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PCOSI TI ON  STATEMENT: Answered questions during M. Tangenman's
Power Point presentation about Alaska's fiscal regime and
i ncentives for gas-to-liquids (GIL).

DAVID G W GHT, Principal
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POSI TI ON STATEMENT: Spoke about his positive work experience
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PCOSI TI ON  STATEMENT: Provi ded a PowerPoint presentation about
gas to gasoline via nethanol.
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Al aska Stand Al one Gas Pipeline (ASAP).

ACTI ON NARRATI VE

1:05: 25 PM

Co-Chair Paul Seaton called the House Resources Standing
Committee neeting to order at 1:05 p.m Representatives Foster,
D ck, Gardner, Kawasaki, P. WIson, Herron, Feige, and Seaton

were present at the call to order. Representative Minoz arrived
as the nmeeting was in progress.
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OVERVI EWN'S): Econonics of Gas to Liquid and Methanol to
Gasol i ne Conversion, Production and Shipnent in Al aska

1: 05: 40 PM

CO CHAI R SEATON announced that the only order of business would
be an overview on the economcs of gas to |liquid and nethanol to
gasol i ne conversion, production and shipnent in Al aska. He said
the reason for looking at this is the concern about declining
volunes in the Trans-Alaska Pipeline System (TAPS) and
transitioning to the punping of heavy oil through the pipeline.

1: 07: 16 PM

REPRESENTATIVE P. WLSON returned to the conmttee's 1/23/12
overview of invasive species in which the [Al aska Departnent of
Fish & Ganme (ADF&G) ] stated that the owner of the oyster farm
[in Sitka]l] had not taken any action. She said the farm owner
had received his contract with the state only one week before
the structure escaped in a big storm For two years things had
gone on and he was not allowed to go onto the prem ses and she
did not want anyone to think that the owner was at fault. The
owner could not do anything with the oyster farm and could not
make any noney with the farm so is in the hole because of this.

CO- CHAIR SEATON pointed out that [legislators] specifically
asked that an energency protocol be developed and he did not
want to get into the situation of blam ng. He said he would
like the cormittee to have the Division of Agriculture and ADF&G
come forward with mechanisns for avoiding this in the future

This imediate problem has to be resolved, and it nust be
ensured that these kinds of problens for addressing an issue do
not cone up in the future. He related that [the conmittee' s]
intention is to go forward wth legislation if needed or
regulations if legislation is not needed so that there are no
roadbl ocks for handling an energency in the future.

CO- CHAIR FEIGE asked whether the oyster farm owner was not
allowed on the structure for the week prior to its breakup or
the two years prior to the breakup

REPRESENTATI VE P. WLSON replied that the owner was not allowed
for two vyears and then a week before the breakup [the
departnent] decided there should be a contract with the owner so
he could go back onto the structure and do sonet hi ng.

1: 10: 20 PM
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CO CHAI R SEATON returned to the overview, saying that Departnent
of Revenue Deputy Conmm ssioner Bruce Tangeman woul d provide the
first of four presentations.

BRUCE TANGEMAN, Deputy Comm ssioner, Ofice of the Comm ssioner,
Depart ment of Revenue (DOR), noted that a positive for Alaska is
its resource on the North Slope (slide 1). Regarding DOR s role
in any gas utilization discussion, he said it is not the

departnment's responsibility to define what incentives the
private sector may need to nove forward with a gas-to-liquids
(GTL) project or any other gas project. It is the private

sector's responsibility to analyze the state's existing tax
structure, point out the hurdles it may perceive as being
barriers, and begin the dialogue as to possible solutions for
noving forward on a potential project. Wiile DOR s incredible
team creates and operates nodels |ike he has never seen before,
the departnment is by no nmeans the expert in GILs or any other
gas utilization concepts.

1:13: 23 PM

MR. TANGEMAN said there are several question narks on every
slide in his presentation but not many answers. This is because
he is here to point out sone of the issues the conmttee needs
to keep in mnd as it discusses GILs or any other gas
utilization concept noving forward. It is inportant to know
DOR's role in the process as well as that of other state
agencies such as the Alaska G| and Gas Conservation Commi ssion
( AOCGCC) . Both DOR and AOCGCC will be key players in future gas
utilization discussions.

MR. TANGEMAN reported that roughly 90 percent of Alaska's
general fund revenue cones from the four petroleum revenue
sources of royalty, production tax, corporate income tax, and
property tax, which constitute Alaska's fiscal regine for oil
and gas (slide 2). Any GIL project in Alaska would |ikely pay
one or nore of these elenments to the state, and any potenti al
hurdle that the industry mght bring forward to discuss for
incentivizing will no doubt reside in one of these four areas.

1:14:58 PM
MR. TANGEMAN poi nted out that Al aska's Cear and Equitable Share
(ACES) production tax (slide 3) is the largest elenent of the

fiscal regime in terms of revenue and is potentially the nost
likely element of the fiscal regime with which to create
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i ncentives. However, it is the nost conplicated tax structure
in North Anerica and perhaps the world. He said there are two
i nportant concepts when relating production tax to GILs: 1)
Production tax is calculated on the gross value at the point of
production (GVPP) mnus qualified capital and operating
expendi t ur es. This has relevance in terns of a GIL plant's
| ocation and what costs of a GIL plant, if any, would qualify as
deductions under ACES. 2) Production tax is |levied on conpanies
that produce the gas and these conpanies may not be the ones
that build the GIL plant. One of the variables is who is going
to own the plant itself.

MR. TANGEMAN di scussed two questions that need to be answered
with respect to GIL (slide 4): 1) Wiere will the GIL plant be
| ocat ed? 2) Wwo will owmn the plant, the gas, and the GIL
products, and what wIll be the fiscal arrangenent of any
structure that is put in place? Regarding where to |ocate the
GIL plant (slide 5), he noted that |ocation of the plant makes a
big difference in how the economcs wll play out. Facility
siting is inportant because if the plant is |ocated anywhere
other than the North Slope or Cook Inlet the gas will need to be
transported to the plant to begin the GIL process, and this wll
add additional costs to the project.

1:17: 07 PM

REPRESENTATI VE P. WLSON requested M. Tangenan to explain the
difference in economcs that plant |ocation would nake to the
state and to the producer.

MR. TANGEMAN replied that it would inpact both the state and the
producer, mainly depending on the capital investnent that 1is
required. If gas nust be transported to the plant over a |ong
di stance, capital investnent to pipe the gas would possibly be
affected by the tax credit system currently in place, which
would be a drag on state revenue and would offset sone of the
costs that the conpanies would incur. In further response, he
confirmed that he is saying the difference is the upstream costs
before the gas gets into the pipe.

1:18: 20 PM

CO CHAI R SEATON theorized that if the GIL plant was on the North
Sl ope, what is transported would hypothetically go into TAPS, a
currently existing pipeline; but a plant |ocated el sewhere would
require the expense of transporting gas to the plant as well as
the expense of transporting the end product. He asked whet her
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this is part of the relationship being |ooked at regarding the
econonmi cs of where the plant is |ocated.

