents the core anount to get the project going. Even so
he did not anticipate AIDEA conming to the state for additiona
funds, he said. Instead, he stated that once the project is
operational, the natural gas distribution system wll be built
on the success of getting the highest and medi um sections built.
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4:24:49 PM

REPRESENTATI VE JOSEPHSON asked for scalability to large or small
gas lines and whether the proposed LNG and natural gas
distribution system to Fairbanks has value to the proposed
natural gas projects.

MR. LEONARD answered that the way the projects nerge together is
that first AIDEA would provide gas to Fairbanks and then build
out the natural gas distribution system Meanwhil e, the state
must decide which gasline will conme to Fairbanks. Once the
natural gas flows to Fairbanks, demand from the LNG plant exists
either by noving the LNG plant to Fairbanks and using the

natural gas pipeline to serve Interior Alaska or the LNG wll be
used in mnnes. For exanple, AIDEA is currently working on the
proposed road to Anbler. However, once built, the mnes in the

Anbl er area would need an estimated at 180 negabytes of energy
and anticipates using natural gas as feedstock for these plants.
He reiterated AIDEA believes trucking LNG to Fairbanks is an
interim solution that would help pronote the natural gas
distribution system once a natural gas pipeline is built to
Fai r banks, the LNG plant could be used for another purpose.

MR. DAVIS interjected that is inportant since the |life of the
proposed LNG plant is beyond the anticipated use for Fairbanks.
Therefore, by finding residual uses for the plant, which AlIDEA
believes exists, would allow AIDEA to anortize the plant over
the appropriation life of the plant and therefore reduce the
debt service.

4:27:29 PM

CHAI R OLSON asked for investnment by Fairbanks, Fairbanks Natural
Gas, Fairbanks North Star Borough (FNSB), the Fairbanks North
Star Borough School District since this wll allow for
signi ficant savings.

MR. DAVI S answered that AIDEA anticipates traveling to Fairbanks
in the near future, and that contracts will need to be in place
for financing since financing can't occur w thout commitnents.
Again, this represents a finance package and not anything beyond
the normal AIDEA process. Currently, AIDEA will examne the
benefits of the engineering that offered by other groups, which
is part of the due diligence process. He acknow edged that
AIDEA is on a fast track to get this done since people need a
sol ution; however, the LNG project will also provide a bridge to
a natural gas pipeline. He offered his belief |ong-term markets
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exist for trucked LNG to areas that cannot be served by a
pi pel i ne. He said sone uses are industrial, such as for mnes.
In fact, mnes prefer trucking in LNG rather than using diesel
in ternms of cost. Further, LNG has |ess environnmental i npact,
which is also inportant to m ning. Finally, LNG can also be
used for other residential uses so it provides a flexible plan
to work with pipeline.

4:29:30 PM

CHAI R OLSON asked specifically what Fairbanks Natural Gas, LLC
(FNG wll bring to the table.

MR DAVIS related that FNG has made a proposal which is
confidential so he is not at liberty to disclose the specifics.
He added that AIDEA is current nmeeting with FNG but it doesn't
mean an agreenent will be reached. Additionally, GVEA has al so
made a proposal and AIDEA will neet with them too.

4:30:17 PM

MR. DAVIS concluded AIDEA is very pleased with the idea that
good proposal s have been received. He said that AIDEA's job as
the state investnment bank is to review proposals and determ ne
which one wll best neets the governor's stated goal: to
substantially lower the cost of energy in Fairbanks. I n
response to a question, he suggested that within the next three
weeks AIDEA should be able to advise the legislature on the
assessnment of the proposals before them

CHAIR OLSON asked how the |legislature could make such a mmjor
decision since it does not currently have a | ot of information.

MR DAVIS clarified that AIDEA is requesting an appropriation
from the |egislature which would not be used unless AlDEA neets
its goals. He reiterated that the project cannot nove forward
unl ess Al DEA deternines the project is viable.

CHAI R OLSON questioned this since once the noney is available an
expectation occurs that the project will be built. He said he
personal |y needs nore information on the proposals.

