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PRESENTATI ON:  ALASKA LNG FUELI NG ALASKA'S FUTURE PROQIECT
UPDATE - BY EXXONMOBI L DEVELOPMENT COMPANY

1: 31: 08 PM

Co- Chair Neuman revi ewed the agenda for the day.

#hb3001
House Bill No. 3001

"An Act nmaking supplenental appropriations; making

appropriations to capitalize f unds; maki ng
appropriations to the general fund from the budget
reserve fund (art. IX sec. 17, Constitution of the

State of Alaska) in accordance with sec. 12(c), ch. 1,
SSSLA 2015; and providing for an effective date."

1: 31: 33 PM

NPRESENTATI ON: ALASKA LNG FUELI NG ALASKA'S FUTURE PRQJECT
UPDATE - BY EXXONMOBI L DEVELOPMENT COMPANY

STEVE BUTT, SEN OR PRQIECT MANAGER, EXXONMOBIL DEVELOPMENT
COVMPANY, introduced hinself and provided sone of his
background. He stated that as the senior project manager
for the Alaska's Liquefied Natural Gas Project (AKLNG he
wor ked for the conpanies that forned the project, including
the state. He relayed that AKLNG was fundanentally
different because it had the state as partner. He expl ai ned
that the state had converted a derivative claim on the
revenues from production on the North Slope into its 25
percent share of the project to align the gas equity shares
from the slope shares to the project shares. He continued
that the state paid for 25 percent of the project cost. He
mentioned a recent project wupdate given in Palnmer. He
encouraged questions from the conmttee, and wanted to
engage in dial ogue.

1: 33: 59 PM

Representative Gara thanked M. Butt for attending the
meeting and queried M. Butt's rank in the organization.
M. Butt stated that in Qatar he was responsible for the
startup of the largest LNG trains in the world, and Exxon
was the largest builder and operator of LNG in the world

Exxon was actively pursuing about three LNG projects in
different parts of the world, and AKLNG was by far the
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| argest. He conveyed the chain of conmmand relative to his
position in the conpany.

M. Butt introduced the PowerPoint Presentation: "Al aska
LNG Fueling Alaska's Future" (copy on file). He stated that
he was one of about 3,500 people involved in the project,
in addition to several hundred contractors.

1: 36: 10 PM

M. Butt directed the conmttee's attention to slide 2:
"Alaska LNG - Project Overview." He explained that there
were two anchor fields on the North Slope, Prudhoe Bay and
Poi nt Thonson; which should be starting production early in
2016. Prudhoe Bay held the najority of the known gas on the
North Slope, with about three-quarters of the 32 trillion
to 35 trillion cubic feet of gas between the two fields. He
di scussed the Point Thonmson gas expansion, and rel ayed that
operators were working on drilling the 17 well, (a step-out
well), wth tw other wells conpleted. He directed
attention to a photo of operators bringing in the nodul es
that would do the conpression and provide about 10,000
barrels a day of condensate. He discussed the parties
conprising the Point Thonson operators: ExxonMbil (62
percent), BP (30 percent), and ConocoPhillips (5 percent).
The operators had invested about $4 billion to bring the
Point Thonmson project online, and had a great safety
record.

M. Butt discussed the inportance of Prudhoe Bay, due to
its size and being the site for the CO2 which would be
processed. He would try to provide information about the
potential success of the project. He directed attention to
a photo of the central gas facility at Prudhoe Bay, where
AKLNG would tie in to get the gas for treatnment. He
expl ained that the Prudhoe Bay operator had used the gas
for reinjection to keep the pressure in the oil line.
Prudhoe Bay had produced between 7 billion to 9 billion
cubic feet of gas per day for forty years. He shared that
t he Prudhoe Bay and Point Thomson operator had successfully
worked with the Alaska G| and Gas Conservati on Conm ssion
(ACCCC) to secure permssion for gas export for the first
time. He furthered that a facet of the decision was
permssion to take CO2 coming out of the AKLNG project and
reinject it back into the Prudhoe Bay field. He discussed
the large amount of CO2 present in the Prudhoe Bay field

and conpared it to other LNG project source fields, nost of
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which had nuch less quantity. The CO2 processing was an
enor nous undertaki ng which added to the expense of the gas
treatment plant, and would cost the project $10 billion to
$12 billion. He described the process by which the gas
could be returned to the ground, after an extraction
process at a treatnent facility.

1:41: 37 PM

M. Butt discussed the integration of the AKLNG project and
the fields, and suggested that it was a fundanentally
different construct than traditional pipeline projects. In
a traditional pipeline project such as the Al aska Pipeline
Project (APP) and the Alaska Gas Pipeline (Denali), Federa
Energy Regulatory Commi ssion (FERC) regulations dictated
that the people who built the pipeline were unable to talk
to the people who sourced the gas because it was consi dered
an anti-conpetitive act. Since AKLNG was an integrated
project for export, under FERC Section 3 all parties in
AKLNG  (who owned t he resource as wel | as t he
infrastructure) were allowed to comunicate, which allowed
for beneficial project integration and extensive cost
savings. He highlighted the inportance of how AKLNG was
different than its predecessors, and thought the nost
fundanmental difference was how the project was designed for

a higher |evel of integration and higher |evel of
al i gnment .
M. Butt continued discussing slide 2, informng the

commttee that once AKLNG brought the gas in for cleaning
and treatnent, production would equal approximately 3.3
billion cubic feet per day, or about 15 times as nuch gas
as the state of Al aska used. The gas would provide fuel

in-state gas needs, and at the bottom of the pipeline there

woul d be about 2.5 billion cubic feet available for export.
The pipeline would nove the gas between the treatnent and
the liquefaction plant and was 800 mles long wth a

confirmed route. He discussed the size of the pipeline and
related that the project had focused on the 42-inch
pipeline after research indicated it was sufficient. The
state had requested that the AKLNG project review a |arger
di aneter (48-inch) pipeline. The project had received the
42-inch pipe materials for testing froma mlIl in the Lower
48, and the 48-inch pipe materials were ordered from a
pipeline in Asia. He noted that AKLNG was continuing to
work with Lower 48 suppliers to see if a conpany could be
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found to meke 48-inch pipe, which as of yet was not
possi bl e.

1:44: 37 PM

Co- Chair Neuman asked if there were projects in the United
States that had used 48-inch pipe. M. Butt stated that
there were two that he knew of. He thought there were
additional factors to consider than just the dianeter of
the pipeline. He asserted that the AKLNG pipeline was
different than any other pipeline in the world; and
consisted of five different types of pipeline based on the
presence of cont i nuous per maf r ost di sconti nuous
permafrost, and other geologic factors in the pipeline
route. He discussed the strain-based |ine that was needed
to span the area between the Brooks Range and the Al aska
Range. The project's 42-inch line was 22 to 25 percent
heavier than any other 42-inch pipeline built. If AKLNG
were to go to a 48-inch pipeline, it would be 60 to 65
percent heavier than any other 48-inch pipeline built
because the wall thickness was so great due to high rates
and pressures on the line. He relayed that every joint of
the pipe had to be custom nade and custom fornmed from 4-
foot wide pieces of plate steel; after which it would be
noved, coated, welded, joined, and set in the ground.

