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W TNESS REGQ STER

LARRY PERSI LY, Federal Coordinator

Al aska Natural Gas Transportation Projects

Washi ngton, D.C.

PCSI TI ON STATEMENT: Presented information about changes in the
gl obal LNG nmarket.

DAN SULLI VAN, Comnmi ssi oner

Department of Natural Resources (DNR)

Anchor age, Al aska

POSI TI ON STATEMENT: Present ed i nformation rel ated to
commerci al i zi ng Al aska LNG

JOE BALASH, Deputy Conmm ssioner

Depart ment of Natural Resources

Anchor age, Al aska

POSI TI ON STATEMENT: Present ed i nformation rel ated to
comerci al i zi ng Al aska LNG

DAVE ROBY, Senior Reservoir Engi neer

Al aska O | and Gas Conservation Commi ssion (AOCGCC)

Anchor age, Al aska

POSI TI ON STATEMENT: Presented information related to AOGCC s
role in approving gas sal es.

FRANK RI CHARDS, WManager

Pi pel i ne Engi neering and Governnent Affairs

Al aska Gasline Devel opment Corporation (AGDC)

Anchor age, Al aska

PCSI TI ON STATEMENT: Presented information related to the Al aska
Gasl i ne Devel opnent Cor poration project.

STEVE BUTT, Project Manager

South Central LNG Working G oup (SCLNG

ExxonMobi

Anchor age, Al aska

POSI TI ON STATEMENT: Presented infornation related to the Al aska
SCLNG pr oj ect.
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MARY ANN PEASE, Vice President and General Manager in Al aska
Resour ces Energy, Inc.

Anchor age, Al aska

POSI TI ON STATEMENT: Presented information related the RE
Feasibility Study.

YUTAKA NAGASHI MA, O ficer and Vice President

Resources Energy, Inc.

Tokyo, Japan

PCOSI TI ON  STATEMENT: Presented infornmation related the RE
Feasibility Study.

PAUL FUHS, Lobbyi st

Anchor age, Al aska

PCSI TI ON  STATEMENT: Presented infornmation related the RE
Feasibility Study.

ACTI ON NARRATI VE

10: 30: 38 AM

CHAI R CATHY G ESSEL called the joint neeting of the Senate and
House Resources Standing Conmmttees to order at 10:30 a.m
Present at the call to order were Senators Dyson, Fairclough,
Bi shop, and Chair G essel.

Co-Chair Dan Saddler introduced the nenmbers of the House
Resources Conmittee. Pr esent at the call to order were
Represent ati ves Hawker , P. W son, Seat on, A son (via
tel econference), Tuck and Co-Chair Saddl er.

LNG Update and Report on the 17th Internati onal Conference and
Exhi bition on Liquefied Natural Gas

10: 33: 13 AM

CO CHAI R SADDLER wel coned nenbers of the commttee and public

He stated that Alaskans are justly proud of their record of
provi ding energy to the state, nation, and world. He pointed out
that global natural gas markets are changing and evol ving, and
it is inmportant for the legislature to keep up with devel opnents
related to LNG

CHAI R G ESSEL noted the arrival of Representative Geran Tarr.

10: 34: 41 AM
CHAIR G ESSEL reported that she attended the 17th Internationa
Conference & Exhibition on Liquefied Natural Gas (LNG 17) in
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Houston | ast nonth. She shared several of the takeaways of the
conference. Alaska is in a race wth Myzanbique for exporting
natural gas. The Panama Canal renovation is nearly conplete,
which will make the @ulf of Mexico export facilities nore
accessible to Asia. She noted that British Colunbia recently
elected a pro-developnent governnent and 1is advocating for
natural gas export out of Kitimat. She enphasized that this is
Al aska's conpetition, and another reason for the neeting today.

She directed attention to nmaps on display in the room show ng
inmporting and exporting countries, pipelines, and tankers. She
described the format for the neeting and highlighted that the
presentations were on BASIS wunder the Senate Resources
Comm ttee.

CHAI R G ESSEL announced that the first presenter would be the
federal coordinator from the Ofice of the Federal Coordinator
for Alaska Gas Line Projects. She welconed M. Persily and noted
that he, too, attended LNG 17.

10: 36: 43 AM

LARRY PERSILY, Federal Coordinator, Ofice of the Federal
Coordi nator for Alaska Gas Line Projects, stated that he would
brief the commttees on what is happening in the global LNG
mar ket, and what that could nmean for Al aska. He warned that any
line that brings gas from the North Slope to a |iquefaction
plant at tidewater in Southcentral will be nore expensive than
the gas that has been com ng out of Cook Inlet for the past 40
years. Wiether Alaska sells any LNG from the North Slope to
overseas markets will depend on the cost of getting Al aska's gas
to market and finding buyers wlling to pay for it on a |ong-
term basis. Because there are many options for LNG worl dw de,
Al aska gas has to be cost conpetitive, he said.

10: 38: 33 AM

MR. PERSILY directed attention to a quote he enjoys from a
Japanese official who is brutally honest about playing one
country against another so that Japan can get the steepest
di scounts for gas.

He reviewed statistics about the world market, and noted that
the total worldwi de LNG demand in 2012 was about 32 billion
cubic feet per day. The big players that Alaska is |ooking at
are in Taiwan, India, China, South Korea, and Japan. Sone of
those markets are relatively small conpared to North Anerica
which is close to 80 billion cubic feet per day (bcf/day), but
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they are the preferred market today given price and growh
potenti al .

MR. PERSILY reported that since about 2006 gas consunption in
Chi na has outpaced production. Starting in 2009, they inported
pipeline gas from Turknenistan. Today about half China's
inmported gas cones by pipeline and about half by LNG He
directed attention to a chart showing that in 2011, 69 percent
of China's energy came from coal. He enphasized the huge growth
potential if China decides to address air quality by turning to
a cl eaner burning natural gas.

10: 40: 39 AM

MR. PERSILY talked about Alaska's conpetitors. Qatar is the
| argest supplier of LNG in the world with nore than 10 bcf/day
capacity or 30 percent of the global demand in 2012. Qatar
profited with oil |inked prices when Japan shut down its nucl ear
plants followi ng the Fukushinma disaster in 2011, but they have
no new projects planned. Australia brought a new plant on line
and seven nore are under construction, bringing their export
capacity to $200 billion. By the end of this decade they wl]l
overtake Qatar as the world' s largest LNG supplier, judged by
capacity. Angola has a 700 nctf/day LNG project scheduled to cone

on line this sumer wth Chevron, Total, Eni, and BP as
partners. Papua New CGuinea has a 900 ncf/day LNG plant that is
scheduled to cone on line in 2014 with Exxon and Papua New

Qui nea as partners.

He continued to discuss Alaska's conpetition. Russia has one LNG
export termnal at Sakhalin and three nore are proposed. Gazprom
is looking at Vladivostok in the Soviet Far East; a conpetitor
of Gazprom is looking at another project in Sakhalin; and
NOVAREK and Total are | ooking at an LNG export project in Yanal.

Of the east coast of Myzanbi que and Tanzania 120 tcf of gas has
been discovered. The explorers there include Anadarko, Eni,
Statoil, BP G oup, ExxonMbil and others. Between Israel and
Cyprus 40 tcf of gas has been discovered offshore in the Eastern
Medi t erranean. Production started this year and the gas is piped
into Israel. Although there is talk of an export plant for LNG
not hi ng i s under construction.