MR. TANGEMAN answered that that is part of it. For exanple, if
a plant was |ocated in Fairbanks, a pipeline would need to be
built to Fairbanks where the gas would be processed and from
there it would presunably go to TAPS, which is where the tariff
woul d ki ck in. Because many variables and scenarios could be
created and nodeled, a sinple way to start thinking about plant
| ocation is to assunme it is somewhere close to TAPS and then
| ook at how far the gas will have to be transported to the GIL
pl ant itself.

CO CHAI R SEATON noted that when transmtting gas the tariff on
the gas is subtracted fromthe value of the gas, and the conpany
must transmit the product that it wll be using up in the
conversi on process. If the facility was on the North Sl ope the
vol une through TAPS would be nore, so the tariff on all of the
oil and other products would be |owered. Those elenments nust be
consi dered, but the purpose for today is to just get a handle on
t he issues.

1:20: 59 PM

CO- CHAIR FEIGE surmsed that with no pipeline to the plant there
woul d not be that transportation cost, so the check per mllion
cubic feet (MMCF) to the producers for the gas woul d be higher.

MR. TANGEMAN replied, "To the gas producers, yes; well, it
depends. "

CO- CHAIR FEIGE further surm sed the gross value at the point of
producti on woul d be hi gher because ..

MR. TANGEMAN interjected that it depends where the GIL plant
owner is taking ownership of the gas.

CO CHAI R FEI GE asked where the tax would apply to the gas under
current statutes, assumng the GIL plant is a separate entity
and assunming that that entity takes possession of the gas as it
cones into the GIL plant.

MR. TANGEMAN deferred to Ms. N enhuis.

1: 22: 25 PM
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CHERYL N ENHU S, Acting Chief Econom st, Anchorage Ofice, Tax
Di vision, Departnment of Revenue (DOR), said she woul d guess that
it depends on the fiscal arrangenent. Qualifying that she could
not say for certain, she said it seens |like Al aska's point of
production statutes require that when a petroleum product is
accurately netered, that is considered the point of production
So, if that occurs upstream of the gas pipeline then that would
be the taxation point under current statute.

CO CHAI R SEATON noted that the point of production is determ ned
by statute and therefore that issue could be |ooked at if the
econonics needed to be changed; the state |egislature can set
the point of production for taxation. He presuned the state is
not stuck in one system and could change it.

M5. NI ENHU S responded she cannot comment because there could be
other elements to the point of production that fall outside of
the taxation realm such as inpacts to royalty.

CO CHAIR SEATON said he was just clarifying that that is set by
the |egislature. For a bill dealing with GILs and incentives
the legislature would probably need to specify the point of
production for taxation.

MR. TANGEMAN agr eed.
1:24:08 PM

MR. TANGEMAN returned to his presentation and the second of the
two questions that need to be answered with respect to GIL

(slide 6): "Who owns the plant, the gas, and the GIL products?”
He said the owner could be the North Slope gas producers, the
Cook Inlet gas producers, or a third party. For exanple, the

GIL plant could be set up simlar to the Alyeska Pipeline
Service  Conpany, which is an i ndependent third party

owner / oper at or . WIl the gas be transferred to the GIL plant
owner or sold to the plant owner/operator? Wo, if anyone, wll
need incentives is what will need to be fleshed out.

CO CHAIR SEATON related a past situation of a producer that
wanted to put an ultra-lowsulfur diesel refinery on the North
Sl ope. The proposal was to have it on the lease so that it
would qualify for the credits and it would be on the |ease so
there would be no royalty. The l|egislature said that was not
the purpose of the ACES credits. If the legislature decides it
wants sonething like that, then the l|egislature would have to
make the change. The legislature determined that a refinery

HOUSE RES COW TTEE -7- January 25, 2012



placed on the North Slope was not upstream of the point of
production regarding the 20 percent tax credits.

1:26: 05 PM

MR. TANGEMAN said the aforenentioned leads directly to slide 7
whi ch depicts four potential areas where incentives could be
mani pul ated to make a project economc. Referring to these four
areas as "knobs," he said there are many avail able knobs that
can be turned to incentivize a GIL plant, a gas plant, or any
infrastructure the state sees fit for comercializing North
Sl ope resources. Each situation calls for a different knob to
be turned and will affect all of the other knobs in a different
manner . For exanple, royalty relief or tax credits could be
granted to producers selling gas for feedstock to the GIL plant
owner . Corporate incone tax credits could be issued for work
leading up to the construction of the GIL plant. O credits
could be granted for research into feasibility of shipping GIL
products down TAPS.

1: 27: 46 PM

MR. TANGEMAN pointed out that the price of gas is a huge, huge
consi deration when considering the economcs of a GIL project
(slide 8). Yesterday the Henry Hub price of gas was $2.63 [per
MVBtu], he related. There is plenty of potential, but the state
needs to hear from the private sector (slide 9). It is known
from nodeling done for legislator's that there are a |lot of
vari ables that can be plugged into a nodel depending on what is
being | ooked for, and the outcones are going to vary dependi ng
on what is put in on the front end. So, it is inportant for the
departnment, the legislature, and the state in general, to get
nore detailed feedback from the private sector as to what are
the issues and hurdles that they see and need help on to nake a
project like this econom c.

1:29:46 PM

MR. TANGEMAN concluded by stating that GIL is one of severa
options for devel oping Al aska's gas resource. Incentives depend
on the state's desired outconmes - with a very strong incentive
just about anything can be done. I ncentives are possible
t hrough production tax, royalty, corporate income tax, property
tax, and other subsidies. Determning the goal is the bottom
I'ine. For exanple, is the goal to create jobs, diversify the

state's econony, or to fully develop Alaska s natural gas
t hrough one major project? Instead of "or" the word "and" could
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be used, so there are a lot of things to be considered when
trying to figure out the best way to comercialize the state's
resources on the North Sl ope.

1: 30: 42 PM

CO CHAI R SEATON opi ned that sonetinmes industry does not present
t hings because it figures the legislature would not consider
t hem Sonetinmes the state's various problens are addressed in
i sol ation, including whether GIL is economic, so it was good to
learn that where the GIL plant is |located nakes a difference
Anot her exanple is that if GILs were produced on the North Sl ope
the throughput in TAPS would be increased, and a dilutent
produced on the slope «could help wth viscosity and
transmissibility at |ow flows. Anot her real problem is taxes
where there is [both] oil and gas. Right now gas sales
effectively are not taking place, but once they do and
investments are nmade there is a huge potential problem in
appl ying expenditures for gas, which are taxed at a |low rate,
against the tax rates for oil, which is the decoupling issue the
| egi sl ature has | ooked at before. He asked whether M. Tangenan
sees any problems for GIL or other liquid if, instead of taking
royalty and production tax on gas, the outlet of the plant is
determ ned the point of production so that royalty and tax is
taken on the manufactured liquid at the end. This would tax the
right value stream he continued, because it would relate to the
price of oil, which is where progressivity 1is, and would
elimnate the need for differentiating investnent in gas or oil.
This would solve a nultitude of problenms at the sane tine
instead of one at a tine. He reiterated his question by asking
whet her DOR sees this as a potential, with statute change, point
of production clarification, and willing partners, to elimnate
t he decoupling issue.

