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COWM TTEE CALENDAR

| NTRODUCTI ON BY JOE BALASH - COWM SSI ONER- ALASKA DEPARTMENT OF
NATURAL RESOURCES ( DNR).

- HEARD
ALASKA LNG PRQIECT UPDATE BY STEVE BUTT - PROJECT MANAGER
- HEARD

PROGRESS FROM THE STATE' S PERSPECTI VE - COWM SSI ONER BALASH &
COMM SSI ONER RODELL.

- HEARD

REPORT OF MONEY OBLI GATED TO A THI RD PARTY: COVM SSI ONER BALASH.
- HEARD

PREVI QUS COMM TTEE ACTI ON

No previous action to record

W TNESS REQ STER

JOE BALASH, Comm ssi oner

Al aska Departnent of Natural Resources

Juneau, Al aska

PCSI TI ON  STATEMENT: Provided an wupdate for the Al aska LNG
Proj ect.

STEVE BUTT, Project Manager

Al aska LNG Proj ect

Anchor age, Al aska

PCSI TI ON  STATEMENT: Provided an wupdate for the Al aska LNG
Proj ect.

JACK BEATTI E, Pipeline Manager

Al aska LNG Proj ect

Anchor age, Al aska

POSI TI ON STATEMENT: Addressed construction questions for the
Al aska LNG Proj ect.

ANGELA RODELL, Conm ssioner
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Al aska Departnent of Revenue

Juneau, Al aska

POSI TI ON STATEMENT: Addressed financing and revenue questions
for the Alaska LNG Project.

ACTI ON NARRATI VE

1:02:54 PM

CHAI R SENATOR G ESSEL called the joint nmeeting of the Senate and
House Resources Standing Conmttees to order at 1:02 p.m
Senators present at the call to order were Vice-Chair Dyson and
Chair G essel; Representatives present at the call to order were
Representatives Seaton, P. WIlson, O son, Johnson, Tarr, Hawker,
Co-Chair Saddler, and Co-Chair Feige. Senator M cciche joined
the neeting as it was in progress. Senator Bishop and
Represent ati ve Kawasaki joined the neeting via tel econference as
it was in progress.

CHAIR G ESSEL recognized other legislators in attendance were
Senat or Huggi ns, Representative Kito, and Representative
Josephson. She noted that Janak Mayer & N kos Tsafos from
Enal ytica were in attendance.

| nt roduction by Joe Bal ash, Conm ssioner, Al aska Departnent of
Nat ural Resources (DNR)

1: 03: 04 PM

CHAI R @ ESSEL announced that the first item on the agenda would
be an introduction from Joe Balash, Comm ssioner of the
Departnent of Natural Resources.

JOE BALASH, Commi ssioner, Departnent of Natural Resources (DNR),
Anchor age, Al aska, explained that a provision in SB 138 requires
that a public presentation and update on the Al aska Liquefied
Natural Gas Project (Al aska LNG Project) be held three tines a
year. He noted that the signing of SB 138 in May dictated that
the first presentation be held in Septenber.

COM SSIONER  BALASH called attention to the sharing of
information with the Legislature. He explained that SB 138 set
out the broad terns of an arrangenent where the details need to
be filled in. He noted that DNR and the Departnment of Revenue
( DOR) were given authority to enter into confidential
di scussions and certain types of agreenents. He said that DNR
has devel oped an agreenent between the agencies and the other
project sponsors that has involved confidential information
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access protocols and personnel training for the executive
branch. He infornmed the commttees that DNR is devel oping
simlar confidentiality agreenents between the agencies and the
| egi sl ative branch.

1:05:56 PM

COWM SSI ONER BALASH noted that a draft confidentiality agreenent
had been sent the previous week to the Division of Legal and
Research Services for review. This confidentiality agreenent
will allow information access for individual |egislators and
their agents that would not be presented at a public neeting. He
pointed out that as an equity participant in the Al aska LNG
Project, the dollars and cents involved has everything to do
with expenditures and costs pertaining to dealing wth
contractor bidding. He asserted that the intent should be not to
put the Al aska LNG Project at a negotiating disadvantage wth
contractors and engi neering firmns.

He added that the other side of the equation pertains to buyers.
He pointed out that buyers are going to take every opportunity
to drive sales prices lower. He stated that discussions wll
occur in executive session to protect Alaskan's resource
interest, royalty value, production tax, and ultimtely the
treasury.

1:07:59 PM
CO CHAIR FEIGE asked what the tineline is for confidentiality
agreenents and training.

COWM SSI ONER BALASH replied that he would not try to predict the
tineline. He explained that DNR and DOR spent a couple of nonths
going back and forth with the Departnment of Law and the other
project parties, and now the confidentiality agreenent is just a
matter of getting the legislative and state attorneys on the
sane page.

CHAIR G ESSEL recognized that Representative Tuck joined the
nmeeting via tel econference.

Al aska LNG Project Update by Steve Butt, Project Manhager

1: 09: 42 PM
STEVE BUTT, Project Manager, Alaska LNG Project, Anchorage,
Al aska, shared his work experience as foll ows:

» 30 years of experience with oil and gas projects.
 Wirked in South Anerica building a few projects.
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 Wrked in West Africa for 8 years.

e Wrked nost recently in Qatar on the world' s largest LNG
facilities as well as the world s largest gas treatnent
pl ant .

He explained that the opportunity presented itself for the
conpanies to cone together and work on the Al aska LNG Project.
He stated that it was a privilege to have this opportunity
because Al aska has been worked and | ooked at for a long tine.

1:12: 02 PM

MR. BUTT noted that one of the key questions everyone asks is
what makes this effort different. He explained that he was
representing the parties that signed the Joint Venture Agreenent
(JVA) at the end of June. This was a |andmark agreenment to
Create a Pr e- Front - End Engi neeri ng Desi gn ( Pr e- FEED)
organi zation to progress the design and regulatory work required
to build and wunderstand what would be required to build the
Al aska LNG Proj ect.

He said in 2012 the phrases "unprecedented challenges" and
"unprecedented opportunities”™ were used to characterize the
Al aska LNG Project because by any netric, it is one of the
| argest projects in the world. He pointed out that the term
"mega project" has been used to define projects between $1
billion to $5 billion. He said the Al aska LNG Project has been
forecast to range from $45 billion to $65 billion. It
enconpasses five nega-projects and the term "giga project” has
been used to describe it. He set forth that the Al aska LNG
Project is the first true giga-project. It is one of the |argest
projects ever executed and the largest project in U S. history.

He added that bigger LNG plants, pipelines, and gas treatnent
pl ants have been built, but there has never been a standal one
project built with all three at once. He said his presentation
woul d provide a progress report for an unprecedented project,
chal | enge, and opportunity.

1:14:14 PM

MR. BUIT stated that what separates the Alaska LNG Project from
others is the amount of public engagenent a higher |evel of
transparency w thout conpromsing project conpetitiveness. He
asserted that "transparency" and "conpetitiveness" are the core
el enent s.

He summari zed the update agenda as foll ows:
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» Safety overvi ew executive sunmary:
A key principal is to ensure a safe environnent where
everybody goes hone safely and nobody gets hurt.

 Schedul e st at us:
The schedule is the one that's been talked about in
public forums so as to give everybody a sense of the
progress that's been made and sonme of the steps ahead.

* Project conponents-recent progress:
Specifics about t he desi gn and construction
characteristics.

e Team st at us- bui | d- up:
The Pre-FEED | eadership team and the Pre-FEED project
managenent team are actually executing this work.

* Regul atory status-LNG export permt application:
This was subnmitted to Departnment of Energy (DOE) and
posted to the Federal Register, which is the way DOE
accepts and opens public conment. Public comment is
open t hrough Novenber.

* Reqgul atory status-National Environnmental Policy Act (NEPA)

pre-file accepted:

NEPA is the enabling legislation behind the US.
Envi r onnment al Protection Agency ( EPA) on t he
Environmental |Inpact Statenent (EIS). The first step
in the process is called the pre-file and this
docunent has been submtted. It notifies the federal
government about the project need for help in
obtaining a permt, which is necessary before any work
can be executed. It's the law. A project cannot
undertake work or disturb the environment wthout a
docunent from the federal governnent or an EIS that
indicates that the project has done the work required
to mtigate any potential environnmental damge and
that any environnental damage it the |east possible.
This is called LEDPA. It's critical to have this
docunent and permts in hand before noving forward.

e Cooperation framework with the Al aska Gasline Devel opnent
Cor porati on (AGDC):
This is to ensure alignment to be as efficient as
possi bl e.
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e 2014 Sunmrer Field Season:
I ncl uded are pictures of the 2014 summer field work to
provi de sone background on sonme of the things that
have been found and sone of the work that was done. He
noted that he had had the privilege of hosting sone
committee nenbers at the site.

« Website:
One of the key nessages is to pronote discussion with
the broader public in Al aska. The website provides a
way for corporations to register, express interest in
working with the project, ask questions, and find out
about community engagenent sessions.

1:18: 18 PM
MR. BUTT asserted that the ideas presented on page 3 are the
phi | osophi cal underpinnings that wll differentiate a successfu

project froma project that can't nove forward.

He stated that there have been no health or environnental
incidents to date. Over the course of three years, 210,000 to
220,000 person hours of field work and 50,000 to 80,000 person
hours of work of office has been executed. The total is in
excess of 300,000 person hours of work. He reveal ed that was one
m nor nedical treatnent incident during the 2014 sumrer field
season. A field worker renoved his safety glasses to better read
the tablet where he enters data for the permt and his eye was
scratched by an alder branch. This required some nedication, but
he was able to return to work within a matter of hours. This
incident captured the inportance of "personal protective
equi prent” (PPE) and has been used subsequently as a teaching
t ool

1: 20: 53 PM
SENATOR M CCl CHE j oi ned t he neeti ng.

MR. BUTT reviewed the Executive Summary. He explained that the
Pre- FEED team consists of 27 key |eadership positions that were
staffed fromall the project owners. This team has in excess of
800 years of experience. In addition, about 102 nore team
nmenbers were added and there are plans to add about 7 nore. This
brings the total to 130 to 135 people working fulltine. The
project is noving from the concept stage to what is called pre-
phase- FEED stage. The core team will be responsible for working
with a wde range of contractors involving several thousand
people to ensure the broader work gets done to progress
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regulatory filings and design work required to de-risk the
project and make sure it's viable.

He continued to explain that, to date, the project spending
exceeds $100M on concept, regulatory work, and the Pre-FEED
commtnment is about five tinmes this anount. The $100 million
i ncludes gathering regulatory data in the field over the |ast
two sumers, the prelimnary design work to finish the NEPA pre-
file, and the DOE export permt application. He noted that the
export permt application is 200 pages.

The Pre-FEED contracting is progressing with good support from
primary contractors that have denonstrated success in simlar
projects. He acknow edged that while a |ot of work has been done
on Pre-FEED contracting, the presentation is a little light on
this because the project team is currently in the mddle of
awarding the contracts. He asked for latitude to provide nore
information on contracting at the next update, but that he did
have information on what it means for Al aska hire. Once the key
contractors have been identified they would hold open-houses to
make sure Alaskan corporations know how to plug into the
project. Now sonme of these contractors are Al askan corporations
and sonme are not. Gven the scope and conplexity of the project,

nost of the contracting arrangenents wll be with mnultiple
conpanies to nmake sure that they can handle the conplexity of
the project. |If one conpany has strength in one area and

weaknesses in another, the idea is to find a conplenentary
conpany that can offset the weaknesses and augnent the
strengt hs.

