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Presentation on LNG Market in Japan and Asia and Al aska's Position
In That Market by M. Shigeru Miraki, General WMnager, @Gs
Resources Dept., Tokyo Gas Co. Ltd. assisted by M. Jeff Lowenfels,
Presi dent, Yukon Pacific Corporation (who arranged his visit)

ACTI ON NARRATI VE

TAPE 01-13, SIDE A
Number 001

CHAI RMAN JOHN TORGERSON called the Senate Resources Conmittee
nmeeting to order at 12:10 p.m and introduced M. Shigeru Miraki,
CGeneral Manager of the Gas Resources Departnent of Tokyo Gas, the
| argest gas conpany in Japan and the second | argest inporter of LNG
in the world. "Japan has been a custoner of Al aska since 1969. For
over 31l-years, Al aska has been shipping LNGs to the Tokyo Gas and
Tokyo El ectric Power Conpany fromthe Phillips Marathon Pl ant that
is located in Representative Chenault's district in N kiski."

MR, SHI GERU MURAKI said Alaska's LNG supply is the second LNG
project in the world and first LNG project in the Asia Pacific.
Al geria started in 1964 and stopped 10 years ago. Al aska has the
| ongest LNG trade history in the world with Japan, which started
inmporting LNG in 1969. Korea started inporting in 1986 and Tai wan
in 1990. The growth rate was 12.8 percent per year. Due to the
econom ¢ slow downs in this region, the growh rate slowed to 4.6
percent for the last three years.

In 1999, three countries inported 69 mllion tons of LNG - Japan 52
mllion tons, Korea 13 mllion tons, Taiwan 4 mllion tons - from
seven countries: Alaska, Brunei, Indonesia, Mlaysia, Australia,
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and Abu Dhabi and Qatar. In 2000, Omar started to supply gas and
now ei ght countries have 77 mllion tons of contracts with three
i nporting countri es.

MR. MJURAKI said that npbst countries are trying to liberalize the
mar ket, which is creating conpetition in the Asian energy market.
Due to increased concerns for the environnment, particularly gl oba
warm ng, and the efficient use of energy, the role of natural gas
is increasing and he thought it would beconme the primary fuel of
the 21st Century.

MR. MJRAKI said that Japan uses 13.2 percent and Asia uses 10.7
percent and are very |ow conpared to the U S. He said that oil and
coal are still domnant in the Asian nmarkets. The main reason is
that the discoveries in Asia are a long distance from Asian
markets. He said that there was a | ot of room for expansion of the
LNG mar ket in Asia.

The anpunt of gas reported by the International Gas Union (I GJ) in
2000 was 3.4 percent growmh per year in Asia and 3.5 percent in
East Asia. The energy demand growh for the next 10 years is
expected to be 2.2 percent per year in the world and as nuch as
five percent in Asia. LNG will increase from 10 percent to nore
t han 60 percent in 2030.

MR. MJURAKI followed with this review of the energy markets in
Japan, Korea, Taiwan, |ndian and China:

JAPAN

He said that pipeline access to pipeline network full mjor
introduced in 1999. Japan is a small country wth 238 gas
utilities, nost of them very small. D scussions of further
| i beralization of the gas market just started in January 2001. The
maj or issues will be the expanded |iberalization of the market and
open access to LNGterm nals and pipeline networks for all the gas
conpani es in Japan.

In the electricity industry, whol esale bidding was introduced in
1996. Nine power utilities regionally domnate the market in Japan.
Forty-one independent power producers (IPP) total 6,725 MN wth
four gas-fired projects producing 733MN This i s because gas cannot
conpete with coal and oil. Al new entrants are required to go
t hrough t he biddi ng system

Most consuners are eligible to purchase electricity from

i ndependent power suppliers. This liberalized nmarket represents
about 30 percent of the total power denmand in Japan. Several
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conpani es have al ready announced to participate in this new market.
One of them is Tokyo Gas Conpany who created a joint venture
conpany with OGsaka Gas and N ppon Tel ephone and Tel egram (NTT), one
of the largest electricity consuners. E Power, a joint venture by
Oix and Enron of the U S., are planning to participate, also.

