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No previous action to record
W TNESS REG STER

BONNI E ROBSON, Consul t ant

Legi sl ative Budget and Audit Conmmttee

Al aska State Legislature

Juneau, Al aska

POSI TI ON STATEMENT: Provided information regardi ng gas pipeline
i Ssues.

JI M VH TAKER, Chai r man

Al aska Gasline Port Authority

Fai r banks North Star Borough, Al aska

PCOSI TI ON STATEMENT: Presented information regarding the Al aska
Gasline Port Authority's All-Al askan Gas Project.

DARCEL HULSE, President

Senpra LNG

San Diego, California

PCOSI TI ON STATEMENT: Presented information regarding the Al aska
Gasline Port Authority and Senpra Energy LNG s involvenent with
the Al - Al aska Gas Project.

Rl GDON BOYKI N, Speci al Counsel

Al aska Gasline Port Authority

Fai rbanks North Star Borough, Al aska

POSI TI ON STATEMENT: Presented information regarding the Al aska
Gasline Port Authority's All-Al askan Gas Project

ACTI ON NARRATI VE

CHAIR GENE THERRI AULT called the Legislative Budget and Audit
Comm ttee nmeeting to order at 1:10:41 PM  Senators Ben Stevens,
St edman, G een, and W/ ken, and Representatives Sanuel s,
Chenault, and Hawker, were present at the <call to order.
Representatives Kott, Kerttula, and Joule arrived as the neeting
was in progress.

APPROVAL COF M NUTES
1:11: 47 PM

REPRESENTATI VE SAMJELS noved to approve the m nutes from January
21, 2005. There being no objection, the m nutes were approved.
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OTHER COVM TTEE BUSI NESS
1:12: 29 PM

CHAI R THERRI AULT relayed that the Legislative Budget and Audit
Comm ttee had been working on an RFP (Request for Proposals) for
econonm ¢ nodeling consultants to review the work being done by
the admnistration. Therefore, when and if the conmttee
received a contract under the Stranded Gas Act, the commttee
coul d understand the econom c dat a. Since the majority of the

data is confidential the admnistration wll grant the
consultants and contractors procured by the Legislative Budget
and Audit Committee access to that data. He recommended t hat

the commttee should nove forward with an RFP
1: 13: 10 PM

REPRESENTATI VE SAMJELS noved that the conmittee grant the
chairman authority to [solicit, award, and expend an anount] not
to exceed $500,000 on a contract or contracts for economc
anal ysis on nodeling expertise for the purpose of evaluation for
t he natural gas pipeline project.

CHAI R THERRI AULT added that the work would be done on an hourly
basi s.

1:14: 46 PM

BONNI E  ROBSOQON, Consul t ant, Legi slative Budget and Audit
Commttee, Alaska State Legislature, explained the RFP for the

proposed contract or contracts for economc analysis. She
explained the criteria that the Legislative Budget and Audit
Commttee was searching for in terns of hiring. She rel ayed

that there are certain identified itens under "work to be
performed"” pertaining to the immediate and future tasks to be
per f or ned. There are also mninmum qualifications and
eval uations factors that wll be used by the commttee in
assessing each of the proposals submtted. There are about 9 to
10 factors that are required under working know edge. There are
al so requirenents in terns of personal education and experience,
as well as requirenments pertaining to conflicts of interest, and
confidentiality.

1:16:11 PM

SENATOR BEN STEVENS inquired if the timefrane of the agreenent
woul d start now and go until the end of the fiscal year.
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1:16: 27 PM

CHAI R THERRI AULT relayed that the agreement could go until the
next fiscal year depending on how quickly things noved forward.

1:16: 57 PM

M5. ROBSON stated that the RFP will close on Monday February 7,
2005. The earliest possible date to receive a proposed contract
under the Stranded Gas Act wll be Mirch 1, 2005. The
preference is to engage an economic nodeling firm to do work
before a proposed contract is received, and to perform what has
been identified as imediate tasks. The intent, she said, would
be to solicit proposals over a period not nuch |onger than 10
days in order to immediately evaluate those proposals and nove
forward to obtain a contractor or contractors so that they could
be working by early to md February.