CO CHAI R SADDLER asked if it was possible to provide information
on how many contractors were Al aska based.

MR, BUTT answered that the Al aska LNG Project has had a |ot of
success W th conpanies that are Al aska based, but he would
rather not identify the specific contractors. He noted that with
every single contractor contact, there is a technical evaluation
process to identify a contract group's strengths. One of the key
areas of the evaluation process includes: the anount of Al aska
hire, how the contractor |everages |ocal resources, and how the
contractor works within comunities.

1:26:41 PM

MR. BUTT continued to discuss the Executive Summary. He reported
that the NEPA, pre-file request was approved by the Federal
Energy Regulatory Commi ssion (FERC) on Septenber 12, 2014 and
that triggers the EIS process. This is a fundanental docunent
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that allows the project to engage FERC and work with its third-
party consultant, Natural Resource G oup (NRG to coordinate al

f eder al regul atory agents. This very inportant mlestone
triggers a comunity engagenment process, which is posted on the
website. He noted there have been about 50 community neetings
and nore will occur over the next six nonths. FERC attends and
is involved in those neetings, clarifying that this community
and stakehol der engagenent process is done under the unbrella
and auspi ces of FERC.

MR. BUTT advised that DoE posted export application to Federa
Regi ster on Septenber 17, 2014 - process to secure right to
export LNG This is the process to secure the right to export
LNG and the fact that the application has been accepted and
posted it to the Federal Register in a very tinmely nmanner
indicates that this project is noving along and that very
t horough and bonafi de work has been done.

1: 29: 26 PM
REPRESENTATI VE KAWASAKI and SENATOR BI SHOP joined the neeting
via tel econference.

MR. BUTT turned to the Key Messages in Recent Meetings. He
reported that there have been 50 comrunity neetings that have
been very well attended; 300 people cane to talk to the project
team at Dena'ina Center. One of the nobst inportant nessages the
team tries to share at these neetings is that the Al aska LNG
Project participants are the owners of 99 percent of the gas on
the North Slope. This is the State of Al aska plus the producers
who purchased the right to produce the oil and gas from the
North Slope leases in the 1960s and 1970s, it's not any one
group. He enphasized that the state has a seat at the table as
an equity participant; the state is an owner of gas.

MR. BUTT opined that as owners of the gas, it is inportant to
ask “What is the best thing to do?” From that franmework, he
suggested conmittee nenbers speak on behalf of all Al askans,
because it shapes the discussions with buyers. He noted that
Comm ssioner Balash alluded to this. Buyers have a different
view than sellers on how to structure the deal owners probably
view thing nore like a seller than a buyer. He said that
paradigm is critical and it helps to get to what he calls the
first leg of the "arc-of-success,” which is alignnent.

M. Butt explained that ARC is a quick acronym for the three
touchstones to answer questions about the project. How does
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something influence alignnent, how does sonething influence
ri sk, and how does sonething influence cost?

Alignment - M. Butts said it may be sinplistic to say that
anything that increases alignnent is good and anything that
underm nes alignnment is bad, but alnost all questions conme back
to this point.

Ri sk reduction - He described Pre-FEED as all about identifying
and mtigating uncertainty. Some of the things that m ght get in
the way of the project are | abor chal | enges, weat her
construction challenges, and challenges to get 250,000 tons of
steel to the North Slope over four sealifts 8,000 tons at a
tinme. These are technical issues and Pre-FEED is about ensuring
that all of these risks are understood beforehand and mtigating
steps taken before sonething goes wong. He highlighted the
i nportance of acquiring a sufficient nunber of the right barges
to nove safely all materials, crews and equi pnent. These things
are risks and uncertainties that are identified during Pre-FEED

so there is confidence that the project wll work in an aligned
manner, if the owners choose to put up all the noney to build
the project. The investnent decision isn't whether the project
will work if the owners put up the nobney. The question is
whether all the risks have been considered and mtigated
sufficiently so the owers can be told "Yes, if we put up the
resources required to do this work, we will be able to generate

revenues and the benefits we have all forecast fromthis work."

1:36:33 PM
Cost reduction - M. Butts explained that gas is a comodity and
Al aska nmust be careful to ensure that it is able to sell its gas

nol ecules at a price that is |ow enough to attract buyers. That
means that the project nust be designed to mnimze what 1is
called the "cost of supply.” This is driven by the anmount of
nmoney that it takes to build the infrastructure such that it can

be recovered over time. This project wll cost between $45
billion and $65 billion and the owners won't get any noney in
excess of that wuntil their investnment is recovered. It's about

being conpetitive. The only projects that survive are the ones
that can continue to deliver energy at a cost below their
conpetition.

He highlighted the structural advantages of the project that
help drive down costs and pay for sonme of the infrastructure
that other LNG projects don't need, like a very long pipeline
and a very large gas treatnment plant. He said these advantages
and di sadvant ages beconme the background that is used to analyze
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the cost of supply, which is the fundanental paraneter that
defines whether or not a project can be conpetitive. "If it's
not conpetitive, it <can't survive." He summarized that the
Al aska LNG Project can be successful if the partners work as
owners and they figure out how to stay aligned, how to reduce
ri sk, and how to reduce cost.

MR. BUTT explained that the Al aska LNG Project is nore than a
pipeline. It is a pipeline plus tw large facilities: a gas
treatment facility at the top that is required to renove and re-

i nj ect CO, and other non- hydrocarbon inpurities, and a
liquefaction facility at the south-end which nakes the gas smal
enough to efficiently sell and ship overseas. The pipeline

allows for gas delivery to local markets and its LNG facility
allows for gas delivery to the world. He asserted that this
project can provide energy to inprove standards of living if
costs can be driven down through economes of scale. He
expl ai ned that the Al aska LNG Project provides econony of scale
because its large size puts a lot of gas through one pipeline.
This drives down costs.

He remarked that he will continue to use words |ike "ownership,"
"alignment,"” "risk reduction,” and "cost reduction," because
nost questions can be answered through these four |enses. "Wat
woul d an owner do, does it help alignnment, does it reduce risk

and does it reduce cost?"

1:41:19 PM

MR. BUTT reviewed the Al aska LNG Project Wrk Plans/Key Decision
Points (COctober 2012) [page 4]. He explained that he addressed
the Legislature in early 2012 to talk about the Alaska LNG
Project and wade through the skepticism He recounted that the
first hurdle was to test the concept and make sure it worked. He
expl ained that project viability was exam ned as foll ows:

e Technically, 1is there enough understanding of the
project to ensure that it will work?

e Can the project get adequate governnent support?

e Can the project get the necessary permts that wll
hel p provide confidence to nove into Pre-FEED?

He reported that the Al aska LNG Project noved into Pre-FEED in
June 2014. The $100 nmillion that was spent prior to Pre-FEED
will be leveraged up to five tines that anobunt to advance the
regul atory and design work required to test whether or not to go
to the Front-End Engi neering & Design (FEED) stage.
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He highlighted the key questions that go into the FEED deci si on.

e Can we build the Alaska LNG Project?

« Can we make the Al aska LNG Project work?

* Do we have support fromthe permtters?

e« Do we continue to have the kind of support we need

from the governnent, both at a federal Ilevel on the
export permt and the NEPA process for the EIS?

 Are we confident that we wuld have the permts
required to nove into construction?

MR. BUTT drew an analogy between the Pre-FEED process and a
hurdle race. He said you never start a hurdle race and quit
hal fway through; you want to junp all the hurdles. Simlarly,
it's inportant to have confidence that the Al aska LNG Project is
technically viable, that federal permts can be obtained and
that there is support fromthe state and other owner parties to
put nmoney in a frontend investnent decision, which is flagged
after FEED as noney that would be well spent. He advised
commttee nenbers that they want to be able to look at their
constituents and all the other owners and say that this wll
work, that the structure is durable and predictable and that the
owners wll derive benefit from their investnents. "You put up
all the noney upfront and you get the benefits over tinme, so you
want to have trenendous confidence up front."

He also drew an analogy between the Pre-FEED process and
buil ding a house. He said you don't build a house unless you are
confident that it's on a solid foundation, you can get a
nortgage at a reasonable interest rate and you know what the
structure will look like and that it will be suitable for your
famly over the next 30 years or so.

MR. BUIT noted the additional project challenges |isted on page
4, and asserted that the Alaska LNG Project was so intertw ned
with the regulatory and state processes that maintaining owner
al i gnnment and confidence had to conti nue.

1:45: 35 PM

MR, BUTT reviewed the One TeamWrld dass Project WMnagenent
[ page 5]. He noted that a conversation was framed with each of
the project owners for statenents on their approach for safety,
val ues, and project managenent. He pointed out that all of the
conpani es involved share a very simlar view of safety. It is a
core principal for all participants. He asserted that the Al aska
LNG Project wants to execute in a safe and environnentally
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responsi bl e manner. He remarked that additional information has
been provided on nmaking sure the project has a successful
structure that provides energy to help people have a better
standard of |iving.

He pointed out that all parties, including the Al aska Gasline
Devel opnent Corporation (AGC) and TransCanada (TC), have very
common | anguage about how to nove things forward for the Al aska
LNG Project. He shared with the conmttee that AGC and TC are
working on behalf of the state to represent the state's
participating equity in the Alaska LNG Project. He remarked that
the Alaska LNG Project parties have sonme challenges in staying
aligned, but the parties have a philosophical comonality and
comon ground to work from

MR. BUTT reviewed the Devel opnment Concept Summary |[page 6].] He
stated that the intent of the Alaska LNG Project is to
commercialize the North Slope gas resource. He explained that
the PTU PBU gas source has up to 35 trillion cubic feet (TCF) of
gas. Wthin the export permt application and sone of the NEPA
filings there is supporting information from reservoir
consultants, DeGolyer & MacNaughton, that this is thousands of
years of gas for state use and hundreds of years of gas for
state use if it is done in conjunction with export. It is one of
the largest single gas resources in North America and the world.
The resource has been under production for decades at Prudhoe
Bay and the devel opnment is noving forward at Point Thonson.

MR. BUTT explained that gas will be treated at the North Sl ope
Gas Treatnent Plant (GIP) near Prudhoe Bay Central Gas Facility
(C&), and carbon dioxide (CO) and hydrogen sulfide (HS) wll
be re-injected in the Prudhoe Bay Unit (PBU to support
pressure. There will be 800 mles of 42" pipe that is able to
w t hstand 2075 pounds of force per square inch. Eight conpressor
stations are required to nove the gas north to south. At
mnimum there wll be 5 donestic gas off-takes along the
pi peline route for instate use.

1:47.: 48 PM

The devel opment concept calls for an LNG plant in East Cook
Infet in the N kiski area. Three LNG trains wll have the
capability of 20 mllion tons per annum (MIA) to accommopdate
peaks during cold weather, although the average will be closer

to 17-18 MIA. Also included in the devel opnment concept are 3
165,000 cubic neter storage tanks and a single jetty with 2
berths for LNG and support vessels. Having 2 berths wll allow
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| oading every 36-48 hours; while one ship is being |oaded,
anot her will be noving out.

