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Introduction

Co-founded in 1979 by former Alaska Governors WalteHickel and the late William
A. Egan, Commonwealth North is a non-partisan, ijoutblicy forum focused on educating its
members and the public on significant public polisgues affecting Alaska’s future, and
assisting in their resolution. Commonwealth Nortmembers include a broad range of
individuals, organizations and businesses deeplglved in Alaska, bringing to bear a broad
range of experience, knowledge and interest iragusg this state.

The goal of Commonwealth North is to lead Alaskemadopt enlightened policies that
enhance Alaskans' quality of life and improve that&s ability to effectively manage its
resources. The core values of Commonwealth Norhtar(i) recognize the State's unique
obligation to manage the common wealth of Alaskpcommit to the future of Alaska, (iii) put
Alaska's interests before special interests, (k@rase intellectual integrity and rigor, and (iv)
respect all peoples and cultures.

Early in 2009, Commonwealth North formed its Eneigypdy Group to inform the
public, study energy-related issues, evaluate isolsitand facilitate discussions relevant to
energy policy throughout Alaska, and develop gumgs and recommendations in the area
consistent with Commonwealth North’s overall goatsl core values. Over the course of the
year, the Energy Study Group has studied the eneeggs of Alaska, discussed and debated
these extensively and, as involved and knowledgealiizens, formulated views about the
means for addressing those issues.

One of the issues that the Energy Study Group pestsan extensive amount of time
studying and debating is the current natural gaslipament faced by Southcentral Alaska. The
Energy Study Group has met extensively with issyeeds and discussed a number of potential
solutions, both short and long term. Since its ptio® in 1979, Commonwealth North has
studied and published reports on Alaska resousteess Copies of the papers are available on its
web site' Commonwealth North is taking steps to translate pask into potential action, by
becoming part of the debate about this critical ponent of Alaska’s economic future.

Alaska has significant energy opportunities thaé arot covered in this report.
Noteworthy possibilities include; coal for powerngeation and export, wind energy such as
CIRI's Fire Island wind farm proposal, geothermedjpcts including Ormat Technologies, Inc.
bid to develop Mount Spur, nuclear power, tidal gpects, and many othersAll of these
options could play a critical role in the divers#tion of our energy sources in an economic and
sustainable model going forward to protect Alaskamf the economic drag associated with
continued volatility of world, national and localdl prices, and offer stable opportunities for
citizens and business to invest in the future. Ur effort to study all of these options
Commonwealth North has limited the range of thigoreto the following sections. Our efforts
continue beyond this publication.

! www.commonwealthnorth.org

2 A full list of current projects being developedAfaska can be found in the Alaska Energy Authésiffegional
Integrated Resource Plan published in December 2068ted on AEA's website at
http://www.aidea.org/aeal/regionalintegratedresquiesehtml
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Presentations

March 26, 2009 — Initial Meeting

April 10, 2009 — Harry Noah (Governor’s DirectorlofState Gas Pipelines)

April 24, 2009 — Steve Haagens(itxecutive Director oAIDEA Energy)

May 1, 2009 — Dan Clark (ConocoPhillips)

May 8, 2009 — Debra Schnebal (Public/Private Pasinps)

May 22, 2009 — Colleen Starring (ENSTAR)

June 5, 2009 — Carri Lockhart (Marathon)

June 12, 2009 — Dan Seamount (Experienced CookHrjdoration geologist)

June 19, 2009 — Robert Pickett (Regulatory Comimnmsst Alaska)

June 26, 2009 — Kurt Gibson (Department of NatRedources, Division of Oil and Gas)
July 10, 2009 — John Lau (ENSTAR) “Bullet Line” Gampeline

July 17, 2009 — Steve Gilbert (Alaska Wind Energy)

August 7, 2009 — Kate Giard & Tony Price (Regulpt@ommission of Alaska)

August 14, 2009 — Don Anderson (nuclear energyreteses)

August 21, 2009 — Scott Waterman (Alaska Housimgufice Corporation)

August 28, 2009 — Nick Goodman (TDX Power) & Bryaarey (AEA & AIDEA)
September 4, 2009 — Daniel Patrick O'Tierney (CAgdistant Attorney General RAPA)
October 9, 2009 — Mary Ann Pease (MAP ConsultinggBne Project)

October 16, 2009 — James Strandberg (Alaska Erauthority)

October 23, 2009 — Kevin Banks (Kevin Banks, Dioedf the Division of Oil and Gas)
November 11, 2009 — Gene Therriault (Governor'ss€CBnergy Advisor)

November 20, 2009 — Meera Kohler (President and @ESka Village Electric Cooperative)
December 4, 2009 — Roger Marks (President of thehArage Chapter of the United States
Association for Energy Economics)

December 11, 2009 — Kevin Harper (Program Mandjack & Veatch - GRETC)

January 8, 2010 — Rebecca Logan (Chairman, Chugjackric Association) & Representative
Charisse Millett

January 28, 2010 — Harold Heinze (CEO, Alaska NétBas Development Authority)
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Policy Action Group Findings and Proposed Action

1. Southcentral utilities and local governments shoasdess the potential of a gas
deliverability disruption in the near future with @mpressor or other technical
component failure due to the extreme load on tiséesy.

a. To address immediate deliverability and cost issmeboth railbelt and rural
areas, the State and Municipalities should immedjidead implementation of
stop-gap measures to encourage conservation acterty keep the lights and
furnaces supplied with electricity and gas.

b. Gas storage needs to be made available as sooonsatlp to help utilities
address deliverability challenges. Rapid progressttos project will require
action by the RCA, utilities and the commerciaknaists seeking to construct and
operate the proposed storage facility.

2. Alaska should have a clear regulatory standardrdaiew of gas supply contracts.
Proposed contracts should be presumptively apprdveeotiated in an arms-length
transaction and the price provisions are withiargge of market prices.

3. Most of rural Alaska is dependent on diesel fuel both electric generation and
heating. We have witnessed substantial hardshimgmaral Alaskans during recent
surges in prices. We recommend that the State Gowvand Legislature implement a
policy of fuel diversification with the long ternogl of reduced dependence on diesel
for much of rural Alaska.

4. With abundant and inexpensive Cook Inlet gas nawireg of the past, Alaska must
adopt a strategy to diversify its energy portfolthin the next 15 years to other
viable energy alternatives. Possibilities includgdre, coal, using propane as an
alternative to diesel in rural Alaska, acceleratiagall storage and in-stream
hydroelectric development and financing, and wind geo-thermal projects. All of
these options combined play a critical role in déifecation of our energy sources in
an economic and sustainable model going forwargrtdect the Alaska from the
economic drag associated with continued volatiityworld, national and local fuel
prices, and offer stable opportunities for citizansl business to invest in the future.

5. As oil & gas make up the largest sector of the eaoy) it is important to evaluate all
factors to encourage development of oil and nataalpotential, and the construction
of a natural gas pipeline. The economic benefitdlatka developing and marketing
our vast natural resources and potentially openm@gvenues for the petro-chemical
industry and LNG export facilities cannot be undsed.

