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Anchor age, Al aska

PCOSI TI ON STATEMENT: Answer ed questions during the presentation
by the Al aska Gasline Devel opnent Corporation.

ACTI ON NARRATI VE

10: 21: 28 AM

COCHAIR LlIZ VAZQUEZ called the House Special Committee on
Energy neeting to order at 10:21 a.m Represent ati ves Col ver,
Nageak, Talerico, Tilton, O aman, Wol, and Vazquez were present
at the call to order.

PRESENTATI ON:  ALASKA GASLI NE DEVELOPMENT CORPORATI ON

10: 22: 18 AM

CO CHAI R VAZQUEZ announced that the only order of business would
be a presentation by the Al aska Gasline Devel opnment Cor poration.

10: 22: 29 AM

M LES BAKER, Vice President External Affairs and Governnent
Rel at i ons, Al aska Gasline Devel opnent Corporation (AGDC),

reviewed the presentation (slide 2). As an aside, he
acknow edged that pending legislation my change sone facets of
the presentation, which covered AGDC s tasks "up till now." M.
Baker said AGDC is a public corporation of the state, with a
| egal existence separate from the state. Enabling statutes in
AS 31.25.010 were created in 2013 and nodified and expanded in
Senate Bill 138 [passed in the 28th Al aska State Legislature].
The current purposes of ACGDC are: to devel op gas pipelines, a
l'iquefied nat ur al gas (LNG proj ect, and ot her gas
transportation mechani sms; to fi nance and oper ate gas

transportation systens; to provide econonm c benefit and revenue;
to assist the Departnment of Natural Resources and the Depart nent
of Revenue to nmaxinm ze the value of the state's gas resource; to
hold the state's equity in the liquefaction facility conponent
of the Alaska LNG (AKLNG project; to advance an in-state
pi peline capable of delivering North Slope natural gas to the
Rai | belt and Fairbanks at the |owest possible cost (slide 3).
The primary objectives of AGC are: commercialize Alaska's
North Slope gas resource; secure a long-term supply of
affordable energy to Al askans; generate jobs, revenue, and

economc growh; facilitate further oil and gas devel opnment;
maxi m ze overall benefit to Al askans understanding that not all
Al askans wi ||l have access to the pipeline (slide 4). M. Baker
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noted that AGDC has two principle initiatives: AKLNG, a large
scale, large volune LNG export project, and the Al aska Stand
Al one Pipeline (ASAP) project. The ASAP project was initiated
as a publically financed, state-owned project with a public
i nvestment to date of over $400 nmillion. The AKLNG project is a
joint venture between the state and BP, ConocoPhillips, Exxon,
and TransCanada - 99 percent of the gas resource owners on the
North Slope are equity partners. Regardi ng design, ASAP is to
deliver gas to Alaskans at the |owest possible cost, currently
by "l ean gas" conditioned on the North Slope to utility grade.

10: 31: 02 AM

REPRESENTATI VE NAGEAK asked for the anpbunt of the funds spent to
dat e.

MR. BAKER said the state has appropriated to date about $419
mllion; AGDC received $355 mllion of which $25 mllion was for
state agencies, and the balance was to nove the ASAP project
through prelimnary front-end engineering design (pre-FEED),
front-end engineering design (FEED), open season, and to a
pr oj ect-sancti oni ng deci si on. In  further response to
Representati ve Nageak, he reviewed the funding, adding that the
bal ance of $220 mllion is held in the Al aska in-state gas
pi peline fund which is mnmanaged by AGDC. The AKLNG project
received a separate appropriation of $70 mllion, specifically
so that AGDC could meke equity contributions to 25 percent of
the liquefaction plant and for managenent costs (slide 5).

10: 34: 47 AM

COCHAIR COLVER surmsed the funds have been spent on
permtting, rights-of-way, and pre-design work.

