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CO- CHAIR CATHY G ESSEL called the joint neeting of the Senate
and House Resources Standing Conmittees to order at 10:01 a.m
Present at the <call to order were Senators W elechowski,
Coghill, Costello, Stoltze, Mcciche, Co-Chair Gessel, and
Representatives Tarr, O son, Josephson, Johnson, Herron, Tilton
Seat on, Chenaul t, Co-Chair Nageak, and Co-Chair Talerico.
Represent ati ve Hawker joined the neeting by tel econference.

Senators MacKinnon and Dunleavy were also present, as were
Representatives Quttenberg, Saddler, MIllett and Hawker (via
t el econference).

AKLNG UPDATE

10: 04: 00 AM

CO CHAIR @ ESSEL announced that the only order of business would
be an update on Al aska liquefied natural gas (LNG. She said the
| ast public update was in Septenber in Palnmer, Al aska, with over
80 people listening online.

CO- CHAI R NACGEAK i ntroduced the nenmbers of the House.

CO CHAIR G ESSEL said this nmeeting is to learn the status of the
Al aska LNG (AKLNG integrated project, which is described in
Senate Bill 138 passed [by the Al aska State Legislature] in
2014. The project will convey natural gas from the North Sl ope
for residents of Alaska and for selling in the world market. She
stated that the Alaska Constitution requires the state to nake
its resources available for maxinmum use consistent with the
public interest and for the legislature to provide for the
utilization, developnment, and conservation of natural resources
for the maxi mum benefit of its people. She noted that docunments
fromthe neeting and a project summary witten by Larry Persily,
former federal pipeline coordinator, are available on the
| egi sl ative website, BASIS, at akleg.gov under "daily schedule."”

AKLNG PRQJECT MANAGER

10: 06: 13 AM

STEVE BUTT, Project Mnager, Alaska LNG LLC, Anchorage, noted
that the Alaska LNG (AKLNG project is tied to SB 138. The work
he is presenting is on behalf of the 100-person integrated
project team and he wll show what progress they have nmade
since January. He said the AKLNG team has been able to cut costs
and progress key deliverables around regulatory and design
issues, and he wll show what the team and the "hundreds of
contractors" have done. He turned to page 2 of his presentation

JT. S/H RES COW TTEES - 3- June 29, 2016



and said nost fol ks understand the project really well, but he
explained that the LNG project is intended to be an integrated
natural gas project to provide gas for export and for Al askans,

using the economes of scale. It will connect to major source
fields, Prudhoe Bay and Point Thonpson, on the North Sl ope and
will have significant infrastructure, primarily a gas treatnent

plant, a pipeline, and a liquefaction facility. This project is
uni que because it is the first tinme that the four fundanmental
parties who own the gas rights on the North Slope are working
together. The producers purchased the right to produce the gas
in the late 1960s, but the state owns the gas in the ground and
has title to the royalty upon its production, he explained. He
said that the four parties have been working together under SB
138; therefore, the project has a chance to have little value
| eakage and few conmercial transactions with other parties.

MR. BUIT added that this project will provide about 2.4 billion
cubic feet (BCF) per day of gas for export, which is ten tines
the anobunt of gas that the State of Al aska uses, and it equals
t he anmount of gas that Canada or Germany use. Al aska uses about
250 mllion cubic feet (MCF) a day, but the system has capacity
for about 500 MCF a day for instate use.

10:10: 13 AM

MR. BUIT stated that as Al aska grows, that capacity is built
into the AKLNG system He added that the system has sonme great
advantages: it is close to the market; there is econony of
scale; and Alaska's cold environnment makes gas plants nore
efficient, so AKLNG productivity wll peak when market demand
peaks, which is a great advantage over projects in the southern
hem sphere. Those advantages are offset by sone real chall enges,
including the amount of CO2 that will be handl ed. The pipeline
will be longer than any other LNG project pipeline, he added,
and another challenge is that the gas is very lean, which is a
m xed bl essing. Prudhoe Bay [operators] have used the gas that
t hey have produced, about 7-9 BCF per day, by reinjecting it to
extend oil production. The gas has been taken out of the ground
and put back in the ground nore than three tines, and the
liquids have already been renoved and sold for the benefit of
the parties, he explained. Al aska LNG has a |eaner stream that
has to handle a |l ot of CO2, and that creates sone chall enges.

10: 12: 22 AM

MR. BUTT said AKLNG personnel feel good about the project's
safety culture. There have been no recordable incidents this
year, none in 2015, and one in 2014, and being safe underpins
everything his team does. He said AKLNG spent $460 nillion
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through the end of My and another $107 mllion on the concept
design. The concept [stage] is "Wiat do we want to build? How s
that going to |ook?" Pre-FEED [Prelimnary Front End Engi neering
Design] is where the team gets nore detail ed and specific in the
design work, and then it noves into other phases in the gated
process. By the time the Pre-FEED deliverables are conpleted in
the fourth quarter, an excess of $500 million will be spent, so
the expenditures will be over $600 mllion.

10: 14: 21 AM

MR. BUTT said the design work is about 91 percent conplete. He
said, "W have what are called Pre-FEED deliverables, which are
the agreenents that we said needed to be defined to understand
what would be required to build a project this large,"” he
stated. There are 82 Pre-FEED deliverables, which are docunents
regarding "how would you build this, how you would handle the
| ogi stics, how would you operate this, how would you handle
people.” For all of +the critical questions, there are 82
deliverables, and each deliverable is a |arge docunent, and 65
of them are conplete and about 91 percent of the engineering
wor k underneath those deliverables is conplete. He said there is
nore work in finishing the cost and schedul e esti mates.

10: 15: 20 AM

MR. BUTT said an inportant mlestone was hit when the integrated
project design was finished and it was determned that the
project can be run at a global efficiency standard, which is
about 95 percent. That is really inportant, he said, because the
system is so large and conplex wth hundreds of pieces of
equi prent that all have to be maintained in different cycles
Over a 30-year period, it is inportant that maintenance cycles
and all the work will never be in conflict. The whole system
works as a chain, and if any piece does not work, the system
does not work, he noted. So every elenent has to be understood,
down to each individual punp, regarding when and how long it
will be down for nmaintenance. He stated that the project is
avoi di ng waking up one day and finding out a conpressor station
somewhere in the pipeline needs to cone down, and it holds up
operations. "What we do is we find out ways to match all that
up," he explained. In Septenber he had talked about the
m | estone where the team was able to balance the entire system
with three gas treatnent trains and three LNG trains, so the
system can be worked on in a "very balanced manner." That work
has evolved in confirmng that the system can run at |east 95
percent of the time, he added. That is extrenely inportant in
the LNG business, because LNG buyers put their econony in the
hands of the sellers, he said, and if they don't get energy
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reliably, their lights go out. "W've been able to confirm that
we can design a system here in Al aska to export LNG and provide
gas to Alaskans in an extrenmely reliable manner, and that's a
recent breakthrough that we've acconplished since January," he
sai d.

10:17:11 AM
MR. BUTT said the pipeline design is conpleted. In January, work
was still being finished and there was a question where he had

been asked by one of the joint venture participants to revisit
the size and nmake sure it was appropriate for the concerns of
all parties. It is an inportant exanple of how the participants
can work together, he added, because they all have to share in
each other's concerns and address them efficiently. One of the
participants wanted to know if the pipeline was the right size
so the team dedi cated about $22 million and about five nonths of
work to revisit the hydraulics and sizing, "and we confirned the
42-inch basis as the nost efficient,” because it lowers the
cost, provides the capacity, and it provides for expandability.

10:18:18 AM
MR. BUTT said the teamis trying to finish all of the field work
for the resource reports, which are part of the FERC [Federa

Energy Regulatory Conmi ssion] environnental inpact statenent
process. It is a pre-filing process, and the "Draft 1s" or
"pencil versions" were filed in 2015. The project will now file

the "pen versions,” which are much nore detailed, he said. The
FERC resource reports, nunbers 1 and 10, have been filed and are
available on the FERC website, he said, and they are great
readi ng. Reports 2-9, 11, and 13 need to be finished, and he
expects they wll be done in July or August.

MR. BUTT said it is inportant to renmenber that the project needs
to conpete with all other LNG projects; buyers only want the
utility value of gas. Conpetitiveness is neasured by the *“cost
of supply,” where the <capital and operating expenses of
delivering LNG to a buyer is divided by the anmpbunt of LNG That
is the way the nmarket judges the project's conpetitiveness, he
said. He reiterated that, as the |lead party in the joint venture
agreenent, it has committed to conplete all 82 deliverables. The
final 17 are under a schedule to be conpleted between now and
the first of Septenber, "so we think by Septenber we should have
that work done, including all the cost and schedul e estimates."

10: 21: 02 AM
MR. BUTT explained that the pipeline is only about 25 percent of
the cost, the LNG plant is about 50 percent, and the gas
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treatment plant is 25 percent. The nost critical message is cost

of supply, he said. "If we can't be conpetitive, if you can't
make noney on every nolecule of LNG we sell or every dollar per
mllion BTUs, if you're losing nobney on a unit-cost basis, one

of the old economic nmaxins is: if you | ose noney on a unit cost-
basis, don't make up for it on volune." The project is very
large, so it has to be effective and conpetitive, "and that's
our critical challenge.” It is conplicated by the change in the
market from two years ago when LNG was selling at double the
price of today. He said the project has nmade trenmendous progress
on costs, driving them to the lower end of the teanms $45
billion to $65 billion range; however, "we haven't cut it in
hal f, so conpetitively, we have sone real challenges ahead of
us," and that is what AKLNG is focused on.

10: 22: 34 AM

MR. BUIT said the questions are if the risk can be driven |ow
enough that the return is conmensurate with that risk and if
costs can get |low enough to be conpetitive. He noted that $600
mllion has been spent to date through Pre-FEED, but "we have to
remenber" that FEED exceeds $1 billion and the project wll be
well in excess of $40 billion.

CO CHAIR G ESSEL recogni zed Representatives Cuttenberg, Saddler
and Tuck.

MR. BUTT explained that the LNG plant is now dramatically
different from what it was in the concept phase. The team has

nodi fied the |Iliquefaction technology and advanced a system
design that will be very effective. He pointed to a photo in the
upper right [of page 4 of his presentation], which shows exactly
how the plant will be built. However, the inmage does not do

justice to the work that his team has done. Referring to the two
LNG tanks, he said they were seven times larger than the
existing tanks in N kiski, Al aska. Two Boeing 787s would fit
into each tank, he said, and that shows how enornous the plant
will be. "It's a world-scale 20-MIA plant, and that econony of
scale is really inportant, because that's one of the things that
drives efficiency in the LNG business," he stated. "The first
nol ecule we create is, by far, the nbost expensive;, it has to pay
for all the infrastructure to get it there.” The |ast nolecule
is the cheapest, he added.

10: 25: 24 AM

MR. BUTT said the team has done a trenendous job driving out
costs. The bottom left of page 4 lists the things that have
really driven costs out of the system he noted. It includes
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different ways to use power systens, and each "nodul e" gets put
together |ike Legos. He pointed to a color-coded picture of when
each system would be built and said the design allows the
project to start manufacturing LNG with just a portion of the
plant built. He said it is called sinultaneous operations, which
means that the project can generate revenue as early as possible
to help the project be conpetitive. He referred to the marine
design in Cook Inlet and said, "W all know the Cook Inlet is a
very challenging body of water to work." It has some of the
| argest tidal changes in the world, and the tides are strong, he
noted. Also, there are inportant "species characteristics,” and
it has all been considered in the design, including a jetty and
trestle systemthat he is confident will work effectively. It is
positioned outside of critical habitat areas, he stated.

10: 26: 54 AM

MR, BUIT said the team has also done extensive geotechnical
wor k. These plants are very heavy, weighing 250,000 tons, and it
needs to be determined that the ground will not nove under that
wei ght. The LNG tanks are incredibly heavy when full, and after
tens of mllions of dollars’ worth of analysis, it was found
that the soils are excellent. "W feel really good about the
design work we've done and the way we've been able to position
that site so that it can be successful," he stated. He added
that there has been sea floor mapping for tens of thousands of
acres. Boreholes were drilled to sanple the earth, and AKLNG
feels very good about its ability to build the facility at that
site. As to the pipeline, a big achievenent was getting closure
on the pipeline size. Being 42 inches |owers execution risk, he
said, because it needs a narrower and shallower trench. Less
trucks are needed, because one truck can carry only two 48-inch
joints of pipe, but it can carry three 42-inch pipes, and all
that translates to hundreds of mllions of dollars saved. The
nost inpressive work has been finishing all of the material
testing on the 42-inch system he said, and it has been done in
conjunction with the regulators. It has confirnmed that AKLNG
needs 300 nmiles less of "strained-based design," which is much
heavier pipe to handle |oads where the ground mght nove. He
expl ai ned that between the Brooks Range and the Al aska Range the
ground noves from the changes in tenperatures, and strain-based
pi pe can handle that. Through a lot of great work with FERC and
PHVSA (Pipeline and Hazardous Materials Safety Adm nistration),
which is the federal regulator of the pipeline, AKLNG has been
able to change the ampbunt of strain-based pipe it needs and cone
up with a nodel that satisfies all of the regul ators.

10: 29: 17 AM
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MR. BUTT said AKLNG has also extended that into the execution
phase, and he showed a nap with potential conpressor |ocations.
As AKLNG understands the system better, it is able to renove
redundancy, he said. It is inmportant to handl e the conpression
properly and to keep the gas and the soils around the pipe at a
constant tenperature so the pipe never noves. The [Trans Al aska
Pipeline] is 65 percent above ground, and about 60 to 65 percent
of the AKLNG wll be below ground, he noted. The route is
confirmed and "we know exactly where each of the pieces would
work." The sea floor nodeling is finished, so the AKLNG pi peline
team knows the best way to cross the inlet [shown on page 5] but

still needs to work on optimzation of the construction and the
conpressor station—we think we'll get done."
10: 31: 57 AM

MR. BUIT stated that the gas treatnent plant is always one of
nost inportant and conplex elenments of the system Al engineers
know what a strange gas CO2 is; it behaves differently than nost
fluids. Wen CO2 is under pressure, it becones a liquid. It can
freeze at mnus 50 degrees Fahrenheit. It is difficult to handle
as a fluid, it is a greenhouse gas, and it has no hydrocarbon
value. Renmoving the CO2 is inportant, and Prudhoe Bay has 11.5
to 12 percent CO2, one of the highest levels in world. He said
that there is only one LNG plant operating with anywhere near
that level of CO2, and it is in Wstern Australia. The CO2
should not be vented even though some other projects have done

so. The anount from this project would be enornous: 450 mllion
cubic feet a day of just CO2, twice the amount of gas the entire
state uses, or trillions of cans of Coca-Cola every day. "The

anmount of CO2 is staggering,” he enphasized, so to nanage that
has al ways been an inportant chall enge. The gas treatnent plant
team has nade trenendous progress; they have worked very closely
with the Prudhoe Bay operator to confirmthat the site works and
it can be connected to the existing infrastructure.

10: 34: 38 AM

MR. BUTT showed a photo of the plant on page 6. The work
required a high level of integration with Prudhoe Bay people, he
said, and they have been excellent to work with. He stated that
"they've helped us really understand what would happen to that
CO2 when it's put back in the ground at Prudhoe Bay, which is a
huge challenge, and it's been a huge success for this team to
figure out how to handle this much CQ2." Each year, when there
are ice-free lanes, some section of the plant would be brought
in, he explained. The first year, everything colored blue on his
diagram |ike the nodules for process equipnment, utilities, and
the flare, would be brought in. In the second year, "we'd bring
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in the first train to treat the gas, and we'd be able to begin
filling the pipeline with just that first train." He said that
the beauty of this systemis that AKLNG nmay be able to operate
three LNG trains with two GIP [gas treatnent plant] trains in
the early days when CO2 levels are lower, which helps the
project be nore conpetitive. "So that what you build on the
North Slope is aligned and conpletely balanced with what's built
in the Cook Inlet,” he added. There is work ahead on optim zing
the size and design of the gas treatnment plant. The Pre-FEED
basis is much larger (as shown on page 6) than the current one,
and about 40,000 tons of equi pnent were cut out.

10: 37: 09 AM

MR, BUTT said that is a huge breakthrough. The plant dwarfs any
existing facility on the North Slope, and the vessels to renove
the CO2 from the gas are 105-feet tall. "So, we worked through
all of those challenges, and we figured out ways to do that with
machi nery and electrical optimzations to really keep our costs
down," he stated. It is a very conplex system with about 700
m |l es of pipe and cable inside the plant.

10: 38: 10 AM
SENATOR M CCICHE said there is nore crossover between typica
Pre- FEED and early FEED, and he asked what the advant age was.

MR. BUIT replied that normal Pre-FEED can be |ess detail ed, but
AKLNG had to go deeper in order to inform the resource reports
for FERC. Once the commtnments are made to FERC, AKLNG did not
want to nove the gas treatnent plant. "W wouldn’'t want to be
uncertain in our ability to reinject all of the CO2 in Prudhoe
Bay, because that is a dramatically different environnmental
i npact,” he expl ai ned.

10: 39: 20 AM
SENATOR COSTELLO asked what was |earned by studying the 48-inch
l[ine and if it delayed the Pre-FEED tineline.

MR. BUTT answered that the pipeline team spent four or five
nonths on the hydraulics, which cost $42 million, and "we're
al ways learning." The challenge was to keep that team on track
with all of the other teans, he added. The team is catching up
but it did a trenmendous job — all during the transition wth
TransCanada, which entail ed personnel changes.

10: 40: 52 AM
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COCHAIR G ESSEL asked if the Alaska Gl and Gas Conservation
Comm ssion (AOGCC) had to authorize reinjecting the CO2 and if
it did so in Cctober.