6. Continue the energy dialogue with engaged Commoltvékorth members, as well
as Alaska’s policy makers and industry decision engk Establish a pro-active
approach and reasoned policy action to engageutblecppn energy issues in Alaska.



Framing the Southcentral Gas Predicament

Alaska’s birth date of January 3, 1959, serves @ood starting point for the
consideration of Alaska’'s energy issues. At Stabehalaska’s sources of energy were
primarily fuel oil and coal, with a small amount@gctricity derived from hydroelectric
power (Eklutna). Coal’s primary utilization wasfagl for the generation of electricity in
the railbelt. Fuel oil provided the energy for soatectric power generation and was the
primary energy source for heating. For most of Réasoutside Southeast where
hydroelectric power has been developed, and Soutitateas discussed below, little has
changed since statehood.

For Southcentral Alaska, the energy world chanigetl959 when oil explorers
discovered an immense accumulation of natural gagat is now known as the Kenai
Gas Field. Additional large natural gas fields weigcovered in the years that followed
during further oil exploration. The problem for theorking interest owners of this
resource was how to monetize these huge discoveries

Due to its gaseous state at normal atmospheric éatypes and pressures,
transportation of natural gas is a major impedimientits monetization. It must be
transported to its users by pipeline or converted a transportable commaodity. In the
case of Cook Inlet natural gas, the monetizatiaok two forms. First, the producers
created manufacturing facilities on the Kenai Pswmia An anhydrous ammonia
manufacturing plant was constructed by Union Oihany and a liquefied natural gas
manufacturing facility was constructed by Maratl@hCompany and Phillips Petroleum
Company. Also, Chugach Electric developed a gasl fpower plant at Beluga to utilize
the later discovered Beluga Gas Field. Secondpelipe between Kenai and Anchorage
(Alaska Pipeline Company) and distribution facd#iin Anchorage (Anchorage Natural
Gas) were constructed by entrepreneurs seekingreect Anchorage from fuel oil to
natural gas as its energy source. They succeedatttoan extent that the use of fuel oil
in areas served by natural gas is today virtuatig-existent. And in the same process,
the fuel consuming infrastructure of Southcentridska changed from boilers, furnaces
and other equipment designed to burn fuel oil to m@ilers, furnaces and equipment
designed to burn natural gas — a significant expémsbusinesses and homeowners to be
recouped over time as a consequence of the muadr loest of natural gas. This reality
merits reiteration. The current infrastructure fwoviding heat to Southcentral is almost
exclusively based upon the use of natural gas @s Tine use of any other fuel would
require costly modifications to the heating systems

Since 2005, the energy world of Southcentral AdaBks been in the process of
again changing dramatically. This is the storyladttchange and the policy actions that
the members of the Commonwealth North Energy Staishup believe need to be made
to address a serious challenge to Southcentradygriuture.



The Cook Inlet Natural Gas Market

Historic Cook Inlet Basin Natural Gas Production
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Historic natural gas production from the Cook tiBasin and prospects for the
immediate future is easy to appreciate by examithiegcharts below.

Historic & Projected Natural Gas Production (BCF/Year)
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This graphic demonstrates the history of naturas g@aoduction from the

beginnings of production to the present with arragdlation into the future. After ramp-
up following the initial discoveries, productionafltened to a sustained rate of
approximately 200 BCF per year. Since 2006, anmquatiuction has been in steep
decline.



2009 Total Historic Cook Inlet Natural Gas Productbn
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These four block graphics demonstrate the age wéwruCook Inlet natural gas
productiorl. Southcentral utilities have been largely supplgdMarathon and Unich.
The graphics are notable in showing that, with ¢&xeeption of ConocoPhillips, the
natural gas currently being consumed is primahdy tesult of recent drilling activity and
not the older historic reserves that have now Haegely depleted. In order to keep
natural gas flowing, exploration and developmetiitinly not only needs to continue, but
must expand given the production forecast. In tgakhs demonstrated by the chart
below, exploratory and development drilling hasrdased.

3 Source AOGCC Database
4 Now Chevron
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Cook Inlet Gas Market Analysis

The Cook Inlet natural gas market is significardifferent than the Lower 48
natural gas markets because it is not connected large pipeline network and has
relatively few buyers and sellers of gas. As alte§iook Inlet does not have a natural
gas spot market to establish a market value ofralagias based on multiple transactions.
In Lower 48 natural gas markets, the market vafugas is established by market forces
as thousands of buyers and sellers bid on natasakpgot markets. Most natural gas used
by Lower 48 utilities is not purchased on the sparrket but the physical access to spot
markets ensures the price utilities pay for gaeces a market. Public utility regulators in
these markets generally do not have to regulateptioe utilities pay for natural gas
because the price is largely determined by locaketa.

In contrast, the Cook Inlet natural gas marketahbisnited spot market. It must be
noted that the market is small, but it is erronetusssert that there is not a market.
Contract prices are negotiated on an arms-lengtls lb@tween natural gas producers and
utilities and include a variety of items beyond tfaue of the gas such as transportation,
storage, and rates of delivery. Historically, tletiegs have used surrogates such as fuel
oil prices or Outside natural gas prices to estaldin index for the value of the gas.
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Current Cook Inlet Natural Gas Production and Deliverability

Cook Inlet Gas Production

Gas production from the Cook Inlet region is iregtelecline, having fallen from
an annual production volume of 210 BCF in 200556 BCF in 2008. This has resulted
in the closure of the Agrium fertilizer plant in @D and current reduced sales from the
Nikiski Liquefied Natural Gas (LNG) Plant. Accordinto information provided by
Enstar, during the cold spell last winter, locaim@ad (i.e. excluding LNG exports) for
gas was close to the total supply available.

Cook Inlet Demand and Deliverability Forecast
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Source: Department of Natural Resopurces 2007

Above is a plot of Cook Inlet Demand and Deliveligpideveloped in 2007 by
the State of Alaska Department of Natural Resouf(@d#$R). This plot depicts that
annual production will just equal annual local dechéy 2012. DNR estimates a volume
of 470 BCF of probable reserves which would requadgitional investment to be
brought into productiofi.lt should be pointed out that 470 BCF would bé#5ncrease

® Also notable is the “probable” category of gas wkhis not “proven.” The distinction is significant.
“Proved or Proven Reserves” (P1) are those wheredbncluded that there is at least a 90% proitabil
that production will equal or exceed the estimaterobable Reserves” (P2) are those where it islcoled
that there is at least a 50% probability that pobide will equal or exceed the estimate.
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to the current remaining proved gas reserves ofittb® TCF. If none of this investment
is made, DNR'’s graph predicts a shortfall of akbuBCF production relative to demand
in 2013 and 25 BCF in 2014, or 18% and 29% of labainand in 2013 and 2014
respectively’

The Division of Oil & Gas has recently revised @salysis of remaining Cook
Inlet natural gas reserves. The graph below takem fthis 2009 report shows the
Division’s current analysis. It needs to be notédttthe new report has not been
embraced as accurate by the producers. It has fieggested that the current forecast
may be unduly optimistic. Nevertheless, both thdiezaand current Division forecasts
predict severely diminished production and shddgfébr the future and both assume
substantial additional capital investments willnbade.