1:18: 30 PM

CHAIR THERRI AULT pointed out that the RFP may result in the
hiring of one consultant or a consulting group, and there is
sonme flexibility depending on what analysis needs to be done.
He explained that once the commttee understands the nodeling
data that has been put together with the adm nistration, it wll

dictate whether additional people are needed. However, the
total ampbunt of the RFP will remain at $500,000 and there shall
be no ability to increase that amount wthout increased

aut horization fromthe conmttee nmenbers.
1: 20: 54 PM

A roll call vote was taken. Senators Ben Stevens, Stedman,
Green, WIlken, and Therriault, and Representatives Sanuels,
Chenaul t, Hawker, and Kott voted in favor of the proposed RFP.
Therefore, the notion passed by a vote of 9-0.

1: 22: 19 PM

CHAI R THERRI AULT nentioned that Chuck Logsdon would be the
consultant advising the legislature about the Wod Mickenzie
st udy. M. Logsdon's expertise and understanding of the state
system will be an invaluable resource in regards to analyzing
the specifics of the Whod Mackenzi e study, he said.

PRESENTATI ON BY THE ALASKA GAS PCORT AUTHORI TY
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1: 24: 15 PM

JIM VWH TAKER, Chairman, Alaska Gasline Port Authority (AGPA),
presented the AGPA's "Port Authority Report and Pledge" for
devel opnent :

A listing of commtnents that the port authority is
making to the legislature, the governor, and the
citizens of the state. The Alaska Gasline Port
Authority will, nunber one, cause to be constructed,
own and contract for operation of conponents of an
Al'l - Alaska Gas Pipeline Project, which will include: a
gas conditioning plant on the North Slope to process 4
to 6 bcf [billion cubic feet] per day of gas. A 48-
inch pipeline to carry 3 to 4.5 bcf per day of gas to
Val dez. A spur line from Gdennallen to Palnmer to
carry .2 to .05 bcf per day of gas. A fractionation
plant in Valdez to process propane, butane, and other
potential gas |iquids. Li quefaction facilities and
related storage and docking facilities. Pi pel i ne
construction is scheduled to begin in 2008, wth a
projected gas delivery date at the end of 2011 or the
begi nni ng of 2012. In order to neet this devel opnent
schedule the port authority has signed an agreenent
with Senmpra LNG under which Senpra would participate
in project developnment and purchase between 2.5 and
4.5 bcf per day of gas to liquefy and market. We have
obtained exclusive rights to project pernts of the
Yukon Pacific Corporation. W have entered into a
protocol agreenent with the State of Al aska. We have
wor ked with the Al aska congressional delegation to add
| anguage to the federal omibus appropriations bill,
that «clarifies applicability of a federal | oan
guarantee to an all-Al askan gas pi peline.

MAYOR VWH TAKER cont i nued:

Item two; we commt to negotiate for the purchase of
ANS [Alaska North Sl ope] gas. VWile initial
negotiations for the purchase of project gas supplies
have begun with one or nore nmajor ANS gas producers,
the Port Authority will follow an aggressive schedul e
to obtain adequate supply of natural gas to fill full
proj ect capacity. In addition to gas under current
negotiations the Port Authority wll negotiate wth
the state for the purchase of royalty gas and wth
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other ANS |ease holders who express an interest in
selling gas to the project.

The Alaska Gasline Port Authority commts to provide
guaranteed gas supplies to Southcentral and other
parts of Al aska. The Port Authority {indisc.] wth
its agreenent with Senmpra LNG [liquefied natural gas]
has conmtted to provide adequate supplies to neet
current and future natural gas demand wthin the
state. The Port Authority also commts to cooperate
with the Al aska Natural Gas Developnent Authority
[ ANGDA] and others, as appropriate, to develop the
infrastructure necessary to deliver natural gas to
Sout hcentral Al aska and other communities. Furt her,
the Port Authority wll provide nultiple off-take
points to provide for future natural gas |and.

Nunber four, the Port Authority comrits to provide
petro chemical industries in Alaska ... The Al aska
Gasline Port Authority commts to nake adequate
natural gas liquids available to support existing and

future petro chemcal industries within the state.
Nunber five, the Alaska Gasline Port Authority commts
to nmarket gas to West Coast consuners. Through its

agreenent with Senpra LNG the Port Authority wll
transport up to 4.5 bcf per day of natural gas from
Prudhoe Bay to Valdez for I|iquefaction and transport
to market.