Di scussions for the next step of the liberalization of the power
market will start soon. Major issues will be the expansion of the
| i beralized market and the possibility of introducing the power -
pool system The slowdown in the Japanese econony coul d have sone
inpact on these discussions and countries that are totally
separ at ed geographically may have certain inpacts on the next step
of the liberalization of gas.

MR. MURAKI showed the conmttee a graph of the LNG demand in Japan
i ssued by the Mnistry of International Trade and Industry (MTI).
He noted that this agency is now called METI. It showed that in
1998 energy denmand in 2010 was predicted to be 61 M under noderate
energy demand growh of 1.1 percent per year. However, considering
the slow devel opnment of nuclear power and increased concern of
gr eenhouse gas em ssions, he thought that LNG demand could reach 70
M in 2010, an 18 M increase from 1999, requiring nore than 15 M
of additional supply to Japan by 2010. They al ready have contracts
for 55 M. Japan is still struggling with recovery from the
recession and energy demand growth can be |ower than 1.1 percent
per year. However, M. Miraki thought 70 mllion tons of LNG denmand

could still be an achi evabl e | evel.
Number 200
KOREA

MR. MJRAKI said that liberalization of the electrical industry is
noving ahead in Korea. Unbundling of the Korea Electric Power
Conmpany and |iberalization of the power narket was approved by
Parliament in Decenber 2000. The power generation sector will be
unbundl ed, privatized and separated into five conpanies by 2002.
They will liberalize the whol esale market during 2003 and then
finally after 2009, they will liberalize the retail market. Nucl ear
power and hydropower will be owned by the governnent in different
conpani es as private conpanies will own the natural gas, coal and
oil power generation plants.

Plans for liberalization of the gas power industry were announced
in Novenber 1999 - sane time as the power industry. However, they
are still wunder discussion. Liberalizing LNG inports will occur
this year. Korean Gas Corporation (KOGAS), the sole inmporter of LNG
in Korea, owns LNG termnals and trunk pipelines to distribute gas
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to the power stations and local gas wutilities. Korean Gas
Corporation in the current plan will be separated into one conpany
that will own LNG term nals and pipelines and three LNG i nporters.
"So anyone can inport LNG to the market through the LNG term nal s
and pipelines owned by one conpany."” Wen that plan wll be
i npl enented is not clear, yet.

MR MJRAKI showed the commttee a graph of demand in Korea. He said
that energy demand was to be 22 M in 2010. He said this was shown
by MOCIE, which is the governnent agency to regulate energy
mar kets. The previous estimate was 29 M. In Septenber 2000, Korean
Energy Economics Institute (KEEI) issued a nedian energy demand
forecast that indicated higher demand growth than the governnent
predicted. This is because of the recovery of the econony. In this
forecast LNG demand is expected to increase to 24.6 M in the base
case, 28.3 M in high case and 19.5 M in | ow case, which is stil
hi gher than the governnent forecast (18.5 M). He thought the high
case and the base case were unlikely to happen because no one can
commt to a new supply source right now He predicted about 30 M
of LNG demand in 2010 in Korea.

MR. MJRAKI said that Korea may need an additional supply of LNG
bef ore 2005 because they have 17 M of LNG contracts currently. If
the KEEI case becones a reality, nuch nore LNG will be needed by
2005. He summarized that Korea needs it before 2005 and Japan needs
it after.

Number 300
TAI WAN:

MR. MJURAKI explained that Taiwan is a relatively snmaller market
conpared to Japan and Korea. Liberalization of the nmarket is
advancing very slowy there. The | PP bidding systemwas i ntroduced
in 1995 and six natural gas-fired |IPPs were approved |last July.
Nat ural gas is becomng the prinmary energy for new power capacity
i n Tai wan.