- Decline Curve Analysis Reserves (863 BCF basin-wide)

I:I Material Balance Analysis Reserves (279 BCF Increment, basin-wide)

[T Geologic Analysis, PAY Category Reserves (353 BCF incremen, 4 fsks]

[ | Geologic Analysis. PAY + 50%-isked Potential_Pay Category (643 BCF ncrement, 4 iecs)
[ | Exploration Leads (-300 8cF, basin-wice)

s [ermand Profile (assumes 80 BCF flat)

Schematic Forecast
(actual production from fufure resource wedges could begin in any year)

2000 2005 2010 2015 2020 2025 2030 2035
Source: Division of Oil & Gas 2009

This annual shortfall does not take into accourd ihcreased deliverability
required to meet the higher demand in winter. Theans that even earlier than 2013-
2020, production may not be equal to demand onilg asis unless adequate seasonal

® Banks, Kevin. "Cook Inlet Oil & Gastouse Energy Committe#6 March 2009. Division of Oil & Gas.
9 Jun 2009, available at http://www.legis.stateiskasis/get_documents.asp?session=26&docid=1972
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and peak shaving storage are developed and utilizedimportant to note that the LNG
facility in Kenai has served the critical purposé mroviding peak shaving for
deliverability issues in the winter.

The DNR’s graphs also offer a view that investmenbring on the probable
reserves will occur and will result in annual protion meeting annual demand from
2019-2030. However this appears to be an optimagsumption given the current low
level of industry investment in Cook Inlet exploosit For example, Marathon Oil Co.
has reduced drilling of new Cook Inlet gas produttivells by about 50 percent this
year, according to the company's Alaska manageouAfour to five new wells will be
drilled in Marathon's Alaska gas producing progsin 2009, down from nine drilled in
2008.

A presentation by Dan Seamount, an experienced Clodi exploration
geologist, to the Commonwealth North Energy Studgup referenced the 2004 SAIC
report done for the Department of Energy that estth a potential of 13 to 17 TCF of
yet-to-be discovered gas in the Cook Inlet areas @bes not include their estimate of
245 TCF of gas in place for Coal Bed Methane (CBDgspite these large potential gas
resource figures there is almost no current exptoraor CBM development activity
occurring. The factors contributing to this lackaativity are:

1. High exploration and development costs relatvine Lower 48.
2. Limited Demand
3. Regulated prices for sales to local utilities.

Deliverability

Deliverability is most often defined as the measofenatural gas that can be
delivered on a daily basis. The Division of Oil &a& reported a 2009 winter
deliverability decrease of 19% relative to 2007kpdamand, and a 42% decline relative
to the peak of 1991. Cook Inlet natural gas dedilsdity is in rapid decline.

The consequence of supply declining below peak dédnma serious at best, and
potentially catastrophic for over 53% of Alaska@pplation - we have been categorizing
this shortfall as a potential deliverability distigm, which can materialize due to system
failures, compression failures and higher demanihdextreme weather conditions for
extended periods. Since electric generation dependgas supply, a gas deliverability
shortfall during the coldest and darkest times ha# yyear would bring about rolling
brownouts and loss of space heating. This coule h#& and safety consequences for
Anchorage and Southcentral Alaska residents.

Gas deliverability affects space heating and posugiply capabilities in the

Municipality of Anchorage and the Mat-Su and KeBaroughs. Matanuska Electric
Association (MEA) depends substantially on Chugaldttric Association (CEA) for its
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electric generation, as do Homer Electric AssooratfHEA) and the City of Seward

Electric. ML&P has a one-third working interesttime Beluga River gas field that can
provide the potential for developing future storagewell as additive gas reserves from
drilling opportunities. Seward and ML&P have lodatsel back up generation that could
be utilized to separate these utilities from the grthere was a critical gas deliverability

issue. Diminished gas supplies, deliverability ame and a sustainable future supply all
contribute to a very grave predicament facing Soenlbral Alaska in the not too distant

future”

Cook Inlet Peak Day Comparison

2/3/99 1/9/07 1/3/09

Average Temp -19°F -10° F -11°F
On ENSTAR System 272 292 314*
Off ENSTAR System:

CEA Beluga 83 83 60*

CEA/HEA Nikiski 14 12 12

Nikiski LNG 224 150 40

Fertilizer Plant 157 0 0

Other Industrials 13 _6 14
Total Cook Inlet 763 543 440
Deliverability Est.
%&'()*+, - *CEA Beluga Received 20 MMcf from ENSTAR System

Souce: ENSTAR Natural Gas Company

" The Golden Valley Electric Association also pus#msome of its power from Chugach and ML&P so
the ripples would extend to Fairbanks as well.
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Average Dalily In-State Gas Uses
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Historic and Projected Total Annual Average Daily Demand for
Natural Gas
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The Current Southcentral Energy Supply Picture

The Not So Convenient Truth

The following graphics demonstrate the current KdtGas supply predicament for
Enstar and Chugach Electric Association.

Enstar Gas Supply Outlook

O Undesignated B Anchor Point Energy B MarathonAPL-7
O Conoco B Unecal Conditional Option H Unocal
B Marathon- APL4
40
30 -
5]
g 20
10 -
0 -
10 11 12 13 14y 0p 15 16 17 18 19

Source: ENSTAR Natural Gas Company
Chugach Electric Association Gas Supply - May 2009

M Beluga River Producers B Marathon Qil Co.
BENew ConocoPhillips Contract EUnmet Volumes

h

2009 2010 2011 2012 2013 2014 2015 2016

Source: Chugach Long-Term Natural Gas Volume Forecast, April 2009 Update
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Utility Consumption and the Issue of “Swing”

During the period of maximum Cook Inlet naturas gaoduction more than 200
billion cubic feet (BCF) of gas was produced andstoned per year. Of that 200+ BCF,
approximately 2/3 of Cook Inlet production, somé® ESCF per year, was consumed by
industrial user§.The remaining production, some 70 BCF per yeas w@nsumed by
Southcentral utilities. The utility consumption couates to be a steady delivery rate of
approximately 191 million cubic feet (MMcf) per day

Southcentral Alaska natural gas utility consumptsproblematic. The following
graphic demonstrates the seasonal variability att8®ntral utility consumption, largely
due to the demands for heating fuel during the avinThe variability is referred to as
“swing” and is a critical issue in Southcentral urat gas supply. Conceptually the
problem is like trying to fit a round peg in a sguéole. Natural gas wells, and
particularly wells in older gas fields, need togreduced at a steady rate. Turning wells
on and off is risky business and can result in logreduction rates or the loss of a well.
This is the round peg. Utility demand is the squlode. Utilities only need certain
amounts of gas at certain times of the year. Withd swing and flat rate production, too
much gas may be available for a summer day andittieogas available for a cold snap.
In the past, utility swing has been met by cumdgildeliveries to the industrial users,
however that option is now limitedVith Agrium closed, the ConocoPhillips/Marathon
LNG plant is the only remaining industrial user ceible to curtailment. Some gas
storage has been developed with excess gas délit@torage during the summer and
produced from storage as needed during the wiktewever, the consensus opinion of
presenters was that the current ability to meelityutswing, particularly during a
prolonged cold snap, is tenuously close to a piatiefailure.