MAYOR VWHI TAKER added:

Nunber six, the Al aska Gasline Port Authority commts
to provide for maximum market opportunities for ANS
natural gas. In addition to its agreenent with Senpra
to market ANS gas to North Anerican Wst Coast
markets, the Port Authority will market ANS gas to in-
state gas consunmers and distributors. Al so, the
structure of the Port Authority allows for future
expansi on of capacity and market diversity. That can
i nclude natural gas deliveries, by a pipeline through
Canada to supply markets in the central U S. and
addi ti onal opportunities in other North Anerican
mar ket s.

Nunber seven, the Alaska Gasline Port Authority

commts to provide a direct revenue sharing benefit to
the state and each nunicipality. The Port Authority
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commits to a revenue sharing program that provides an
annual share of net Port Authority project revenues to
the state and each nunicipality based on popul ation.
Based upon current econom ¢ and narket assunptions the
projected anount to be received in the first full year
of operation by the state and the nunicipalities is
estimated to be in the range of $370 million subject
to final project costs, that is in addition to royalty
and severance taxes.

MAYOR VWH TAKER conti nued:

Nunber eight, the Alaska Gasline Port Authority
commts to provide for paynent of inpact funds to
cormunities affected by construction of the project.
The Port Authority recognizes that significant inpact

to t he state and comuni ties during t he
preconstruction through post construction phases of
the project wll occur. As reconmmended by the

Muni ci pal Advisory Goup the Port Authority wll
provi de for paynment of fairly established inpact funds
directly to the state and to the conmmunities
economcally inpacted by the project. Nunber ni ne,
the Alaska Gasline Port Authority commts to provide
for Alaskan hire to the greatest extent allowable by
I aw. The Port Authority [indisc] wll include
contracting W th qual ified Al aska busi nesses,
requiring project contractors to advertise wthin
Al aska for positions and taking steps to nonitor their
success of project participants in achieving this
goal . Further the Port Authority supports the
training of Alaskans for pipeline construction and
operation positions to the greatest extent possible.
Addi tionally, t he Port Aut hority anti ci pates
negotiating [a] project |abor agreenent wth |ocal
| abor organi zati ons.

MAYOR VWH TAKER concl uded:

Nunber ten, the Al aska Gasline Port Authority commts
to provide for maxi mum access to pipeline capacity for

North Slope natural gas commercialization. The Port
Authority will fairly negotiate with all interested
current and future ANS gas producers for the purchase
of Alaskan natural gas supplies to fill project

capacity. This conm tnent was passed by the Board of
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Directors of the Alaska Gasline Port Authority on the
25th of January and has been signed.

1: 33: 50 PM
MAYOR WHI TAKER stated that Senpra LNG and the Port Authority are

proposi ng an All-Al aska Gas project; a gas pipeline from Prudhoe
Bay to Valdez, and an integral part of the project is a spur

line to Southcentral Al aska. The all-Al askan alternative can
nmove stranded gas to market nore quickly than any other
alternative, he noted. He related his belief that [the all-
Al askan alternative] will provide a very conpetitive price for
gas and a better process for |iquefied propane gas (LPG. The
infrastructure regarding an all-Alaska project is in Al aska
which translates to: a better econony, nore enpl oynment

opportunities, nore gas use for the state of Al aska. Mor eover
it preserves the ability to serve both the Wst Coast and the
M dwest markets, and positions Alaska to expand into the market
pl ace, he not ed.

MAYOR WHI TAKER rel ated that the Port Authority was formed by the
city of Valdez, the Fairbanks North Star Borough, and the North

Sl ope Bor ough. Through ballot propositions [that received
support] in the range of 80 percent. The Port Authority was
established to develop an all-Alaska alternative. "The Port

Authority's mission is consistent with Alaska law, from the
St at ehood Conpact to the Statehood Act, to the State's
Constitution, to the R ght of Wy Leasing Act, and to the
Stranded Gas Devel opnent Act," he stated. The Port Authority is

consistent wth the law, in that it wll provide a maxinm
benefit to Al askans by devel oping Al aska's North Slope gas, he
not ed. The Port Authority will provide for the naxi num use of

Al aska's natural gas throughout Alaska and also attract new
i ndustry. The Port Authority would deliver natural gas to the
North Anerican nmarkets at long-term conpetitive prices. He
menti oned that there would be a significant inprovenment to the
value of the state's natural resources by providing a tax-exenpt
structure.

1:38: 07 PM
MR. HULSE explained that Senpra Energy is the largest US.
utility from a custonmer base. The conpany serves approxi mately

23 million people through their gas distribution systens.

