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3:30: 38 PM

CHAIR CATHY GESSEL called the Senate Resources Standing
Commttee neeting to order at 3:31 p.m Present at the call to
order were Senators French, Bishop, Dyson, Fairclough, M cciche
and Chair G essel.

Who's Keeping the Lights and Heat On? Probl ens and Sol uti ons

3:31: 04 PM

CHAIR G ESSEL remarked that in 2008 the commttee heard the sane
topic and that they would hear from the Gas Supply Study G oup
t oday.

3:32: 01 PM

DAN SULLI VAN, WMayor, Anchorage, AK, said the problem of reliable
gas supply is a top priority, because utilities had indicated
there wouldn't be enough after 2012. Now that it's 2013 it has
become a much nore visible reality, so he forned this energy
task force called the Gas Supply Study Goup. It has worked
closely with the utilities, the producers, the large users of
energy in Southcentral. First, after sone scary incidents, they
recogni zed that plans were needed so that everyone would know
what their role was if there were to be a disruption in supply.

More inportantly, they are working on preventing the problem
t hrough conservation and their Energy Watch Program asks fol ks
to "turn it down and turn it off" if the alert goes out. He said
that public awareness was starting to increase as people start
to participate in saving energy.

MAYOR SULLIVAN said the |egislature hel ped by passing HB 280/ SB
309 in 2010 that incentivized new drilling activity and gas
storage in Cook 1Inlet and those activities had increased
dramatically with new players and gas storage comng on line
this year. But he warned that there is a disconnect between
activity and production. Right now if you ask the new players in
Cook Inlet if they are willing to sign a gas comrtnent contract
for 2014 or beyond, not many hands would be raised. So a supply
gap situation is approaching.

3:35:44 PM

MAYOR SULLI VAN said it is gratifying to know that there is unity
of purpose anong all the utilities in the form of the Long-term
Gas Supply Work G oup.

SENATOR M CCI CHE asked why the producers would be hesitant to
sign a long-termgas supply contract.

SENATE RES COW TTEE - 3- January 23, 2013



MAYOR SULLI VAN answered that it was just a matter of having a
confirmed supply to commt. He noted that Hlcorp (that just
pur chased the Chevron/ Marathon assets) would now control about
70 percent of Cook Inlet gas fields. They are a very aggressive
conpany and he thought they felt very confident they could neet
a good portion of this challenge, if not all.

3:37:43 PM
MJORA SMTH, Vice President & General Counsel, Enstar Natural
Gas Co., Anchorage, AK, introduced herself.

BRAD EVANS, CEO Chugach Electric Association, Inc., Anchorage,
AK, introduced hinself.

JAMES POSEY, General WManager, Muinicipal Light & Power (M&P)
Anchor age, AK, introduced hinself.

3:38: 30 PM
M5. SM TH said several nenbers of the group were in the audi ence
and that all Southcentral wutilities were working together on

this problem

She said each Southcentral wutility was given a certificate of
publi c conveni ence and necessity by the Regul atory Comm ssion of
Al aska (RCA), so they don't see a decline curve that has no end
or a cliff, but they do see a challenge to their everyday
busi ness. The curve covers about half of the state's popul ation
and that is why they are | ooking so hard for a solution.

M5. SMTH said when Protechnical Resources Alaska (PRA) was
engaged by the utility group to |ook at supply and demand issues
they were asked to prepare a decline curve analysis, which
| ooked at existing wells and projected how nuch they would
produce going forward. That was built as a base case, but then
knowi ng that additional exploration activities were going on,
they decided to build that into it. This sensitivity added 10
mcf/day each year through 2019 and another nodel added 20
mmcf/day for each year between 2013 and 2019. So, the group
didn't assune that existing wells, the base case, was what would
sustain them into the future. However, even in light of that
addi tional production, a shortfall is expected.

3:41: 34 PM

Cook Inlet demand included fuel operations by producers of oil
and gas in the Inlet, Tesoro's gas demand and utility denmand
about 80 bcf/yr. O that, Enstar is 34 bcf percent, Chugach is
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around 25 bcf and M&P is around 12 bcf. But the demand grows
very precipitously to a point in 2017, for exanple, when there
is not enough gas in the Inlet to supply Chugach, for exanple
It's not as if the gas would be distributed in that way, but it
gi ves people a sense of the magnitude of the problem

3:42: 36 PM

She thought it would be helpful to look at what Enstar went
through in Decenber 2012, the coldest year since 1982. There
were a lot of demands on the Inlet that year not just the
"native demand” through the utilities, which was heightened by
the cold, but also an increased denand for export activities and
filling Cook Inlet Natural Gas Storage Al aska (CINGSA) up (which
needed both working gas and PAD gas to fill the reservoir's
contracted demand).

CHAIR G ESSEL asked her to define PAD gas and her other
ref erences.

M5. SM TH explained that Cook Inlet Natural Gas Storage Al aska
is an LLC, a public utility that was begun as a result of the

Cook Inlet Recovery Act. It was a group effort anong the
utilities; Enstar's parent conpany is one of the co-owners and
it has mnority owners as well. It took a largely depleted

natural gas reservoir and added two kinds of gas to nake it a
functioning natural gas storage reservoir. One kind of gas
belongs to CINGSA and that is the PADS gas and it stays there
for the l|ife of the facility. It's there to ensure that
pressures remain at the appropriate levels so that you can get
the stuff out that you put in. The other kind is working gas and
the capacity of CINGSA is 11 bcf/working gas. CINGSA has three
custoners at this point: Enstar (70 percent), Chugach and
Muni ci pal Light and Power (M.&P)

3:45: 06 PM

She explained that the point of CINGSA was to address the
deliverability problem but there are two versions of it. One
has to do with the volumetric shortfall and the other is if the
Inlet will produce enough gas in 2013 to neet 2013 demand, and
the answer could be either yes or no. CINGSA hel ps to nake sure
that when it gets cold Enstar doesn't have to ask the producers
to give them nore gas to neet their deliverability for space
heat .

