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CALL TO ORDER
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March 28, 2013
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SUMVARY
HB 4 | N- STATE GASLI NE DEVELOPMENT CORP
HB 4 was HEARD and HELD in commttee for further
consi der at i on.
#hb4
HOUSE BILL NO 4
"An  Act relating to the Alaska Gasline Devel opnent
Cor por ati on; maki ng the Alaska Gasline Devel opnent

Cor por ati on,
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Corporation, an independent public corporation of the
state; establishing and relating to the in-state natura
gas pipeline fund; making certain information provided to
or by the Alaska Gasline Developnment Corporation exenpt
from inspection as a public record; relating to the Joint
In-State Gasline Devel opnent Team relating to the Al aska
Housi ng Finance Corporation; relating to judicial review of
a right-of-way |lease or an action or decision related to
t he devel opnent or construction of an oil or gas pipeline
on state land; relating to the | ease of a right-of-way for

a gas pipeline transportation corridor, including a
corridor for a natural gas pipeline that is a contract
carrier; relating to the <cost of natural resources,

permts, and |eases provided to the Alaska Gasline
Devel opnent Corporation; relating to procurenent by the
Al aska Gasline Developnent Corporation; relating to the
review by the Regulatory Comm ssion of Al aska of natural
gas transportation contracts; relating to the regul ation by
the Regulatory Conm ssion of Alaska of an in-state natura
gas pipeline project developed by the Al aska Gasline
Devel opnent Corporation; relating to the regulation by the
Regul atory Conm ssion of Al aska of an in-state natural gas
pi peline that provides transportation by contract carriage;
relating to the Al aska Natural Gas Devel opnent Authority;
relating to the procurenment of certain services by the
Al aska  Natural Gas Devel opnent Aut hori ty; exenpti ng
property of a project developed by the Al aska Gasline
Devel opnent Corporation from property taxes before the
commencenent of conmercial operations; and providing for an
effective date.”

9:04: 57 AM

BILL WALKER, CTY OF VALDEZ, presented the PowerPoint
presentation: "Cty of Valdez, presentation before the
House Finance Conmittee"(copy on file). He stressed that
the "right size project” that benefited Al aska, not the
| ocation, was the highlight of his presentation. The city
of Val dez supported the best project for Al aska, regardless
of the pipeline destination. He recounted a historical
synopsis of gas pipeline efforts.

9:09: 15 AM

M. Wl ker discussed Slide 2, titled, "Map wth Trans-
Al aska Pi peline System (TAPS), El Paso, and YPC. " The slide
depicted the map of Alaska illustrating the pipeline
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routes. He noted that nuch effort was expended to devel op
the EIl Paso Pipeline all American route from tidewater to
Poi nt Conception, California. Wen the project did not
mat eri alize, the Yukon Pacific Corporation (YPC) effort was
created. He related that $100 mllion in funding was
obtained to begin the permtting process. He turned to
Slide 3:

"Permts Previously Obtained for Gasline to Tidewater

by YPC. "
Formed by Forner Governors Bill Egan and Wlter
"Wl | y" Hickel

The following permts have previously been received
(now expired) for this project route and termnal
| ocati on:

0 FERC Decl aratory Order Regarding its TAGS
Jurisdiction

Presidential Finding Approving Export of Al aska
Nat ural Gas

Coast al Zone Consi stency Determ nation

TAGS Project-Wde Final EI'S

Aht na Corporation R ght of Way Agreenent

Federal Pipeline ROV G ant

State of Al aska Conditional ROW Lease

DCE/ OFE Aut hori zation for Export of Natural Gas
(Order 350)

DOE/ CFE Confirmation of Order 350

Anderson Bay (LNG Termnal) Final EIS

FERC Aut hori zation for Siting LNG Ml Facility
Anderson Bay LNG MI Facility Air Quality (PSD)
Perm t

O O0OO0OO0OO0Oo o

0O o0oo0oo

M. Walker noted that the YPC founders nmade significant
progress, the furthest to date, in the permtting process.
He reported that the effort ultimately failed because YPC
was not able to purchase the gas.

Representative Gara asked about slide 2. He wondered
whet her the YPC right of way permts were still valid for
use with the Al aska Gasline Devel opment Corporation (AGDC)
negotiated right of ways for a pipeline termnus in Valdez
or Nikiski. M. Wilker stated that the YPC permts had
expired. He added that the collected data and the fact that
the permts were obtained made the effort inportant.
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M. Wal ker turned to Slide 5:

"Alaska North Slope LNG (Liquefied Natural Gas)
Sponsor Study G oup."

Fornmed in 1999

Parti ci pants:

OARCO Al aska

CSX Cor p.