1: 39: 45 PM
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MR. HULSE stated that Senpra has the market capabilities to sel
gas. They focus on four major areas; conmodities which is their
tradi ng business, generational business, pipeline, and storage
busi ness, and the LNG [liquefied natural gas] business. Senpr a
was rated by Platts Gas Daily, whom publishes market
capabilities and ranks conpanies in the market place for their
ability to sell gas, Senpra noves about 13.5 bcf per day in
North Anerica. Senpra is not a producer conpany, instead they
are a downstream nmarketing and infrastructure conpany, and
Senpra is the second largest marketer of gas next to the
producer conpany of BP

1: 43: 57 PM

DARCEL HULSE, President, Senpra LNG stated the letter of
decision for the All-Alaskan Project relayed that as a
governnment entity the AGPA is exenpt from federal taxation,
which could bring significant benefits and economics to the
project. He noted that AGPA was able to include this project in

federal |oan guarantees. Senmpra has signed an agreenent wth
the AGPA to assist in the developnent of this project and wll
be able to manage the nmarketing of gas. Marketing the gas is

where Senpra brings strength to this project, he noted.

1:46: 11 PM

MR. HULSE described the details of +the project. A gas
conditioning plant will be constructed on the North Slope in
order to separate primarily CO2 and ethanes. The CO2 and
ethane's will turn from.9 bcf a day to 1.4 bcf per day of those
products, which will be used as m scible injections for enhanced
oil recovery. Then the gas conditioning plant will send the
remai nder which will be nethanes, propanes, and butanes down the
all - Al askan pipeline where at Gennallen it wll be able to
serve and separate natural gas for support of industry and for
heating purposes. The remainder wll flow to a LPG
fractionation plant that will separate the propanes and butanes;
the estimates are between 150,000 to 225,000 barrels a day,
which is a very significant size in that market place. The

product can be marketed either in the @ulf Coast of the US -
where it could obtain a higher price - or in the Asian narkets,
he noted. The natural gas will be marketed separately. The LNG
will then be noved to the West Coast, and that produces 2 to 3
bcf a day of natural gas in liquid form

1:48: 51 PM
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MR HULSE stated that the <current scheduled tineframe for
conpleting the permtting process, finishing all the right-of-
ways, the |oan guarantee, and the construction is about four
years. The tinmeframe would allow the project to be able to nove
gas to the market place at the end of 2011 or 2012.

1:50:19 PM

MR. HULSE informed the committee that there is about 6,000
trillion cubic feet (tcf) of proven gas reserves in the world
today and on a daily basis the world consunes about 90 tcf of
gas. Therefore, there is about 65 to 67 years of proven gas
supplies in the world today. M. Hulse pointed out that gas
only brings value to its owners when it is able to find a market
pl ace. He indicated that the Wst Coast nmarket is one to

capture, as is the Md-Wst at a |later date.
1:52:37 PM

MR. HULSE stated that according to the Alaska Division of Gl
and Gas, there is approximately 35 tcf of crude reserves in
Prudhoe Bay. As an aside, he noted that the estimate of other
conventional gas that has not been discovered nay be another 242
tcf. He suggested one option to solve the shortage is gas
hydr at es. If the technology for hydrates is fully devel oped,
then Alaska is sitting on one of the |argest gas resources in
wor | d. The gas could be noved to nmarket, and there would be
enough gas to supply all of the US at the current rate of
consunption for 1,200 years.

1:54: 07 PM

MR. HULSE highlighted that Al aska needs to be able to nove and
nmonetize |arge volunes of gas. He reiterated the need to
capture the Wst Coast market because if it isn't captured, it
could be lost to foreign sources. Under long-term foreign
sources contracts the Wst Coast market would be an unavail abl e
mar ket for a long period of tine. If the West Coast market is

captured now it preserves the opportunity for Alaska to have
both markets: the Wst Coast and M d- West.

2: 03: 06 PM
MR. HULSE stated that there are nunerous benefits to the Al-
Al askan Gasline Project. For instance, it wll be a

significantly greater capital investnent in Al aska. Alaska wll
have nore control over the timng of the project, greater

BUD COW TTEE - 10- January 26, 2005



econonmi ¢ benefits, in addition to new business, industry, and
j obs. Furthernore, the tax-exenpt structure vyields greater
revenues for the state and the producers. Overall it wll yield
greater benefits to Al aska, he opined.