1: 48: 11 PM

Co-Chair Neuman remarked that there had been anendnents to
SB 138 to account for the cost of upgrades to highways and
bridges that would handle the extrene wei ght of the project
materials. M. Butt agreed, and stated that the effects and
expense were open for analysis and review He relayed that
the prelimnary front-end engi neering and design (Pre-FEED)
stage of the project would include testing of project
execution capabilities (infrastructure), and the project
had regul ar neetings and di scussions with the Departnent of
Transportation and Public Facilities to discuss the
ram fications. He did not think the issues were resolved

and thought they needed further exam nation. He discussed
the different transportation needs for the two pipe sizes,
and specified that it would take approximately 150 thousand
truckl oads of pipe to nove a 42-inch system and woul d take
230 thousand truckloads to nove 48-inch pipe. He continued
that as the project design and size of pipe changed, so
woul d the potential effects on transportation systens. He
summari zed that there was still nmuch to be discussed and

House Fi nance Conmmittee 5 10/ 30/15 1:30 P. M



deci ded pertaini ng to mtigating t he ef fects on
transportation.

Co- Chair Neuman asked about the potential weight of trucks
transporting materials for the project. M. Butt thought
that the trucks could handle 12,000 to 15,000 pounds each

depending upon the size of the truck and the size of the
| oad. He added that the weight cal culations would be worked
into project |ogistics studies.

Representative Gara discussed the amount of gas needed for
reinjection during oil production. He asked about COQ2 in
lieu of gas being used to support oil production.

1: 50: 59 PM

M. Butt responded that the gas had been used by the
Prudhoe Bay operator to sustain oil production for 4 years.
He clarified that the practice had presuned different
ratios of the anobunt of oil and the anpbunt of gas in the
reservoir, and as the reservoir had matured, there was nuch
nore gas than oil. He stated that there was no benefit to
putting the CO2 back in the ground, and referred to a
practice in Wst Texas where the reinjected CO2 physically
bonded to the oil and reduced its viscosity, but utilized a
different type of oil. The project did not think it would
use the CO2 for tertiary or oil production benefits, and
the Prudhoe Bay operators subsurface teans had |ooked the
best way to nove forward. The project considered the CO2
for pressure support, and thought the ground was the best
place for the CO2 because of a potential greenhouse gas
effect. He highlighted the inportance of the AOGCC ruling
that gave the Prudhoe Bay operator the right to reinject
the CO2 in Prudhoe Bay.

1: 52: 50 PM

Representative WIson asked about the quality of the gas
comng out of the ground after having been reinjected. M.
Butt relayed that the operators had been doing a great job
taking the gas out of the ground, and putting the gas back
into the ground; and had done so alnost four tinmes. He
di scussed the concept of "stripping,"” which happened in the
process of taking the gas out of the ground, whereby
l[ighter liquids associated with the gas were renoved and
sold through the Trans-Al aska Pipeline System (TAPS). The
gas produced for AKLNG was called "dry," indicating it had
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been stripped, and there was no sellable product with in it
such as butane or pentane.

1:54: 43 PM

Representative WIson asked if the stripping process
i ncluded propane. M. Butt responded that propane could be

recovered under the vapor pressure |limts in TAPS. He
stated that there was very little propane in the gas; after
being stripped, blended with the crude oil, and sold as a

bl ended stream He discussed ethane, which was al so present
but was difficult to renobve from the gas. He thought
knowl edge of the gas conposition was another factor that
enhanced communi cati on and was favorable for success of the
project; and noted that other previous projects did not
have the sane benefit due to being restricted by FERC 7.
The APP and Denali gas treatnment plants were about a third
bigger than the Prudhoe Bay plant, to the cost of an
additional $2 billion. The previous projects had operated
under constraints that AKLNG was not subject to. He
di scussed the liquefaction facility, which made the gas
cold and would then shrink by about 600 tinmes and
facilitate the gas for export. The plant was built
primarily for the benefit of the reduction of volunme of the
fluid.

1: 57: 30 PM

Representative Edgnon nentioned a recent article about a
giant field discovery in Egypt. He thought M. Butt had
menti oned the advantage of know edge of the gas content,
which would provide greater «certainty regarding future
busi ness contracts. M. Butt explained that the certainty
was nore related to the location of the gas, therefore
additional well drilling was not needed. As |ong as Prudhoe
Bay continued to operate well, there would be a good oil
stream and operation providing the gas. He continued that
AKLNG as an infrastructure was very expensive, however
accessing the gas to fill the infrastructure was relatively
cheap. The benefit was the certainty and the cost.

1: 58: 58 PM

Representative QGuttenberg discussed the tine span of TAPS
and nentioned the relationship wth Alyeska and the
devel opment of the North Slope, which he thought was
uni que. He inquired about the differences in facilitating a
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final product with four project partners. M. Butt thought
that the TAPS owners and equity participants were very
different than the AKLNG ownership equities in the fields
that provided the product. He referred to transfer points
at the ends of the pipeline, where the product was being
sold from one group of investors to a different group of
investors. He asserted that every tinme there was a transfer
point in a systemthere was taxable events, questions about
value transfer, and often there was value |eakage. If the
anount of gas owned at the top of the pipeline was
equivalent to the anobunt of project they owned in the
m ddle, there would not be value transfer points or
opportunities for value |eakage. Rather, AKLNG would be
physically connecting the equity shares of the fields in
the North Slope to the buyers. He referred to AKLNG havi ng

| earned from TAPS, and discussed past litigation about
val ues and points of difference wth regard to what should
have been done differently. In consequence, the system

woul d ensure that the parties involved in AKLNG did not
need to go through points of value transfer or value
| eakage.

2:01:34 PM

Representative GQuttenberg nentioned that AGDC had been
asked quite a few questions about setting up a subsidiary
corporation to do certain things. He referred to mxing
project funds in different proportions and wondered how
many woul d be needed order for AKLNG to operate.

M. Butt thought that it was the state's choice as to how
it wanted its project shares represented. He thought that
sinpler project structures were better, and highlighted the
inportance of having all the project partners working
t oget her.

2:02:54 PM

Representative Cuttenberg noted that in some cases he had
seen project sponsors invest in different conponents of the
project, at times through a financing conpany or subsidiary
corporation. He wondered if the practice was typical for a
proj ect such as AKLNG

M. Butt responded in the negative, and suggested that what

Representative GQuttenberg had described was a conplex
system in which many different parties cane in, and could

House Fi nance Conmmittee 8 10/ 30/15 1:30 P. M



lead to value |eakage. He iterated that a core design
el ement of AKLNG was to try and understand the state share
of the gas, because the three producers purchased the right
to produce the hydrocarbon, and preserved the right through
continuing to operate consistent wwth the | eases. The state
had a derivative right to the revenues generated by the
production. He furthered that the intent of AKLNG was to
transfer the derivative right into a volune of gas so that
the four parties could work together. He thought the
scenario of different parties paying for different project
conponents was not consistent with the overriding concept
of alignment that the project was striving for, and did not
pronote success. He referred to the very narrow profit
margins in the LNG market, and rem nded the conmttee that
the current price of LNG was half that of the previous year
at the sanme tine. He enphasized that the ability to be
successf ul in the LNG business depended upon being
ef ficient and keepi ng costs down.

2: 05:51 PM

Co- Chair Thonpson asked how the state had achieved 25
percent equity in the project. M. Butt explained that in
2011 and 2012, there was mnuch discussion regarding how the
project mght work. The project partners had di scussed past
projects in which the state was not a direct participant,
and in which all four parties were not participating at the
sane tine. The past projects were exanmned as |earning
opportunities - none of the projects had been effective and
it was clear to the partners that better alignnment with the
soverei gn was needed. He noted that successful LNG projects
around the world had the state as a partner, and gave
exanpl es of joint ventures. He discussed tax structures and
the state's royalty clains at Prudhoe Bay and Point
Thonmson, and relayed that the conbination of clainms on the
revenue stream added up to 21 or 22 percent. Through many
di scussions wth the state and project parties, the
derivative shares were translated into a gas share of the
AKLNG pr oj ect.