She presented a slide indicating that their base purchases from

the producers stayed relatively consistent at 150 bcf/day for
each of the cold days in Decenber. Wiat was pulled out of CI NGSA
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swng a little bit with the tenperature. On Decenber 17, for
exanple, Enstar's overall demand was 220 mmtf, but on that day
about 60 mmtf came out of ClI NGSA.

3:46: 00 PM
SENATOR MCGUI RE j oi ned the conmttee.

3:47: 25 PM
CHAI R G ESSEL asked her to explain "gas under contract."

M5. SMTH explained that they enter into contracts with the
producers to buy gas. Producers in their ideal world would say
yes; we'll sell you 50 mtf every day, because that is what our
wells like to produce. Historically, Enstar said no you can give
us 15 mef in the sumrer when demand is that |ow, but you're
going to have to give us 60 mtf in the winter when demand goes
up, because it's colder outside. So, gas under contract neans
gas they can call on the producers to give them on any given
day. It is quite different from reserves and resources, but it
is the metric by which Enstar neasures its ability to deliver
gas and electricity to its custoners.

3:48: 02 PM

SENATOR DYSON said he heard part of last winter's deliverability
problem had to do with exports and he thought part of the deal
was that exports were interruptible when there was a short fall.

M5. SMTH answered that the export license was intended to
protect |ocal needs.

SENATOR DYSON asked what they weren't getting in her answer.

MR. EVANS responded the constraints in the system becane nore
evident while they tried to support exports during the sumrer
and also try to fill CINGSA at the sane tine. The gas bal ance
didn't work so perfectly, but he wouldn't construe that to nean
that the local needs weren't nmet. There was just sone trouble
getting started.

SENATOR DYSON asked if the pipes, valves or conpressors weren't
bi g enough.

MR. EVANS answered that it's just another denonstration of Cook

Inlet decline and that it gets nore and nore difficult to neet
the needs of all the people that want the gas.
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SENATOR DYSON asked if the export of LNG was part of the
pr obl em

M5. SMTH replied that Cook Inlet used to have a lot nore flex
poi nts: Agrium (which they could turn down) for one. The plant
used to have nore industrial users overall and the Inlet used to
have nore gas under contract, so it wasn't stretched as thin as
it is now There is a lack of redundancy in production and how
gas is delivered and their ability to adapt to a changi ng demand
was nuch less than it used to be.

SENATOR DYSON asked i f gas was being exported when
Enstar had trouble getting enough of it.

MR. EVANS sai d no.

3:51: 24 PM

M5. SM TH added that the recent incentives had been significant
and have brought additional players in to the nmarket. Buccaneer
puts a well on and getting gas under contract in Enstar's case
takes a very, very, short period of tine. They are getting it as
qui ckly as people can get it behind pipe.

3:51:48 PM
SENATOR FRENCH asked how nuch wor ki ng gas Cl NGSA has.

M5. SM TH answered close to 6 bcf.

3:52:37 PM
SENATOR BI SHOP asked if "working gas" can be called "sal es gas”
and how much "lift gas" is in the reservoir.

M5. SM TH answered about 3.5 bcf of injected gas and 3.5 bcf of
native gas is in the reservoir.

MR. EVANS said other energy like Fire Island (wnd) that was
just brought on help offset gas that can be put into storage. A
| arger step is Southcentral Power Project (SPP) in Anchorage
that spun its first turbine on Cct 18, 2012 that offsets 3
bcf/yr. Conservation efforts will also add up to a one-third
reduction in gas demand by 2015 in Chugach. Add the Cooper Lake
hydro expansion and Battle Creek (expanding the Bradley Lake
project) to that.

3:56: 32 PM

M5. SMTH said the utilities have reached what they consider the
bottom line to where they think Cook Inlet gas needs to be
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suppl emented with gas from sonewhere el se. She rem nded them of
Enstar's RCA certificates and their obligation to do their very
best to serve Southcentral custonmers with gas and electricity
and said they were cognizant of the state's concerns about
inmporting gas and want to do their best to have a solution that
has as little inpact as possible on producers' ability to
produce or Alaska's fiscal reality and want this option to be
just a bridge solution to a gas line. They would buy gas from
anybody including the North Slope, but they don't view that as
sonmething to count on to fill the shortfall in the next three or
four years. They are looking for a solution that wll avoid
di scouragi ng new Cook Inlet production, be scalable to market
needs so it can be ranped up or down as needs be, creates a
price signal that wll encourage |ocal production and supply and
be flexible to allow for a portfolio of future options.

She explained that as a result of no inports and limted exports
out of Cook Inlet Enstar counts on production being exactly what
they need to neet Cook Inlet demand. That is a big risk, because
on any given day, production hiccups can occur. Wthout the flex
points of the LNG export termnal, Agrium and other industrial
users, they run the risk of sone sort of black out situation,
and ultimately they want a nore diversified portfolio to ensure
their ability to continue delivering gas and electricity.

M5. SMTH said the Long-term Gas Supply G oup has asked for
expressions of interest from different conpanies that are
involved in the transport of gas and is in conversations wth
three marine conpressed natural gas (CNG providers, five
different marine liquefied natural gas (LNG providers and in
conversations related to trucking LNG fromthe North Sl ope.