2:04: 57 PM

MR. HULSE conpared the M d-West market to the West Coast market,
which is the bigger nmarket. On an every day average the West
Coast is about an 8 bcf per day market while the Md-Wst is a 6
bcf per day market. In recent past, the Md-Wst has been a
$0.10 better market than the Wst Coast. However, the West
Coast stands to be a better prem um nmarket |long term he noted.

2:06: 01 PM

MR. HULSE stated that another inportant conponent is that the
LPG sales would generate about one-third of the incone of the
pr oj ect . If those liquids are placed in the Alberta market or
in the Md-West, it would flood the market place. As a result,
there wll be a depression in the price in that area.
Si mul t aneously, there would be a depression in overall netbacks
and the value to the state and the producers. Bringing the
LPG s to Valdez correlates with direct access to Asian and U S
Qul f Coast markets. M. Hulse stated that by bringing the LPG s
to Valdez there would be a 30 percent greater price advantage
t han by goi ng through Al berta.

2:06:58 PM

MR, HULSE informed the commttee that Al berta produces about
300,000 barrels per day of which anobunts to about 260,000
barrels per day are consunmed and 40,000 barrels per day are
exported to the Lower 48. The Lower 48 has to inport another
160, 000 barrels per day of 1iquids. M. Hul se proposed that by
conbi ning the Canadian H ghway Project and the Mackenzie Delta
Project the nunbers total about 265,000 barrels per day into
that market place. Canada will need to export about 305,000

barrels per day and the Lower 48 wll have to export nore.
Therefore [Alaska]l] will need to build pipelines in order to get
rid of that excess quantity of Iiquids, he noted. However if

the all-Al askan pipeline exported to the Wst Coast and the
Mackenzie Delta project were constructed, the market wouldn't be
fl ooded, and prices would remain where they are currently.

2:08:31 PM
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MR. HULSE relayed that the Asian market inports about 710,000
barrel s per day. He highlighted that LPG sales in Japan are
generally sonme of the highest of any mmjor market, while in
conparison LPG prices in Ednonton are generally some of the

[owest in North Anerica. The LPG prices in Japan nmarket
averaged $0.14 per gallon or $5.90 per barrel premium to the
Ednont on mar ket . The prem um could get higher if the Ednonton

mar ket was fl ooded. M. Hulse estimated that the prem um could
be as high as $0.20 and it wll probably take $0.09 of the

pi peline capacity to nove it to another market. That being the
case, M. Hulse specified that it could be at |east the $0.14
pl us whatever the pipeline charge will be to nove it to another

mar ket . He proposed that the LPG price differential of $0.20
per gallon inpacts the producer netback of $0.40 a mllion BTU
[British thermal unit] |ess value on gas. M. Hulse stated that
this factor has one of the nobst significant inpacts of the
project and bringing the products out at Val dez nmakes nore sense
in terns of economi cs and value for the state. The cost to nove
the LPG from Valdez to Japan is likely to cost $0.02 to $0.03
per gallon. Getting LPG price out of Canada and the M d-West

and into the world market place wll produce a 30 percent
prem um

2:10: 40 PM

MR. HULSE sunmarized his presentation by review ng the econonics
of the project. Senpra is aware of the LNG costs worl dw de and
although it is certain that Alaska wll be simlar in cost,
there are nunmerous benefits from this project. The Al aska

Gasline Port Authority structure and the Wst Coast marketing
bring the upside of the benefits to this project by adding net
present value to the project, plus the liquid price is about

$450 million per year of added val ue. It wll be inperative to
capture the Wst Coast market for noving |arge anmounts of gas
out of Al aska. In addition there will be future possibilities

to expand production through a line to Canada and down, he
not ed.

2:12: 20 PM

RI GDON BOYKI N, Special Counsel, Alaska Gasline Port Authority,

mentioned that there does not currently exist in the US. the
capacity to build large LNG tankers required for a project of

this magnitude. M. Boykin noted that Senpra and AGPA are not

asking for any reductions of taxes or any other "give-ups" from
t he state.
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2:13:28 PM

REPRESENTATI VE SAMUELS asked if Senpra wll be increasing the
anount of Alaska gas or replacing it wth another current
supplier.