MR. BUTT said yes, and it was a real mlestone. There was
excel l ent support fromthe AOGCC, he added.

COCHAIR NAGEAK remarked that wth regard to optimzing
resources, there is sone land and resources to the west of where
the project will be, and he wants to namke sure people in that
area will have the opportunity to work with this project "and
other things in the future."

10: 42: 53 AM

VR. BUTT thanked the Native corporations, villages, and
communities for all the support. The project team has had sone
great conversation with the people of Ahtna [Inc.], and "their
i deas were better than ours.™

10: 43: 50 AM

MR. BUTT said that each of the elenments of the project have been
done "somewhere," but no entity has done something of this scale
altogether. There is a gas plant in the Mddle East that is
al nrost as big, but there is no processing plant of this scope on
the North Slope. There are 800 mles of pipelines el sewhere, but
this 42-inch pipeline is unique because it is thicker and
heavier than any other pipeline. Pipelines vary in thickness
because of the fluid and the pressure that is handl ed. This pipe
will hold gas at 2,100 PSI [pound-force per square inch].

MR. BUTT noted that there was hundreds of skilled |aborers
avai l able, but the conmpany needs thousands. Peak |oad—+the

construction phase—wa |l have a workforce of up to 12,000, he
said. If the nunber of trucks |oaded with the needed pipe were
strung end-to-end, it wuld stretch from Anchorage to Los

Angel es, he explained, and the project will need about 190,000
gal | ons of fuel.

10:47: 21 AM

MR. BUTT said the fabrication costs have been driven down by 40-
45 percent. Referring to page 8 of his presentation, he said
scheduling includes contingency analysis and schedule reserve
review. The "critical path" is made up of those activities that
cannot be recovered if they "slip." In this project, the
critical path is the regulatory work. Anything built to export
LNG beconmes a "connected action to FERC." He said that anything
used to source gas to the facility is wunder a simlar

JT. S/H RES COW TTEES -11- June 29, 2016



environnment review process to neet the standard of "least
environnment al | y damagi ng practicable alternative."

10: 49: 58 AM
MR. BUTT explained that on the schedule diagram the critica
path is colored red. Sonewhere at the end of 2016 there will be

a decision on whether to go to the next stage, because once the
draft 1 resource reports are filed, draft 2 reports are filed,
and then the application is filed. The FERC will then have a
public process to confirm that the environnmental inpact 1is
smaller than the potential socio-economc benefits. There wll
be a decision in 2016/2017 that goes back to the applicants—the
parent conpani es—who wll decide whether that FERC docunent
should be filed, he said. In the mddle of page 8, "you can see
we'll kind of get to the end of 2016 with our Pre-FEED work." He

is confident that the deliverables will be done in Septenber
draft resource reports wll be done in July and August, and the
work scope under the existing work program and budget wll be

conpleted in 2016.

10: 51: 24 AM

MR. BUTT said there will then have to be a conversation on what
the regulatory uncertainty |ooks |ike and what happens next. A
project of this magnitude takes about a year to get ready to do
FEED, reestablish all of the people involved, get the basis of
the contracting done, and find out fromthe contractors how nuch
noney they need to do the work. Between Pre-FEED and FEED the
project goes from "process flow diagrans" to very detailed
dr awi ngs, which will then go into ATC (Authorized To
Construction) drawings. Then there will be a final investnent
deci sion—and then the initiation of execution.

10: 53: 28 AM

MR. BUTT said execution will take four to five years, because
the gas treatnent plant needs to get the nodul es through the sea
lane to the North Slope. Once the gas is available, the pipe
should be ready and at |east one LNG train should be ready to
liquefy it for export. He said start-up takes up to a year, but
getting things going is harder than keeping them running.

10: 55: 05 AM

SENATOR COSTELLO asked about the status of a |abor study and
specific jobs Alaskans can prepare for. She asked if there are
| abor strategies that the partners are | ooking at.

MR. BUTT said AKLNG has had conversations with the comm ssioner
of [Alaska Departnment of Labor and Wrkforce Devel opnent] on
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“capability building.” He wants to nake sure that Al askans have
the jobs with long-term operations inpacts; "training people to
run wel ding machines on a project that has a three-year |ifespan
is not as powerful as training people who can run that nachine
for 30 years.” A big concern is that crafts skills Iike welders,
el ectricians, and pipefitters are difficult to source. They also
need skills with heavy equi pnent and trucking and people to feed
and house staff. There is direct |abor (welder for exanple) and
indirect |abor (a person who supports that welder), and there is
at least a one-to-one ratio of those types. He spoke of the
cooks and the hundreds of pounds of eggs and other consunmabl es.
Wrking with the commssioner, he said, he wuld like to
"differentiate those jobs, build capability for the long-term
jobs here in Alaska, look for the right ways to source craft
| abor, and then use other places to fill the rest.”

SENATOR COSTELLO asked about the report.

MR. BUTT replied that the l|abor study is conplete, but the
resource report on labor is not done, but it will be given to
FERC who nakes it public.

10: 58: 33 AM

MR. BUTT said AKLNG is finishing Phase 2 of the archaeol ogy and
culture resource work. Archaeol ogists report discoveries to the
state historical ©preservation office, and the project is
rerouted. The work should be done by |late August, he stated. The
contractors provide good support, and ACOM got the gl obal safety
award fromtheir corporation. He said there is a teamworking in
the AKLNG office on resource reports 2-9, which includes the
| abor information. Also, the conpany 1is doing "stakehol der
i nput, "™ which neans going out to the conmunities and aski ng what
Al askans think of the project. There have been excellent
interactions and consultations with the Native regional and
vill age corporations and good turnout at the neetings. There are
guestions and skepticism as to providing jobs. "W respect
that," he stated, "and we give them the information we've got
and always try to be as clear as we can.” He pointed to photos
on page 10 of his presentation and said this process is through
FERC, and they do a great |job.

11: 01: 07 AM
SENATOR DUNLEAVY asked, "Are we are still on target for the Pre-
FEED wr ap-up and t he FEED deci si on?"

MR. BUTT answered that Pre-FEED deliverables will be done in
Septenber, and the Pre-FEED joint agreenment expires in June
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2017. As the lead party, [his tean] wll put forward a work
program and budget in 2017, and if the parties decide not to
support it, the existing budget expires at the end of 2016.

SENATOR M CCICHE said the road realignnment is in his district,
and the community is concerned since it is the artery of
transportation on the Spur Hi ghway. "If there is a delay in the
project, does the road remain a priority issue for the community
to consi der ?"

MR. BUTT said, yes, the Kenai Spur H ghway and a potenti al
reroute is one of the nost critical elenents of the LNG plant
design. Defining the reroute needs to be a public process, and
t hat cannot happen until the design work for each alternative is
conplete. The team is spending about $1 mllion to |look at all
options for each aspect of the work, and AKLNG wants to do it in
conjunction with the Alaska Departnent of Transportation, who
has been hel pful and thoroughly involved. Wen AKLNG decides
what is best, it will go to the community, he said.

11: 04: 04 AM

CO- CHAIR G ESSEL noted that AKLNG is purchasing land for the LNG
plant. She asked about the status of the purchase and the
response fromthe conmunity.

MR. BUTT replied that the "project” works with the AKLNG LLC
"The land that gets purchased and is targeted is worked through
the project, but the project doesn't buy the land. The limted
l[iability conmpany buys the land and owns the |and." He expl ai ned
that the conmpany was open to all four JVA (Joint Venture
Agreenent) participants, but, at the tinme, only three were ready
to join, and it was critical to obtain the DOE [U S. Departnent
of Energy] export authorization. The DCE authorization needs
three things: access to the supply, technical capability to
execute the project, and a physical place to do the work. There
was a tinme, he said, when the DCE was inundated wth people
requesting export authorization who had no gas, experience, or
physi cal resources. To be successful, AKLNG nade sure it had the
land, and it received export authorization in record tine. "But
the land is owed by the LLC, we have well in excess of 600
acres." The nunber one principle when buying land is to be fair
and durable and use no coercion. For the nost part, the
comunity is supportive, he said.

COCHAIR G ESSEL asked if the State of Alaska is one of the
entities that owns the | and.
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MR. BUTT sai d no.

REPRESENTATI VE HAWKER asked if M. Butt said that the sponsor
conpani es have been in charge of FERC and DOE conpliance and
applications. He asked how much the state has been involved and
if Alaska is a party to the reports and processes.

MR. BUIT said it was great to hear his voice, and “ny heart’s
there with you.” The state is one of the six applicants under
the FERC docket, which are the four JVA participants, the
Department of Natural Resources (DNR), and the Departnent of
Revenue (DOR). Applicants change all the tinme, but the existing
structure is those six applicants.

11: 09: 08 AM
REPRESENTATI VE HAWKER asked if the state is fully participatory
wi th the conpliance work.

MR. BUTT said yes, state representatives are always present when
meeting with DOE and FERC. They are always in the room when the
project reviews resource reports, he added. They are very much
part of the process. He referred to page 11 of his presentation
and stressed the inportance of discipline for such a big

project; "don't make m stakes when you're spending a l|lot of
noney." He said the project spent about $30 nillion per year in
the concept phase and will spend about $30 million a day in the

execution phase.

11: 11: 55 AM

MR. BUTT said msalignment can burn through noney, but the
project is in Pre-FEED now, and there are five requirenents for
a FEED decision. The first is a viable technical option, and in
2011 there was a lot of uncertainty on the ability to execute
the project, especially with regards to the high CO2 content
the length of the gasline, and the construction of the LNG
plant. "Qur certainty and confort with technical challenges and
viability is nuch higher," he stated. Getting key conmrercial
agreenents is the second requirenent, and that remains a real
chal l enge. The third requirenent, governnent support, is stil
an open issue. He said the fourth requirenment is permtting, and
sone conpanies have spent billions of dollars in the hopes of
getting a permt but have none. The fifth is comercial
viability, and this is the nost inportant. "Can you get cost of
supply low enough that on a daily basis you can beat vyour
conpetition?"

11:15:11 AM
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MR. BUTT summarized and said there is a great team but it
al ways comes down to alignnent, risk, and cost.

11: 16: 34 AM

SENATOR DUNLEAVY said the legislature will be the ones to
appropriate funds. He asked his confidence that this project
will nove forward

MR. BUTT answered that, at the right tinme, the known resource on
the North Slope will be devel oped, but the market has gone down
by 50 to 60 percent. "It's a really heavy lift," especially with
the uncertainties in the regulatory environnent, and today m ght
not be the day to pursue this project.

11:18: 16 AM
SENATOR DUNLEAVY asked if this will nove forward.

MR. BUIT said he doesn’'t know what he doesn’t know. Under the
JVA there is a Pre-FEED notice, and at the end of the conpletion
of the deliverables, all parties have 120 days (after Septenber)
to decide if they want to nove forward. "I don't know what al
the parties will do."

11:19:17 AM
REPRESENTATI VE TARR noted that the legislature funded the 2016
wor k plan, and she asked about the 2017 work pl an.

MR, BUTT answered that all four participants have funded the
2016 work program and budget. What happens in 2017 is not going
to be known until Novenber, because the work program and budget
will be filed with the participants on Cctober 1. This July 1,
the project will put out a draft budget. Al the parties |ook at
the draft and discuss it, and then there will be a final budget
in Cctober.

REPRESENTATI VE SADDLER asked if potential changes of ownership
and structure caused M. Butt to "pull any punches or not do
work you should have done,"” and what the shelf life is of work
done to date.

11: 21: 06 AM

MR, BUIT said sone products have a very long shelf life, like
the geotechnical work. The resource reports on socio-economc
benefits and community inpacts have very short shelf |ives.

Regardi ng project structure changes, he said he does not think
he pulled any punches. There is a lot of uncertainty ahead. Al
of the parties have options, he said.
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REPRESENTATI VE HERRON said there will be pieces of Pre-FEED that
will have a short shelf life, and M. Butt had testified at
another tinme that the shelf life would be about one year. He
asked for a couple of exanples.

MR. BUIT said the best exanple of short shelf life deliverables
are the comunity inpacts, because conmunities change. Soils
don't change, he expl ai ned.

11: 24: 17 AM

REPRESENTATI VE CHENAULT said he represents a community that wll
be vastly affected by this project. One issue is rerouting the
current road around the facility, and nunerous people are
concerned about where that is on the schedul e.

MR. BUTT answered that the team is doing one mllion dollars’
worth of design work. There are eight different ways to nove the
hi ghway, and each has different inpacts. He wants to do all the
anal yses in conjunction with FERC in order to not "get in front
of our headlights on where the road would be," so that wll be
done at the end of the year at the earliest.

REPRESENTATI VE SEATON asked if having commercial agreenents and
commercial viability are requirenents needed for the project
deci sion, or do individual partners [make that determ nation].

MR, BUIT answered that those itenms are owned by the parent
conpani es and the applicants. The project team facilitates work
to support that, but that analysis really belongs to the
i ndi viduals, and each nust decide if the risk and return nakes
sense. It is the sanme as the commercial agreenents, he added

because they are about making sure that risk and return are
all ocated in a manner that the parties consider equitable.

REPRESENTATI VE SEATON said there has not been resolution on the
upstream work within Pt. Thonson. Are those questions that the
state shoul d address to the individual partners?

MR. BUTT said yes.

CO CHAIR G ESSEL said people on her commttee have talked to M.
Butt often, but the public nay be getting nore interested in
this projects, so she asked him to explain his experience in
managi ng projects of this magnitude.

11: 29: 48 AM
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MR. BUTT answered that this is the first project of this scope
that he has ever managed, and there are no other projects of
this scope. He related that he has been with ExxonMobil for over
30 years and has been involved in projects in mltiple
countries. In Venezuela, he was involved in building a |ong
pipeline and a big treatnent plant, and in Angola and Equatori al
Qui nea, he was involved in large offshore processing facilities.
In Qatar, he was involved in the startup of the worlds
currently largest gas treating plant. He |isted others.

COCHAIR G ESSEL noted that he oversees the current project
team who are specialists. |Is anyone from AGDC a | ead on any of
t hose teans?

MR. BUTT said, not at this tine, but AGXC had the opportunity to
staff team nenbers. In May or June of 2014, "we |ooked at sone
staffing slides and tal ked about "how do we do this" and "our
core principles best-player play,”" so each of the JVA
participants put up people for roles.” There were about 135
people at the peak, and they nostly cane from ExxonMbil.
ConocoPhillips contributed about 25, TransCanada provi ded about
15, and BP provided about 10. They all did an excellent job. The
conposition and size of the team changes as the deliverables are
conpl et ed.

11: 32: 04 AM
REPRESENTATI VE TARR asked who replaced the TransCanada staff.

MR. BUTT answered that there were 12 TransCanada people at tine
of denobilization in June, but nost of their jobs were conplete.
QG her staff just transitioned up, he added. A project always has
transition, because it needs the best person to do the job. It
was a snooth transition, he said, and TransCanada was dedi cated
and handl ed the transition well.

REPRESENTATI VE SADDLER noted that Ilow prices have created
chal l enges around the world. He asked if the "changed market is
offering Alaska's project an opportunity it mght not have had—
| oner | abor costs, nore availability of professional capacity?”

MR. BUTT answered that there has sone "softening,” but as
natural gas has beconme cheaper, the work has shifted. People who
used to be building plants to nmke gas available are now
building plants to use cheap gas, he said. The shift in the
mar ket has helped drive down costs, but it is not consistent
with the shift in the value of the commodity.
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STATE GAS TEAM

11: 36: 18 AM

CO CHAIR G ESSEL announced that the next presenter will be the
state gas team which is made wup of four entities: The
Department of Natural Resources, the Departnent of Revenue, the
At t or ney Ceneral , and t he Al aska Gasl i ne Devel opnent
Corporation. The team was forned to stand in for the state on
this project. Speaking on behalf of the entire gas teamis the
new presi dent of AGC, M. Kevin Myer.

11: 37: 59 AM
At ease

11:40: 35 AM

KEVIN MEYER, President, Alaska Gasline Devel opnent Corporation
(AGDC), Anchorage, noted that his presentation was prepared by
AGDC under his direction. He gave an outline of what he plans to
di scuss and noted that he is new to AGDC. He said he started two
weeks ago on June 15; however, he had a consulting role wth
AGDC for a couple of nmonths. He said he has 35 years in the
international gas and energy industry, nostly with natural gas
and pipelines. He started in the industry with a very large
pi pel i ne conpany, owned by America Natural Resources (ANR) and
its pipeline conmpany. It was when the industry went through an
unbundling and a deregulation period, and pipelines in the
United States went from buyers and sellers of natural gas to
transporters of natural gas, he noted.