4:31:49 PM

REPRESENTATI VE REI NBOLD commented everyone wants solutions to

the energy problens and legislators are aware of Interior
Al aska's needs for relief; however, she did not want anything
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renotely like the price tag - the $500 mllion on the Al aska
Gasline Inducenment Act (AG A) project. She asked whet her Al DEA
has checked with the private sector to determne if this project
fits into a | ong-term energy pl an.

MR. DAVIS answered yes. He explained that the request for
information to the private sector was sent to assess interest.
Further, the proposed LNG project and natural gas distribution
systemis intended to be a public private partnership (P3) wth
Al DEA. Initially, A DEA would like to drive rates down to help
consuners, but the long-term plan for the proposed LNG plant is
to sell LNG conmercially. Therefore, AIDEA has been checking
demand with the private sector nmarket for the proposed plant.
He envisioned two streans for the proposed LNG plant: one
consisting of regulated utility streamdirected to a natural gas
di stribution system in Fairbanks; second, a stream directed to
industrial uses at a different, non-regul ated pri ce.

4:33:13 PM

REPRESENTATI VE REI NBOLD stated she wanted to nake sure that the
project fits in with |ong-range energy plans. She said, "I'm
going to be cautiously listening to the long-term solution for
the energy plan and nmaking sure it fits into that."

MR. DAVI S responded that AIDEA invests in projects for a return
and supports energy plans, which is the reason AIDEA is working
with the Al aska Energy Authority (AEA). The advantage of having
AEA as a partner is that AEA can provide the policy side to
ensure consistency and AIDEA can provide the financing side.
The AIDEA considers this project as conpatible with a pipeline
so project planning is based on another source of gas that wll
subsequent |y supplant the LNG Thus AIDEA w |l determ ne whether
the LNG project pencils out in the short run, and if natural gas
beconmes avail able whether the plant can be used, and if AlDEA
can obtain a rate of return sufficient to repay the debt
servi ce. He concluded by stating that is the process Al DEA has
been usi ng.

4:34:31 PM

REPRESENTATI VE JOSEPHSON asked expressed concern that other gas
projects will supplant the LNG project.

MR. DAVIS acknowl edged it may have been due to his choice of

synt ax. He clarified, with respect to the LNG and natural gas
di stribution system in Fairbanks, that a natural gas pipeline
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woul d be an excellent way to supply gas to najor city; however,
in terms of residual use the LNG could also be supplied to
i ndustrial and residential users outside of Fairbanks.

4:35:19 PM

REPRESENTATI VE JOSEPHSON asked him to describe the nobility of
the LNG plant, and whether it could be relocated fromthe North
Sl ope.

MR. DAVIS related that the request for interest specified the
proposed LNG plant nmust have a noveable capability sufficient to
traverse the Dalton highway. Thus the proposed LNG plant could
be noved to any location on the road system he stated.
Currently, AIDEA is considering Fairbanks as a potential LNG
plant | ocation to support the Anbler district mning, but an LNG
pl ant could be noved to Southcentral Alaska if gas needs exist
in that area. Naturally, any business plan would exam ne all
the paranmeters, including any market changes; however, his job
is to ensure AIDEA builds a project with a rate of return built
into it that works for the private sector.

4:36: 37 PM
REPRESENTATI VE JOSEPHSON asked him to conpare his bill to
another AIDEA bill before the legislature introduced by

Representative T WI son.

MR. DAVIS responded that the aforementioned bill, HB 58,
proposes to provide funding for the LNG plant, but not for the
rest of the natural gas distribution system Wi |l e Al DEA has
not devel oped an opinion on that bill, HB 74 places the LNGto a
source, which is probably a good business plan. O course, the
first question the bond market nust ask is the source of gas to
put into the distribution system Alternatively, to build an
LNG plant, the bond market will ask who will purchase the gas.
He explained that HB 74 would build using a tandem process so
the financial questions are answered on both sides of the
equat i on.

4:37:35 PM
CHAI R OLSON invited Representative T. WLSON to join the table.

4:37:46 PM
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REPRESENTATI VE JOSEPHSON offered his belief that this begs the
guestion in terns of production and distribution. He suggested
the conmttee would need to hear nore about the proposed natural

gas supply.

MR. DAVIS answered that two of the proposals of interest have
contracts in place with one of the North Slope producers;
however, the details remain confidential.