8 Agrium is no longer a contributor to the indudttemd that amounts to a significant decrease in
consumption.

18



Natural Gas Demand Forecast Peak Daily Demand
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The Regulatory Commission of Alaska, RAPA, and th&®eview of
Cook Inlet Natural Gas Sales Agreements

Over the past eight years, without any change @& dtatutes or regulations
applicable to the Commission, the Regulatory Comainisof Alaska has effected a sea-
change in its scope of review of gas sales agresmariered into by regulated public
utilities. Multiple significant natural gas supptpntracts have been disapproved by the
RCA. The RCA’s focus on price has created a cotlgtanoving target regarding
acceptable price terms. Consequently, reliabilftthe system has seemingly been given
little consideration in the last decisions leadio@g gas supply shortage in Cook Inlet.

The Regulatory Commission of Alaska

The Regulatory Commission of Alaska (RCA) is ammadstrative agency
established by statute. It is tasked with ensuthreg Alaska’s public utilities provide
reliable and safe service at just, fair and redsenaates. A.S. 42.05.141. 1t is
empowered to establish a public utility’s rates R€A Order if it finds that the rate
charged by a public utility is “unjust, unreasorgblunduly discriminatory or
preferential.” A.S. 42.05.431.

Regulatory Affairs and Public Advocacy

The responsibility of public advocacy for regulgtaffairs was established within
the Attorney General’s office by Executive Ordefl {3/5/2003) to advocate on behalf of
the public interest in utility matters that comedre the RCA. AS 44.23.020(e). The
Regulatory Affairs and Public Advocacy section (RAPof the Attorney General’s
office was created to advise the Attorney Genenal 8 advocate the public interest
before the RCA. In an organizational context, RARMorts to the Attorney General.
Essentially, RAPA’s client is the Attorney Genees public advocate for regulatory
affairs.

In a presentation before the Commonwealth Nortlergn Study Group, the
current head of RAPA was asked questions relat¢etadvice and direction that RAPA
received from other Alaska governmental sub-depamts (i.e. Department of Natural
Resources, Department of Commerce and Economic |@@went, etc.) and political
entities outside of state government (i.e. Municg@/ernmental entities in Southcentral
Alaska). The response was that RAPA did not nedéssaordinate positions with such
governmental entities as the roles are differesteRplained by the head of RAPA, Chief
Assistant Attorney General Daniel Patrick O'Tiern&yy statute [AS 44.23.020(e)], the
Attorney General’s client is the general publieneist, and particular attention is given to
the interests of consumers who would not otherlvesee an effective voice regarding the
rates and services of regulated utilities and pipetarriers in Alaska. In formulating
advocacy positions on behalf of the public interébe Attorney General relies on
established legal precedents and regulatory ratexgpgkinciples, and the analysis of his
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own experts. In RCA proceedings, the Attorney Gai@APA is often the only
participating party who does not bring a privateyeary interest to the debate.”

In practice, RAPA appears to be a publicly supmbléev firm operating without
a client agency for advice or consent on the pmsstithat it advocates. RAPA should
consider long term gas supply and deliverabilityeds in developing its advocacy
positions, rather than the short term impact oestat

The RCA'’s Review of Gas Sale Agreements

Commonwealth North’s Energy Study Group apprecidiescompeting forces
affecting the Commission’s evaluation of applicaioThe Commission is charged with
ensuring that Southcentral consumers pay reasorabts for their electricity and gas,
and ensuring that the region’s utilities providasenable service to their customers. It is
well appreciated, in providing the oversight conpéated by Alaska’s statutes, the
Commission must strike a balance among these forces

Going back into the 1980’s and before, and understime statutes as currently
exist, the Commission previously has approved gaplg contracts that reflect market
based prices appropriate to the times, in an etfoensure the continued development of
sufficient supplies to meet the ongoing needs aftlsmentral consumer3hat effort has
gotten off track in recent years, with the consegeethat utilities serving Southcentral
no longer have sufficient supplies under contractehsure adequate service for the
reasonable future. There are a number of aspetissadituation that require attention. A
critical part of addressing the current situatisnensuring that reasonable gas supply
contracts negotiated by Southcentral utilities approved in a timely manner by the
Commission.

Certainly, what constitutes a reasonable gas supptyract is always subject to
debate. Based on its review, however, Commonwdsltitth’'s Energy Study Group
believes that the Commission struck the right badam the decisions it reached
approving gas supply contracts in the 1980’s caimig into the early part of this decade.
In those decisions, the Commission focused itsuati@in on whether the utility had
engaged in a process designed to produce the t@sgpand other terms available in the
market at the time, taking into account the utdityeasonable needs for gas.

In 2001, the RCA, in considering the proper scopeaewiew of gas supply
agreements, focused on the directives of ensueimgpte and safe service at just, fair and
reasonable ratehe Commission expressly noted that it would notceon itself with
related issues or whether or not a better agreeomnt have been possible. The goal
was to assure that the proposed agreement repgdsam arms-length transaction
providing natural gas at a fair price. The contnaess approved utilizing prices at the
Henry Hub index, a well known gathering and disttibn center.Henry Hub is the
pricing point for natural gas future contracts @ddon the New York Mercantile
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Exchange. Spot and future prices set at Henry Halganerally seen to be the primary
price set for the North American natural gas market

In 2006, after an extended hearing, the RCA disaput by a 3—-2 vote a supply
contract between Enstar and Marathon Oil Compadgxad to Henry Hub prices. In its
decision, the Commission discounted Enstar's carsceegarding a reliable supply of
natural gas, and analytically attacked the prickex) suggesting that an index of a basket
of prices would be a more appropriate alternative.

In 2008, after another extended hearing, the RGgapproved two supply
contracts indexed to a basket of prices from migltipcations. The actual Order was
decidedly less straightforward than the above stats, it being styled “approval” for
any revised contract that might be filed containtagns specified by the RCA in its
Order, including a cap on prices paid for gas urldercontract.

In 2009, the RCA approved, without a hearing, @pbu contract between
Chugach Electric Association and ConocoPhillipse Bleope of review by the RCA of
that contract and the pricing provisions of thattcact is not clear from the RCA Order.

Thus, over the last nine years the RCA has goom fssuring an arms-length
agreement and a fair price in 2001, to suggeshegptoper index to be used for a price
in 2006, to mandating a price and price cap anatedlterms in 2008, to approving a
contract without discussion of its scope of reviav2009. During the same period, utility
gas supply under contract has dwindled. Exploratisiffing, which increased following
the 2001 approval, has tailed off sharply followthg 2006 and 2008 Orders. Marathon,
probably the most active explorer over the last ywars, has cut its exploration budget
for 2009 by 50%.

The Commission’s evaluation appears to have focuosa@ on the details of the
various contracts it has reviewed, in many respaadbstituting its judgment for the utility
of what the terms of an ideal contract should donta retrospect, the problem with that
approach is that the terms the Commission has fappiopriate do not match those
available in the real marketplace, and the consempuis that Southcentral consumers are
now short of supplies.

