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ACTI ON NARRATI VE

10: 17: 08 AM

CO-CHAIR JI M COLVER cal |l ed the House Special Conmttee on Energy
nmeeting to order at 10:17 a.m Representatives Talerico,
Tilton, daman, Wol, Vazquez, and Colver were present at the
call to order. Representative Nageak arrived as the neeting was
i n progress.

PRESENTATI ON: | NSTI TUTE OF THE NORTH

10:18: 37 AM

CO CHAI R COLVER announced that the first order of business would
be a presentation by N ls Andreassen, Executive Director
Institute of the North.

10: 18: 40 AM

NI LS ANDREASSEN, Executive Director, |Institute of the North,
began his presentation with a review of Arctic energy issues
derived from policy tours and energy sunmts hosted by Institute
of the North ("Institute"). M. Andreassen informed the
conmttee the |Institute is the center for Alaska's Arctic
policy. The Institute's vision is: Effective |and and resource
governance resulting in individual and collective prosperity - a
vision that began with founder fornmer Governor Hickel's belief
in Alaska as an owner-state. The Institute's mission is: To
inform public policy and cultivate an engaged citizenry - which
is focused on understanding and conveying the opportunities and
obligations of the Arctic. To acconplish its mssion, the
Institute convenes different groups in forunms that include the
public sector, industry, the private sector, and community
| eaders. He said fundanental challenges facing Al aska and
Al aska's Arctic are declining oil production and price,
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infrastructure deficit, increasing changes and activity, state
and national fiscal constraints, and increasing international
and national attention, wth a "huge disconnect between | ocal
concerns, state concerns, and national attitude." M.
Andreassen reviewed four fundanmental |essons for Alaska from
| cel and:

e Choose conpetitive resources on which to focus.
 Spend tine to develop a conprehensive plan on how to
devel op the chosen resources.

 State or national governnent nust own the power grid
infrastructure and allow comunities to develop the
resource

e Export value-added product so that the main industry is
energy intensive.

MR. ANDREASSEN presented a different nodel from Norway:

* Export non-renewabl e resources - oil and gas - and devel op
renewabl es for donmestic use.

e Co-invest in production and infrastructure sharing risk
and reward.

e Build regulatory capacity for effective and efficient
devel opnent of resources.

10: 24: 21 AM

MR. ANDREASSEN presented a chart entitled, "lceland and Al aska
by the Nunmbers"”™ which illustrated significant differences in
popul ation and geography (slide 4]. He pointed out that
installed electricity generation capacity for both entities is
simlar, but power consunption is nuch higher in Iceland. He
concluded that Iceland has successfully focused on one or two
sources in its energy portfolio, and Alaska can do so wth
nat ural gas. The energy mx in lceland is 80 percent of its
primary energy supply from renewabl es for electricity production
and heating, and 20 percent from inported fossil fuels for
transportation and fisheries; Iceland continues to transition
away from fossil fuels. In 2010, lIceland' s electricity profile
indicated 73 percent of electricity supports the alum num
industry; raw materials are inported and alumnumis snelted and
export ed. Hydr opower provides electricity at $0.02-3$0.03 per
kilowatt hour (kW) which attracts industry to Iceland; the
Kar ahnj ukar Hydropower Plant is simlar to size and design of
the proposed Susitna-Watana Hydro project in Al aska. The
Fjardaal Al uminum Snelter is connected to the hydropower plant

HOUSE ENE COWM TTEE - 3- February 3, 2015



thus connecting the energy resource to industry, and excess
power is returned to the electrical grid. Energy intensive
industries total one-quarter of Iceland s exports; another one-
guarter is fisheries, and another one-quarter is tourism

10: 29: 27 AM

MR. ANDREASSEN returned attention to conprehensive planning, and
explained that Iceland's nmunicipalities and local wutilities
drove the process to transition from inported fossil fuels to
renewabl es. As an aside, he related that consuners reduced
their energy costs by twelvefold. Val ue- added industry that is
supported by | ow cost geothermal and hydropower ranges from fish
to aquaculture to bionedical products. | celand's master plan
for the utilization of renewable energy resources was devel oped
by its wuniversity in partnership with the governnent, and
evaluated 80 possibilities for hydropower and geothernal power
pl ant s. He further described the evaluation process and the
categorization of Iceland' s energy resources, and opined that
the plan is a fundanental approach to energy resources beyond
policy (slide 10 entitled, "lceland Energy Planning"). Iceland
has a circunferential electric transmssion grid which serves
alnmost all of its conmunities with electricity at a cost of

$0. 08-%$0. 11 per kW, Oiginally developed by the private
sector, the governnment "took it over" and guarantees power to
its residents. He said guaranteed access to the transni ssion

system al | ows conpetition to occur.