OFoot hills Al aska I nc.
OVar ubeni

(OPhi | 1'i ps Petrol eum

Formed for Sole Purpose of Evaluating 3 Routes to
Ti dewater from North Sl ope
1. Richardson H ghway to Val dez Marine Term nal
2. Richardson H ghway to dennallen then over to
Ni ki ski via G enn H ghway Route
3. Parks H ghway south to N ki ski

Conclusion of Study Goup: Route nost likely to be
permtted by federal/state agencies is the Richardson
H ghway to the Val dez Marine Term nal route.

M. Wal ker stated that the LNG Sponsor Study G oup focused
solely on route site selection and the likelihood of
successful permtting. The effort did not result in a
pi peline. The group authored a report that ranked the
di fferent options.

9:14:18 AM

M. Walker noved to Slide 6: "Map with TAPS, El Paso
Pipeline, YPC, Alaska LNG Study Goup, AGPA ANGDA and
AG A" The slide depicted the pipeline routes and nunbered
them in successive order as |isted from nunber one through
seven. He noted that the Alaska Gasline Port Authority
(AGPA) was founded by the Fairbanks North Star Borough,
North Slope Borough and the City of Valdez. The effort
f ocused on cost esti mates and mar ket i nterest.
Subsequently, the Alaska Natural Gas Devel opnent Authority
(ANGDA) was created via a ballot initiative and formed in
statute in 2002. He pointed out that the first six projects
di scussed were all in-state gas lines. The seventh and | ast
effort was the Al aska Gasline Inducenent Act (AGA). He
described AG A as an out of state gasline. The AQJA
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pipeline originally planned for two term nus points: one
line constructed to tidewater and another ending in
Al berta. The developnent of shale gas in the [|ower 48
states prevented the Alberta option from evolving. He
remarked that two open seasons on the tidewater option were
hel d.

Representative WIson questioned whether AGPA held any
current right of way permts. He answered that the
exclusive permt rights expired.

M. Wal ker directed attention to Slide 7:
AG A

Funded following $15 MIlion of analysis, presented to
the legislature following a several nonth | ong specia
session wth presentations from numerous industry
recogni zed consul tants.

(Legi sl ation aut horized up to $500 mllion for

i censee

[(OContract awarded to TransCanada / Foothills Pipeline
[OState of Al aska share of AG A work cost to date $300
MI1lion

[Results: Over 1 mllion hours of engineering work on
gasline to Open Season to Ti dewater

[(Lat est OQpen Season (Septenber 2012) had a 200
response fromthe Asian market

M. Walker explained that AG A mandated the |icensee,
TransCanada/ Foothills Pipeline to match (50 percent each)
the State's $300 million share of the costs to reach the
first open season in July 31, 2010. Oher provisions under
AG A required that the project continue if the first open
season was not successful. The state was responsible for 90
percent of the costs for noving forward after a successfu

open season. He defined that an "open season” culnmnated in
cost estimates that determ ned the contractual price of the
shi pped gas.

Vice-Chair Neuman referred to the AG A open season in
Sept enber 2012. He understood that the process was a best
interest finding; "significantly different™ than a true
open season and that the result was non-binding. M. Wl ker
concurred. He expressed that the first open season was a
bi nding open season and the second was a non-binding
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"solicitation of interest". He offered that every project
began with a mninmum |l evel of interest and progressed into
bi ndi ng agreenents.

9:19:57 AM

Vi ce-Chair Neuman indicated that AJ A required that an open
season take place every two years. He stressed that an open
season provided for a binding agreenent and the Septenber
2012 event was nothing nore than an interest finding. M.
Wal ker agreed but concluded that the Septenber 2012 event
conplied with the A A open season requirenent.

Representative Holnmes thought that the AG A pipeline was
designed to travel through Canada. She wondered how much of
the one mllion hours of engineering wrk was spent
exploring the route to tidewater versus Canada. M. Wl ker
responded that was difficult to determne. The first open
season contained a posted tariff to tidewater. He could not
offer a definitive answer but believed there was enough
time to conclude with the binding open season in 2010.

Representative Minoz asked what a "200 percent response"
was. M. Walker instructed the conmttee that initial
anal ysis concluded that a successful LNG project required a
certain amount of volume to flow through the pipeline. The
breakeven amount was 2/bcf (billion cubic feet). The
analysis was figured at 2.7/bcf. The AQ A solicitation of
interest response from the world s Ilargest buyers of
natural gas added up to 5.5/ bcf.

Representative Gara asked about the solicitation of
interest in 2012. He asked whether the terns of the
solicitation of interest were offered under conditions that
were not yet available. M. Wl ker stated that terns and
conditions were established wth the project devel oper
after the solicitation of interest. He remnded the
commttee that an open season was not about buying gas but
shipping gas. The problem lied in acquiring gas at the
wel | head; the reason AG A held a solicitation of interest
i nstead of a binding open season.