10: 35:19 AM

FRANK Rl CHARDS, Vice President Engi neering and Program
Managenment, AGDC, said the majority of the expenditures to date
has been for engineering design and permtting. The Cass 3
cost estimate |level work on the ASAP project is conpleted, and
$150 mllion has been spent as of Decenber, 2014.

CO- CHAIR COLVER questioned whether the same contractors are

collecting field data for ASAP and AKLNG projects, and are
sharing information.
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MR. RICHARDS said yes. In nmany instances, AGDC is using nmany of
the sane contractors as are used by the state's partners in
AKLNG, such as the pipeline engineering service, the field and
envi ronnmental work, and the program nanagenent servi ces.

REPRESENTATI VE WOOL directed attention to slide 5 and pointed
out discrepancies in the conpletion dates for the projects.

MR. BAKER responded that after the passage of Senate Bill 138

AKLNG becane a priority, but ASAP was further along; therefore,
the construction schedule was rescheduled to insert the AKLNG
FEED deci sion which is expected m d-2016. The ASAP tineline has
been slowed, and tinelines for the two projects are now roughly
t he sane except for the LNG and gas conditioning facilities.

REPRESENTATI VE = WOOL confirnmed t hat bot h proj ects need
condi tioning plants, and AKLNG needs |iquefaction al so.

10: 40: 50 AM

MR. BAKER returned to a conparison of the projects, noting that
the projects are very different in size, both with gas treatnent
facilities on the North Slope; however, ASAP has conpression
added on the North Slope, and AKLNG would have internediate
conpression stations. Terminus of AKLNG is in N kiski, the
termnus of ASAP is near Big Lake at ENSTAR s distribution
facility with a lateral line into Fairbanks. Design capacity of
ASAP is 500 mllion cubic feet/day and AKLNG capacity is 3.3
billion cubic feet/day at the gas treatnment plant and 2.2
billion cubic feet/day at the LNG plant. The estimted cost for
AKLNG is $45-65 billion, and for ASAP is $10 billion. The
estimated operations workforce for AKLNG is 1,000 enployees and
150 enpl oyees for ASAP (slide 5).

MR. RICHARDS advised that all of the work that has been
acconplished are assets owned by the state. After the passage
of House Bill 4 [passed in the 28th Al aska State Legislature],
AGDC requested a lease for rights-of-way that provided a right-
of -way to AGDC for pipeline across state |lands, other than state
parks. An environnental inpact statenent (EIS) was conpl eted on
the concept of the original project, but following the intent of
the legislature, the design concept was changed in 2013 to
accomodate utility-grade gas, w thout further conditioning, and
an increase in the dianeter of the pipeline. Subsequently, a
suppl enmental EIS was required because of the changes, and which
shoul d be conpleted in the fourth quarter of 2015. M. Richards
described the federal right-of-way process, after which AGDC
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will hold approximately 85 percent of the right-of-way for a
pi peline project. Furthernore, AGDC nodified its plan of
devel opnent (POD) and drafted an environnental eval uati on
docunent (EED), which is a precursor to the supplenental EI'S and
can be utilized by the US. Arny Corps of Engineers (Corps of
Engi neers). The public scoping process has been conpleted,
which indicated the project has |ocal support from comunities
and federal agencies. Along the pipeline route, AGDC has also
conpleted field surveys, 2-dinensional (2-D) terrain wunit
mappi ng, a cultural resource survey, and wetlands delineation
with jurisdictional determ nations from the Corps of Engineers
(slide 6).

10: 47: 44 AM

REPRESENTATI VE NAGEAK inquired as to whether the assets are held
by both projects.

MR. RICHARDS answered that each project is advancing and there
is a cooperation agreenent that allows for an exchange of data
and engineering information between the projects; however, the
inventory of all of the information has not been "nelded." The
dat a exchange invol ves conpensation for data that is transferred
bet ween proj ects.

CO CHAIR VAZQUEZ returned attention to slide 6 and asked whet her
the assets are independent assets of the state regardl ess of the
pi pel i nes.