2:13:49 PM

MR. HULSE stated that Senpra is always |looking to increase its
busi ness: Senmpra would not be able to nove 13 bcf/day "unless
we've had a lot of long-term custoners."” Senpra would seek
"whatever longer term contracts" it could obtain. However,
Senpra is confortable with noving that volunme of gas in the
mar ket pl ace, he noted.

2:14: 26 PM

REPRESENTATI VE SAMJELS noted that the All-Al askan Gas Project
called for an increase in the re-gas plant in the Baja from1l to
3 bcf. Representati ve Samuel s then asked, "If you are going to
take 2.5 to 4.5 bcf, what are you going to do with the rest of
the gases?” He noted, that in terms of a market that is a wde
range.

2:14: 48 PM

MR. HULSE replied that when it comes down to actual gas noved
after extracting the liquids and supplying gas to the state, the
nunber will be down to 2 to 3 bcf daily. He said although there
are other West Coast facilities through which Senpra believes it
could nove the gas, it is a matter of marketing the gas. The

facilities for the project will be built to nove the gas. Gas
from the U S is particularly novable as opposed to gas from
forei gn sources. He stated that Senpra is confident in its

capabilities to nove the gas.
2:15:29 PM
CHAI R THERRI AULT asked about the potential Wst Coast narket.

MR. HULSE responded that the states of Wshington, O egon,
California, Arizona, and Nevada and Baja consune about 9.5 bcf
of gas per day. However, these states only produce about 700 to
800 mllion cubic feet a day, and Senpra inports about 90
percent of its gas to that market on a daily basis. Chi cago' s
needs are currently all supply, he noted. M. Hulse stated, "if
a gas pipeline comes down, there will be displacenent and there
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will be nore rational novenent of the gas into the market place.
The sanme thing will take place on Wst Coast."” Senpra and the
Al aska Gasline Port Authority believe that by 2012, Alaska could
put 3.5 to 4 billion cubic feet per day into that narket.
Al though it would take period of tine to achieve displacenent,
it wll be displaced, he stated. In California the gas market
is facing [the fact that] all of the basins, aside from the
Rocki es, have peaked production and are in decline. Thus, it
w Il be necessary to nake up reserves. |If the gas does not cone
from Alaska, it will come from foreign sources. He i ndicated
that there are plenty of world reserves to fill that void. M.
Hul se said that "Gas in the ground brings no value, as a natter
of fact it has negative value because of the nobney that you
spent to explore for it. And so until you can nonetize it that
value is negative. The only way you get value is to get it into
a market and the market is what determ nes the value."

2:18:26 PM

CHAIR THERRI AULT asked if Senpra had done an independent
assessnment of the validity of the tax-exenpt status of the Port
Aut hority.

MR. HULSE answered "yes," and added that Senpra has the
information and the due diligence in regard to the tax-exenpt
status of the Port Authority.

2:18: 54 PM

CHAI R THERRI AULT asked about the purchase of the Yukon Pacific
permts.

MR. BOYKIN related that Senpra has negotiated an option to
purchase the permts and that option has been signed. The
option allows Senpra and the Al aska Gasline Port Authority to:
use permts during the devel opnent phase, to use the data it
has, to obtain anmendnents to the permts, and to obtain the
other permts needed to develop the project. If the project
actually goes to a financial close there will be a further
purchase price and possession of the entire conpany. During the
option period, Senpra has the right to use the permts and the
dat a.

2:19: 56 PM
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CHAI R THERRI AULT asked if the Port Authority built in inpact
fund was on the order of $120 mllion in the proposal to the
muni ci palities.

MAYOR WHI TAKER stated that was the correct order of magnitude.
2:20: 23 PM

SENATOR BEN STEVENS asked if the Al aska Gasline Port Authority
had signed the rei nbursable agreenent from the adm nistration to
dat e.

MAYOR WH TAKER specified that the Stranded Gas Act does not
apply to the Port Authority. The Port Authority is not asking
for anything fromthe state, he said.

2:21: 58 PM

SENATOR BEN STEVENS noted that the Al aska Gasline Port Authority
was working under the existing fiscal regine for the tariffs

He also inquired if the proposal was contingent on the contract
shippers and if that would bring the project to sanction.

2:22:38 PM

MAYOR WHI TAKER stated, "It is required...that there be a supply
given that there is a market and that there is a neans to
mar ket . " That being said, the supply agreenent is currently
under discussion, he noted.

2:22: 53 PM

SENATOR BEN STEVENS i nquired about the nethodology to sanction
He added if the nethodology was first to market the gas and then
supply the gas or vice versa.