I n Canada, several LNG plants have been proposed for Kitimt and
Prince Rupert on the British Colunbia coast. BP Goup is |ooking
at Prince Rupert; Shel | along wth partners Mtsubishi,

PetroChina, and Korea Gas are looking at Kitimt; Petronas is
| ooking at Prince Rupert; a partnership of Chevron and Apache

JT. S/H RES COW TTEES - 5- May 30, 2013



has started site preparations at Kitimat. These British Col unbia
LNG export projects are all in different stages, but none have
everything they need: export approval, construction, permts,
final investnent decision, financing, and custoners.

10: 44: 00 AM
CHAI R G ESSEL recogni zed that Representatives Andy Josephson and
Crai g Johnson had joined the conmttee.

MR. PERSILY related that in the past decade billions of dollars
of inport termnals were built in the Lower 48 when it appeared
that North Anerica was going to need to inport gas. Shale gas
was subsequently produced and those regasification termnals are
sitting unused. Operators would like to convert those facilities
to export termnals and Cheniere Energy wll start production
fromits Louisiana liquefaction unit in late 2015. It took nine
months for the Energy Departnment approval. On May 17, 2013 the
U.S. Departnent of Energy approved an export project at Freeport
Texas, but this approval took 30 nonths. These two termnals
w Il have capacity to liquefy and export 3.6 bcf/day of gas,
which is nore than 10 percent of global demand |ast year.
Chenier Energy has fully subscribed the output from the four
production wunits and has buyers in India, UK , Korea, and
Spain. Freeport has fully subscribed production fromits first
two LNG trains.

He noted that there are 19 nore applications awaiting Energy
Department approval. Sone have prelimnary off-take agreenents
with buyers, but they're all conditional on getting Energy
Department approval, a FERC certificate for the plant itself, a
final investnent decision, and financing. In testinony before
the Senate Energy Committee the departnment hinted it will try to
resolve one application every 60 days, including an assessnent
of the ~cunulative inpacts of each succeeding request. He
acknowl edged that not all of +these projects wll be built
because there isn't the demand worl dw de. Anal ysts estinmate that
5.6-8 bcf/day of Lower 48 export capacity will be built by 2020,
half of which has already been taken by Cheniere and Freeport.
He noted that these estimates generally do not include what may
or may not come from Al aska.

10:47: 45 AM

MR. PERSILY stressed that all the conpeting projects have
problems such as high cost overruns, politics, environnmental
concerns, concerns about donestic prices, expensive pipelines,
di stance to markets, |ong devel opnent times, and donestic energy
needs. He gave exanpl es.
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MR. PERSILY said that Australia has tremendous cost overruns on
construction. Three projects wunder construction have cost
overruns of 43  percent, 25 percent, and 15 percent.
Envi ronnmental concerns about water quality are building over the
production of coal-seam gas, which wll feed half the projects
under construction. Donestic consuners worry that higher price
deliveries to Asia will drive up donestic prices for gas, and
producers fear that the government wll require production set
asides for domestic users. Unions and politicians are starting
to conplain about jobs potentially going overseas for the
construction of nodules for liquefaction plants and floating LNG
processi ng shi ps.

10: 51: 29 AM

MR. PERSILY di scussed Canada's problens. Shale plays to feed the
export plants in Kitimat and Prince Rupert are undevel oped,
remote, and very expensive. One estimate is that gas from the
Montney shale play in British Colunbia could cost $3.50-%4.50
per thousand cubic feet (mllion BTU) to produce at a 10 percent
internal rate of return. This does not include the |easehold
acquisition or exploration costs. It's also problematic that the
proposed pipelines have to cross two nountain ranges. PETRONAS
has selected TransCanada to build a 470 mle pipeline fromits
fields into Prince Rupert at an estimated cost of $5 billion
plus an additional $1 billion plus for the connecting |ines.
Spectra Energy has been selected to build a 290 nmile pipeline to
Kitimat for about $1.5 billion. He enphasized that project
devel opers consistently have said they need oil-linked pricing
in Asia to pay developnent costs in British Colunbia. First
Nations have raised concerns about coastal tanker traffic and
air quality; there is concern that opposition to oil sands
pi pelines could spill over to natural gas pipelines; and
"fracking" opponents are raising questions about shale gas
production in British Col unbi a.

10: 54: 59 AM

MR. PERSILY described Russia's LNG problenms. Gazprom has the
export nonopoly for Russian gas and has little interest in price
restructuring. The Russian governnent depends on Gazprom for
revenues and they're falling as Gazprom | oses nmarket share in
Europe. Buyers may like Russian gas but they don't entirely
trust Russian politics. Russian gas is largely renote and costly
to devel op. Gazprom has proposed building a 2,000 mle pipeline
to take Siberian gas to an LNG term nal in Vladivostok and on to
China. That project, called Power Siberia, is estimated at $50
billion. The Yamal project envisions taking LNG tankers to Asia
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in the summer and to Europe the rest of the year. That project
woul d be dependent on governnent-supported icebreaker escorts.
Al t hough Russia and Japan are tal king about gas deliveries, they
have unresolved disputes from Wrld War 11 over islands. He
noted that China and Russia al so have trust issues.

10: 57: 24 AM

MR. PERSILY discussed East Africa s problens. There is a |lot of
gas, but little infrastructure in Tanzania and Mzanbi que. The
Tanzani a governnment wants to adopt upstream oil laws by 2014 and

a proposal includes national oil and gas conpanies and a gas
revenue fund. Recently the citizens of Tanzania protested the
gas pipeline plan, demanding nore |ocal benefits. The Wrld Bank
ranked Tanzani a 134th and Myzanbi que 146th out of 186 nations in
its "Doing Business 2013" report. Statoil admits that a final
i nvest ment deci sion on doing business in East Africa would be at
| east three years away. Furthernore, the voyage from East Africa
to Japan or China is farther than it would be from Al aska.

He nentioned that although Israel has 40 tcf of gas, it also has
serious energy security concerns.

10: 58: 40 AM

MR. PERSILY detailed problens in the Lower 48, including |ong,
costly tanker runs from the Qulf Coast to Asia. The voyage is
three tines as long as from Al aska. Tariffs wll be
substantially higher (with sone estimtes as high as $4 per
mllion BTU to tanker gas from the US. Glf Coast into Asia.
The Pananma Canal expansion project is nore than $5 billion and
those tolls will reflect the cost of repaying that debt. Going
t hrough the Panama Canal will still be cheaper than around South
America and that will dictate their prices. If U S. gas costs
$5, it will be $12-$13 by the tinme it reaches Asia. He noted
that Goldman Sachs recently reported that to conpete in Europe
U S gas would need to stay under $5 to be conpetitive. There
are fears in Washington that if too nuch gas is sent overseas it

will drive up costs to U S. manufacturers and utilities, but if
US gas is too expensive the buyers won't take the cargos.
They'll pay the reservation fee for the I|iquefaction plant

capacity, but they won't take nore LNG than they can sell at a
profit.

