ALASKA STATE LEG SLATURE
LEG SLATI VE BUDGET AND AUDI T COW TTEE
February 12, 2015
3:04 p.m

VEMBERS PRESENT

Representati ve M ke Hawker, Chair
Representative Kurt O son
Representative Lance Pruitt
Representative Steve Thonpson
Representative Sam Kito

Senat or Anna MacKi nnon, Vice Chair
Senat or Cathy G essel
Senator Bert Stednan
Senator dick Bishop

VEMBERS ABSENT
Representati ve Mark Neuman (alternate)

Senat or Lyman Hof f man
Senator Pete Kelly (alternate)

OTHER LEQ SLATORS PRESENT

Representati ve M ke Chenaul t
Representative Crai g Johnson

COWM TTEE CALENDAR

PRESENTATI ON:  MAH | NFRASTRUCTURE DEVELOPMENT, | NC.
PRESENTATI ON:  ALASKA | NDUSTRI AL DEVELOPMENT AND EXPORT AUTHORI TY

PREVI QUS COW TTEE ACTI ON
No previous action to record
W TNESS REQ STER

Rl CK ADCOCK, Managi ng Director

MMH | nfrastructure Devel opnent, Inc.

MAH d obal

Broonfield, Col orado

POSI TI ON STATEMENT:  Testified during discussion of the Interior
Energy Project.

BUD COWM TTEE -1- February 12, 2015



TED LEONARD, Executive Director

Al aska | ndustrial Devel opnment and Export Authority (Al DEA)

Depart ment of Comrerce, Conmunity & Economi c Devel opnent

Anchor age, Al aska

PCOSI TI ON STATEMENT: Presented a PowerPoint titled "Overview of
Interior Energy Project and Potential Purchase of Pentex Al aska
Natural Gas Conpany, LLC " during discussion of the Interior
Energy Project.

BOB SHEFCHI K, Devel opnment O ficer

I nterior Energy Project (IEP)

Al aska I ndustrial Devel opnment and Export Authority

Departnent of Comrerce, Community & Econom c Devel opnment

Anchor age, Al aska

POSI TI ON  STATEMENT: Answered questions during the AlDEA
Power Poi nt presentation on the Interior Energy Project.

NI CK SZYMONI AK, Devel opnment O ficer

Energy Infrastructure

Al aska I ndustrial Devel opnment and Export Authority

Depart ment of Comrerce, Conmunity & Econom ¢ Devel opnent

Anchor age, Al aska

POSI TI ON  STATEMENT: Answered questions during the overview
presentation by Al DEA.

ACTI ON NARRATI VE
3:04: 04 PM

CHAIR MKE HAWKER called the Legislative Budget and Audit
Commttee neeting to order at 3:04 p.m Representatives Hawker
Pruitt, Thonpson, dson, and Kito and Senators McKinnon
G essel, Bishop, and Stednan were present at the call to order.
Also in attendance were Representatives Chenault and Johnson.

PRESENTATI ON:  MMH | nfrastructure Devel opnent, |nc.

3:05:18 PM

CHAI R HAWKER announced that the first order of business would be
a presentation by MM Infrastructure Devel opnent, |Inc. He
rel ayed that the hearing was being conducted under the statutory
authority granted the Legislative Budget and Audit Commttee to
review the expenditure of state funds, and the relationship
bet ween state agency program acconplishnments and the |egislative
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i ntent. He spoke about the challenges to reduce the costs of
energy to Interior Al aska, specifically through the Interior

Energy Project. He reported that, in Decenber, 2014, a
| egi sl atively approved project had been discontinued and was no
| onger being pursued. He explained that this hearing was to

review the facts and circunstances surrounding this decision,
and to discuss future direction with l|egislative desire and
intent to facilitate interior energy cost relief. He reiterated
that the conmttee would honor the commtnent to Interior Al aska
to focus a nmajor legislative effort on energy cost relief. He
referenced Senate Bill 23, which had included the nerger of
conmponents of legislation and provided authority to the Al aska
| ndustrial Devel opment and Export Authority (AIDEA) to conmence
work on a gas trucking operation relying on North Slope natura
gas for distribution in Fairbanks. He reported that this
| egi slation had provided authority for $275 million in support,
conprised of bonding for $150 mllion and potential cash

assi stance for another $125 mllion. He noted that Senate Bil
18, the capital budget, had also appropriated $57.5 million to
AIDEA to facilitate progress on these investnents. He stated

that this conmttee neeting would discuss "what happened to the
old plan" and would then discuss the origins and direction for a
new pl an.

3:10: 07 PM

RI CK ADCOCK, Managing Director, MM Infrastructure Devel opnent,
Inc., MM dobal, read from a prepared statenent [Included in
nmenbers' packet s]:

M. Chairman, Menbers of the Commttee, thank you for
the invitation to speak to you today.

My nanme is Rick Adcock, and |I am Managing Director of
MAH | nfrastructure Devel opnent, Inc. MAH d obal, our
parent conpany, is a global engineering and
construction firm W have served Al aska for over 35
years, and our Anchorage office has 30 enpl oyees

wor king on infrastructure and other projects

t hroughout the State. Just over one year ago, Al DEA
sel ected MMH as the Concessionaire to the Interior
Energy Project (IEP), to develop and bring private
financing to the Northern Gas Supply Plant (NGSP)
proj ect .

The State’s investnent in the | EP, through Al DEA, was
intended to attract private-sector partners to finance
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and devel op the supply and delivery of liquefied
natural gas (LNG fromthe North Slope to Interior

Al aska. The expectation was that the State funds
woul d be suppl enented by private capital, and that the
private sector would execute and operate the NGSP
project on the North Sl ope.

Over the course of |ast year, we nmade significant
progress toward the goal of delivering gas to the

Interior in 2016. | will summarize our
acconplishnents in the next 15 mnutes, but what you
will hear is that: There is a |large gas supply under

contract and available to the project through GVEA,
whi ch can neet all expected |ong-termdemand fromthe
Fai rbanks utilities, and which has significant

addi tional capacity to neet new demand from ot her
Interior communities, mnes, the mlitary, and ot her
future Interior econonic devel opnent activities.

3:12: 01 PM
MR. ADCOCK continued with his presentation:

A highly-qualified, private-sector teamwas assenbl ed
to devel op, finance, build, and operate the NGSP, in
order to utilize that gas supply to produce LNG for
delivery to Fairbanks.

O her elenments of the supply chain were under

devel opnent in parallel, and nost of the commerci al
contracts required for the overall project were either
executed, or in advanced stages of devel opnent.

The project is real and viable. MM remains conmtted
to this project and we are ready to pick up where we
left off.

As of m d-Decenber, we had assenbl ed the pieces to
nmeet the goal of delivering gas to Fairbanks in 2016.
In addition to a signed Concession Agreement with

Al DEA, we had achieved a joint venture to utilize
GVEA' s |l ong-term gas supply agreenent; an EPC
contract; an operating and nai ntenance agreenent;
initial commtnents, pending final due diligence, for
over $100 million of capital frominstitutional
infrastructure fund nanagers; and nearly final terns
for off-take agreements with GVEA and FNG

BUD COWM TTEE -4- February 12, 2015



3:13: 13 PM
CHAI R HAWKER asked for a description of the EPC contract.