MR. BUTT reviewed the strengths of the devel opnent concept [page
6]. He related that there is high resource confidence in Prudhoe
Bay and Point Thonmson. The gas at Prudhoe Bay has been
reinjected three tines, so it’s a known entity. This is a
critical differentiator because with other projects in the world
that are trying to find the gas to underpin the |iquefaction.
This is a key factor in risk reduction. “Here in Alaska that
resource risk is pretty mnimal, and that is good news.”

1:49: 42 PM
Anot her devel opnent strength is the opportunity to integrate
with Prudhoe Bay. Because it has been operating for

approximately 40 years, a lot of the frontend conpression has
al ready been built. He noted that the Prudhoe Bay operator has
done an excellent job of mintaining and operating those
machi nes and they can probably provide feed-gas to this project
for another 50 years. This is a great cost reduction and it goes
back to the ARC of Success. “W don't have to pay for that
conpression on the frontend, it already exists. It allows us to
kind of piggyback on the oil business, so that healthy oi
business is really inportant to us.”

He said that yet another resource strength is the potential to
deliver donestic gas through the rail corridor for Al askans.
This is where nost of the population resides, but a good thing
about LNG is that when it is liquefied, it can be put on a boat
and delivered to any port city. The other characteristic of
resource strength, he said, is the potential to provide LNG to
the world. Alaska is closer to Asian nmarkets than the Gulf Coast
and does not require transit through the Panama Canal, which is
very expensive. The distance from the Mddle East to the Far
East is farther, and to nove gas fromthe Mddle East to Europe
is extrenely expensive because it has to go through the Suez
Canal so nmarket proximty is very inportant. Finally, the
anbi ent tenperature increases relative thermal efficiency.

1:52:12 PM

MR. BUTT set forth that the developnment concept strengths
underpin the project, but the strengths are offset by sone
significant devel opnment concept challenges. One challenge is
having to build in the harsh, tough environnment on the North

Sl ope. A trenmendous anmount of fuel and equipnment will nove in
and out of that environnment, and it has to be noved on water,
whi ch creates another risk. Another challenge will be to nanage
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uncertainty and cost while securing the required permts. He
recapped that spending to date is about $100 mllion, and about
another $500 million has been committed. This is $600 nillion
Pre-FEED. He noted that a quote to the governor in a 2012 letter
was that a nunber of parties had invested sonmewhere on the order
of $700 mllion prior to that, so the real nunber prior to
getting to FEED is $1.3 billion so the spending will probably be
north of $2.5 billion the final investnent decision in Al aska.
He enphasized that this is a trenmendous investnent risk so it’s
important to get things right fromthe onset.

He also stressed the inportance of addressing commercial and
fiscal uncertainties. He said LNG is a tough business and buyers
all want to pay as little as possible. It is therefore inportant
to think as an owner and work to develop a predictable and
durabl e fiscal environnent.

1:54:20 PM

MR. BUTT advised that there are sone issues in the process
design and execution of an 800 mle pipeline across three
different terrains. The pipeline and treatnment facilities wll
require 2.2 tons of steel so putting all the pieces together is
a challenge. “They don’t come together like a kit; you' ve got to
weld all the pipe together, you ve got to bolt all the flanges
together, you' ve got to make sure that they all conme together
just right.” He explained that the underpinning challenge is to
ensure that once the project is built that the cost of supply is
globally conpetitive. “W've got to be able to deliver LNG from
Al aska at a price that can conpete with anybody in the world.”

MR. BUTT offered his perspective that the strengths give
the project “a really good shot” which is why the owners
elected to increase the investnent in the project and nove
the concept into Pre-FEED. Mwving forward, the talk wll
center on feelings about FEED, gl obal conpetitiveness, cost
of supply, and alignment anong owners.

1:56: 00 PM

He explained the [page 7] LNG plant and storage facility,
which will be built by 3,500-5,000 people, is nodularized
and will have a 20 nmetric ton capacity. This translates to
about 2.4 billion cubic feet of gas a day or 10 tinmes the
anount currently wused for export and donestic use by
Al askans. He highlighted that the 35 trillion cubic feet at
the top of the system can supply the needs for decades to
cone and that this is underpinned by DeColyer &
MacNaughton. He rem nded the nenbers that gas is |iquefied
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“to make it small” and thus easier to transport. The ratio
is 600 to 1. “If you don't liquefy the gas, you have to
nove 600 boats to get a certain anmpbunt of gas to a buyer.
|f you liquefy the gas, you only have to nove one [boat]
and that's why we build these facilities.”

1:58: 10 PM

MR. BUTT explained the two berth LNG Marine Facility (LNGW)
[ page 8] accommodates LNG notor vessels (LNGW) that are very
different fromcrude oil carriers. He outlined the foll ow ng:

e An LNGW is a 300 foot "thernos bottle,” built with a |ot
of good technol ogy and capacity.

e The walls are 4 feet thick of foam balsa wod and
insulating material s.

* The idea is to keep the LNG in the tank col d.
* The Al aska LNG Project needs 15 to 18 LNGWS.

* The Al aska LNG Project believes that the LNGWs w Il be in
t he 160, 000 cubic nmeter range.

A 160, 000 cubic meter LNGW is called a conventi onal

He noted that the 160,000 cubic nmeter LNGW is called a
conventional LNG carrier with a capacity ranging in size from
80,000 to 265,000 cubic neters. He specified that the very large
265,000 cubic neter carriers are for places in the Mddle East

where huge volumes are going long distances. He explained that

when one designs LNG carriers in marine routing, what 1is
actually being done is inventory managenent. He detailed that

the objective in managing inventory is keeping the anount of

inventory down. Inventory does not nake noney and using the
giant LNG carriers places large amounts of LNG in inventory
until delivery. He explained that inventory nanagenent entails a
bal anci ng of cost between carrying LNG as inventory versus the
cost of delivering the LNG He pointed out that Alaska is very
close to nmarket and there is no need to build the |Ilarge,

[imted-market LNG carriers. He asserted that the Alaska LNG
Project needs nore conventional, snaller vessels because the
di stances are nmuch smaller. He explained that the "conventional™

160, 000 cubic neter LNG carrier is considered a sweet-spot that

allows for a larger range of ports of call.

He reviewed the foll owi ng support required for the LNGWsS:
e Tug boats will be required to nanage the LNGWsSs.

e Work has been done on how LNGWSs wll be handled in the
East Cook Inlet.
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* lce nodeling has been done by the Alaska LNG Project marine
team in Gothenburg, Sweden, which has the world s nost
advanced i ce nodeling vessel systens.

 Wirk has been done with the Alaskan Pilots Association to
make sure they can nove the LNGWS using Al askan pil ot
characteristics and successfully navigate in a range of
ice, current, and wind conditions.

MR. BUTT advised that LNGWs are subject to wind due to a
shal low, forty foot draft versus crude carriers with a 90 to 95
foot draft. The port requirenents are also very different. He
explained that testing and nodeling has shown that the east
coast of Cook Inlet can work having had 40 years of success with
LNG This LNG plant has successfully delivered every schedul ed
LNG cargo load, which is a wvery inportant data point.
Additionally, the flat land in East Cook Inlet will make |and
support |ess expensive. Finally, the 90-inch average annual snow
load in East Cook Inlet is nmuch |ower than the averages in other
parts of Al aska, some of which exceed 300 inches. “Operating an
LNG plant is demanding on a daily basis and al nost inpossible to
operate in heavy snow conditions.”

He said the Alaska LNG Project is still working with the |oca

community to make the lead site happen. He noted that two or
three alternate sites have also been identified in the event the
| ead site does not work. He remarked that the Al aska LNG Project
feel s good about noving forward with its design work if the site
requires a little noving around. He explained that the NEPA
process is the trigger on site adjustnents. He rem nded the
menbers that this is the process that brings in the federal

regul ator and increases community engagenent. He asserted that
the Al aska LNG Project feels good about where it is in the site
process and is noving forward.

MR. BUTT explained that the 800 mle pipe will be 42 inches in
di aneter and carry an average of 3.3 billion cubic feet per day
(BCFD) [page 9]. He said the reason for a 3.7 BCFD permt
application is to cover Alaska's added cold day denmands during
the winter. He specified that the Al aska LNG Project design
allows for 400 to 450 mllion cubic feet of added gas for
Al askans when it is cold.

Additional pipeline details include that it wll be built
bet ween Point Thonmson and the North Slope Gas Treatnent Plant
(GTP), 8 conpressor stations will be required and the pipeline
will have the capacity to heat the gas during freezing
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tenperatures. He summarized that a |lot of work centers on cost,
schedul es, and supporting the federal regulatory work.

2: 04: 54 PM

MR. BUIT reiterated that the purpose of the Gas Treatnent Pl ant
(GTP) [page 10] is to renove inpurities. He explained that al
non- hydrocar bons nust be renoved before the gas can enter the
pi peline and Prudhoe Bay has a very high, 11 percent, CO

content. In the past tw years, the Al aska LNG Project has
focused on naking the gas treatnent plant nore efficient and
better able to renove inpurities because industry has

historically stayed away fromlarge CO, resources due to expense.
The effort has been focused on ways to reduce the plant size and
making the trains nore efficient. GIP vessels were nade nore
efficient by changing interior packings and how the gas touches
the liquids that renove the inpurities. He noted that the vessel
change has decreased cost estimates by hundreds of mllions of
dollars. He pointed out that GIP reactor-tower is 128 feet tal

and the thickness is 12 to 14 inches thick. He added that the

reactor-tower wll be fabricated from a 12 to 14 inch thick
piece of steel that is 30 feet by 128 feet. He explained that
the piece of steel will be folded to nmake a vessel that 1is

basically a tube with a shell at the top and bottom to handle
t he pressures.

MR. BUTT reported that the Al aska LNG Project has done a |ot of
work with the PBU-interface focusing on power systens and the CO
systens integration. He related that the Prudhoe Bay operator
has done a great job of trying to understand how to take the gas
out and nove it so that the gas can be produced in a manner that
does not conprom se oil

2:08: 03 PM

He explained that interface work wll be staged during
t ur nar ounds to avoi d adversely i npacti ng Pr udhoe Bay
productivity. He detailed that over the next five years,
conpressors will be nodified during maintenance to nove gas from

Prudhoe Bay to the project at the right pressure and the right
t enper at ure.

MR BUTT informed the nenbers that the Point Thonson (PT)
operator and the PT working interest owners have invested in

excess of $2 billion building the PTU central pad and ensuring
readiness to export condensate in early 2016. He pointed out
that PTU is a $2 billion facility that will require nore than
$1.5 billion to finish the wells and conpression. He reveal ed

that when the current PT team is finished with the initial
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production system the project team will work with the PT
operator to expand the facilities to provide gas exportation
capabilities. He noted that the current facilities at PT can
only export oil so a gas pipeline and conpression facility is
needed to nove gas. The Al aska LNG Project has been working with
the PT operator and the PT working interest owners in an
integrated manner so that PT accommopdates the design
characteristics of the plant. He pointed out the inportance in
mai ntaining gas tenperature delivery paraneters for Dbetter
recovery across the system He summarized that the project
design decisions are predicated on |ooking on an integrated
basis and trying to make sure that any design honors the
principles of alignnent, risk, and cost. “Mlecules are noved
all over the system and the Alaska LNG Project wants to
under st and what happens to the nol ecul es.”