Co- Chair Thonpson asked if there was 3 percent added to the
states share to nmake the total equal 25 percent. M. Butt
replied that 25 percent was a Ilittle nore than the
derivative shares had added up to, and the anobunt was part
of the negotiation process to have all parties ready to
nove forward.
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2:08: 04 PM

Vice-Chair Saddler asked about a royalty in-kind (RIK)
deci sion, and wondered (from Exxon's perspective) if it was
essential to the progress of the project. He further
gueried as to whether it was still possible for the project
to nove forward if the state did not nmake the RIK decision

M. Butt explained that the R K decision was a commerci al
decision. He referred to slide 5, which differentiated
activities as comrercial work (done by the co-venturers and
the state), and work in the scope of the Joint Venture
Agreenment (JVA) project team (done by the AKLNG project
team). He related that RIK was franmed as an inportant
el enent of the project during discussions on SB 138 [oil
and gas |egislation passed in 2014], as it gave the state a
share of gas rather than a derivative right to a claim on
sone vol une of revenue.

Vi ce-Chair Saddl er was unclear about M. Butt's explanation
and was unsure if he was saying yes or no. M. Butt thought
it was very inportant that the state nmade a clear decision
and it would be part of enabling sone of the broader
commerci al discussions that needed to happen (outside true
AKLNG proj ect worKk).

Vi ce-Chair Saddl er sumari zed t hat M. But t was
communi cating that the answer was "close to a yes." M
Butt agreed.

2: 09: 49 PM

Representative Pruitt expressed interest in the FERC 3
di scussion, and thought it was conpelling that the AKLNG
producers and line operator/owners could have discussion.
He referred to data on the North Slope and wondered if
there was sonething to prevent project parties from using
the data in the future if the AKLNG project were not to go
forward

M. Butt clarified that the North Slope data was held by
the Prudhoe Bay operator on Prudhoe Bay, and the Point
Thonmson data was held by the Point Thonson operator on
behalf of the working interest owners in the units. He
t hought the true North Slope data was outside the purview
of the AKLNG project. He wondered if Representative
Pruitt's question specifically pertained to data around the

House Fi nance Conmmittee 10 10/ 30/15 1:30 P. M



project and how it flowed to the JVA participants. He
specified that it depended upon the |ocation of the data
because the state had different agreenents wth two
different representatives. M. Butt conveyed that he was
not party to the agreenments, and could not speak to them

2:11: 54 PM
M. Butt advanced to slide 3, "Alaska LNG - Project
Overview." He recognized the project's safety success

record, and reported that the project had conpleted the
sumer field season without a single safety incident. He
menti oned the 250 field enployees, 80 percent of which were
Al askan, and many of whom were archeologists and
scientists. He discussed the building of a safety culture,
setting up a long term systemin which people were aware of
ri sks and how to work safely.

M. Butt estimted the project spending to date to total
approximately $430 million to $435 mllion, with about $110
mllion spent on concept design, about $305 mllion spent
through the end of Septenber, wth estimated nonthly
spendi ng at about $30 mllion. He thought that through the
end of 2015, spending would be over $500 mllion. He
rel ayed that the project had about 80 percent of the design
work conpl eted; before and not including the project had
agreed to do additional work on the 48-inch system which
was a design scope change. The sumer field work was
conplete. He explained that the work program and budget
(WP&B) had been conpleted and submtted to the project
partners. He clarified for the commttee that on Decenber
4, 2016, all parties remaining in the project were required
to make an affirmative election on the WP& for 2016. In
the event that any partner elected to not invest in the
project and nove forward, the project would go in to w nd-
down stage or woul d cease.

2:15:14 PM

M. Butt referred to previous presentations, noting that
there were key messages that had been consistent in every
project review for the last three to four years. He
enphasized that the integrated AKLNG project was nuch
bi gger and nore conplex than just a pipeline. The pipeline
itself was conprised of five very conplex and different
pi eces of the pipe, each one nore conplex than any pipes
built in the Lower 48. The gas liquefaction and treatnent
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facilities were major project conponents, and constituted
75 percent of the total project cost. He proposed that
Al aska and Rhode |sland were analogous to conparing AKLNG
and other pipelines in the world. He enphasized that to
have a product that could access nultiple markets, the gas
must be |iquefied and cleaned. Unlike past projects such as
APP and the Denali Pipeline, AKLNG could nobilize the gas
for transport instead of having fixed point pipelines that
may not termnate in an area with a market for LNG After
noving the gas to favorable markets, AKLNG could hopefully
get long-term agreenents to secure the project, but would
al so have flexibility.

M. Butt remnded the commttee that being regul ated under
FERC Section 3 [the federal standard applicable to export
projects] allowed for full integration of the project. He
continued that AKLNG had been able to get export
aut hori zations; the project had both a free trade agreenent
for export and a non-free trade agreenent for export. There
were only about three other projects in the United States
that had the same distinction, and AKLNG had been able to
secure the authorization through a Iot of support from the
federal governnment. He recogni zed the Al aska del egation for
their efforts and reported that the project had started
meetings with the federal admnistration starting in 2012,
resulting in hastened authorizations. He reiterated the

benefits of integration between the resource and the
proj ect .
2:18:49 PM

M. Butt continued by explaining that within TAPS there
were transactions, wthout the level of integration from
being regulated differently. He stressed that AKLNG was
regulated differently and permtted differently, which
allowed for greater efficiency in design and regulatory
work. He restated that past projects in the state did not
have the sane strength

Co-Chair Neunan asked if there was a different type of
proj ect configuration other than integrated.

M. Butt responded that there were projects in which there
were several different parties that owned different things,
and each party sold in a chain. He pointed out that under
some such scenarios every single transaction was a taxable
event, and each party wanted sone conpensation for their
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element of the work. He furthered that in the Lower 48,
there were a ot of FERC 7 pipelines that were simlar to
TAPS. In the LNG business it was very unconmon to have a
non-integrated project due to the project conplexity and
reliance on long-term contracts. He summarized that in the
LNG business, non-integration configurations were very
uncommon, but in other businesses it was very common.

2:20: 25 PM

Vice-Chair Saddler remarked on the niceties of FERC
regul ati on, but t hought the inplications were not
abundantly <clear. He inquired about FERC 3 regulation
allow ng for design integration; and understood that under
that scenario there was one entity, no value |eakage at
each transaction point, and a sinpler programto conplete.

M. Butt agreed, and added that wunder FERC 3 an entity
would be shielded from anti-trust |aws, under different
regul ations, and with different types of access governed by
di fferent conpetition |aw

Vi ce-Chair Saddler inquired about a distinction between the
AKLNG project and past LNG projects. He wondered if M.
Butt could nmake a summary statenment or outline the el enents
that would represent differences in the AKLNG project and
previ ous projects.

M. Butt discussed the Yukon Pacific project, which had
advanced farther than other projects in the 1980's, and had
received an environnental i npact statenent (EIS). He
furthered that the project had relied on CO2 venting, did
not have a lot of investnment for CO2 renoval, and could not
put any of the CO2 back into the ground. The project also
had no nechanism to integrate with the upstream There had
been many unresolved technical <challenges, and Yukon
Pacific was never able to nobve the project forward. He
menti oned other projects which had |ooked at having
different parties own things separately, and reiterated the
costliness of nmaking value transfers at different junctures
in a project. He suggested that such a nodel would only
work when there was a trenendous anount of value to be
shared between the nmany additional parties. He restated the
efficacy of having four parties at the table who had either
purchased the right to the gas or had a right to the gas
through the constitution; and as such, the parties governed
how the project worked. The nore parties and nore fornms of
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conpensation paid to broader groups, the nore likely it was
that a project would not be successful.