MR. ADCOCK expl ained that this was an engineering, procurenent,
and construction contract, whi ch i ncl uded desi gn and
construction of the plant.

3:13: 38 PM
MR. ADCOCK st at ed:

Despite the progress on the project, it becane clear
that we woul d need an extension of the Decenber 30,
2014 deadline for financial closing, in order to

conpl ete docunentation on these arrangenents and to

al l ow our funding partners to conplete their due
diligence. An extension to March 31, 2015 woul d have
been adequate for these purposes, and the extension
woul d not have del ayed first gas to Fairbanks in 2016.

On Decenber 22, 2014, AIDEA informed us by letter that
they were not prepared to extend the financial closing
deadl i ne under the Concession Agreenment unless MM
agreed to certain new terns under that agreenment. MM
and Al DEA did not reach agreenent on these changes and
the CA was termnated in January 5, 2015.

Now, | wll turn to summarizing our private-sector
approach over the |ast year to deliver the project on
a schedule and at a cost aligned with the goals of the
| EP.

3:14: 31 PM
MR. ADCOCK report ed:

The 1 EP was originally conceived of as a public-
private partnership, or P3. In the P3 nodel, a single
private entity is responsible for bringing together a
teamto provide the services needed to design
construct, finance, and operate a project. The public
sponsor may retain certain traditional governnent
functions |ike dealing with regulators, but the
general purpose of a P3 is to enable the public sector
to harness the expertise, resources, and efficiencies
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3:16:

that the private sector can bring to the financing and
delivery of projects |like the IEP

A key feature of any P3 project is the transfer of
much of the risk generally taken by the public sector,
over to the private entity. This is often
acconpl i shed through a concession that grants the
private entity the right to performwhat is typically
a governnent function for a specified period.

On Septenber 19, 2014, after seven nonths of
negoti ati ons, AlIDEA and Northern Lights Energy, LLC
(NLE), a subsidiary of MMH, entered into a Concession
Agreenent, which granted NLE the exclusive right to
devel op the NGSP project. The Concession Agreenent
did not, however, confer ownership of the project to
NLE. Rather, it allowed for the exclusive use of the
assets for 30 years, after which tinme the assets would
revert to AIDEA control. Under the Concession
Agreenment, NLE agreed to contract for the design and
construction of the plant, the operation and

mai nt enance of the plant, and to source the private
financing for the project.

The Concession Agreenent was very prescriptive in how
the private financing could be structured. Even
t hough the project required well over $100, 000,000 in
private capital, the Concession Agreenent capped the

anount of equity that coul d be invested at
$50, 000, 000, thereby creating the need for additiona
private debt. NMreover, equity returns were capped at

12.5% and, in the event this cap was exceeded, sone of
those additional returns would be used to |ower the
price of gas to the utilities.

42 PM

MR. ADCOCK expl ai ned that any profits over

used

12.5 percent woul d be

to rebate the utilities to lower the tariffs paid by
custoners. He continued:

In addition to the capped upside on its equity

participation, NLE was required to bear considerable
ri sk under the Concession Agreenent. |If the cost to
construct the project exceeded the avail abl e overrun
reserves, NLE would be required to pay the additional
costs associated with conpleting the project. Also,
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all technical and financial risks of operation were to
be borne by NLE

Al t hough the Concession Agreenent granted NLE certain
exclusive rights, it was not a nonopoly. Alternative
gas supplies, hydropower, and ot her conpetitive
pressures woul d have constantly put NLE returns at
risk. NLE also took financing risk because it would
bear any increase in interest rates or insurance
premuns. Finally, NLE assunmed the credit risk of

of f-takers -- AIDEA did not backstop off-taker default
ri sk, and the SETS subordi nation provided only limted
protection.

So, NLE was willing to take a significant anmount of
risk that would normally be borne by AIDEA in a
traditional procurenent, including conpletion risk,
financing risk, operations risk, conpetition risk, and
credit risk. However, the project was not w thout
sonme risk to AIDEA, including the risk of a State-
sponsored al ternative gas supply, the risk of
repayment of the SETs funds by subordinating themto
the equity, permtting risks, and site risks.

In delivering the project, MM assenbled a conmtted
team of nore than 40 professionals to execute the | EP
i ncluding partners and consultants who are recogni zed
experts in the comercial, |legal, financial, and
techni cal aspects of the project. |In order to
facilitate decision making, throughout the project we
wor ked very closely with Al DEA managenent, staff, and
techni cal advisors by coordinati ng and col | aborati ng
on project activities on a daily basis.

Devel oping a successful project required clarity
around, and confidence in, the <cost of a safe,
efficient, and well-constructed North Slope plant.
The EPC contractor activities associ at ed W th
devel oping a cost estinate are typically a closed-door
process performed in support of conpetitive or |unp-
sum bid proposals, but MW and AIDEA requested an
open- book approach by our contractor.

3:19: 14 PM

MR. ADCOCK rel ayed:
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In a denonstration of commtnent to the project, our
contractor accepted this higher |evel of scrutiny on
their estimating process, opening their doors to

Al DEA, MMH, and their correspondi ng technical teans.

During the period from June through Decenber 2014, the
EPC contractor worked diligently with MAH and Al DEA
staff to define and refine the project. The
construction cost estimate and plant configuration
process included working sessions to eval uate scope,
demand, project assunptions, technical needs,

| ogi stics, detail ed equi pnent specifications, and
costs. Fromthe onset of the project, the EPC
contractor hosted weekly coordination calls and
wor ki ng sessions, which included participants from

Al DEA and their technical advisors, MM and their
techni cal advisors, operations specialists, and third-
party estimte reviewers.

At the conclusion of this effort, MAH had confi dence
in the configuration of the project and pad, and in
the cost estimate that was devel oped. The estinmating
process was reviewed by a third-party entity with 30
years of experience estimating oil and gas projects on
the North Slope. Their summary report of findings
indicated that the estimte basis utilized by our EPC
contractor was sound.

The devel oprment of the project site on the North Sl ope
was included as a scope of work to be executed by the
EPC contractor under a cost-reinbursable contract to
Al DEA. The contractor conpleted pre-work on the North
Sl ope pad in Septenber 2014. Al permts necessary to
support the pad construction were obtained by Al DEA

Engagi ng, informng, and securing conmtnment from the
key Fairbanks off-takers was another critical step in
devel oping the project. Thr oughout 2014, MM net
regularly with the three Fairbanks wutilities: FNG
| QJ, and GVEA The Concession Agreenent identified
those utilities as Preferred Custoners, and granted
priority of supply in accordance wth North Slope LNG

avail ability. Frequently, MM schedul ed neetings in
Fairbanks to apprise the wutilities of our progress,
solicit input on the project, di scuss off-take
contract structures, review dermand curves, and

generally assess the developing |IEP supply chain. The
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pr oj ect required ongoi ng parti ci pation and
contributions fromthe utilities.