The Regulatory Commission of Alaska (RCA) needbedield accountable and
challenged to help ensure energy stability. Thedeang standards of review adopted by
the RCA have effectively frozen Cook Inlet prodaoati The RCA should accept fair and
reasonable prices that will allow gas and oil padun to continue in the Cook Inlet
Basin. The Orders of the Regulatory Commission laiska in Dockets U-06-002 (APL-
5) and U-08-058 (APL-6 & CPAI-1), rejecting threadfar contracts brought to the RCA
for approval, have seriously compromised the rditgbof the natural gas distribution
system of Southcentral Alaska. The Orders havetiadollateral effect of discouraging
exploration for natural gas in the Cook Inlet Basin

22



RCA proceedings have become unnecessarily prothrogstly and burdensome,
with costs into the millions of dollars. Proceedingeed to be sensibly limited with
regard to the parties permitted to fully particpatnd with regard to the method of
participation. The costs of these proceedings ultiilmately be borne by Southcentral
customers, who already face increasing gas costs.

The Commission should return to the standards iiegh in the 1980’s that
clearly outlined the Commission was to ensure emtgr were the result of a process
designed to produce the best pricing utilizing tem@asonably available in the market at
the time. The Commission should accept the Souttelemarketplace as it is, not
attempt to impose an alternative vision of howhibidd be. We believe the RCA has not
best served the needs of the railbelt. The RCA ldhawtect the long term interest of the
customer by ensuring a relialgas supply into the future.
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Near Term Deliverability Response

Energy Efficiency

Improving efficiency is the easiest, quickest, mbsancially responsible first
step toward meeting Alaska’s energy needs. A reporfune 2008 by Information
Insights for the Cold Climate Housing Research €emind paid for by the Alaska
Energy Authority and Alaska Housing Finance Corpora made several
recommendations for ways in which we can cut denfanelectricity and home heating
statewide.Included in this report is estimated savings in leVand MBtus for
improvements made to State facilities and univetsitildings if consumption is reduced
by 20%; they are significant savings. Given thetviasprovements in efficiency
technology and Alaska’s current lack of commerdiailding efficiency codes there is
great potential to realize this 20% reduction. égent years, the State Department of
Transportation and Public Facilities (DOT&PF) hasrked with Siemens through a
performance contract to improve the energy efficyeof eight office buildings and eight
correctional facilities. A report from Siemens sita total savings of $365,991 earned
among the eight buildings in the first phase of pneject. DOT&PF proved efficiency
improvements are not only possible in Alaska, bsib @ghat they are financially feasible
through funding mechanisms like performance cotitrgc

In Southcentral Alaska energy efficiency is a gooifigation strategy for the
potential crisis with Cook Inlet natural gas. Laggmle performance contracting projects
with the Municipality of Anchorage and State builgs located within the region is one
way to cut consumption while saving public dollafsgdditionally, public awareness
campaigns such as the Smart Power program beirgjaped by Chugach Electric offer
opportunities to educate the public while engaghem in the solution. Chugach hopes
to keep consumers alerted to the current leveleshahd so that when Southcentral
utilities begin peaking everyone can do their parkeep the pilot lights on by cutting
back on consumption. Commonwealth North encourdgesl and State leadership to
actively support energy efficiency in all venuesidorms as a short term solution to
energy availability including utility rate designé/hile saving money, energy efficiency
might also buy us more time for developing sustaledong term solutions.
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Intermediate Term, Bridge Solutions to Annual Suppy Shortfalls

This time frame is probably the most critical t@ ttontinued viability of life in
Southcentral Alaska as we have come to know it.

Encourage Increased, Near Term Exploration and Oiilg

The State of Alaska should encourage and supporaral gas development
through the implementation of royalty and tax beeakd other incentives. The Cook
Inlet Basin is underexplored. The potential exifis substantial new oil and gas
production from the Basin. Current management efdihand gas resources of the Basin
is relatively passive. Action need to be takenrooeirage exploration and development
of the oil and gas resources of the Cook Inlet Baki truth, more aggressive actions
need to be taken with regard to all of Alaska'teses to encourage full development
and fulfill the mandates of Article Vil of the Alaska Constitution. Commonwealth
North has twice published policy papers that adiedhe management of Alaska’s
resources as a business. [Alaska’'s Asset Portfidlamaging for Maximum Return
(1998), Putting Alaska’s Assets to Work for Alasgai2004)] Those policy reports
remain relevant for policy makers and governmekeal

Overall production shortfalls are predicted in 22080 unless the probable
reserves are developed. Gas producers cannot ¢edfty invest if the opportunity does
not meet their investment criteria. Accordinglyisiimperative to investigate the cost and
timing of other options to bring in "new" gas by130 Among these options is the
importation of LNG which may be the only option elfe of implementation in this time
frame. Gas storage is also required before 20E¥¢0 out seasonal demand and provide
for peak daily demand.

Gas Storage

Additional gas storage services would improve tékvdrability available to area
utilities. Utilities could purchase gas during swenmer months and store it so that it was
available when deliverability requirements incredsang the cold winter months. In the
past the LNG plant and fertilizer plant have beahing to curtail their usage during
extreme weather so that Anchorage utilities are &blmeet their needs. The closure of
Agrium*® means that deliverability will be more of a chafie in the future.

The three gas storage facilities now operatingha €ook Inlet region are owed
by producers, and not made available to utilitiesanse making those facilities available
to non-owners may subject them to regulation. Peedkihave used those facilities to

® http://ltgov.alaska.gov/services/constitution. plggdi®n=8
19 Fertilizer plant and industrial user of naturas gm the Kanai Peninsula closed in 2007
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meet peak supply needs under contract. Because afetclines in Cook Inlet production,
few (if any) of the newer gas supply contracts witiiities include commitments to meet
all utility peak demand. Thus, without the constimt of a gas storage facility that
utilities can use, the likelihood of Anchorageitis not being able to deliver needed gas
to their customers during extremely cold weathgreat

Propane

Propane is a potential midterm term solution tlwatld be a bridge fuel for rural
and interior Alaska. Many parts of rural Alaskalwiéver be touched by natural gas and
Alaska needs an alternative to reduce the energfg ¢or these rural areas. In some areas
propane is as efficient as 1/20 the cost of oihdreating equivalent basis. Propane is an
easily understood fuel source which is already usethany rural communities on a
smaller scale.

Propane is a hydrocarbon (C3H8) and is sometimésred to as liquefied
petroleum gas, L#as, or LPG. Propane is produced from both nataal processing
and crude oil refining, in roughly equal amountsnir each source. Propane from the
North Slope comes from a very rich stream of gasar@ities have been technically
evaluated and are between 5,000 — 10,000 barrelsige for every 1 Bcf of gas.
Approximately 8 Bcf of gas is processed each dayagng to about 40,0880,000
barrels/day available at the North Slope.

Propane is also not a ground contaminant. Propeasea very small carbon
footprint and emission levels are far below diesglich addresses the air quality issue.
Through a public/private partnership propane cacobme an economically viable
proposal. Propane could be barged and truckednmatoy of these communities the same
way diesel is today, plus it is easily stored armhyncommunities already have onsite
storage.