O her problenms include the 19 applications awaiting approval by
the Energy Departnment and the warning that fracking opponents
will oppose all LNG export projects. Litigation wll delay
devel opnent and rai se costs.
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MR. PERSILY discussed Al aska's advantages. It is closer to Japan
than the U S, @lf Coast and East Africa, British Colunbia, and
Russia. Gas production costs are |ower than undevel oped fields
in other plays. There are proved reserves. Ol is paying the
bills for the North Slope infrastructure, and Al aska has a known
political and | egal structure.

He said Alaska's disadvantages are obvious: 800 mles of

multibillion-dollar steel pipe across the Arctic, buried in
permafrost, high construction costs, seasonal restrictions on
construction, limted wndow for barge deliveries to the North

Sl ope, and stronger environnental |aws than npbst countri es.

MR. PERSILY discussed LNG pricing. He said the grip of strict,

oil-linked pricing is slipping, and there is pushback in Asia
against that linkage. They are |ooking for price and delivery
flexibility and perhaps a blend of oil I|inkage and gas market

pricing. Japan and the European Union have the same problem and
are neeting June 7 to discuss a joint study on LNG pricing and
mar ket s.

11: 04: 21 AM

MR. PERSILY highlighted the "what ifs" that matter. WII China
get into the shale gas business? WIIl their demand for energy
build or slow down? WIIl they decide that pipeline gas is

cheaper? WII China and Russia cone to agreement on a pipeline?
WI1l China continue to want to clean up air quality and burn gas
instead? WIIl Japan restart sonme or all of the 50 nuclear power
plants that are still shut down? WII| Europe develop shale gas
and will their energy demand increase. WII| Gazprom di scount its
gas to preserve market share? In China, India, Ml aysia, the
Phi li ppines and el sewhere in Asia the governnent sets prices on
natural gas. |If the governnents let prices rise to market |evel
wi || demand decline?

He concluded that Al aska can get into the LNG market and it can
be conpetitive, but it has to conpete on price with all the
ot her suppliers going after the same buyers. He stressed that
Al aska has to be realistic about its financial expectations for
a project to succeed. He warned that it's necessary to judge an
LNG project not just by the benefits of tax and royalty dollars,
but by the benefits of having gas available to Al askans and
extending the life of the North Slope as both a gas and oil

pl ay.
11: 07: 47 AM
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SENATOR FAI RCLOUGH referenced the tine limt restrictions on
export permts placed by the Departnent of Energy. She asked if
Al aska's old export license is still usable.

MR. PERSILY said there was no tinme limt when the Yukon Pacific
export application was granted 20 years ago. He offered his
understanding that the license was for a specific project, and
if soneone wanted to build an onshore project now they'd need a
new approval. He added that the good thing about Alaska is that
it is conpletely separate fromthe Lower 48 and not part of that
export debate. Thus, the application and approval process would
be much cl eaner.

11: 09: 43 AM
SENATOR DYSON asked if wunconventional gas production has the
prof ound production decline as tight sands.

MR. PERSILY replied there is a steep decline rate on shale gas
wells, but there is plenty of known gas and Lower 48 drilling
costs are relatively low He cited Pennsylvania as an exanpl e.

SENATOR DYSON asked if it's still largely true that fertilizer
plants can't conpete on market price on gas.

MR. PERSILY said there is a resurgence of petrochemca
manufacturing in the Lower 48, and an Egyptian conmpany is
building a large fertilizer plant in |owa.

SENATOR DYSON asked if the experts think Southeast Asia wll
nove away from coal .

MR. PERSILY replied the supporters of clean air hope that is the
case.

11:12: 28 AM
CO- CHAIR SADDLER asked him to anplify the warning that the
benefits of LNG for Al aska may go beyond taxes and royalti es.

MR. PERSILY said there is not as nuch profit in natural gas, but
it's still possible to get some noney and decades of affordable
gas and help extend the life of the oil and gas industry. He
noted that the admnistration is preparing to discuss fiscal
terms with producers and the Departnment of Natural Resources put
out a request for proposals (RFP) to assenble nore information
on royalty reginmes worldw de. Alaska wants a fair share on tax
and royalty, but it really needs the project.
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CO CHAI R SADDLER asked about the w ndow for deciding on the best
deal .

MR. PERSILY offered his view that the w ndows never close
permanently. It's a matter of how soon you want it and how hard
you want to work at it, he said.

11:15:17 AM
REPRESENTATI VE JOHNSON i nquired about the world capacity of ship
bui | di ng.

MR. PERSILY opined that conpanies would have sufficient tine to
have tankers avail abl e when they are needed.

REPRESENTATI VE JOHNSON asked about t he pot enti al for
| i quefaction on board.

MR. PERSILY said that Shell has a contract with a South Korean
shipyard to build a floating LNG facility. There is also sone
di scussion of floating LNG in the U S, @lf Coast. In sone cases
it avoids the controversy of onshore facilities, and provides
maneuverability.

REPRESENTATI VE JOHNSON clarified that he was referring to a
self-propelled ship that has |iquefaction capability, not a
barge that needs to be towed. He asked if those were in the
wor ks.

MR. PERSILY said the floating LNG facilities he is aware of are
not self-propelled, although they have bow thrusters. He added
that there are LNG tankers that regasify the liquid on the ship
then pipe the gas into the distribution system that's ashore
Thi s avoi ds the expense of regasification facilities ashore.

11:19: 08 AM
CO CHAI R SADDLER offered his understanding of the Shell contract
wi th Sout h Kor ea.

MR. PERSILY clarified that the vessel would be towed and
positioned over an offshore gas field where it would operate for
as long as it's econom cal .

CHAIR A ESSEL thanked M. Persily and introduced Dan Sullivan
and Joe Bal ash.

11:20: 28 AM
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DAN SULLI VAN, Conmmi ssioner, Departnent of Natural Resources
(DNR), introduced hinself.

JOE  BALASH, Deputy  Conmi ssi oner, Depart ment of Nat ur al
Resources, introduced hinself.

COWM SSI ONER SULLI VAN thanked the commttee for the opportunity
to present information on comercializing Alaska LNG He
explained that the presentation would have three parts: an
update on natural resource and energy issues since the end of
the |l egislative session; discussion of LNG 17; and federal/state
regul atory issues. He thanked the legislature for its productive
acconplishnents this last session, and conplinmented M. Persily
for his work and cl ose cooperation with the state.

He explained that |last week the Ol and Gas Resource Eval uation
and Exploration Proposal for the Arctic National WIldlife Refuge
(ANWR) 1002 Area was presented in Washington, D.C. at a press
conference. He noted it is a 200-page scientific, docunent that
| ooks at an exploration proposal and highlights issues specific
to Alaska. He terned it a nodest proposal that seeks bipartisan
support.

He highlighted the |legislative conponent to this proposal.
Governor Parnell, in a letter to Interior Secretary Jewell,
pl edged to request up to $50 mllion from the Al aska State
Legislature to help fund the 3D seismc program for the 1002
Ar ea.

11: 25: 52 AM

COM SSI ONER SULLI VAN said he and others posed the question,
"Why wouldn't you want to know?" to federal officials in
reference to the ANVR 1002 area.

He turned to information about recent activity in Cook Inlet. He
spoke of a successful |ease sale in May, and stressed that Cook
Inlet is a useful, instructive nodel when considering the North
Slope. He described the process, aggressive advocacy, and
| egislative work that led to the Cook Inlet renai ssance. He said
he sees this as a bridge to a big gas pipeline. He further noted
that the legislature provided DNR with nore tools to incentivize
production, HB 129 and HB 198.