3:21:38 PM
MR. ADCOCK expl ai ned that:

MAH est abl i shed a col | aborative environnent where al
coul d engage constructively, even though the utilities
have very different business nodels.

MAH devel oped a real project. There was, and is, a
deep understanding of the site, the plant, the market,
and the costs. W have a project that can deliver
natural gas fromthe North Slope at a conpetitive
price, significantly reducing the cost of energy in
the Interior.

MAH and GVEA were partners in the devel opnent of the
North Sl ope LNG project. The terns of our joint
venture agreenent provided for (1) nmaking natural gas
for the NGSP avail abl e through GVEA s existing gas
supply agreenent with a North Sl ope producer, and (2)
ongoi ng marketing of gas to the Interior utilities on
a preferred basis, as well as to other Interior users.

The existing gas supply agreenment originally allowed
GVEA to serve as the aggregator of Interior natural
gas demand. The contract contains numerous attractive
terms for a utility gas supply, including the contract
I ength, an attractive raw gas price, the security that
conmes from an abundant supply of natural gas,
proximty of gas infrastructure to the LNG plant, and
a large volune available for purchase to neet future
Interior energy demand. The contract is a |ogical and
conpel l'ing natural gas source for the Interior Energy
Project, because it is a secure and adequate gas
supply to cover the requirenents of the initial
project, as well as several plant expansions, at an
attractive price. GVEA had stated its willingness to
provide gas to the utilities with no markup, other
than to cover general admnistrative costs, and the
cost of obtaining the original gas contract. These
costs would anpbunt to a few pennies per Mcf in the
delivered price of gas.
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As part of our devel opnment efforts, MM net with many

ot her pot enti al of f -t akers, i ncluding industrial
entities, mning conpanies, institutions, and mlitary
bases. Most expressed sincere interest in seeing the

project successfully conpleted, so that they would
have the fuel option of natural gas in Interior
Al aska. Prelimnary findings suggest a longer-term
market for natural gas that far exceeds the supply
provided by the initial 6 Bcf plant production
capacity.

: 50 PM

3: 23

conti

ADCOCK nentioned that Bcf was billion cubic feet,
nued with his presentation:

The NGSP woul d not only provide energy to these
consuners, but the Concession Agreenent required that
a percentage of the profits fromthese non-utility
sal es be used to reduce the cost of LNG sold to the
preferred utilities: 1GJ, FNG and GVEA

By m d-Decenber 2014, our team had a hi gh degree of
LNG cost certainty. W had advanced the NGSP from a
study-1| evel concept and cost estimate, well into the
desi gn phase with site plans, process &

i nstrunmentation di agrans, and bid quotations on maj or
pi eces of equipnment. These, in turn, led to a cost
estimate and firmconstruction schedul e by the EPC
contractor. The team had achi eved substanti al
agreenent on the ternms and conditions of a guaranteed
maxi mum price EPC contract.

NLE awar ded an operations and nmai ntenance contract for
t he NGSP, and executed the joint devel opnment agreenent
with our investor partner to provide over $100 million
of private investnment capital for the NGSP

After several nonths of discussions, our team
confirmed LNG denmand estinates with the Fairbanks
utilities. W had agreenment, in principle, subject to
board approval, for an off-take agreenent with GVEA
and, with simlar conditions, for an agreenment with
FNG that net its forecast demand.

MAH wor ked in close collaboration with GVEA, FNG and
| QU to anal yze and assess storage and trucking costs
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in an effort to reduce uncertainty around other supply
chain costs. AIDEA s proposal to provide $10Min
grant funding to a utility trucking consortium hel ped
to | ower those costs further.

As a result of this effort by our team and partners,
NLE was able to offer agreenents to the three

Fai rbanks utilities to supply LNG delivered to

Fai rbanks, at a prelimnary price in the range of $13
per Mcf. Though sonme areas of cost uncertainty

remai ned, NLE was confident in the nunbers presented.

3:26: 04 PM
MR. ADCOCK concl uded by stati ng:

We continue to maintain our interest in noving forward
with our work on the IEP, and we have indicated this
to Al DEA on several occasions. W believe that the
wor k perforned over the | ast year denonstrates that
LNG can be delivered fromthe North Slope at a price
that can address the Interior’s econom c chall enges
resulting fromthe high cost of energy.

Nat ural gas resources on the North Sl ope can be
procured at prices that are well below the reported
prices available fromother sources. The total anount
of gas avail able through the existing North Sl ope
contract that would supply the NGSP is nore than
adequate to neet the Interior’s energy needs for years
to cone. Interior utility custoners, as well as

i ndustrial users, would have |ong-term access to
affordable LNG in quantities sufficient to support
investnments in the Interior’s economc growh. And,
the region’s air quality would benefit greatly from
substitution of natural gas for the fuels that are
currently used.

At this point, the North Slope option for supplying
LNG to the Interior has been thoroughly assessed.
Once t he Adm ni stration and t he Legi sl ature
investigate the other alternatives just as thoroughly,
if the North Slope option is found to be the best
option for delivering affordable energy to the
Interior, then the private-sector team led by MM
stands ready to revive the project.
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3:27:24 PM

MR. ADCOCK added that MAMH understood that energy cost and
avai lability was "really about Al askans, their comunities, and

their future.” He declared support for working together wth
t he governnent, |ocal communities and the private sector for the
best possible solution for energy costs. He noted that, wth

the Interior Energy Project (IEP), MWH had taken on the
responsibility to address this problem and, although no
solution was sinple, there were several proposed viable
sol utions advanced for North Slope gas. He enphasized that MM
believed there were conpelling reasons to consider the North
Sl ope LNG project, and that MM recognized that the conmunity
needed a solution which worked technically, financially,
econonmically, and politically. He expressed understanding for
the desire to consider alternatives. He offered that MAH woul d
like to continue to contribute private sector capabilities in a
constructive, collaborative, and professional manner.

3:28: 36 PM

CHAI R HAWKER asked to clarify the benchmarks for discussion of
the cost for gas delivery, whether it was cost to the consuner,
“the burner tip," or cost to the utility, "the city gate.” He
asked for clarification to the aforenentioned prelimnary price
delivery to Fairbanks of $13 per Mf.

MR. ADCOCK explained that this price was city gate.

CHAI R HAWKER asked if M. Adcock could share how much MM had
currently invested in the project.

MR. ADCOCK replied that the MM investment was close to $3
mllion.

3:29:57 PM

MR. ADCOCK directed attention to slide 1, "Mdel View of NGSP,"
whi ch depicted the plant nodel designed by its contractor. He
explained that it was designed as a 6 Bcf plant. He noved on to
slide 2, "Plant Siting with Future Expansion Considerations,"
and noted that the proposed plant could be expanded to 12 Bcf as
demand grew, while allowing the first 6 Bcf to continue
operation during expansion. Directing attention to slide 3,
"Constructed Gravel Pad," he noted that this was the North Sl ope
pad constructed during the previous sumer, as well as a gas
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supply plant where the tie-in for the gas arriving from the
North Sl ope woul d occur.