A potential solution is to build a plant on the MoSlope to extract 2,000 barrels
of propane a day from natural gas and transporptbpane to Fairbanks in tanker truck,
as well as distribute the propane in ISO contaiatysg the river communities. A private
entity would build the plant, at a cost of $74 ioifl, and then operate the plant and truck
the propane to Fairbanks, at a cost of $16 mildoyear. The capital investment by the
State would be about 25 million dollars and thigestment would be repaid from the
revenue generated from propane sales.

ISER recently analyzed how propane prices mightpaom to different crude oll
prices for many of Alaska’s residents. ISER estedathe price of propane delivered
could be a viable option and should be further istidf Alaska is willing to take
advantage of its in-state supply.
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Source: Alaska Natural Gas Development Authority
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LNG Exports

LNG exports have opened new markets, encouragedlafesuent, and created
new revenues for Alaska which may continue to basset. In 1967 Phillips Petroleum
Company* and Marathon Oil Company, as the Kenai LNG Projtelopers and LNG
exporters, executed a LNG sales agreement with bR@kers Tokyo Gas Company,
Ltd. and Tokyo Electric Power Company, Inc. Thikesaontract was the catalyst for the
construction of the Kenai LNG Plant at Nikiski dretKenai Peninsula.

The Kenai LNG plant has been in continuous serginee 1969. The plant was
designed to liquefy 172.6 MMscfd of stranded ndtgas produced from nearby Cook
Inlet area gas production fields. The term strarngheirefers to the lack of a local market
sufficiently large to justify the cost of gas exgbon, drilling, and production. This lack
of a sufficient local market for significant resesvdiscovered in the Kenai field led to the
decision to build the LNG liquefaction plant todefy and export natural gas and thereby
monetize the reserves.

At the time, the Kenai LNG Project was the worlldisgest LNG project. In 1989
following the end of the original LNG sales contraad extension, a new contract was
negotiated, which extended through 2004. On April209, Phillips Petroleum Company
and Marathon Oil Company were granted a renewdheif export license by the US
Department of Energy, Office of Fossil Fuels fqgreaiod ending March 2009.

The decline of the Cook Inlet natural gas produrtmpupled with considerations
of the remaining useful life of the Kenai planteafdO years of operation, may mean the
end of LNG export from Alask¥.

LNG Imports

The existing Kenai LNG Plant could be used as glyugrminal to import LNG
for Southcentral Alaska. Should the Kenai LNG fiégilbe converted, it does have
several advantages as a LNG receiving terminalsé lagvantages include an existing
LNG jetty, three existing LNG storage tanks withcambined working capacity of
108,000 cubic meters, a large plot for expansiahadditional construction, pre-existing
utilities and LNG carriers sized relative to therafge capacity of the LNG tanks. The
total cost to convert the existing facility to immp&NG would be approximately $62.5
million®. Before such a decision was made, a thorough sisabf the options would
need to be undertaken, but compared to major aariin projects; this could be a more
affordable option to provide peak load capacitySouthcentral ratepayers.

™ Now ConocoPhillips
12 Commercial Future of the Kenai LNG Plant, April0B0
13 Commercial Future of the Kenai LNG Plant, April0B0
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Long Term Solutions

To address immediate deliverability and cost issndsoth the railbelt and rural
areas, Alaska should immediately lead implementatadf stop-gap measures to
encourage conservation and efficiently keep thadign and furnaces supplied with gas.
These solutions should be formulated in ways that mbt foreclose or inhibit
implementation of hydroelectric projects and oth@und, long term solutions.

Energy solutions from "big ticket" billion dollarr@ects such as a gas pipeline
from the North Slope, Susitna, or bullet lines atréeast 5 to 15 years into the future, but
steps need to be made today to ensure that thegetgrcan be a success. Ensuring
energy security today should not hinder future gotg from moving forward. That way,
regardless of which projects ultimately come tdtion, we position ourselves with the
optimal number of chances for a successful enastypisn.

The Alaska Energy Authority released their “Draédional Integrated Resources
Plan” in December 2009. The report graphically shdte conclusions on sources of
railbelt electric energy over the next 50 yearss{is Scenario 1B, Results Scenario 2B).
All sources of power were considered in the mixregources including: natural gas,
hydro, geothermal, wind, municipal solid waste,|lc@zel oil, purchase power, nuclear
and ocean tidal.
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Source: Alaska Energy Authority “Draft Regionaldgtated Resources Plan” prepared by Black and
Veatch. These graphs show the conclusions on soofaailbelt electric energy over the long term.
Natural gas and hydroelectric power will be a majmurce of required power.
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North Slope Gas Pipeline to Lower-48

Forty years ago, major oil and natural gas reseuveere discovered at Prudhoe
Bay, Alaska. Since 1976, Congress has acted togisthe successful development of a
natural gas pipeline from the Alaska North Slop&f) to the lower-48 States. In the
Alaska Natural Gas Pipeline Act of 2004 Congredsbdished a statutory finding of
public need for this project, stating in Sectior3()(2) that:
(A) A public need exists to construct and operate ttopgsed Alaska natural gas
transportation project; and
(B) Sufficient downstream capacity will exist to trangpthe Alaska natural gas
moving through the project to markets in the cargigs United States.

On August 27, 2008, Alaska’s governor signed legish into law that officially
awarded, via AGIA, TransCanada Corporation a lieeiaspermit, develop, and build an
Alaska natural gas pipeline from Prudhoe Bay, Adas& the lower-48 States with a $500
million investment from the State.

In early June, ExxonMobil Corporation, the largesttural gas holder on the
North Slope, said it will work on the long-awaite@tural gas pipeline project with
TransCanada Corporation. The two companies hatedskxxonMobil Corporation will
participate in all aspects of TransCanada Corpmnatiproject: technical, commercial,
regulatory and financial. TransCanada Corporatidhretain the lead in its project and
be majority owner.

A competing project was been proposed by Conoclyphdnd BP Exploration
(Alaska) in June 2008 called the Denali -- The Ata&as Pipeline LLC.

The two competing projects to transport North Slgpse to the Lower-48 plan to
hold their open seasons in 2010. At this time piaeshippers will be asked to make
huge financial commitments to either of these mtsjeBoth projects will face multiple
challenges. Producers have stated again and dgatithey need fiscal certainty to ship
gas, reflected in the State’s tax and royalty pedicAt the same time, the costs of the
project continue to grow, as shifting costs in mate occur. Finally, current low prices
and an oversupply of natural gas in the Lower 4& tb shale gas drilling and large
additions to global LNG liquefaction capacity, gigaomplicate the project’s economic
justification.