M. Butt pointed out a bullet on slide 3, and highlighted
"cost of supply", which he described as the ultimte netric
for the conpetiveness of any LNG project. He enphasized
that AKLNG conpeted in a very conplex global market; buyers
were considering how to do the best for their econony and
future generations. Buyers were excited by new sources of
demand, and did not want to pay any nore for the comodity
than they had to.

2:24: 24 PM

Vi ce-Chair Saddler discussed other projects and nentioned
the Denali Pipeline Project, the Alaska Gasline Port
Aut hority Project, and the SGDA Pipeline Project. He
wondered if M. Butt wanted to discuss distinctions between
AKLNG and the three projects. M. Butt related that the
Denali Pipeline Project was an agreenent between two of the
producers to try and work together to nmake a pipeline
between the North Slope and the Lower 48. He thought the
Denal i project had worked hard, spending approxi mately $100
mllion; and pointed out that nmany of the sanme people were
invol ved in the AKLNG project. He enphasized that AKLNG had
| earned from the Denali project; but it was difficult for
Denali to be successful since they did not have all four
parties involved, and did not have the ability to work in
an integrated manner. He added that APP had shared the sane
chal | enges and had spent $330 mllion. Neither Denali nor
APP had advanced in the federal regulatory process as far
as AKLNG had with conpleted resource reports, a pending
ElIS, a docket with FERC, and secured export authorizations.

M. Butt discussed other projects, and suggested they were
i ndependent projects in which the projects were conpletely
separate from the resource owners. The independent projects
physically had purchases and sales at the top and bottom
which led to value transfer and an opportunity for taxation
and value |eakage. He reiterated the inportance of trying
to be as integrated as possible, matching the equity in the
project and the equity in the fields. He thought the
sinplicity of projects with integration would mtigate the
high |evel of skepticism and mstrust created by seeing
projects that had started and stopped w thout achieving
success. He thought the projects that Vice-Chair Saddler
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nmenti oned were structured in a way that was less likely to
be successful than AKLNG

2:27:09 PM

Co-Chair Neuman referred to the value | eakage that M. Butt
had nmentioned. He wondered if one of the producers were to
wi thdraw from the AKLNG project, would it bring the profit
mar gi n down enough to make the project non-economc.

M. Butt thought that if one of the producers withdrew, it
woul d not change the econom cs of the project. Rather, the
situation would present a challenge as to how to preserve
alignment wthout having all the parties that own the
source of gas as part of the project. Additional concerns
pertained to getting the gas into the system and keeping
the project going. He summarized that Co-Chair Neuman's
guestion had nany possible answers. He reiterated that cost
of supply was the nost inportant netric.

Co- Chair Neunman asked that if one of the producers were to
wi t hdraw, woul d AKLNG need to be reauthorized for FERC 3 or
be authorized under FERC 7. M. Butt replied in the
negati ve.

2:28:25 PM

Representative WIson asked about the 2016 WP&B, and
wondered what the state share of the budget would be on
Decenber 4, 2015.

M. Butt responded that the project budget included
approximately $211 million for very specific tasks, $30
mllion for conditional itenms with pending variables (e.g.
48-inch pipe materials) for a total budget of $240 million;
and the state's 25 percent share was about $60 mllion.

Vi ce-Chair Saddl er thought many Al askans were interested to
know if they would be able to get in-state gas. He asked
about current provisions for off-take and wondered if any
pendi ng decisions about off-take would be nade before the
Pre- FEED st age was concl uded.

M. Butt thought that nost people wanted to know how the
project would inpact their energy bills. He specified that
SB 138 contenplated five off-take points, and that AGDC had
been |ooking at many different designs for the nunber of
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of f-take points. He thought the nunmber of off-take points
was |less inportant to the project than flexibility in the
initial design, since once the project was built it would
not be easy to change. He furthered that LNG was a flexible
product, and the state had nost of its population near the
coast. He continued that once LNG was transported on the
water; it was for the state, Al aska Industrial Devel opnent
and Export Authority (AIDEA), and other groups to decide
whi ch of the many ways to transport the gas. He stated that
his role on behalf of the project was to determ ne how to
take the resource from the North Slope and build the
infrastructure at the |lowest cost to supply. He added that
the off-takes were outside his purview and he nmay not have
been the best person to answer.

Vi ce-Chair Saddler commented that his understanding of the
design process was that the producers wanted a | ow cost
delivery of their supplies; whereas the people of the state
wanted to ensure they had the opportunity to have gas
delivered at nultiple locations, which was costly. He
wondered if M. Butt could characterize the status of the
deci sion regardi ng of f-take points.

2:31:21 PM

M. Butt thought the question would be best answered by
AGDC, since it had examned many options for off-take
points. He furthered that AKLNG had picked the route of the
pi peline where there was the |owest environnmental inpact,
whi ch gave the highest probability of being successful. He
t hought there was a lot of flexibility around off-takes
t hat coul d be di scussed.

Representative Minoz asked about the request of the
adm nistration to have gas pledges from the producers by
early Decenber 2015, and wondered about the inpact of the
requirenent if it was not net. M. Butt comented that the
pl edges were a comrercial or marketing issue, which was
outside the project purview He restated the recurring
themes of alignment, risk, and cost; stating that he had
tal ked about the three subjects in every presentation. He
considered questions such as the gas pledges to be
concerned with alignnment, and alignnment was needed to get
the costs | ow enough for project success. He thought that
such questions should be bilateral discussions between the
state and the other party, and restated that they were
out side of his purview
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2:33: 05 PM

Representative Minoz indicated she would follow up on her
guestion at a | ater date.

Representati ve Kawasaki wanted to clarify the meaning of
the Decenber 4 election. He thought he had gleaned from
testinmony from TransCanada that if the legislature were to
take no action and no bills were to pass at present,
TransCanada might be in a position to vote "no." He
wondered if at that point all progress on the project would
cease. M. Butt answered in the affirmative.

Representati ve Kawasaki stated he did not want the project
to cease in that manner, but wondered how the project would
unwind if it were to happen

M. Butt clarified that the project had only done a little
thinking on the eventuality of project cessation, and
thought it was inportant to focus on the success case
scenario. He reported that there was always secondary
pl anning in place. He shared that TransCanada and AKLNG had
been building sone detailed plans as to how TransCanada
m ght transition out its AKLNG enpl oyees over tine.

Representati ve Kawasaki asked about the hypothetical fate
of the information and data that had been conpiled for the
AKLNG project (from the Alaska Gasline |nducenment Act
(AG A) and other sources), in the case that the project
ceased.

M. Butt specified that the data that cane in to the
project was owned in different places by different parties.
He furthered that any old data would either held by the
parties or the derivative parties; and the final outcone
woul d depend upon the type and origin of the data in
guesti on.

2:36:26 PM

Co- Chair Thonpson wondered if the state was spending too
much time working on project cessation scenarios and
wi t hdrawal agreenents, and asked if it mght be slowng
down the process. M. Butt did not think it was his purview
to tell the different parties how to invest resources;
however, successful LNG projects focused on getting costs
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dowmn and working together to solve problens. He posited
that any tine project partners were not working together to
resolve problens and get costs down was tinme not spent
towards a success goal .

2:37:16 PM

Representative Edgnon wondered how, in a period of |ong-
term depressed commodity prices, the project wuld go
forward. He discussed risk and referenced third quarter
earnings that were vastly different than earnings the
previ ous year. He thought the project nmay have to succunb
to budget cuts if the trend continued. He acknow edged the
project partner alignnent, but thought perhaps the project
could becone a casualty of reductions in terns of global
oper at i ons.