CHAI R HAWKER asked who owned t he depicted pad.
MR. ADCOCK replied that the State of Al aska owned the pad.
CHAI R HAWKER asked how much the state had invested in the pad.

MR. ADCOCK offered his belief that it was several mllion
dol | ars.

3:31: 09 PM

MR. ADCOCK concluded with slide 4, "Conmponent Costs of the IEP
Supply Chain,” noting that MM had put together a very
sophi sticated financial nodel which was refined daily to node

the entire supply chain. This slide showed the probabilities of
outconmes given the wuncertainties in the supply chain, which
included the gas itself subject to energy market changes, the
liquefaction in the plant, property tax on the North Slope, and
the possible costs of the trucking conponent. He expl ained
that, as these variables were stacked together, the projected
cost during the past Decenmber, was $12.50 - $13.50 per Mf.

3:32: 13 PM

CHAIR HAWKER asked whether MM felt that the project was
econonmcally viable, if they would have been willing to continue
with the project, and the reason M. Adcock had been given for
the term nation of the project.

3:32: 52 PM

MR. ADCOCK offered his wunderstanding that the project was
termnated because there was not comunity or politica
al i gnnent behind the project. He stated that, although MM did
consider this an economcally viable project, the politics were
not there to close it. He declared that MM was willing to
continue to work on the project; however, the terms required by
AIDEA to extend the concession agreenment would have nade it
financially inpractical for MAH to conti nue.

CHAI R HAWKER pointed out that these docunents were avail able on
BASI S.

3:34: 00 PM
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SENATOR MACKI NNON hi ghlighted that, in a P3 environnent, private
partners were sought for capitalization to sonme of the
i nvest ment . She directed attention to comments by M. Adcock
for a required investnent range of $50 - $100 million with an
interest rate of return capped at 12.5 percent. She offered her
belief that this rate of return my have been reviewed
politically, and determned that +there were better deals
el sewhere.

MR. ADCOCK, in response, explained that the capital structure of
the project brought the Alaska Industrial Devel opnent and Export
Aut hority (AIDEA) grant funding at a 0 - 3 percent interest

rate, as well as private equity and private debt. He stated
that, as AIDEA had allowed 12.5 percent return on the equity
conponent of the capital, this was the return that MMH
request ed. As the debt conponent was in addition to this, he
of fered an exanple for the need to raise $120 nmllion of private
capital, which would have required $50 million in equity and $70
mllion in debt. He noted that the debt would "conme in at a

| ower rate"” and that the lenders were the last financial entity
to enter the picture as it was necessary for themto review the
entire project and its <contracts in order to perform due
di li gence. He shared that, although MM had spoken to nany
| enders, they had not yet finalized terns, which would have been
at a much lower rate than the equity capital. He pointed out
that this equity was typically at a higher rate of return, as it
was "the first line of fire, if there's any |losses, equity's
gone." He shared that, with a weighted average cost of capital
the capital cost would be significantly lower for a project,
especially if the AIDEA capital was blended in. He enphasi zed
that the public policy goal by the state was to nake the project
happen, with rates to consuners that were lower than if the
project had been totally financed by the private sector. He
pointed out that blending in the public sector conmponent of the
capital allowed a |ower weighted average cost of capital, which
directly translated to | ower consuner rates.

3:36: 56 PM
The conmttee took a brief at-ease.

PRESENTATI ON: Al aska I ndustrial Devel opnent and Export Authority

3:38:12 PM
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CHAI R HAWKER announced that the next order of business would be
a presentation by the Al aska Industrial Devel opnent and Export
Aut hority (AIDEA) regarding the Interior Energy Project (IEP)

CHAIR HAWKER, noting that there had been a transition in the
project during Decenber for a new conceptual direction, asked if
the decision process at AIDEA could be segued into the
present ati on.

3:41: 03 PM

TED LEONARD, Executive Director, Alaska Industrial Devel opnment
and Export Authority (AIDEA), Departnent of Comrerce, Conmunity
& Econom c Devel opnent, Presented a PowerPoint titled "Overview
of Interior Energy Project and Potential Purchase of Pentex
Al aska Nat ur al Gas Conpany, LLC." [Included in nenbers

packet s] . In response to Chair Hawker, he relayed that Al DEA
was still in contact with MAMH Infrastructure Devel opnent, Inc

and that AIDEA was still looking for a North Slope solution.
Based on cost, changing conditions, and associated risk, Al DEA
was still working to review all sources of gas and to provide

the | owest cost of energy to Fairbanks.

CHAI R HAWKER directed attention to the witten answers submtted
by AIDEA [Included in menbers' packets.] He declared that his
desire was to have a clear record for the points of difference
between community expectations and the partnership between MM
and AIDEA, and the specific data point which brought about the
change of direction.

MR. LEONARD noved on to slide 2, "IEP CGoals," declaring that the
goal was to supply natural gas to as nmany custoners as possible
in Interior Al aska, as soon as possible, and at the |owest cost
possible. He relayed that AIDEA understood that the North Sl ope
facility, and any other investnments for LNG capacity, would be
conplenmentary to the natural gas pipeline. He acknow edged that
the State of Alaska was looking at a project to replace this
current project. He pointed to another goal for lower PM2.5 in
nonattai nnent areas of the Interior, such as the North Pole. He
stated that the IEP goals and the targeted community expectation
was $15 per Mcf delivered to the burner tip.

CHAI R HAWKER rel ayed that the earlier testinmony by MAH had been

for a price of $13 per Mf delivered to the city gate. He asked
for a conparison of this to the burner tip price expectations.
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MR. LEONARD replied that this was a noving target. He referred
to earlier presentations two years prior for the feasibility
cost, with a distribution cost of approximately $4 [per Mf].
He stated that this estinate had changed.

CHAI R HAWKER summari zed that the community was expecting no nore
than $11 [to the city gate] and that this $2 differential was
what changed the direction of the program

3:45:57 PM

BOB SHEFCHI K, Devel opnent Oficer, Interior Energy Project
(ITEP), Alaska Industrial Developnment and Export Authority,
Departnent of Commerce, Conmunity & Econom c¢ Devel opnent, said
that, although he was newly the |IEP team | eader, he had worked
with interior gas wutilities for the past 2.5 years and
consequently had sonme background for expectations and the
potential price for delivery to the city gate. He shared t hat
there had been simlar presentations for the range of pricing
during the process, with a price ranging from $13.42 up into the
$14. 00s. He expressed disagreenent with that portion of the
presentation by M. Adcock for the cost and risk to the
utilities.

3:47:12 PM

CHAI R HAWKER suggested that a reason for the term nation of the
project was that the neter price did not neet the conmunity
goal s, and he asked the goal expectations.

MR. SHEFCHI K replied "you bet | can. The expectation was
pricing in the range of $15 per thousand cubic feet [Mf]
delivered to the hone, to the neter, the burner."”

CHAIR HAWKER asked if this translated to roughly $11 [to the
city gate].