Privatization of the Chinese Petrol eum Corporation (CPC), the sole
i mporter of LNG in Taiwan, and Tai Power Conpany (TPC) is planned
for this year, but it's unlikely to happen until next vyear.
Toget her they consunme about 1.8 M of LNG and new LNG inporters
using new LNG termnals wll be suppliers of gas. Taiwan has only
one termnal now with the second termnal being built by Tatan
Power Station giving Taiwan nore space for inported LNG

MR. MURAKI said that CPC predicted LNG demand to be about 10 M in
2010 - the maxi mum capacity that could be brought to the existing
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termnal. He said Tokyo Gas predicts an LNG demand of 13 M. in
2010 partly because of concern with the green house effect. Nuclear
devel opment was a commerci al issue, but the governnent decided not
to deal with a nuclear power plant. They changed their m nds and
wi |l probably build the power station. This has had an inpact on
the LNG demand. The 13 M estimate was before the governnent
decided not to build the plant.

Number 340
| NDI A

MR. MJRAKI said the market in India will be really big, but Al aska
is too far anay to supply it. He said that Dabhol Power is planning
to start inmporting LNG this year and they already have contracts
with Mddle East suppliers, Omn and Abu Dhabi for a total of 2.1
M of LNG A conpany owned by Dabhol and Indian Enterprises is
planning to build a pipeline to distribute gas to the Indian market
and are negotiating a contract for 2.2 M with Malaysia. This w ||
be the first LNG project in India.

In addition to the Dabhol project, MR MJRAKI said there are
several projects being planned in the states of CQjarat,
Maharashtra and Tam | Nadu. He said that sone of these projects
al ready have contracts or letters of agreenent with suppliers -
nostly fromthe Mddl e East because of its location. M. Miraki
said, "I see between 10 to 15 M of LNG demand coul d be created in
2010. Sone say 25 M, but because of the econony, they cannot
inmport that much LNGin ten years tine."

CHI NA

MR. MJRAKI said, "China could be the potential market for Al askan
gas." The first project is planned for Guangdon Provi nce near Hong
Kong. It will start by inporting 3 M of LNG from 2005 and i ncrease
its inports up to 5to 6 M by 2010. China is nowin the process of
selecting a foreign partner. Their short |ist of conpanies are: BP,
ExxonMobi |, Shell and an Australian conpany. One of themw || be
sel ected. The other potential LNG narkets are in the Yantsu Delta
area, where Shanghai is located (the |argest natural gas market in
China), and Fujan Province, |ocated betwen GQuangdong and Shanghai .
The Chi nese governnent is planning to build a pipeline over 2200
Kilometers to Shanghai. "At this tinme the Chi nese governnent gives
priority to the pipeline project.”

MR. MJURAKI said he didn't know when the second LNG project wll be
started in China, but one termnal can receive up to 6 M. If the
second project is realized before 2010, Tokyo Gas predicts that
demand could reach 9 to 10 M in China.
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In 2005, the five countries conbined will demand between 83 to 96
M and in 2010, between 108 and 137 M. He said that existing LNG
projects will continue to fill 80 M of demand through 2010. "In
2005, in the high case, around 50 M of additional supplies will be
required in mainly Korea, India and China," M. Miraki said.
Japan's additional demand for 2005 and 2006 has already been
secured through negotiations with new projects, mainly Ml aysian
and Australian expansion. Japan needs additional supply after 2006,
MR. MJRAKI thought. He reiterated that demand in 2010 will require
a large volune of natural gas to supply the grow ng Asian market in
addition to the 80 M under existing contract.

MR. MJRAKI said that Southeast Asia and Australia will remain the
maj or suppliers to East Asian markets. The Mddle East wll
continue to supply East Asia, because they have 20 to 25 years of
contracts. Because of its geographical |ocation, they can supply
I ndia and possi bly Europe (LNG or pipeline). Southeast Asia may
have gas, MR MJRAKI said, but they plan to build a regional
pipeline network to get gas to their counties to facilitate
industrialization. Gas exports would be limted for this reason.

MR. MJRAKI said, "Alaskan North Slope and Sakhalin gas are
i nportant potential supplies to the East Asian nmarket, which can
inprove the stability of LNG by diversification of the supply
sources. This is very inportant for Japan and Korea, who are net
inporters of energy. Those countries have too nmuch dependence on
M ddl e East supply.”