M. But t concurred W th Representati ve Edgron' s
suppositions. He noted that the ability to nove the project
forward was represented in upcomng slides. He reiterated
that as the project noved forward the costs would go up,
and it was necessary to have confidence that the project
woul d be a profitable venture. He pointed out that LNG was
selling for half the price it was a year previously. He
referred to public data that had been provided by enalytica
pertaining to the cost for AKLNG to generate a volunme of a
mllion BTUs of LNG He discussed the cost of LNG
production and quipped that if a project was |osing noney
on a unit cost basis, it shouldn't try and make up for it
in vol une.

Represent ati ve Edgnon asked about direct conpetitors to the
AKLNG project; and asked M. Butt to characterize what was
happening in British Colunbia and whether it was considered
a direct conpetitor. M. Butt nentioned new projects in
Western Canada, the @ulf Coast, East Africa, the Pacific
Rim and Australia; and remarked that they were all vying
for growh in the LNG markets. He specified that currently
the LNG market was about 270 mllion to 280 mllion netric
tons annually. He hoped the AKLNG project would start in
2024 or 2025; and estimated that as energy denmand grew
(with population growth) the volune of LNG demanded would
be in excess of 400 mllion tons. He concluded that there
was growth in the LNG market, and stated that it was the
fastest growing sector of the energy market due to its
flexibility. He continued that LNG had the |owest carbon
em ssions of fossil fuel s, and had sone structural
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advant ages. He thought the state was as invested in the
project outconme as he was; and enphasized working on cost
reduction, alignnment, and risk reduction. He discussed
geographi ¢ advantages of the AKLNG project; such as col der
tenperatures resulting in greater yield, and the close
distance to the Asian narket with |ower shipping costs. He
t hought the challenge was overcomng the treatnent costs
managi ng the CO2, and managing the 800 mles of pipe. He
reiterated that there was active conpetition to the AKLNG
project, but enphasized that project participants had a
hi gh | evel of conmtnent.

2:44: 05 PM

Representative Gara asked if there was any realistic hope
that China's announcenment to reduce CO2 em ssions m ght
have a positive effect on LNG prices. M. Butt thought all
such factors nattered, and added that popul ation growth was
also an inportant factor in driving the demand of LNG He
di scussed the forecast population growh and environnental
chal l enges in China, and suggested that the factors boded
well for the future of LNG He enphatically restated that
the only way to ensure project success was to establish
alignnent between the four resource parties, preserve
alignment in the project, and work together to drive down
cost s.

2:45: 52 PM

Vi ce-Chair Saddl er asked what Al askans should infer from
Exxon's recent application to AOGCC to go to gas expansion
operation at Point Thomson (as opposed to cycling and
condensate production). M. Butt commented that the intent
was to find a way to use the resource at Point Thonson to
support a gas export scenario such as AKLNG He continued
that there were different ways to do it, and thought
cycling was self-defeating since a great deal of fuel was
used to nove nolecules around, and at sone point the
product being noved would not pay for all the fuel that was
bei ng used. He enphasized the inmportance of when and how
energy was noved out of resources such as Point Thonson. He
recogni zed the Prudhoe Bay operator for nmaximzing oi

production through their good work in maintaining reservoir
pressure and gas reinjection at Prudhoe Bay. He comented
that there was less and less oil remaining, which is why
AOGCC had supported Prudhoe Bay offtake as well as Point
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Thonmson of ftake. He thought the exciting part of the AOGCC
ruling was that they also allowed for CO2 reinjection.

2:47:27 PM

Representative Quttenberg discussed the upcom ng decision
as to whether AKLNG would hire a gas marketer who had
expertise in the field to aid in decision naking. He
inquired about the tineline for the decision, and wondered
how it would affect the project if the state did not have
the expertise to make the decision. M. Butt rem nded the
conmittee that he was not a nmarketer, and did not feel
qualified to tell the state when and how to bring in a
mar keter. He pointed out that the project partners all had
mar keting professionals that could comunicate wth the
| egislature (although not to each other). He referred to
the sensitivity of marketing activities wunder antitrust
law, which carried personal as well as civil penalties. He
suggested that the legislature open dialogue through the
mar keting organizations available to it through the
proj ect .

2:49:30 PM

Co- Chair Neuman asked what point in the project would be
appropriate to start the process of marketing gas. He
thought it mght be very early in the project process to
start marketing.

M. Butt turned to slide 6, which illustrated the
phased/ gated process of AKLNG project rmanagenent. He
di scussed early-phase project activities and asserted that
before nmoving from the Pre-FEED to the FEED stage of the
project, nore information on commercial agreenents and
commercial viability was needed. Even nore such information
was needed when noving into the final investnent decision
(FID)/Construction phase of the project. He thought the
anount of marketing information needed would be rel egated
to the confort level of the project partners as they noved
through the project phases. He reiterated that there were
marketing professionals available to talk wth the
| egislators one on one (larger sessions pertaining to
mar ket i ng advi ce could be considered collusion). He pointed
out that if the state elected to have its role be as a
direct marketer, the relevant discussion could also be
consi dered col lusion. He asked what Co-Chair Neuman thought
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was needed (in terns of marketing information) to nove from
one project phase to another.

2:51:38 PM

M. Butt reviewed the project team which he described as
incredi bly experienced (slide 4). He described that there
were about 135 people working in four different offices: an
office in Anchorage nmmnaging regulatory issues and
community affairs, an office in Calgary where the pipeline
was being designed, an office in Houston where the LNG
pl ant was bei ng designed, and an office in Denver where the
gas treatnment plant was designed. He explained that the
teans were in place in the chosen cities due to design and
contracting expertise in place in each location. He pointed
out that it was nmuch nore cost efficient to nove a small
nunmber of project team people to where the contract
experti se was.

M. Butt discussed the integration of the AKLNG team and
the process of how AKLNG jobs were staffed. He referred to
the principle of "the best player plays”, and el aborated
that there were organizational charts with specific job
descriptions wth clear deliverables and resourcing
requirenents. He outlined the staffing process by which
project roles were filled, where managers from each project
partner constructed lists of qualified enployees to
potentially fill roles in the project. He discussed
integration of enployees from all the partners using
bal ance and succession plans. The project sought balance in
the team (for diversity of ideas and diversity of
experience) and succession planning. He added that the
TransCanada transition would function through the sane
process.

2:56: 05 PM

Co- Chair Thonpson asked if the nenbers of the project
managenent team were required to sign a confidentiality
agr eenent .

\V/ g Butt stated that the enployees signed secondee
agreenents because every nenber of the team had full access
to all lead party systenms, processes, and tools. The

enpl oyees did not share such information with their parent
conpanies or other conpanies. He enphasized that the
agreenents were very inportant to AKLNG considering non-
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di scl osure agreenents in particular. He used the exanple of
the conpany that provided the chemcal to separate the CO2
from the gas, which had one of the nost strict
confidentiality agreenents that could be found. He
expl ained that the notivation for such a strict policy was
the protection of their chem cal fornula.

M. Butt discussed blanket confidentiality agreenents - he
qualified that individuals signed agreenents back to the
corporations. He related that he had signed only one

confidentiality agreenent; indicating that as an enployee
of ExxonMbbi | , he would honor al | confidentiality
agreenent s of ExxonMbbi | . He expl ai ned t hat t he

confidentiality agreenments of a conpany were binding to
every individual in the conpany.

2:57: 40 PM

Co- Chair Thonpson understood that AGDC had not signed a
confidentiality agreenent, and wondered if the corporation
was |limted in access to sone confidential information.