MR. SHEFCHI K replied that this was not a direct |inear question,
as the higher the cost of the North Slope plant and the nore | ow
cost noney used to fund that plant, it was then necessary to use
nore high cost noney for distribution and storage. He pointed
out that as the cost of the plant would grow, the cost of
distribution would increase. He offered an exanple that the use
of the low cost noney approved by the legislature for building
the plant neant that the cost of noney was higher for building
the distribution system This would result in higher
di stribution costs, which were in addition to the already higher
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cost of gas. He noted that a review of the entire supply chain
had reveal ed an increase of distribution cost due to the higher
cost of that noney, hence an increase to the storage cost,
resulting in cost to the burner tip of $20.50 - $22.00.

CHAI R HAWKER asked for clarification that the cost reflected a
di vision of the funding in the state subsidy for the project.

MR. SHEFCHI K expressed his agreenent. He said that, in January,
2014, there had been a projected cost of $170 mllion for a 6
Bcf (billion cubic feet) plant; then, when the plant cost was
significantly higher, additional nobney was necessary, Wwhich
subsequently increased the cost of noney for distribution.

3:50: 02 PM

SENATOR MACKI NNON asked about the changing criteria referenced
by MMH when there was a request for an extension of the
contract.

VR. LEONARD, in response, said that there were severa
requi renents necessary, in order to nove forward wth the
contract extension. The main requirenment had been for MM to
wai ve exclusivity of the contract, thereby allowing the state to
talk with other parties for alternative sources. He said that
the original concession agreement was based on a North Slope
facility which AIDEA and MAMH would work on exclusively, while
Al DEA was not allowed to talk with others about the devel opnent
of other sources of gas for Fairbanks. This agreenent woul d
have given MM the exclusive mnmarket for gas delivery into
Fai r banks. He reported that exclusivity needed to be waived in
order for AIDEA to take the step to |ook at alternative sources.
He added that other requirements were desired by the attorneys
to ensure there wuld not be any other pitfalls in the
concessi on agreenent. He relayed that the AIDEA attorneys and
financial advisors believed that a review of the other
alternatives and discussion of financing could not be done under
t he exi sting concession agreenent.

3:52:42 PM

SENATOR MACKI NNON directed attention to page 4 of the prepared
remarks by M. Adcock, and read: "Al t hough the Concession
Agreenment granted NLE certain exclusive rights, it was not a
nonopol y. Al ternative gas supplies, hydropower, and other
conpetitive pressures would have constantly put NLE returns at
risk.” She asked if he was referring to this.
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MR. LEONARD replied that, in actuality, the alternative gas
witten into the concession agreenment was the natural gas
pi pel i ne. In the contract, it was specifically stated that
Al DEA woul d only work with MAH to bring gas to Fairbanks.

CHAIR HAWKER, asking about the aforenentioned $280 nillion
facility cost on the North Slope, offered his belief that it was
$220 - $230 million.

MR. SHEFCHI K replied that the facility had a $228 nmillion target
price, with a $20 mllion do not exceed. Along with this tota
of $248 nmillion, there was capitalized interest, operations
during construction, and confidential fees to MM and other
parties, which had resulted in the aforenentioned $280 nillion
total capitalized costs for the plant. He pointed out that this
had "choked the comunity reaction on a plant that had cone in
in pre-FEED estimtes of $170 mllion."

CHAIR HAWKER of fered his belief that a very excessive nunber was
used, as opposed to the EPC (engineering, procurenent, and
construction) estimate of $228 nmillion that had been validated
by know edgeable North Slope construction experts. He
acknow edged that "there is no knowabl e answer here. It is sone
pl ace between $228 and $280, dependi ng where the thing |ands."

MR. SHEFCHI K expressed his disagreenent, stating that the price
could be about $20 nillion less than $280 nmllion, but he
enphasi zed that the price would not be between $228 mllion and
$280 mllion. He declared that the only unknown was "the not to
exceed price."

CHAIR HAWKER offered his belief that M. Shefchik was ms-
interpreting his coment. He opined that this had been a viable
project, but asked if there had not been enough subsidy fromthe
state to reach the comunity's econonm c goals. He suggested
that Al DEA coul d have cone back to the legislature and asked for
nore support, instead of cancelling the project.

MR. LEONARD opined that, although asking for nmore funding from
the legislature was an alternative, AIDEA wanted to first | ook
at other alternative sources.

3:57:45 PM

MR. LEONARD returned attention to the PowerPoint, slide 3,
"Focus on Full Supply Chain." He stated that the |EP project
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was not solely concentrating on plant construction and
di stribution, but was instead focusing on the full supply chain,
from gas supply, to plant, to transportation, to storage, to
distribution, and to <conversion to wutilize +the increased
distribution for the LNG He declared that AIDEA needed to
"take a pause” and review ways to reduce the cost of
distribution and lower the price to city gate. He reiterated
that there was an AIDEA team | ooking at all sources, in order to
qui ckly nove the project forward to neet the goals of the IEP

CHAI R HAWKER, acknow edging that the project focus had changed
to the full supply chain, reported that testinony indicated that
the state had not put forward enough financial subsidy to reduce
the prices to neet the comunity expectations. He asked if the
current list indicated that AIDEA and the state were now | ooki ng
at direct involvenent for subsidizing each and all of the supply
chain el enents.

MR. LEONARD explained that the discussion for financing to the
original IEP had always included research for ways to invest in
all the aspects of the supply chain. He noted that review of
the supply chain during the project had identified ways to
better optimze through investnent. He offered his belief that
the presentation would clarify the elenments necessary to nake
the project nove forward. He stated that it was necessary to
focus on sonme identified areas to bring down the costs.

4.:02: 07 PM

CHAI R HAWKER asked how AIDEA intended to achieve that. He
guestioned whether it was necessary for the state to be in
conpetition with the private sector, in order to use the |ower

costs from state capital, or whether the state should encourage
private sector devel opnment.

MR. LEONARD, in response to Chair Hawker, said that he would
di scuss this, as he noved on to slide 4, "Wrk Perfornmed Under

the Concession Agreenent.” He relayed that, under the
concession agreenent, MM was the project devel oper. As the
parties worked toward financial closure, there were stil

several itens necessary for conpletion. He listed that it was

necessary for AIDEA to agree to the project costs and the
cormercial terms, that MM would provide the construction and
operating agreenents, that MM would negotiate and secure LNG
supply agreenments with the wutilities, and that a financial
nodel, with an agreed upon LNG price, would be devel oped to neet
the financial needs of the community. He offered his belief
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that, as AIDEA was performng its due diligence, the capital
costs were nmuch higher than the projected costs, slide 5
"Term nation of the Concession Agreenent." He reiterated that
the project would have required nore capital from the private
sector and from the state. He shared that, as there were many
noving targets, the cost rose to $13 - $14 to city gate, and
with additional distribution costs based on the utilization of
the capital, this brought the cost to $19 - $20 [to the burner

tip].

CHAI R HAWKER asked whether or not the utilities would commt to
purchase gas based on the nodel prices, and if not, at what
price would the utilities have commtted to purchase gas.