2:11:10 PM

He related that the Alaska LNG Project team consists of 27
| eadership roles with over 800 conbi ned years of experience and,
on average, over 30 years of experience individually. He noted
that the phrase best-players-play was used to describe the way
the project team was assenbled. The Joint Venture Agreenent
(JVA) calls for each conpany to select people wth the
experience necessary to do all of the work and be successful
For exanple the Alaska LNG Project plant nmanager built the
Qatargas (3) trains and his engineering nmanager built the RL (2)
trains, the RL (3) trains, the Qatargas (2) trains, the PNG (2)
trains, and personally designed nultiple LNG plants. This very
conpet ent nmanager and his team provide a |lot of confidence that
the LNG plant will be designed right. He asserted that this sane
| evel of capability was found in every one of the Al aska LNG
Project teanms. He pointed out that nost individuals have gl oba
experience and many are Al aska al umi .

2:13:51 PM

He detailed that the Alaska LNG Project teans are co-|ocated,
whi ch neans workers are placed where the contractors and work
is. He said the Alaska LNG Project has doubled its office space
in Anchorage with 30 individuals, and it has a new building in
Houston where all the parties can get together and work in a
single project office. The Houston office accommpdates work on
really difficult problens in real-tine. He noted that the Al aska
LNG Project also has an office in Calgary. Jack Beattie runs
that office this is where all of the pipeline people are
| ocated. He pointed out that taking work to the people is
important due to the many contractors involved in the project.
He related that each teamis purposefully integrated wth people
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from every conpany to ensure that all views and design
phi |l osophies are represented. He noted that the Al aska LNG
Project is nearly finished with hiring and the current focus is
on contracting.

MR. BUTT reported that the LNG export application was submtted
to the Departnment of Energy (DOE) on July 16, 2014, with key
requests [page 14]. He explained that this is inportant because
it underpins the econony of scale that drives down costs. For
this reason, they have worked very hard with DOE over the last 9
to 12 nonths so all the parties understand and agree what is

needed to nake the project successful. “I got this 200-plus page
book [of] the fundanental characteristics that the DOE wants to
understand.” DOE wants to wunderstand is does the project

represent the owners of the gas?” DOE wants to know if the
applicant has the experience to build and execute a project like
this and if the experience of the team and the resources are
sufficient to build it.

He advised that the DOE just changed the rules for an export
permt application so that applicants are now required to get
the EIS and show that they are working with the FERS before
submitting their application. The idea is to weed out the
specul ators. He related that the DOE Secretary Mniz and his
t eam has been very hel pful

2:18: 39 PM

MR. BUTT related that the Al aska LNG Project has asked for sone
very unique permt applications. First, have asked for the right
to export 20 mllion tons per year (MIA) of LNG for 30 years

Most export applications are for 15 to 20 years and they asked
for 30 years to have confidence that |onger exports would
generate the kind of returns to underpin the investnent. He
pointed out that it gets back to mtigating risk and cost. The
federal governnment has been incredibly supportive and said the
Al aska chal l enges are great enough and the project is inportant
enough that they would handle it a little bit differently.

MR. BUIT related that the project also asked for a 12 year
period between receipt of the pernmt and commencenent of
operations, rather that the regular, short construction cycle of
7 to 10 years. This provides nore flexibility which is risk
mtigation. “The federal governnent has been very supportive of
this”

He said the third and nost inportant difference between Al aska
projects and others is confirmation of a 1988 Presidential
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Finding that characterized Al askan gas as stranded and avail abl e
for export. They are waiting for confirmation that this finding
is valid, but both DOE and the adm nistration have been very
supporti ve. I n fact, t he president's ener gy advi sor
characterized the admnistration's support for the project as
ent husiastic. “So we're pushing these three issues and we think
that that gives us the right to export the gas.”

He stated that one other thing that DOE has offered to the
project is a conditional approval before the FEED decision is
made. This was requested because the costs are so great and DCE
agreed. “We felt that was very supportive and to date we've had
a good relationship with them and we're very hopeful that we can
continue to preserve that goodw l|.”

2:22:17 PM

MR, BUTT discussed the NEPA Pre-File request that was approved
by FERC Septenber 12, 2014, noting that it triggers ongoing
community consultation and near term activities. He noted that
this first step in getting the EIS went snoothly because of the
work that was al ready done with the FERC and NEPA.

W really appreciate that they have been proactive and
hel pful in guiding us to make sure that we get the
right EI'S because that is the nobst inportant docunent
required to get the permts to construct and they have
been very helpful on it, trying to help us make sure
we get the right third party agent, nmaking sure we get
the right stakeholders and interested parties engaged
so that we start doing what's call ed Resource Reports.

He explained that these reports sumarize the work that’s been

done to denmonstrate that there will be no adverse inpact on
cultural resources, soils, land use, air and noise quality as
well as how that particular site conpares to all the others

sites. “Which nmeans you have to have | ooked at all others.” This
reduces risk nmoving toward the EIS and then the final report is
due during FEED. “[This] is an even nore detailed process to
make sure that the risks of securing these docunents has been
mtigated.” M. Butt then recapped that FERC coordi nates federa
oversight and the interactions with all federal agencies. He
cited the U S. Arny Corps of Engineers as an exanpl e.

2:25:10 PM

MR BUTT reported that the Alaska LNG Project has worked
extensively with the Alaska Gasline Developnent Corporation
(AGDC) to ensure there is alignment with the Al aska Stand Al one
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Pipeline (ASAP). The effort is focused on using a common and
maki ng sure that when one project gathers data it's available to
the other project. “W all understand that there's two pipelines
in the sane corridor.” He continued to say the follow ng:

W are emnently trading data between Livengood and
Prudhoe Bay which sone of the parties own through
Trans Al aska Pipeline System (TAPS), Al aska Pipeline
Project (APP), and the Al aska Gas Pipeline (Denali)
with other parties who need that data for their design
work. ASAP in turn is providing data south of
Li vengood that they have worked over the last three
years so that as we I|look at the route south of
Li vengood, we're only working on the data once.

MR. BUTT said they worked to have the right framework and the
right confidentiality agreenents in place and he would suggest
it's inmportant to put that statement in a conpetitive context.
“W want to be able to manage the work so that we share it wth
the state and the state's agencies, but we don't share it too
broadly.” He agreed with Commi ssioner Balash that the idea is to
be as transparent as possible, while understanding the
i mportance of confidentiality. This is how risk is managed and
costs driven down.

K

2:27:42 PM

MR. BUIT reviewed the sumer field season [page 16]. He advised
that the route between Livengood and Wasilla was surveyed. He
directed attention to a |Ilist of +the fieldwork that was
acconplished, including the approximately 10,000 acres that were
tested looking for remants of early human activity. He noted
that nost of the anthropological nodels suggest that early
humans canme across the Bering Strait and across this route to
popul ate North Anerica. He explained the neasured process when
the archeol ogists find sonmething of interest and the steps that
are taken to ensure that the route goes nowhere near anything of
significance. The intent is to catalog and preserve sites that
are of cultural significance and denonstrate in the EIS that
cultural resources or any of the other things listed in the
resource reports are not inpacted. “You can see a list of all
the sites that we've worked and all of the different waterways
and | akes and streans.”

2:30:45 PM

MR, BUTT discussed the inportance of field crew safety [page
17]. He stated that the project is proud of its safety
performance and the cultural caring that the team has built. He
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noted that the team has worked in excess of 140,000 hours and
driven 300,000 mles, always with an eye on safe execution. He
hi ghlighted that these crews receive extensive survival and
| earn-to-return training because they travel to and work in very
renote areas, sonetinmes under harsh weather conditions. He
related that another thing that was done this year is sonething
called "escalation potential."” It's a different way of | ooking
at safety. The idea is to look not only at what did happen but
what could have happened. He cited the exanple of finding a
helicopter with a bad tail bushing after careful hazard hunts
and mai ntenance procedures and fixing the problem before it was
put back in service. He continued to explain that the project
has begun to hold "Safety Stand Ups"™ as a way of recognizing
safe performance. This is opposed to the "Safety Stand Downs"
that take place after soneone is hurt and work stops so the
i ncident can be discussed. Safety Stand Ups are a nore positive
approach and build a cultural framework of safety.

MR. BUTTS displayed the list [page 18] of Al askan business that
are involved in the Alaska LNG Project. He noted that the

spending to date is close to $35 million and will probably rise
to $40 mllion by the end of the season. Wrk is expected to
continue until October because it is concentrated farther south

He noted that the total contractor workforce is 255 about 80
percent of which are Alaskans. M. Butt displayed photos of
various workers from the sumrer field season and noted that
safety coins are presented to individuals executing work to
encourage and pronote a positive work environnent.

He provided an overview of the Alaska LNG Project's website,
explaining that the website's inportant characteristics include
t he foll ow ng:

Al'l ows people to talk directly to the Al aska LNG Project.

* Provides access for contractors interested in work.

 Provides contractors t he ability to subm t their
capabilities.

* Includes a community session cal endar.

e Sunmmari zes the various projects.

MR. BUTT stated that the Alaska LNG Project is at a critical
juncture and continuing a successful trajectory wll nmake
al i gnnent perseverance with all the owners nore inportant. He
remarked that risks and costs nust be driven out. He concl uded
the presentation an alignnent netaphor where people are pushing
and pulling a whipsaw as a team working under harsh conditions
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and with great challenges. It takes the sanme type of commtnent
to work together as a teamto build a pipeline.

2:36:25 PM
CHAI R G ESSEL opened the forumto questions.

SENATOR BI SHOP asked about using X80 pipe and if there are any
mlls in North Anerica that can roll it.

MR. BUTT answered that there are several mlls with X80 pipe. He
noted that Jack Beattie's team is |ooking at possibly using X70
pi pe during the Pre-FEED stage.

He explained that X80 refers to a wall thickness of eight tenths
of an inch, (0.814). He stated that the Al aska LNG Project is
| ooking at a wall thickness that makes the nobst sense on an 800
mle pipeline built 40 feet at a tine. He noted that one option
is to nake the pipe wall thickness a little different and that
makes a huge difference. He noted that where the pipe is
purchased determnes the pipe quality, cost, and difficulty in
nmoving. He said the Alaska LNG Project is working hard during
the Pre-FEED process on pipe sourcing wth the right
specifications. He detailed the specifications as foll ows:

To operate at about 2075 pounds per square inch (PSI),
which is called American National Standards Institute
(ANSI) 900 spec, the reason that's inportant is ANSI-
900 is a very comon pipe spec, there's a lot of
different flanges and different valves and equi pnent

that is readily available. If you go to a higher
pressure, it's a nuch nore specialized piece of
equi pnent, it requires much heavier walls, it's much

nore conplex, and even if you can mnanage the cost
el ements you increase the risk

SENATOR DYSON asked if they anticipate that CO, fromthe GIP wll

have a nonetary value in utilized reservoir pressure lifting
heavy oil .

2:39: 14 PM

MR. BUTT answered that enhanced oil recovery benefits from CO
reinjection will not be seen in Prudhoe Bay. There wll be
pressure benefits, but oil viscosity will not be reduced.

2:40: 37 PM

SENATOR DYSON asked if there are existing wells that can be
nodi fied for reinjection.
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MR. BUTT answered correct. He explained that Prudhoe Bay has
used what's called the Mscible Injection System (MS) for the
past 25 plus years to handle the higher end products called
I i ghter hydrocarbon products (LHP); they cannot be put into the
Trans- Al aska Pi pel i ne System ( TAPS).