Spur Line: Beluga to Fairbanks Natural Gas Pipelin8ystem

The Beluga to Fairbanks Natural Gas Pipeline SystB&F Pipeline) would
deliver gas from Cook Inlet to the Copper Valleyle@hallen, Delta Junction and
Fairbanks, and would provide gas storage for Seumtnal use. The ultimate purpose of
the B2F pipeline would be to serve as a spur pipeto a major Alaska North Slope
(ANS) gas pipeline, if one is built, to move ANSsgato Southcentral Alaska markets,
with a connection at either Delta Junction or Ghdlam.
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Southcentral Alaska has relied on and benefitenh fime natural gas supplies of
Cook Inlet for power generation and heat for over ygars. Cook Inlet's ability to
produce economic quantities of natural gas hagdars been supported by the base load
of industrial activity in the region consisting dhe Agrium fertilizer plant and
ConocoPhillips-Marathon Liquefied Natural Gas (LN&Xport facility. With the closure
of the Agrium plant, the uncertainty around extensof the current LNG export license
which will expire in 2011, and the limited naturé the gas consumer market in
Southcentral Alaska, interest in exploration fodiidnal natural gas reserves in Cook
Inlet has diminished in recent years. A larger realemand is needed. The Copper
Valley and Interior Alaska also need a dependablé lang-term supply of energy.
Interior Alaska residents are threatened with Vielaand high energy costs and need
reliable and affordable gas in the shortest timssjide.

The B2F Pipeline would deliver gas from Cook Intet the Golden Valley
Electric Association (GVEA) power plant in Fairbanfor Interior Alaska and to Copper
Valley Electric Association (CVEA) for Glennallemé other Copper Valley consumers.
While the amount of gas needed to meet GVEA and A£\Hrrent requirements is
relatively small, it is significant to their custens, and other major customers of the gas
would likely include: Pogo Mine, Fort Wainwright,idison Air Force Base, and Fort
Greely Missile Defense System, all of which staadbéenefit significantly from more
affordable, clean-burning natural gas that will grevided by the B2F Pipeline. It is
anticipated that the demand would increase andllisibn systems would be expanded
as this affordable and reliable gas supply becawmagable.

The B2F Pipeline would also address another impbrtaed for Southcentral gas
consumers. In addition to transportation of gasear-term benefit of the B2F pipeline
would be gas storage for peak season demand itmn&mital Alaska. The B2F pipeline
would provide gas storage to ensure gas delivatabiliring peak demand periods and
greatly improve energy security during peak gas use

It is projected that gas would move north from Cdaolet to interior Alaska
unless and until a major ANS Gas Pipeline projectampleted. Upon construction of an
ANS Gas Pipeline, North Slope gas would move thnoGgnada to the Lower 48, or
would be exported as LNG out of Valdez. At thatejrANS gas could be transported
through the pipeline into Southcentral Alaska mtgkk is estimated that the earliest that
an ANS gas pipeline could be operational is 2019usTANS gas would be able to
supplement the gas needs of Southcentral in the 202 frame.
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Potential Net Demand along the Pipeline Corridor, @Qrrent Industry
Case, Year 1 to 5 of Pipeline Operations
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Bullet Line

ENSTAR proposed a “bullet” pipeline that would exdefrom Alaska’s North

Slope region to the Cook Inlet area. The bulleefe would be separate from, and not
dependent upon, a North Slope natural gas pipehneugh Canada to the lower 48
States. The 24-inch diameter buried pipeline wdalbw an alignment south from the
North Slope generally parallel to and in the sameidor as the Trans-Alaska Pipeline
System (TAPS) to Livengood. From Livengood, theepige route would run south
across Minto Flats to Nenana, then follow the Patighway corridor to near Wasilla
where it would tie into the existing ENSTAR gasngmission system at milepost 39 of
the 20-inch diameter ENSTAR Beluga Pipeline. Thaté&sof Alaska is continuing to
move the permitting process for this project forvao that if an investor determines that
this project is commercially viable, it can progreglickly.

Currently, two potential gas sources are identified the ENSTAR bullet
pipeline. The first is the Gubik formation in thedthills of the Brooks Range (just east
of Umiat). The second is the Prudhoe Bay unit am Morth Slope (just north of the
Foothills). The approximately 87-mile pipeline frothe Gubik formation would run
southeast and tie in to the ENSTAR bullet pipehear Toolik Lake. The approximately
138-mile pipeline from Prudhoe Bay would genergrallel TAPS within the same
industrial pipeline corridor south and tie in te@tBENSTAR bullet pipeline near Toolik
Lake. The pipeline between Toolik Lake and the ENBTie-in near Wasilla would be
approximately 600 miles in length.

The bullet pipeline would be designed to carry redtgas to provide long term
reliable natural gas service to the major Alaskizgiof Fairbanks, Wasilla, Palmer,
Anchorage, Kenai, and other smaller towns and tegerg., Denali National Park) along
the bullet pipeline alignment. It would be sizegtovide continuing gas supply to the
major industrial gas customers in Southcentral Kdaand will allow for additional
growth opportunities.

Current utility consumption of approximately 200 MMa day is of major
significance when considering the delivery of Sacetitral energy. The cost per Mcf
under any of the “Big Ticket” proposals is huger le@ample, under the “Bullet Line”
proposal being explored by Enstar (see Bullet L$®vice Tariffs), the unit cost of
delivering 200 MMcf per day would be between $7a#8 $8.96 per Mcf. This cost does
not include the price for the gas itself. In therloof natural gas transportation,
Southcentral Alaska natural gas utility consumpti®rsmall compared to the volumes
that could be transported in such a pipeline. Smarttral utility demand alone does not
economically support construction of this project.

Natural gas for the Fairbanks area would be pralifdem the bullet line via an
approximately 33-mile, 12-inch diameter lateralttwvauld branch east from the southern
end of Minto Flats. From the tie-in, the lateral ul generally parallel the Alaska
Railroad to a point just west of the University Afaska Fairbanks. The gas pressure
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would be reduced and the gas flow would be meteyddrized, and then provided to a
local utility for distribution to the Fairbanks are

Source: ENSTAR Natural Gas Company

The bullet pipeline would be designed to transpoatural gas ranging in
composition from a methane rich utility grade gasatural gas highly enriched in non-
methane hydrocarbons. In the latter case, additipnacessing facilities would be
required to remove natural gas liquids prior taval of natural gas for utility use.

Based on the current status of the permitting @®ca bullet pipeline could begin
moving gas south from the North Slope area as @arB015 or 2016.

Although a bullet pipeline, once in service, woative current gas supply issues,
Cook Inlet gas storage would be necessary to augdetimerability during peak demand
and to provide security of supply. More specifigathere must be sufficient storage in
Cook Inlet to accommodate a multi-day shutdown reg bullet pipeline for normal
maintenance, or for unplanned emergency events @aghquake damage, vandalism
other natural disaster). The storage should becgarit to provide for Cook Inlet's peak
winter requirements for multiple days. Cook Inlatlwstill have production, but it is not
expected to have sufficient production and/or aehbility to sustain peak requirements
once a bullet or spur pipeline is operational.
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Hydroelectric Energy

Hydroelectric energy’s capability to introduce adaerm component of Alaska’s
comprehensive energy policy for the railbelt andrskerm solutions for rural Alaska is
significant. Lacking a substantial investment irdioelectric energy, the State’s citizens
and industry will not be able to achieve reasondbley term price stability and
deliverability to ratepayers. Hydroelectric eneapmpares well, over the long run, with
all alternative types of energy generation, pritgarin stabilizing prices and
deliverability.

Hydroelectric energy uses a sustainable, renewsddeurce which offers a
reliable production of base load power and deliwsrsrgy at the most stable price. Most
hydroelectric facilities have a long term life 00-200 years. This is also significant
considering the very minimal carbon footprint amtatively low environmental issues,
especially when thinking of a project such as $asibam, where the environmental
research has already been completed. Furthermyaiegdiectric power has already been
proven to be a very reliable source of energy iasklh and can provide a significant part
of the solution for energy sources in both urbah mmal areas.