MR. RI CHARDS expl ained that corporate assets listed on slides 6
and 7 are held by AGC as state assets. The assets have been
used for ASAP and sonme can be transferred to AKLNG M.
Richards continued to identify further work that has been
acconplished over the last three and one-half years. The work
has been focused on the area south of Livengood because the area
north of Livengood has been studied by the AKLNG producer
parties. Therefore, AGDC drilled geotechnical bor ehol es,
assessed material sites, and purchased strain based design pipe
specifically tested to wthstand stream accunulation, as
required by the U S. Departnment of Transportation Pipeline and
Hazardous Materials Safety Admnistration (PHVSA). This is
testing information that can be shared wth federal regulators
and will transfer to AKLNG Finally, AGDC has conpleted its
Class 3 <cost estimate Project Execution Plan (PEP) which
delineates pre-construction and design phase work, and work
t hrough construction and into execution of a pipeline, including
a detailed project logistics plan (slide 7).
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CO CHAIR COLVER asked how the test sections of pipe are tested
for permafrost conditions in various types of soil.

10: 54: 05 AM

MR. RI CHARDS said AGDC uses nodels to | ook at the demands pl aced
on pipe by stream accunul ati on due to frost heave, and that also

reveal the capacity and strength of the materials. The pipe
segnents are welded and then cut into sanples that are tested in
| abor at ori es. The small scale testing has been conpleted, and

the nmedium scale testing of three-foot-long pipe segnments is
under way.

CO- CHAIR COLVER recalled that during a previous gas pipeline
project test sections of pipe were buried and nonitored in the
field. He asked whether testing for pernmafrost conditions is
now done in a | aboratory.

MR. RICHARDS stated that AGDC has not initiated field trials,
but is wusing conputer nodels which take less tine. He then
directed attention to a graph that illustrated |and ownership
al ong the ASAP right-of -way. State | eases cover approxinmately
55 percent and, after a decision by the U S. Departnent of
Interior, Bureau of Land Mnagenent, federal ownership wll add
al nrost 30 percent. Ri ght s-of -way across private |land have not
been initiated (slide 8).

MR. BAKER pointed out federal regulations require special pipe
for the project; however, pipe to neet the specifications is not
made in the U S. The special pipe is needed for about 10 mles
of the pipeline, and the remaining pipe will be sourced from
US mlls. He restated AGDC' s intent to |leverage any of the
work conmpleted for either project. Turning to AKLNG he
described the participation in the project, beginning with the
four resource owners: ConocoPhi |l I'i ps, BP, ExxonMbil, and the
state. ConocoPhillips, BP, and ExxonMbil hold 75 percent of
the interest in the project and the state holds 25 percent. The
state's 25 interest is represented by TransCanada in the gas
treatment plant (GIP) and the pipeline, and AGDC represents the
state's interest in the LNG facility (slide 10).

11: 00: 59 AM

CO CHAI R VAZQUEZ asked for the cost of the LNG facility.
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MR. BAKER estimated the LNG facility cost at $25 billion. I n
further response to Co-Chair Vazquez, he said the current
termnus site i s Nikiski.

CO CHAIR VAZQUEZ questioned whether the ASAP pipeline has
secured contracts to supply gas.

MR. BAKER explained that in the case of AKLNG the resource
owners that have the gas and the ability to transport and sell
gas, are investing the noney to develop the transportation
mechani sm and the |iquefaction facility. In the case of ASAP,
AGDC is a pipeline conmpany using public noney to advance the
project to the point of a comercial open season where shippers
and buyers of gas would negotiate contracts. Final contracts
are then used to acquire financing to conplete the project.
Therefore, ASAP would not go to project sanctioning and raise
the noney to conplete construction w thout comrercial agreenments
in place. M. Baker further explained that project sanctioning
is the termused for ASAP and final investnent decision (FID) is
the termused for AKLNG The AKLNG project is currently in pre-
FEED phase which will be concluded m d-2016, at which tine the
five participants would decide to advance to FEED. After
approximately two years, FID would |ead to preconstruction. For
ASAP, conmmercial open season is an extra step before the project
sancti oni ng deci si on.