4:38:40 PM

MR. LEONARD reiterated that AIDEA's involvenent is due to
project financing capability. The governor's finance package is
based on a private sector nodel of |ow cost financing. In fact,
one of AIDEA's main roles is to provide access to |ow cost
capi tal for projects. Furt her, the request for state
appropriation is limted to a $50 mllion catalyst, with the
rest of the financing - the bonds and the $125 mllion SETS
| oan- woul d be repaid over the life of the LNG pl ant.

4:39:42 PM

REPRESENTATIVE T. WLSON asked whether AIDEA has projected
specifically how ot her conmunities would benefit.

MR. LEONARD answered that AIDEA wll assess other demands as
part of due diligence process. He said AIDEA believes that the
LNG plant would be used by nore than just Fairbanks, especially
once a natural gas line connects to Fairbanks Al DEA would fund
alternative denmands. He concluded that AIDEA is currently
undertaki ng this process.

REPRESENTATIVE T. WLSON said she would not go so far as to
characterize the project in HB 74 as being a statew de project;
however, she acknow edged that Fairbanks is not the only
community with energy needs. She offered her belief that this
project could answer some of the rural comunities, as well as
sone of the Railbelt communities.

CHAI R OLSON poi nted out AIDEA previously mentioned providing LNG
to villages and m ning areas.

4:41: 15 PM

MR. LEONARD pointed out that AIDEA also assesses economc
devel opnent . He said AIDEA believes this plant provide mnes
with an alternative to the high cost of energy needs. He
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enphasi zed that the cost of energy would play a vital part in
determning feasibility of devel opi ng any m ne.

MR. DAVIS remarked that AIDEA has been asked to develop an
industrial road for the Anbler mning district and through this
process AIDEA has identified a need for energy, and internally
identified LNG as the best source, confirned by the mnes. Even
t hough this doesn't mean these mnes wll be built, AIDEA has
begun the environnmental process and the mnes are working on a
menor andum of understanding (MOU) to develop their mnes.

Perhaps the two will conme together, and if they do, at a certain
point the mines will need a | ot of energy.
4. 42:48 PM

JOVD  STEWART, Energy Project Manager , Fai rbanks Econom c
Devel opment Corporation (FEDC) stated he wshed to speak in

support of the bill, the process, and the policy decision the
bill represents. He said the FEDC energy believes that energy
is a necessary conponent and fundanmental under pinning. The
avai lability and affordability of energy inpacts all other

aspects of the econony, and it either acts as a lubricant for
the econony or drains the well of financial capital and sapping
the economc vitality of a comunity. In fact, in Alaska this
is true on a statewde basis; however, in Fairbanks the
chal l enge has been the affordability of energy. Thus, while
plenty of energy is available in Fairbanks, energy costs are
pricey and is draining the well of financial capital, he said.
At the same tinme, Anchorage and the Cook Inlet have experienced
energy at a good price, but as the decline curve begins to kick
in, these communities are also facing an availability chall enge.

4: 44: 48 PM

MR. STEWART, in response to Representative MIllett's concern,
related that in 2011, the legislature funded a $500,000 gas
di stribution study in Fairbanks. Al t hough Fairbanks wanted to

transition to gas, and a nunber of proposals - either a bullet
line or the large dianeter line - were proposing pipelines
transiting Fai r banks, the community did not have any
di stribution system infrastructure. In fact, that study was
conpleted in 2012 and reported to the legislature. I n
Fai rbanks, there is broad agreenent that the governor's proposal
represents a good start. The FEDC understood that |arge scale
grants would not I|ikely be forthcomng, but FEDC wanted to

explore ways to help community to transition to gas under a
payback system He offered his belief this bill provides that
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system He said FEDC believes the policy decisions were nade
several years ago with the power project fund and the SETS funds
were created to allow for project financing. The question is
whether the state will use those mechanisns in earnest to help
comunities transition to fuels that would allow energy to be an
underpinning and fuel for the engine of growh rather than a
drain on community fi nances.