1: 34: 41 PM

MR. TANGEMAN said he thinks that will be a very, very big issue
if something like this progresses. This goes back to the
current debate on ACES and the governor's bill [HB 110]; it is
that tax on the output. So taxing it as a petroleunfoil product
falls back into the discussion of l|last session and the interim
about how industry is going to view that and whether that is the
mai n hurdl e. If that is the main hurdle and industry says it
needs relief on the production tax, then that is what wll nmake
a GIL project go or not go.

1: 35: 42 PM
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CO CHAI R SEATON added that the problem w th taxing gas at barrel
of oil equivalents is that conparison-wise it is a product that
has very low unit value, so that problem is not escaped nor is

the problem of having to differentiate investnent. He said he
does not know whether industry is hearing that [the commttee]
is wlling to |look at those issues and not have to deal wth
decoupl i ng. He asked whether DOR sees anything that would

prohibit this from being done with the proper |egislation, which
woul d be taking royalty and production tax on the output and not
taxing the input to a plant under the right circunstances.

MR. TANGEMAN responded he does not see that [the commttee] is
prohibited from doing anything as a legislative body. It is
whether it will be economic and the bottom line is how industry
is going to view any change that is nmade. \Whether it is on the
gas as the entry point into the plant or the petroleum product
as the exit product into TAPS is the biggest discussion.
Decoupling wll be discussed in the other body so it is
certainly on everyone's radar.

1: 37: 24 PM

CO- CHAIR SEATON reiterated that he is trying to figure out
whether taxing oil on the outlet side will elimnate the big
probl em with decoupling, because decoupling is taxing at a very
low rate and allowing investnment to be witten off against the
other tax rate if oil is being produced.

MR. TANGEMAN pointed out that another big issue with decoupling
is the cost allocation - whether the cost of the plant is on the
upstream side with the gas or the downstream side wth the
product or somewhere inside the plant.

CO- CHAI R SEATON agr eed.
1:38:19 PM

CO CHAIR SEATON directed attention to DOR s 1/18/11 letter in
the conmttee packet regarding an economic analysis of Al aska
North Sl ope gas-to-liquids plant. He offered his appreciation
for the caveats included in the analysis because they allow for
aski ng about what would happen if the royalty is not on the gas
but is on the GIL product. He urged nenbers to |look at the
internal rates of returns and the net present values in the
anal ysis because that is helpful information for understanding
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whether the project is in the range of being econonmc and
whet her any changes need to be made.

1:40: 25 PM

CO CHAIR SEATON then referred an attachnent to the DOR letter
entitled, "Additional Information on Gas-To-Liquids. Regar di ng
BP and advances in GIL technol ogy [page 2 of the attachnent], he
read the following statenent: '... the reaction is highly
exothermc and the reactor nust be designed to renove heat
qui ckly." He inquired whether there has been any analysis of

the anount of heat to see whether it could be used for heating
the oil being noved through TAPS.

MR. TANGEMAN said the aforenentioned falls under the category of
DOR not being an expert in GILs.

1: 42:13 PM

CO CHAI R SEATON provided a biography of the next speaker, David
G Wght: served as president and chief executive officer for
Al yeska Pipeline Service Conpany from July 2000 to January 2006,
served as president of BP Anbco Energy Conpany in Trinidad and
Tobago for eight years, and served as treasurer of the Al aska

Ol & Gas Association. He said M. Wght's Anbco career
involved himin activity in Texas, Kansas, G6klahonma, Col orado,
Ut ah, Al aska, and [I'linois where V. W ght devel oped

engi neering, operation, production, procurenent, and nanagenent
experience. Further, M. Wght served as the president of Anpbco
Trinidad, an exploration and production conpany, and he led the
establishnment of the first greenfield Iliquefied natural gas
(LNG plant in Trinidad and the second LNG plant in the Wstern
Hem sphere. Co- Chair Seaton explained that M. Wght, a person
famliar to commttee nenbers, wll be relating his experience
working with M. Deo van Wjk of Janus Methanol, soneone who
comm ttee nenbers are unfamliar with although M. van Wjk did
nmake a presentation to the conmttee | ast year.

The commttee took an at-ease from1:44 p.m to 1:50 p.m

1:50: 37 PM

DAVID G WGHT, Principal, David G Wght Consulting, stated
that he was asked by the principal of Janus Methanol, or
G gaMethanol, to facilitate discussions of [M. van Wjk's] gas

to nethanol to gasoline proposal. He said he accepted the
opportunity because he has done business in the past with [M.
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van W | k's] conpany and its innovative technology, and he feels
that it is an opportunity for Alaska to |ook at sone ways to
nonetize its gas. He said the state should look at [M. van
Wjk] to see if this fits some of the state's opportunities to
nove its gas to nmarket.

MR WGHT said his experience with Janus Methanol comes from
Trinidad where his conmpany at that tine, initially Anmoco and
then BP Energy, was an energy supplier. M. van Wjk cane to
Anmbco wanting to enter into a |ong-term gas supply agreenent for
hi s doubl e-worl d-scal e net hanol proposal, which he had devel oped
t he technol ogy on. Anoco found it a good business opportunity
and entered into a contract. M. van Wjk's facility perforned
as proposed - delivering on time and within cost, and during the
period of tinme that he [M. Wght] remained in Trinidad, M. van
Wjk nmet the gas purchase requirenents of the agreenent wth
Anoco. Since that time, M. van Wjk sold his interest in that

facility and entered into a non-conpete agreenent. Duri ng that
non- conpete period of time on nmethanol M. van W)k studied the
technol ogy and developed the proposal that he would like to

speak to Al aska about.
1:53: 00 PM

MR WGHT said M. van Wjk's proposal this tine is twice as big
as the one built in Trinidad, so on a world-scale basis it has
doubl ed agai n. It uses less energy than the previous tine and
with an increnmental capital cost it takes nethanol, which is
very difficult to transport due to its corrosive nature, and
turns it into gasoline thereby affording the opportunity to put
it into TAPS, which would be very beneficial in terns of
transportation costs.

MR. WCGHT said he has had successful business relationships with
M. van Wjk in the past and has found him to be a very
credi ble, innovative technology Ileader and a very credible
busi ness person.

1:54:16 PM

MR WGHT explained that M. Van Wjk's proposal would start
with a single train facility that would use about 320 mllion
cubic feet (MVMCF) of gas per day and would produce 30,000
barrels of gasoline per day that could be put into TAPS.
Advantages to this include: no increnental pipeline costs
because existing facilities could be used; inprovenent of the
flow characteristics in TAPS because it is a lighter part of the
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hydrocarbon stream no corrosive natures; and the addition of
volunme - all of which are significant issues currently being
consi der ed. Because it is a capital investnent on a single
train facility it clearly is nmore cost effective because it does
not have the pipeline cost that other facilities nust |ook at

for moving liquids or natural gas all the way to the
mar ket pl ace. M. Wght said the disadvantage is it does not
provide gas for in-state use. But, he added, it does not take
away from that opportunity because the opportunity is

increnental on volunes that would be available and would not
prevent continuing to | ook at pipelines or other activities.