REPRESENTATIVE P. WLSON noted the need to nmaintain gas
tenperatures in the pipeline and asked if they have taken the
i mpact fromclimate change into consideration

2:42: 05 PM

MR. BUTT answered that anbient tenperature nodels indicate that
climate change is very slow. He explained that the intention is
not to contribute or adversely inpact climte change. He noted
that another reason for CO, reinjection is not to rel ease the gas
into the atnosphere.

2:43: 29 PM

CO CHAI R SADDLER expressed appreciation for the presentation and
remarked that he is glad to see a ot of work is being done. He
asked M. Butt how he would address advocates who ask to stop
wasting time with studying and start building the project.

MR. BUIT said he wunderstands and respects the sense of
i npati ence and skepticism and he understands the desire of the
folks in Fairbanks to see affordable energy. However, the
federal governnment has specific construction regulations for
when a project can begin. He enphasized that any sort of
construction activity prior to receiving the right permts is
illegal, and that the Alaska LNG Project was going through the
required process to generate successful export and EIS
applications. He reiterated his previous statenments about making
sure that every archaeological site is found and not adversely
i mpacted and asserted that doing things right has to be
respected, too.

2:45: 54 PM

CO CHAI R SADDLER noted that skeptics have said that the Al aska
LNG Project is noot if the Alaska Ol and Gas Conservation
Comm ssi on (AOGCC) does not give off-take perm ssion.

2:46: 10 PM

MR. BUTT answered that the Al aska LNG Project has had sonme good
meetings with AOGCC. He explained that AOGCC has a mandate to
understand how the state's oil recovery wll be maximzed. He
noted that AOGCC works on behalf of the Legislature. He said the
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Al aska LNG Project has tried to nake AOGCC understand why the
project, design, and offtakes nake sense. He added that the
Al aska LNG Project wll be working with AOSCC s senior staff
over the next several nonths to address their technica

guestions; the Prudhoe Bay operator and the Point Thonmson
operator are |eading that work because they own the upstream
data and they have relationships with ACGCC. He said the Al aska
LNG Project hopes in the first half of 2015 to be able to have
the right hearings with the conmmssioners to address their
concerns and denonstrate why producing 30 to 35 trillion cubic
feet of gas over the life of the project nmakes sense and why the
Al aska LNG Project can do it in the right way to mnimze any
adverse inmpacts on hydrocarbon recovery.

REPRESENTATI VE TARR asked M. Butt to address the Pt. Thonson
devel opment. She inquired what part of the remaining work wll
be paid by the Al aska LNG Project versus the operator.

MR. BUTT advised that all work at Pt. Thonmson is paid for by the
Pt. Thonmson working interest owners. He explained that Pt
Thonmson is a unit operation and everything that Pt. Thonson does
to deliver gas to the Al aska LNG Project is through the Pt
Thonmson working interest owners. He added that the Prudhoe Bay
CO, systemw || be done by the Prudhoe Bay operator and paid for
through the unit. He said the Al aska LNG Project design work is
done in conjunction so that it works in an integrated and
seanl ess manner because the working interest owners at Prudhoe
Bay and Pt. Thonson are in the Al aska LNG Project. He continued
to explain the work being done at Pt. Thonson operations as
fol |l ows:

The work that the current Pt. Thonmson teamis doing to

nove condensate to the Badam oil field has been
designed with the expectation that, at sone tinme in
the future, gas export will begin. They have built the

system | arge enough that in the event they begin to
produce nore condensate, the pipeline they have built
is properly sized. The wells they are drilling are
properly positioned and designed for both condensate
production and gas production. Wat's mssing is a
couple extra wells to increase gas production and the
conpression facilities to nove the gas and a pipeline
to nove the gas from Pt. Thonmson. So everything the
Pt. Thonmson working interest owners are doing through
the wunit operator, right now, wll be used in the
event the Al aska LNG Project goes forward.
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REPRESENTATI VE TARR asked if the Alaska LNG Project wll bear
t he pipeline cost fromPt. Thonson to Prudhoe Bay.

MR. BUTT answered yes.

2:50: 22 PM

REPRESENTATI VE KAWASAKI asked if information that was devel oped
under the Denali Line, TC, and AGC is being shared so that the
work isn't redundant.

MR. BUTT answered yes. He then directed attention to page 15
shows data exists from the previous TAPS, APP, Denali and ASAP
pipeline projects and the franmework that's been devel oped for
sharing data and coordi nating work efforts going forward.

CO CHAI R FEI GE addressed pipe thickness and noted that M. Butt
tal ked about wusing different schedule pipe. He asked if the
Al aska LNG Project was |ooking at different pipe thicknesses at
different points in the l|ine, depending on pressures in the

pi pe.
MR. BUTT deferred the question to Jack Beattie.

2:53: 27 PM

JACK BEATTIE, Pipeline Manager, Al aska LNG Project, Anchorage
Al aska, explained that pipeline thickness is generally the sane
except in areas with population density, at valve stations and
at conpressor stations.

MR. BUIT added that the intent is to always keep the gas
tenperature and pressure relatively constant.

CO- CHAIR FEIGE noted that future pipeline expansion has always
been one of the state's long term interest in the project. He
asked if going to Schedule-70 pipe will affect the ability for
pi pel i ne expansi on.

MR. BEATTIE replied that pipeline expansion is in the project's
long term interest as well. He explained that he did not know
that the schedule of pipe would particularly affect expanding
the pipeline. He pointed out that going with 42 inch pipe nakes
it nore likely to obtain pipe in North Anerica.

MR. BUTT added that the system has been very carefully designed
and bal anced with expansion firmly in mnd. He asserted that the
Al aska LNG Project understands the inportance of expansion to
the owners as foll ows:
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|"m going to cone back to owners, alignnent, cost, and
ri sk. We understand owner issues around expansion. The
Heads of Agreement (HOA) that was signed in Decenber
has sone very good |anguage in there on expansion and
how each owner, individually, has the right to nanage
expansion as long as it doesn’'t adversely inpact other
owners; that's a very inportant characteristic of a
successful agreenent where we have preserved alignnent
to honor owner issues and nmitigate risk and mtigate
cost. The current design is pretty well balanced there
because if | could suggest, on average, we handle
about 3.3 BCF at the top, through 3 gas treatnent
plants, we put about 3 BCF into the pipeline to
deliver about 2.4 BCF to the LNG plant, where 3 LNG
trains process it. The pipeline as its design with 8
conpression stations can be expanded 20 to 30 percent,
which is somewhere between 800 million and 1 BCF which
is very nicely one nore (GDTP) and one nore LNG train.
So as it stands, it's designed with that in mnd, and
with all due respect, it's not an accident.

2:56: 46 PM

REPRESENTATI VE HAWKER stated that he |ooks forward to the
project actually reaching the anticipated FEED decision. He
asked what the mmjor obstacles are for the Al aska LNG Project in
reachi ng the FEED deci sion. He asked what the |egislators should
be mndful of in order to anticipate and aid the project noving
forward towards FEED.

MR. BUIT replied that he worries about the inherent skepticism
anongst all the parties on whether all the parties are willing
to do the work and pull the "whipsaw' when it is their turn. He
asserted that legislators in both the Senate and House Resource
Commttees are the "pointy end of the spear”™ on how the state
ownership is worked. He said there are sone things that the
| egislators can do to help in terns of addressing commercial and
fiscal uncertainty as foll ows:

| know that sonmetines when we talk about fiscal and
commercial uncertainty it sounds |like one party trying
to get sonething out of the other party, | would
respectively suggest that is not the case at all. |
woul d suggest that all of the owners need sone durable
and predictable terns so that when they talk to their
constituents or their stakeholders or whatever they
are accountable to, they wunderstand that if they
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invest the type of resources required to execute a

project of this magnitude, it wll generate the Kkind
of benefits that wll really help them in their
future.

Now | see Enalytica behind us and | know that
publically in previous hearings they suggested this
project can generate $3 billion to $4 billion per year
for the state, it generates sone real benefits for the
other parties as well. | hope that what we can do as

owners is preserve alignnent so that we can create an
environment where all the owners can reduce risk and
reduce cost and create a successful project.

If we get into situations where we have unilateral
behaviors or drivers and we can't find conmmon ground;
that creates huge risk that ripples through the buyers
and the investors, because the buyers and investors
are |looking very closely at the Al aska LNG Project.
The buyers saw what happened with the DOCE export
permt application, they saw the ALASKA LNG PRQIECT
get posted in a very tinely manner, they saw Secretary
Moni z make very favorable conments, they saw the EIS
be accepted, the NEPA pre-file and the FERC agenci es,
they saw that and that says to the buyers, 'This is a
pl ace where naybe | can underpin ny econony in the
future. Do | have enough certainty that that
environment is durable and predictable, that |1'm going
to put ny econony at risk and buy LNG from then?' |f
|"m an investor, am | going to take the kind of nopney
required to invest nmy share of a $45 billion to $65
billion project and have confidence in the |ong haul ?

The esteenmed group here is probably the nost inportant
group of all in creating that right framework so that
all of the owners can work together and create that
right alignnment and there's lots of specific ways,
Comm ssioner Balash is probably going to talk about
sonme in his presentation up next.

REPRESENTATI VE HAVWKER replied as foll ows:

| heard some pretty strong words there, but one of the
words used there was 'unilateralism®' Wat | really
hear is the need for all of the players to continue to
wor k together towards a conmmon goal, a common good to
achieve the desired comon outcome, it's fairly
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sinple, but it's a big deal. You have put together big
projects in your life, some at this table put together

big industrial projects; we understand that. |'ve also
sat on this side of this table since 2003 in at |east
one conmttee or another. |'ve watched not just you

the commercial parties having unilateral self-interest
i ssues, but also the State of Alaska. W've kind of
had, in nmy view, kind of had a habit of about every
two to four years <changing horses and changing
directions. | worry personally about the political
risk of the state one nore tinme trying to change
directions again and basically changing our own
phil osophy and saying we want to a bigger piece of
this pie, we want nore unilateral control over the
outcones. | am just wondering, what have you as the
commercial parties involved done to insulate yourself
from the possibility that the state steps up again
where one nore tinme there's different people sitting
in these tables and in fact there is a significant
change in the political environnent in which you are
wor ki ng? Frankly, in ny opinion, our comobn objective
is gas to Alaskans, gas to the world, and politica
change is inevitable. Wat are you all doing as
busi ness people in this to mtigate that risk?

MR. BUTT answered as foll ows:

If | chose words that were too strong, that wasn't ny
intent. | wasn't pointing the finger at any one party
when | said that. Al these parties as owners have

concerns and issues that are unique to them and the
challenges to find ways for them to be aligned. The
question that | think hear is 'What are the producer
entities doing in the event the state entity sonehow
changes tact and that the alignnment that is inscribed
in the Heads of Agreenent and very carefully defined
in t he j oi nt vent ure agr eenent is somehow
conpr om sed?"

REPRESENTATI VE HAVWKER replied that M. Butt's assessnent was a
very fair characterization of his question.

MR. BUTT replied as follows:
In that event, the answer is that the gated process is

designed to increnmentally increase resource investnent
into the project as certainty is built. One of those

JT. S/H RES COWM TTEES - 30- Sept enber 29, 2014



fundanmental <certainties is understanding that the
state party, as both a regulator and as an owner, is
ready to nove forward, and that this project is so big
and so conplex that without the state in |ock-step,
it's going to be very difficult to nove from Pre- FEED
to FEED. W'll have done a |lot of great work and we'll
have noved this project to a place where it has never
been before, but we wll end up in the sane place
where it has been before which is stopped. | hope that
doesn't happen, | lose a lot of sleep on that one. |
think with the folks at this table, we have a chance
to try and talk about ways to nmake the project work
for all the parties in a way that nmakes sense for al
of the parties and finding that solution-space where
we have an aligned structure that reduces risk and
drives down cost.