MR. MEYER said that at ANR "we were very instrunmental in
hel pi ng shape the open-access transport reginme that is in place
in the country today." The regi ne has been adopted by the world,
as well, and it is a good franework to have a pipeline serving
ot hers—those who either buy gas or sell gas. He stated that he
is very confortable in that arena, and that is the comon
structure for a pipeline, where a pipeline conpany owns the
pi peline, as opposed to a producer-owed pipeline, like in
Al aska. He said he then worked 13 years for CM5 Energy, which
was a holding conpany formed to hold a large wutility 1in
M chigan. The utility was getting crushed under the weight of
the failed nuclear plant. Some people from ANR went to CMS
Energy and forned the hol ding conpany and devel oped a nonutility
side, but because of all of the debt at the utility, the
nonutility side had no capacity to borrow noney or guarantee any
debt, so all of the projects had to be done on a non-recourse
proj ect finance basis.
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11:45: 20 AM

MR. MEYER said the conpany eventually owned the |argest power
plants on three continents: North Anmerica, Africa, and
Australia. "W also built the highest pipeline in the world at
the tine," which was the Atacama, and it crossed the Andes. In
1998, CM5S bought the Panhandl e Conpany, and it cane with the
Lake Charles LNG facility, which was one of the original LNG
inmport facilities built in the US. He said he then noved to
Cheniere as president of Cheniere LNG "W built ...the |argest
inmport termnal in the Wstern Hem sphere,” he said. It started
as a very small entity, but it persevered, and it devel oped and
secured two very good custoners, which led to the financing that
all owed the conpany to double the size of the facility—at risk,
whi ch was not a good decision. Today Cheniere is devel oping an
export project at Sabine Pass. Wwen that facility is done, it
will be about 50 percent l|arger than the AKLNG plant. After
| eaving Cheniere, he was out on his own, and he started on
gl obal biofuel. At that tinme he thought the world had approached

"peak oil," but everyone had underestimated "the shale,” he
said. Then the financial crisis happened in 2008/ 2009, and there
was little interest in startups and biofuel, including his

African biofuels project. That was when he heard about this
opportunity in Alaska, and he had heard about the project since
his first day in the industry and had watched it go through its
many phases. He is excited for this opportunity to nove this
proj ect across the goal I|ine.

11:48: 41 AM
CHAIR G ESSEL said there may be questions about M. Myer's
resunme fromthe nenbers.

SENATOR STOLTZE asked about M. Meyer following the [AKLNG
project his entire career, so he asked him for "a critique and
anal ysis of the high and | ow points"” throughout Al aska's entire
gasline effort.

MR. MEYER said that by conming from a pipeline background, it
puzzles him why this project has been so difficult to achieve.
Al though it is not the biggest or highest pipeline or the
| argest LNG plant, it is a big project altogether. Through the
years, it has had fits and starts and originally was a pipe
through Canada to the U'S, which would not have been a good
nove. By looking at it as an infrastructure project, he asks,
"How do we de-risk it? How do we get custoners involved?" The
LNG industry, in the last six to eight years, went through its
| argest demand pull in its history, he noted. Every project that
had been on the board, got constructed and got into service, soO
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why not this one? He said he was in Alaska in 2011 |ooking at a
smal | -scale LNG project as a means to increase the Southeast
Al aska market for the benefit of the Cook Inlet producers. One
of the problems in Cook Inlet, he said, is the |ack of demand if
gas is found, so he |ooked at a smaller scale project. As part
of his strategic plan docunent, he noted the need to consider
what happens with the small plant when the LNG pipeline cones
in. "I was sort of l|laughed at by these producers, saying 'Wll
that pipeline's never going to get built.""

MR. MEYER said he disagreed—+t is a very viable project—but he
developed a plan that worked with or wthout the pipeline.
Recently, he has spoken with some engineering conpanies who
shake their heads asking why this project is so difficult—+t's
not a difficult construction project, but it has a |ot of noving
parts. He explained that, generally, the steel and concrete are
easy; it is the paperwork that is difficult, and that is true
for this project. He said he is hoping to figure out how to get
the paperwork done, including the comrercial, technical, and
construction paperwork. It is inportant to recognize that the
project is high cost today and that it mssed a snmall w ndow a
few years back. Right now it is high cost, so the focus needs to
be on how to get the costs down, he added, and the technica
t eam has done outstanding work by beating the costs down, and he
has been told that there is still nore roomto go down.

11:53: 52 AM

MR. MEYER said now it is the tine to |look at other costs, and
that includes financing, taxes, and other aspects. He said he
has al ways been puzzled that the pipeline is not advancing nore
rapidly. He said he is anxious to assess if "we can do sonething
differently that actually gets this project on track."

SENATOR STOLTZE said nmaybe his expectations were too high, and
asked him his view on what the m stakes have been, "where we've
just thrown noney into a pit hole, or where we've gotten sone
value fromit and how it builds on to where you' re |ooking ahead
ri ght now. "

MR. MEYER said the work done to date has significant value and
shows that this project can be done. The cost paraneters are
getting narrower in terns of its risk of wvariability. It is
clear that the cost is a bit high to clear the market, so the
project is slowng dowmn. Now we need to figure out what else we
need to do. He is not suggesting that the work done to date was
a mstake; it's very good work. The costs need to cone down, so
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it is time to |look at costs other than those of construction, he
st at ed.

SENATOR STOLTZE said he expected nore detail and nore clinica
anal ysis. GCetting a penny out of a dollar is value, [but not]
conparative value. He asked M. Meyer about the virtues of sole
state ownership or of having a significant majority role.

11:57: 37 AM

MR. MEYER said he intends to address that in his presentation,
and he told Senator Stoltze to feel free to let him know if he
has not made it clear, but he noted that this is in a fornmative
stage, and it is about what can be done differently to keep this
proj ect on track.

SENATOR STOLTZE said, "I tried to narrow it to one coment: the
AG A [Al aska Gasline |Inducenent Act] TransCanada." If it has
value, "are we talking Geek currency or are we tal king deutsche
mar ks and Anerican dollar value?" He said he is trying to get
sone perspective, "even on a broader nore—even a little bit of
subjectivity.” He added that he is just trying to know where
[ Alaska] is going with this new step. He said that M. Meyer did
not have a lot criticism for everything, so it all had val ue.
So, he said, he is not going to be as active in this process
except as a citizen and a stakeholder. "I'd like to know where
the pro from Dover wants to take us," he added.

11:59: 10 AM

MR. MEYER said he is not intimately famliar with the AQA
project, but a line through Canada to the Lower 48 probably
woul d have been a m stake, given gas prices today. The shal e gas
production in the U S. caught a lot of people by surprise, he
explained. It is a shift in the E&P [exploration and production]
industry by shifting the focus to the production side. He said
that the anmount of production out of shale has astounded
everyone. A few years ago he was asserting that the country was
runni ng out of gas, and "right under our feet we have not only
have found gas but, by golly, we found the third |argest
producing country in the world in this shale.” Decisions nade
several years ago nay have been reasonable in that tine, but the

outcone nmay have been quite bad. "Wien | say | followed the
[ AKLNG project over nmy career, |'ve known about it ...it doesn't
nmean | intimately followed every decision,” he clarified.

12: 01: 14 PM

JT. S/H RES COW TTEES -22- June 29, 2016



SENATOR STOLTZE said he wll lower his expectations—the
interview process is over. You ve already got the job, and |
guess we're | ooking for nore candor."”

REPRESENTATI VE HAWKER asked who M. Meyer worked with in 2011 on
Al aska gas, and what his previous consulting role was wi th AGDC.

12: 02: 02 PM

MR. MEYER said in 2011 he was on his owmn as L&G Anerica, and he
cane to Alaska under the banner of LNG Alaska and nmet wth
Buccaneer [Energy Ltd.], a small Cook Inlet producer. He gave a
presentation to the Senate Resource Committee and tal ked about a
smal | -scal e LNG program for the Southeast Al aska market, and he
offered an initiative to get gas to Fairbanks. He expl ai ned that
he | ooked at high horsepower markets for LNG as a fuel, such as
the marine market, which is converting to LNG He noted that
Tote [Maritinme] is converting its ships to LNG two of which
serve Tacona and Alaska. He had hoped to provide LNG from
Al aska, but there was none available, so TOTE elected to get
their LNG in Tacona. He said he thought the Alaska Marine
Hi ghway ferries were ideal for using LNG and he pronoted the
potential export markets. He said he consulted with AGDC for
about two nonths "prior to the June 15th date."

12: 04: 42 PM
REPRESENTATI VE HAWKER asked what he did at AGDC.

MR. MEYER said he had not been appointed, but he was in an
unof ficial capacity hel ping understand where AGDC was, starting
to see about developing a strategy that puts the project nore
into a traditional infrastructure context, and "that type of
thing."

REPRESENTATI VE HAVWKER asked who hired him
MR MEYER said AGDC

REPRESENTATI VE HAWKER noted that M. Myer talked about the
traditional infrastructure franework and that he said he shaped
t he open-access framework in his earlier career that is now the
standard of service in the world today. "Congratul ations on your
fatherhood there." He asked if M. Myer is prejudiced against
producer participation and pipeline ownership.

12: 06: 31 PM
MR. MEYER said he did not single-handily shape [open-access
transportation regine], but Anerica Natural Resources was one of
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the mjor conpanies in the US.  helping shape it. That
transition went on for a nunber of years, and the regine set up
by FERC is the nodel today in the world. He said he is not
prej udi ced against producer-owned [pipelines]. An equity-based
nodel, when all of the participants contribute their share of

the project, works very well in certain regines. It certainly
works well for the project participants if the project clears
the market, as it gives them nore control, but he does not
necessarily support it for a maj or gas transm ssi on

infrastructure in a state |ike Alaska. If the pipeline is built,
it beconmes the way to open the North for additional exploration—
it's not just a way to nonetize Prudhoe Bay and Pt. Thonson. A
pipeline will significantly lower the barrier to devel oped North
Sl ope reserves. Today there are very high barriers; if someone
finds gas, they are sonewhat stuck, he explained. Since this
will be such a significant transportation corridor for the
state, "I think the state will be well-served to have ...sonmewhat
of an open access reginme," which does not nmean going all the way
to a FERC Section 7, which is full FERC regulatory authority,
but it does nean providing capacity for newconers. "I don’t have
a bias against a producer-owned or an equity-based nodel," but
if costs are high and tinmes are tight, the equity-based nodel
has a higher hurdle to |eap, because the equity participants
generally have a higher cost of capital than an infrastructure
i nvestor.

12: 09: 42 PM
REPRESENTATI VE HAWKER asked what structure M. Meyers is going
to nove this project to and what is the authority for that.

12:10: 24 PM

SENATOR M CClI CHE said he does not want to sound confrontational,
but he asked who he was working for when he received the
i ndustry's "LNG Conpany of the Year" award.

MR MEYER said that was on behal f of Cheniere.

SENATOR M CCI CHE said he does not subscribe to the “build it now
or die” nentality, and M. Myer was cavalier in saying it is
just a paperwork issue. Alaskans cannot afford a mstake of
holding the bag on a $45-60 billion project, and M. Myer
received that award for building North Anerica' s |argest LNG
receiving termnal. He asked how many cargos the Sabine Pass
term nal received.

MR. MEYER said cargos were very small, and Cheniere secured two
| ong-term custonmer conmtnents, one with Chevron and one wth

JT. S/H RES COW TTEES - 24- June 29, 2016



Total. They were 20-year, corporate-guaranteed commtnents for
about $125 million per year each, regardless of whether they
shipped a cargo, he told the conmmttee. That is an
infrastructure project-financed type of investnent where the
devel oper secured two |ong-term custoners. He explained that the
custoners have the right to use the termnal or the pipeline,
but they have no obligation to use it. It is alnost like an
option, and the conmpany was paid regardl ess of whether they
shi pped the cargo.

SENATOR M CCICHE said he thinks that his point is that of the

$20 billion in infrastructure, "we underestimted the anount of
supply that the U S. would produce imrediately upon conpletion
of those facilities.” It sounds Ilike the project had sone
protections, he said, with a "take or pay." Eventually, if no
one takes, Senator Mcciche said he would not <call it a
successful project. It sounds to him like M. Myer is

celebrating a severe underestinmation of what the needs would be
on inports. A lot of people do that; there were several
facilities built that wll never be used unless they are turned
around for liquefaction. He said he wants to recognize those
fundamental mstakes in the evaluation of AKLNG going forward
and not nake them

12:14: 38 PM

MR. MEYER said he agrees. It is not build-or-die, and it is not
build-it-and-they-will-cone. He said if this system is not
contracted for its capacity, it wll not be built. "I am not

suggesting this gets built at risk."

REPRESENTATI VE SADDLER wel coned M. Meyer. He asked what his
charge is from Governor Wal ker, and why M. Meyer is shifting
the project structure.

12:16: 08 PM

MR. MEYER said Governor Wil ker wants to get this project noving
in a sound manner, wthout an undue burden on the state.
Currently, it is slowing down—+f not coming to a crawl. "Is
there an opportunity to pick up the pace, and let's see if we
can hit the next narket w ndow," which M. Myer believes nay be

the md-2020s. It is the same project, but there may be a
different structure that may lend itself to federal tax-exenpt
financing, for exanple, like infrastructure financing. He wants

a change that all parties can agree on. He stated that he is not
comng wth the exact ganme plan, but sonme concepts. "Wat we
know is, sonething has to be a little different,” and he
believes there are things that wll mke the project nore

JT. S/H RES COW TTEES - 25- June 29, 2016



attractive, and there will collaboration with the producers. He
has nore detail in his presentation, he noted.

SENATOR MACKI NNON asked if M. Meyer sees hinmself as working for
Governor Wl ker or the AGDC board.

MR. MEYER said the AGDC board.

SENATOR MACKINNON said M. Myer's AGC enploynment agreenent
di scusses his previous ownership interests and [allows for]
"reasonabl e activities associated wth the transfer or w ndup of
activities." Pursuant to the Al aska Executive Branch Ethics Act,
outside activities will be subject to review and approval to
ensure they are not in conflict with the duties owed to AGDC
She asked about his ownership interest in that particular
project and how he sees that transition, and it appears that M.
Meyer nmay be continuing to seek outside enploynent.

12:20: 49 PM

MR. MEYER noted that the small-scale LNG project had an
arrangenment with Cheniere to get supply from the Sabine Pass
facility, and the focus was domestic, high horsepower activity
in the @lf Coast. "W also initiated the developnment of a
receipt termnal in Panama," he added. He said his agreenent
with AGDC is that he nust step out of that entity within three
nmonths. The major part of the activity was with Cheniere, and
his main support was fromthe Chair of Cheniere, but the conpany
has undergone sonme changes, "so we've decided to back away from
that arrangenent. Cheniere was going to put in a truck rack at
Sabine; they had filed for that, but they' ve now w thdrawn that
just recently.” That relationship is ending on its own, he
added. Regarding the Panama facility, "we're in discussions
right now with sonebody to take that." He said that he does not
anticipate any activity at Amasia LNG Anerica that he would be
involved in. There is no contenplation for other activity, but
his understanding is that while he is enployed by AGC he wll

not engage in other activity. Subsequent to his enploy at AGDC

he is restricted fromengaging in any |arge-scale LNG facilities
in Al aska, he said, but there is an allowance for a snmall-scale
facility, |ike what he worked on in 2011

12:23: 13 PM

SENATOR MACKI NNON asked what interests he will maintain in other
conpanies and she said that on page 2, the docunent reads:
"subject to the Alaska executive branch ethics Act, the board
does not object to the president serving on civic or charitable
boards or conmittees or nmanaging personal investnents." That
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statenent raised a flag for her and she wants to publicly raise

the question of "how we're resolving your interest." She asked
if M. Myer wll becone a silent partner or if soneone else
will control the LLC

MR. MEYER said that clause is not intended to involve LNG
activity—ust his personal stock accounts, not LNG Anmerica or
its holding conmpany. "We're in discussions now with a partner to

take the Panama project, and that wll be it." He does not
intend to engage in activities under LNG Anmerica in the LNG
arena, he stated. Hi s understanding is that he wll not be

engaging in LNG activities while at AGDC.

SENATOR MACKI NNON asked if there is a specific way that M.
Meyer is defining a small-scal e project.

MR. MEYER surm sed that she was referring to the non-conpete
[cl ause] for post-enploynment after ADGC, and he believes that
small-scale is defined in there as less than 2 mllion tons.

12: 25: 38 PM

SENATOR MACKI NNON said she is pressing the issue because on page
5 of the enploynent contract, there is an "inference wth
relationships,” and, "I just hadn't read one that said director,

copartner, or any other individual representative capacity."
Referring to AGXC s naster service agreenment contract, 16083,
between M. Meyer and AGDC, she said she has read the anmendnents
and reviewed the dates of the anmendnents. It does not appear
that M. Meyer was under contract when she net him in Mrch.
"You're not new to the job," she said, "you ve been working
since April for the AGC in sonme capacity."” She asked if he
attended the [18th International Conference and Exhibition on
Li quefied Natural Gas] in Perth on behalf of AGDC.

MR. MEYER sai d yes.

SENATOR MACKI NNON asked if there is a report or briefing of
benefits obtai ned.

MR. MEYER said he did not prepare a formal report, but he is
i ncludi ng sonme of what he learned in a strategi c plan docunent.

SENATOR MACKI NNON asked about "MFA 16083 Anmendnent 1 for this
representation of AGDC at this conferences in Australia. W were
| ooking at information about the Canadian project, Pacific R m
LNG projects, CGorgon, [unclear], and other Asian Pacific
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theater," she said. She asked if those LNG projects are simlar
to what he described as the conmon ownership structure.

12: 29: 46 PM

MR. MEYER said that what is common to himis an infrastructure-
type finance project, and producers would say that the equity-
based nodel is comon; the two sides of the industry are very
different, and they do things very differently. He noted that he
is not very famliar wth the Russian project. Gorgon, the big
Australian project, was equity-based. The Canadi an project has a
m x of infrastructure-based financing projects, and he believes
there are also projects intended to be equity-based being
devel oped by "sone of the majors.”

CO CHAIR G ESSEL said M. Myer visited her office on March 30,
"and yet as | look at your contracts, it actually began March
15, and so that is a question | wll ask the board nenbers."

SENATOR COSTELLO said the franmework "for the project that we're

talking about” is set out in state |law She asked M. Myers
what he will do if that vision differs from Governor Wil ker's
Vi si on.

MR. MEYER answered that state |law would rule. No question. One
of the first docunments he | ooked was SB 138. "I think what we're
doing is squarely within 138." It sets the project up, and ADGC
is the enabler to create a gas treatnent plant, upstream
pi pelines, and an LNG plant, he stated. He sees a l|ot of
latitude in SB 138 for finding the best approach, and AGC is
exploring ways to structure the project to nmake it nore
conpetitive, focusing on reducing the cost of supply in this new
mar ket envi ronnent.