M. Butt stated that there were open discussions pertaining
to the agreenments, and two weeks previously there was a
regul ation posted for public coment by AGDC. Each of the
project partners sent a representative to raise concerns,
and the project team also sent its technical nanager to
rai se concerns. He continued that AGDC had al ready signed
sever al non-di scl osure agreenents, and it was future
agreenents that were open to question.

M. Butt enphasized that it was very difficult for AKLNG to
see how to proceed if AGC did not sign future non-
di scl osure agreenents. He di scussed t he necessary
docunentation during the Pre-FEED stage, including a
deliverables document to include definition of project
specifics. He thought there would need to be one docunent
avai lable to those who had signed agreenents, and another
docunent redacted for others who had not. He provided a
hypot hetical scenario in which AGC was in the room during
a discussion, and the discussion could not proceed if it
contained confidential information. He stated he had never
seen it done, and thought it would increase costs.

M. Butt thought that the word "confidentiality" often had

negati ve connotations, and sounded like there were things
to be hidden. He asserted that the agreenents were about

House Fi nance Committee 22 10/ 30/15 1:30 P. M



preserving the conpetitiveness  of the project. He
enphasized that if the state wanted the project to be
successful and globally conpetitive, it had to have access
to the best goods, services, and people; and that was a
standard on all LNG projects anywhere the world. He
reiterated that parties would not work with the project if
they feared their conmpany's livelihood and future would be
at risk. He summarized that the project really wanted to
have an open environnent where everyone would be able to
work together and see all the information. He restated that
the <confidentiality concept was all about nmaking an
envi ronnment where AKLNG could be a conpetitive project.

3:00: 42 PM

Co-Chair Thonpson did not think that there would be a
wor kabl e solution if AGDC did not sign a confidentiality
agr eenent .

Co-Chair Neuman asked if AGXC s failure to sign an
agreenent had al ready sl owed the pace of the project.

M. Butt thought that Co-Chair Neuman posed a great
guestion, and stated that the situation absolutely inpacted
the pace of the project. He was unsure if it had slowed the
pr oj ect down, but t hought t hat tinme spent on
confidentiality agreenments was tinme that could have been
spent on nore relevant and productive discussions on the
project. He acknow edged that the Pre-FEED stage was about
working together and finding alignnent; but the nore
difficult the process was, the harder it was to nove
forward

3:01: 32 PM

Co- Chai r Neuman had heard that the confidentiality
agreenent was confidential.

M. Butt stated that he believed that the |anguage in the
confidentiality agreement in question was subject to the
signature on it, and was part of the information that any
signatory did not release. He expressed respect and
under standing about the need for information, but avowed
that the project needed to very thoughtful about any
information it put in the public domain. He thought there
needed to be a process to sort through the problem
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3:02: 43 PM

Co-Chair Neuman asked if the WP&B was confidential, and
wondered what individuals or groups with the state could
reviewit.

M. Butt specified that the WP& was a JVA docunent that
had been released to the state gas team who were al
signatories to the confidentiality agreenent. He qualified
the docunment as "a road map" on how to build an LNG
project, and was sonething to be protected. He thought the
project needed to find a way to have enough transparency in
the process that people could have confidence, yet not
conprom se conpetitiveness.

3:03:49 PM

Representative Edgnon asked who nade up the Al aska gas
t eam

M. Butt stated that there was a broad range of people who
represented the state on other issues. He advanced to slide
5: "AKLNG Project Scope" to answer Representative Edgnon's
guestion. He pointed out the yellow "swim |ane" box which
represented the AKLNG project team and included a list of
all the issues the team nmanaged under the project. He
stated that he was accountable for the issues |isted;
i ncluding advancing the regulatory process, advancing the
design process, and driving costs down. He elaborated on
some of the acronyns listed on the slide and summarized
that the itens had to do with procuring entities to do the
next phase of work. The work was shared by project
partners, and the phase [Pre-FEED project scope, under JVA]
was where the partners could agree on how to nove the
project forward while driving down cost.

M. Butt continued that the state gas team was represented
by the blue swim | ane box depicted on the slide, including
commercial activities outside of the JVA and project team
He explained that the configuration [activities executed by
co-ventures and the state] was because different parties
had different ideas and different nethods. He qualified the
activities as commercial work, and reported that there was
probably an additional 100 or nore people doing the work

He specified that the state gas team was primrily
representatives to the blue swim lane, representing the
state on comercial issues, and issues that the state
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viewed as inportant to frame the project for success. He
detailed a nunber of the technical enployees that AKLNG
worked with on both sets of activities.

3:06: 07 PM

Representative Edgnon referred to slide 4, and asked about
positions on the organizational chart that were staffed by
enpl oyees of TransCanada. He wondered how the positions
woul d be addressed if TransCanada |eft the project. M.
Butt stated that the roles would be filled using the sane
principle as the rest of the team positions, and as the
project nmoved from the 15 TransCanada enpl oyees supporting
the project to zero, every position wuld be open to the
nom nati on process.

3:07: 06 PM

Representati ve Edgnon asked if there was a chance that the
vacant position could be filled with non-Al aska designated
enpl oyees.

M. Butt answered that the right people would be selected
after balancing and shaping of the team and enphasized
that the best candidates were preferred. He clarified that
everyone the participants put up for the jobs would be
consi der ed.

Representative Edgnon stated that he better understood the
value of TransCanada. He nused that the pipeline project
manager was from TransCanada, but it was not a foregone
that the replacenent candidate wuld be an Al aska-
designated position. M. Butt replied that it was possible,

and it would not be known until the candidates were
exan ned.
3:08:11 PM

Vice-Chair Saddler asked about the aforenentioned non-
di scl osure agreenents signed by AGDC, which he thought
sounded like a confidentiality agreenent. He thought it was
understood that AGC was not signing confidentiality
agr eenent s.

\V/ g But t clarified t hat AGDC had si gned sone
confidentiality agreenments in 2014 that were still in
pl ace.
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3:08: 55 PM

Vice-Chair Saddler asked if M. Butt (as the project
manager) was concerned about the kind of structure the
state used to hold its share of the project.

M. Butt had not considered the matter, and stated that he
was agnostic. He expressed care that the project stayed
al i gned, and expressed sensitivity to Representative
Edgnon's earlier question. He enphasized that AKLNG wanted
people from each partner involved in the project, and it
was in the best interest of the project. He thought the
staffing process was very sinple, and was unconcerned about
how the state carried out its process.

Vi ce-Chair Saddler asked if M. Butt had any objection to
AGDC stepping in to assune TransCanada's rol e.

M. Butt stated that there were sone great fol ks at ACDC,
and felt confident that there were individuals that could
fit into sone of the roles. He described famliarity with
AGDC staff.

Vice-Chair Saddler discussed the pace of progress and
whether the project was noving forward according to
established m|estones. M. Butt thought that the foll ow ng
slide mght address Vice-Chair Saddler's question.

3:11: 09 PM

M. Butt turned to slide 6, "Project Devel opnment Phases,"
which illustrated the phased/ gated process used to mnanage
|arge projects. He revealed that he would discuss what
happened in each project phase, and then would tal k about
the significance of the project gates. He signified for
Vi ce-Chair Saddler that once he addressed the two topics

he could nore adequately discuss how mlestones fit within
the overall process.