MR. SHEFCHI K, in response, explained that during negotiations
with CGolden Valley Electric Association, Inc. (GVEA), Fairbanks
Natural Gas, LLC (FNG, Interior Gas Uility (1GJ), and Northern
Lights Energy (NLE), specific issues for each of the utilities
had been discussed. He reported that t hr oughout t he
di scussions, the price would change based on assunptions, with a
range of $13.42 to nore than $14.00 at city gate. He offered
his belief that GVEA would have accepted a higher dollar, as
di stribution was not necessary. He relayed that | GJ and FNG had
concerns, and he opined that it would have been necessary for
the price to be $10 - $11 for 1 QJ, or for distribution financing
to be available to drop that cost from $5.50 to $3.50. He
stated that the utilities would have signed up for a price of
$11 - $12 to the city gate. He offered his belief that there
was W llingness for $11 and under, wuncertainty between $11 -
$12, and nmuch nore difficulty for agreenent above $12.

CHAI R HAWKER asked for the current actual cost of gas to the
city gate, to use as a benchmark in conparison with the target
nunbers.

MR. SHEFCHIK replied that it was unclear, as FNG was a conbi ned
supply chain which separated out its utilities; as the supply
plant was owned by Titan Energy LNG LLC and the distribution
was owned by FNG FNG charged thenselves $15.02 to the city
gat e.

CHAIR HAWKER acknowl edged that there were transfer pricing
i ssues, and he asked for current retail burner tip prices.

REPRESENTATI VE THOMPSON relayed that he was currently paying
$23. 35 per ntf (thousand cubic feet).
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MR. LEONARD said that the facility charges ranged from $23.44 to
$24. 00.

CHAIR HAWKER comended the persuasive argunments presented
earlier by Representative Thonpson for the need to |lower utility
prices.

4:10: 03 PM

SENATOR STEDMAN asked for a conversion from Mf to kilowatt
hours (kwWwh) for electricity.

4:10: 38 PM

Nl CK  SZYMONI AK, Devel opnent O ficer, Energy Infrastructure,
Al aska Industrial Devel opnent and Export Authority, Departnent
of Commerce, Community & Econom c Devel opnent, replied that a
conversion chart had been provided earlier to the Senate Specia
Conmittee on Energy. He said that this price would be
equivalent to a little nore than $.08 kW, if heated by $25 per
mllion Btu natural gas.

SENATOR STEDVAN asked if this was also conparable to a heating
fuel cost of $3.00 per gallon.

MR. SZYMONI AK expressed his agreenent.
4:12:51 PM

CHAI R HAWKER asked where AIDEA was going with regard to the
value chain it was reviewng for investnent. He asked what
Al DEA was doing in lieu of this project it had set aside.

MR. LEONARD said that although the project had not been set
aside as an alternative, the one LNG facility project had been
put on pause in order to ensure that all the alternatives were
revi ewed. He offered his belief that the utilities would not
commt to the price presented through the North Slope Project.
He declared a necessity for review of the alternative sources in
conjunction with a review of the other aspects in the supply
chain, in order to bring the total cost to a workable price.

CHAI R HAWKER asked about the alternatives under review, and if
there was assurance that any of these alternatives would neet
the desired prices.

4:15:31 PM
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MR. SHEFCHI K offered an overview for his vision to the next
three nonths and the expected actions for the project. He
relayed that the cost of heating oil was currently benchmarked
at $25 - $30 per mllion Btu. He declared that the goal for
every action was to bring down that cost. He pointed out that
the first step would be to convert from heating oil to trucked
gas and then possibly to train-supplied gas, and finally to a
big pipeline for gas supply. He stated that the goal was to
build an infrastructure to lower the price of energy in the
Interior, and maintain the opportunity for service to the road
system He referenced the aforenmentioned slide 3, "Focus on
Ful | Supply Chain,” and noted natural gas supply, |iquefaction

transportation, storage, distribution, and conversions as the
areas of investigation for the nobst effective gas supply. He
added that teanms from Departnment of Natural Resources (DNR

Departnent of Revenue (DOR), and AIDEA would | ook for solutions
to lower gas cost for all the utilities, as well as a specific

contract for gas that would fill a liquefaction train from
Sout hcentral Al aska. He declared that there were a nunber of
I i quefaction opportunities. He assured the commttee that the

project would |ook at propane and, as due diligence for the
Pentex Al aska Natural Gas Conpany, LLC (Pentex) acquisition was
performed, would winnow this down to a specific narrow range of
options for conparison to the North Slope benchmark. He pointed
out that although the conmunity was indifferent to its source of
gas, it was highly sensitive to the price and the tinmeframe for

delivery. He opined that by sumer there would be a project
"back on the rails that is consistent with Senate Bill 23" and
woul d optim ze all the conponents of the supply chain. He added
that, if after this review AIDEA could not make the project

wor k, they would conme back to the |egislature.

CHAIR HAWKER sunmarized that the plan for the project was to
review everything for the next six nonths.

MR. SHEFCHI K replied that there would be an assessnent of
progress to the legislature every three weeks, as there would be
concurrent actions on nultiple paths. He declared that he had a
singular goal with a singular focus and if there were not
sufficient tools to attain the goal, they would return to the
commttee for further support.

CHAIR HAWKER reiterated that the objective was for an identified
project which net the expectations of the utilities, wthin six
nont hs. He reviewed the direction of the project, either south
to north, or north to south. He acknow edged that there was a
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mar ket for gas in Southcentral, although that demand had been
somewhat alleviated for the short term He asked how nmuch
expansi on was necessary fromthe Cook Inlet for the project.

4:22:50 PM

MR. SHEFCHI K, in response, said that he had agreed to |lead the
supply chain starting at LNG and that he would facilitate the
gas supply, although there would be DOR and DNR representatives
on the team who were expert on the Cook Inlet energy market to
| ook at gas acquisition. He stated that the governor had nade
this a priority of his administration and was putting resources
toward the project. He suggested that there could be a large
conbi ned buyers' club in anticipation of the 2018 tinme frane.
He stated that the success of the IEP should not be dependent on
solutions for the energy issues in the rest of Al aska. He noted
that a smaller project team would be reviewing the producers
wi thout |arge shares of the nmarket who could neet their needs.
He acknow edged that this was the extent of his know edge on
Cook Inlet gas.

4:24: 38 PM

CHAI R HAWKER asked if the state was considering the purchase of
a smal |l er producer as a source of gas for the project.

MR. SHEFCH K replied that they were looking for a gas supply
contract to fill the 3 to 6 billion expected known demand for
the upcomng five years, noting that this was a snall denand
relative to that from Sout hcentral Al aska and Cook Inlet.

CHAI R HAWKER rel ayed that an announcenment by the governor that
the state was going to acquire Pentex had pronpted this
di al ogue. He asked where the Pentex acquisition would fit into
the project, and about earlier conments regarding rail cars and
conpetition for the acquisition of the Pentex LNG pl ant.