3:59:43 PM

SENATOR DYSON asked since pricing was in the RCA's jurisdiction
how price signals could be created to induce producers to dril
for gas.

M5. SMTH replied that was a very inportant question and to a
degree the RCA doesn't actually control price; it only controls
the utilities' ability to recover the cost of gas. And Enstar
takes the cost of gas and passes that cost directly on to
consuners; they don't get a margin on their gas sal es.

The danger in getting exactly the right anount of production is

if you get too much the prices will go down, a matter of supply
and demand; if you get too little, then prices will go up; and
consunmers will suffer. So, to the degree that their inport plan

SENATE RES COW TTEE - 8- January 23, 2013



to supplenment Cook Inlet gas has an effect on price, it's going
to make prices go up. None of their options are |ow cost. The
good news is if they conme up with a relatively first "do no harm
solution" that will increase the price to a point where it wll
incent production, but their goal always is to keep the prices
as low as possible to the custoners. If you talk about signing a
15-year contract with a marine CNG provider, that price point
starts to look pretty reasonable. It's higher than current gas
prices, but not astronomcal. However, if you try to conpress
that to a five-year deal so you're not getting in the way of a
gasline or otherwise affecting the ability to stop the inports,
you're going to pay nore. The longer the contract, the nore
economc it is because the capital investnment can be anortized.

4:03:17 PM
M5. SM TH said they broke down the need into both short-term and
| ong-term because nothing will cone on line until 2015/16. So

what is to be done between now and then? Burning diesel is one
short-term solution that is available and dependable and relies
on existing predictable technol ogy.

4:04: 09 PM
SENATOR FRENCH said he was shocked when he first heard about the
di esel alternative and asked how t hat woul d wor k.

M5. SM TH answered that Enstar had comrercial arrangenents in
place so that if there is a shortfall they can ask M.& to burn
di esel and shave their gas for Enstar's custoners.

4: 05: 00 PM

SENATOR FRENCH asked if that would happen in the eventuality
that CINGSA is depleted during an exceptionally cold period and
if she envisioned sone days when CINGSA coul dn't make up the gap
and what sort of tenperatures would those be?

M5. SMTH replied that it's in any eventuality: if several wells
go down or there is a pipeline disturbance. The system doesn't
have redundancy and there is very limted ability to flex if the
gas isn't flowng through. It could also nean a | ate season cold
snap when Cl NGSA sal es bal ance has been depl et ed.

4:05:49 PM
MR. POSEY said burning diesel would be very expensive.

SENATOR FRENCH asked for a conparison of electricity generated
wi th gas versus diesel
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MR POSEY replied $50-70 ngw for gas and $250-300 ngw for
di esel, which equipnent is nuch ol der than that for gas.

SENATOR FRENCH said so five to six times nore expensive and far
| ess unreliable.

SENATOR M CCICHE said he was tal king about a "cocktail" or and
an index where the increased cost would be averaged over all of
the utilities.

MR. POSEY replied that he didn't know how they would do it.

M5. SMTH said an increase would be blended in with other gas
prices; it's not as if all of sudden the price would go up five
to seven tinmes what it was before. Hopefully they would be
tal ki ng about relatively small vol unes.

4:07:27 PM

Looking forward to what mght be doable with extensive capita
investment by the electrics, M. Smth said they could burn
diesel in a nore thoughtful manner. So, rather than waiting for
a conpressor to go down, they could look at "managed burns”
where you burn on a less freezing cold day so you can preserve
Cl NGSA bal ances. But, none of the short-term solutions are
i nexpensi ve.

M5. SMTH said they are trying to look at all reasonable
solutions in their tinmeframe and have engaged Northern Econom cs
to do an econonic analysis and two consultants to pick it apart.
Reports and recommendati ons are expected next nonth, which would
be the precursor to a decision. Unfortunately, they have gotten
to the point where they feel a decision is necessary on short-
termand |l ong-term plans now, and the reason is you can't have a
shortage on Monday and have gas inported on Thursday. It takes
lots of tinme to get purpose-built ships to contract for existing
supply and to make the commercial arrangenents necessary to get

the technology put in - like a dock in Cook Inlet or at the
|l oading site - and to enter into the commopdity agreenents. And
they realize the business decision they will be forced to nmake
will likely have inplications on the state's policy.

4:09: 59 PM

She said once the studies and reconmendations were done next
nonth and a decision was nade they would make regulatory filings
wth the RCA and FERC, DOCE and all of the famliar crowd of
regul at ors.
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4:11:16 PM

SENATOR M CCICHE asked why there is a bcf-equivalent draw
bet ween 2012 and 2013 on slide 11 (on usage and the projected
forward needs).

MR. EVANS replied that it was a reflection of conservation
kicking in and the resulting efficiency gains he tal ked about in
production that are actually large enough to show up on the
scal e.

SENATOR M CCICHE said it |ooked like alnmpst 10 percent; but the
i ncreased usage goi ng through 2020 nade it hard to tell.

MR. EVANS agreed. It's hard to start reading in those kinds of
t hi ngs, because conservation, efficiency and demand constantly
change, but there is a "lunp gain"” in that one spot.

MR. POSEY noted that the "hockey stick"™ at the end was Donlin
Cr eek.

4:13: 06 PM
SENATOR FAI RCLOUGH asked when ConocoPhillips' export permt
expires if they were going to actively seek a renewal .

M5. SM TH answer ed no.