9:25: 09 AM

He referenced Slide 8:

"Results of Septenber, 2012 Open Season.™
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AGPA

KOGAS ( Kor ea)
POSCO ( Kor ea)

GS Energy (Korea)

PTT International Conpany, Ltd. (Thail and)

PGN LNG (I ndonesi a)
East - West Power Conpany Ltd. (Korea)
2.8/ bcf/d [billion cubic feet per day]

Resource Energy, Inc.

Japan Expl oration Conpany, Ltd. (Japan)

| dem t su Kosan Conpany (Japan)

JX N ppon G| & Energy Corporation (Japan)
M t subi shi Gas Chem cal Conpany, Inc.(Japan
Ni ppon Tel ephone and Tel egraph (Japan)

2.7/ bcf/d

5.5/ bcf/d [Total ]

M. Wil ker detailed that during the 2012 AG A open season
the buyers expressed interest in purchasing specific
vol unes of natural gas. He provided a brief description of
sonme of the Asian conpanies: (1) KOGAS was the |argest
purchaser of LNG in the world. (2)POSCO was the top fifth
| argest steel manufacturer in the world. (3)East-Wst Power
Conmpany Ltd. was a subsidiary of PEPCO the |argest national
power generator in Korea. He reported previous interactions
with many of the Asian conpanies and was "excited" to |learn
of the response to the AGA solicitation of interest in
2012. He remarked that Resource Energy, Inc, a Japanese
consortium did not have a preference for a designated
pi peline location. The consortium recently opened offices
in Anchorage. He net with the conpany representatives who
expressed great interest in Al askan LNG

Co-Chair Stoltze asked what conclusions were drawn by the
information in the presentation. M. Wl ker hoped to prove
that there was a strong interest in the market place for
Al askan LNG

Representative WIson expressed confusion about which plan
he was discussing and asked for clarification. M. Walker
stated that the information on slide 8 was relative to
AG A He wanted to denonstrate that the opportunity existed
to develop a large volune Al askan line by sone entity. He
had no bias towards a particular project. He wanted to
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hi ghlight the opportunity that currently existed for Al aska
in market interest. He proposed sw ft action.

9:30:44 AM

Representative WIson expected that the presentation would
provide an exam nation of an alternate plan to HB 4. She
expressed interest in the AGPA plan. She asked whether his
presentation included an alternate plan supported by the
Cty of Valdez. M. Wilker replied that the discussion
woul d evol ve.

Representati ve Costello asked who M. Wal ker was
representing at the time of the discussions with the Asian
conpanies. M. Wl ker replied that he was representing the
Al aska Gasline Port Authority.

Representative Gara asked whether the Asian conpanies
expressed interest specifically under AGA M. \Wlker
confirmed that the interest was submtted under AG A

M. W&l ker continued with Slide 9:
"Results of Septenber 2012 OQpen Season"

Vol une used by Whod Mackenzie in their LNG anal ysis —
2.7 bcf/d

Vol une nom nated at Septenber 2012 Open Season by
ASI AN Market — 5.5 bcf/d
*In-State Market — .25 bcf/d

Total: 5.75 bcf/d

M. Walker informed the committee that 5.9/bcf was the
| argest volune that can flow through a 48 inch pipe. The
open season resulted in interest in the full volume of the
pi pel i ne.

M. Walker offered Slide 10, "Map wth TAPS, El Paso
Pi peline, YPC, Alaska LNG Study G oup, AGPA ANGDA, AdA,
ASAP (HB 4)" that depicted an image of the proposed routes
including the routes under HB 4, with HB 4 designhated as
t he ei ght project.

M. Wal ker turned to Slide 11:
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"Al aska’s Energy & Fiscal Challenges”

1. Fiscal Aiff — 90% Al aska revenues tied to oil
2. High Energy Cost — Interior / Statew de
3. Sout hcentral Gas Supply

M. Wal ker npved to slide 12:
Fiscal diff:
| s There Any Revenue to Al aska From LNG Exports?

M. Wil ker believed that Al askan LNG was a resource that
offered the state a revenue base.

Representati ve Thonpson asked about the Al aska Gasline Port
Authority (AGPA). He related that the North Slope Borough
wi thdrew from the agreenent sone years ago and that some
North Star Borough assenbly nenbers wanted to back out of
the agreenent. He asked for clarification about the
direction of the project and who was still involved. M.
Wal ker confirmed that the North Star Borough was
considering parting from AGPA. He interjected that the AGPA
mandate was to "build or cause to be built.”™ The port
authority supported any LNG project that was in the best
interest of Alaska. He believed that AGPA incited anple
interest in Alaska LNG and credited AGPA for the response
to the AG A open seasons.

9: 36: 09 AM

Representati ve Thonpson understood that the Fairbanks North
Star borough stopped contributing to AGPA M. Wl ker
related that the last paynment made by the Borough was in
2009. The private sector had contributed the majority of
the port authority funding.

Representative WIson questioned why the private sector
pulled its AGPA funding. M. Wl ker voiced that the private
sector "lost faith" that Alaska would strive to bring
natural gas to the market. The private sector ultimtely
believed that the gas was not attainable.