1:56: 47 PM

MR WOCHT allowed that sonme science and economics need to be
wor ked on, but said the scoping econom cs | ook good. Anot her
advantage if this works properly, he conti nued, is the

opportunity to increnmentally add both to the use of gas and the
vol une that could be put into TAPS in steps, which could be key
to the availability of gas from the North Slope as producers
need | ess gas for enhanced oil recovery and have sone narketabl e

gas. Addi tional trains could be scheduled increnentally to up
the volume of gas utilization and nonetization, with each train
addi ng another 30,000 barrels of increnental liquids to the
pi pel i ne.

MR. W CGHT concluded by saying he thinks this has huge potentia

for early and increnental nonetization of gas and that it nerits
serious further discussions and devel opnent opportunities wth
this conmpany. He related that as an Al askan and soneone
involved in the energy business a long tine, he has continued to
| ook at how to neet sone of the challenges of highly expensive
gas pipelines that require high volunes and seem to be the
significant inpedinent to Alaska's ability to nonetize its gas

He urged that this opportunity be |ooked at very, very carefully
because it woul d nove the state beyond those inpedi nents.

1: 59: 29 PM

COCHAIR FEIGE inquired about the effects that gasoline would
have on the refineries |ocated along TAPS which utilize the
t hroughput to produce refined products.

MR. WGHT understood Co-Chair Feige to be asking about the
downstream i npact on in-state and out-of-state refiners that buy
Al aska's product. He said that based on the science known today
it would be a "quality bank" upgrade to the refining value of
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the TAPS crude and woul d therefore have a positive inpact on the
econom ¢ value and the value and use to refiners in Al aska and
ot her pl aces.

2:01: 06 PM

REPRESENTATI VE MUNQZ asked how gas and oil are shipped at the
sanme tinme and what the inpact of heavy oil would be on that m x.

MR. WOCHT replied that this is an excellent question because in
the Lower 48 sone pipelines operate on a batch system changing
the product that they ship fromtine to tine. He related that
in his asking of some prelimnary questions, it seens to be the
nost attractive way to mx it, which neans it cannot be taken
out by itself at sone later point and would have to be re-
refined by the refineries. However, it would reduce the
viscosity and help the flow characteristics. It would not be at
all incremental damaging to the wax issues - and mght help
some, although that answer is not known right now - so it would
be just part of the mxed product. Regardi ng heavy oil,
increnentally it would have a positive inpact on both the vol une
and the viscosity, whether it is today's conventional crude or
the challenging heavier oil, because it is lighter and would
reduce the viscosity.

2:02:52 PM

CO CHAI R SEATON pointed out that the Alaska Gasline |nducenent
Act (AJ A was done to enhance exploration on the North Sl ope so
there would be a nmarket for gas going into a conmon carrier
pipeline with rolled-in rates. The problem being | ooked at with
a smaller pipeline is that the existing players with natural gas
could fully commt that line and therefore oil exploration would
not be enhanced because any gas found in that exploration would
be a non-sell able product. The nice thing about GIL is that if
a small diameter pipeline is filled with gas for the state,
there would still be an incentive to explore for gas because of
the increnmental GIL market. He said [the conmttee] is not
necessarily saying that this is one or the other, but that nore
than one way mi ght be needed to nonetize gas to get the benefits
of enhanced exploration, discovery, and production into TAPS.
For exanple, a field that is nostly gas with sonme liquids is
unecononmic if the gas cannot be sol d.

2: 05: 30 PM
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DEO VAN WJK, Owner, Janus Methanol AG first pointed out that
his conpany does not want to build gas pipelines, it wants to
build plants on top of where the natural gas is (slide 1).
Regarding the idea of building a pipeline to transport 4.5

billion cubic feet (BCF) of natural gas to the Lower 48, he said
that at today's economcs the natural gas at the North Slope
woul d have a negative val ue. H's conmpany is trying to solve

Al aska's problem on TAPS as well as create value for the natural
gas at the North Sl ope. He explained that 4.5 BCF of gas a day
is the equivalent of 14 trains or 430,000 barrels a day, which
is huge and a project that would probably take 15 years to
bui | d. Al so being created, however, is increased value of the
crude oil because its viscosity and quality would be inproved.
He reiterated that a pipeline is not built for noving the gas to
somewhere, instead a plant is built on top of where the gas is.

2:07: 16 PM

MR. VAN WJK said the purpose of his presentation is to explain
the idea of nethanol to gasoline, which may sound like a new
idea but is a 30-year-old technol ogy devel oped by Mbil in 1982
(slide 2). However, it becane uneconomc in the 1990s when the
price of oil dropped to $10 or $12 a barrel. On top of that,
Exxon purchased Mbil and the technol ogy di sappeared except for
t he Chinese who are checking out every technol ogy worldw de and
have the noney to build and do it. Today there are two nethano

to gasoline (MG plants which have proven to work. Al aska' s
problem is that as oil production reduces in volune its
vi scosity increases. Janus Methanol is saying the state should
convert its natural gas to gasoline, rather than his origina

i dea of nethanol. Unli ke nethanol, gasoline does not have
corrosive issues and can be put into the pipeline and sent with
the oil to refineries in California or el sewhere.

2:09:17 PM

MR. VAN WJK stated Janus Methanol believes it has a potentia
solution for the TAPs problem as well as the sale of I|arge
volunmes of natural gas at relatively high prices (slide 3). No

other alternatives cone even close to the gas prices that his
conpany could afford to pay to turn natural gas into gasoline.
The gas-to-liquids (GIL) Fischer-Tropsch process has by-products
| i ke waxes, and what can be done with waxes in Al aska? Janus
Met hanol nakes only three products - high grade quality
gasoline, a little bit of Iliquefied petroleum gas (LPG for
which there is a local market in Al aska, and water.
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2:10:31 PM

MR. VAN WJK noted that Janus Methanol is a Sw ss-based conpany
wi th about 30 people with a total of about 500 years of nethanol

experience (slides 4-5). Sonme persons have 30 years or nore in
the nethanol business; for exanple, he has been in nethanol
since 1977 and has done nothing el se but nethanol. Ten peopl e

have nore than 30 years' experience each, the rest have |ess.
The conpany's engineers are German doctors, called PhDs in the
US., from a variety of conpanies, such as BP, Lur gi
Ferrostaal, and [KTI/Mannesmann and Metal |l gesel Il schaft]. Moving
to slide 6, he said a virtual depiction of the slide shows
several plants in 1989 and those sanme plants in 2009, with the
growh of the plants being an investnent of about $15 billion
he personally built three of the plants in the picture. In
response to Co-Chair Seaton he said it is a remarkable
difference in 20 years.