SENATOR COSTELLO asked if it is the right time to increase state
owner shi p, considering Al aska's budget chall enges.

12:33: 01 PM

MR. MEYER stated that there is not a strong |ink between
ownership share and the amunt of funds that have to be
invested. On an equity-base project, that is the way it works

but for an infrastructure-based project, the state may own 100
percent of the infrastructure, but it my only invest a very
smal | armount, because the nmmjority of funding can cone from
|arge infrastructure funds that accept a lower rate of return

He stated that if this project is properly structured, it wll

be very attractive. He said he has told the producer parties
they are certainly welcone to be owners, and this project would
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| ove to have them but he believes that the project is not going
to neet the hurdle returns—their internal hurdle returns—or
i nvestnment. However, for an infrastructure fund, |ike a pension
fund, these returns will be very attractive. He said he wants to
clarify that suggestions of increased ownership do not nean
i ncreased investnent in the project by the state.

REPRESENTATI VE HAWKER said he appreciates the discussion about
getting out of the SB 138 box; however, the admnistration
engaged Lummus for an evaluation of other state pipeline efforts
to date. That report was never released and he said that M.
Meyer reviewed it and returned it to Lummus for revisions. He
asked himif he returned the report for revisions and why.

MR. MEYER said that the report will be finished this week. He
reviewed it and thought it was sonewhat |ight and erroneous in
sone of its statenents. He stated that the report indicated that
the project was so tough, "only a major could do it." He pushed
back on that, "and you don't have to look any further than
Cheni ere's Sabine Pass project,” which is a bigger facility. He
said he firmy believes that the project does not have to be
done by a mmjor, and part of his passion probably conmes from
when people said that Cheniere was too small to build a big
termnal, "but we did it anyway." He said he suggested to Lumrus
that it ought to look at an alternative. It is inportant to
recogni ze that none of the sponsor parties construct anything;
it is done by large construction conpanies, he explained. He
said that when he tal ks about the paperwork being inportant, it
is really mnaging these large contracts—+ike a large EPC

[ Engi neeri ng, Procurenent, and Construction] contract. The
contractor takes a lot of that risk, so when it cones tine to
build this project, "we're not going to be out there wth

trenches and trenching machines and wel ders; we're going to hire
a very large construction firm" He said his pushback to Lumrus
was not recogni zing that other conpanies can nanage construction
contractors. He added that he does not know what the final
report will say, and it m ght not be changed.

12: 38: 44 PM

REPRESENTATI VE HAVWKER said sone nenbers in this room have been
in the legislature for 15 or nore years and have been engaged in
the details of the state's efforts. He said that M. Myer told
him he was intimately famliar with "all of our efforts,”™ but
t hen backed off of that statenent. Representative Hawker said he
is really wondering if M. Myers is "counseling us to realize
that all we have done was truly mstaken,"” where they have cone
to understand the inportance of the alignnment of parties in a
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conpl ete val ue-chain project, "that you're counseling that we've
really done this entirely wong from the very beginning and,
really, it 1is nothing nore than a very |large construction
proj ect, and basically the nmarkets wll take care of
t hensel ves. "

MR. MEYER disagreed. He did not say he is intimately famliar
with every action that Al aska's taken over the last 40 years. He
has watched this project—everyone in the gas industry has
watched it. He is also not saying that the current path is
wong. However, it should be recognized that this project is not
going forward. This is an attenpt to ask if the project should
be slowed down or iif sonething should change. The producer
parties are very willing to work in a collaborative nmanner to
figure out how to get costs down financially or tax structuring.
Right now the project is in a phase of asking what can be done
differently. He is not suggesting, at all, that the work done to
date was wong. The state has to recognize that the market has
changed, rather significantly, so there are two choices: delay
or change. He said he thinks there is enough support anong the
parties to look for something different. The path the state has
taken was right at the time, but the market has changed.

12:42: 26 PM

SENATOR DUNLEAVY asked him to explain how he concluded that this
project is not noving forward. He referred to the previous
presenter who said the project is not even done with Pre-FEED

MR. MEYER said his inpression is that this project is not noving
forward. He said he recognizes that the decisions to go to FEED
are not yet called for; however, he believes there is enough
information to recognize that the producers have a disagreenent
on the pace of FEED. By probing a little deeper, one wll find
that there is not alignnent on the parties going to FEED, he
said. The tineline shown earlier [by Steve Butt] has a dianond
that indicates the decision to go to FEED, and each party has to
consider whether it is ready. The probability is that it wll
not proceed to FEED on the anticipated tinmeframe, he opined.

SENATOR DUNLEAVY said the law that governs this process is SB
138, "so wll you be comng back to this legislature for
revi sions of 138?"

MR. MEYER said he does not see any necessary revisions. He said
he sees full collaboration, and ideally, cooperation, with the
producer parties to reduce the cost of supply, which is the
col l ective challenge. That is the m ssion ahead, he stated.
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12: 45: 28 PM

SENATOR DUNLEAVY suggested that M. Meyer "really dive into" SB
138, which is the governing |aw. He spoke about confidence and
said, "There's sonebody new sitting at your seat every time we
have a neeting." He said there is a man, and he cannot even
pronounce his name, but he said Ri gdon Boykin, and he asked if
M. Boykin is still part of the [AGDC] office.

MR. MEYER answer ed no.

SENATOR DUNLEAVY said there are others with nanes he cannot
pronounce that have cone and gone. He said his confidence in the
process is waning, and if SB 138 has to be nodified, there needs
to be a discussion. If M. Myer is not using SB 138 as a
tenplate, "I don't know what you're follow ng."

MR. MEYER responded that he has read SB 138 nmany tines; he
didn"t wite it, but "all of our activities are well wthin
138." He added that he thinks the project is getting back to its
original intent, which was to figure out how to get the project
done. He said he wants nore transparency for AGDC and to lift
the coat of secrecy a bit. He said he spoke with reporters and
was quite open about what ADGC is doing, but there are
confidentiality agreenments that restrict a lot of information,
but to the extent that he can be open, he will be. He added that
any of his suggestions have been squarely within SB 138, and any
deviation fromit would cone back to the |egislature.

12: 50: 46 PM

COCHAIR G ESSEL said M. Myer is experiencing evidence of
highly infornmed |egislators who have been working on this type
of a project for a long tinme. Confidence and trust are in
guestion, she said.

MR. MEYER referred to his AGDC objectives, |isted on page 4 of
his presentation. He said he would |like to operate nore as a
corporation rather than an agency. Every decision is going to be
based on sound business principles, which wll make those
deci sions defensible and able to stand up to challenges. He said
he wants nore transparency with the public, the |egislature, and
the market. This project needs a cooperative relationship with
producers, whether they are partners or custonmers, he said. M.
Meyer stated that he wants to look at the project as a structure
for third-party finance, neaning that the risks of the project
are borne by others, and that will make it attractive to third-
party finance. He explained that he wants to secure long-term
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custoner conmmtnents, which my be wth the producers as
shi ppers, or they may be with an Asian utility, for exanple, as
a buyer. For instance, a large utility in Japan could hold
capacity in the LNG plant, hold pipeline capacity, and purchase
gas from one of the producers—er from the state or a new party
in the state.

MR. MEYER said maintaining a 2023-2025 project in-service w ndow
is an objective that is inportant, and the window is largely
subj ect to perception. Currently, the market is oversupplied and
the next demand pull wll come in that wndow "Let's get
prepared so that we can convey a high degree of confidence to
our potential new custoners,” he stated. Another objective is to
expand in-state gas availability—a mssion of SB 138 and ACDC
which can be part of this project and additional to it, he
suggested. He said he would |like to see Al aska re-established as
an LNG | eader

MR. MEYER added that AGC wll not be responsible for the
RIK/'RIV [royalty-in-kind/royalty-in-value] election, which is a
decision for DNR and is outside of AGDC s purview. He said AGDC
is not interested in assumng any Alaska agency statutory
responsibilities. He noted that state funding and credit support
is the Departnment of Revenue's responsibility.

12: 55:31 PM

REPRESENTATI VE TARR noted that people are not renenbering
correctly what was in SB 138, as opposed to what cane after
t hrough various docunments and agreenents, |ike the Heads of
Agreenent and the JVA She understands that SB 138 specifically
expands the power of AGDC to determ ne ownership. She asked how
ot her agreenents would be inpacted, |ike the JVA agreenent that
expires in July 2017. "How will those agreenment be influenced by
potential changes in ownership structure, and at what point
woul d the | egislature be nmade aware of those?"

MR. MEYER answered that the other agreenents, the JVA and MOU
have their own lives and sunsets. He explained that the main
function of the JVA was the Pre-FEED deliverables, which have
been done, and the agreenment is coming to a close. The parties
are now confronted with what to do next, and the agreenents do
not define the next step. They do not define a governance
structure for the FERC application, which needs to be kept on
track. "New agreenents are needed regardless of what we do
here," he said. He stated that he is hoping to cone to an
agreenent with the producer parties this year to discuss the
next phase. To the extent there is an agreenent that precedes
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the sunset date in those other agreenents, he assumes that it
must come before the legislature. In the spirit of openness, he
wants nenbers involved. A lot of comrunication will take place
in the developnent and certainly the finalization of that
agreenment, he expl ai ned.

REPRESENTATIVE TARR said that is where they want to pay
particular attention to understand any shift in the current
structure. She said she was not sure where things stood on the
confidentiality issues. Legislators were not previously involved
in the devel opnent of the JVA that is governing decision-mnmaking
now, and so they would likely not be in the upcom ng one;
however, as funding is related, the legislature would have to
pass a budget for it. "Has that been an issue that's cone up so
far in your tenure as to ...how legislators mght be involved in
seeing that progress?”

MR. MEYER said confidentiality is a big issue. The agreenent
that he has signed is one of the nost restrictive of any he has
seen. Believe it or not, he may have even breached the agreenent
by stating that there is an agreenent, he said. There are
reasons for confidentiality, but it needs to be recognized that
the inability to discuss these big arrangenents nore openly
| eaves a big know edge gap, he said, and that gap is filled with
t he worst possi bl e i magi ned outconme scenari os.

1: 01: 53 PM

MR. MEYER said the new agreenent is being discussed with the
producers in the same sort of privacy; however, a party that
brings sonmething to this group can deem it not confidential. He
mai ntains that the framework, at least, of this concept should
be put out there so the legislature can see it. "Once we start
to incorporate producer comments into that, it falls back into
this cloak of confidentiality," he stated. The w ndow of tinme is
now for talking about this framework nore openly. To be clear,
he said, it is a concept; it is not a hard-and-fast, agreed to
plan. He said it wuld be a benefit to talk nore openly,
particularly with the | egislators.

1:03: 06 PM

SENATOR STOLTZE noted that M. Meyer said he is not responsible
for state funding or credit support. He asked if he has a
consul tant or advisory role, because he seens to have distanced
hi nself by enphasizing that he is not responsible [for state
funding or credit support]. He asked if it will be handled in
t he governor's office.
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MR. MEYER said he added that bullet [in his list of objectives]
to recognize that the Departnment of Revenue is responsible for
state funding, because AGDC does not have the authority to bind

the state. However, AGDC can arrange third-party finance, 1|ike
pension funds, but if the state has to contribute funds or nmake
some kind of commtnent, DOR will be responsible. He said it is

simlar to the royalty decisions, and SB 138 does not give AGDC
that authority, and he clarified that AGDC will not try to take
that authority.

SENATOR STOLTZE referred to M. Myer's salary and said,
"Sonetinmes | wonder, gosh, how nuch a minute is it costing nme to
ask these questions.” He asked if [DOR Comm ssioner Randall]
Hof f beck, [DOR investnent manager, Deven] Mtchell, and [DOA
Director Ken] Al per are naking "these" decisions. He said there
is a group of expert Alaskans, and sonme not from Al aska, and
then he asked, "Do you have no role in saying what's a good
fi nancing package, ... and it's going to be to the governor's
of fice and hi s conmi Ssi oners to make conment s and
recommendati ons on finance?" He said he is sonewhat puzzl ed.

MR. MEYER answered that AGDC very nuch has a role; and he was
referring to the authority for decision-naking. The project
needs to be structured so that it works for everybody in the
state. "To nme, we need to structure this project so that when it
conmes tinme to make a deci sion on whether we invest in one aspect

or another ...or whether we have to do sonme kind of agreenent on
credit support or taxing decision, yes, our role is very
instrunmental." He said AGDC will be lining out the agreenents

identifying the risks, and identifying third parties that can
help explain that risk. He explained that the Departnent of

Revenue wll have its ow set of nodels, advisers, and
consultants to assess that risk and will not just take AGDC s
word for it. The corporation wll be instrunental in trying to

get the state's role quantified, clarified, and cal cul ated, but,
again, he said, AGDC has no authority to bind the state.

1:07:19 PM

SENATOR STOLTZE said there is a statute and a quasi-i ndependent
body to provide nore objective information. A carpenter starting
a quarter-inch off will have a crooked roof and an wunlivable
house, he said. "If you're off by percentage points or pennies—
He then stated that he and others have gone to sem nars on nega-
projects, and he would have hoped that there would be a nore
assertive role for M. Meyer being the voice of business reason

He said that perhaps M. Myer is a "political guy" and yielding
to the political side of the process. He said he has "pretty
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good" confidence in nmenbers of the board, and he hoped "they've
hired a guy who's going be a very objective, independent—-at
| east for Al aska—and not take orders from the body politic on a
nmega-project.” He said that M. Myer has acknow edged the
perils of small factors destroying the viability [of a project].
He explained that he has "already adjusted [his] expectations
from your backing off from how involved you' ve been in Al aska
projects now, and | hope | don't have to back off on how nuch I
suspect you, through your |eadership on this professional staff,
is going to look out for Alaska's interest and not political
interests. 1'mgoing to keep absorbing it."

MR. MEYER asked if he could comment.

COCHAIR G ESSEL said briefly because she has others lined up
wi th questi ons.

MR. MEYER said he was told that AGC does not have the authority
to take DOR s responsibility. "W do not have authority on
upstream issues; that's DNR " and the Departnment of Law has
certain legal authority, he clarified. He added that AGDC will
be very instrunental in getting the state to the proper
deci si ons.

1: 09: 49 PM

REPRESENTATI VE NAGEAK said that whenever natural gas or LNG is
tal ked about, "everything that conmes out of everybody's nouth in
this building and other buildings is that it's along the road
systenf or places with easy availability. But the places "in-
bet ween and outside are just an afterthought,” he added, because
the cost of doing business on the road systemis much |ess than
in rural Alaska. He noted that he is from rural Al aska, and
things are easier for him because it is where the oil and gas
cone from "and we nmake a living operating our villages and our
government as such.” Every time [the legislature] talks about
projects that are going to be available for Alaska, it is to the
areas that are along the road system he reiterated, because
getting all the goods to rural Alaska is cost prohibitive. Gas,
fuel, food, and other things cost a lot nore. "Now they're
tal king about LNG and to the nmarket, and 'to the market' wusually
means Qutside,"” he added. He stated that there is new technol ogy
allowing the delivery of LNG in huge tanks along rivers and
coasts. Wen the state had a lot of noney, things were built
wi t hout the thought of the costs of nmintaining them "They nade
huge Taj Mahal -types of structures in villages, and you see a
| ot of people who, in the villages, who can't operate sone of
these things, and they send in people from the population
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centers in Alaska," he said. Those benefits do not really go to
people in rural Alaska, he explained, so when talking about
projects such as this, there needs to be discussions on
delivering the same thing to rural Al aska and reducing the cost
of doing business there. Oherw se, people wll nove to the
popul ati on centers, causing school closures and other things. If
the desire is to keep people in rural Alaska, "we need to start
i nvesting and thinking about those people when we start talking
about these projects.”

MR. MEYER responded that one of the responsibilities of AGC is
to provide gas to the state. He said he spent a lot of tine
| ooking at noving LNG by tank—by tank truck. Many vendors
manufacture |SO-tanks, which have the sane dinensions as a
shi pping container and are a great way to nove LNG down the road
or by railroad. He noted that many countries allow LNG I|SO
containers to be used on railroad, but the U S. does not allow
that "just vyet." He views that as a way to serve rural
communities. The best exanple is China. In China, it is called a
rubber pipeline, and that neans noving gas by road (rubber being
the wheels). "That's the way they gasify their | ocal
communities. He said LNG is a very safe hydrocarbon; it's just
net hane. "You can put a tank there; you warm it up to vaporize
it, and then you' ve got gas for the comunity” and for power
generation. He said it is a good way to displace oil. It 1is
cl eaner, and other countries are using it that way. It is a
little early to ook at that aspect of it if it has to be linked
to the larger project, he stated.

1:17:41 PM
REPRESENTATI VE CHENAULT said he has alnost forgotten what he
wanted to ask, because at this rate "we'll be here Sunday." He

said M. Meyer is surrounded by good people at AGDC, but he does
not want to say whether they are on the right track or not.
Representative Tarr was speaking about the ability to work with
the | egislature, which was on a funding issue. He said he thinks
there is a piece of legislation on the governor's desk, which is
SB 125, which also dealt with legislators sitting on the board
of AGDC as non-voting nenbers. He asked what M. Myer's
position is on that.

MR. MEYER answered that he believes that is an issue for the
board; however, having legislators on the board really will not
change his behavior one way or the other. He repeated his pl edge
to see much nore conmunication with the |egislature.
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REPRESENTATI VE SADDLER said the admnistration has given the
| egi sl ature somewhat vague intimations of what mnmght be a
potential policy, and then it is later characterized as an
expression of intent. He stated that he has heard M. Myer say,
"If we transition to a state-led project” and about exploring

alternative concepts that could include increased state
ownership. He asked if AGC or M. Myer already nmade a deci sion
on a new structure, "or is it still up to [a] decision in the

future, with as nmuch kindness as | can nuster."