3:04: 28 PM

SENATOR M CCI CHE asked M. Butt to talk about the total acreage
footprint of the proposed facility in his district, the
operating versus buffer acreage, the status for acquiring |and,
and the probability for an em nent domain situation.

3:05: 26 PM

MR. BUTT answered that the LNG plant needs sonmewhere between 400
and 600 acres. The LNGtrains are very efficient and will take
up no nore than 40 acres, but the storage tanks will take a nore
space to contain potentially spilled liquid until it returns to
a vapor state. Also, 80 to 120 acres wll be required for
berthing and storage, in addition to room for utilities,

war ehouses, and offices. He said they want to be a good nei ghbor
and have durable and fair terns with adjacent |andowners and a
| arge enough footprint to provide a buffer and be able to
operate for 30 to 50 years.

He noted that under the FERC process, the Al aska LNG Project has
sent out letters to everybody that mght be near the LNG plant.
Furthernore, NEPA requires the project to engage every | andowner
within approximately a half mle from any possible plant site
He said people are part of the stakeholder and community
engagenent processes.

3:08:16 PM

MR. BUTT stated that the Al aska LNG Project hopes not to use
em nent domain, but rather to cone up with a fair and durable
deal with |andowners. "Having to nove a little will be another
part of the puzzle."
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SENATOR M CCI CHE stated that his comunity is thrilled about the
potential for the project to be located in the district. He
asked M. Butt to address the EIS and concerns about the inpact
from t housands of workers during the construction phase.

MR. BUTT answered that the underpinning of the NEPA process in
FERC s engagenent is comunity engagenent, nmaking sure that
anybody that has any concerns in the comunity is heard,
recogni zed, and addressed. He asserted that the Al aska LNG
Proj ect manages canps and environnents so that workers are noved
in and out to |imt adverse inpact on the conmunity. He
expl ained that the work canps are designed in the Pre-FEED and
perfected in the FEED to nmake sure local communities are not
adversely inpacted. He said as part of the FERC review process

the Alaska LNG Project will share the work canmp plans with a
|l ocal community so that it is confortable with the plans and
concerns are incorporated. He noted that the Al aska LNG Project
has an office in Kenai where folks can cone in and talk if they
have issues. He added that an open house is scheduled for
Cctober 9 in Kenai to answer questions.

MR. BUTT stated that one ongoing is to nake sure the Al aska LNG
Project honors transparency and individual information as much
as possible. He noted that people have asked why public
information is not posted about how rmuch the Al aska LNG Project
has paid for every piece of land that is purchased. This
information isn't posted to protect the privacy of individuals
that sold the land. Transparency is inportant but the project
guidelines dictate two things: 1. all agreenents with |andowners
have to be fair and durable, 2. the Al aska LNG Project will not
tal k about other people's land with anybody else. He reiterated
that the intent is to be a good nei ghbor.

3:12: 44 PM

REPRESENTATI VE JOHNSON noted the upcoming election and that the
conposition of the Legislature and these comittees mi ght be
very different in January. He asked M. Butt if he has
confidence in AGDC s independence, durability, and its ability
to function if one of the partners philosophically changed
direction. He noted his concern about alignnent and asked what
woul d happen if the four producers and TransCanada were w thout
a partner.

MR. BUTT replied that, to date, AGDC has been an excellent

participant in the project. It was a signatory to the JVA and
hel ped structure the HOA, both of which franed the path forward.

JT. S/H RES COW TTEES - 32- Sept enber 29, 2014



If the forward path changes all of the parties are going to have
to reexamne it, but the key characteristic is to nmake sure the
HOA and JVA are honored. He continued to say that understands
the nature of the political process, but believes that the
benefits of the project are great enough and the wll of
Al askans strong enough to nove the project forward.

REPRESENTATI VE JOHNSON asked if a partner changing direction
woul d adversely affect or jeopardi ze the project.

MR BUTT replied that he is carefully avoiding words Iike
"adverse inpact" and hesitates to speculate. He continued as
fol |l ows:

As long as we act like owners and we preserve the
alignnment and we |ook to the HOA and the JVA for the
structure to nove the path forward, we'll be okay. If
we sonehow had any party noving away from that, it's
going to be a problemfor all of the parties.

REPRESENTATI VE JOHNSON conment ed that maybe the question was the
answer .

3:16: 07 PM

REPRESENTATI VE SEATON noted the Septenber 25 article in the Wall
Street Journal about Australia potentially reserving up to 15
percent of its donestic gas because exporting LNG export would
potentially triple the prices for donestic users. He said he was
trying to figure out how the project was balancing |ocal costs
in Alaska and if they'd be handl ed by AGDC.

MR. BUTT answered that DNR and DOR are working under the
framework of SB 138 to understand the inplications on donestic
gas. He continued as foll ows:

To the Dbroader kind of economc framework  of
alternative value, which is, "Do | sell this gas here,
or do I sell this gas there?" That is sonething that
you have to get the owners to look at in an aligned
manner and nmake sure that you understand how you
reduce the project risk and reduce the project cost so
that you are noving as nmuch gas as you can to export
buyers, which creates the econony of scale to service
Al askan buyers and then test what is that value. Now,
there is a lot of different philosophies on how to do
that and there are different ways to look it, but |
think it's going to be a critical test of the owners’
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ability to cone up with an aligned solution that works
for everybody, and with that said, there is no answer
right now | kind of feel I|ike I'm evading your
guestion, because there really isn't an answer yet;
but that's sonething maybe we can owe you an answer on
ei t her t hr ough t he executive sessi ons t hat
Comm ssi oner Bal ash referenced or through sone kind of
future public session because you probably are going
to want to work that hard in executive session to test
it froma lot of different angles and then frane it
the right way that it can be communicated in a
broader, transparent way at the right tine.

REPRESENTATI VE SEATON replied that he was specifically asking
the question to nmake sure that the public understands that that
is being analyzed or will be analyzed by the Al aska LNG Project
and it's not being ignored.

MR. BUTT agreed that in-state pricing was one of the top issues
that the Alaska LNG Project teans were | ooking at right now, but
that all of the owners were not necessarily aligned in this
ar ea.

3:21: 34 PM

SENATOR BI SHOP asked about the working relationship between the
project and the regional Native corporations and |ocal village
councils along the route.

MR. BUIT replied that to date, the Al aska LNG Project has had
over 50 conmunity engagenent neetings and discussions with many
but not all Native comunities, both on and off the route. He
noted that there is a plan in FERC to nmake sure the Al aska LNG
Project speaks to every Native Alaskan conmmunity that expresses
any interest. He maintained that neeting with interested Al askan
communities was part of the process to nake sure the Al aska LNG
Project speaks wth everyone. To date, the engagenents wth
Al aska Native comunities has been very positive. They realize
that a $45 billion to $65 billion investment in the state has
sone potential benefits for everyone. He noted that a |ot of
Native comunities have the opportunity to benefit from working
on the project and understand the energy benefits for heating
homes by noving gas fromnorth to south or by noving LNG through
port receivers.

3:23:52 PM
REPRESENTATI VE TARR addressed wor kforce readi ness and noted that
M. Butt nentioned where the Alaska LNG Project's 27 nmenber
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| eadership team cane from She asked about the near term need
for workforce readiness for individuals that will hopefully work
on the project.

MR. BUIT replied that one of the Pre-FEED studies is a |abor
study to address the foll ow ng project workforce questions:

e How do you get all of the fol ks?

* How do you get all of the right skills?

* How do you balance the skills that Alaskan residents
have versus those skills that you have to bring in
from el sewhere?

He advised that there would be a significant need for fol ks who
can do specialty work on pipeline welding machines, but that
woul dn't last very long so it wasn't a good place to build |ocal
skills. He said the Al aska LNG Project has a process to | ook at
| abor availability and local skill sets. He revealed that the
Al aska LNG Project has had many neetings with Al aska training
facilities and knows that a significant investnment nust be nmade
in the facilities to start building capability. He stated that
wor kf orce readi ness was referenced in the HOA. He explained that
comng out of Pre-FEED was the place where workforce skill
devel opment was identified. He set forth that the Alaska LNG
Project knows a |lot of people will be needed. He said the Al aska
LNG Project wants to get the long term benefit by getting the
right people in the right place. He pointed out that the obvious
difference was operators and noted that all of the operators
would cone from Alaska. He stated that the tougher workforce
hiring challenges related to drivers hauling pipe, heavy
excavati on, and activities where skills are not very
transferrable. He acknow edged that balancing the workforce
woul d take a |l ot nore study than was currently not done.

3:26: 09 PM
REPRESENTATI VE P. WLSON asked if the project changes the route
when it comng across a cultural heritage site.

MR. BUIT replied that they have only found a couple of places
that required major reroutes. He explained that the sites that
are found are very exciting and the Alaska LNG Project nakes
sure to work with the State Historical Preservation Ofice
(AHPO on preservation. He noted that noving the pipeline
earlier in the process is a lot easier than noving it |ater on.

CHAIR G ESSEL thanked M. Butt and noted that his presentation
was robust. She announced that the third agenda item would be to
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hear from Comm ssioner Balash and Conmm ssioner Rodell on the
progress of the project fromthe state's prospective. She noted
that 61 viewers were watching the neeting on AK Legislative TV.

Progress fromthe State's Perspective - Conm ssioner Bal ash &
Commi ssi oner Rodel

COWM SSI ONER JCE BALASH expl ained that he wanted M. Butt to
| ead the overview to address the neat-of-the-project and provide
specific information. He remarked that his overview would
address the foll ow ng:

* The human resources being devoted by the other project
sponsors towards the effort.

» Enployee hires and expertise added to the project.

* Project progress to date.

e The provision required by SB 138.

e Touch base on things that were suggested, added, or
strongly hinted at.

He provided a brief sumary of the Alaska LNG Project as
foll ows:

* Heads of Agreenment (HOA) signed in January, 2014.
-The HOA outlines a roadmap for the parties.
» SB 138 passed and signed by the Governor on May 8, 2014.
 Terms were reached in a bilateral fashion with TransCanada
in June, 2014.
-Agreenment term nated the Al aska Gasline | nducenent Act
(AG A) |icense.
-Denonstrated the parties' ability to get things done in a
rapi d fashi on when noti vat ed.
e Joint Venture Agreenent (JVA) was executed the end of June,
2014.
« DOE Export License application was filed in July, 2014.
* Pre-file paperwork was filed in early Septenber

3:32: 05 PM

COWM SSI ONER BALASH continued that between the acconplishnents
previously noted, the Department of Natural Resources (DNR) has
focused on developing the confidentiality agreenents (CA
necessary for the state to be treated as an equal partner in the
Al aska LNG Project. He continued to explain the CA process as
fol |l ows:
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For the past 40 sone odd Vyears, the state's
relationship with the |easees has engendered sone
adversarial nmonments. The sharing of information was
not always in the interests of all ©parties to
accommodate the state's curiosity or otherw se our
interest, and that has required a change in the way we
t hi nk about information noving back and forth between
the other parties and the state. It took a fair bit of
time this sumrer to work through how we handle that
information so it's not just about getting a CA in
place, but also dealing internally wthin state
government on the handling of that information and
creating firewalls between those people who wll be
maki ng regulatory decisions and those who wll be
acting on and in the state's proprietary interests as
owners and managers of the resource. W were able to
conplete all of that earlier this nonth and, as |
nmentioned at the beginning of this hearing, have now
turned our attention to getting the |egislative branch
papered-up and | ook forward to conpleting that here.