Representative WIson asked whether the private sector |ost
faith in the port authority or in Alaska. M. WalKker
replied that the private sector wanted to buy gas at the
wel | head and it had nothing to do with AGPA. He pointed out
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that the |easeholder, Exxon Mbil did not engage wth
M t subi shi, whose interest in purchasing natural gas was
solicited by AGPA. Wthin one nonths' tinme Mtsubishi mde
ot her arrangenents outside of Al aska.

Representative WIson thought that it worked backwards to
find buyers for sonething sonmeone else was not willing to
sell. M. Wil ker responded that the process was customary.
Terms of the lease required that |easeholders sell to an
offer with a reasonabl e expectation of profit.

9:40: 22 AM

Representative Gara asked whether the |easeholders were
hol di ng back from selling until they can negotiate ternms in
their best interest. M. Wilker discerned that based on
"letters to the CGovernor"”, that was a plausible conclusion
in regards to a pipeline. In addition, he reported that
purchasers were willing to buy natural gas at the well head
on a fixed dollar anmount and agreed to participate in the
pi peline portion of the project. Yet, there was still no
action by the | easehol ders.

M. Wal ker briefly turned to the follow ng slides
Slide 13:
Does Al aska Make Money of f LNG?"
From and economc perspective, Al askan  LNG
exports are conpetitive, viable across scenarios,
and could generate between $220 and $419 billion
for Al aska
Slide 14:
"Can Al aska's LNG Conpet e?"
Access to currently re-injected gas upstream puts
the Alaska LNG |liquefaction project in and
economcally conpetitive position relative to
ot hers...
The slide included a graph that denonstrated Al askan LNG

exports estimted at a cost structure of $8.50/ MVBtu
[mllion British thermal units] (2011 esti nates)
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Slide 15:
"Can Al aska's LNG Conpete?"

".and It conpetes favorably wth both proposed
Australian and ot her North American export
facilities which have yet to reach FID (Final
| nvest nent Deci si on)

The slide contained a graph conparing the Al askan $8.50/
MVMBtu figure with other projects in Australia and North
Anerica and showed Al aska at the | owest price.

M. Wal ker expounded that Wod WMickenzie, the consultants
who conducted the study used the AGA open season
information and the |anded costs to transport LNG from
Alaska to Japan including the hi ghest costs for
I iquefaction, to cone to the conclusion that Al askan LNG
was conpetitive and profitable.

Vice-Chair Neuman returned to Slide 14. He asked where in
the analysis were the costs to buy and build the pipeline
that was estimated to cost $40 - $60 billion. He asked for
the anortization of the cost as well as the tineline for
the investnent. Finally, he questioned how the project was
ultimately funded. M. Walker indicated that the depicted
transport tariff of $1.70/MvBtu was the revenue used to pay
off the pipeline. The tinelines were: (1) ten years for
construction. (2) 30 years to pay off a pipeline.

Vi ce-Chair Neunman questioned the payoff nunbers and
wondered where the noney to build the pipeline would cone
from M. Walker responded that that the consultant used
AGQ A figures to determ ne the payoff costs over 30 years.
He added that besides the $1.70/MvBtu transport tariff,
$2.22/ MwBtu [for Processing and Shrinkage] and $.26/ MVBtu
[for WH Processing] contributed to the payoff of the
pipeline infrastructure. He elaborated that the use of
using tariffs over a 30 year period was common practice and
was simlar to the payoff of a toll road. He continued that
the funding for megaprojects typically were market
generated. The financing was based upon the strength of the
mar ket place and long term contracts. He renarked that
financi ng was never the problem He nentioned a $55 billion
LNG project in Australia under current construction that
was one third smaller than the AG A project. He explained
that Al aska had advantages over Australia with a |arger
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project and a colder climte, which was 40 percent nore
efficient. Al aska's location provided | ow shipping costs at
$.59/MMBtu because Al aska was closer to the market as
opposed to the Gulf coast which costs $3. 00/ MVBtu. He noted
t hat Norway shipped to the Asian markets at higher shipping
costs. He believed Al aska had significant benefits over
ot her | ocati ons.

9:48: 05 AM

Representative Hol mes asked whether the costs depicted in
slide 14, included the cost of the gas. M. Wil ker stated
that it did not. He explained that the cost of the gas at
the well head was added to the $8.50/ MMBtu and estimated at
$5.50 to $7. 50/ MvBt u.

Representative Hol nes asked when the Wod Mckenzie study
took place. M. Walker replied that the study took place
July 27, 2011. Representative Hol nes asked whether changes
in the market place occurred since then. M. \Walker
answered that some up or down fluctuations had occurred.
The nunbers were based on 2.7/bcf billion feet and if the
project was as large as 5.5/bcf the costs would drop by
hal f.