SENATOR FAI RCLOUGH asked how nuch gas was being exported right
now.

M5. SMTH replied 9.6 bcf was exported in 2012.

SENATOR FAIRCLOUGH asked if the utilities had approached
ConocoPhillips directly to see if the state mght nove in on a
spot market and replace their contracts if they had any going to
the Pacific Rm and then defer that gas to the state. That way
transportation costs could be reduced and inports wouldn't be
comng in to Al aska.

MR. EVANS answered it's not that easy, because ConocoPhilli ps
makes commtnents long in advance of those deliveries as well as
for infrastructure. Their nodels are hard to ranp up and down
just like ours are. There mght have been a couple of
opportunities to do that, but they didn't have a place to put it
and it would have had to stay in the ground. CINGSA can only
take so nuch so fast.
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IVB. SMTH added that Enst ar is in conversations wth
ConocoPhillips both on gas supply and an inport/export use of
t he existing plant.

SENATOR FAI RCLOUGH said her point was if the utilities could
| ower transportation costs by doing a spot market purchase for
Al askans directly instead of bringing supply in fromthe Pacific
Rimto Al aska.

SENATOR DYSON said that he perhaps naively thought that
utilities only needed to figure out a bridge for three or four
years, and that the Division of GOl and Gas and USGS both
estimated 17 or 19 tcf of recoverable gas in the Inlet and that
woul d make everyone happy for a long tine, but it seens now that
she was assuming that even if 18 rigs were out there drilling,
the Cook Inlet supply wouldn't ever be reliable. If her nodding
meant yes, then they have to think about why their estimate is
significantly different than DNR s

M5. SM TH said her nodding was a |awer thing and that they just
don't know, but they do know from professionals in this field
that there is a lot of gas in Cook Inlet and that it's also very
hard to turn around production decline curves like this. And you
can't plan on what you don't know exists. Enstar was hoping to
find a solution wthout causing Southcentral custoners to pay
too much for it, but the reality is if you ask for a shorter
termsolution, you will pay nore.

4:18: 30 PM

MR. POSEY said basically the departnment deals with what m ght be
there but you can only contract with what a conpany says is
there. The departnent expects that there may be nore gas, but
not what it would take to have those 17 or 18 uneconomc wells
drilled to accelerate production that would take them through
the next seven years. Unless there is a big discovery in the
mddle of the Inlet or a big pipeline gets built, that seven
year period needs to be extended. Most of the 16 to 17 tcf (USGS
projections) is probably in the mddle of the Inlet, but right
now between Beluga's rigs and permts they don't see anyone
finding that.

SENATOR FAI RCLOUGH asked themto reflect on what happened to the
supply in the RCA offering from Marathon that had gas contracts
avai l able, but that the RCA turned down. Hilcorp now has those
assets.

4:21: 06 PM
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M5. SM TH responded that they observed how Marathon did not
invest in getting that gas out of the ground between 2005 and
2013 and are optim stic about H |l corp comng in.

Honmer El ectric Associ ati on Update by Bradl ey Janorschke

4:22:13 PM

BRADLEY P. JANORSCHKE, Cener al Manager , Honmer El ectric
Association (HEA), said it serves the western half of the Kena
Peni nsul a and about 32,000 nenbers. He was asked to give a quick
update on what their generation needs will be. He explained that
for a long time HEA and M.&P bought whol esal e power from Chugach
El ectric Association (CEA). They have now recognized that the
current fleet of generation is aging and they need to nake a
decision on what to do in the future. H's board decided it
wanted to create sone economc developnent on the Kena
Peni nsul a, expand sonme of their existing resources and nove
forward. Their current contract expires at the end of this year
and they decided to go "Independent Light," which neans they are
connected to the Railbelt all the way to Fairbanks, so they can
take advantage of sone of the econom es of scale. They can buy
power cheaper than they can produce it and can see possible
opportunities to sell power to other utilities.

Wth that decision, they started the first phase of |ndependent
Light last April, which is building a steam turbine coupled to
the back-end of an existing 40 ngw generator in N kiski. That
plant is adjacent to the Agrium facility. He explained that
since 2001 HEA had been base-loading that plant and selling the
power to Chugach Electric; the heat off the back end was sold to
Agrium Since Agrium has closed, that excess heat has been
wasting into the atnosphere. So the backbone of |ndependent
Li ght, beginning in 2014 will be to rely on installing the steam
turbine (which is getting done now), capturing that heat and
producing an estimated 45 percent nore electricity with no
additional fuel. So they will go for 40 ngw to 58 ngw of power
generation; in addition, they have the option to add nore fuel
at this site that would allow themto produce as much as 80 ngw.
They hope the turbine is in service by the mddle of this year.

The second part of |ndependent Light is for their peaking and
reserve needs. Construction of new generation began on a unique
site in Soldotna that is a key intersection point on the
transm ssi on system between Bradl ey Lake, N kiski and Anchorage.
It should be done later this year. The actual conbustion turbine
is an Allen 6000 that produces 48 ngw. It's nuch nore efficient
and is the same unit that M&P and Chugach are installing in
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south Anchorage and the sane that Golden Valley operates in
Nort h Pol e.

4:27:10 PM

The third conponent of I|ndependent Light is the new Bernice Lake
Power Plant substation |ocated at N kiski that they purchased
from Chugach last year. It gave HEA the opportunity to save $15
mllion by not having to build a second unit at Sol dotna, which
had al ready been designed and permtted.