COWM SSI ONER BALASH noted that actions prior to the HOA were
taken by the State of Al aska and Governor Parnell in particular
to ensure proper communication with the other parties and
partners in the project. He pointed out acconplishnents nade
prior to 2014 as foll ows:

e January 2012 neeting with the three CEGs of ConocoPhilli ps,
BP, and ExxonMobi | .
-Resol ved Pt. Thonson litigation.
-Moved the project forward with sonething that Al askans
could deal wth.

He explained that the steps taken with the partners has been
done carefully. He said all parties have grown nuch nore
confortable with the process noving forward. He pointed out that
progressing from Pre-FEED to FEED will be a step change in the
state's commtnent level. He said the state's all-in share for
the Pre-FEED was $125 million and the next step into FEED in
early 2016 would be 3 to 5 tinmes greater. He pointed out that

the state's commtnent to FEED will be big and other agreenents
wi |l be devel oped and folded in in the near term
3:36: 36 PM

COWMWM SSI ONER BALASH stated that key personnel were recently
hired to make sure the state's interests were protected and
Al aska's resource values naximzed. He noted that contributions
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have been made by individuals from DNR, DOR, and the Departnent
of Law. He said the previously noted agencies have continuously
provi ded personnel and expertise that has provided a value to
the process that the state was engaged in. He noted that the
contractors Black & Veatch and Gaffney-Cline have assisted the
state agencies. He added that the outside council, G eenberg-
Traurig, has provided commercial expertise to the project. He
asserted that he could not imagine acconplishing everything in
front of the state's agencies without the broad and deep team
t hat has been assenbl ed.

He pointed out the follow ng key personnel hires:

* Leslie "Fritz" Krusen.

-SB 138 nodified AGDC statutes and its board was enpowered
to hire an LNG project | ead.

-Reports to AGDC s president - CEQO

-Starts in Septenber 2014.

-Has a trenendous background in LNG technol ogy,
construction, and operations.

-AGDC is the state's lead for the |liquefaction side of the
project and the state will benefit from M. Krusen's
expertise and know edge.

-Formally with ConocoPhillips.

e Steve Wi ght
-Wirked in Alaska with Chevron.
- Focuses on the resource side of the project, the "Top of
the project.”
-Knows the project's oil and gas fields.
-Provides a trenmendous benefit when addressi ng gas-
bal anci ng and of f-take agreenents.
-Makes sure that the State of Al aska has the right kind of
field information that will ultinmately be used at AOGCC
and for the Sal es and Purchase Agreenents (SPA) for the
project's LNG

He asserted that not having the right foundation up at the top
causes other things to get a little bit slippery. He said M.
Wi ght has been a fantastic addition to the team

3:41:11 PM
COWM SSI ONER BALASH continued to address personnel hires and

noted an individual that focuses on the project's "mdstreant
pl anning as foll ows:

e Dave DeG uyter
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-2014 hire for the State Pipeline Coordinator's Ofice.

- Tremendous breadth of experience in dealing with pipeline
projects in other facilities.

-Recently hel ped conplete the facilities for the Keystone
XL Pipeline in the Gulf Region.

-Played a | eadership role in pipeline construction in other
parts of the Anericas.

He remarked that M. DeGuyter's expertise wll benefit the
State of Alaska for exam ning costs that are going to be borne
by the infrastructure owners. He pointed out that the
infrastructure owners consi st of the State of Al aska,
represented by AGDC, and TC. He explained that the State of
Alaska wll pay TC back for the infrastructure costs over tine.
He said the State of Al aska needs soneone with a watchful and
experienced eye in the developnent stage who nonitors the
infrastructure expenses. M. DeGuyter provides information to
make decisions to incur certain costs and pursue different
desi gn options.

He continued to address personnel hires and pointed out an
i ndi vidual who focuses on the project's "downstreani and
mar keti ng side as foll ows:

M. Audie Setters
-Formerly worked at Chevron.
- Hel ped Chevron grow their LNG busi ness over the past 10
years as one of the top 3 or 4 conpanies in the world.
- Experience wth assenbling SPAs.
-Has contacts in the LNG markets.
-Knows what kind of data is required by LNG buyers.
-WIIl help assist with maxim zing the value for the
LNG that gets sold in the marketpl ace.

3:44: 55 PM
M. Steve Swaffield

-Formerly worked with BG G oup- Canada i n Vancouver.
- Experience with LNG project devel opnent.
-Provides an overall broad commercial prospective to make
sure that all of the agreenents fit together.
-WIIl assist the Departnent of Revenue in keeping track
of the state's val ue throughout the project.

3:46: 03 PM

ANGELA RODELL, Conmi ssioner, Al aska Departnent of Revenue (DOR),
Juneau, Al aska, stated that SB 138 called upon DOR to do a
couple of things in advance of the 2015 Session. She said SB 138
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dictated that DOR work with the Muinicipal Advisory Gas Project
Revi ew Board (MAGPRB). She added that SB 138 dictated that DOR
address the state's financing plan for the project.

She explained that SB 138 and an Adm nistrative Oder (AO by
Governor Parnell established MAGPRB. She noted that MAGPRB' s
board nenbers have been appointed and the board has been
nmeeti ng. She remarked that MAGPRB has provided a good avenue for
a nunber of nmenbers to understand where the project is and to
understand with the state will need in ternms of framework for
property tax. She revealed that MAGPRB w Il report their first
recommendat i ons by Decenber 15.

She referenced M. Butt's coments on the Al aska LNG Project and
t he NEPA process and stated the foll ow ng:

One of the things we focused early on in this was
gi ving an understanding of the work that Steve tal ked
about in terns the NEPA process and the community
outreach, because | think it was inportant that we not
recreate that process but rather build on what was
going to be learned and organize a property tax
recommendation around all of that. So really focusing
in on the fiscal needs as opposed to all of the
community needs that m ght be generated as a result of
this project.

She said the other big activity that DOR has started is the
financing plan. She revealed that DOR is required in January
2015 to deliver the first step in a financing plan which goes to
the details as follows:

« What type of credit the state can utilize.
* How the state can get comunities, native corporations, and
i ndi vidual s to participate.

e Look at all of the state's financial resources and what the
best avenues are for the state's participation.

3:48: 37 PM

She advised that DOR hired Lazard as financial advi sor
consultants. She noted that First Southwest was also hired by
DOR to abide by Independent Registered Minicipal Advisor (IRVA)
rules by the federal government. She said DOR has been working
hand-in-hand with the Departnent of Natural Resources (DNR) to
understand DOR s tax-as-gas responsibility.

3:49: 14 PM
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COWMM SSI ONER BALASH reviewed his recent travels to Asia in early
Sept enber and detailed the follow ng neetings in Japan:

e Japan's Mnistry of Econony, Trade, and Industry (METIl);
si gned a Menorandum of Cooperation (MX).

» Japanese Bank for International Cooperation (JBIC).
e Japan G|, Gas and Metals National Corporation (JOGVEC).

He noted that MOC was simlar to a Menorandum of Understandi ng
(MUJ). He explained that a MOU was signed a year ago with JBIC.
He pointed out that JBIC is the bank that has financed nore LNG
projects around the world than any other institution. He said
JBIC gets involved in any project that sonehow benefits Japan,
whet her delivering LNG or enploying Japanese engineering firns
in construction conpanies. He asserted that having an
understanding with JBIC is very inportant as the state considers
options going forward. He explained that MeETI's role was nore
internal to Japan and the tariffs that are allowed to be charged
by the power conpanies. He noted that the Japanese were going
through a power deregulation that was creating some changes in
the way Japan gets business done. He asserted that having METI's
insights will prove very valuable so that the state was not
guessi ng and understood Japan's gas versus power conpani es over
t he next 18 nonths.

3:52:18 PM
COWM SSI ONER BALASH stated that JOGVEC was an interesting entity
that was nore likely to be involved in any sort of equity

participation by a conpany that would al so be a potential buyer.

He said having nmet with METI, JBIC, and JOGVEC, has all owed the
state to dial in on Japan's "three arns”" and wll basically
effect or enable different Japanese buyers to purchase LNG from
the Alaska LNG Project. He informed the nenbers that the
del egation from Alaska hosted a forum to introduce the Al aska
LNG Project to the Japanese buyers. He noted that hosting the
forum all owed for an exchange of information w thout antitrust
inplications. He said the forunms attendees were very famliar
with Al aska, asked very good questions, and showed trenendous
interest. He noted that the Nikkei Asian Review (NAR) did a
story on the MOC with METI.

3:55:25 PM

COWM SSI ONER BALASH continued to review his recent trip to Asia
and sumrari zed his neetings in China as foll ows:
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e Chinese National Ofshore QI Corporation (CNOOC) in
Shenzhen, Chi na.

He detailed that the Al aska delegation flew into Hong Kong and
drove into Shenzhen were the group was able to tour the
receiving termnal that BP co-owns with CNOOC and a handful of
other parties. He said what was really interesting was the
chall enge China faces in sone parts in dealing with very dense
coastal populations and |ess dense inland populations. He
expl ai ned that the Shenzhen re-gas facility has a large drive-
thru mechanism for filling up LNG tankers that delivers gas
t hroughout the province. He said close attention will be given
to the Shenzhen re-gas facility as the state find ways to
deliver gas and energy to Alaskans if the Alaska LNG Project is
able to nove forward successfully.

COWMM SSI ONER BALASH noted the final stop his recent trip to Asia
and summari zed his neetings in South Korea as foll ows:

» Korea Gas Corporation (KOGAS).
e Korea Mnistry of Trade, Industry and Energy (MOTIE).

He said the Al aska delegation flew to Seoul and net wth
officials of KOGAS and MOTIE. He noted that South Korea is not
as big a market as Japan, but South Korea is a concentrated
mar ket through KOGAS. He inforned the nenbers that KOGAS is the
world's largest LNG buyer and the Al aska delegation nmet wth
officials from KOGAS to discuss what opportunities there nmay be
going forward. He noted that the Al aska del egation net officials
from MOTIE. He detailed that MOTIE is basically the arm of the
government that oversees KOGAS. He expl ai ned that KOGAS does not
buy beyond the forecast demand |evels that are set by MOTIE. He
noted that MOTIE asked about the MOC that was recently signed
with METI. He summarized that the state agencies affiliated with
the Al aska LNG Project was |ooking forward to continuing to have
a dialog with MOTIE on opportunities set. He reveal ed that KOGAS
has a very large void in their 2024 portfolio with contracts set
to expire with regines that do not necessarily enjoy the sane
geo-political stability as the U. S.

He summarized that DNR and DOR have been busy and noted their
involved in the wupcomng MAMGPRB neetings for tw days in
Anchor age.