2:12: 35 PM
MR. VAN WJK advised that Janus Methanol is suggesting for the

North Slope a two-train project of 7 mllion tons of nethanol
the two plants being built with a difference of about two years

(slide 7). The second train would be substantially cheaper than
the first because of wutilities, site preparation, and so forth.
The plant would produce about 2.66 mllion tons of nethanol,

about 350,000 tons of LPG and about 4 mllion tons of water.
He explained that 56 percent of nethanol is water and when the
water is taken out the remai nder is gasoline, nethanol, and LPG

MR. VAN WJK di scussed the first phase of investnent, explaining
that Janus Methanol has studied building a facility like this
one in the US @ilf (slide 8). A plant of the size being
tal ked about would, in the US. @Qlf, cost about $3.5 billion
From talking with the industry, he used a nultiplier of 2.2 to

get to a price of $7.7 billion for the investnent on the North
Sl ope, and a study would be required to confirm those nunbers.
Revenues would be around $3 billion per year and the plant

should pay in 5 to 6 years after starting production.
2:15: 00 PM

MR. VAN WJK said he has done nine nethanol plants in his life,
seven or eight utilizing Lurgi technology (slide 9). He woul d
again wuse Lurgi nethanol technology and the ExxonMbil MG
technol ogy that has been proven in both New Zeal and and China
At 20,000 pounds a day - two trains of 10,000 pounds each - this
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nmet hanol plant would be by far the |argest nethanol conplex ever

built in the world. He pointed out that 7 mllion tons of
met hanol would flood the nethanol market, but its conversion to
2.66 mllion tons of gasoline would be a drop in the bucket in

the world market of gasoline and thus the original chem cal
mar ket woul d not be destroyed.

MR. VAN W JK explained the differences between Janus Methanol's
previous plants and what it is designing today. Today' s pl ant
would be smaller and sinpler than the one in Trinidad and at
10,000 tons [nethanol] per day the cost would be substantially

reduced. The seven-stage conpressor has now been changed to a
booster, and even with a spare booster $17 nillion Euros would
be saved.

2:18:12 PM

MR. VAN WJK drew attention to a photograph of Janus Methanol's
ATLAS and Titan nethanol plants in Trinidad (slide 11) and
expl ained that the steam reform and conpression equi pnment shown
in the picture would be elimnated in the next plant design,
whi ch woul d reduce the cost by about 30 percent. He said that
in 2008 the ATLAS nethanol plant ran at 108 percent of design
capacity - 5,000 tons per day - for 360 days, which is quite
remar kabl e. Reviewing the major sections of the ATLAS plant
(slide 12), he said that the air cooling seawater unit shown on
the left is substantial and difficult to deal with and the
distillation section [at the top of photograph] wll always be
needed. In looking at where noney could be saved, Janus
Met hanol determined that it would be the syngas conpression and
t he syngas generation. He noved to the |ayout of two 10,000 ton
nmet hanol per day plants (slide 13) and noted that the MIG pl ants
woul d cone behind them and that those plants would be snaller
t han the ATLAS net hanol plant in Trinidad.

2:20: 40 PM

MR. VAN WJK explained that with gas-to-Iiquids/Fischer-Tropsch
process the gas nust be taken to another place and by-products
will be produced that the state may or nay not know what to with
(slide 14). However, for nmethanol to gasoline the products are
LPG water, and gasoline, and the gasoline is ready to go into
t he pipeline. In response to Co-Chair Seaton, M. van WjKk
confirmed that LPG is propane.

MR. VAN WJK said many conpanies have spent a |lot of nobney on
Fi scher-Tropsch (slides 15-17). Only Mobil, now taken over by
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Exxon, and the Chinese have researched a way to go from net hanol

to gasoline. The [MIG technology can be Ilicensed from
ExxonMobi |, he advised, and the nethanol technology that Al aska
would need can be licensed from Lurgi and Janus Methanol has
certain rights to that. The key on [MIG technology is the
cat al yst. ExxonMobil has licensed its catalyst [to Janus
Met hanol] and [Janus Methanol] wll soon have a contract wth
anot her conpany for a catalyst as well. Addi tionally, Janus

Met hanol is working on making a jet fuel catalyst. He explained
that two plants in China are gigantic because they are coal-
based nethanol to gasoline plants (slides 18-19). He related
that 80-90 percent of the cost is in the coal gasification and
the rest is in the MIG part.

2:22:39 PM

MR. VAN WJIK reviewed the specifications of the [MIG gasoline
(slide 20), saying it is very low in benzene and that it has no
sul fur, which substantially increases the quality of the oil.
Conparing GIL with MG (slides 21-22), he reiterated that MG
only makes LPG and gasoline, whereas GIL has a whole range of
products and another refinery would have to be built to get [to
conventional fuels]. Thus, the process being proposed by Janus
Met hanol is nmuch sinpler and nore direct.

MR. VAN WJIK related that ExxonMbil conpared the costs of GIL
to MIG (slide 23). However, because of its devel opnents, Janus
Met hanol can conme substantially below the nunbers depicted on
the slide because ExxonMbil used a nuch smaller investnent and
Janus Met hanol woul d be | ooking at 10,000 tons per day.

MR. VAN WJK, noving to slide 24, stated that the only thing MIG
does not produce is diesel which, he allowed, is an advantage
[ of Fi scher-Tropsch] and sonething that can be tal ked about. He
again reiterated that MG has no by-products and is a nmuch
si npl er and cheaper process.

MR. VAN WJK concluded by saying that Al aska has a problem with
TAPS and Janus Methanol could add every two years 30,000 barrels
a day to the pipeline and thereby the pipeline could be kept for

a long time to cone. He offered to cone to Alaska to discuss
this in nore detail if |egislators w sh
2:24:55 PM

CO CHAI R SEATON understood that M. van Wjk will be comng to
Alaska to talk to gas producers. He expressed his hope that
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there are comercial agreenments that can be net. He added t hat
the legislature, or at Ileast the House Resources Standing
Commttee, is wlling to | ook at what can be done to enhance the
opportunities for commercializing gas on the North Sl ope.

MR. VAN WJK responded that it is the legislator who plays a
very inportant role in this and if legislators decide to
investigate this further, things will happen. He related MIG to
the saying, "Wat a farmer doesn't know he doesn't eat," and
said the oil conpanies are very famliar with GIL, but [MIG is
news to them

CO CHAIR SEATON replied that legislators will be asking the oil
conpani es specific questions on MIG

2:26: 21 PM

REPRESENTATI VE HERRON noted that M. van Wjk is pursuing a
mar ket opportunity and asked whether a five-year horizon is the
criteria.

MR. VAN WJIK replied that it would be nore like six to seven
years, including MIG and fi nancing. This has potential geo-
political, geo-soci al , and geo-econom c consequences, he
continued. Lots of countries, including China, have found shal e
gas, which can be converted into gasoline, and this makes them
| ess dependent on the Mddle East and countries |ike Venezuel a

because gasoline is the largest outlet for oil. Shal e gas and
natural gas are so readily available and becom ng so cheap that
maki ng gasoline out of themis dirt cheap conpared to oil. It
is the equivalent of maybe $40 a barrel and in 10-15 years this
wi |l have a huge inpact worl dw de.