M. Butt elaborated that that each of the project phases
were intended to nmake the project nore understandable, nore
certain, and reduce risk. The concept select phase was
where the "how' of the project was defined; key questions
as to line size, location of gas and LNG plants, and pl ant
size were addressed. The current project phase was pre-
FEED, wherein the project endeavored to drive down costs
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advance regul atory work, and ensure the system design woul d
work and be executed. He highlighted that the system was
incredibly integrated, and used an exanple of the systenis
sensitivity to small changes to illustrate the inportance
of designing the conmponents together. The FEED stage
involved taking the sinple and rudinmentary designs and
making them nore conplex and wth specifications for
building that included a high level of detail. The fina

phase was execution, in which the project reached the FID
stage and the project was actually built. He summarized
that each of the phases had a gate for the purposes of
conpl eting work before noving on to | ater stages.

M. Butt drew attention to the "Project Influence Curve"

graph on slide 2, which he thought illustrated the
i nportance of the gates. The graph noved through the sane
color range as the project phases to illustrate the passage

of tinme. The blue line represented actual spending. In 2012
and 2013, the project [in the green Pre-FEED phase] had
spent about $30 mllion per year doing high-Ievel design.
In the current Pre-FEED phase, $30 million per nonth was
spent to do the nore detailed design. He estimated that in
the FEED phase, the project would spend $30 nillion per
week as detailed specifications were tested, and nany nore
contractors were doing nore design. The FEED phase would
provi de confidence for the final phase of FID, where it
would spend $30 nillion per day to procure and construct
for the project.

M. Butt drew attention to the red curved line on the
graph, which defined the ability to influence the project.
He pointed out that as the project noved through the
phases, the ability to make changes and influence details
di m ni shed. In the begi nning phases the project was working
of f paper, which was not very expensive and provided the
ability to influence the design. He recounted the FERC
resource reports and pernmt applications that had been
filed and stated that once the permts were filed it becane
very difficult to <change things. After defining and
permtting itens, which were reviewed and approved by the
regul ator, degrees of freedom were dimnishing. He pointed
out that the red influence curve dropped quickly through
the FEED phase, and once in the FEED phase the ability to
nove things dropped a great deal since the design of the
project was largely set. Instead of continuing with design,
the FEED phase was concerned with how to construct the
project. The detailed analysis included |ogistics studies
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and | abor studies; and as the project lost the ability to
change things and spending went up, the project had nmade
good decisions. The gates were used to enable the good
deci si on- maki ng.

3:17: 39 PM

M. Butt reiterated the significance of the blue spend
curve, and thought it was inportant that the project did
not nove through the gates until it was ready. He thought
using the specific term"m|estones” [in reference to Vice-
Chair Saddler's question] could be potentially problemtic,
and revealed that studies of nega-projects had indicated
that schedul e-driven projects were prone to failure. He
furthered that the failures were due to not noving through
gates and nmaking decisions in a tinely manner.

Vice-Chair Saddler asked if the project was generally on
track.

M. Butt stated that the project was absolutely on schedul e
to conplete the Pre-FEED stage by md-year 2016, and the
FEED decision by md-year 2017; which was what was
committed to in the Heads of Agreenent. He restated that
date-certains and m | estones were not what was done in nega
project designs; the project was driven to the conpletion
of the work in the gated process rather than driven to the
dat es.

M. Butt continued that AKLNG was very confident that it
was on schedule to do the work, and thought that wth the
addition of the 48-inch pipe work (which would add 6 to 8
nmonths of work to the pipeline team all other work would
be conpleted around April 2016. The information from the
conpl eted work would be used in the resource reports, which
were critical to keep the regulatory work noving forward
and eventually feed into the application. He summarized
that the project was working toward dates, but concerned
itself with progress.

3:19:48 PM

Representative Pruitt asked if the gates were set in stone.
He referred to conversation regarding itenms that would
potentially be noved from the FEED to pre-FEED stage, and
wondered if it was conmon practice. He inquired if there
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was a point at which project items were not able to be
shifted in such a way.

M. Butt stated wunderlined the significance of what
activities were listed in each phase, because over tine the
ability to nmake changes decreased. In the event that any of
the four parties wanted to consider an elenent for
conpletion wearlier than its phase indicated, it was
i ncunbent on the other participants to try and find a way
to reduce the risk. He reiterated that everything in the
proj ect pivoted back to alignnment, risk, and cost.

M. Butt thought the shifting of itenms between stages was
not w thout consequence. He theorized that if nobney was
spent in the pre-FEED stage rather than the FEED stage
(where there was nore certainty) it could create the risk
of having to pay for the work twice if there was a change
in design. The project tried to use the gated process to
reduce uncertainty, but the gates were not set in stone. He
referred to hundreds of vyears of conbined experience in
| eadership teanms that established a process through which
tasks were ordered for maxi mum benefit. He did not want to
spend noney on comercial issues before noving through the
gates, so as to not spend nobney answering comrercial
guestions that mght no | onger be rel evant.

M. Butt referred back to the gated nodel on slide 6, and
suggested that anything noving from the dark blue gate
(later in the process) into the light blue gate (earlier in
the process) increased costs. He enphasized that partners
could not nove tasks across the gates w thout having enough
information to be confortable.

3:22:47 PM

Co-Chair Neuman referred to slide 5 He wondered if ACDC
represented the state on the AKLNG project team pre-FEED
project scope, and if it had seen the WP&B.

M. Butt stated that AGDC had received the WP&B at the sane
time as everyone else; and additionally, there were ACGDC
representatives who were involved in creating the W&B. He
expressed that he had a great deal of respect for the
corporation's technical conmttee representative Fritz
Krusen, who had hel ped to build the budget.
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Co- Chair Neunman asked if AGDC had to sign agreenments prior
to the creation of the WP&B.

M. Butt stated that AGC was covered under the JVA as a
proj ect participant.

Co-Chair Neurman asked if AGDC would have to sign
confidentiality agreenents before Decenber 4, 2015.

M. Butt understood that nost of the agreenents in question
were already done, and referred to new regulations and how
they would inpact AGDC s ability to sign agreenents going
forward. He understood it was open to public coment. The
questions were read into the public record, and AKLNG was
waiting for a response. He qualified that AGDC was working
hard on the issue.

3:24:30 PM

Representative Gara referred to slide 6, and discussed
project phases. He surmsed that 90 percent of spending
occurred when the project was ready to be executed. He
wondered if M. Butt had observed other projects in which
deci sions about project viability were nade after the pre-
FEED st age rather than the FEED st age.

M. Butt had seen projects that conpleted the pre-FEED
phase but did not clear the gate to the FEED phase after
finding that it was not economic to proceed due to project
costs or regulatory environnent. He stated that there were
a lot of projects that conpleted the pre-FEED stage nore
than once in order to cut costs, and had seen it done wth
a savings of 30 percent after engaging with the |earning
process in pre-FEED activities. He enphasi zed t he
i nportance of the gated process and the reduction of
project uncertainty before increased resource commtnent.

3:26:47 PM

Representative Kawasaki referred to the supplenental
request in SB 3001, which asked for additional positions
(itncluding a marketer) in order for the AKLNG state teamto
wor k. He thought that part of the justification was to push
some of the FEED decisions into the pre-FEED stage, and
asked M. Butt if he considered it to be a w se decision
froma project perspective.
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M. Butt stated that Representative Kawasaki asked a great

guestion, but did not feel it was a question he could
answer. He reiterated that if the request was what it took
for a project partner to get enough alignnment to be willing

to nove through the process, then he thought it was
inportant to nmake it work. He thought the only way for a
big project to be successful was to preserve the alignnment
and address such issues. If any one of the partners needed
information earlier (that was traditionally worked in
FEED); he respected the decision and thought it was not his
position to question it.

3:28: 05 PM

Co-Chair Neuman commented that all the project parties
worked to solve a problem that any partner mght have. He
t hought the coordinated effort towards problem solving was
a good policy.