MR. MEYER said AGDC has not made a decision yet, but "what we
have is a concept.”" This concept has been floated by the
producers and is described in his presentation ahead. It wll be
a collaborative process, and there is a framework set out, he
stated. He has told the producer parties that he wants it to be
a joint docunent that everybody can be happy with. That is what
he wants, he added, but that does not nean it can be achieved

He is hopeful that everyone will be happy with it, and there is
nothing that tells him otherw se, but the concept is at an early
st age, he added.

REPRESENTATI VE SADDLER said the governor firmy denied that
there is any intention to use the Al aska permanent fund to help
finance the LNG projects. He asked M. Myer for that assurance.

MR. MEYER said that is not AGC s authority at all. There have
been no di scussi ons about involving the permanent fund, in fact,
he has heard that the governor advises against it. "There is
nothing in nmy planning that has even hinted at that," he added.

1:22:42 PM

REPRESENTATI VE HAWKER appl auded greater |egislative involvenent.
He asked him to provide any docunents and communi cations he has
provided to the producers describing these new concepts.

MR. MEYER said there will be a docunment, and his presentation
will provide the broad franework.

REPRESENTATI VE HAVWKER sai d, "These docunents with the producers
are confidential, and you' re going back and saying you do want
to maintain a veil of confidentiality on thenf"

MR. MEYER said the docunents that AGDC can provide, that AGDC
has forwarded as a concept, can be provided. "I want to reserve
a little bit, because our team at AGDC doesn’t want to be held
to a specific clause of a concept, and if we don't achieve that
we're going to look like we lost sonething.” He stated that he
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wants to provide enough information of what they are going for,
but he does not necessarily want to provide the blow by-blow
negoti ating docunments. He reiterated that once the producer
comments are incorporated, they becone confidential.

REPRESENTATI VE HAWKER said he is a little confused. "Is there or
is there not a witten proposal to the conpani es?”

MR. MEYER said there is a concept docunent, and he has that
framework on the slides of his presentation.

1:26:09 PM

REPRESENTATI VE HAWKER said franmeworks are franmeworks. It sounds
like the concept is nore into specific negotiations and he said
the legislature would benefit by being involved. He said he
wants the specific proposal that has been made to the producers.

MR. MEYER said he has heard that request and will take it under
advisenment. His intent is to nmake enough information public to
get the full flavor of that framework, but he wants to reserve a
little maneuvering room internally, but nothing that would be
material fromlegislative review

CO CHAIR G ESSEL said she appreciates Representative Hawker's
guestion, because conmittee nenbers have received a copy of a
letter that she provided to the producer partners and ADGC with
three questions. The second question was to AGC asking if the
board was pursuing a different configuration for the project
The answer was not provided in witing, so she is |ooking
forward to M. Meyer's presentation if it wll answer her
gquesti ons.

1:27:24 PM

MR. MEYER said slide 5 is a map of world activity, and Al aska is
not on the map. He noted that when he entered the industry,
Al aska LNG was sonething to be revered; Kenai had the |argest
plant in the world and Al aska had 100 percent of the Asian
market. It strikes him as a little sad that Al aska no | onger
makes the governnment LNG map.

1:28:56 PM

MR. MEYER said the next page talks about the project. Steve
[Butt] already did a great job on that. He enphasized the
statenment: "Alaska's LNG project lowers the barrier to open up
the north for new exploration and production.” Once the pipeline
is built, it becones the highway for natural gas, so he expects
nore activity once that is in place. He turned to page 7, which
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shows the long history of the LNG project. It has the typica

par adi gm of demand heats up, project ranps up, demand captured
by others, and project ranps down. He said that this project has
been in a cycle for 40-plus years, and he suggests changing the
paradigm to prepare in the downturn to capture the upturn. He
said to recognize that LNG is a cyclical industry, and just
because things are down now, does not mean Al aska should sl ow
down on preparing for the upturn. "The upturn is com ng, but
we've got to be there with enough confidence so that when the
buyers decide to buy, they look at us."™ He pointed to the
historical price chart and its fluctuations. He said CM5 was
prepared in the downturn back in the late 1990s and becane the
| argest LNG inporter in the country. During early 2003, prices
were down, but Cheniere was preparing for the inports, and a | ot
of people did not think inports would be needed, but when the
demand cane back, Cheniere was there to contract, he stated.

During the 2009 downturn, that was the tine to prepare for the
2010 demand pul I .

MR. MEYER turned to slide 9 and said Australia is a case study.
He said Alaska is |like Australia, stable and with a history of
resource exports, including LNG and a small donestic denmand.
During the 2009 downturn Australia positioned its resources for
gl obal conpetition, and when the demand cycle cane back, the
country captured a significant share. Next year Australia wl
be the nunber one LNG producer in the world, he said.

SENATOR DUNLEAVY asked if Australia’s nodel is simlar to the
model in SB 138.

MR. MEYER answered that Australia has a m xed nodel and a nunber
of different projects. The western projects are nore like the
equi ty-based nodel and eastern Australia has nore equity-funded
nodel s.

SENATOR DUNLEAVY asked what percentage of the projects the
soverei gn owns.

1:33:24 PM

MR. MEYER said he does not know if the sovereign owns anything
in those projects and he does not know the exact royalty share.
"l don't know that the sovereign, on these future projects, took
a role,” he said, but on the initial project, the sovereign
built the pipeline that let the gas be produced. The Northwest
Shelf project was the nost conplicated project in its time; it
was a very large off-shore LNG project, and it had Japanese
buyers as interested parties, but there was concern about
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whet her the gas would actually be devel oped and produced, so the
government stepped in and built the "Danpier to Bundbury"”
pi peline, which gave the buyer confidence that gas would be
produced. The LNG plant was then built, he said.

SENATOR DUNLEAVY asked if there is any nodel in the world, other
than places that have nationalized the industry, where the
producers do not want to produce but the sovereign does, Iike
what Al aska is | ooking at.

MR. MEYER answered that in nost places the sovereign wants the
producers to produce. The |evel of encouragenent or pain nay
vary. Oten a producer will lose its license if it does not
produce, so there is often a significant cost of not doing so.
In nuch of the devel oping world, he said, the sovereign does not
have the funds to participate, so they use royalties rather than
investnments. Places |ike Qatar—and Exxon can speak to this—have
nore sovereign participation. He said it is sonewhat of a mx.
In Norway, the state-sponsored entity is a significant party in
the devel opnent of Norway's LNG resources, but M. Myer does
not know t he exact financial structure.

1:36:32 PM
MR. MEYER referred to slide 10, LNG Market Changes. He said the
LNG i ndustry experienced its largest demand pull in its history,

and it was net with the largest supply response in its history,
so the world liquefaction capacity doubled in the past 10 years.
That has created a soft, oversupplied narket, he said. Sone of
the Asian contracts have an oil price |link and have |ower
prices, but the new market is because of the oversupply. Hi gh-
teen LNG prices have dropped to single digits. It is a bear
mar ket, he explained. Just |ike Al askans are not afraid of bears
but only show a little caution, the "don't run from a bear”
saying applies here. Now is not the tinme to run from it, he
sai d.

MR. MEYER said that page 11, LNG Market Changes, shows LNG
supply, demand, and future forecasts. Forecasting is difficult,
but there is a general feeling that equilibrium will occur in
the early 2020s, and there will be a growi ng denand gap of about
40 to 100 mllion tons in the md-2020s, but there are over 800
mllion tons of projects that want to capture that demand. There
are opportunities com ng, but we should recognize that there are
eight times as many projects that want to capture that sane
demand. Al aska has to get out there and fight for that market,
he said. He explained that the buyers are sophisticated and
recognize there is a surplus, so they want nore destination
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flexibility and different reopeners, and that can nake a project
nmore difficult to finance and to nmke a go-forward decision.
Another change is multiple projects conpeting for scarce
internal capital, so Alaska's project not only conpetes in the
world, but it wll conpete wth the internal queues of the
producer and joint venture participants. He said page 12
focusses on Asia-Pacific demands, and he noted that Alaska is
not conpeting in Europe. The chart shows that there wll be
demand from growth and demand due to expiring contracts, which
are within Alaska's purview to go after. He noted that Al aska
has an advantage with proximty to the Pacific market, and we do
not have to go through a third nation to get there.

1:41: 35 PM

MR. MEYER said page 13 lists Alaska' s strengths, including
massi ve proven gas resources, enornous undevel oped potential,

stabl e gover nnment , install ed oi | and gas producti on
infrastructure, and four decades of safe, dependable LNG
exports. He stressed that the value of Alaska's history in
providing very reliable LNG deliveries cannot be understated—

nost buyers will be wutilities where reliability is often
superior to price. He said Al aska has broad I|ocal support,
mar ket proximty, no technical barriers, |ow technology risk,
and | ow donestic demand. A donmestic need will not Ilikely take

over the export demand, he added.

1:43:17 PM

MR. MEYER said there has been excellent technical progress. He
noted that he has worked on FERC projects for his entire career,
and he attests to the exenplary work done by the technical team
as shown on page 14. He said the comrercial progress is slow
low oil prices and a soft LNG market create chall enges. He said

"We're seeking alternative nmeans to reduce the cost of supply
and to conduct FEED activities; there is no consensus around
starting FEED mi d-2017 as we sit here today," he stated.

MR. MEYER said that AGDC sees two options. One is to take the
|l ead and find ways to reduce the cost of delivered supply, which
can involve the following: 1) An increase in state ownership to
enable a lower tax <cost structure. 2) Opening up project
participation to a Dbroader mar ket , which could include
infrastructure funds or "that type of thing." 3) Create project
nonmentum in the nmarket to facilitate offtake contracts—Al aska
wants custonmers, he said, good Asian utilities in Japan, Korea,
China, and Vietnam It is inportant for the buyer market to be
interested in this project, so when that 100 mllion tons of
demand neets up with the 800 tons of supply, buyers should be
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| ooking at Alaska LNG and saying "that's the one we want." The
second option is to delay FEED and potentially delay the
project. In sunmary, he explained, AGC needs to figure out a
new way or delay the FEED, "and in my mnd" that would delay the
project even though a FEED del ay decision does not automatically
delay the project, but he sees a strong |ink between the two.

1:45: 35 PM
COCHAIR G ESSEL asked if our other three partners see these
options as well.

MR. MEYER said he did not know if they were |ooking at other
options, but they have discussed these two options with AGDC.

CO CHAIR G ESSEL asked what the state has done to fulfill its
responsibilities for Pre-FEED. Last year, "we actually had a
tineline and a list of deliverables that the state was
responsi ble for, including property tax determ nations and RIK

[royalty-in-kind] decisions. She asked if the state would be
paid the value of the gas that was its royalty share, or if
Al aska would take those nolecules as nolecules of gas. She
inquired as to what the state has delivered during Pre-FEED.

1:47: 00 PM

MR. MEYER said that his understanding is that there were a
nunber of agreenents contenplated that were not done. Wen
agreenents are not done, there is typically blame on both sides.
They dragged on for quite a while, and he believes that the
agreenents mainly dealt wth upstream issues, but he is not
sure. Sone of those have to get done, he explained, but [the
parties] should first figure out if this is a project that is
conpetitive in the global arena and that it works for the
producer parties. He said there should be an agreenent in place
to say "here is how we are going to conduct this project, here
is howit's going to be governed, here's how we're going to nove
it forward.” He continued to say that he has told the producers

that "if we get happy with this agreenent,” and all it needs are
t hese several other agreenments that have to get done, "I'm going
to be there right with them advocating ... that we need these

agreenents done." Right now, he said, he wants to put [the other
agreenents] at the end. Part of the problemis that those were
put at the start, and a lot of tinme was spent on those
agr eenent s—Aaybe under a presunption that the project was going
to nove on these stage gates very fluidly. But the state is at a
point where it has to pause and figure out how to nmake this
project work first, and save the upstream agreenents—sone are
out of ACDC s purviewdntil the end, "and then, by golly, 1"l
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be arguing right with them that we need the state to do these
t hings. "

CHAIR G ESSEL said she really appreciates the fact that he is
new. The two [agreenents] she was referring to are actually
fiscal certainty terns, and M. Meyer has nentioned the word
"certainty,” and conpanies like to have certainty with their
partners. She asked why conpanies should think a reconfigured
project won’'t also be changed downstream "W have an agreenent.
W have a plan in place, and aren't we reneging on what we've
already crafted in Senate Bill 138," where Alaska said it would
produce sone kind of RIK decision, which gives [the producers]
fiscal certainty and a property tax-type decision? These are
just two factors, she stated. She asked why they should see
Al aska as trustworthy and stabl e.

MR. MEYER answered that trust has to be earned, and it can be
lost, but "trust" has not entered the discussions with the
producer parties relative to the state, but fiscal certainty
has. He said he is not sure what fiscal certainty is, exactly,
to the producers, and whether it neans tax certainty forever,

but he is looking at what other regines have offered, I|ike
Texas, Australia, and Papua New Guinea. "I think that having the
state surrender its ability to change taxes ... is not

constitutionally allowed, so certain things that the producers
may want may not be achievable,” he explained. [That kind of
certainty] would take a vote of the people. "What | do know is
if we put those things first, we're never going to focus on
getting this project to the point where it conpetes in the
world,” he stated. He hopes to get clarity on the project
structure and cost, and clarity on what the state ownership may
do, because having the state own this entity—even though it

doesn't invest all of it—say lend itself to federal tax
advantages. Right now, he said, we need to figure out what the
project will cost, and he said that information is necessary for
DNR to nmake its R K and RIV decisions. There are |arge,
sensitive issues, but they should be saved until the end. |If
those issues are all it takes to get this project to happen, "

will be advocating right alongside [the producers]."” But he
wants to get to a point where AGDC and the producers all conmt
to do "these things" and then he will be arguing in line with

t he producers.

1:54: 31 PM

SENATOR MACKI NNON asked him how he can sell gas w thout know ng
the cost of supply. "How will we secure a contract—we have 18
trillion, 33 trillion cubic feet of natural gas stranded on the
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North Sl ope; how do you sell that in the nmarket when you don't
know the supply costs?" It sounds like the infrastructure costs
are comng to light, she added.

MR. MEYER said to look at the things we know. The nmarket price
can be determned very quickly by looking at what the utilities
in China, Japan, and Korea are willing to pay. The LNG narket is
becomng relatively liquid and transparent, and the U S. LNG
contracts are basically public, he said. So it is easy to get a
very good handle on the market price, he said. So he suggested
taking the market price and the |owest cost possible for the
infrastructure in order to determ ne the net back price. If the
net back price is X and if X is not high enough for the state
and the producers, then there will be no project. It is as
sinple as that. However, if the cost of supply can be | ow enough
and the market price is not great today, but it may inprove and
it is good enough to do this project, "I believe that once you
put this project into service, the benefits to the state are
going to be significant and they're going to go beyond this
single project, because you're going to have that further
devel opnent." He added that we do not have influence over market
price, and the infrastructure cost can be Ilowered in both
capital costs and financing costs.

1: 56: 56 PM
SENATOR MACKI NNON said, "We've had several synposiuns on natural
gas worldwi de, and those markets do not align .. each one of

those regions set their own price and negotiate their own
contracts in very distinctive ways." She said she is having a
hard tinme thinking anyone will buy gas if they do not know the
cost of the supply. It doesn’t go backwards; there needs to be a
firm transportation agreenent to get financing, and that cannot
be attained until the cost is known, she explained. She said she
has a problem on how one goes to the narket to secure firm
transportation conm tnents when the upstream cost is unknown.

MR. MEYER replied that part of the challenge is to figure out
the capital and financing costs. Wen there is a cost estimte
it starts to get factored into the buyers' decision process. For
i nstance, Al aska decides that the cost of supply to Kenai is X
based on the estimated costs of the LNG plant, pipeline, and gas
treatment plant, and there will be a little variability, which
will be gone by the time construction begins—the variability
wi |l be pushed to construction contractors and others. "And then
we're going to have to commt as a systenl to the price, he
stated. The purchaser will not accept a price range of between
$5 and $15 today, so they will need nore price specificity that
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they take the risk. Prices fluctuate, he noted, and different
parts of the world have bought at different price reginmes, but
those are starting to blend together—+he U S. shale supply has
been a gane changer, he told the conmittee. Before U S. shale,
nost of the LNG supply into Asia was sold on an oil-link basis,
so it had variability on oil price, and with the U S. projects,
it is nore of a tolling arrangenent so that the projects under
construction today, the custoner pays a certain anount for the
toll, LNG facility, and liquefaction. They buy gas on a Henry
Hub basis, so the buyers take some Henry Hub narket price risk,
but they know that the cost of the liquefaction is certain. M.
Meyer said Alaska has a little bit of an advantage in that a | ot
of the cost is infrastructure cost, "so we can actually take out
a lot of the variability in the mnd of the buyer by saying a
big chunk of your pricing is going be infrastructure cost—that
contract that we do with the buyer is going to have to fit wth
the Il enders and the equity investors to nmake sure that it covers
the cost of the project.”

2:01: 46 PM
SENATOR MACKI NNON sai d that does not make econom c sense to her,
so she will nobve on. She asked him how a resource owner is

aligned with a transporter.

MR. MEYER said the alignnent is in the relationship, and there
is always a bit of tension, but he |ooks at a resource owner
from a pipeline or LNG facility perspective; "I look at the
resource owner as a custoner." So to reframe the question: How
does the pipeline conmpany get aligned with its shippers and
custoners? There is always a give and take and a bit of tension;
t he pipeline conpany would like to have high rates and the state
would like to have low rates, he said, and sonewhere in the
mddle there is a happy ground. On this particular project,
because we are starting with a high-cost framework, we're going
to have to beat the project down to a relatively low rate of

return. The pipeline will want a higher price, but it cannot
justify a higher price, he explained. The state will have to
decide that it wants this project done and decide the netback to
the royalty owner and the resource owner or [it wll have to

decide to not do the project].