11: 30: 00 AM

COM SSI ONER  SULLI VAN tal ked about the Interior Energy Plan,
Al aska I ndustrial Devel opnent & Export Authority (Al DEA)
financing, and shipping possibilities. He enphasized the ongoing
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due diligence on potential sites and |ocations. He nentioned, in
particular, the potential to access gas by extending the
existing line south about 28 mles through the Departnent of
Transportation's Chandal ar Shel f.

11: 32: 31 AM

COW SSIONER SULLIVAN  turned to the 17th | nt er nat i onal
Conference & Exhibition on LNG He enphasized that the
conference was an inportant chance to highlight Al aska. He
di spl ayed a picture of conference attendees.

He tal ked about a nmeno of understanding with the Departnent of
Energy, and the keynote speaker's coments about continued
cooperation and research funding on unconventional hydrocarbons
and how to get themto narket.

11: 36: 55 AM

COWM SSI ONER SULLI VAN briefly reviewed the LNG 17 presentation
he made at the conference, which included updates on the
projects and the <conparative advantages relative to the
conpetition. He focused on the thene of governnent backing and
support with regard to the Al aska Pipeline Project (APP) and the
Al aska Gasline Developnment Corporation (AGC). He enphasized
that integrating efforts is key.

COWM SSI ONER  SULLI VAN nentioned the significant progress in
producer alignment, the Point Thonson Settlenent, tinelines,
concept selection, and Al aska's conparative advantages relative
to the conpetition. He enphasized that only Al aska can say there
is essentially zero resource risk

He directed attention to a nmap that illustrates the conparative
advantage of shipping from Alaska to Asia. It avoids the
conplications of the Panama Canal or other strategic choke
poi nt s.

COMM SSI ONER SULLI VAN briefly touched on regulatory permtting
i ssues. He spoke of positive neetings wth senior federal
officials and the permtting advantages Al aska has. He talked
about the interactions with the Departnent of Energy.

11:47: 54 AM

COMM SSI ONER SULLI VAN expressed cauti ous optimsm that
st akehol ders, markets, and key players are beginning to align

If one of those entities is not aligned, it beconmes nore
difficult. He voiced appreciation for the work during the nost
recent |egislative session.
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COWMM SSI ONER SULLI VAN concluded that the strategic vision/goa
is two big lines full of North Slope oil and gas.

11: 52: 15 AM

CHAIR G ESSEL spoke of the need for exports in order to provide
Al askans with affordable energy. She said that's the goal that
noti vates nost | egislators.

SENATOR DYSON said he was disappointed to hear Cook Inlet
described as just a bridge. He nmamintained that there is enough
resource in that basin for nmany years. He inquired what happened
to change the perception that Cook Inlet could be a long-term

suppl y.

COWM SSI ONER SULLI VAN clarified that he enphasized the bridge
because he didn't want the good news in Cook Inlet to cause a
| oss of focus on a gas pipeline fromthe North Sl ope.

SENATOR DYSON asked how Alaska wll know that the nmajor
producers on the North Slope are willing to sell gas. He gave an
exanpl e of an Asian buyer, and wondered about assurance of the

suppl y.

COWM SSI ONER SULLIVAN replied that all players are included in
the discussion in order to nake North Sl ope gas cost effective.
It should be cost conpetitive and able to conpete on gl obal
mar ket s.

11:59: 06 AM

SENATOR DYSON restated the question. Before any project goes
forward there has to be sonme point at which the producers have
to say they will or wll not sell the gas. He enphasized the
required conponents are custoners, a delivery system and a
willing seller.

MR. BALASH stated that there is a deeply held desire on the part
of Alaska to see North Slope gas conmercialized. The
admnistration has called on the parties to neet the mlestones
and show Al askans that they are serious. He said he is not aware
of anyone who has a credible offer on the table, but he renains
optim st.

SENATOR BI SHOP requested a followup during lunch regarding a
i ne extension through the Chandal ar Shel f.
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REPRESENTATI VE TARR asked about the second part of the proposa
regarding the state's investnent in the exploration of the 1002
Ar ea.

COM SSIONER  SULLIVAN reiterated that the State of Al aska
proposal is a detailed, scientific docunent. [In addition to the
federal laws nentioned,] there is the opportunity additionally
in federal law to put forward an exploration plan. He estimted
that it would be a nonth or so before the plan woul d be ready.

REPRESENTATI VE SEATON said his interest is piqued by the
pi pel i ne extension south through the current corridor. He asked
if DNRis looking at that as an option to get gas to Fairbanks.

COWMM SSI ONER SULLI VAN replied a whole range of options are being
considered, nost of which have conplications and technical
I Ssues.

12: 06: 56 PM
CHAI R G ESSEL thanked the presenters and expressed appreciation
for the departnent’'s creative approach

She introduced Dave Roby and asked him to review the process
AOGCC goes through to sell gas.

12: 07: 32 PM

DAVE ROBY, Senior Reservoir Engineer, Alaska Ol and Gas
Conservation Comm ssion (AOGCC), introduced hinself and read the
following into the record: [Original punctuation provided.]

The AOGCC is a quasi-judicial regulatory agency that
is tasked with overseeing certain aspects of oil and

gas and geothermal activity on all lands within the
State of Alaska. The AOGCC s authority includes
issuing permts to drill wells and perform work on

existing wells, regulating the injection of fluids for
enhanced recovery, underground storage, and sone waste
di sposal operations, and regulating operations to
prevent waste and maxim ze ultinmate recovery.

That last part is what is of relevance to today’'s
di scussion. The AOGCC has a statutory obligation to
ensure that oil and gas resources are not wasted and
that total hydrocarbon recovery is nmaximzed for

fields and pools. I1'm going to talk today a little
about what the AOGCC has done in the past, is doing
today, and will do in the future in regards to gas
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of ftake and ensuring we neet our nandate to prevent
waste and increase ultimate recovery. | wll focus on
gas offtake from oil fields because by far the two
| ar gest known accunul ati ons of conventional gas in the
state, Prudhoe Bay and Point Thonson, are classified
by the AOGCC as oil fields.

On June 1st, 1977, the AOGCC issued Conservation O der
No. 145 establishing pool rules for the Prudhoe QI
Pool and set maxinum offtake rates of 1.5 mllion
barrels of oil per day and 2.7 billion cubic feet of
gas per day, which was to cover the field s fuel gas
needs and provide 2 BCFPD for gas sales that were
expected to begin about 5 years after oil production
commenced. Gbviously, those initial plans changed.
Over the years the pool rules for the Prudhoe G| Pool
have been anended several tines, but the offtake rates
have never been nodified and are still in effect
t oday.