4:25:58 PM

MR. LEONARD, in response, relayed that the acquisition of Pentex
was to reduce cost and to assist on the distribution side, slide
7, "Decision to Begin Negotiations to Purchase Pentex." He
offered his belief that the ability of AIDEA to look long term
could be of assistance for reducing the <cost of current
distribution by 8 - 14 percent, and by 15 - 20 percent in 2019.
He based this projection on the costs of capital and the
willingness by AIDEA to concentrate on an integrated system
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This type of investnent would require that AIDEA live up to al
the Pentex obligations in regard to selling the LNG facility at

Cook Inlet. He offered his belief that it was possible to work
with Hilcorp for that commtnment demand of 3.5 - 4 Bcf from the
Fai r banks area. He stated that this would nove forward the

ability to bring gas to Fairbanks by pronoting LNG capacity
either on the North Slope on in the south. He declared that it
was inmportant to have the demand in Fairbanks in order to nove
forward to incentivize the private sector for the LNG capacity
section of the chain.

CHAIR HAWKER opined that the purchase of a private sector
entity, Pentex, by the state was not necessarily incentivizing.
He asked for the proposed dates and tines, directing attention
to the letter of intent to purchase Pentex, which stated that
t he transaction would be closed no |later than February 28, 2015.
He asked how this acquisition could be reconciled, as it was
before the proposed assessnment to the economic viability of the
vari ous projects.

4:29:47 PM

MR. LEONARD replied that the letter of intent clarified that
this was a non-binding agreenent in order to nove forward with

due diligence. He noted that the February date reflected
conpletion of the initial due diligence, with approval by the
board estimated to be at the end of April, and closing to be in

June or July. He estimated that the due diligence process would
take three to four nonths. As there was a concentration on the
distribution side, this was an inportant conponent for forward
nmovenent from either the north or the south, and that optim zing
this part of the chain was critical for the Interior Energy
Proj ect.

4:31:10 PM

CHAIR HAWKER asked if it was the AIDEA intent to hold and
operate the Pentex assets, or to dispose of Pentex to another
entity.

MR. LEONARD replied that the goal was to hold the asset for a
short transition period, work with the community for creation of
an integrated operations system and then sell it, with a return
of the investnent, to another entity. He stated that it was not
a goal of AIDEA to own the project long term
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MR. SHEFCHI K relayed that his directions from the AIDEA board
chair had been to focus on the integration of the system and the
devel opnent of options for the transition from AlIDEA to another
ownership structure, a joint venture partnership, or managenent
from outside. He acknow edged that this was near the top of his
task list while performng the due diligence. He was to devel op
a physical plan, as well as an organizational and ownership
plan, to transition Al DEA out of ownership after recovery of its
i nvestnments.

CHAI R HAWKER asked why the state needed to be in the mddle of
this even for a short period, instead of a free market
transaction that did not require the state to hold the asset.

4:33:24 PM

MR. LEONARD directed attention to slide 8, "Benefits of Uility
Coordination & Integrated Distribution System" and offered his
belief that noving forward with the project required AlDEA
ownership for a portion of the tine. He said that no private
entity had cone forward to purchase FNG noting that it had been
for sale in past years. He opined that this investnent would
serve a public purpose, and, based on the prelimnary due
diligence, this was a safe investnent. Directing attention to
the two independent utilities depicted on slide 8, he offered
his belief that AIDEA involvenent in this investnent would
reduce operating costs, allow for efficient capital investnent,
restart needs for the storage necessary for demand capacity, and
bring a unified demand to the market to purchase gas.

4: 35: 05 PM

CHAIR HAWKER reiterated that the state supported the project and
intended to mamintain its commtnent to Jlowering costs in
Interior Alaska. He pointed out that this was clarification for
"what we're doing, where we're putting our investnents." He
offered his belief that the intent, as there was only one
obvi ous purchaser, was to facilitate the acquisition of FNG by
| GU.

MR. LEONARD replied that this would be one of the nain options.
He reiterated that this investnment would be short term and that
it was critical for neeting the mission of the Interior Energy
Proj ect.

CHAI R HAWKER asked again why AIDEA did not directly support |CGU
in acquiring the Pentex assets.
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MR. LEONARD replied that, after due diligence, the exit strategy
woul d include all these options in its finance plan before the
board woul d nove forward with a presentation to the |egislature.

CHAIR HAWKER pointed out that the purchase of Pentex would
include its existing contract to sell the Point Mckenzie LNG
plant to a subsidiary of Hlcorp, as well as a long term LNG
sal es agreenent with FNG to sell 100 percent of the plant output
for a period of five years at $15 per MSf to the city gate. He
noted that this was substantially higher than the figure
expressed as acceptable to the utilities. He acknow edged t hat
after this five year period the price could be adjusted to natch
any conparable sales of LNG by another seller into the Fairbanks
area; however, if there was not another seller, the city would
not have any other option but to pay $15 at the city gate.

4:38:18 PM

MR. LEONARD expressed agreenent that this issue was being
addressed during the due diligence process. He said that, as
this current FNG contract was about 15 - 20 percent of the total
supply, it would be blended with additional contracts.

CHAI R HAWKER asked for clarification of the commtnent, that the
FNG contract was for 100 percent of the need of active gas
custoners in Fairbanks. He stated that this was 20 percent of
the anticipated build out when the Interior Gas Uility (IQ&)),
currently without any custonmers, gets the system built out for
delivery to the rest of Fairbanks.

MR. LEONARD expressed his agreenent that the current contract,
about 0.95 Bcf between Hilcorp Energy Conpany (Hilcorp) and FNG
was for the existing custoners. He reported that the |IEP had
funded about 33 nmiles of new pipe for FNG wth an additional 26
mles to be built. This would nmake another 1.5 Bcf available
based on conversions. He stated that, based on total demand
need in the future, this was the aforenentioned 20 percent. He
shared that with the proposed build out of North Pole by IG&J as
well as the proposed build out by FNG in 2016, the actual pipes
across structures would be 7200 instead of the current 1100.

CHAI R HAWKER asked for clarification that this was 100 percent

of current demand and 20 percent of anticipated FNG full build
out demand.
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MR. SHEFCHI K clarified that this was 100 percent of the plant
capacity and that, as FNG had two interruptible custoners, the
hospital and the wuniversity which had LNG service turned off
when it was cold, 100 percent of demand would allow these
custonmers to maintain service.

CHAI R HAWKER stated that it was agreed "to neet all FNG current
requirenments by delivering to FNG the entire maxi mum output of
the existing facility." He relayed that the state was | ooking
at acquiring FNG currently a privately held entity. He asked
"Who is | GU?"

MR. SHEFCHI K replied that the Interior Gas Uility (1GQJ) was a
public entity wholly owned by the Fairbanks North Star Borough.

CHAI R HAWKER asked if it currently had busi ness operations.

MR. SHEFCHI K replied that it was a devel opnment conpany and did
not have any busi ness operati ons.

4:42:42 PM

SENATOR MACKI NNON expressed her concern that there was
dependence on "a reliable supply fromthe Cook Inlet region from
a small explorer that may or may not have proven production.”
She asked if M. Shefchik had nore information on this
avai lability and new di scoveri es.

MR. SHEFCHIK reiterated that, as he had shared all of his
knowl edge of the Cook Inlet energy supply, there was a team | ead
by DOR and DNR for the Cook Inlet contract acquisition. He
shared that a focus of the current adm nistration was to devel op
a gas supply contract for this project.