10: 34: 19 AM

MR ANDREASSEN concluded that the Ilessons for Alaska from
| cel and ar e:

 Fiscal prudence.
e A careful approach to projects.
« The government is a gquarantor and not a financier of

proj ects.

* Long-term deci si on-maki ng on infrastructure and a
willingness of the society to sacrifice for future
prosperity.

e Strategic planning on an intentional and expert |evel.
* Export expertise.

» Straightforward econom ¢ devel opnent strat egy with
di versification and cl uster devel oprent.

* A master plan for energy developnent provides clarity to
limt delay and litigation.

HOUSE ENE COWM TTEE -4- February 3, 2015



MR. ANDREASSEN t hen provided a snapshot of Norway in 2010. He
acknowl edged that Norway differs from Alaska in that its
popul ation is larger and residents have a higher incone, a |ower
rate of unenploynent, and a very different social contract with
their governnent. |In addition, the nation has a very high |leve
of taxation and a different method of delivering services;
however, Al aska can evaluate sone of Norway's processes, and he
listed the following factors of Norway's |licensing system

* Selects tracts to license for a six-year initial term after
extensi ve consultations wth stakehol ders.

e Conducts initial seismc and publishes the results.

* Instead of bonus bid and royalty, industry submts an
application consisting of a work plan, financials, and
safety record.

e Licenses are awarded by the Norwegi an Petrol eum Directorate
(NPD) to an applicant or group of applicants who can
extract the nost value; licenses include a six year "dril
or drop" provision.

e Al approvals are included in the |icense.

» Licenses may include Petoro, the state-owned investnent
conpany that contributes upfront capital and participates
as a partner.

e Private industry and Petoro are part of the decision
process.

10:41: 44 AM

MR. ANDREASSEN further explained that through the state's direct
financial interest (SDFlI), the Norwegi an governnment participates
directly with private industry in the devel opnent of resources.
As part of its active role, the state substitutes definitive
work and investnment commtnents, and active participation,
instead of a passive, royalty role. He stressed that SDF
creates alignnment of interests between the state and the
producers, who gain certainty, stability, co-investnent, and a
guaranteed rate of return. The state gains an understandi ng of
the investnent, access to data, and an understanding of "oil and
gas process."” In fact, Norway transitioned away from a bonus
and royalty system because that system inpaired investnent
deci si ons. He suggested that SDFI could be added in Al aska as
an option in new |leases with the creation of an organization -
simlar to the Al aska Pernmanent Fund Corporation - to adm nister
the state's interests. M. Andreassen reviewed Norway's
i nvestnment incentives to devel opnent: reduced risk; reduced
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upfront costs; shared risk and co-investnment through SDFI
al i gnnent between industry and the state; predictability; quick
permtting; and tax stability. He continued that the above
| essons from Norway are inportant for Al aska' s donestic energy
and its general approach to energy resources. Concl usi ons from
the Norway tour are as foll ows:

* NPD serves the purpose of the Departnent of Natural
Resources (DNR) and the Alaska Energy Authority (AEA),
Department of Commerce, Community & Econonmi c Devel opnent
(DCCED), and carries the public's interest.

Ol and gas for export; develop renewables for donestic
energy consunpti on.

e Covernnent take maxim zed through state-owned enterprise
and investrment in infrastructure.

e Stability plus returns result in private sector confidence.
» Postage stanp rate for domestic power greater connectivity.

MR. ANDREASSEN opined a lesson learned by the Institute's
research throughout the Arctic nations is that some governnents
have effective criteria and the ability to judge a project based
on specific nmerits. This is an area that could be explored by
the coomittee to develop a plan to nove fromthe state's current
energy policy to an inplenmentation plan, and then develop a
systemto track projects and expenditures. The goal would be to
inprove Alaska's ability to use criteria, strategy, and system
to nmake decisions and prioritize projects, especially in an
environment of fiscal constraints. This would be acconplished
in concert with state agenci es.

10: 49: 45 AM

MR. ANDREASSEN t hen presented the foll ow ng reconmendati ons:

» Consolidate oversight.

e Oversee projects to ensure state return on investnent and
benefits.

e Standing commttees of the House Special Comittee on
Energy and the Senate Special Committee on Energy.