About 8 years ago the AOGCC began to seriously |ook
into whether the gas offtake rate for the Prudhoe O
Pool should be revised. This ended up being a multi-
year process that involved the AOGCC hiring a
contractor to help us evaluate the reservoir nodel
that the Prudhoe Bay working interest owners have
devel oped and various gas sales scenarios that were
run through the simulation nodel. In a nutshell we
found that there is a large variation in the total
hydrocarbon recovery between the various scenarios and
sone of the key factors are when the gas sales start,
what the rate of gas sales are, and what is done to
accelerate oil production prior to commencenent of gas
sales. On July 10th, 2007, the AOGCC issued a decision
that no revision to the gas offtake rate was necessary
at that tinme. A key conclusion from that decision was
that there was “insufficient information on which to
justify increasing the offtake rate above 2.7 bscfd

but [the Prudhoe Q| Pool Gas O ftake Study] concluded
that an early, high rate gas sale could result in the
| oss of a substantial volume of hydrocarbons, but even
greater volunmes could be lost if gas sales are too

del ayed.” The AOGCC still believes this conclusion to
be valid and we don't believe there’s any point in
looking in to revising the offtake rate until a firm

plan can be presented since there are so nany
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variables to consider when determining if a gas
of ftake plan is agood one or a bad one.

Additionally, it has been the AOGCC s position that
any gas sales plan from Prudhoe, even one that called
for gas offtake rates less than the 2.7 BCFPD
currently “authorized” would require AOGCC review
because the conditions and assunptions that the 2.7
BCFPD rate were based on are no |onger valid. For

exanple, the Prudhoe G| Pool is now expected to
produce around 14 billion barrels instead of the 9
billion that was originally expected, the reservoir

pressure is now significantly lower than it was then,
the gas conposition has changed due to cycling gas

through the reservoir, and the nmethod of field
devel opment has changed from a waterflood to an
enhanced oil recovery process wusing mscible gas
i nj ection.

There are actually nunmerous snall sales of gas

occurring on the North Slope that the AOGCC has
aut hori zed because either the rates involved are de
mnims, this includes the “sale” of gas from the
Colville River Unit to the village of Nuiqsut that was
necessary to neet a contractual obligation to provide
the village with free gas and sales of fuel gas from
the Kuparuk River Unit to the Oooguruk and Nikaitchuq
Units, or because it was expected that the sale from
one field to another would allow for a net increase
total hydrocarbon recovery, this includes gas shipped
from Prudhoe Bay to the Kuparuk River and Northstar
Units that is used for enhanced oil recovery purposes.
In order to receive a gas offtake allowable an
operator nust neke an application to the AOGCC and
provi de supporting docunentation that shows that waste
will be prevented and that ultimte recovery of
hydrocarbons wll be maxinm zed. The AOCGCC wll then
schedule a hearing on the nmatter and provide the
opportunity for public comments and testinony. W w il
then review all the information available to us and
make a decision on whether or not to grant a gas
of ftake allowable, and if so what rate to authorize.

The anount of time it would take the AOCGCC to conpl ete
its review is dependent on many factors. Generally
speaking, the larger the gas offtake vol une requested
and the larger the volune of hydrocarbons in the field
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the nore conplex, in depth, and tinme consunmng the
AOGCC review process wll be. The AOGCC s review
process wll also be inpacted by the conpleteness and
quality of the application received fromthe operator.
In anticipation of soneday receiving applications for
very high gas offtake rates for the Prudhoe Bay and
Point Thonson fields the AOGCC undertook reservoir
studies of both fields so that we would have a better
understanding of the inpacts that mjor gas sales
m ght have on those fields. The study of Prudhoe Bay
was conpleted in 2007 and the Point Thomson study is
ongoi ng but nearing conpletion. Both of these studies
were multi-year projects, so conpleting them ahead of
an application for a gas offtake allowable should
allow for the AOGCC to act wupon those applications
much nore quickly than woul d ot herwi se be possi bl e.

12:14:21 PM

REPRESENTATI VE SADDLER asked if legislators and others should
refrain from drawing any conclusions about potential offtake
rates.

MR. ROBY replied the AOGCC s position is that the 2.7 bcf/day
offtake is based on inaccurate assunptions that are no |onger
appl i cabl e.

12:15: 33 PM
CHAI R G ESSEL asked how to equate tonnes versus ncf or bcf.

MR. ROBY suggested she ask M. Persily because he didn't know
t he conversion.

REPRESENTATI VE TARR asked if AOGCC would conmunicate with the
Resources Conmttees when the Point Thonmson reservoir study is
conpl et e.

MR. ROBY said that once the study is finished there will be a
public information version nade available. It wll likely be
introduced in a hearing in June. He didn't know if there would
be direct comrunication with the | egislature.

REPRESENTATI VE SADDLER asked for his thoughts or reactions, as

t he AOGCC reservoir engi neer, about the seisnmc program that DNR
is proposing for the 1002 Area.
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MR. ROBY said his personal opinion is that it's a very good
idea. His preference is for the plan to include 30-40 wells for
expl oration work.

12:18:18 PM
At ease from12:18 p.m to 12:36 p. m

12: 36: 45 PM

CHAIR G ESSEL reconvened the neeting. She said the afternoon
session would include presentations from the two pipeline
projects and a discussion with a conpany that is interested in
buyi ng Al aska's LNG

She wel comed Frank Richards and asked him to provide an update
on the AGDC project and the effect of the new statutory
aut hority.

12: 37: 38 PM

FRANK RI CHARDS, Manager, Pipeline Engineering and GCovernnent
Affairs, Al aska Gasline Devel opnent Corporation (AGDC) provided
an outline of his presentation. He would discuss what AGDC has
acconplished on its pipeline project since the end of the
| egi sl ative session and the passage of HB 4; federal |egislation
by Senator Lisa Mrkowski on a pipeline route through Denali
National Park; and the latest information obtained through
stat e-sponsored prograns that wll benefit the A aska Stand
Al one Gas Pipeline (ASAP) and all pipeline projects.

He said Governor Parnell signed HB 4 |ast week surrounded by
| egislators and the primary sponsors, Speaker Chenault and
Representative Hawker. This nonentous occasion granted AGDC the
authority to advance the in-state natural gas pipeline project
[al so known as Alaska Stand Alone Pipeline (ASAP)] to provide
natural gas energy to Alaskans to help with the high cost of
heating and electrical generation. He said the project nust be
devel oped quickly, but it nust be econom c.

MR. RI CHARDS di scussed the key conponents of HB 4. It provides a
new regulatory framework for contract carriers. This was an
issue for the AGDC gas pipeline project and other potential
natural gas pipelines. [Contract carrier status allows AGC to
enter into long-term contracts.] It provides the ability to
enter into confidential agreenents in comrercial negotiations.
It allows a new Regul atory Conm ssion of Al aska (RCA) statutory
regulation for contract carriers with a review of the initial
recourse tariff, the prescient agreenents, and the final
recourse tariff as the project noves forward. It grants the
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ability to work with potential partners to develop the ASAP
ownership structure. The nodel to advance the project could
range from a fully privatized conpany, to partial state
ownership, to full state ownership. AGXC has the authority to
determne what wll result in a successful outcone. HB 4
establishes a new state corporation under the Al aska Departnent
of Comrerce, Community and Econom c Devel opnent. The Al aska

Housi ng Finance Corporation (AHFC) Board of Directors will serve
as a transition board until the Governor appoints a new, seven
menber Board of Directors. There will be five public nenbers and
t wo cabi net menbers. The | egi sl ature identified t he

qualifications for the board nenbers to include expertise in oil
and gas, natural gas transm ssion, natural gas financing, |arge
proj ect devel opnent, and marketing, anong others. The new board
will also have the authority to hire a new executive director to
gui de AGDC.