3:58:24 PM

REPRESENTATI VE P WLSON asked exactly who traveled to Asia as
part of the Al aska del egati on.
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COWM SSI ONER BALASH replied that the team consisted of hinself,
Comm ssi oner Rodell, DOR, Dan Fauske, AGDC, Ester Tenpel, DNR
Shelly Janmes, Ofice of International Trade; Janet Wiss, head
of BP-Al aska; Doug Rotenberg, BP, marketing professional, San
Antoni o; and Damn Bil bao, BP-Al aska, comrercial and marketing
LNG t eam nenber.

3:59:32 PM
REPRESENTATI VE TARR recalled that the ability to nmarket Al aska
LNG successful was a deficiency pointed out in previous

testimony. She commented that the recent personnel staffing has
brought on a lot of expertise in addition to DNR and DOR
participating in an international trip to start building sales
rel ationships. She asked for an explanation on the state's
evolving LNG marketing situation in addition to its ability to
take on the marketing responsibilities.

COWMM SSI ONER BALASH responded that an eval uati on was done based
on a study conducted by Black & Beech. He explained that in
order for the state to feel confortable, DNR |ooked at the
di fferences between royalty in value (RIV) and royalty in kind
(RIK) in order to sort out how to make an equity position with
the state working within the construct of RV versus R K He
asserted that there needed to be sone assurance that the state
woul d not be left deficient or sonmehow | osing value with RIK He
said one way DNR and DOR got confortable was in the HOA where
the other parties commtted to, wupon the state's request,
working with the state on the disposition of its share of the
LNG He asserted that DNR and DOR have not changed their view on
the marketing strategy. He stated that M. Setters and the
others who were brought on would play an inportant role during
the continued evaluation process over the next 18 nonths. He
mai nt ai ned that no decisions would be made wi thout first talking
to legislators in executive session.

COWMM SSI ONER BALASH cal led attention to the recent trip to Asia
and noted that BP was naking the trip and invited DNR and DOR to
go along. He asserted that DNR and DOR had no arrangenents nade
with BP. He pointed out that joining BP on the trip to Asia was
anot her denonstrable item that shows the parties follow ng
through on the statenents in the HOA. He said the HOA did
identify that each of the parties would initiate marketing
efforts for Alaska's LNG He stated that the project's other
parties are in the market every day and noted that the recent
trip to Asia shows wth certainty that at | east one
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participating partner was out in the market specifically talking
to buyers about the Al aska LNG Project.

4:02: 58 PM

CO CHAIR SADDLER referred to the Nikkei Asian Review story and
noted that Japan would start inporting field gas in 2016. He
pointed out that the Lower 48 shale gas killed the Lower 48
pi peline route. He asked Commissioner Balash if his risk
assessnment was that Lower 48 shale gas or China' s shale gas
m ght agai n change the Al aska market dynami cs.

COWM SSI ONER BALASH responded that forward pricing curves for
natural gas in North Anerica are incredibly volatile. He stated
that Asian buyers are |ooking for stable pricing and noted that
buyers during his recent trip wanted to know what sort of
pricing mght be available for the Al aska LNG Project's gas. He
set forth that a nunber of factors affect the Al aska LNG
Project's conpetitive position

He addressed the inquiry on field gas and noted that sinply
reserving capacity did not necessarily guarantee that gas would
actually flow through the North Anerican facilities and be
avai l able for off take. He remarked that the reference to field
gas in some ways is nore of a hedge nechanism for future pricing
that allows for destination flexibility to either Pacific or
Atlantic markets and all ows for renegotiations.

Responding to the inquiry about whether shale gas will underm ne
the Al aska LNG Project, he replied as foll ows:

I'"'m not sure | would say shale gas specifically, |
think there's no question that we have to conpete, and
that conpetition is one that we can win if we keep a
focus on cost and keep our cost of supply as |low as
possi bl e.

4:06: 54 PM
CO CHAIR SADDLER asked if he had heard that Asian buyers were
interested in an equity position in the Al aska LNG Project.

COWMM SSI ONER BALASH replied that strong interest was expressed
in sone of the conversations in Asia, but he was not prepared to
di scuss the exact circunmstances under which the state would be
willing to take an equity position froma buyer.

4:07:34 PM
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COWMM SSI ONER RCDELL added that any benefit from possibly taking
advant age of potential equity partnerships will be an inportant
conponent in preparing the state's financial plan. She noted
that Japan, in particular, is under trenendous econom c pressure
to continually find | ower cost of energy. She added that Japan's
trade deficit 1is significant. She agreed wth Comm ssioner
Bal ash that the state mnust continue to keep the Al aska LNG
Project conpetitive because Japan does want to do business wth
Al aska. She pointed out that Japan has purchased Al aska LNG for
40 years. She added that Japan takes great confort in the Al aska
LNG Project's transit distance and nanageability. She conceded
that Japan needs to do sonmething in the interim She offered
that from the state's standpoint, Alaska nust see contract
diversity as well by not selling all of its gas to the sane
buyer. She asserted that selling to the same buyer does not
serve the Alaska LNG Project well. She summarized that Al aska
will be looking to diversify to different sellers and Japan is
| ooki ng for diversification of supply.

CO CHAI R SADDLER commented that he is glad to know that DNR and
DOR i s keeping an open m nd about financing opportunities.

4:09: 26 PM

REPRESENTATI VE OLSON asked if Japan is willing to pay a prem um
for the security on both ends on the production end and on the
Cook Inlet end. He pointed out that for 40 years Al aska has had
a strong rel ationship between Cook Inlet LNG and Tokyo Electric.
He noted that no LNG | oads were mssed or materially |late during
that 40 vyear relationship. He asked if the successful LNG
history with Japan m ght give Alaska a bit of a prem um

COMVBSI ONER RODELL replied she did not know but it's reasonable
to hope it would bring a premium She agreed with M. Butt that
the scale of this project is imense and that necessitates a | ot
of different buyers.

4:10: 34 PM

REPRESENTATI VE SEATON asked if there is any other cost to the
state in developing the Alaska LNG Project that is not currently
i ncl uded. He suppl enmented his inquiry asking the foll ow ng:

O her than our RIK and tax portion being taken royalty
and tax taken in-kind, do we have further cost of
either capital credits or net operating |osses that
will occur in the devel opnent of the project? If you
don't have the answer right now, are those portions
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being factored into the value to the state or are we
only | ooking at RIK?

4:11: 28 PM
COWM SSI ONER BALASH replied as foll ows:

A couple of things. First of all, in terns of an all-
in-look, we attenpted to do that in our Black and
Veatch work last year. As we go forward, we're going
to continuously nonitor and refine the nodels
associated with all of this, to make sure that we

continue to count dollars the right way. I n
particular, that nodel was based on an oil-only world
and an oil plus gas world. Then subtracting the

di fferences, we're accounting for those differences so
that you are keeping track of the |ease expenditures
incurred under the production tax system and
accounting for potential changes in corporate incone
tax and that sort of thing.

Do | think that the outputs of that nodel are 100
percent correct today as they will be in the future?
No, but that's where the refinements will continue to
take place. In terns of other inpacts, costs incurred
by the project that the state has a share of, those
are ones that are currently estinmated within a range
and those ranges wll change and the specifics of
those costs will change over tine to the extent that
any of that is going to hit on our infrastructure
side. DOT is going to need to get involved, there
could be sone steps needed there to address. But, at
this point | wuld say that we are still very
confortable that the estimtes nmade |ast year and the
ranges associated with themare correct.

Report of noney obligated to a third party: Comm ssi oner Bal ash

4:13:21 PM
CHAIR d ESSEL announced that the next agenda item would be a
status report on noney obligated to a third party.

COWMM SSI ONER BALASH stated that a clause in SB 138 that requires
an update on the project also requires the DNR Conm ssioner to
provide an estimate of any cost incurred under the two year
authority granted. He said he has exercised his authority and
entered into a precedent agreenent with TransCanada for the m d-
stream portion of the project's main pipeline, the GIP, and the
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transm ssion lines associated with the project. He advised that
he prepared a report in the form of letter that would be
distributed today to the presiding officers.

CHAIR G ESSEL confirnmed that Conm ssioner Balash's report was
di stri but ed.

4:14:52 PM
CO CHAI R SADDLER asked if there would be a simlar briefing and
report before or after the start of Session.

COWM SSI ONER BALASH replied that the reports wll occur three
times a year and the duration between updates could change. He
stated that January is the tinme frame for the next presentation.
He noted that the upcom ng gubernatorial election will determ ne
whether he or soneone else wll be coordinating the next
presentation. He noted that there certainly could be a neeting
wel | before Session in the nonth of January or it could be that
it makes the nobst sense to wait wuntil Session starts and
everybody is in place. He stated that in the event there is
change, he woul d not speak for his successor.

4:16: 14 PM

REPRESENTATI VE  TARR  addressed fi nanci al obl i gati ons and
referenced SB 138's fiscal note. She asked if the Al aska LNG
Project was on track and noted the concern for cost overruns.

COW SSI ONER BALASH replied that the current estinate showed the
Al aska LNG Project to be on track. He noted that AGDC could
comment nore specifically as to whether there has been any cash-
calls. He set forth that to his know edge, there have been no
cash-calls and the project was on track in terns of whether
addi tional funding or resources on either end was needed.

He called attention to SB 138's fiscal note regarding agency
expenses during the project's current phase. He explained that a
handful of positions have been deened necessary, but hiring a
mar keting staff was not required. He specified that efforts and

resources will be focused on the upstream and downstream experts
who can hel p design an organi zati on based on the choi ces DNR and
DOR will make going forward and that information will be flow ng

in the right way on the front end. He disclosed that contracts
have been done with retired individuals that do not necessarily
need to be enpl oyees.

He noted that he had failed to nmention that Don Perrin has been
hired to assist as a bridge between the State Pipeline
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Coordinator's Ofice (SPCO and the Ofice of Project Managenent
and Permtting ( OPMP) . He detailed that M. Perrin's
contribution wll address the big NEPA picture by nmaking sure
the state has the right sets of resources in order to pay
attention to the advancenent process and avoid regulatory or
advancenment problens. He revealed that DNR has used the position
control nunbers (PCN) counts and funds differently than what was
projected in the fiscal note; Representative Stoltze confirned
that the action was made as a onetine itemand will be revisited
in the next Session.

4:19: 36 PM

REPRESENTATI VE TARR noted that she received an inquiry from a
constituent who felt disconfort after reading a newspaper
article that tal ked about the project confidentiality agreenent
and what would be disclosed to the public. She stated that sone
individuals feel that nore information should be released to the
public. She noted that she tried to assure her constituents that
the legislature tried to work through the process and included
any strong AG A |anguage into the bill in order to nake sure
that there were fol ks advocating on their behalf. She asserted
that she did not want any unnecessary hurdles so early and hoped
to work through the confidentiality agreement as quickly as
possi bl e.

4:20:29 PM
COWMWM SSI ONER  BALASH replied that he has recomended that
| egislators talk to their attorneys.

4:20:46 PM

CO CHAIR SADDLER commented that he was gratified at the great
turnout for the neeting. He noted that he was encouraged by all
the team s professionals and the good work that has been done.
He stated that the nmenbers were excited about the progress and
| ooked forward to the next neeting.

4:21: 05 PM
CHAIR  d ESSEL t hanked t he commi ssi oners and expressed
appreciation to M. Butts for his presentation.

4:21:18 PM

There being nothing further to cone before the commttees, Chair
G essel adjourned the joint neeting of the Senate and House
Resources Standing Conmmttees at 4:21 p.m
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