MR. MEYER, in clarifying an earlier remark, said that Al aska
will need to know the pricing before it gets any custoners. It
is time to gauge custoners. Custoners needing gas in 2023-2025
will start contracting in 2017 or 2018, and at that tinme Al aska
will need to know, with a reasonably high degree of certainty,
what the project will cost, he stated. At that point the parties
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enter into a "proceeding agreenment,"” where there are conditions
for both parties. If costs do not align, custoners are allowed
out of the agreenent.

2:04:49 PM

SENATOR MACKI NNON said she is not a custoner, and the people of
Al aska are not customers, but resource owners. "W are a partner
or participant in the joint venture agreement, and there is a
tension between the carrier—this is an integrated project—the
people at this table who voted for this project advancing
t hought the people of Alaska could derive benefit all along the
process as integrated partner."” Alaskans expect to receive a
return on the investnment at the gas treatnent plant and on the
pi peline. She noted that the pipe is nuch nore stable with a
guaranteed rate of return, and that is why the |egislature
engaged TransCanada. Al though TransCanada left, "we still had a
25 percent expectation of a return to the people of Alaska on
that pipeline, and we expected a return on investnent for the
hydrocarbons that are pulled out of the ground.” She said her
concern is that there should be a tension, and she is afraid
that there will not be a tension between the carrier and the
resource custoner. There are four people that wll derive
benefit, and the big ones who are at risk are the producers in
nmeeting their internal rate of return, "which | am probably the
| east worried about—+ think they can fight for thenselves,"” but
if the State of Al aska has already nade a deal with the nmarket,
"how do we assure that Alaskans get a good return for our
nmoney?" As project manager, "how are you protecting the people
of Alaska's resource so that we derive the greatest benefit for
t he people of Al aska?" She said she is waiting to hear M. Meyer
convince her of the reason to go to the market first before
taking care of the gas sales agreenent at the top. She added
that "right now we can't even balance two major fields. Pt.
Thomson and Prudhoe Bay have to conme to an agreenent on how
we're going to nove gas out of there, otherw se we |ose val ue on
our oil that is four tines nore valuable than the gas." She
stated that she wants to support a project and she is ready to
listen, but there should be tension between the resource owner
and the transporter, because the transporter wants high tariff
rates and lots of hydrocarbons noving through the pipeline, and
"we want |ots of hydrocarbons at a |ow price; those who own the
| eases and the |ease-to-produce, they want high noney, and the
market wants the |owest dollar available. W seem to be
conpeting with ourselves,"” she said.

MR. MEYER said that the project econonmcs have to work for all,
but one of the inportant ones is the market. "If we don't clear
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the market we won't have a project,"” he stated. If we can start
with the thought that we have to clear the market, then we | ook
at the cost of the infrastructure using other people' s noney or
the state's noney, if the state wants to invest. He said he
woul d wel cone both the state and the producers as investors. The
state could be happy with the return on this project, he added,
but he is not sure that the producers can be happy with the
return. The producers do not have to invest if the project can
find lower-cost capital. He said that the cost of service is
deducted fromthe market price, and that is the netback.

2:09: 06 PM

MR. MEYER stated his belief that if there is a good buying
custonmer wlling to pay market price for LNG and if there is a
commercially reasonable price after deducting the costs, there

will be wlling sellers: the producers. "If we had that real
buyer now," there is nuch nore incentive to figure out the
bal ancing, he stated. "How can you negotiate the price of

supply, if you don't know the market and you don't know the cost
of the infrastructure to get there?" H's view is the opposite of
Senator Mackinnon's view. He referred to a study the |egislature
[ conmi ssi oned] by Black and Veatch that had $2 for GIP, $2 for
pi pe, $4 for LNG and $1 for shipping, which translates to a $9
price to Japan. "Guess what. The narket's $8, so it doesn't
matter," he said, because that wll not clear the market. He
said not to start with all of those conmponents, but start wth
Japan wanting an $8 price of LNG and then figure out how to
meet that price. It fluctuates, but some of the toughest
conpetition comes from the Lower 48. It is a tough price to
conpete with, he stated, and it is a tough structure to conpete
wth, because it is not an oil-linked price—+t's a cost-plus
price, nmeaning that it is Henry Hub plus the cost of
i quefaction and shipping. He noted the Panama Canal has been
widened to aid LNG ships, so the Lower 48 is Alaska's
conpetition.

2:11: 27 PM

MR. MEYER renm nded the comrmittee that there are 800 million tons
of projects that want to conme on line, and nost are from the
Lower 48. Therefore, we know that we have to reduce the cost of
this project, he said.

2:12: 00 PM

SENATOR MACKI NNON said the resource owner wants the |owest cost
and highest value to purchase our gas. She asked who is
responsi ble for financing the project, because if another entity
takes profits away from the project, [it will be] another cost.

JT. S/H RES COW TTEES -47- June 29, 2016



"So is it AGDC? Is it the Department of Revenue? Is it a third
party?"

MR. MEYER answered that if it is third party financing, AGDC
would take the lead on arranging it. If it is state funding

state credit support, or sonmething simlar, the accountability
will be with DOR, although, AGDC can help to structure it. But,
sitting here today, we do not know "what we would be expecting
of the state as a state entity wth regards to funding,
financing, credit support, or that type of thing."

SENATOR MACKI NNON asked if AGDC has statutory authority to
arrange third party financing.

MR. MEYER said he understands that AGDC has the authority to
di scuss arrangenents, but when it cones to the actual funding of
the project, it wll involve the legislature and others. It is
not a decision that AGDC woul d nake on its own, he added.

2:14:22 PM

SENATOR M CCICHE said he is hearing sone things that sonmewhat
worry him regarding the roles of state agencies, because he is
not sure that the agencies have been provided the funding to
cover those roles. The legislature, in defense of the framework
under SB 138, needs clarification by legislative or DO
attorneys about the authority of AGDC to act before conprom sing
a project that currently has alignnent, he said. "It alnost
seens like we're aggressively sinking this alignment in this
process.” He would like to better understand the legislature's
role and the authority of each departnent and the AGDC.

2:15:52 PM
CO- CHAIR G ESSEL said the legislature can request that from the
Departnent of Law.

MR. MEYER said the action plan on slide 15 enphasizes reducing
total cost of supply. There is alignnent on that, but it needs

to be looked at. It is inportant to the state to nmmintain pace
in order to have an opportunity to contract for the next demand
pull, he said. That is not universally shared by all of the

parties, but from AGDC s perspective, it is very inportant, he
noted. There are nultiple LNG projects chasing the sanme buyers,
and all participants in this project want to nonetize the
resource, he stated. It is a significant resource base and
material to the participants to "see something work." So the
summary of the action plan, as stated in the presentation is as
fol |l ows:
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Wrk in a collaborative manner to explore alternative
concepts intended to enhance the project's gl obal
conpetitiveness. These concepts i ncl ude vari ous
ownership and financing structures and could include
i ncreased ownership of the project by the State and
with third-party financing.

MR. MEYER enphasized that AGDC does not have a hard and fast
action plan, but sonething has to be devel oped and he wants it
to be collaborative. The collaboration is now in process, and he
hopes to have sonething that is really successful and that is
enbraced by all.

2:17: 54 PM

CO CHAI R G ESSEL asked what increased ownershi p neans.

MR. MEYER said, different from investnent, increased ownership
m ght be the state owning the entity, but a third party my
provide the funding. He said AGC is still investigating the

benefits of that ownership, but there may be sone significant
federal tax benefits associated with a state-owned project.
Owner ship does not nmean funding, he clarified.

CO- CHAI R 3 ESSEL asked what the tax benefit is.

MR. MEYER said federal incone tax on a private project my be
more than on a state-owned project, but that needs to be
investigated. There is some hope that a proper structure nmay
lend itself to sone federal tax benefits, "but we do not know. "

2:19:22 PM

COCHAIR G ESSEL asked if this kind of investigation actually
invites the IRS to consider whether the inconme fromthis project
shoul d be taxable, even if the state were to own it.

MR. MEYER said he would anticipate a lessor ruling fromthe |IRS,
and there may be sonme opinions on that already that give enough
confidence, but because of the magnitude, "we" would nost |ikely
have to have a lessor ruling from the IRS indicating the
structure is not subject to a federal tax.

REPRESENTATI VE HAWKER said he has a zillion questions that he is
trying to distill down. "W just specifically heard the
statenent that the state would own the entity, a third party
would fund it, and that would decouple the state from the risk
of the cost of the project.” He said he was nobst concerned about
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the risks of ownership, and AGDC has presented two choices: A
cautious and deliberate approach, which is the current framework
but would delay FEED, and the other is a nuch nore aggressive
approach for the state to take the lead, and "we end up in this
scenario with the state owning the entity." As a legislator
managi ng the risks of the project, construction, financing, and
resource, he said all of the risks have been carefully eval uated
and the state had postured itself to mnimze its risk and
maxi mze its benefits, "but |I'm not hearing anything here about
how you want to change risk position." Wth ownership cones
risk, and he asked if Alaska will take all of the risk.

2:22:10 PM

MR. MEYER stated his belief that this project finance structure
results in reduced risk, but it can be argued otherw se, because
there are good and bad points on both sides. Under an open-
equity structure where everyone contributes their share, there
are significant overrun risks, and he noted the Gorgon project
as an exanple. It went from a $37 billion estimated cost to a
$54 billion conpletion cost, "and it didn't quite work right
when it was done.” He said that is a lot of risk. In a project-
finance structure, the risk would have probably been taken by a
contractor or by some other party, otherwise the project would
not have been financed. He said that does not mnean that the
project would have gotten off the ground with |less risk—+t may
have neant that the project would have never been constructed

He said he is not claimng that ownership w thout the financing
increases the risk—+there are many risks in this project. The
risks to Alaska will have to be acceptable at the tine the
decisions are mde to go forward. That date is the final
i nvestnent decision (FID) date, he said, and the state, |enders,
custonmers, and contractors will all have to be confortable wth
all of the risks.

REPRESENTATI VE HAWKER said risk-hedging is a very conmon feature
in capital markets, but it nmeans the owner transfers the risk to
sormeone else, and a price nust be paid to offload the risk. He
said he is concerned about the cost or conpronmise comng from
the state. "The contractor's going to take all the risk of $60

billion construction project that they do not own the resource
that ultimately is going to profit fromit?" He said he really
wants to know what kind of a hedge fund M. Myer wll be

wor ki ng with.
MR. MEYER said Representative Hawker has sonme really good

points. There are costs to giving risk to sonebody; however, one
contractor will not take all of the risks of this project. The
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project wll need nultiple contractors, and some wll be

prepared to take some risk in the construction. There wll be
risks that contractors will not take, he stated, |ike aval anche
ri sk and governnent stoppage. He said sone risks will be passed

to others, sone may be insurable, and sonme mght have to be
taken by the state. He said, yes, contractors take risks and
charge for that. He explained that Cheniere had no bal ance sheet
when the inport termnal was built, but it turned to Bechtel to
give thema "lunp sum turnkey nunber," and Cheniere paid a |ot
for it, but had it not, the lending conmunity would not have
funded the project. There is a bal ance between the risks and who
is nost likely to bare them he explained. Building an LNG pl ant
on the Kenai Peninsula is a manageable risk, as is constructing
a pipeline. Under a proper structure, the costs of noving those
risks and the cost of insuring them basically appeasing the
financial comunity, and "you put that altogether and we figure
out, have we got a project or do we not?"

2:28:10 PM

REPRESENTATI VE HAWKER said the construction risk is very
tangi ble, but "this project has a conplete value change; has
huge risk in the resource itself, the market, the financing, and
|'"'m very concerned that |'m hearing an approach—this new
concept—that is absolutely obsessed with just the construction
and building of a pipeline, but not necessarily a pipeline that
has, as guaranteed as possible [and] as risk-mnimzed as
possi ble, comercial viability." He said he would be nore
confortable if he could hear about commercial viability "from
you folks in the near future."

2:28. 44 PM

MR. MEYER said commercial viability is key. Wthout it there is
no project. Slide 16 addresses equity versus project finance
structures. In an equity structure, everybody contributes. In
the project finance structure, there are project sponsors, and
there are third-party equity providers. Akash Deep, a professor
at the Harvard Kennedy School of Governnent, defines project
finance as one that

"involves creating a separate legal and economc
entity with the primary role of setting up an
organi zational structure and obtaining the necessary
financial resources to develop and manage a project.
The main, and crucial, distinction from conventiona
corporate or public financial structures 1is that
repaynent to debt and equity providers depends solely
on the capacity of the project to generate cash fl ows,
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with typically no recourse to the balance sheets of
t he sponsors or the resources of the governnent.”

2: 30: 45 PM

MR. MEYER showed a representative structure on slide 18. The
"project conmpany" is a new entity that would be the FERC
applicant and hold the assets and contracts. There are off-take
contracts, which are significant commercial underpinnings for
the project conpany, he said. The suppliers would be the gas
resource owner, and there would be government involvenent, I|ike
a concession agreenment. The contractor has a very significant
role in an infrastructure project, as does the operator. The
finance includes equity investors and | enders, he added.

2:31:26 PM

VR. MEYER noved to slide 19, showing the trends in
infrastructure finance. The slide is from an OECD (Organi zation
for Econom ¢ Cooperation and Devel opnent) survey. The OECD has
34 nations and did a survey of a cross-section of infrastructure
institutional investors, and the survey represents 28 entities

and about $1.5 trillion of assets under managenent. The survey
found that infrastructure investnents are not recognized as a
distinct asset class, infrastructure projects are long-term

investnments that match the long duration of pension liabilities,
infrastructure assets are linked to inflation and could hedge
pension funds liability sensibility to increasing inflation,
governments have started to recognize that they need to
reconsi der their approach to financing to secure new sources of
capi tal to invest in infrastructure, and devel oped and
developing <countries are in effect conpeting to attract
institutional investors to infrastructure. "And | say this
project can be set up to be a very attractive infrastructure
investnment." He said a US. project—tNG in Al aska—+s very
stable. Instability in Europe has been introduced with Brexit
[Geat Britain voting to |eave the European Union], and pension
and infrastructure funds do not |Iike volatility. Alaska's
project has stability, government  support, and comunity
support. This is a good project, he stated.

2: 33: 50 PM

REPRESENTATI VE JOSEPHSON said SB 138 outlines AGDC s authorities
as expanded in 2014, and he sees broad powers that allow it to
pursue a different path. Regarding the 120-day w ndow referred
to by Steve Butt, he is concerned that this project is not
likely to go forward. Rather than watching it go into dormancy
for unpteen years, he sees that M. Myer is |ooking at a whole
new path, which is allowed by SB 138, he proffered. In reference
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to anxiety about the rate of return, one of the things that has
given him confort about the original plan is if the three ngjor
[ producers] saw nerit in noving forward, then the plan had
nerit, and if they did not [nove forward], the plan likely did
not have nerit. He asked M. Myer to dispel that general
concern of his.

MR. MEYER answered that he agrees that if the producers say the
project has nerit, it does have nerit—=I'm right there wth
you." However, if the producers do not think the project wll
clear their hurdle rate at this tinme, it does not nean that the
proj ect does not have nmerit—+t neans that it does not have nerit

for them to invest. "But | can alnobst guarantee you, if we
deliver these folks a gas pipeline, they're going to love it;
they're going to love to use it." He said he does not think the
investment will nove up in their queue or clear their hurdle

rate or clear their internal barriers, but that does not nean it
is not a good project. He noted that when he |ooks at the
project he does not look at it as just an extension of the
production unit, he looks at it as a pipeline that wll be a
very attractive investnent for pension funds and |ife insurance
conpani es, which have lower return hurdles than oil and gas
conpani es, especially the E& [exploration and production]
conpani es. Pipeline conpanies, he said, have a nuch |ower return
threshold, and from a pipeline standpoint, that is why "we" got
to be in business. "W were willing to put in pipelines based on
contracts that did have a lower return, and it was better for
the high-return conpanies, the E&P conpanies, to contract with a
| ower-return service provider than it was to take their capital,
which is nuch better spent drilling holes than it is |laying 800-
mle pipelines." He strongly agrees that if the [producer
partners] all said this is going forward, Al aska should be right
there with them but if they decide that they do not want to go
forward now, it does not make this a bad project.

2:38:16 PM

SENATOR MACKI NNON asked where M. Meyer got his presentation
slides, one of which [is attributed to] Harvard Kennedy School
and one that refers to the OECD

MR. MEYER said he stole them off the Internet, and he can
provide the site addresses and the reference to the CECD study.

SENATOR MACKINNON said she has seen the study wunder the

sovereign wealth nodel, and the Harvard Kennedy School was
guoted in those reports al so.
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MR. MEYER said, yes, it is part of a broader presentation, not
for Alaska. He said it provides a description of project finance
from sonmeone ot her than those at AGDC.

SENATOR MACKI NNON asked M. Meyer if he is purporting that
Al aska's PERS system woul d be a |likely candidate for investnent

MR. MEYER said it very well could be, and the Native
corporations could be very interested in this as an investnent
and maybe shoul d have the first opportunity.