2:28:36 PM

JOE DUBLER, Vice President, Chief Financial Oficer, Al aska
Gasline Devel opnent Corporation (AGC), Al aska Housing Finance
Cor por ati on, Director of Fi nance, Al aska Housing Finance
Cor poration, Departnent of Revenue (DOR), introduced hinself,

his colleague M. Daryl K eppin, and Dr. WIIliam Davey from
Hat ch Associ ates who produced the [gas-to-liquids] report being
di scussed t oday.

REPRESENTATI VE P. WLSON inquired whether gas to gasoline fits
into the category of gas-to-liquids (GIL).
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MR. DUBLER replied that gas to gasoline is a different process
and he and M. Kleppin wll be discussing the Fischer-Tropsch
process, which has been around since Wrld War |1 and converts
[gas] either to jet fuel or diesel fuel rather than gasoline or
met hanol

2:30: 05 PM

MR. DUBLER first discussed why this GIL study was done,
expl aining that AGDC was tasked with preparing a report for the
| egi sl ature about an [Alaska Stand Alone Gas Pipeline (ASAP)]
from the North Slope to Southcentral and Fairbanks (slide 2).
Going into the study it was known that the upper |imt was half

a billion cubic feet per day, the Al aska Gasline |Inducenent Act
(A A restriction, and the lower limt was zero since a
negati ve nunber cannot be shi pped. However, AGDC did not know
where to target throughput for the gas pipeline, so it
identified likely custoners for the natural gas product that
woul d be shipped and tailored the report to the nost |ikely

scenario of custoners for that gas. Not knowi ng whet her any of
t he commrercial anchor tenants would be viable, AGDC conm ssi oned
three different studies: liquefied natural gas (LNG, which is
simlar to what ConocoPhillips Alaska, Inc. did for years in
Ni ki ski; natural gas liquids (NG&s), and gas-to-liquids (GILs),
which is the study being discussed today.

MR. DUBLER stressed that the three studies were conm ssioned not
as a way of ruling out any one, but for giving AGDC a confidence
level in preparing its report that the throughput projected for
ASAP was reasonabl e. Based on the study results, AGDC found
that at least one of the three provided a sufficient netback,
which is the price that the North Sl ope producers get for their
gas after the tariff is taken out of the cost of the gas at the

end of the pipeline. For example, M. Dubler continued,
Sout hcentral and Fairbanks conbi ned use about 240 mllion cubic
feet (MVCF) per day. If all three studies had cone back that

any of these would be wunlikely to produce a profit for a
conpany, then AGC would have stuck with 240 MCF as the
t hroughput on the pipeline. However, it was found that the
t hroughput could go up to the maximum of half a billion cubic
feet per day because AGXC thinks there is a very high likelihood
that one of themw ||l work.

2:32: 38 PM

DARYL KLEPPIN, Conmercial Manager, Alaska Gasline Devel opnent
Cor por ati on (AGDQ) , Al aska Housi ng Fi nance Cor por ati on
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Department of Revenue (DOR), directed attention to a diagram of

the gas-to-liquids (GIL) process (slide 3). He said that
Fi scher-Tropsch technology is a proven process that has been
around since Wrld War |I1. The guidelines to [Hatch Associ ates]

were to use proven Fischer-Tropsch technology. As wth nethanol
to gas, Fischer Tropsch is not an incredibly efficient process.
The Hatch study assumed a 57 percent efficiency in ternms of
converting input British Thermal Units (BTUs) to output BTUs in
the liquids, and also assunmed that sone of the steam would be
used to generate electricity for sale.

MR. KLEPPI N expl ained that the Fischer-Tropsch process tends to
be high tenperatures, 1,500 - 2,000 degrees Fahrenheit, and high
pressure, with sone of the vessels running between 300 and 1,500
pounds per square inch (PSI). The nodel |ooked at three
different scenarios - one train, two trains, and four trains -
at two different |ocations. A typical Fischer-Tropsch train
produces about 16,000 - 17,000 barrels a day. The base case for
the study assuned two trains. The two |ocations were a Cook
Inlet site [Port MacKenzie] and a Fairbanks site.

2: 34: 48 PM

MR. KLEPPIN, noving to slide 4, noted that of the three cases
depicted, Case B, the base case, produces roughly 33,000 barrels

of liquids per day. He said the Fischer-Tropsch process can
produce several ©products, the primary ones being diesel
naphtha, and jet fuel. The study | ooked at the conbination that

would create the largest value and in the base case it was
assuned that roughly 74 percent of the product was diesel and
the other 26 percent was naphtha. A market analysis of where
that mxture of products would receive the highest price was
al so done, with Alaska being one nmarket and Hawaii, the West
Coast, and the Far East the other markets.

MR. KLEPPIN said the schematic on slide 4 provides a sinplified
view of what a facility would like and slide 5 shows what the
GIL facility would look like. He explained that the acronym for
auto thermal reactor is ATR Continuing, he said the first step
in the GIL process is to create a syngas, which is a nmxture of
carbon nonoxi de and hydrogen. The next step is the Fischer-
Tropsch synthesis, followed by upgrading where the nmaterial is
broken into the conponents of diesel and naphtha.

2: 36: 45 PM
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MR. KLEPPIN related that there are a nunber of considerations
when |looking at a site, with transportation showing up as a key
consi deration under construction and under operation. Regarding
the transportation issue, he directed attention to the
phot ograph of a Fischer-Tropsch reactor on slide 6 and noted
that a conparison of the people standing next to the reactor
shows how big the reactor is. \What that nmeans for construction
costs is that nodular construction can be done at a Cook Inlet
| ocation, but at a Fairbanks |location the reactor would have to
be stick built, which neans a hi gher capital cost.

CO CHAI R SEATON i nqui red whet her nodul es would be avail able for
shipment to the North Slope and further asked whether the North
Sl ope was specifically excluded or just not anal yzed.

MR. KLEPPIN responded that a North Slope |ocation was excluded
because AGDC was | ooking at utilizing a gas pipeline and what an
anchor tenant mght be or where an anchor tenant mght be in a
gas pipeline, and if the GIL facility was |located on the North
Slope there would be no need for a gas pipeline to the GIL
facility.

2:38:28 PM

MR. KLEPPIN, returning to his presentation, said that climte
considerations for stick building the nodules in Fairbanks would
| oner the productivity and that is the basis for the capital
difference between Anchorage and Fairbanks; however, on the
operational side it swtches. He added that a facility of this
size would have roughly 200 to 300 full-tinme enployees and this
is incorporated into the operating costs.

MR. KLEPPIN reviewed the study's capital expenditure (CAPEX)
estimate basis (slide 7). Assunptions included that it would be
a greenfield and a new build GIL facility, that the two trains
woul d produce roughly 33,000 barrels a day, and that the base

case l|location would be at Port MicKenzie. Because the ASAP
project report was issued in July [2010], this Hatch report
assuned that all the costs are in 2010 dollars, but I|ater

reports apply a 3 percent escalator to get to 2011 dollars. The
cost estimate is a Class 4 estinmate, which nmeans the accuracy is
on the order of plus 40 percent or mnus 30 percent. This wde
range of wuncertainty is because |inmted engineering has been
done. The Hatch study used existing facilities and tried to
scale them accounted for climte variations and transportation
costs, and wused specific quotes for different pieces of
equi pnment .
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2:40:40 PM

MR. DUBLER acknow edged that the cost estimate is very broad,
but said the only way to narrow that down was to spend a |ot of
noney on engineering and actually design the facility, which was
not in the scope of the project.