Hydroelectric projects are generally competitiveothe long term with all other
sources of energy in terms of user cost, stabiihg reliability or deliverability. Initial
ratepayer cost is usually higher unless supporyegblsernment action though in the long
term, after construction bonds are paid off, neangry hydroelectric plant produces
energy cheaper than other sources including gas, @od diesel. Superior to fossil fuels,
it is disconnected from local price variability. @t considerations also make
hydroelectric energy more competitiveis sustainable indefinitely; it does not exhaust
its feedstock as in the case of gas and oil. Hydobdc facilities invest in storage of
water for consistent deliverability, which to d&i&s not been the case in Cook Inlet gas
fields.

Sustina/Chakachamna

Susitna is a State or regionally sponsored hydetrddedam located on the Upper
Susitna River with a capacity of 400 to 600 MW atestimated cost of $4.9 billion,
capable of meeting about half of the current Réillemuirement. One feature of Susitha
is it can be expanded, if demand grows, up to 1880. The engineering and
environmental issues, while not fully updated, hbeen identified and studied in depth
in the 1980’s at a significant cost.

The Chakachamna hydroelectric project is curremtiger study by TDX Power.
Located on the western side of Cook Inlet, thegumiojvould entail a lake tap, 12-mile
power tunnel, and a 40-mile transmission line esitamto provide 330 MW (installed
capacity) to the Railbelt grid. Originally studibg the Alaska Power Authority in the
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1980s, the project as currently envisioned wouytdG@aakachamna Lake and divert water
from the Chakachatna River to the McArthur DrainBgsin.

Background: Hydroelectric in Alaska.

The advantages to hydroelectric energy projectssageificant. It is aproven
stable source of energy in rural and non-rural mmvnents. The cost per kwh can be
relatively low as seen in Southeast Alaska, Sountnak Alaska (Bradley Lake) and
Eklutna due to the low maintenance cost after #pgtal investment has been made. The
cost would be stable because it does not vary ieithl or global fossil-fuel energy
prices. Hydroelectric projects also have a proveactkt record of producing other
economic opportunities. The environmental impaotsraodest compared to other forms
of energy consumed in Alaska. A useful overviewAddska's hydroelectric projects
were presented by Eric Yould, former Alaska Powath@rity Executive Director, to the
AEA Regional Integrated Resource Plan Technicalf€@ence in July, 2009

New hydroelectric projects generally could not ewurcally compete in the
railbelt from the 1960’s through the 1990’s whes gaoducers were willing to offer gas
contracts in quantity and at very low prices--dsyproduct of more valuable Cook Inlet
oil production. As the Cook Inlet fields mature,sghas lost much of its economic
advantage in terms of deliverability and ratepaggyact. Hydroelectric projects are now
much more competitive despite the high initial danstion cost. A large project of this
scope would take significant advance planning, fidho 15 years.

Currently theAlaska Energy Authority (AEA) is using funds appriaped by the
Legislature to jump start many rural small hydrotwie projects. TheAEA has
completed updating the 1986 Susitna technical astl analyses as well &s Regional
Electric Generation Analysis (REGA). These studid$ help shed light on the current
need as well as what steps can be taken next tenment the Susitna project.

Natural gas is anticipated to continue serving asagor source of energy for
Alaska’s railbelt. The question is whether it istie broad public interest to continue to
rely on gas for 75% of the region’s energy. Regemsllof whether a bullet line or the spur
line is pursued to replace declining Cook Inletrses, either project alternative involves
undeniable uncertainties for price stability andivéeability. This finding underscores
the need to balance the railbelt’'s energy portfalithin the next 10 to 15 years with new
large hydroelectric generation for the State’s Idagn economic health and energy
security.

Inexpensive gas has become a thing of the past. Staee must now look
elsewhere for railbelt energy price stability amaierability. It must adopt a strategy to
diversify within the next 15 years to hydroelectergy and other viable alternatives to
protect the State from the economic drag assochatddcontinued volatility of world,

14 http://www.akenergyauthority.org/regionalintegdresourceplan.html
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national and local gas prices, and offer stableodppities for citizens and business to
invest in the future. Further, large hydroelecudevelopment is a proven stimulus to
broad economic development and diversification

Greater Railbelt Energy and Transmission Corporation Concept

This reports release coincides with legislativecassion to develop a Greater
Railbelt Energy and Transmission Corporation (GREB&sed on the needs identified in
the State’s Regional Integrated Resource Plan (RIRBmmonwealth North considers
the GRETC concept worth pursuing in order to ensfl@ska’'s long term energy
stability.

In response to projected critical energy supply amdiverability shortages,
Commonwealth North encourages the transition indongle corporate entity to allow all
six railbelt utilities to foster a shared visiondalong range goals. This entity would
integrate new generation integration into a redigian, aggregated fuel supply, and
joint development of generation and transmissiosei@sto stabilize rates along the
railbelt.

Individually the non-integrated utilities do notJeathe capital necessary to
develop their infrastructure sufficient to meeuhgt demand. It is no longer advantageous
for the rate payers and utilities to continue taction individually forgoing long term
energy reliability. Commonwealth North recognizeke t importance to work
cooperatively to plan for the future and addregscollective energy needs.

The GRETC concept succeeds in addressing adequasypply, storage and
transmission of resources to meet the short angttemm needs of the six participating
utilities, integration of renewable energy genematresources including hydro-electric
power to diversify our current fuel supply and n@®s@ options, and common planning to
adopt a regional plan to provide more efficient atabt effective generation. Full
participation by the local utilities will allow fopoint financing of project which would
not otherwise be fiscally feasible. This integratiould give GRETC the strength to
shoulder long term debt, make use of state finhnueiderwriting, and ultimately invest
in large power projects.

Commonwealth North expects that any entity thalofes the GRETC concept
will address standing concerns regarding equaksgmtation by the community and the
utilities on its Board of Directors as well as tstate’s commitment to Alaskans
statewide.

Utilities along the railbelt must volunteer to peiggate in the GRETC model.
Furthermore, there should be representation fratitities and the community in equal
proportion to government appointed seats on theemgavg body so the voice of the
utilities and the community matches that of theestdublic representation must be
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visible and active to ensure the community buy-@tassary to undertake this change.
Finally, much of the state is significantly lefttoof this strategy and it is important to

Commonwealth North that rural Alaska is not forgattA transmission system must be
developed to incorporate more of Alaska’s commaasitnto this grid and ensure energy
security for as many Alaskans as possible.

Commonwealth North is eager to develop a soluthan best addresses the future
generation and transmission needs of Alaska. ThET&Rconcept may be this model.
The State’s RIRP has presented a model for thistieal but success will ultimately
come from community support, equal representatiortihe Board of Directors, and an
atmosphere of trust that allows the six railbellitigs to join and work together for the
common benefit of the people of Alaska. CommonvieBlibrth commends the GRETC
concept and will continue to be involved as Alaskaves toward a more secure and
stable energy future.
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