CO CHAIR VAZQUEZ observed approaching the capital markets for
financing i s another additional step.

11: 05: 40 AM

MR. BAKER said yes. For ASAP, AGDC was given the ability to
bond and to eval uate ownership nodels, such as whether the state
woul d be the sole owner, or should solicit equity partners. In
fact, AGC was in contact with owner, builder, operators (0BGs)
I i ke TransCanada and Enbri dge. A conpany |ike Enbridge could
bring equity to the project.

CO CHAIR VAZQUEZ asked for a description of a conmercial open
season.

11: 07: 27 AM

MR. BAKER said ASAP would be regulated by the Regulatory
Comm ssion of Alaska (RCA); as with nost utilities, RCA would
review the project's cost structure and return on invested
capital and nust approve a tariff structure. This would happen
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prior to an open season. If the project's recourse tariff
filing is approved, RCA would set the terns and conditions of
ASAP' s open season.

CO CHAIR COLVER asked for the differences between RCA's current
reginme of pipeline and common carrier review and the new regine
directed by House Bill 4 [passed in the 28th Al aska State
Legi sl ature].

11: 09: 36 AM

The commttee took an at ease from11:09 a.m to 11:20 a.m

11: 20: 43 AM

DARYL KLEPPI N, Conmercial Operations Director, AGDC, in response
to Co-Chair Colver's wearlier question, explained that oil
pi pelines such as the Trans-Al aska Pipeline System (TAPS) are
common carriers. Gas pipelines are typically contract carriage,
whi ch nmeans a shipper in the pipeline signs a contract to ship a
given volune of gas over a long period of tine, perhaps 25
years. Long-term contracts are needed in order to obtain
financing for a large project. Shi ppers agree to "take or pay
contracts,” and the long-term commtnent from a conmpany wth
significant financial resources is used to finance the
construction of the pipeline.

CO CHAIR VAZQUEZ asked whether the contracts are approved by
RCA.

MR. KLEPPIN said the aforenentioned contracts are for shipping
t he gas, but RCA approves sales contracts for the sale of gas to
a party. For ASAP, House Bill 4 requires that RCA approve the
recourse tariff filing prior to open season; the recourse tariff
is the price for shipping through the pipeline. After the
filing of the recourse tariff, RCA has 90 days to act and, if
the tariff is approved, open season can be schedul ed.

CO CHAIR VAZQUEZ asked for a description of the open season
process.

MR. KLEPPIN advised that the details of an open season process
are part of the recourse tariff filing. Typically, an open
season requires advertising of its tinme period, the details of
the tariff, ot her  speci al condi ti ons, and the financial
requi renents for purchasers. In further response to Co-Chair
Vazquez, he said open season cannot occur prior to the approva
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of the recourse tariff by RCA and can be scheduled up to two
years afterward.

MR. BAKER restated that ASAP commercial activities, including
tariff filing, open season, and post-open season, have been
del ayed pending the FEED decision on AKLNG if AKLNG does not
advance at FEED, AGDC would return to ASAP and conplete its open
season by m d-2017. He returned attention to the presentation,
noting that since Senate Bill 138 [passed in the 28th Al aska
State Legislature] and the signing of the joint venture
agreenents, AGDC has sought to coordinate the ASAP and AKLNG
projects utilizing historic baseline and engineering data from
past pipeline projects. The objective remains to mnimze
duplication and to maximze the value of the historical data
such as geotechnical, hydrological, environnmental, cultural and

routing information. Only one project will advance thus there
must be fair conpensation for the use of data, and there are
efforts towards alignnent on routing. In addition, AGDC has

field crews conducting borehole work for AKLNG (slide 11).