Co-Chair Austernman conmmented that today's natural gas
mar ket woul d not support what the Asian nmarket was wlling
to pay in 2011. He wondered if the information renmained
val i d.

Representative Gara asked about the dis-insensitive rates
contained in AGA for Alaskan conmunities. He wondered
whet her the cost of natural gas for Al askans would be |ess
than the $15.00/MVBtu costs shipping to Asia. M. WilKker
stated that the rate for Fairbanks under AQJA dis-
insensitive rate was $5. 29/ MvBt u.

Co-Chair Stoltze requested that M. Wilker share his
concerns regarding revenue issues and consumer coOSts
associated with the |egislation.

M. Walker addressed Slide 17: "Post Treatnent Gas
Conposition Estimate." The slide contained a chart that
conpared the BTU Content per cubic foot (pre LPG [Iiquefied
petrol eum gas] extraction) of the chem cal conposition of
lean and rich gas. He elaborated that "gas |iquids" had
mar ket value. He worried that the gas liquids would remain
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undevel oped. Gas |iquids provided opportunities for value
added use within Alaska. He noted that the biggest benefit
of Alaskan LNG which was lacking in other localities was
its high BTU (British Thermal Units) content containing gas
['iquids.

M. Wal ker noved to Slide 18:
"South central Gas Supply"

Long Term Gas Supply Wrk G oup
Regul at ory Conmi ssi on of Al aska"
Public Meeting October 24, 2012 9: 00 AM

M. Wal ker noted that a utility consortium was aggressively
exploring inmporting LNG into Cook Inlet.

M. Wal ker turned to Slide 19:
"Sout hcentral Gas Supply."

s No Southcentral gas shortfall percentages are
anywhere near 100%

s Not all gas in Southcentral goes away

s Exploration activity is up

g | mport volunme price blended with |local gas
price

M. Walker related that according to testinony to the
Regul atory Conmmi ssion of Alaska (RCA) inported gas could
suppl enent a possible supply shortfall of Cook Inlet LNG
The idea was to blend a 10 to 20 percent volunme of higher
cost inmported LNG to the $6.00 [MwBtu] current cost
m nimzing the cost increase to consuners.

M. Wal ker directed attention to Slide 20:

"How Does HB 4 Solve Al aska's Energy/ Fiscal Crisis?"

s Revenue to Alaska? - NO
s Cost of Energy? Fairbanks [Lower] Southcentral
[ H gher]

o Built in Time to Resol ve Fai rbanks/ Sout hcentr al
Energy Crisis? NO (2019-2020)
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g Liquids for val ue added jobs? NO
5> $400 million to be able to hold an Open Season
— sane place AG A was on July 2010

M. Wal ker expressed apprehensions over HB 4. He conmended
the work that was done on the in-state gasline, but, he
believed that the timng didn't solve Interior or South-
central energy problens. He added that the project doesn't
bring revenue to the state. He felt the thickness of the
pi peline design proscribed a higher volume of gas which
contained nore of the valuable liquids. He exenplified that
it was illegal to extract raw natural gas |iquids out of
Al berta. He felt that the natural gas liquids that were not
needed for export should be extracted out in Al aska and
val ue added.

M. Wl ker pointed to Slide 21:
"Options for Solving Energy Crisis”

s HB4 study to hold an Open Season in 2-3 years =
$400 MIlion

s> Fai rbanks — LNG Trucking $250 MIlion = gas to
Fai rbanks at $10.00-$12. 00 range (2 years)

s> Sout hcentral — LNG Inports = $80 MIlion regas
for gas at $9-12 range (2-4 years)

s Total cost for Fairbanks / Cook Inlet solution
= $330 MIlion

M. Walker felt that HB 4 was the "wong project” to
advance. He added that the cost to advance HB 4 to another
open season was $400 million. He opined that the noney
could be better spent solving the Fairbanks and Interior
issues with other options in a nore tinely manner.

9:55:44 AM

M. Wal ker turned to Slide 22:
"Why Are W Ignoring the A A Open Season?"
o A A Has Produced Volumes of W rk Resulting
From Over 1 MIlion Hours of Engineering, Cost

Estimates, and Field Wrk. Appr oxi mately $500
MIlion spent to date on Open Season.
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s> When the $400 MIlion is expended under HB4, it
woul d take us back exactly to where we were on
July 31, 2010 under AdQ A

M. Wl ker thought that AG A worked and brought offers to
the table. The HB 4 project was constrained by AdQA
therefore was not a "whole project.” He opined that the
state should nove forward with a conplete |arge dianeter
pipeline to tidewater that benefitted the entire state,
travelled to tide water, was able to extract natural gas
liquids and tied to a narket place. He enphasized that
what ever project advanced must be the right project for the
entire state.