He said further that, "Sakhalin and East Siberia have the potenti al
to supply gas to China, Japan and Korea by pipeline, as well
Currently, feasibility studies of pipelines from Sakhalin to Japan
and pipelines from Yakutsk in Siberia to China are under way.
Considering this potential supply, | believe there will be the
addition of natural gas supply, including Al askan North Sl ope gas
to support this growi ng demand in Asia.”

CHALLENGES LNG | S FACI NG

MR. MJRAKI said, "Liberalization of the market is «creating
shar peni ng conpetition in an energy market in fuel conpetition and
gas-to-gas conpetition, particularly in the grow ng industrial
commerci al market and power generation markets. Power generation
markets are very inportant. It is the same as the United States and
Europe. It is becom ng nore and nore inportant for LNG and nat ur al
gas to achieve the conpetitive pricing and hi gher productivity to
increase its share in the LNG price. LNG in the Asian market is
i ndexed to the crude oil price which has been well accommobdated in
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t he market, because LNG has been an alternative energy to crude oi
and oil products in the Asian market. However, natural gas is
becom ng one of the major energy sources and it is probably the
timng to consider the new market oriented pricing nechanism?”

Stabl e income can create a secure financial return for the project.
Achi eving cost reduction in transportation is also inportant,
because LNG carriers are very expensive. They carry about 60, 000
tons of LNG and cost $160 mllion. He said that Tokyo Gas will be
building two new LNG carriers and they will design them to be
versatile in different marine conditions. "These ships are designed
for ice resistance, which can nake the ships cone into Al askan
waters, |ike Cook Inlet."

MR. MJRAKI said, "Long-termcontracts will continue to be the base
of the LNG trade." Also, he explained that LNG cannot becone a
cormmodity like oil and that a conbination of short-term and spot
cargoes, accounting for 10 to 20 percent of the market, and | ong-
termcontracts, accounting for 80 to 90 percent of the market, can
create the flexibility to neet market conditions. Al participants
have achi eved cost reductions, but a continuous effort is needed to
create benefits to all the industries in the LNG market.

MR. MJRAKI concluded: "W are facing a challenging tinme, but I
beli eve those challenges will make natural gas the primary energy
to fuel the 21st century in Asian and LNGwill continue to play a
key role."

Number 520

REPRESENTATI VE DYSON asked if Japan was concerned about Chinese
expansion into the Spratly Islands and the Straits of Ml acca.

MR. MJURAKI answered that was a concern. "Cheap transportation is
very inportant, but not only to energy.”" This raises a concern
about energy supplies from the Mddle East and that is why the
Al askan and Sakhalin projects, which cone through open water, are
nove favorabl e.

REPRESENTATI VE OGAN said it appears from M. Miraki's charts that
contracted Asian supply through 2010 is about 80 M and the denand
is between 108 and 140 M. Rough math says it's between 28 and 55
M of additional demand. He asked which projects were conpeting
with Al aska to neet that demand.

MR. MJRAKI responded that he didn't want to create conflict anong

the suppliers, but for the northeastern Asian market, Sakhalin wll
conpete. Australia has gas and another conpetitor was Mal aysi an
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Irian Jaya (Tangguh) project. The existing Northwest Shelf project
in Australia has a plan to expand and there is a ot of gas in the
northern territory of Australia between East Tinor and Australia is
the future supply to the East Asian narkets.

REPRESENTATI VE OGAN asked if Tokyo Gas planned to diversify its
supplies. He said that Al aska offers a stable political situation;
we have the supply; we have sone hurdles getting it to tidewater
that make it difficult to be conpetitive currently. He asked if
they were going to diversify for political reasons.

MR MJRAKI answered that they have political reasons, but basically
they want to secure a |long-term supply. An accident could happen in
one supply project, for instance, and stop the project. The
political issues have to be considered.

REPRESENTATI VE JAMES asked M. Miraki to explain the scope of his
conpany and if they were just a supplier of gas or do they market
gas to other markets.