« Evaluate ener gy proj ects Wi th a focus on basi c
infrastructure.

* Encourage better outreach and comunication from state
agenci es.

* Encourage and support private investnent.
» Leverage state resources for infrastructure.
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e Inmplenment energy strategy as a key elenent of fiscal

policy.
MR. ANDREASSEN turned attention to the 2013 Arctic Energy Summ t
- hosted by the Institute - which presented the thenes of
richness, responsibility, and resilience. The sunmit took a
cross-sectorial approach, wth the understanding that the
private sector wll |ead energy developnent, public entities
will respond, regulate, and nanage activity, and both wll
utilize academ a and non-governnental organizations to advance
proj ects. Richness is defined as renewabl es, non-renewabl es,

and efficiency and conservation. Responsibility is a commtnent
from all eight Arctic nations to risk mtigation and response

ability. Resilience is the ability to respond and adapt to
change; inplenmenting responsibility in energy development now
will strengthen resilience. From the summt, the follow ng

research and projects were proposed:

e Gid connectivity research.

» Measurenents of governnent support fromall Arctic nations.
* How communities are benefitting fromenergy devel opnment.

« Effective policies for the devel opnment of renewabl e energy.
* Financial vehicles to support energy devel oprment.

e Quides to northern energy efficiency and conservati on.

MR. ANDREASSEN inforned the commttee that the Institute will be
hosting the 2015 Arctic Energy Summt in Fairbanks, 9/28-30/15.
The themes will be "Energy Contributing to a Lasting Future,”
"Security,"” and "Affordability." Qutcones will be reported to
the Arctic Council's Sustainable Devel opnent Working G oup. He
encouraged nmenbers to participate in the sunmt.

10: 56: 21 AM

CO CHAIR COLVER suggested the conmttee may want to hold a
heari ng during the summt.

REPRESENTATI VE NAGEAK asked where in Al aska a real project could
be researched.

MR. ANDREASSEN advised the Al aska Center for Energy and Power
(ACEP) has the ability to research and test projects "on the
ground” and garner an understandi ng of costs and benefits.

REPRESENTATI VE NAGEAK recommended that the conmttee contact
ACEP.
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COCHAIR COLVER clarified that the conmmttee could consider
contacting ACEP regar di ng t he i npl enent ati on of t he
reconmendat i ons.

REPRESENTATI VE WOOL asked about the ownership of the grid in
Nor way .

MR. ANDREASSEN was unsure and offered to provide an answer. In
further response to Representative Wol, he said the governnent
of Norway strives for a 100 percent return on the state's
resources, but that is wunacceptable to industry; factors in
garnering the state's rate of return are a 78 percent tax and
co-i nvest nent.

REPRESENTATI VE WOOL asked whether Norway's oil and gas
production is conparable to that of Al aska.

MR. ANDREASSEN said he was wunsure of the current rate of
production and offered to provide that information.

CO CHAIR COLVER expressed his wunderstanding that only one
envi ronnmental challenge is allowed on a Norway project.

MR.  ANDREASSEN explained that Norway ninimzes delay by
conducting negotiations prior to licensing, and then allows one
subsequent | awsuit.

11: 01: 40 AM

The conmmttee took an at ease from11: 01 a.m to 11:02 a. m

HIR 8-FEDS ALLOW STATE TO MAKE ENERGY CHO CES

11: 02: 04 AM

CO CHAI R COLVER announced that the next order of business would
be HOUSE JO NT RESCLUTION NO. 8, Urging the federal governnent
to enpower the state to protect the state's access to affordable
and reliable electrical generation.

11: 03: 19 AM

JOSHUA BANKS, Staff, Representative Dave Talerico, Al aska State
Legislature, introduced HIR 8 on behalf of Representative
Tal eri co, sponsor. M . Banks explained that the U S
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Environnental Protection Agency (EPA) Cean Power Plan applies
to all fossil fuel power plant generation - including coal, gas,
oil, and naphtha - by plants that produce power in excess of 25
nmegawatts (MAN, with the exception of power plants at mlitary
bases in Alaska and at the University of Alaska (UA). Although
well -intentioned, the plan would likely lead to much higher
electricity costs as indicated by a study [entitled, "Energy
Mar ket Inpacts of Recent Federal Regulations on the Electric
Power Sector," and dated 11/14] provided within the commttee
packet. He said the study states that nationw de there could be
an increase in electrical costs as high as 37 percent. The
Clean Power Plan is based on inaccurate assunptions; for
i nstance, that the |argest source of carbon em ssions in Al aska

is from power plants. In fact, power plants in Al aska account
for about 25 percent of carbon em ssions. The remaining 75
percent of stationary source carbon in Alaska is from operations
on the North Sl ope. Anot her assunption is that |ower cost

natural gas and renewabl e energy sources are avail able; however,
in the near-term these sources are not available in the