MR. KLEPPIN continued, advising that the engineering is |ess
than 1 percent conplete, so it is very nmuch a screening study to
give an indication of whether GILs is a possibility for an
anchor tenant either in Fairbanks or Cook Inlet. He said the
| ocation factor of 1.25 is based on historical analysis and is
the adjustnment for a facility in, say, N geria or Qatar, versus
Al aska.

MR. KLEPPI N di scussed the cost estimates for the three different
scenarios A, B, and C, with B being the base case (slide 8). He
reported that [for case B] the cost to build a 33,000 barrel GIL
facility in the Cook Inlet is roughly $3 billion, which is a
unit cost of $88,000 per barrel day of production. [ The unit
cost] for actual constructed GIL facilities ranges from $30, 000
per barrel day to $175,000, so Case B would be in the mddl e of
this very big range.

2:42:34 PM

CO CHAI R SEATON asked whether that range is based on econoni es
of scale; for exanple, are the big plants cheaper or is it a
function of where the plant was built and the problens that were
faced.

MR. KLEPPIN answered that it is a conbination of both. The
| argest facility currently in operation is the Pearl facility

built by Shell in Qatar and that facility produces 140,000
barrels a day. Oher costs were included, such as drilling for
gas wells, but Shell's total cost started at $5 billion and the

final project ended up being around $24 billion. Another plant
that may be of relevance is one that Chevron built in Nigeria,
which produces a volune simlar to Case B of around 34,000

barrels a day. He said he thinks the original cost for the
Chevron facility started at around $1 billion and went to $6
billion. Apparently, an issue for that plant was that it was

built in wetlands so construction costs were quite a bit higher.

CO- CHAIR SEATON surmsed that the 40 percent was very
conservati ve.
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MR. KLEPPIN said not necessarily - there is also a 30 percent
contingency. Even allowing for that it could be plus 40 percent
and there are sone conponents that are not included in the
st udy. He allowed that nuch nore work needs to be done to get
to a firmcost estinmate.

2:44: 08 PM

MR. KLEPPIN, returning to his presentation, pointed out that the
operating cost for the base case facility is $83,000 per barre
and the significant portion of that is the cost of the natura
gas. The cost of the gas is a key assunption, a point also made
by the previous speaker, as well as the cost of the sales
products.

CO CHAIR SEATON inquired about the cost wused to arrive at
$83, 000 per barrel.

MR. KLEPPIN replied that the nunber used for Anchorage was $7.61
per mllion BTUs. He said that was as low a cost that AGDC
could assune for seeing if it could still work. The cost of
$7.61 assunmes a North Slope netback of $1 to the producer, so
the shipping tariff would be $6.61

2:45:44 PM

MR. KLEPPIN next conpared a base case scenario for a Port
MacKenzie facility versus Fairbanks (slide 9), pointing out that
the capital cost [for Port MacKenzie] is roughly $3 billion
versus $3.6 billion [for Fairbanks]. However, he continued, the
operating costs for a Fairbanks facility [$773 m|lion annually]
are lower than Port MacKenzie [$925 mllion annually] due to a
| ower assuned tariff.

COCHAIR FEIGE said he wunderstands the difference between a
facility at the end of the line and one nidstream on the Iine,
but asked whether there was any consideration of the land on the
Kenai Peninsula where the Agrium plant had been |ocated and
whi ch has the plunbing in place for a | arge anmobunt of gas.

MR. KLEPPIN responded that the base case was Port MacKenzie
because that location is near the term nus of the base case for
the gas pipeline at Big Lake. It could have been extended to
the Kenai Peninsula but then there would have been additiona
costs for noving that gas to the Kenai Peninsula, as well as
potential capital costs, which would have driven up the tariff;
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so construction costs would likely not vary much between [Port]
MacKenzie and the Kenai because this is a greenfield facility
whi ch assunes all new infrastructure and buil dup, which may not
be the case if existing facilities can be used on the Kenai.

MR. KLEPPIN, continuing his presentation, noted that there is
little difference in the fixed operating costs between Anchorage
and Fairbanks; it is all in the variable costs driven by the
cost of the gas.

2:48: 16 PM

MR. KLEPPIN next addressed the assunptions in the economc
analysis (slide 10). The market analysis assuned the product
m x would be diesel and naphtha, he said. Anot her case | ooked
at a conbination of roughly 40 percent diesel, 40 percent jet,
and 20 percent naphtha. Taking into account shipping costs, the
likely markets would be the U S. Wst Coast for the diesel and

Japan for the naphtha. The project life of the plant was
assuned to be 30 years, the debt assunption was 50 percent, and
the equity assunption was 50 percent. The equity rate of return

was assuned to be 12 percent and the debt is the London
Interbank O fered Rate (LIBOR), which is essentially for the
best | enders and which would be less than the equity rate.

CO CHAI R SEATON, referring to slide 9 showi ng Fairbanks as being
less in total operating cost because of the price of gas,
recoll ected that every presentation to the commttee so far has
been that the gas tariff into Fairbanks was nore expensive than
into Southcentral. He requested an explanation for this
di fference.

MR.  KLEPPIN answered that those were different cases that
assuned the gas stream was an enriched stream where NGs were
injected on the slope and then those liquids had to be extracted
before getting to the gas. In the base case scenario here the
assunption is just a non-enriched gas line, so there is not the
expensive straddle plant at Fairbanks and therefore, on a
m | eage-based tariff, Fairbanks would have a lower tariff. He
reiterated that this study is trying to get to whether there is
any way GILs could work economically and trying to give [the
Fai rbanks] location an optimstic view versus the extra fee for
a straddl e pl ant.

2:50: 44 PM
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CO CHAIR SEATON questioned getting two drastically different
views from the sane organi zation, but offered his understanding
that apparently this calculation is one that would not be a wet
| ine because that would need a straddl e plant.

MR. DUBLER explained that these three studies were conducted

simultaneously and started off a year ago as a dry gas |ine
The results of the NG study showed that maybe an enriched
stream m ght be nore profitable - result in a lower tariff -

because nore BTUs could be brought down the line. At that point
AGDC shifted to that and did not go back and re-run all the
assunptions for all three scenari os. So this was based on the
original projected dry gas line and dry gas does result in a
much better outcone for a GIL plant because no additional
processing is required to take the gas and nmake it avail able for
a GIL plant.

2:52: 00 PM

CO- CHAI R SEATON said AGDC s current best case scenario was for a
wet |ine, which neans that these would have to be changed
significantly because Fairbanks would have a higher operating
cost under AGDC s current proposal where it is charging the
facility or comunity that wants to use dry gas along the I|ine.
If the line is built as wet gas those facilities and comunities
woul d be charged for renoving and then re-injecting the |iquids.
Whether that is fair will be addressed at another tine, but he
wants everyone to understand this.