M. Wal ker offered Slide 23:
"A Way Forward."

What Al aska Shoul d be doi ng Rather Than Spendi ng $400
MIllion to Begin Yet Another Open Season Process
(Third)

1. Engage directly with those conpanies in Asia
that responded to the AG A Open Season (Septenber
14, 2012)

2. Engage with AG A licensee to direct next step
in engaging with Asian market

3. Engage with North Slope producers to determ ne
cost of “fiscal certainty” regarding gasline to
determine if it is cheaper for Alaska to owmn it —
built by the private sector now

M. Walker reported that conpanies that responded to the
AGQ A open season contact him weekly to ask why there was no
response to its offers.

M. Wal ker reviewed Slide 24:

" Concl usi on"

There is no logical reason to spend $400 nillion to
begin a study for another Open (Third) Season Wen the
| ast one had a 200 percent response from the Asian
mar ket .
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M. Walker continued that not only was the $400 mllion
cost of HB 4 to advance to a redundant open season an
i ssue, the developnent of shale gas changed the world
mar ket. He thought that gas was nore abundant than markets.
Time was being wasted with HB 4 instead of "engaging wth
the market" and advancing a large Al askan project. He
war ned that enough work was conpleted on AGA that lead to
a successful open season. He advised that if AGA isn't the
right project the state should negotiate a way out so not
to hinder the right project from noving forward.

M. Wal ker concluded with Slide 25:
" Concl usi on"
Ri sk to Al aska’'s Future?

While we begin yet another study process, the Asian
market signs long-term LNG contracts wth projects
being built in Australia, British Colunbia, US «@lf
Coast, and Russia

M. Wl ker believed that the legislation would duplicate
work that already culmnated in an open season when the
enphasis should be placed on delivering Al askan gas to
mar ket .

Representative Wl son asked which project he supported. She
wondered what was stopping the port authority from carrying
out the consortium s project of inporting LNG using private
sector noney. M. Walker replied that the Port Authority
was not advancing the LNG inport project. The port
authority believed that the inport project was the best
option for the short term He noted that AGPA "always
advocated for a large volune line with an econony of scale
to benefit all Alaskans."” He rem nded the commttee of the
AGPA goal, "build or cause be built." Therefore, AGPA would
rather see using the AGXC talent created in HB 4 to use
existing work to further a large volune |Iine that
benefitted the entire state and not delay another two
years.

10: 01: 57 AM

Representative WIson comuni cated that Fairbanks believed
that the state was standing in the way of advancing a
conplete AGPA project, but she learned from the
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presentation that AGPA wanted the state to "get a line
built.” She asked for clarification. M. Wlker offered
that the AG A process noved ahead of the port authority
project and acconplished a successful open season. He
claimed that the port authority open season process was
interrupted by a North Slope producer asking Bechtel
[ Bechtel Corporation] to termnate working for AGPA. He
reiterated that AGPA held back its efforts because AGA
appeared to be noving forward. The port authority put

"jurisdictional interest” aside and recognized the AGQA
effort; a large volunme project wth prom sing benefits for
the entire state. He maintained that the $300 mllion for

HB4 and the efforts of AGC were better served to advance
AG A, a project with the econony of scale that better
served the interests of the market and provided revenue to
t he state.

Representati ve W | son reiterated her request on
clarification about the port authority project. She
mai nt ai ned that Fairbanks was about to nake an inportant
decision regarding AGPA She interpreted from the
presentation that AGPA had no current project, but instead
was "cheerleading” the AGA plan. She wondered if the
community was m srepresented about AGPA. She questioned his
opposition to the legislation. M. Wl ker declared that no
m srepresentation occurred. The port authority spent years
establishing a relationship with the market that AGPA
brought to the AG A open season. He nmintained that the
port authority's role acconplished cost estimtes, obtained
permts and brought the market interest to Alaska. He
comented that the 2.7/ bcf proposal by Asian conpani es was
"phenonenal ." The port authority worked with 30 different
conpanies to mnmmke it happen. The nmarket was the nost
inportant piece of any project. The market paid for the
infrastructure associated wth a project. The port
authority worked in the best interest of Al aska.

10: 07: 00 AM

Co-Chair Austernan felt the presentation shed |ight on the
AGPA' s and City of Valdez's concerns. He shared the concern

and understood that a large major line produced a profit
and resulted in better prices for the state. He observed
that BP, Conoco Phillips, and Exxon were not responding to

the open season. He believed that the producers were not
interested due to shale gas developnent in the |ower 48
states. The price of natural gas was no longer tied to the
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price of oil and was low. He did not believe current market
prices could anortize the cost of a $40 to $60 billion
pi peline. He supported the legislation. He thought that
based on the current world market, HB 4 was the only viable
option today to bring gas to Al askans. He agreed that nmany
purchasers were available but did not feel market prices
woul d support a large volunme project in the foreseeable
future