4:46: 34 PM

MVR. STEWART recal | ed Representative MIllett nment i oned
electricity and asked whether a Susitna Hydroelectric project
m ght come along and meke the LNG plant obsolete. He then
answered that question, relating the FEDC started with the goal
of bringing affordable energy to as nany residences and
busi nesses as possible, as quickly as possible. The FEDC chose
as a target $15 per million nmetric British thermal units (MvBtu)
to the structure, whether it was a honme or a business. However,
to use electricity the cost would need to be $.05 per Kkilowatt
hour (kWh). Currently, Fairbanks electricity runs $.23 per kW,
with $.13 representing GVEA' s over head. Even if fuel was free,
Fai rbanks's cost woul d be double the target anmount of $15 MVBt u,
he said. In fact, it would be conparable to current fuel costs.

MR. STEWART di scussed the feasibility of the proposed LNG plant.

Actually, the bullet line economcs requires a fully built out
Fai rbanks, wusing 19 - 21 billion cubic feet (Bcf) of gas.
Currently, Fairbanks uses about 1 Bcf of gas. In essence, the
LNG plant would allow the comunity to build out its
infrastructure. He characterized this as a chicken and egg
concept, in that gas becones available but the comunity does
not have a natural gas distribution system or the distribution
system exists without any gas to feed it. He enphasi zed that

nmoving forward an LNG facility with a natural gas distribution
system all ows Fairbanks to build out its infrastructure to feed
| arger projects, such as a bullet line or the major gas line to
t he coast.

4:48: 55 PM

MR. STEWART pointed out that the LNG could have a longer life
even when | arger projects cone on line. Once LNGis on a truck
it can go anywhere via the road system such as Healy, Denali,
G ennallen, or Tal keetna. Wiile Fairbanks is first at the gate
since it has been working on these issues for sone tine, the
utility of having LNG to serve other conmunities wll still
remain. Finally, in ternms of grant versus financing issues,
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Fai rbanks is financially challenged since fuel oil costs have
been sucking $200 to 400 million per year from the community,
which has placed a serious drain on Fairbanks's econony.
However, the FEDC still believes it has the neans to provide
payback. Initially, FEDC considered creating a revolving |oan
fund so rather than give noney to a project the state would make
funds available to a project, the project would repay the fund
so the funds would be available for other conmmunities who are
ready to begin to transition into the |ower-cost paradigm He
conceded that the FEDC believes HB 74 takes a step in that
direction.

4:51: 05 PM

REPRESENTATIVE T. WLSON, Alaska State Legislature, said she
would Iike to answer a few questions she has heard asked in the
bui | di ng. According the Environnental Protection Agency (EPA)

Fai rbanks has an air quality problem In fact, Fairbanks has
becone a non-attainnent area, subject to transportation funding
| osses, in particular for any potential troops. As a result,
Fai rbanks nmust find an affordable, alternative source of energy.
Currently, wood, coal, oil, or gas represent potential choices,
but fuel oil is currently $4.10 per gallon. Addi tionally, the
average tenperature in Novenber and Decenber was mnus 30
degr ees. Luckily the tenporary is zero today. Al t hough her
first choice would be to have a private conpany provide energy,
Fai rbanks is too small to attract a private conpany, she said

However, the community can only grow if it has an econom cal
source of energy. Once again, this creates the chicken and the
egg circunstance since the comunity can only attract affordable
energy if it grows and it can't grow w thout affordable energy.
She offered her belief the LNG project in HB 74 is not |limted
to Fairbanks. G anted, the Fairbanks comunity would initially
benefit the nost; however, the LNG could also serve the rura
residents who have been noving from the rural communities into
Fai rbanks and Anchorage areas since affordable energy is not

avai lable in rural Al aska. In fact, rural Al aska's costs are
worse than what Fairbanks is experiencing. Naturally, she is
excited a pipeline project wll conme to Fairbanks; however,

Fai rbanks can't wait ten years for it to arrive due to econonics
and the | oom ng negative inpacts fromthe EPA

4:53: 38 PM
REPRESENTATI VE T. WLSON suggested that Fairbanks is conparing

affordable gas to oil. She pointed to the University of Al aska
Fairbanks and its desire to put in a coal plant since even
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natural gas is not as affordable as coal. Specifically, for
sake of the Fairbanks community, the LNG project would be an
interim nmeasure and not a conpeting project. In short, the
proposed gaslines nust undergo substantial permtting processes,
while the EPA insists Fairbanks use cleaner energy. She said,
"I know. | don't get it either. W're under those two guns at
this point." At the present tinme, AIDEA is going after the next
step, which is what to do when Fairbanks does not need the LNG
any longer. Fortunately, Alaska has mnes in areas that the gas

line will not serve. In fact, the gas line will not get to
other parts of the state first. Therefore, AIDEA has been
considering ways to ensure the proposed LNG is usable in 25
years. In conclusion, she said that Fairbanks appreciates the
governor's plan so Fairbanks will rmake it work; however, the
proposed LNG plant is not just for Fairbanks. Further, she

acknow edged sonme comunities have felt the stress even |onger
t han Fai r banks has.