11: 31: 03 AM

CO CHAI R VAZQUEZ asked for exanpl es of datasets.

MR. BAKER advi sed that datasets would be for geotechnical work
such as borehole work and engineering data that can be used by
engineers in designing the project. Al so, information on
materials sites has been collected which could be wused for
ei t her project.

COCHAIR COLVER told of his experience as a professional
surveyor mappi ng for pipelines.

MR. BAKER turned to AKLNG recent activity: 80 percent of 250
person workforce in the 2014 sumer field season were Al askans;
actively soliciting Al aska vendors; identifying in-state offtake
facilities for both projects. In addition, major engineering
contracts for early stages of the project have been awarded.
Regul atory docunents were filed with the US. Departnent of
Energy which has authorized exports to Free Trade Agreenent
(FTA) countries, and non-FTA are pending. The first drafts of
the Resource Reports have been filed with the Federal Energy
Regul atory Commi ssion (FERC), notice of intent has been issued
by FERC, and public neetings will take place shortly (slide 12).
M. Baker directed attention to ASAP, noting that the current
design for the project conpleted FEED on tine and on budget.
The major deliverables were the Class 3 cost estimate and the
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proj ect execution plan. The cost estimate includes pipeline
facilities, engineering cost, construction |ogistics and owners'
costs. The new estinmated total capital cost is $9.968 billion

with a contingency of 20 percent (slide 14).

11: 40: 03 AM

MR. RI CHARDS added that Class 3 is a level of effort established
by the Anerican Association of Cost Estimators and defines the
work product undertaken for the ~construction of a major
facility. A Class 4 cost estimate for ASAP was devel oped in
2012, and additional engineering and anal yses over the past two
and one-half years has raised the effort to a Cass 3 standard.

11:41: 32 AM

MR. BAKER stated that fromthe Cass 3 cost estinmate nodel s have
been devel oped to generate tariffs. The tariff rate represents
the cost of transportation, and when added to the cost of the
gas and local distribution, determnes the burner tip cost to
t he consuner. The cost of gas for Anchorage and Fairbanks is
estimated to be $2.00-%$3.30 per thousand British thermal units
(MWBtu), and the local distribution cost is estimted to add
$1.50 in Anchorage and $4.00 in Fairbanks. Therefore, the
estimated burner tip cost of gas delivered by ASAP to utilities
and residents in Alaska is estimated to be | ess than the cost of
inmported LNG M. Baker pointed out that this price is based on
selling 500 mllion standard cubic feet per day (mmscf/d);
however, in-state use on an annual average is about 250 mmscf/d.
The question remains whether these rates are conpetitive to a
commercial user (slide 15).

11:44:45 AM

CO- CHAIR COLVER cautioned that upconm ng proposed |egislation
woul d prohibit export, but ASAP requires additional custoners to
neet its burner tip projections of $11.50-%$14.00 per MVBtu in
Anchorage. He expressed concern that the estinmated cost is a 40
percent increase to Anchorage ratepayers, and questi oned whet her
it is necessary for a state-sponsored project to generate a 12
percent return on equity to investors.

MR. BAKER said demand in wnter could peak at 450 nmscf/d;
however, he agreed that additional users are needed. An equity
partner could change the financing structure and the econom cs
of ASAP. Wether the state has a non-economc inperative to
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provi de gas to Al askans, and ot her questions, would be addressed
at open season.

11:49: 25 AM

REPRESENTATI VE WOCOL surm sed ASAP would displace all of the
nat ural gas production from Cook Inlet.

MR. KLEPPI N responded, "W assune that is the Cook Inlet demand,
assumng all of Cook Inlet production is displaced. It does not
assunme any offset with production from Cook Inlet."

11:51: 13 AM
REPRESENTATI VE WOOL asked what would happen to Cook Inlet
production if ASAP provides all of the in-state consunption
"times two."