Representative Holnmes concurred with Co-Chair Austerman's
statements. She understood the benefits of a large volune
line for the state. She felt she heard conflicting
direction in the presentation. She asked what direction the
state should pursue. M. Walker did not subscribe to the
state's wait and see approach. He argued that the state
needed to assess whether AGA failed or required
advancement. He felt the state could not "sit on the
control of the future of the state under AGA and not do
anything." He advised that the state directly confront the
| easehol ders for a response. He announced that AJ A had an
exit provision and advised that the state seriously exam ne
it. The state needed to nove on. He enphasized that Al aska
owned the resource. The |easeholders did not have the |egal
right not to sell at the wellhead. In other parts of the
wor |l d | easehol ders were required to develop |eases or risk
losing the |ease. The state should not l|et the producers
voluntarily nake the decision to develop the | eases or they

will procrastinate until it suits a best interest. He
warned that the state nmust take control of the situation or
will remain last in line for natural gas devel opnent. He

informed the commttee that prices on a LNG contract were
| ocked in so project risks were known. He felt tinme was of
t he essence.

10: 14: 50 AM

Representative Hol mes asked if he advocated that the state
build a gasline. M. Wil ker advocated that the state build
the natural gas pipeline in partnership with the private
sector.

Representati ve Thonpson asked about t he [ federal]
Departnment of Energy's (DOE) dismissal of the AGPA LNG
export application. He relayed that the DOE s stated
reasons were lack of a plan for the pipeline or plant. M.
Wal ker explained that AGPA was the only group pushing for
an export license. The port authority felt that the AGA
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process was devel oped enough for an export |icense but the
DCE di sagreed. The port authority selected a specific site
for the term nal but the DOE wanted nore specific
information. In addition, the DOCE required gas contracts
He noted that the DOE invited the group to reapply and AGPA
was engaged in the reapplication process. He reveal ed that
Alaska will lose its export license on March 31, 2013. The
state retained an export |license since 1969.

Co-Chair Stoltze announced that he allowed the presentation
in order to offer dissenting views on the record. He
discerned that Alaska can only build one natural gas
project. He asked what would happen if Al aska chose the HB
4 project. M. Walker asserted that HB 4 was a nega
project. The gasline would be the largest project built in
the United States. He concurred that there was only room
for one nega project in the state. As a longtinme advocate
for a gasline he felt unconfortable arguing against HB 4.
But, based upon the evidence he feared that Al aska would
settle for far less than what we were entitled to. He
bel i eved t he sponsors were well intended.

Co-Chair Stoltze questioned whether it was "worth settling
for less or settling for nothing.”™ M. Wl ker answered t hat
the project did not provide revenue to the state, did not
provi de | ower energy costs and actually increased the cost
of gas in Southcentral. He identified |ess expensive
options to solve the imediate energy problem in
Sout hcentral Al aska. He concluded that |ess was probably
not better than nothing.

10: 21: 42 AM
AT EASE

10: 22: 38 AM
RECONVENE

REPRESENTATI VE HAVWKER appreci ated the presentation. He felt
the commttee agreed with the concerns and frustrations
expressed by M. Wl ker. He recapped that AG A was not
wor ki ng, there was no forward novenent, and agreed that the
state should "go it alone.” He stressed that the sponsors
shared the frustration. He was concerned that the private
sector project had |anguished. He agreed that there was a
strong Asian niche market for Al askan LNG However, his
forenpbst concern was to neet the in-state Al askan energy
needs. He comented that the City of Valdez spent $900
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thousand to kill HB 4 and supposed that M. Wlker's
presentation was included in that amount. He believed that
the argunents put forward by M. Walker were exactly why

the commttee should support the bill. He enphasized that
the sponsors intended to utilize the talent in AGXC to
benefit the entire state. The bill was designed to enpower

AGDC to "build a brain trust” that was responsible to the
citizens of the state. He rem nded the commttee that the
state had a contractual obligation to TransCanada. The
state could not easily leave the contract. The |egislation
was witten to allow AGA to nove forward, but enabled AGDC
to nove a viable project forward if AGQA failed. The
mechanisnms to get out of AGQA involved arbitration and
proof that the project was non-econonmcal. He deened that
woul d last ten years. He stressed that HB 4 was in the best
interest of Alaska. He hoped that the legislation would
evolve into a bigger project and that HB 4 was "constrained
by conmitnments that the legislature made in the past” and
hoped to work around them

Representative Hawker countered sone of the conclusions
drawn in the presentation. He voiced that the cost of Cook
Inlet gas was already on the rise. He relayed that his
local utility purchased Cook Inlet gas this winter at $22.
Mcf (thousand cubic feet). The sponsors were aware that an
Al aska in-state gasline will not nove forward unless it can
"beat the price of inporting LNG" He remnded the
conmittee that the $400 nmillion took the project "all the
way to the project sanction.” He questioned the clainms by
the Cty of Valdez. The nmayor stated in a press release
that the AGQJ A open season in 2012 was successful and
justified nmoving forward with a large volunme gasline to
tidewater. He believed that the open season was a non-
bi nding expression of i nterest. He investigated the
statenent and questioned two of the producers involved who
could not corroborate the mayor's statenments. He relayed
the adm nistration's desire to nove forward with both AG A
and HB 4. He enphasized that both were the best prospects
for the state.