2:40: 25 PM

MR. MEYER showed a slide (page 20), titled "Required State
Response."” Al aska needs to be singularly focused on noving this
project forward in order to not miss the next demand cycle, he
said. Al aska has only one LNG project and does not have nmultiple

projects, like E&P projects, to conpete with; therefore, Al aska
does not have the luxury of a queue to pick from "so we've got
to make this work." To help ensure nonentum AGDC will take the

| ead on project devel opnent and marketing, in conpliance with SB
138 and in consultation with DNR He said he is not suggesting
doi ng anything that does not conply with SB 138 or tries to take
authority from any agency that has authority. Alaska LNG nust
have a higher profile to conpete in the global arena, he added,
so it nust actively engage buyers, solicit investors, and
out maneuver the conpetition. It is inportant to appreciate that
Al aska LNG as a project, is really not out there in the narket
today; it is not marketing itself and has relied on the project
sponsors to do that. He explained that the joint venture
agreenent, itself, does not really provide for marketing, so it
is time to raise the profile and get it in the mnds of the
buyers that this is a real project to consider.

SENATOR MCCICHE said all of the funding for AKLNG was
appropriated to AGXC, so he asked if M. Myer is adequately
sharing that funding with the state agencies through an RSA
[ Rei mbur sabl e Services Agreenent], or if M. Myer is nmaking it
nore difficult for the agencies to have the talent available for
t hose deliverabl es.

MR MEYER said he thinks AGDC is doing both, and that
perspective depends on who you ask. There are a couple of
categories of expenses, and one is for staff and contractors and
another is for outside |egal expenses and consultants. He said
he wants to pay for the enployees in DO., DOR and DNR for at
| east three nonths and then figure out if AGDC can incorporate
those people into working together as a team It could be a
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second structure where AGDC pays for people through the
agencies, but they would actually work at AGDC, he said. For
outside contractors, he suggests that they be paid for as
needed, and "we may need them differently than we needed themin
the past." There is about $15 million of expenses, he said,
"that we are talking about in this bucket,”" and nost are
associated with outside conpanies. Rather than just shoveling
all that noney over, he assunmes that the intent of putting the
funds into AGDC was to shepherd and steward them as needed, in
t he devel opnent of this project.

MR  MEYER said AGXC wll need legal services, financial
anal ysts, and that type of thing, and those wll be funded as
needed. There was pushback from the DOR people who said they
needed an outside nodeler, and that was settled by paying for
t he nodel er, but he would |like AGDC to have its own access to a
financial nodel. He stated that he has never been anywhere where
t he conpany does not have its own financial nodel of a project.
There is a cost-of-service nodel devel oped for the ASAP [ Al aska
Stand Alone Pipeline], which is inadequate for this project.
“What 1'd love to have is one nodel that all the agencies
share.” He said that he understands that sonme private
information may have to go into a DOR nodel, but all he really
wants is a nodel structure, so when |ooking at how interest
rates shape a cost curve, for exanple, AGDC will have its own
nodel . There has been some angst from sone of the agencies
regardi ng funding, but he believes this is getting settled. He
said he needs to be nore judicious with third party expenditures
to focus on this time of increased austerity and increased
demand on AGDC, and he wants the resources funneled toward the
execution endeavors.

2:47: 00 PM

SENATOR M CCICHE said M. Myer nmssed a few recent discussions
about "org charts" and project team responsibilities. The
al i gnnment concerns of his are not only external with partners,
it is also internal alignnment with sone talented departnental
folks. He stated that if M. Myer is open to it, "I would
certainly be interested, if the chair is in agreenent, you can
provide, sort of, as you develop that concept, an org chart
[wth] some of the expected cost burden and how you intend to
share that with the agencies." Becomng fully independent when
there is internal talent will not lead "us" to a successful
relationship, he stated. He said he would l|ike see how those
rel ationships are going to continue with the agencies he has
grown to trust over the years. He asked M. Meyer if he would be
willing to provide that information.
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MR. MEYER said absolutely. He is new to the structure, but when
he |ooks at the agencies, he sees law, finance, and upstream
departments, and he really wants to draw on those people and not
duplicate workers. There is duplication going on that could be
managed better, and the way to do that is to bring people into
AGDC, where they would still work for their agencies, providing
an open line of comunication. This is a team project, so
definitely he will disclose that as it gets devel oped, he said.

2:49: 41 PM
REPRESENTATI VE OLSON asked if the state would pay property taxes
if it was the owner [of the pipeline].

MR. MEYER said he is still getting up to speed, but the entity
woul d pay property taxes. Under this kind of structure, the
project entity would nost |ikely be the payer, because it would
hold the assets. He is not clear on prior understandings, but
this entity, in his mnd, will be paying property taxes.

REPRESENTATI VE OLSON asked for information in writing.

2:51: 27 PM

REPRESENTATI VE HAWKER said he is hearing that this new concept
has three significant elenents. If the state owns the project,
it would hedge the project risk through an artificial entity
that was set up, and that that entity would be nanaged on the
basis of securing financing on a nonrecourse basis. That is a
wonderful thing when you can get it, he said. If the project
utterly fails, the state can walk away fromit, free and clear,
and the investors all lose, "so sad, too bad." That is not an
uncommon structure in the corporate world, but can a governnent
sovereign abrogate that nuch risk, and what would it do to the
credibility of Alaska in all other mtters? He asked if M.
Meyer is setting Alaska up for a huge risk in the case of a
failure for the nonrecourse financing entity, whereby the
injured parties would readily pierce the corporate veil and
basically go right after the only source of cash the state would
have, which would be the permanent fund.

MR. MEYER said he believes that the risks will be manageabl e,
but AGDC has not quantified them The concerns are valid. The
ri sks would have to be identified, quantified, and acceptable to
the state, or there will be no project. The DOL and outside
experts wll need to assess the risks. The risks the state takes
have to be acceptabl e under either structure, he explai ned.
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REPRESENTATI VE HAWKER asked if M. Myer has proposed these
risks to the producer partners.

MR. MEYER said he has only proposed a concept docunent, and the
highlights are described in the next few pages of his

presentation. He said he sort of suggested that he does not

expect the state to take on a disproportionate anmount of risk—
not that this will be risk-free. Al aska may be investing funds

as though it were an equity project, which is up to the state,

but he has never suggested that the state take a
di sproportionate amount of ri sk.

2:55:59 PM

MR. MEYER showed slide 21, “Comrercial Franework Concept.” He
said AGDC will form the special purpose entity that will be the
"project conmpany"—the entity that does the activity, holds the
assets, is the FERC applicant, and that type of thing. The

project conpany wll have a set of overarching principles
designed to keep the project on track with conpetitive rates,
and it wll engage conpetent technical and commercial advisors.
He said he hopes that sone of those advisors wll be the
producers, but he has not asked for a commtnent, and sone
advisors will be outside of the joint venture parties.

MR. MEYER noted that AGDC ains to keep project participants
t oget her; however, producer party roles my change and sone may
choose not to invest in the next stage. The parties should have
the ability to participate or exit wth mnimal inpact to the
project's pace, he added. The parties could be owners of the
project conpany if allowed by tax |aws, but they do not have to
be, and they do not necessarily have to mneke that decision
upfront. He wants to | eave enough |leeway so if they cannot make
a decision to invest today, that does not nean they are closed
off in the future. He said he would |ike sone of these producers
to be able to have the opportunity to change their decisions
down t he road.

MR. MEYER stated that, in this framework, project ownership nmay
not equate to gas ownership. "So you may be an owner of the
project but just because you're an owner doesn't mean you have
capacity, and, further, not being an owner does not nean that
you won't have capacity." A shipper would be fine and woul d not
need to have ownership in this structure in order to get
capacity, he said.

MR. MEYER said page 22 is a continuation of the franmework
concept. The project conpany will be a m dstream business, so it
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is not an extension of Prudhoe Bay or Pt. Thonmson. It is the
pi peline and the LNG and it can provide an unbundl ed service to
the producers, to AGC, and to third parties, he added. So, a
utility conpany in Asia nmay want to hold capacity on the LNG
pl ant but not on the pipeline, for exanple, or they just want to
buy from one of the producers at the tailgate of the GIP. The
concept is to have service agreenents that support the
particul ar segnment of the project, and those service agreenents
are entered into with credit-worthy counter parties.

2:59: 38 PM

MR. MEYER said the project conmpany will levy transport tolls in
line with mdstream businesses to clear market and nmaxim ze
upstream revenues, so the tolling structure will be relatively
transparent and not unduly discrimnatory. There will be simlar
rates for all as long as there are simlar ternms, but early
shippers may get a better rate, for exanple, but it wll be a
transparent toll structure. He said there is potential for

alternative financing in this framework, such as federal tax
reduction options, |lower cost third-party equity investors, and
nonrecourse debt to mnimze financial exposure. Referring to
page 23, he said AGC wuld be the single point of
accountability for the mdstream portion, which is the GIP, the
pipeline, and the LNG facility. Aso, AGX could becone a
shipper, so if DNR for exanple, elects to take royalty in kind
and agrees to sell it to AGDC as a conmercialization service, it
could be a shipper. O DNR may want to sell it to an Asian
utility, and then they will be the shipper, or DNR may want to
sell it to one of the producers or a third party. If one of the
producers wants to sell the gas wthout being a transport
custoner, for exanple, and suggests selling the gas together to
a buyer that AGDC finds, "we could be a shipper,” he said. If
ADCC were a shipper, it would be treated like all shippers, he
added, and it would not necessarily have preferential status.

3:02: 29 PM

MR. MEYER said AGDC and others wll market the project as a
service provider. He said he wants to market the LNG outside of
Al aska. Custoners can buy it at the beach at Kenai or in the
north as gas—tell me how you want to buy it, but put Alaska in
the planning horizon."™ He turned to page 24, which charts out

"who does what." He said he added a role called project
mar keting, where AGDC will take nore responsibility. Financing
has two options: state participation, where DOR is accountable
and AGC wll help structure it, and third-party financing,

where AGDC will take the |ead.
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REPRESENTATI VE HAWKER sai d, regarding financing, he has recently
rai sed questions about AGC s ability to finance, and the
statute that basically allows it unlimted ability to finance
the purchase of product and resell it. "W were given absolute
assurance, at that tine, that AGDC had no intentions of ...buying
and selling of gas. That is, becomng ...the person who, at the
end of the day, takes the full take-or-pay contract for ...the
load that a pipe would require.” He expressed concerned that
this proposal contradicts everything he has been told about this
adm nistration's intent to respect the original structures of
AGDC, and he understands the right to change it, but this is a
massi ve change of direction, he noted.

3:05: 24 PM
MR. MEYER told the conmttee that before anyone junps to a
conclusion, he would like to dispel the idea that AGDC wll be

taki ng on take-or-pay, purchase, or credit obligations. He said
he is not saying that AGDC would not, he is saying that is not
the intent, but some customers may want a bundled service. He
added that AGDC does not have the balance sheet to provide
sufficient credit support to engage in a |ong-term purchase or
even a long-term tolling contract, so AGC is not going to be
all that attractive to the financial comunity; however, to the
extent that it is required to help facilitate by bundling
agreenents on behalf of the producers and the buyers, he expects
that AGDC will be able to do that.

MR. MEYER gave the exanple of an aging utility and a producer
not wanting to hold upstream capacity, [then] maybe AGDC has to
step in and help, but it wll be "back to back," he said. There
is going to be a limted capacity to do that, as it wll not
have the bal ance sheet to guarantee it. However, by | ooking at
some LNG projects under construction that have nore of a LNG
sal es nodel, the LNG sales contract s the comercial
underpinning for the facility—not a tolling contract. So, he
expl ai ned, what the service provider provides is a bundled LNG
sale delivered at the dock, which is very simlar to the way
many of the other LNG projects around the world are structured
as opposed to a sinple tolling arrangenent. The credit support
that the financial comunity will Jlook to is that purchase
agreenent from that large credit-worthy utility, global trading
conpany, or "what have you." He said he hopes he has not |eft
the inpression that this is a nmssive change and that AGDC is
going to be stepping into big purchase or sale conmtnents—t is
really a facilitator, "but we are going to need to find |large
credit-worthy entities to either purchase LNG or to hold tolling
capacity."
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3:08:19 PM
REPRESENTATI VE HAWKER said M. Meyer is clouding the water by

describing AGDC as a shipper, and its value wll be underpinned
by soneone else's contract to buy. "There still has to be-AGDC
has to have established credit wth wherever its source of
product cones from basically its own gas.”" He asked if M.

Meyer is intending that it be backed by the full faith and
credit of the State of Alaska out of the treasury or permnent
fund. At the end of the day, he said, there is the ultimte
credit worthiness. "You |look not only at the actual value of the
product itself noving through, and that would be the credit from
sonebody else agreeing to pay for the transportation, but for
that and the product, you always have to look to that alternate
nmeans of repaynment, and | have a hard tine believing that
contracts of this magnitude, the ultimate sellers at this point,
woul d not be expecting a guarantee from the State of Al aska,
itself, in order for AGDC to operate in this capacity."” He said
the legislature would require a great deal of time considering
this type of thing.

MR. MEYER said he does not expect AGDC to be requiring
significant credit support from the state, because he does not
envi sion AGDC stepping into that role in a significant way. One
thing that AGDC will probably have to do is to help aggregate
the in-state denand, because it nay be difficult for sone of the
small utilities in the state to be small shippers, he added. As
he reads SB 138, AGDC has a responsibility to be an in-state-
demand aggregator, and that may require that it step into a
shi pper role for that as well. He said he does not want to |eave
the inpression that AGC wll be conpletely risk free, but he
does not expect it to step into big risk profiles with respect
to the LNG export sales, he clarified.

3:11: 32 PM

MR. MEYER turned to slide 25 regarding the AKLNG conpletion
timeline, and he said that AGC wuld |ike the Pre-FEED
conpleted and the FERC application filed by 2016. The state is
not a party to the land ownership [for the LNG plant], and it is
the | andowner who nekes the Section 3 application to FERC. He
added that the applicant does not have to actually own the | and,
but it has to show it controls it. Before the FERC process gets
nmoving, “we have to reach an understanding”" of what rights
Al aska has with regard to the |land where the LNG plant is to be
sited. He said he would like to see a financial investnent
decision in 2018, because it wll take that nuch tine to put
AKLNG in service for the 2023-2025 demand wi ndow. He said that
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he believes, although it is arguable, that if the project is not
ready for the next demand window, it will mss it.

REPRESENTATI VE SADDLER said he read the "nega projects book,"
and learned that one of the big risks is a schedule risk.
"Managers of the program m ght feel a need to get sonething done
by a date certain, so you can throw noney and resources at a
project and never make the clock run slower or faster,” he said.
He added that he is hearing M. Myer say that one of the
dom nant drivers is neeting that next wndow or rmarket
opportunity w thout considering the risk or whether it is an
advantage to the state. He said there has been a pattern of
opacity by the adm nistration, and M. Meyer has a tall nountain
to clinb to earn the trust of the legislature and of Al askans.
He said he has |ong been a supporter of a natural gas pipeline,
and he wants to be aligned with the producers, share the
ownership risk, and be pulling in the sanme direction, he noted,
and there is a pattern of being in opposition to the producers
and nudge them out of the way. "You have a long way to go to get
my confidence [unclear],” and he has heard a lot of information
t hat causes him "great pause.”

MR. MEYER shared his concerns on trust. He needs a little bit of
time to earn it, and he has not tried to hold anything back. He
believes that AGDC has been hindered by the |ack of openness,
and he pledged nore openness. Wth respect to being driven by a
schedul e, sone people feel that a project needs to mture
whenever the tinme is right, but he said he cones from a
pi pel i ne/ m dstream background where there was always a custoner

with a tinme demand that his project had to hit. "I tend to be
much nore schedul e-driven," he explained. He said, "If you shoot
for nothing, you are sure to hit it,” so it is inportant to

recognize that there is a window to shoot for, but he is not
suggesting the project nust get built regardless, that it be
built at risk, or that it be built with market. There is a short
anount of tinme—saybe 18 to 24 nonths—+o figure out a structure
that will work from a cost-of-supply standpoint, he said.
Additionally, the project nust be de-risked so that it is
acceptable to all parties, and there is the need to comrunicate
and convince the markets that this project will be there for
themin the future as a long-term stable supplier.

MR. MEYER said he understands that schedules can lead to risks
that should not be taken, and that is not his intention. This
project is so big that no risk will be allowed that is not
reasonably wunderstood by the party taking it. He noted that
there is no real technical risk, because no new technology is
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needed, but there is some construction risk. Putting all the
conponents together nakes it a big project, he added, but there
is an opportunity to decide to pull out the stops and work
together with the producer venture parties. He stated that he
has not cone today with all of the answers but quite the
contrary. "l cone to you today admtting that we don't have the
answers. W don't have them all, but | know from ny history of
project developnment and infrastructure developnent that there
are tools that we draw from there are resources outside of the
state that we can draw from that will help this project, and
what |1'm hoping is, with a collaborative working relationship
with our producer folks and with you folks, that we can pul
enough of those tools together to nake this work."

3:20: 27 PM

MR. MEYER turned to slide 26 regarding budget inplications, and
said "this is nothing new," as it was seen in the budget
process. He pointed out that right now, it is not known which of
the parties are in and for how nmuch. If the state had to go it
al one, which he does not expect, the FERC process would cost
much nore, he noted. In summary, he provided the follow ng:

Mar ket conditions and lack of consensus anong
participants is leading to a project slow down.

AGDC can step into the lead to nmaintain nonentum and
focus on cost reductions through structure and
fi nanci ng changes.

Al ternative venture structures coul d keep al
partici pants engaged and create flexibility to allow
Al aska LNG to conpete in the m d-2020s narket w ndow.

AGDC w Il ensure the legislature is kept well-infornmed
t hroughout the process.

3:22:52 PM

SENATOR COSTELLO said M. Butt told the commttee that the
measure of conpetitiveness is the cost of supply, and he
expl ained the efforts to reduce it. You tell us that the project
is not going anywhere, but that the two options are to delay the
project or ownership. She asked if the work that M. Butt has
done is not significant or warrants a change of direction.