I nterior. In fact, even if natural gas were available in
Fai rbanks, the current projected cost is $20.00 per mllion Btu
(MVBTU) . The final purpose of HIR 8 would be to protect
Al aska's sovereignty. The Tenth Anmendnent to the U S

Constitution states: "The powers not delegated to the United
States by the Constitution, nor prohibited by it to the States

are reserved to the States respectively, or to the people.” M.

Bat es opined the powers of Congress or the executive branch do
not include the power to regulate carbon em ssions in Anerica.
Therefore, this is the states' responsibility. He expressed his
belief that the State of Al aska has the neans to nmake effective
decisions to deal with the problens of climte change, and to do

so without hurting Al askans. The resolution urges the federal
government to |eave decisions in regulating energy production at
the state and local level in order to protect access to
affordable and reliable electrical generation. M. Banks said

he expected sone changes would be nmade to HIR 8 as it was
currently witten.

11: 07: 25 AM

REPRESENTATI VE NAGEAK directed attention to the bill on page 1,
lines 9-10, which read:

WHEREAS the Regul atory Conmi ssion of Alaska should be

enpowered to make decisions wth nethodol ogy based on
the | owest production costs for electrical generation;
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REPRESENTATI VE NACGEAK asked whether the rationale of the
resolution was to get nore coal generation

11: 08: 14 AM

REPRESENTATI VE TALERI CO was unsure about the intent to generate
nore coal-fired power, but the intent was to nmaintain what is in

production at this tine. In the Interior, the nost affordable
power is fromcoal. Although power production is available from
other areas of the state, the "bottleneck™ is the |lack of
transmssion lines at the electrical intertie. He recalled the
committee's previous discussion of "pancake" rate tariffs.

Currently in the Interior, coal-fired power costs 4.9 cents per
kilowatt hour (kwW), and hydroelectric (hydro) power costs 5.8
cents per kW due to the pancake tariff rates. Representati ve
Talerico said his concern was for the cost to custoners in
Fai rbanks which is then passed along to surrounding renote
comunities.

REPRESENTATI VE NAGEAK referred to testinony |ast year that the
cost of power generation in rural Al aska could be reduced by the

use of mcrogrids to connect nearby conmmunities. He suggested
considering the idea proposed by the Alaska Village Electric
Cooperative, Incorporated (AVEC). He then asked for an

explanation of the benefits of placing a 1.5 percent cap on
el ectricity rate increases.

REPRESENTATI VE TALERICO said the issue of a cap was being
di scussed with state agencies, the Regulatory Comm ssion of
Al aska (RCA), and the utilities. He said he asked the co-chairs
to hold the resolution in order to gather nore information and
create a better docunent; furthernore, various agencies would be
bringi ng recormendations to the bill sponsors.

REPRESENTATI VE NAGEAK directed attention to page 1, lines 14-15
whi ch read:

WHEREAS utilities, comunities, resi dents, and
commercial entities should be protected from any
attenpts to close a coal-fired power plant in the
state; and

REPRESENTATI VE NAGEAK asked for exanples of coal-fired plants
t hat woul d be cl osed.

REPRESENTATI VE TALERICO referred to an [unidentified] EPA
docunent provided in the commttee packet, noting it is 300
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pages | ong. Hs interpretation of the document - and his

primary concern - was that the plan calls for reducing carbon
pollution by focusing on the power producing industry. In
Al aska, nost of the carbon produced is not from power plants

unlike in the Lower 48. Coal power plants are the cheapest

sources of energy in the Interior, and if they becone "a target"
the price of energy would rise without an inpact on Al aska's
carbon em ssi ons.

11:14:17 AM

MR. BANKS directed attention to page 23 of a study provided in
the commttee packet entitled, "Energy Market I|npacts of Recent
Federal Regulations on the Electric Power Sector" and dated

11/ 14. Energy Ventures Analysis estimated a reduction in the
generation of coal from 31 percent in 2012, to 20 percent in
2020, likely requiring the «closure of <coal-fired plants

t hroughout the country.