Representati ve Kawasaki was curious if the other project
partners to AKLNG were |looking at narketing or asking
simlar questions as the governor.

3:28:51 PM

Representative Pruitt asked if there was concern about the
new regulations related to the confidentiality agreenents
t hat would change or invalidate previously signed
agreenents with AGDC nenbers or other project team nenbers.

M. Butt stated that his wunderstanding was that the
agreenents that had been signed would be honored. The
project had discussed the mtter wth AGC, and the
corporation was going to honor the existing agreenents. He
recounted that AKLNG had read questions into the public
record pertaining questions about how to execute project
work when there was not a free flow of information. He
want ed a free flow of i nformation, and t hought
Representative Edgnon had raised an inportant question -
whet her state legislators would see everything. He thought
it was inportant for |egislators when speaking to those
working on the state's behalf; so as to provide confort
that the work was proceeding as planned. He discussed the
i nportance of having an integrated team and enabling the
spendi ng decision-nmakers to be able to comrunicate about
the project particulars. The alternative to alignnent and
integration was increased costs.
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3:30:49 PM

Representative GQuttenberg referred to a course sone nenbers
had taken that studied the successes and failures of
megaproj ects. He had |earned that project managers were a
key conmponent of the success of projects, and described
them as "generalists" who had worked in a variety of
project areas. He suggested that M. Butt was currently in
such a position; and would have understanding of why
proj ect decisions were made, changed, and how they cane
about. He thought M. Butt was well respected and wondered
if he saw hinself as the AKLNG project nmnager for the
| ong-term

M. Butt was happy to work on the project as long as the
project parties thought they were getting good results. He
rem nded the conmittee that no enpl oyee |asted forever, and
that was why there was a succession clause. He felt that
one of the greatest testinonies to the quality of the AKLNG
team was that they did not need him He likened his job to
driving a Zanmboni (meking the ice as snooth as possible for
maxi mum speed); and doing air traffic control (making sure
everyone takes off and lands on time and nobody bunps in to
each other md-air). He stated that he enjoyed his job.

Representative Edgnon thought the overall project costs
were between $45 billion and $65 billion. He referred to
the Trans-Al aska Pipeline, and recalled that the project
cost eight tines nore than what was originally projected

He asked about M. Butt's level of confidence in the budget
for the AKLNG project staying within the projected range

He referred to a presentation by enalytica the previous day
that suggested the project had a greater |I|ikelihood of
success if it was closer to the $45 billion level than the
$65 billion |evel.

M. Butt praised the project team and had every confidence
that the team was conprised of the right people with the
necessary experience. He relayed that the lead party in the
AKLNG project had just conpleted another project (with a
| arge gas plant, large LNG plant, and a 600-m | e pipeline)
ahead of schedul e and under budget. The project had been in
remote and difficult terrain, and the pipeline had crossed
two nountain ranges. He expressed that he had a healthy
respect for the unknown, and it was the unknown that caused
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projects trouble. He referred back to the gated process as
a means of driving down cost and ensuring project success.

3:35:47 PM

Representative Edgnon referred to M. Butt's nention of
contingency plans and suggested that the supply of LNG was
overtaking the demand. He wondered if there was a scenario
under which AKLNG had to build the project for nmuch |ess
than $45 billion.

M. Butt responded that the project was currently working
on how to take large sections of the cost structure out
wi thout losing any reliability or conpromsing safety. He
di scussed significant recent changes in systens and
materials, through which the team had found a way to save
$1.5 billion from the project cost estimate. Additionally,
the team had found approximately $500 nmillion in savings
t hrough fiber optics, and was |ooking for nore. He rel ayed
that the pipeline team had found different ways to size and
build the roads, and thought they could cut $1 billion from

the initial estimate for gravel. He explained that the
savings were offsetting pressures from el sewhere; such as
| abor (a huge pressure), canp nmanagenent, per sonnel
transportation, and pipe acquisition. The team was

continuing to work the process to drive down the costs.

Representative Edgnon referred to an earlier comment by M.
Butt that approximated that the pipeline was 20 to 25
percent of the entire AKLNG project cost. He wondered if
the pipeline was the |argest cost variable subject to the
nost fluctuati on.

M. Butt responded that every piece of the project had cost
pressures, and the pipeline had |arge execution risks
(because of the large size and need for so many people). He
t hought designs and drivers were commonly areas of big cost
overruns in big plants. He specified that three quarters of
the cost of AKLNG was outside the pipeline. The probability
was that there would likely be cost overruns in the plants
rather than the pipeline. He thought it was inportant to
get the design correct so there was no cost overruns, and
nmenti oned the inportance of the execution plans. He thought
there had been many simlar projects with no cost overruns.
He recounted that all the LNG trains his conpany had built
in Qatar were built under budget, and all the LNG trains in
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Papua New Gui nea were built under budget. He reported that
Poi nt Thonson was being built under budget.

3:38:56 PM

Vi ce-Chair Saddl er asked M. Butt to discuss the potential
risks and rewards for the state's project partners in
AKLNG.

M. Butt stated that if there was true alignnment, and the
state put up 25 percent of the project cost, and received
25 percent of the revenues; the parties who put forward 75
percent of the cost would get 75 percent of the revenue. He
mentioned that there would be tax differentials that would
skew the nunbers, but he considered a ratio of 3 to 1 to be
a fair estimate of the breakdown between the state and the
other partners. He enphasized having a project system in
whi ch everyone was working together and when prices went
up, there was nore profit to share.

Vi ce-Chair Saddler asked if there were any other benefits
for the parties in delaying the project.

M. Butt did not feel qualified to answer Vice-Chair
Saddler's question, but did not see how it would benefit
anyone to delay the project for any capricious reason. He
enphasi zed that the project parties had put up $430 nillion
to get the results they had received, everyone had worked
in good faith, and there was investnment in Point Thonson
He reiterated the inportance of keeping the costs down, and
nmovi ng through the gates; and thought that all the parties
wanted to have enough confidence to get through the gates.
He thought that there were different issues raised by each
of the parties, but the process and the way to resolve the
i ssues was the sane.

3:41: 49 PM

M. Butt scrolled to slide 7: "Alaska LNG by-the-nunbers,"
which illustrated results of some of the project teans. He
wanted to discuss the conmunity outreach events that the
proj ect had engaged in; he thought that there had been over
100 events. Project staff had talked with thousands of
Al askans and hundreds of Alaskan business on how the
project worked. There had been a lot of positive neetings
with Native corporations, Native villages, and triba
entities; and he had been pleased by the |evel of support.
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He highlighted the photographs on slide 7; which showed
work on the project, including a recent community neeti ng.

3:42: 57 PM

Representative Gara asked about the purchase of 570 acres
in N kiski. He recalled debate from the two previous years
about whether or not N kiski or Valdez would be the
termnus for the project. He wondered if the final decision
had been nade on the term nus in N kiski.

M. Butt thought that all parties were aligned on the
termnus location in N kiski. The site had some very good
geotechnical characteristics. He referred to a book that
would be provided to the commttee; which included a
summary of all the sites that were considered, as well as
how the decision was nmade. He felt that all the partners
were confortable with the term nus | ocation.

Co- Chair Neuman revi ewed the agenda for the foll ow ng day.

3:44: 46 PM

Representative WIlson asked if the commttee would hear
fromthe attorney general.

Co- Chair Neuman specified that the commttee had put in a
request to hear from the attorney general on the follow ng
Monday.

HB 3001 was HEARD and HELD in commttee for further
consi derati on.

#
ADJ OURNVENT
3:45: 22 PM

The neeting was adjourned at 3:45 p. m
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