MR. JANORSCHKE said one of the frequent questions he gets is
with all the worries about the decline in production, why they
are building new gas generation. He had two responses: one is
that these new assets will be a lot nore efficient than the
existing aging fleet and the other is that there is no other
option for base-load generation. As fuel supply goes, they have
secured a contract with Hlcorp for 2014 through the first
gquarter of 2016; the agreenent also includes two one-year
ext ensi ons upon nutual agreenent.

4:30: 03 PM

MR. JANCRSCHKE said HEA is not solely focused on gas in reducing
t heir dependence on fuel. Two | ocal options are Battle Creek and
Grant Lake. Battle Creek augnents the anpbunt of energy avail abl e
privately by about 10 percent and G ant Lake, |ocated between
Cooper Landing and Seward that provides 5 ngw and plays a vita
role particularly during peaking periods. In addition, HEA is a
participant in CINGSA. They will finish their study work by the
end of 2013 on their current project and wll finalize the
design next year; hopefully by January 2015 they wll be
applying for their final FERC |license.

4:31: 33 PM
SENATOR BI SHOP asked how nmany negawatts the new gas turbine at
Sol dot na woul d gener at e.

MR. JANORSCHKE sai d 48 negawatts.

SENATOR DYSON said it's been traditional to use hydro power for
base-l1oad and thermal plants for peaking, but he's turning that
over and asked what the timng is for turning over to a hydro-
el ectric plant.

MR. JANORSCHKE answered that HEA has the advantage of Bradley
Lake in its backyard; they are finding they can secure the
| onest price by buying a steady flow of gas from the producers,
and if they can keep that steady flow com ng and use the storage
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capability of Bradley Lake to follow their peaks, that is nmnuch
nore econom cal than base-loading Bradley Lake to the extent
they can. One of the challenges of the current infrastructure is
scheduling that supply through a pipeline that can't acconmodate
frequent variations in the flow of gas.

SENATOR DYSON said he wanted to know what it was |like to use a
hydro plant for peaking.

MR. JANORSCHKE deferred that question to M. Evans since Chugach
was currently dispatching Bradl ey Lake.

SENATOR M CCI CHE asked the Bradl ey | ake capacity.

MR.  JANORSCHKE replied about 120 negawatts; one of the
l[imtations is that the current transm ssion system is not
robust enough to be able to handle that nuch capacity at one
time and Dbecomes increasingly unstable approaching that
capacity. So now only 90 ngw can be put on.

4:35:09 PM

CORY BORGESON, President and CEO  Golden Valley Electric
Associ ation (GVEA), said he would tal k about why Cook Inlet gas
is inportant to the Interior. GVEA produces power from a nunber
of different resources: coal, Bradley Lake hydro, Eva Creek
wind, oil-fired diesel turbines, an Allen 6000 that operates on
naphtha (a lighter blend of diesel) and a heavier grade of fuel
call ed HAGO (heavy atnospheric gas oil). They are always trying
to make sure they get the best mx of gas and other fuels for
their generation. They have 50 nmgw of coal and anticipate the
Healy Clean Coal Plant comng on line in 2015. They also make
electricity nade fromgas that they get over the Intertie.

He said that in 2012 GVEA found that availability of power over
the Intertie was extrenely limted and then their electric rates
were as high as 23cents/kwh while Chugach's rates were about 13
cents/kwh. Inportant mning custonmers were telling himit's too
expensive to do business there and were talking about going
el sewhere. That would have a trenendous ripple effect as GVEA
al one has 700 or nore enployees. So, they are very interested in
gas from Cook Inlet and see a l|lot of cooperation from the
Anchorage utilities on that issue.

4:39:16 PM

Today they are getting gas from Chugach Electric and M&P,
calling them al nost every day to see how nmuch gas they have

Chugach Electric has filed a contract they have acquired from
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Hil corp with the RCA that would provide gas that they would use
to produce power for GVEA starting in April 2013 going unti
March 31, 2015. It's an extrenely inportant contract and the
estimated savings to nmenbers would be about $34 mllion a year
As a result of getting sonme of the gas, rates dropped from 23
cents to a little over 20 cents kwh. He said they talk to the
producers thenselves and get a fair reception from them and
continue to work on that effort and hope to have a two-year
supply of gas when Healy coal cones on |ine.

4:41: 06 PM

MR. BORGESON said when GVEA buys power over the Intertie they
can get it to Fairbanks for around 11-12 cents/kwh with all the
costs of transm ssion. Power from Healy would also result in 12
cents/kwh. He reported that producing power in North Pole wth
HAGO costs 23 cents/kwh ($230/ngw hr). Their North Pole unit (a
conbined cycle plant with a back-end steam turbine that cones
off the Allen 6000) burns on naphtha at 16 cents/kwh.

4. 42: 42 PM
SENATOR DYSON asked where they get naphtha from

MR. BORGESON replied from the Flint Hlls Refinery. GVEA has
played a very active role in trying to develop a trucking
project to truck LNG fromthe North Slope to Fairbanks for space
heating, but it is a difficult type of commercial project to put
together. It would save about $15 mllion/year (over naphtha) to
re-gasify LNG from gas purchased at $14/mmtf. The real benefit
to Fai rbanks of trucked gas is for space heating needs. They are
interested in working on that and have provided a letter of
interest response to AIDEA's request for letters of interest on
this project.

He said they are paying $4/gallon for heating oil now and that

is the equivalent of paying $31/ntf to heat hones. It costs
alnost three tinmes nore to heat hones in Fairbanks than in
Anchorage. About $1 mllion has already been spent on the

I iquefaction plant on the North Slope and its cost is sonewhere
in the $200 to $220 million range. The trailers needed to bring
the gas to Fairbanks would cost $20 million; the regasification
plant at North Pole with storage would cost about $60 mllion
Those are big dollars for a wutility the size of GVEA he
remar ked, and that AIDEA had stepped in and taken a lead role
there. So they are happy to | ook at Cook Inlet.