REPRESENTATI VE NAGEAK observed his district has the cleanest-
burning coal in the world and he supports generating power wth
coal using the best technology; however, the industry needs to
be proven. Coal-fired plants should not be closed, but inproved
for the benefit of the environnent and consuners, and the
federal governnent should hel p pay.

COCHAIR VAZQUEZ inforned the committee it wuld hear an
upcom ng presentation regarding mcrogrids.

11:17: 18 AM

CO- CHAIR COLVER opened public testinmony on HIR 8. After
ascertaining no one wshed to testify, public testinony was |eft
open.

COCHAIR VAZQUEZ stressed the inportance of reliable and
af fordable energy to the well-being and econom c success of the
st at e.

REPRESENTATI VE WOOL directed attention to the bill on page 2,
[ine 2, which read:

WHEREAS the 1loss of other traditional electrical
generation nethods may cause natural gas plants to be
overused or used in ways that exceed their engineered
desi gn; and
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REPRESENTATI VE WOOL inquired as to whether natural gas is a
traditional nethod of electrical generation, and if natural gas
pl ants have been shown to be exceeding their engi neered design.

REPRESENTATI VE TALERI CO advi sed that coal-fired generators have
been around in the Interior since before Wrld War 1I; this
method is a traditional source along with diesel and naphtha.
In the event 25 MW of daily production were shut down in Healy,
and another 20 MW in Fairbanks, it would be difficult - if not
i npossible - to energize the grid. He expressed his wllingness
to make additions or deletions to the |anguage of the
resol ution.

REPRESENTATI VE WOOL asked if the proposed inprovenents to the
el ectrical grid would change the priorities of HIR 8.

11: 23: 30 AM

REPRESENTATI VE TALERI CO opined inprovenents to the grid are
critical to the econony; however, affordability is stil
important. The cost of oil and natural gas fluctuates, but the
coal market remains nore stable. He stressed the value of many
diversified sources of energy production coning together to
provide stability in energy costs.

REPRESENTATI VE NAGEAK expressed his passion about |owering
energy costs. During the previous legislative session, the
commttee discussed biomass, natural gas, coal, hydropower,
tidal, and geothernmal sources of energy that are available on a
regional basis; in fact, nost regions have different sources on
a |ocal basi s, i ke bionass, run-in-the-river, and coal
generati on. He encouraged the commttee to focus on devel oping
resources that are available in each region.

CO CHAIR VAZQUEZ will request related testinony from the Al aska
Power Associ ati on. She urged for research on the use of coal

11:29:52 AM

HIR 8 was hel d over.

PRESENTATI ON: I NSTI TUTE OF THE NORTH - CONCLUSI ON

11: 30: 33 AM

REPRESENTATI VE CLAMAN summarized from Institute of the North's
presentation that the state needs to develop a long-term plan,
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and to look seriously at further investnment in infrastructure
as opposed to investnment in production. He asked, "How do we
fit intothe "live within our neans,' to that whole picture?”

MR. ANDREASSEN advi sed that the state's current energy policy is
aspirational and not directive; state agencies have tried to
operationalize the policy, but further clarity is needed on what
the legislature expects in terns of a strategy and
i npl enmentation of the policy. O her nations have been able to
better prioritize how to nove forward by upfront planning.
These steps can be taken through |legislative commttees to
develop, formulate, and operationalize the energy policy.
Better strategic planning would result in a different Kkind of
deci si on-maki ng and better returns. Regarding infrastructure,
he said all Arctic nations are well-endowed w th resources;
however, Al aska has not done as well as others "connecting those
dots from supply to market." lceland has two priorities:
investing in people, and providing the right infrastructure so
that people can gain prosperity from econom c devel opnent. He
acknow edged that state investnent in human and physica
infrastructure is challenging in an environnent of fiscal
constraint. M. Andreassen related that Iceland' s solution is
af f ordabl e energy, for which all Arctic states should strive.

11: 35: 51 AM

REPRESENTATI VE NAGEAK, referring to testinony heard |ast year
stressed that |Iceland has a large anmount of power from
geothermal, which allows it to support energy intensive
i ndustry.

11: 36: 51 AM

CO CHAIR VAZQUEZ recalled it was suggested at a previous hearing
that the state could form an energy infrastructure fund, in
partnership with the private sector, to finance projects.

11:38:42 AM

ADJ OURNVENT

There being no further business before the commttee, the House
Special Commttee on Energy neeting was adjourned at 11:38 a.m
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