10: 31: 58 AM

SPEAKER M KE CHENAULT, believed that M. Wil ker had the
best intention for the state of Al aska. He pointed out that
all of the previous gasline projects listed on the slides
had failed. He related that in discussions with Alaska Q|
and Gas Conservation Conmm ssion (AOGCC), the volune of 5.5/
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bcf of gas would not be allowed to flow through a Prudhoe
Bay gasline. The loss of oil revenue would be greater than
t he anount of inconme gained fromthat anmount of natural gas
producti on. He noted that Pt. Thonpson was not an
alternative because it was still classified as an
undeterm ned field and ACGCC would not permt a high vol une
of production until the oil field was classified. He agreed
that the volume of the gasline in HB 4 should be as large
as possible; it was limted by current |law and AOGCC. The
comm ssion was tasked wth ensuring Al aska received the
best value fromits resources. He understood that a market
in ASIA existed but was changing. He thought that
rel ati onships played a big part in contracts in the Asian
market, but they only go so far. The energy cost was the
i mportant piece. The state lost historical LNG contracts
wi th Tokyo Light and Power of Japan (BP was providing |ess
than one percent of its LNG needs) notw thstanding an
established relationship with the state.

10: 37: 08 AM

Speaker Chenault reiterated that the cost of Cook Inlet gas
was $22. Mf for peak gas. He wondered why there was so
much concern over a pipeline that could offer $9./Mf for
year around gas. He believed that the $9/Mf gas was
preferable to $22/Mcf. He agreed with M. Walker's desire
to construct the largest volune pipeline. He felt that the
time for waiting for a large dianeter line was over. He
declared that if the state ended up inporting LNG to neet
its energy needs then the state's elected officials failed
its citizens in our commtment to do what is best for
Al aska. The "neans and nechanisns” existed to develop a
long termenergy source for the citizens of the state.

Co-Chair Stoltze was glad that any gas was available for
his district at the coldest peak nonths regardless of
pri ce. He stated that the consequences of no gas
avai lability were too severe.

Representative Hawker added that no gas pipeline would
provide an imrediate solution. He related that short,
medium and long range solutions were necessary. The Cook
Inl et Recovery Act (2010) that provided for a gas storage
facility was an exanple of an inmmedi ate short term sol ution
t hat worked, but was not enough for the long term The gas
trucking legislation [SB 23-Al DEA: LNG PRQIECT; DI VI DENDS;
FINANCING would not provide a long term solution. He
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offered that the long term solution was Al aska's vast gas
supply fromthe North Sl ope.

10: 41: 33 AM

Representative Gara recapped that a large volune |line would
provi de cheaper gas and nore export revenue. He noted that
AGA limted the size of other gaslines to .5 bcf or |ess.
He wanted to nove ahead with both projects. He understood
that the governor was naking progress on AGA and if the
process was stalled HB 4 was another nechanism He
expressed concern wth the |anguage of HB 4. The
| egislature did not have an opportunity to respond. Wth
passage of the bill, the |anguage allowed the project to
nove forward if additional state funding was not necessary.
Previous legislation such as the Stranded Gas Act
authorized final |egislative approval. He thought that the
state could "get stuck”™ with the HB 4 project if it proved
undesirable to the state. He questioned how the sponsors
felt about that outcome. Speaker Chenault replied that HB 4
and the Stranded Gas Act [Alaska Stranded Gas Devel opnent
Act, 1998] were different. The Stranded Gas Act required
that Alaska pay for 20 percent of the project which
amounted to approxinmately $9 billion. He felt that in that

i nstance, | egi sl ative approval was appropri ate. He
reiterated that HB 4's total cost to the state was $400
mllion. He judged that at the point of noving forward with

contractual agreenents the project was best left out of the
"political realm"

Representative Hawker agreed with the Speaker. He noted
that HB 4 provided for state involvenent in the process.
The legislation built in the regulatory structure that
allowed the state to invest in the project, but only with
| egi sl ative approval. He did not feel that sending industry
the message that the state only wanted private industry
devel opnent that was state sanctioned was the wong policy
call. He wanted a state that fostered econom c devel opnent
in the private sector. He sunmarized that HB 4 contained a
"plethora of checks and balances to protect the states
interest w thout conpromsing the ability of the private
sector to nove forward" with efficiency.

HB 4 was HEARD and HELD in commttee for further
consi derati on.
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10: 50: 27 AM

#
ADJ OURNIVENT

The neeting was adjourned at 10:50 a. m

House Fi nance Conmmittee 23 03/28/13 9:04 A M