MR. RICHARDS described the key conponents of the federal
| egislation by Senator Lisa Mirkowski. S. 157: Denali Nationa
Park | nprovenent Act authorizes the Secretary of the Interior to
issue a right-of-way for a natural gas pipeline through Denali
National Park. This effort was initiated by ENSTAR for a natura
gas pipeline from Prudhoe Bay to Cook Inlet. The National Park
Service supports the legislation because it allows the
construction of distribution and transm ssion pipelines for use
by the Park. It is a clean energy source for heat, power, and
transportation.

As currently envisioned, the pipeline wuuld parallel the Parks
H ghway. That provides the opportunity to use an existing,
cleared right-of-way. The existing bypass alignnment cuts across
the river and would potentially create an eyesore, nmeking it a
| ess desirable alternative. If S. 157 passes, AGDC wi |l redesign
the project to go through the Park.

MR. RICHARDS discussed the challenges associated wth the
legislation. Title 11 of the Al aska National Interest Lands
Conservation Act (ANILCA) says that a project nust apply for all
federal authorizations and one tinme. These are generally
acquired in a stair-step process so a hiccup in any
aut horization could essentially halt the project. The President
of the United States is the only avenue for dispute resol ution.

The | egi sl ation requires conpliance wth the Nat i onal
Environnment Policy Act, and subjects the project to the terns
and conditions that the Secretary of the Interior deens
necessary. S. 157 passed out of the Commttee on Energy and
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Nat ural Resources, and passage from the Senate is expected.
Representative Don Young is carrying a conpani on House bill.

12: 46: 55 PM

MR. RICHARDS described the funnel "stage gate approach” to the
project. Wth the authority granted under HB 4 and the funding
provided in the capital budgets, AGC can advance to the next
goal, which is an open season in late 2014 to 2015.

He described the work that is wunderway, starting wth the
preparations for the new AGDC organizational structure. This
i ncludes drafting the business and project execution plans al ong
with the guiding policies and procedures. They have initiated
comercial confidentiality agreenents and nost recently have
been working to site the gas conditioning facility on the North
Sl ope. This must be worked in concert with Prudhoe Bay operators
so there is no interference between that site and any existing
pipelines or facilities on the North Sl ope.

The major 2013 work activities include advancing to FEL-2 (Pre-
FEED) facilities and pipeline engineering. AGXC is currently
soliciting for a program managenent contractor and open season
managemnment contractor, and is beginning to |ook at construction
planning and major |ogistics associated with the pipeline.
I mportantly, AGDC is working with the regulatory agency the
Pi pel i ne Hazardous Materials Safety Administration (PHVSA) for a
special permt. The intent is to have 2013 sumer/winter field
progr ans.

12:52: 01 PM

MR. RICHARDS described the 2013 field program It includes 444
geot echni cal boreholes from the Yukon River to Point McKenzie.
They are looking the Mnto Flats area and areas along portions
of the Parks H ghway, all of which are south of Livengood to
avoid duplication of effort. These are. AGC conpleted a
geot echnical borehole program in April to look at the Yukon
Ri ver crossing. The findings show that the ground conditions are
conducive to horizontal directional drilling under the river.
The early concern that there mght be a fault trace at the
crossing was unsubstantiated, but caution is still warranted.
CGeohazard investigations are being done using DNR s Division of
Ceophysical and Geologic Surveys |ooking at known faults that
will be bisected along the line. Wrk is being done to update
the terrain unit mapping program from Prudhoe Bay to Point
MacKenzie. Cultural resource surveys are being advanced and
route surveys are being reviewed to ensure that pipeline
pl acement is optinal.
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He displayed a map to show the geotechnical boreholes starting
with 24 at the Yukon R ver crossing. There have been no
geotechnical surveys in the Mnto Flats area and there is
concern about areas that have land forns that may cause probl ens
for the pipeline. He continued to describe plans for boreholes
from Nenana to Rex and the Nenana Crossing near Healy. Borehol es
initially were planned for the Denali Bypass, but sone borehol es
may be initiated through Denali National Park, depending on the
federal legislation. Boreholes will also be conducted along the
road and rail from the Parks H ghway to Point MacKenzie and to
the termnus at WII ow.

MR. RICHARDS described what the Division of Geological and
Ceophysi cal Surveys (DGES) is doing which will culmnate with
characterization, locations, and relative activity of geologic
hazards. Maps and reports wll evaluate potential effects of
hazards to pipeline route feasibility, design, and construction.

12:57: 09 PM

MR. RICHARDS displayed pictures of the Castle Muntain fault
area, which runs through the Matanuska Valley and extends across
the Susitna |low ands. Lidar inages of this fault helped DGGS
determ ne that the ground noves up to five nmeters in sonme places
so mtigation efforts for the pipeline will be necessary.

He reviewed the ASAP schedul e, which shows the sequence for AGDC
nmoving forward. They are in the advanced engi neering FEL Phase 2

and nmoney wll be available on July 1. Open season is now
projected to be late 2014 or early 2015, and will include the
RCA review of the initial recourse tariffs. If open season is
successful and people are willing to commt to shipping, the
project will enter FEL 3 stage leading to a project sanction in
late 2015 or wearly 2016. At that point there wll be an
ownership nodel determnation on how to proceed and neet the
goals to provide gas at the | owest possible cost. This will |ead

into the execution phase and construction with first gas fl ow ng
in 2019.

He discussed FEL 2 and FEL 3 manpower projections. He directed

attention to a bell curve showing what AGDC envisions it will in
need and how spending will occur over the next three years. He
noted that engineering will ranmp up over the next year peaking

at approxi mately 550 people, followed by a ranp down at the end
of FEL 3. Depending on the success of the open season and the
ownership nodel, this would potentially advance into the next
stage of the project.
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1:02: 28 PM
REPRESENTATI VE SADDLER asked if open season and construction
management conpani es are solicited in Al aska only.

MR. RICHARDS replied that it's open to all qualified firnms that
have the specific experti se.

REPRESENTATI VE SADDLER asked what ki nds of conpanies do this and
guesti oned whet her the conmttee woul d recogni ze any nanes.

MR. RICHARDS stated that a Boston firm called Concentrics is
helping with tariff nodeling. He offered to follow up wth
information about other applicants. He added that they're
| ooking for world-class expertise for program managenent, and
there are firms in Al aska that have this capability.

REPRESENTATI VE TUCK asked if there is a backup plan if the
federal Denali Park bill doesn't pass.

MR. RICHARDS replied the Denali bypass is in the final EIS and
that is authorized.

CHAIR QG ESSEL thanked M. Richards and comented on the new
technol ogy. She asked what kind of mtigation is available for
crossing an earthquake fault.

MR. RICHARDS explained that the TAPS design was elevated and
essentially on skids. The zigzag shape allows expansion
capability through a curve both horizontally and | ongitudinally.

CHAIR G ESSEL asked if the sane would be done for a buried gas
pi pel i ne.

VR. RICHARDS replied all avai l able technologies wll be
considered, but it is unlikely that the line will be in a frozen
trench in areas of fault crossings. In those areas the pipeline
wi || probably be brought above ground and it may be encapsul ated
in gravels that would allow the pipe to nove and shift wthout
constraint.