SENATOR BI SHOP thanked him and said he appreciated everyone's
coment s.
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4:47.40 PM

SENATOR DYSON asked how much of the $200 million regasification
plant is fungible, and if the rest of the plant is in trains
that are easily noveabl e.

MR. BORGESON answered broadly yes; they are built in nodular
units; they are trains that can be noved, but you hear reports
as to how likely that is to happen in a real world after you
have sent themup to the North Slope. But a canp that used to be
on the North Slope is now at Denali National Park; so a |ot of
things happen. And the Governor talked about a novable
i quefaction plant on the North Sl ope.

4:50: 02 PM
Recess from4:50 to 5:01 p. m

SB 29- CRU SE SH P WASTEWATER DI SCHARGE PERM TS

5:01: 27 PM
CHAIR G ESSEL reconvened the Senate Resource Committee neeting
at 5:01 p.m and announced SB 29 to be up for consideration.

LARRY  HARTI G, Comm ssi oner, Depart ment of Envi ronnent a
Conservation (DEC), introduced staff in the audience. He planned
to give a little history leading up to today, talk about the
Sci ence Advisory Panel and then about the bill and permtting
facilities. Wiile this bill deals with sonme aspects of that, it
primarily aligns <cruise ships wth other people who get
di scharge permts from the departnent. It doesn't change the
aws on how it's done.

COM SSIONER HARTIG recalled in 1999 when people Dbecane
concerned about the waste water discharge from cruise ship
vessels and that led to them being required to switch to advance
waste water treatnment systenms in 2004. They were known to be the
best water treatnent at the time doing even better than | and-
based facilities. In 2006, a citizens' initiative was put forth
taxing the industry to help pay for onshore infrastructure and
requiring a permt issued by the State of Alaska in order to
di scharge treated waste water in Alaska's waters (no nore than
three mles off shore, which is federal waters that has no such
requirenent).

SENATOR FRENCH said Southeast Al aska has sone enornously w de
passages much nore than six mles across and asked if strips of
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federal waters were |located in those passages or do you have to
go to the outer coast of Alaska to find federal waters.

COM SSI ONER HARTI G said the department has maps dealing with
those issues, but it is conplicated. He needed a particular
| ocation to give himan answer, but in general, sone rules apply
and you don't just go to the outer beach.

SENATOR FRENCH asked where the nearest federal water to Juneau
is.

COWM SSI ONER HARTI G said he would have to get back to him on
t hat .

5:06: 29 PM
He said the 2006 voters' initiative created the requirenent for
a state permt in state waters; it required that a vesse

di scharging water wunder that permt neet state water quality
standards at the point of discharge. He explained that water
quality standards originate in the federal Cean Water Act. Each
state is supposed to identify what uses its waters can be used
for such as drinking, recreation and acquatic life. Then those
uses are |ooked at to see what water quality has to be: how much
and what kind of pollutants can be allowed w thout inpairing
that use. So, the state set water quality standards to protect
t hese designated uses of water bodies throughout the state. The
Environnmental Protection Agency (EPA) reviews those standards
and approves them then they get incorporated into permts.

COWM SSI ONER HARTI G expl ained if soneone needs a permt fromthe
state to discharge water, the departnment would | ook at the uses
of the waters they woul d be discharging into and what inpacts it
woul d have on those waters and wite |imts into the permt.
Those permt conditions set water quality standards. So, "at the
poi nt of discharge" neans those standards have to be net before
their discharge hits the water. That is in contrast to other
di schargers of treated waste water around the state. Oher
i ndustries' water treatnent plants that discharge into marine
wat er have m xi ng zones, which are an exception to water quality
standards. They are allowed by the EPA recognizing that it's
really difficult, if not inpossible, for nany dischargers to
meet the water quality standards at the point of discharge. So
they allow a limted area of mxing of the treated effluent with
the receiving water where the water quality standards have to be
met at the edge of the mxing zone. The permt would say what
the conditions for the mxing zone are, how much could be
di scharged and where water quality standards have to be net and
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how they would be nonitored. Mxing zones are a typical
provision in a state permt that would be issued to a waste
wat er discharge facility anywhere around the state, and the 2006
initiative didn't allow DEC to give cruise ships nm xing zones

The question arose from vessels that weren't neeting state water
quality standards at point of discharge. In 2009 HB 134 passed
that gave DEC tenporary (until the end of 2015) authority to
allow cruise ships to have m xing zones. So in 2016, they would
go back to the original citizens' initiative using the point of
di scharge for criteria. Second, HB 134 required DEC to convene a
Sci ence Advisory Panel to advise them about what is on the
horizon in terns of waste water treatnent facilities. The
statute designates where the panel nenbers cone from and what
ki nd of expertise they nust have.

5:12: 46 PM

The panel held about 15 neetings including experts from Europe
and Al aska, DEC data and cruise ship system observations and
issued a prelimnary report in Novenber 2012 indicating what was
achi evable and when. They concluded that the current systens
called "advanced waste water treatnent systens" are state-of-
the-art in ternms of what is avail able now.

COMWM SSIONER  HARTI G explained that advanced waste water
treatment systens are a class and that a nunber of manufacturers
approach waste water treatnment a little differently. Some may
work better on different pollutants and ships are different in
terms of piping and spacing, so you can't say one systemis the
best wi thout studying the whole ship.