MR. BAKER recalled in 2009 there was concern that Cook Inlet
production was declining, thus North Slope gas was sought.
Five years later, due to new exploration in Cook Inlet, that is
| ess of a concern; however, Railbelt utilities do not have | ong-
term supply contracts from Cook Inlet resources.

CO CHAIR VAZQUEZ related that Chugach Electric Association has
gas contracts from Cook Inlet through 2019.

REPRESENTATI VE CLAMAN noted the Class 3 burner tip cost estimte
is an increase of alnobst 40 percent fromthe estimate in 2012.

MR. KLEPPIN answered that the significant driver in the tariff
i ncrease was additional construction costs of $2.3 billion; in
addition, in 2012, an 11 percent return on equity was assuned
i nstead of 12 percent.

MR. BAKER acknow edged the burner tip costs are attractive for
Fai rbanks, but not for Anchorage, although there would be |ong-
termprice stability.

MR. KLEPPIN said Hilcorp entered into a consent decree to cap
gas prices through the first quarter of 2018, and it is unclear
what wi ||l happen to gas pricing after that date.

MR. BAKER referred to Governor Bill Walker's Admnistrative
Oder 271 (AO 271) [the executive order which stopped
nondi scretionary spending on ASAP], and noted that in response,
AGDC has ensured that it is only working on the nobst essential
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aspects of ASAP; in fact, everything possible has been del ayed
and the spend plan through 2016 has been reduced by 60 percent,
from $150 mllion to $60 mllion (slide 16). In that regard
schedul e changes have been driven by the alignnent of ASAP to
t he AKLNG FEED decision (slide 17). New nenbers to AGC s board
attended their first neeting, and the board passed Resolution
2015-01, which directs that subject to wi thdrawal of AO 271,
AGDC staff w il prepare a rough order of nmagnitude scope,
schedul e, and budget associated with two potential upsizing
scenarios for ASAP on or before 4/9/15 (slide 18).

11:59: 09 AM

CO CHAIR COLVER recal l ed previous testinony that AGC permtting
by the Corps of Engineers is on hold pending the resolution of
potential changes.

MR. BAKER said the supplenental EIS process was initiated for
ASAP and went through public scoping, and evaluation docunents
were filed. On 3/2/15 the Corps of Engineers notified AGDC it
has suspended activity on the draft supplenental EIS.

COCHAIR COLVER inquired as to whether the state or AGDC has
clarified the Corps of Engineers position.

MR. BAKER assured the commttee the process with the Corps of
Engi neers has not been stopped or cancel ed, although an anmended
docunent for the |atest right-of-way changes has been held back
as well. The concern is that adding conpressor stations along
the pipeline, or increasing the size of the footprint of the gas
conditioning facility may require AGC to nodify the
supplemental EIS to the point that it wuld have to be
reinitiated. M. Baker returned to the presentation and
provided a history of the basis for the design of ASAP (slide
19). The reconfiguration strategy directed by AGC s board is
as follows: increase the state's |everage and options; expand
ASAP volune and capacity; extend termnus to tidewater; design
for both in-state and export markets; use existing funds; build
on existing work products; avoid duplication (slide 20).
Initial paranmeters tasked to AGDC are as foll ows: mai ntain 36"
dianeter pipe; nmaintain |lean gas conposition; pursue pipeline
and a gas conditioning facility on the North Slope; develop
rough order of magnitude cost and tineline to |look at the pipe
currently in design and at a higher strength pipe (slide 21)

Critical success factors for a North Slope gas pipeline project
are as follows: mai ntai n alignnment between the state and North
Sl ope producers; ensure the state's ability to advance a project
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that is viable and economic if AKLNG falters; obtain concurrence
of AKLNG joint venture partners; ensure a conplenentary versus
conpetitive orientation; maxi m ze financi al resources to
accelerate a FEED decision and to |leverage public resources
(slide 22).

12: 05:57 PM

ADJ OURNVENT

There being no further business before the conmttee, the House
Special Commttee on Energy neeting was adjourned at 12:05 p. m
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