MR. MURAKI replied that their major business is to supply gas to
their markets and utilities. They have 8.7 mllion custoners. In
the future, the LNG business can grow and they will | ook at that.
They operate jointly with the | ocal gas conpany. "W want to be an
energy conpany, not just a gas conpany."

REPRESENTATI VE JAMES asked what percentage of Shell's Sakhalin gas
woul d Japan be interested in.

MR. MURAKI answered that he wasn’t sure how nuch gas Japan woul d
get and added that Sakhalin has two projects. Shell is a major
pl ayer in one and ExxonMobil is in the other. Shell is planning to
create 9 M of LNG project and Exxon is planning to supply gas by
pipeline to Japan with a capacity of about 6 M. Shell is |ooking
at Japan and Korea as nmjor markets, but wants to send majority of
its supply to Japan. He added that project would start in 2006;
ExxonMobi |l is planning to start in 2008.

REPRESENTATI VE CROFT asked when a project becones conpetitive. He
has heard that a project is feasible if it costs $1 billion and
produce 1 M per year.

MR. MURAKI answered that the cost of the projects are different.
The cheapest LNG project so far is Tangguh for $1 billion, but he
didn't know what costs were included. Usually the | ead production
termnal for two train projects of 6 M to 7 M costs $3 to $4
billion. "That is what | know," MR MJRAKI said.
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REPRESENTATI VE DAVI ES asked what price Tokyo Gas paid for contracts
t hrough 2006 and what would they be into 2010. He asked if they had
negotiated with Al askan producers, yet.

MR. MJRAKI replied that the contract price changes with the oi
price, which is $20 per barrel. To take LNG to Japan and Korea is
about $3.80 Motu. A $1 change for oil up or down nmakes a change of
15 cents for gas. He explained that a lower |imt was required by
LNG producers to secure long-termreturn of investnents. Probably
the price will be alittle bit lower in their negotiations for new
supplies. Another option they have is "decoupling for oil." They
don't have anything like a New York Mercantile market and that
woul d be very difficult.

MR. MJURAKI said, "W haven't had any deep di scussions with Al aska.
| think the reason is that there are several organizations bringing
Al askan gas comng into the market. That is creating a little bit
of confusion. At this nmoment, | cannot identify who is the rea
organi zati on we can di scuss LNG from Al aska. "

REPRESENTATI VE OGAN asked how can Al askan | egi sl ators overcone the
"dysfunctional" view of Al aska that overseas narkets have.

MR  MJRAKI replied, "Alaska needs to <create new ties to
organi zations to market LNG to the Asian market and contact wth
the potential buyers.” He said the market place is becom ng nore
conpl ex. They used to have a | arge consortiumfor different buyers,
but now there is nore conpetition. He thought the projects needed
to contact each buyer to discuss specific proposals.

Number 500

SENATOR TAYLOR said that it appears that there is no sure know edge
of gas nor a secure way to get gas to Japan and asked if that was a
fair statenent.

MR. MJURAKI answered that they know there is gas in Al aska. The gas
reserve is not the problem They have contact with the gas
producers and suppliers, but buyers cannot seriously consider
buying gas with the confusion of who to deal with who owns it.

SENATOR TAYLOR said, "W are also well-aware and have been for
years, of the known reserves of the gas that we have. And yet we,
too, find ourselves here as a body very frustrated that there is
not a direct |inkage going on or a marketing effort going on...It is
hard to pin down who is tal king to whom about what." He thanked M.
Mur aki for being here and for his candor.
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REPRESENTATI VE FATE said his pricing nmechani smincluded |long-term
contracts, short-term and spot contracts. He asked if he saw a
bal anced conbi nati on of those or that nost of them would be short-
termor spot, noving away fromlong-term

MR. MJRAKI answered that long-term contracts would be the base.
Short-term and spot contracts would be relatively small. Spot price
is influenced by specific markets. Long-term contracts have a
different pricing mechanismwth different countries and different
markets. "W want to have different portfolios for different
mar ket s. "

CHAl RMAN TORCGERSON t hanked M. Miraki and adj ourned the neeting at
1: 20 pm
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