5:14:21 PM

The panel also |ooked at DEC water quality data and found that
these ships were doing pretty well with neeting the criteria at
the point of discharge except for treating ammonia and three
di ssolved netals: zinc, copper and nickel. The panel couldn't
identify a system on the horizon that could be installed on
these vessels that would bring them into conpliance with the
point of discharge requirenment. They did recognize that there
certainly are opportunities for efficiencies and tweaking
systens for inprovenments. Wth the standard hanging out there
and the authority to do mxing zones sunseting in 2015, the
department would suddenly be back to using at the point of
di scharge for all paraneters. Maybe sone affordable increnenta
moves could be made, but you still wouldn't make that standard
by 2015. Wuld you tweak your system and try to stay in Al aska
or start meking plans to | eave?
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The DEC has a nunber of ways to regulate dischargers; it isn't
just the treatnent system It can say where the discharge should
be, how often, when under way so you have the sea turning up
behind the ship and rapid m xing, and who goes when to name a
few OQher things can be done to mnimze the inpact of the
di scharge besides just |ooking at the treatnent system itself,
Conmi ssi oner Hartig said.

The panel also |ooked at the environnental benefit wth other
changes that mght be made and found that it would probably be
hard to define that, particularly given DEC s other authorities

to mnimze the inpacts of discharging waste water. The
prelimnary report was required in 2013 and a final one is due
in January 2015 - right before the sunset of DEC s m xing zone

authority with the idea that the |egislature wuld cone back and
revisit the situation and decide what to do. The DEC concurred
with the Science Advisory Panel's findings.

5:18:48 PM

The key points in SB 29 are:

-it renoves at the point of discharge requirenent.

-it would allow cruise ships to be able to get a mxing zone
permt only if they treat waste water in advance wth an
advanced waste water treatnment system

-it gives DEC guidance on what an advanced waste water treatnent
systemis and the ability to approve of a system that does the
same thing in a different way.

One thing the panel didn't address is in SB 29 and that is
smal l er vessels; less than 20 that operate in Al askan waters.
Their discharges woul d be managed under "best nanagenent plans”
that would be submtted to and approved by DEC. The departnment
woul d still have the ability to require a permt if they thought
the vessel needed to do things differently. The plans can be in
effect for five years under SB 29 instead of the existing three,
which is consistent with all waste water permts. The five years
woul d al so apply to the | arger vessels.

5:22:22 PM
CHAIR G ESSEL asked if the small vessel section was section 2 on
page 2.

COM SSIONER HARTIG said he wasn't going to do a sectional
anal ysis but give an overview of how things worked together. He
went on to say that SB 29 also puts cruise ships in the sane
category as other facilities that DEC i ssues waste water permts
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for. Current |aw says when the departnment wites a new permt
for cruise ship vessels it can't have any condition in it that
is less restrictive than was in an earlier version of the permt
(the "anti-backsliding provision,” that is based on federal
| aw) . But there are a series of exceptions for when you are
allowed to backslide. Those exceptions are in current cruise
ship law and they are needed sonetinmes; for instance if a ship
did well on a bunch of paranmeters but not so well on one. The
departnment now has the flexibility to let them go ahead, so they
still want that flexibility.

5:24:56 PM

He said they had been witing permts during the |ast few years
the initiative was in effect and maybe sone of them aren't
right. They basically want to have sonething simlar to what
they do for other dischargers.

SENATOR FRENCH asked him to explain how the effects of copper
and zinc could be of concern to people who fish for sal non.

COWM SSI ONER HARTI G said all the paraneters they talk about are
of concern which is why water quality criteria has been
established for them Copper has the potential to inpact
ol factory senses of fish and inpair their ability to find their
honme stream or change their response to prey.

He explained that the departnent is required to review its
standards at |east every three years; it's called a tri-annua
review. They notice the public and list the things they think
need to be | ooked at for possible change. Copper has been on the
| ast couple of tri-annual reviews; so it's one they are
wat chi ng. The best advice he could give is that the science is
still enmerging and noving on it now would be premature. Wen
they nove it wll be very inforned, because copper is not unique
to cruise ships. It would be of concern for a mne discharge and
it's also what sonme water systens are built out of.

SENATOR FRENCH asked if all cruise ships have copper pipes.

COMWM SSIONER HARTIG answered no. Copper has a variety of
sources; you could say copper cane from the copper pipes in the
community where they got their bunkered water or from the copper
pipes or fittings in the ship. DEC sets water quality standards
for everybody, so when they look at the potential effects of
copper, it wouldn't matter where it canme from They would | ook
at the anpunt of copper that is discharged and if it would be
safe going into whatever the receiving environment is. They
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couldn't require discharging wunder way for a shore based
facility. Copper can't be treated in the discharge, but other
approaches can be taken like |ooking at people putting in nore
copper than the cruise ships do.

SENATOR FRENCH asked who that woul d be.

COWMWM SSI ONER HARTI G replied that he would have to look at the
historic mning reports. The Gty and Borough of Juneau plant
had problens with copper at one point that EPA was doing sone
enf orcenment on.

5:30: 08 PM

SENATOR M CCICHE said he was aware of mxing zones being
di sall owed in anadronus streanms for waste water discharges and
asked if there was another scenario in the marine environnment
where m xing zones are disallowed in the state.