1:06: 20 PM

CHAIR GQESSEL introduced Steve Butt who would present
information about the South Central LNG Working Goup and its
progress to date.

1: 06: 51 PM
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She noted that Representative LeDoux joined the committees.

1:07:48 PM

STEVE BUTT, Project Manager, South Central LNG Wrking G oup
(SCLNG), ExxonMobil, stated he was representing BP, Conoco
Phillips, ExxonMobil and TransCanada. This consortium has been

wor king for about 18 nonths to figure out how to nove the gas
project forward. He said he would focus on updates.

He presented information related to the Alaska SCLNG project. He
expl ai ned that about 300 people work on the project. They are
buil ding on the work that has been done over the |ast decade. He
naned the contractors.

MR. BUTT described the key issues of the concept work starting
with the Integrated Basis of Design. The gas treatnent plant

(GTP) will be located on the North Slope, and the gas from
Prudhoe Bay will be integrated with gas from Point Thonson. The
pipeline size and routing options wll cover nore than 800

mles. The gas off-take capacity is sufficient to provide a
secure Al aska fuel supply within the Interior. This nmega project
will require $45 to $60 billion in 2011 dollars. He explained
that a nega-project has challenges sinply because of its size

There are conmercial and fiscal issues associated with the
project as well as wuncertainty related to permtting, timng,
and securing equi pnent.

MR, BUTT said forward plans include planning for the 2013 sumrer
field season, the use of the "phased/gated" to advance the
project; and continuing cooperation to optimze the design.

1:18: 02 PM

MR. BUTT displayed a video to show how to build a nodule and
nmove it to a barge for transport. It is then noved to the
| ocation where it will be used. This is called "plug and play."

He described the conceptual |ayout and | ocation of the facility.

He discussed the project work at Point Thonmson that will have a
peak workforce of 1,500 people. The initial production system
(IPS) project is in progress and startup is projected in 2016

He highlighted the hard work to integrate with Prudhoe Bay; it
has about 75 percent of the gas for the project and two gas
pl ants. He recogni zed sonme of the BP engineers in the room He
explained that a current challenge is how to |leverage the CO
using existing injection systens as appropriate. He explained
that there are other inpurities that the gas treatnment plant on
the North Slope is designed to renove.
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MR. BUTT described the gas pipeline and conpression stations. It
wll nove 3-3.5 bcf/gas/day. Each of the eight conpressor
stations are rated at 30kHP. He discussed the pipeline design to
manage continuous and discontinuous permafrost regions, the
conpressi on  process, and noving LNG to rmarket. It IS
advantageous to meke the LNG in Al aska because of the cold
tenperature, he said. This offsets some of the fundanenta
di sadvant ages.

MR. BUTT di scussed the 2013 summer field work, which is ready to
initiate in early June. He noted that about 70 percent of the
work force is from Al aska. About 150 people have been hired to
study the key elenents of a pipeline, focusing on the section
bet ween Prudhoe Bay and Livengood that includes a challenging
crossing over the Yukon River.

He reviewed the scope of the 2013 sunmer field season. The work

will take place on 6,500 acres to |look at 37 streans, 17 | akes,
and 20 fisheries. Addi tionally, traditional know edge,
subsi stence, and et hnographic surveys will be conduct ed.

MR. BUTT asked if there were questions.
REPRESENTATI VE SEATON asked what the red represents on slide 1

MR. BUTT explained that those are areas that have been studied
and are geotechnically appropriate to place an LNG pl ant.

CHAIR G ESSEL questioned whether the sunmmer field work between
Prudhoe Bay and Livengood would duplicate work that AGDC has
al ready done.

MR. BUTT said AGDC is focusing its work south of Livengood this
sutmmer and the SCLNG project is focusing north of Livengood
where it doesn't have data. There is no intent to have
r edundancy.

CHAIR G ESSEL asked if CO, could be used on the North Slope for
enhanced oil recovery like it is in the Lower 48.

MR. BUTT explained that places in west Texas and Col orado use
m sci ble flooding, but Prudhoe Bay isn't a candidate for that
because of volumetric issues. It's nore of a pressure support
depl etion nechanism Additionally, CO, has a ot of energy and it
should be used in the reservoir to benefit all the stakehol ders
i n Prudhoe Bay.
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1:37: 42 PM

SENATOR BI SHOP comented on how noteworthy it is to have 90
percent Alaska hire of the 1,200 people on the Point Thonson
proj ect .

MR. BUTT said the work went very well overall.

SENATOR BI SHOP hi ghlighted that ExxonMbil and Doyon are doing
procedure testing at the pipeline training center, and over 40
students from rural Alaska are in training there. He also
cormented that he's often thought the 3,500 to 5,000 nunber for
the main line spread is a little | ow

MR. BUTT said it's a topic that's given a lot of attention. He
expl ained that labor is noved to the places where it's easiest
to do the work as smartly as possible. He enphasized that it
presents problens to have too nany people working too closely
t oget her.

CHAI R G ESSEL expressed appreciation for the substantial Al aska
hire. She thanked M. Butt for the presentation.

CHAI R G ESSEL i ntroduced Yutaka Nagashi ma and Mary Ann Pease.

1:42: 53 PM

MARY ANN PEASE, Vice President and General Manager in Al aska,
Resources Energy, Inc., introduced herself, M. Nagashim, and
M . Fuhs.

1:43: 45 PM

YUTAKA NAGASHI MA, O ficer and Vice President, Resources Energy,
Inc. (RElI), discussed the key events that brought Japan to
exam ne Alaska LNG He explained that his conpany started the
Feasibility Study after the Fukushinma disaster in March 2011.
REI was appointed to study and nmake reconmmendations about
whether it made sense to build power plants in individual
localities to augnment existing supplies from utility conpanies.
At the tine of the disaster, Japan depended on nucl ear power for
30-50 percent of its electrical needs. Because of both the
nucl ear power failure and natural growh of the econony, Japan
is likely to fall short of neeting its electrical needs in the
near future. Wility conpanies are working hard to make up the
short fall, but they need to secure a long-term commtnent with
conpetitive pricing by LNG suppliers. He said that REl views
Al aska LNG as the best source for Japan due to proximty and
price conpetitiveness. He commented on the conpetition worldw de

JT. S/H RES COW TTEES - 26- May 30, 2013



and enphasized that timng is critical. He opined that this
could be a synbolic national project to enhance the strategic
alliance between the U S. and Japan. He stated that REl is
confident it can build an LNG plant in Alaska at tidewater and
ship the gas to Japan. The expectation is to build 4-16 LNG
propell ed vessels to ship the gas. In conclusion, he asked the
Al aska governnent to support securing the gas and building the
pipeline to tidewater to supply the LNG plant that REl 1is
pl anning to build.

M5. PEASE reviewed the history of RElI's involvenent in Al aska,
starting with the 40 vyears of LNG shipments from the
ConocoPhillips plant in Kenai. She said that REl started
di scussions with the Departnent of Energy, noved on to the
Al aska Natural Gas Devel opnent Authority (ANGDA), and did a pre-
investigation report, but the true woirk started wth the
cooperation agreenent that was signed with DNR at the end of
Decenber 2012. Immediately thereafter, the team started an
extensive Feasibility Study that focused on all aspects of the
project, but the main focus was the LNG plant, termnal, and
vessels to deliver LNG to Japan. The consortium of investnent
partners wll be finalized in the next 30-90 days for this
potential project.