4:55:11 PM

REPRESENTATI VE REI NBOLD asked for clarification on the cost.
She remarked that many people are afraid of another AG A, in
which the state is awaiting the private sector, which turns out
to be false hope, even though it is a $500 nillion project.
Granted, the financing is different, she said.

CHAIR OLSON interjected it is a different $500 million.

REPRESENTATI VE REI NBOLD enphasi zed the |egislature wants a | ong-
term energy plan and wants a solution; however, she would |ike
to know how this fits together, what other comunities wll
invest, and whether it is truly a plan that is worth investing
in.

REPRESENTATIVE T. WLSON answered that Fairbanks is definitely
worth investing in. In fact, Fairbanks wll not continue to
exist if it does not obtain affordabl e enerqgy.

4:56: 36 PM

REPRESENTATIVE T. WLSON conpared the proposed funding for the
LNG project wth AGQGA First, the state would not be giving
Fai rbanks $500 million to see what mght happen in a 10- to 20-
year timeframe. At the onset, this is broken down into specific
parts, including storage tanks the |egislature funded through
tax credits. Second, the infrastructure would be built from
| oans or bonds and not an appropriation. Specifically, the $50
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mllion for the proposed LNG project requires Al DEA to undergo
its due diligence process for bonding, which neans Al DEA nust
determ ne the project pencils out. If not, loans would need to
make up the $200 to $225 mllion necessary for the project.
Therefore, additional natural gas distribution system funds
won't be spent unless the proposed LNG plant is in place. Wth
AG A the state funded mllions of dollars for permtting;
however, that type of permtting is not required for the
proposed LNG pl ant, she said.

4:57:59 PM

REPRESENTATI VE REI NBOLD asked whether the |ocal owners are on
board for the necessary conversions.

REPRESENTATI VE T. WLSON related the legislature is considering
a bill that would create a lowinterest |oan program for
homeowners who inprove or replace their honme heating systens.
Addi tionally, homeowners can apply for rebates. She said, "They
are absolutely buying in. W're having them buy in even on the
wood stove change out program"  She continued by stating that
Fairbanks is changing its system from wood stoves to neet the
EPA's air quality requirenents. She enphasi zed that Fairbanks
cannot continue to use diesel fuel oil, even if prices dropped
slightly; however, the alternative energy is primarily wood.
She offered her belief that Fairbanks cannot meet the EPA' s

requi renents wthout using gas. In fact, the state stands to
risk losing its transportation funds if Fairbanks cannot neet
attai nment, she said. In further response, Representative T.

Wl son answered that it fits into the |ong-range energy plan,
and is not a conpeting plan. The federal governnent requires so
much permtting and it takes so long to go through the process,
she sai d.

4:59:55 PM

REPRESENTATIVE T. WLSON characterized the proposed LNG project
as an interim project; however, what nakes the project nore
feasible is the proposed LNG wll be available for mning;
districts and Fairbanks is already seeking partnerships. She
reiterated that $50 million is the requested state appropriation
and the rest of the financing would be in | oans and bonds. I n
fact, if it needs to cone from the capital budget she would
endorse it as worthwhile.

5:00: 32 PM
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CHAIR OLSON comented the nobst conpelling argument he heard
today is the |ife and safety issue. He enphasized that people
need to be rem nded how bad the situation is for Fairbanks in
terms of air quality. He stated that public testinony would be
hel d open on HB 74.

[HB 74 was hel d over. ]

5:01:18 PM

ADJ QURNIVENT

There being no further business before the commttee, the House

Labor and Commerce Standing Conmttee neeting was adjourned at
5:01 p.m
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