COWM SSI ONER HARTI G answered that SB 29 doesn't change the | aw
that would allow DEC to decide where, when and how soneone coul d
di scharge waste water from a cruise ship. So they could prohibit
it that way. Mxing zone regulations don't go away with SB 29
and there are 17 requirenments to get one; it <can't Dbio-
accunul ate or have toxic effects, it can't affect anadronus fish
going through the area, and it can't affect the water body's
ability to produce aquatic Ilife in the future or affect
popul ations to name a few A cruise ship has a right to mxing
zone, but it doesn't nmean they automatically get one; it nust
have an advanced waste water treatnent system as well as neeting
all the conditions.

COM SSIONER HARTIG said SB 29 doesn't change water quality
standards and when the state changes them they can't be used
unl ess the EPA approves them SB 29 would sunset the Science
Advi sory Panel, but not change DEC s ability to inpose permt
conditions or to |look at best available technologies, putting it
inline with other dischargers.

CHAI R G ESSEL asked if the allowance for cruise ships expires in
2015.

COM SSI ONER HARTI G answered that it expires at the end of
cal endar year 2015 and the DEC would lose its authority to allow
m xi ng zone for cruise ships and would go back to "at the point
of discharge"” for all water quality standards.
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CHAIR G ESSEL asked why it was inportant to address the bill
NoW.

COM SSIONER HARTI G replied that two things would notivate an
earlier look. First, the cruise ships thenselves have various
systens and they are pretty packed in their spaces. If you nake
a big change, the ship would have to be pulled apart; it would
have to go into dry dock and be cut in half or sonething like
that and that would require a fair amount of lead tinme and the
cruise ships are scheduled around the world. Al so, nothing has
been identified to be any better than existing advanced waste
wat er treatnent systens in terns of being avail abl e soon.

5:37:13 PM

Anot her point was that the current permt that was used for the
| ast cruise season expires in April 2013 and can't be extended
(beyond the three years). The first cruise ship arrives in Apri
2013. a week or two after the permt expires, and it will need a
permt to be legal wunder Alaska |law because it needs to
di scharge. DEC could issue a new permt for vessels comng to
Al aska that want to discharge before this upcom ng season, but
it would be based on existing law. So if SB 29 passes there
would be a permt issued for the comng season that would be
based on the previous |law. Ships would have to plan their cruise
season around that. It's all doable, but if SB 29 passes, then
the departnent would turn around and start running another
permt through the public process.

SENATOR FAI RCLOUGH asked how the departnent defines "advanced
waste water treatnment” in regulation

COWM SSI ONER HARTI G replied that it would look |ike the statute;
the only difference would be if sone other treatnment system
becane avail abl e.

5:41: 00 PM

SENATOR FAI RCLOUCH said she didn't see a definition in the bill.
Language on page 3, starting on line 13, provides two areas of
m ni mum standards and she asked if those were federal water
guality standards or approved Al aska water quality standards
t hat have been approved by the EPA or another federal agency.

COM SSIONER HARTIG replied that those are the federa
standards, sonetines referred to as the Mirkowski Law, that
caused the ships to put advanced waste water treatnent systens
in.
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SENATOR FAI RCLOUGH said she was |ooking for specific Al aska
water quality standards and needed a better definition of
"advanced waste water treatment." She also wanted to know what
t he departnent m ght consider as add-ons.

COM SSIONER HARTI G said the water quality standards are in
regul ation 18 AAC 70. Manuals are incorporated by reference and
are all available on the DEC website; he offered to help her
| ocate what she was | ooking for.

SENATOR DYSON said putting the existing standards in place was
hard to do and ships spent a lot of nobney to install those
plants that were only required for the Al askan market. He said
t hat Anchorage's nunicipal waste water treatnent is still only a
primary system and is pretty primtive and the only way they
stay in business is by being grandfathered in. He was sure
Anchorage must have 70,000 houses with copper pipe and he had
some information that said the Mendenhall River produces 23
times the anount of copper of all the cruise ships conbined and
asked if that was true.

COWM SSI ONER HARTI G responded that he read that in the panel's
report, but he didn't know the exact figures.

SENATOR DYSON asked if he knew how much copper was in the Copper
Ri ver that has a worl d-class sal nmon run.

5:45:18 PM
SENATOR BI SHOP asked how nany pernmits he wites for |arge
vessel s.

COMWM SSIONER HARTIG replied that he wites one permt; it's
called a general permt and different types of vessels are
separated into subcategories within it.

SENATOR BI SHOP asked for ball park information on the ratio of
peopl e who di scharge inside and outside state waters.

5:46: 41 PM
M CHELLE BONNET HALE, Director, Division of Water, Departnent of
Envi ronnental Conservation (DEC), Anchorage, AK, said that 40
percent of <cruise ships go outside the three mle limt to
di schar ge.

COWM SSI ONER HARTI G poi nted out that may just be because of the
hol di ng capacity they have in their itinerary and how much tine
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in port and between ports. It's difficult to reach a concl usion
on one fact.

SENATOR FAI RCLOUGH asked if the ferry system was excluded from
the permt requirenent.

M5. HALE answered that ferries are small passenger vessels that
submt a best managenent practices plan.

COW SSI ONER HARTI G answered that nost of those vessels are
regul ated by the Coast Guard in terns of what kinds of systens
they have, which is a lower technology than an advanced waste
wat er treatnment system

SENATOR FAI RCLOUGH asked if he had recommendations for inproving
ferry waste water discharge standards.

COWMM SSI ONER HARTI G replied that he hadn't | ooked at that.
[SB 29 was held in commttee.]
5:50: 15 PM

CHAI R G ESSEL t hanked everyone for their testinony and adjourned
t he Senate Resources Standing Conmittee neeting at 5:51 p.m
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