She highlighted the objectives of the Feasibility Study. These
are: to verify the feasibility and viability of the project for
investors; to verify Alaska as a long-term stable, and cost
conpetitive source of LNG delivered to Japan; and to verify the
benefits of a U S. and Japan natural resources alliance.

M5. PEASE said that RElI found that Valdez and N kiski are the
two nost feasible sites for an LNG plant. She explained that
Ni kiski is a realistic alternative because of its proximty to
the existing LNG plant and the fact that the AGDC pipeline cones
toward Southcentral. Valdez is a probable alternative depending
on the location of the main pipeline. She clarified that REl is
interested in an investnment in the eventual pipeline, but not
being the lead. Their focus is acquiring gas supply and also
ownership, operation, and conpetitive financing of the LNG
pl ant. She described the two scenarios. For Val dez, the size of
the LNG train will start at 5 mllion tons/year and increase
over 5 years to 20 mllion tons/year. The latter represents
about 2.7 bcf/day. For Nikiski, the size of the LNG train wll
start at 3.75 mllion tons/year, growing over 5-7 years to 15
mllion tons/year.
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She enphasi zed that the project in Alaska is a w n-win, because
the investors in Japan are interested in conventional gas that
can be avail able over a long period of tine.

1:55:47 PM
PAUL FUHS, Lobbyist, Anchorage, Al aska, interjected that this
potentially nmeans a direct investnent in gas field devel opnent
in Al aska.

MS. PEASE described the three scenarios RElI | ooked at for a gas
supply: 1) acquisition to the rights of gas reserves; 2) farmin
to the owner's |ease or purchasing owner's share; and 3) gas
purchase and sales agreenents with the owners at well head. She
hi ghlighted that the Japanese market is very interested in the
Foothills project. To that end, RElI has entered into a
confidentiality agreement wth Anadarko and is |ooking at
i nvestnment opportunity in Foothills to see if that gas supply
could work with this project. She noted that REI has net wth
all three gas producers, but has not signed any agreenents.

She displayed a <chart illustrating the 7-year trend of
electrical generation in Japan before and after the Fukushim
di saster. She enphasized the need to fill the gap that was

created with the |l oss of nuclear generation.

1:58: 11 PM

M5. PEASE reviewed the tariff assunptions for the Valdez and
Ni ki ski LNG plant sites that the team in Japan is conveying to
potential investors. The Val dez scenario of 20 mllion tons/year
shows a total tariff of $7.31. The N kiski scenario of 15
mllion tons/year shows a total tariff of $8.58. She noted that
the costs are slightly higher for the N kiski LNG plant and that
there's an additional cost of pipeline interconnection from the
end of the AGDC Iine to the potential site at N kiski.

MR. FUHS added that while N kiski isn't as efficient as Val dez,
it is better than initially anticipated. The ships and trains
are smaller but they're still feasible. Furthernore, the nunbers
that resulted in these tariffs are very consistent with the
assunptions of the producer study that's been published. The
estimate is about $45 billion.

2:01: 52 PM

M5. PEASE discussed the tineline for the project and described
2020 as the dropping off point. She noted the Feasibility Study
showed the price of LNG delivered to Japan at about $9-310 per
MVBTU. The construction maxinmum is 6 years and the perm ssion
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and reqgulatory is 3 years. She said that the thing that is
different about this project is that the 20 mllion ton demand
is standing at the front door, and Alaska benefits from this
export conponent because it lowers the tariff for instate use
She said RElI understands the 500 million cubic feet/day limt on
the AGDC pipeline, but not how these projects align. She
enphasi zed that followng the tineline is inportant, because the
opportunity for this consortium w |l have closed by 2025 due to
investnments in other projects around the world.

She summari zed the next steps for the LNG project: discuss the
Feasibility Study details with potential consortium nmenbers in
Japan; solidify the financial participants to enable the FEED
phase; clarify the pipeline alignnment; and secure natural gas at
upstream and wel |l head | ocations. She highlighted that REI's key
focus is a mmjor ownership share in the LNG plant, but they
wel come ot her investnent into the project.

M5. PEASE naned the nmain nmarket constituents in Japan. They are
electric utilities, city gas conpanies, nunicipal and private
power sectors, and industrial users.

She concl uded that Al aska is the optimal partner for Japan.

2:06: 20 PM

MR. FUHS enphasized that RElI is a very serious group that is
maki ng an honest and legitimte offer to Al aska. He noted that
the tineline fits with AGDC and suggested that entity could
partner wth TransCanada under AGQ A to get around the 500
ncf/day limtation.

2:09: 20 PM

REPRESENTATI VE HAWKER offered his belief that the greatest
challenge to get a project noving is to think that the
| egislature will mcronanage a project into existence. He then
asked if the tariff charts for Valdez and N kiski are presented
as conparabl e charts.

MS. PEASE said yes. She explained that the costs for the LNG
pl ants account for the bulk of the difference. Marine conditions
require dredging in N kiski, but not Val dez.

REPRESENTATI VE HAWKER enphasized that the |egislature should

stay out of the way and let the market determ ne the proper
| ocations, destinations, capacities, and other things.
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MR. FUHS added that Representatives Hawker and Chenault said in
Senate Finance they wanted to nake sure that the |egislature
establishes a framework that can nove a project forward.

2:12:07 PM
REPRESENTATI VE TARR asked when the legislature will learn nore
about the investnent that will potentially be made.

M5. PEASE said it will probably be after the 30-90 day period
when the large industrial users join the consortium Under this
nodel the industrial users will own a part of the value chain to
have sone control over the delivered price in Japan.

MR. FUHS added that it's also a new nodel that the Japanese
government is l|looking at deregulating a lot of the electrical
generati on.

CHAIR G ESSEL comented that the delivered price of $9-%$10
dol lars seened | ow and definitely wasn't linked to oil.

MS. PEASE said $10 isn't cheap, but it's delinked to oil and is
definitely | ower than today's spot market cargos.

CHAI R G ESSEL thanked the presenters, and asked M. Persily to
make cl osing remarKks.

2:15:32 PM

MR. PERSILY said he had three things to nention. First, he
explained that one mllion netric tons of LNG is equivalent to
48.7 billion cubic feet of gas. Second, he suggested visiting

the website arcticgas.gov to access the reports his office has
prepared on all aspects of LNG projects. Any requests for new
reports would be added to the list. Finally, he said that in
full disclosure he wanted to nention that when Congress
established the Ofice of the Federal Coordinator in 2004 it was
given one statutory role, which is to assist in coordinating
permts for a North Slope natural gas pipeline to bring gas to
North American narkets. Because that project isn't going
anywhere due to shal e gas production, Senator Begich and Senator
Lisa Mirkowski are looking at how to change that law so that
when the tine comes to work on permt coordination the office
hopefully will have the statutory authority to do so.

CHAI R G ESSEL t hanked M. Persily.

2:18:55 PM
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There being no further business to cone before the conmttees,
Chair Gessel adjourned the joint neeting of the Senate

Resources Standing Commttee and House Resources Standing
Commttee at 2:18 p. m
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