MR. DUBLER agreed but said had ADGC re-done these with wet gas
both of these would have |ooked much worse because both of the
tariffs would have gone up. The reason ADGC did not re-do these
is because the GIL did not look like a viable option anyway, so
re-running it to see just how unviable it was did not seem to
make nmuch sense.

2:53:10 PM

MR. KLEPPIN, in response to Representative D ck, explained that
napht ha can be used to make ethylene or propylene and sonetines
it is used to make gasoline. However, wusing gas-to-liquids
naphtha to make gasoline would lose a |Iot of the advantage of a
very cl ean, pure product, which is stated in the study.

REPRESENTATI VE HERRON asked which nethod for predicted accuracy
was used by the study, given that there are several nethods.
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MR. KLEPPIN replied that it is based on AACE nethodol ogy, the
Associ ation for the Advancenent of Cost [Engineering], which has
definitions on what standards nust be net to get to that |eve
of accuracy.

2:54: 37 PM

REPRESENTATI VE HERRON i nqui red whether the Hatch report anal yzed
the market opportunity horizon, for which M. van Wjk's answer
was siXx to seven years.

MR. KLEPPIN responded that Hatch's assunption for the economc
schedule was that the permtting and engineering work would
begin in 2012, the plant would be constructed the |atter part of
2019, and it would be fully conm ssioned and operational in
third quarter 2020.

REPRESENTATI VE HERRON, noting that people |like M. van Wjk are
al ways seeking areas of conpetitive strength, observed that page
115 of the Hatch report states this could be an even better
project if advantage is taken of new carbon efficiencies and new
technol ogi es for GIL. He asked whether this consideration was
rolled into the aforenenti oned hori zon.

MR. KLEPPIN answered that AGDC s guidance to Hatch was to use
proven, currently wutilized Fischer-Tropsch technology, so the
study stayed away from new technol ogy. Conversations with Hatch
have indicated, for exanple, that wth new technology the
product mx of 74 percent diesel and 26 percent naphtha could be
upped to maybe as high as 90 percent diesel, but then he is not
sure what to do with the cost estimates.

2:56: 41 PM

MR.  KLEPPIN, continuing his review of the study's economc
assunptions depicted on slide 10, noted that the key assunptions
i ncl uded: $80 [per Dbarrel] Wst Texas Internediate (WI)
pricing flat real and 3 percent escalation on that price; a
product price at Port MacKenzie of $7.61 [per MvBtu delivered
natural gas to plant inlet] and at Fairbanks $6.15, wth the
tariff and a $1 North Slope netback included in that price; and
power generated and sold on the market garnering a higher price
at Fairbanks [$60 per negawatt hour] than at Port MacKenzie
[ $45], with the power generated and sold accounting for 4
percent of the total revenue stream

2:58: 17 PM
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MR. KLEPPIN summari zed his presentation (slide 11), stating that
the key economc drivers are the price of crude, which tells
what price the product can be sold at; the price of gas; and the

capital investnent. Assuming a hurdle rate of 12 percent,
AGDC s base case scenario only gets a 5.7 percent return. To
get to the breakeven point - the 12 percent hurdle - the
[delivered natural gas] at Cook Inlet would have to be $4.40
[ per MVBt U] . O said another way, the breakeven point for gas
delivered to Cook Inlet at $7.61 is a crude oil price of $97
W . For Fairbanks, due to the capital costs, the breakeven

price is even |ower at $2.19 per MVBtu.

MR. KLEPPIN lastly pointed out that AGDC s intention was not to
select or elimnate any potential anchor tenant process.
Rat her, the intent was to figure out what the market m ght be
for an anchor tenant and who m ght be the nost likely - who wll
be the shipper and the final wusers. Noting that the graph
depicted on slide 12 is fromthe July [2010] report, he related
that the graph shows that GILs are the least likely, and LNG is
probably the nost |ikely, for an anchor tenant.

3:00: 34 PM

CO CHAI R SEATON understood M. Kleppin to be saying that nost
all of the economic driver is the tariff on shipping the gas
t hrough the pipeline. He noted that the tariff could be taken
away by building a GIL plant on the North Slope and using TAPS
as the transmittal 1ine. Diluting a previously pure product or
taking it down the road in trucks is not the issue, he said

The issue is that if the tariff is taken away it nakes a huge
difference in the econom cs of GILs for Al aska.

MR KLEPPIN confirmed that the operating costs would be
significantly reduced because no tariff would be paid on the gas
pi peline. Wat that would do to the construction costs, capital
costs, or shipping costs wth TAPS was not analyzed, he
continued, so he cannot conpare the two projects. However, he
agreed that that would be another option that may want to be
st udi ed.

CO CHAIR SEATON realized that that was beyond AGDC s scope, but
stated he was trying to determ ne whether the project said that
GlILs anywhere in Alaska will not work or that GILs shipped on a
pi peline to either Fairbanks or Southcentral does not work.

MR. KLEPPIN agreed that that is a very fair characterization
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3:02:41 PM

REPRESENTATI VE HERRON inquired whether there was ever a
col l ective epiphany within AGC about why did "the big guys" or
anyone el se not do this before and just do the GIL project.

MR. DUBLER replied that last May AGDC offered a nonbinding
expression of interest (EOQO) and was expecting that anybody
having a desire to build a project like a GIL, NG, or LNG plant
woul d submt a proposal. Wiile the responses to an EOQ are
confidential, he continued, he can say that no one responded
with a GIL proposal.

REPRESENTATI VE HERRON, re-stating his question, asked whether
AGDC ever had a collective conversation about why sonmeone has
not yet done it since it nake sense.

MR. DUBLER responded he does not believe so.

CO CHAIR SEATON clarified that [AGC s] study has said it does
not nmake sense to do it in Southcentral or Fairbanks. The study
did not analyze whether it makes econom c sense to do it on the
North Sl ope. Since the largest driver was the tariff for the
transm ssion of gas, AGC s study does not preclude that it
woul d nake sense to do it on the North Sl ope.

3:04: 56 PM

REPRESENTATI VE DI CK, returning to t he Janus Met hanol
presentation, related that when the weather is cold the bar oi
for his chainsaw gets pretty thick, so he mxes gasoline into
the bar oil to thin it out. Regardi ng the challenge of heavy
oil on the North Slope, he said he cannot stop thinking that
gas-to-liquids mght enhance the process of extracting heavy
oil.

CO CHAI R SEATON pointed out that GIL may have |ots of waxes and
paraffins, which nmay be a poor characteristic for injecting into
TAPS. Noting that he has been a supporter of GIL on the North
Sl ope, he pointed out that Fischer-Tropsch has a nunber of other
products that could give problens depending upon where the
process is done, so he does not want it glossed over that
everything could be m xed.

MR. KLEPPIN agreed this may have been glossed over a bit. He
expl ained that comng out of the Fischer-Tropsch process there
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is the upgrading, which essentially has paraffinic conpounds,
and these are fractured or hydro-treated to nake the diesel,
j et, and napht ha.

3:07:31 PM
ADJ OURNVENT

There being no further business before the commttee, the House
Resources Standing Commttee neeting was adjourned at 3:07 p. m
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