SENATOR MACKI NNON expressed her understanding that the current
utility contracts in Anchorage were short term and that the
city had just stopped its brownout drills to reduce usage. She
acknow edged that, although there was a lot of activity in the
Cook Inlet, there were proven reserves on the North Sl ope. She
guestioned whether this was a chase under the auspice of "build
it and they will cone.”™ She directed attention to the ferry [W
Susitna] as just such an exanpl e.

MR. SHEFCH K replied that there was not any desire to build a

supply chain with no gas, and that the direction of the supply
chain woul d be determ ned by the availability of gas.

BUD COWM TTEE -27- February 12, 2015



4:45: 02 PM

SENATOR MACKI NNON expressed her concern for the criteria of a
supplier to this project, if this was for finding a smaller
supplier. She stated a desire to provide a lower cost for
reliable, cleaner energy to Interior Al aska. She expressed her
interest for the fornula of the purchase price to the various
facilities. She pointed out that a declaration of price allowed
little option for negotiations. She offered her belief that
there had been overpaynent for the product, and that the state
woul d be required to pay the difference in a subsidy.

MR. LEONARD replied that the purchase price stated in the letter
of interest was a negotiated proposed price based on prelimnary

information, and was not a set price. He reminded that it was
necessary to perform due diligence, and that financial advisors
and a wutility evaluation conpany would be consulted. He

explained that if, after valuation, the price was too high then
Al DEA woul d attenpt to negotiate a fair value price or the dea
woul d be termnated. He stated that AIDEA would only pay a fair
price based on asset val ue.

SENATOR MACKI NNON expressed her interest in the determ nation of
cost value, remarking that, as it had been on the market for
multiple years at that price, everyone else thought that price
was too high

4:47:52 PM

REPRESENTATI VE THOMPSON stated that he had copies of the fornal
request from 1954 entreating the federal governnent to build a
gas line from the National Petroleum Reserve to Fairbanks to
help relieve the cost of energy, and "it's 61 years later and
we're still waiting."

CHAI R HAWKER reflected on the historical records he had in his
possessi on.

4:49: 09 PM

SENATOR STEDVAN offered his wunderstanding that, as it was
necessary to make a good busi ness decision, a l|lack of purchasers
i ndicated something wong with the price or the narket. He
expressed his concern for the state making a purchase of good
value. He pointed out that there had been situations where "the
state ends up holding the bag," while other investors behind the
corporation "end up sitting fairly well." He declared a need
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for due diligence, regardless of the time frame, and the need
for a prudent deci sion.

4:50: 21 PM

SENATOR BISHOP expressed his gratitude to AIDEA for its
diligence, attention, and conmtnent for bringing gas to the
interior. He asked if there had been full due diligence for the
purchase of FNG He declared that there had been reverse
engi neering for this project from the beginning, and that front
end engineering would have resulted in conpletion of this
proj ect .

CHAIR HAWKER reflected on the Pentex purchase, noting that,
while it currently provided 100 percent of the current need,
this would only be 20 percent of future need. He pointed out a
need to add four tines the current capacity in the foreseeable
future. He stated that often a used and in-place asset offered
a nore cost effective price than building new He suggested
that it was necessary to conpare this with the cost of building
a new facility with four tines the capacity.

MR. LEONARD asked for clarification that the reference was for a
di stribution systemand not an LNG facility.

CHAIR HAWKER replied that he was referencing the value chain
nodel, with the need to add an additional 80 percent by building
new capacity: finding the gas, building the LNG plant, and
building the delivery and distribution systens. He noted that
it was also necessary to pay for the LNG conversion in the
hones. He asked if it was possible, after the Pentex purchase
and building for the new capacity, to still neet the $10 - $11
city gate cost objective.

MR. SHEFCHI K replied that this was an accurate description of
the situation and would be a part of the due diligence decision
pr ocess.

CHAIR HAWKER referenced Senate Bill 23, which enpowered Al aska
| ndustrial Developnent and Export Authority to provide the

financial support to a North Slope sourced gas project. He
gquestioned whether this gave carte blanche to the build out in
Fai r banks. He asked what AIDEA currently required from the

Al aska State Legislature during this session in order to have
the free rein to nove forward and execute this value chain grand
pl an.
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MR. LEONARD said that, in order to utilize the full strength of
Senate Bill 23, renpval of the wording "North Slope"™ would be
necessary to allow the funding to be used for assistance in
| owering the cost of gas in Southcentral Al aska, if that route
becane avail abl e. He said that it was necessary to review all
sources of gas in order to bring the |owest possible cost to
Fai r banks.

CHAIR HAWKER asked for clarification that the funding
appropriation nentioned by M. Leonard was the $57.5 nmllion
aut horized in Senate Bill 18.

MR. LEONARD expressed his agreenent, noting that approximately
$45 mllion was still available, and this would allow the
flexibility for an alternative source, other than a North Sl ope
plant, that could utilize those nonies to bring down the cost,
reduce the risk, and neet the goals of the Interior Energy

Proj ect. He stated that the investnment by the state for the
North Sl ope plant had brought the cost to $13 - $14, and without
those state funds, the price would have been much higher. He

declared that utilization of the tools granted by the
| egislature for analyzing alternatives down south would be
benefi ci al .

4:57:28 PM

CHAIR HAWKER offered his belief that AIDEA had not received
adequate financial support fromthe legislature for the original
North to South project to allow the build out by 1QJ, as well as
the necessary support at the LNG plant level to achieve a |ow
enough cost of gas throughout the entire system He questi oned
whether a South to North route would change the analysis. He
asked if the legislature should increase funding or debt
capacity, or replace the funds al ready spent.

MR. LEONARD opined that an analysis would show the inpact for
nore funding and nore bonding authority, although bonding
authority on the North Slope may not be beneficial to the
proj ect. He said that bonding for distribution was easier than
bondi ng for a plant.

CHAI R HAWKER suggested that AIDEA not "cut yourself short,"” and
that AIDEA should ask for nore funding so the legislature could
make that decision to provide the additional support that was
necessary to nmake the project nove forward, while judging it
agai nst the other conpeting interests in the state.
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5:00: 05 PM

SENATOR STEDVMAN said that the target range for getting energy

delivered to Fairbanks was reasonabl e. He offered his belief
that it was not possible to bring the cost to Fairbanks to the
sanme range as the cost to Anchorage. He suggested that the

Fai rbanks target nunbers should be reasonable nunbers to bring
other area energy costs into alignnent, noting that this would
al so include Sout heast Al aska.

5:00: 58 PM

REPRESENTATI VE THOVWPSON expressed his pleasure for the pursuit
of other alternatives. He declared a desire for reasonably
priced energy, and he acknow edged that Fairbanks consumners
recognized the costs and did not "have our hands out." He
pointed out that this could create econom c devel opnent which
coul d enhance the entire state.

5:02: 08 PM
ADJ QURNVENT
There being no further business before the conmttee, the

Legi sl ati ve Budget and Audit Committee neeting was adjourned at
5:02 p.m

BUD COWM TTEE -31- February 12, 2015