MR. HULSE stated that both the nethodologies have to cone
t oget her sinmultaneously.

2:23:41 PM
CHAI R THERRI AULT i1 nquired about whether the Alaska Gasline Port
Aut hority and Senpra may or may not be talking to one or nore of

t he producers. He asked if Senpra would be proposing a fixed
fee for the gas or a price associated with sone hub price.
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MR. HULSE relayed that Senpra signed the first gas contract with
| ndonesia on the LNG business and that is based on a border
i ndex. M. Hulse opined that long-term supplies from Al aska
could possibly attract fixed price contracting. Al t hough m ght
be interested parties in fixed price contracting for the Al-
Al aska Gas Project, Senpra is not in a position to guarantee
t hat . However, there nmay be interest from the mnmarket place
because of fixed priced contracting and Senpra would like to
expl ore that option, he noted.

2:25: 01 PM

SENATOR W LKEN expressed interest in Senpra's commtnment to the
project, and requested a brief review of Senpra' s past, current,
and future commtnments contenplated for this project.

2:25: 15 PM

MR. HULSE stated that Senpra has made a commtnent to devel op
the project and has backed that commtnent w th noney. Senpr a
is commtted to developing the gas with only one stipulation,
the route it desires. Senpra feels this [all-Al aska project] is
an ideal solution for future generations of Al askans as well as
future generations of those who live on the Wst Coast of the
United States.

2:26: 48 PM
SENATOR W LKEN comrent ed:

In Mayor Whitaker's statenent | think | heard him say
that you signed an agreenment to purchase 3.5 to 4.5
bcf of gas, so in sinple terns does that say to ne
that if we can find a seller you have entered into a
formal agreenent to buy at |east 3.0 bcf of gas.

MR. HULSE stated that the ternms and conditions of the details
still have to be worked out. He expl ained that Senpra has nade
a commtnent to nove that volume of gas. Senpra would nold the
Al aska Gasline Port Authority's tax structure to purchase and
nove gas to nmeximze that benefit. He said that Senpra is
confident that whatever the tax structure, it wll have the
capabilities to nove the gas to the Wst Coast narket place.

2:28: 10 PM
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CHAI R THERRI AULT inquired about the Jones Act and asked if
Senpra was basing its request for tax exenption from the
"construction portion" because it was "noving United States
resources to serve the United States' market."

MR. HULSE agreed, and said it does not make sense for Al aska's
gas to go to Japan just because "they can get nore noney for it"
based on the regul ations of the Jones Act.

CHAIR THERRI AULT noted that part of the project was to nove
liquid gas over overseas.

2:29: 03 PM

MR HULSE replied that "we fill all of the US. demand for
iquids, and you nove what's left.”" He also noted that the Port
Authority pointed out that "one of the opportunities wth that
volunme of liquid is to build, in Al aska, the businesses, the

petrochem cal businesses...that could use that as a feed stock
and sell finished products, of which would furnish you with nore
jobs..."

2:29:40 PM

CHAI R THERRI AULT asked about the lost revenue to the state if
the pipe was not taxable, and he asked if that noney would be
made up by sharing a portion of the added value from the gas
['iquids.

MAYOR WHI TAKER said "kind of," and added that 60 percent of the
net operating revenues will accrue to the state, 40 percent wll
accrue to nunicipalities, and he referred to M. Boykin to
descri be additional nonies.

2:30:49 PM

MR. BOYKIN stated that, in the budget, Senpra included a paynent
to communities in lieu of taxes.

2:31: 07 PM
MAYOR WHI TAKER said it al so includes paynents to the state.
2:31:17 PM

REPRESENTATI VE HAWKER asked for further clarification on the
project's presunmed non-taxable status. He said the w tnesses
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referenced a private letter ruling obtained from the Interna
Revenue Service, and he asked if the ruling addressed the
exi stence of the Port Authority or does it specifically address
"this proposal, these activities" by the Port Authority.

MR. BOYKIN responded that the ruling from the Internal Revenue
Service was "in sone respects generic and in other respects was
quite specific as to what would be done here with a Port
Aut hority structure.”

2:32: 28 PM

SENATOR BEN STEVENS asked if there is a sponsor willing to
propose the Jones Act exenption at the federal |evel.

MR. BOYKIN relayed that sonme maritine union representatives are
working with Senpra on the issue.

SENATOR STEVENS clarified that he did not nean a union, but a
United States operator of the ships.

2:33: 37 PM

MR. BOYKIN said it would be premature to talk to an operator
until the producers are |ined up, adding that he does not "want
to fix a structure in place that they believe mght adversely
affect the netback for them™

2:34:18 PM

REPRESENTATI VE DYSON asked why Senpra would want to buy
expensive Alaska gas when it can be obtained far cheaper
el sewhere.

MR. BOYKIN admtted that there are |ower production costs
el sewhere but noted the West Coast shipping costs. He opi ned
that there is a conpelling argunent when conparing the econom cs
between the U S. and foreign markets, and that "in a declining
resource, how we would |let the Al aska gas not be brought down to
the Lower-48 in one form or the other, and hence the |oan

guar antee.” He said tariffs in the pipeline are simlar to
shi pping costs, and world prices are supporting these projects
"very well-- there is a very l|arge netback." He related his
belief that prices will not decline until there is surplus of
i nfrastructure. He said that the rate of declining donestic
production is "alarmng," and it is the "perfect” tine to bring
Al aska gas to the market -- the econom cs are conpetitive. He
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added that going fromone U S port to another U S. port reduces
t he honel and security ri sks.

2:38:18 PM

CHAI R THERRI AULT suggested that producers need |ong-term tax
stability.
MAYOR WHI TAKER said he thinks that is a fair assunption

2:39: 05 PM

CHAI R THERRI AULT asked what is the estimated total price of the
gas operation from"start to finish.”

MR. BOYKIN stated that Senpra has not |ooked at that, because it
woul d buy the gas at the [well head] and sell it at the outlet of
the LNG facility. It is difficult to come up with tariff
because of the unknown destiny of the liquids in the gas. He
said it is "cleaner not to operate on tariff basis but just flat
out pay them for the gas at the wellhead.” He said he is under
the inpression that the Stranded Gas Act is designed to generate
addi ti onal revenues for producers as an incentive. He said that
the possible price generated from an LNG facility is sufficient
to not disturb the existing tax regine. He added that research
has shown that netbacks would be "quite significant."

2:41:14 PM

MAYOR WH TAKER suggested that 1is a discussion appropriate
bet ween the producers and the state, "we can nmake our econom cs
very clear and very plain, and we are not requesting a reduction
in the existing tax reginme or royalty regine."

2:41.: 38 PM

REPRESENTATI VE SAMUELS asked what would happen if Senpra went
out of business and the contracts do not carry over to a new
hol der.

2:42: 03 PM

MAYOR WH TAKER said that there have been discussions wth other
entities. However, he opined that Senpra's financial strengths

"are substantial."

MR HULSE said those security concerns are addressed in
contractual negotiations.
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2:43: 02 PM

CHAI R THERRI AULT asked if the gas conditioning plant is owned
and operated by the Port Authority or by Senpra.

MR. BOYKIN responded that under the Port Authority concept "the

nore of the infrastructure ... that we own, we feel the higher
the benefit to the State of Al aska. Under our nunbers and
nodels ... we would envision owning the conditioning plant on
the North Sl ope. That does not nean necessarily we would
operate it." A producer mght operate the facility under
contract.

2:43: 58 PM

CHAIR THERRI AULT requested an update on talks wth the
adm ni stration.

MAYOR WHI TAKER said that the cooperation with the adm nistration
is significant. He added that it is inportant to note, "we
signed our agreenment with Senpra approxi mately 60 days ago."

2:45:36 PM

REPRESENTATI VE  HAWKER opined that Por t Aut horities are
aut onormous and powerful, and asked how the state is protected
fromfuture changes in the share of returns going to the state.

MAYOR WH TAKER responded that there wll be a contractua
obligation, and the state can change laws if it is dissatisfied
with its relationship with the Port Authority. He presented one
caveat: once a bonding commtnent is entered into, the state may
not negatively affect that bonding relationship.

2:47: 47 PM

REPRESENTATI VE HAVWKER said there is still some risk because the
Port Authority may choose to take a direction that differs from
current under st andi ngs.

2:48: 07 PM

MAYOR VWHI TAKER di sagr eed.

ADJ OURNVENT
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2:49: 00 PM
There being no further business before the comittee, the

Legi sl ative Budget and Audit Committee neeting was adjourned at
2:49 p.m
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