MR MEYER said his statenents do not conflict with M. Butt's

statenents—they are saying the sane thing in a different way.
The work that M. Butt and his team has done is exenplary. The
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resource reports and other things are "just beautiful." He
stated that FERC probably has never seen an application as
t horough as that. However, M. Butt did point out that they need
to reduce the cost of supply to get into the next phase. The
cost of the project needs to be reduced or it will not nove at
the pace that people had expected, he explained. He offered that
AGDC has been part of the technical work product, and the work
that it did on the ASAP line was very good—they got an EIS
t hrough the process. The whole team has done an anmazi ng anount
of work on how to reduce the capital cost and how to put the
project in phases, so train 1 can start up wthout having to
wait for all trains to be done, he said. There is nore they are
doi ng—they are still beating down capital costs, but even wth
those efforts, there is nore to be done to clear internal
hurdl es and t he nmarket.

MR. MEYER said that the challenge now is to reduce the denands
on the bal ance sheets of the producer parties and the state and
to put the capital costs of the project in the hands of sonebody
that likes a low infrastructure return, |like the pension funds.
"What if we structure this so that the state took nore and we
took out sonme of the federal taxes?" Does adjusting the property
tax or the local paynments help, he asked. Al of the aspects
need to be assessed to get this project where it conpetes in a
very conpetitive world market for a long tine. The current
effort is very collaborative, and it is a concept that he cannot

yet determne if it will work, he stated. It is worth the try,
he said, because he firmy believes that Al aska has a very good
project—+the LNG project is extrenely good and wll be very

attractive to the infrastructure fund and to the market, as |ong
as that cost of supply is in line. He added that he wants to see
happy producers on one end, happy custonmers on the other, and a
happy state in the mddle. "Wether we can get there, | do not
know, but | know that we have enough tools that | think we can
make a difference and | think we can keep this project on track,
and | want to do that in a collaborative manner, and | think we
can," he concl uded.

3:27:24 PM
SENATOR COSTELLO asked about the first bullet that stated a | ack
of consensus anobng parti ci pants.

MR. MEYER said he was tal king about a lack of consensus on the
FEED decision, but that decision is not required now, so he
cannot say for certain. He said he has heard the governor
publicly thank the producers for letting Al aska know now that
there is a good chance that the project is not going to FEED,
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rather than waiting a year to tell wus. The forewarning is
appreci ated because the next 12 nonths are very critical.

SENATOR COSTELLO expressed concern that he is making an
assunption based on a press conference about Al aska's inportant
mega proj ect.

MR. MEYER responded that he is not making an assunption based on
a press conference. There have been other data points as well.
The producers are |ooking forward to working in a collaborative
manner to help reduce the cost of supply for this project, and
no one has been asked to vote yet, so there may be room for a
positive FEED. He said he has received enough information from
producers and others that indicate that the project is not
nmoving quickly. One "data point" is that the major contractor
for this project told him that the project is not noving
forward—+t needs nore study, he said. If the major contractors
are being told that, it gets out in the industry. He is not
basing his perception on one press conference, he stat ed.

3:31: 03 PM

REPRESENTATI VE TARR observed that the governor has |ong stated a
preference for a go-it-alone project, and she wants to
understand where people are "out of sync,"” "Were we're hearing
fromthe project that things are still under consideration, but
the presentation from you, even though it's suggested to be in
concept form seens a |lot nore permanent.” She wants to know how
to do a cost-benefit analysis on the points where there is no
consensus to better wunderstand why the new concept would be
preferable to the existing structure, she said. "Many of us"
supported the existing structure initially. She said "people

like Larry Persily,” who wrked as the federal pipeline
coordinator, said the previous arrangenent "was the closest
we've ever conme—that's how it was characterized.” It was

characterized as the project arrangenent that had the highest
i kelihood of success, so to shift gears into a fundanental
overhaul of the structure— She said if other sponsor parties
speak positively [about the new structure], it would probably
change the reaction of a lot of people around the table. She
added that she wants to hold back on her position until she has
heard all of the information and really understand everyone's
position. It would be helpful to see the structures in a
conparative way to understand how the new concept mght lead to
success, she stat ed.

3:33:52 PM
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MR MEYER clarified that he was not involved in upstream
negoti ati ons on those arrangenents, but he understands they took
a lot of tinme, and sone agreenents were not reached. A nunber of
the agreenents can cone |later, rather than up front. The cost of
CO2 disposal is an issue, for exanple, but it is unknown—you

may get sonething, you may not," but what is known is that the
project has to conpete in the market, and the costs have to cone
down. The netback will determ ne whether there is a project or

not. He said he is sure there were great efforts getting the
agreenents to the point where they are, and he would I|ike that
effort to pick up from where they left off, but settling on one
thing up north does not change the market price and it does not
change the need to reduce big chunks of costs. He added that he
is also anxious to hear from the producers and is hopeful that
they will be receptive to look at alternative structures that
will help reduce the total cost of supply.

3:36: 54 PM
REPRESENTATI VE TARR surm sed that under the existing nodel,
"we're trying to get the |owest cost of supply before we go out
and find buyers,” and what M. Myer is suggesting is to find
out what the buyers are willing to pay and fit the structure
around t hat.

MR. MEYER said maybe it is sort of in between, because the
mar ket price is known right now, and he would |ike to assess
other things to reduce costs. Al parties know there are
different ways to do that, he said. The current franmewrk of
everyone just kicking in their share probably is not going to
wor k, and he noted that M. Butt touched on that very tactfully,
but that is where we are at.

3:39: 36 PM

SENATOR M CCICHE said that M. Myer recognizes a fundanental
di fference between the conparisons with commodity prices in 2009
that resulted in limted success for Australia and the narket
condi tions of 2016.

MR. MEYER asked what the question is. "Do | recognize the
di fference between the '09 environnment and 2016?" He went ahead
and explained that the fundanmental difference is the shale,
which was a true paradigm shift. Wien he entered this industry
35 years ago, he was told that all of the big fields had been
found, and the enphasis was on exploration. Now the enphasis is
on the production side, because shale developnent is nore of a
mning activity. The cost structure and long-term costs are nore
wel | -known, and w thout the exploration conponent, it is |ess
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risky. Additionally, large tolling plants in the U S. are being
built on a tolling nodel, which is like the nodel he is
describing, so that cost is very predictable. He noted that oil -
linked pricing is changing, and Japan who is a historic oil-
I i nked buyer is wanting sonething different.

SENATOR M CCI CHE said he was in Tokyo for a neeting, and he was
trying to understand "cocktail pricing," and a polite Japanese
gentleman said, "Wwen oil is cheaper, we buy oil." Senator
M cciche noted that M. Myer said to be prepared for the
turnaround in the m d-2020s. He said he assunes that the |ack of

consensus has to do with market conditions. "If the people who
have the nobst experience in the planet are concerned about the
viability of this project, | think we should share in that

concern.” Oversupply and the issue of conversion is a serious
concern, and when buying a vehicle in 2008, a person could get
floor mats and a fancy stereo, because it was a buyers' nmarket,
"and | don't think that that's going to be a short-term inpact,

so | hope you carry that conservatism with as you seem to be
sonewhat marching forward," he stated. If the discussion is
internal versus external capital, he is open, he said, but if
the conversation is somewhat rogue, "I remain concerned.”

3:43: 20 PM

MR. MEYER said he is not sure [about that comment], but his
conversation is not rogue. He told the coonmttee that the market
conditions are causing msalignnent or different perceptions. In
a recent article from Natural Gas Wek, "Mrket Dol druns Knock
Al aska LNG Further Down in Exxon Priorities," [ExxonMbil chief
executive Rex] Tillerson said Alaska LNG is still inportant to
ExxonMobi |, but the market has changed, consequently the conpany
has to set priorities, and those priorities start wth the
| onest cost of supply. Unfortunately other ventures have greater
certainty in the near term M. Myer said that the Al aska
project is challenged by alternate projects, but everyone is
aligned in wanting to see the Alaska project becone nore
conpetitive and reduce the cost of supply. He said it will not
be easy, it will not be a free nmarket, and when demand cones up

there are eight tinmes the nunber of projects that are needed to
capture that demand. Those projects are telling their investors
that they are going to capture it, and he is hoping the Al aska
project will be one of those, but "we have to fight."

REPRESENTATI VE TARR said that she wants to feel like Alaska is
not forcing a project at a tine that it should not happen. She
said sonme of the producers want to slow down, and rmaybe the new
concepts will alleviate this problem but it is not clear to her
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whether the state is forcing a project that should not go
forward or using new opportunities to enhance a project that
shoul d.

MR. MEYER said he shared that conpletely; the project should
work and not be forced. He believes there are different tools in
the tool box that are common in world infrastructure projects to
make it work without forcing any particul ar party.

3:46: 44 PM

COCHAIR G ESSEL said that the people sitting at the table
represent the people of Al aska, but speaking for herself she is
concerned about M. Myer's concept and is discouraged to hear
there is an idea to start all over again. "W've tried this
project several times, and it hasn't penciled out and with good
reason," she stated. There is a gas offtake authority "from our
conservation conm ssion, so that's an exciting thing. It sounds
like you agree with us that the cost of supply is a critical
driver for this project,” she commented, "and yet you want to
drive toward a final investnent decision by 2018. That's very
concerning.” She said it is a conflicting nessage, but she does
appreci ate himcom ng today.

FI SCAL TEAM

CHAIR G ESSEL said the next agenda item is to hear from the
producers, who represent three of the five nenbers of the fiscal
teamthe others are AGC and the Departnent of Natura
Resour ces.

3:48: 46 PM

DAVI D VAN TUYL, Al aska Regi onal Manager, BP, Anchorage, said he
has been working for BP in Alaska for alnost 32 years, and many
years have been dedicated to getting gas to narket. He works on
the fiscal team and is also on the nanagenent committee of the
Al aska LNG project. He stated that the success of this project
is absolutely critical to BP's business in Alaska and to the
future of Al aska. The scale of the project is unique for BP, and
the corporation would like to see Alaska LNG nove to nmarket in
the 2020s. He said 2016 is a challenging year, and "currently

we're all living that reality.” In the |owprice environment
there are over a trillion dollars' worth of projects that have
been shelved, he stated. "It's tough out there." The Al aska

project is also challenged, he added, but it is not unusual for
LNG projects to go through evolutions. The good news, he said,
is that the Al aska project has not been shelved. He stated that
BP and Al aska know what it means to face chall enges—chall enges

JT. S/H RES COW TTEES -67- June 29, 2016



are nothing new to us." The January 2014 Heads of Agreenent
envisioned a path to face challenges together. It was also the
path that was forged by this legislature, and BP is commtted to
progressing "in an aligned way forward."

3:51: 50 PM

MR. VAN TUYL said the Pre-FEED phase is 91 percent conpleted to
deliverables, and BP wll have spent $600 million gross to
advance Al aska LNG once the work is done. He estimated that FEED
will cost over tw ce that anount—saybe three tinmes that anount.
That kind of conmmtnent deserves a careful evaluation and a
t houghtful decision before BP conmits its resources or before
the state conmits Al aska's resource, he stated. He said BP has
found that the cost of supply is the nost meani ngful benchmark
to neasure how LNG conpetes with other projects. He explained
that it is the cost at which a project can sell product to a
buyer and is typically quoted on a discounted basis. Hi gher-cost
projects will struggle to find willing buyers, he said. In fact,
BP has comm ssioned a study to evaluate the conpetitiveness of
Al aska LNG and he expects the results of the conm ssioned study
next nont h.

MR. VAN TUYL told the conmttee that at last nmonth's Alaska Ol
and Gas Association's conference, Daniel Yergin, an energy
consultant who is the industry authority, rem nded people that
the world LNG narket has changed dramatically. Yergin's firm
| HS, sees a trenendous supply of LNG fromthe Gulf of Mexico, he
said. That supply is nore than 10 tinmes the volunme of known ANS
[ Alaska North Slope] gas. That's the reality against which
Al aska LNG nust conpete, he explained, and even with the great
work of Steve Butt and the project team "we're not there yet."
He said he understands and appreciates the state's desire to
nove its project ahead, and BP understands the state's fiscal
need for a new revenue source. The state is a vitally inportant
co-venturer for BP, he noted, but BP does not want to nove
quickly into the largest energy project in North Anerica that
will only end up losing lots of noney "for all of us."

MR. VAN TUYL said Al aska LNG nust successfully conpete in the
gl obal marketplace. He added that LNG is a commodity, and buyers
have many choices as to where they purchase it. He noted that
buyers want to pay as little as possible. He said BP wants to
nmake a conpetitive offer, and before BP makes an affirmative
decision to enter FEED, it wll want to make sure of a few
things. It wants to nmake sure that the cost of supply 1is
conpetitive, he explained, and it wants to follow project
managenent best practices. Once BP has found that the project is
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conpetitive, it needs fiscal and commercial terns sufficiently
defined to feel confident, and those ternms will need to be
finalized, including continuation of FERC Section 3 regulation
of the Alaska LNG project as what was outlined in that Heads of
Agreenent. He added that all of the participating co-venturers
will have to conmmt their share of funding for FEED, and BP
envisions that any resulting agreenents that have a term in
excess of two years would be made available to the |egislature
for approval as provided in SB 138. He said sone terns wll
require confidential treatnent. Once BP confirnms that Al aska LNG
can be delivered at a conpetitive cost of supply, it wll want
to nove forward quickly. "W wll all be highly notivated to
mnimze the tine we have capital tied up that's not generating
cash,” he clarified. Sone genuinely good news, he said, is that
the Alaska LNG conmbined venture continues to offer nany
significant advantages. The Prudhoe Bay field is one of the

world's nost prolific basins, he said. In 38 years it has
produced over 12 billion barrels of oil, and he expects there
are at least another 2 billion barrels along with a massive gas
resource of over 4 billion barrels of oil equivalent. "That's a

lot to play for."

MR VAN TUYL said that M. [Keith] Myer showed a slide
referencing efforts since the early 1980s to get Alaska's gas to
market. He said that he thinks it is inportant to remenber that
since that tinme, the Prudhoe Bay working-interest owners have
made good use of that gas through gas cycling, enhanced oil
recovery, and other efforts, allowng them to produce over 3
billion barrels of oil nore than was originally expected.

3:58: 54 PM

MR. VAN TUYL said BP continues to focus on using BP s gas
resource to BP's best benefit in Prudhoe Bay, and the Pt.
Thomson gas condensate field has been placed in production with
ExxonMbbil as the operator. It contains a gas resource of a
billion barrels of oil equivalent, and the conpanies "sitting
before you" have world class experience in devel opnent. They
have successfully built nega LNG projects around the gl obe—
"that's a good resource to have," he added. They have financia
and technical capabilities, he noted, and are essential to a
successful LNG project. "W have a host governnent that's highly
notivated to get our Alaska gas resource to market,"” he stated.
He added that all of those things are wonderful. He noted that
"we're aligned on our need to continue to |look for opportunities
to reduce the cost of supply for Al aska LNG"

JT. S/H RES COW TTEES - 69- June 29, 2016



MR. VAN TUYL said, "W're actively discussing alternative ways
to continue to advance the project” and working cooperatively to
reduce the cost of supply. He added that BP needs the Al aska LNG
project to be successful, and a successful project would provide
a major step towards commercializing oil and gas resources on
the North Sl ope and around the state. He added that a successful
Al aska LNG project will nmean a stable revenue source for BP for
decades to cone and a source of gas for Alaska users. It is
worth working hard to achieve, he added, and that is the future
of Al aska that BP is working for.

REPRESENTATI VE SEATON asked if the Wod Mackenzie study will be
made avai l abl e.

MR VAN TUYL said BP would certainly intend to make it
publical ly avail abl e.

4:01: 19 PM

REPRESENTATI VE SEATON said if a gas project does not take place
in the md-2020s, how will the gas inpact Prudhoe Bay operations
and its economcs? WII it negatively inpact gas handling?

MR. VAN TUYL answered that the timng of a nmjor gas sale at
Prudhoe Bay is an outconme and is not a target that BP shoots
for, but once BP identifies a viable project wth partner
support and regulatory approval, it wll nmaximze the resource
offtake from Prudhoe Bay. If the project were delayed, BP is
going to continue to work to optimze the resource, and there
may be an inpact, "but we don't see that today," he expl ai ned.

4:03: 21 PM
DARREN MEZNARI CH, Project Integration Mnager for Alaska North
Sl ope (ANS) Gas, ConocoPhillips, Anchorage, said his team is

responsible for integrating the technical, comercial, and
mar keting aspects of the project for ConocoPhillips. Its
objective is to nonetize ANS gas resources, and ConocoPhillips

remains conmitted to the conpletion of the pre-FEED technica
deliverables in 2016, "but we have to be realistic about the
project in the current price environnment." The industry
continues to face weak oil prices that have not been seen for
nore than a decade and weak gl obal natural gas prices that have
not been seen for 15 years or nore. He said this has created
challenges to the industry as it deals with greatly dimnished
revenues from their producing assets. He noted testinony in
January, showi ng that AKLNG project faces economc headw nds,
and low oil and gas prices have depressed Asia LNG prices by 60
percent since 2014. The global LNG market is oversupplied, and

JT. S/H RES COW TTEES - 70- June 29, 2016



anal ysts believe the LNG market w Il renmain under pressure as
projects in Australia and the Lower 48 cone on line and ranp up
to full production, he explained. He said that ConocoPhillips
expects the market to strengthen at sone point, but that timng
is difficult to predict. Additionally, the AKLNG project is not
ready for a FEED decision, and conponents of a successful
project ready for FEED stage gate wi Il include denonstrated gas
resource, reliable fiscal ternms, and sufficient resolution of
commercial and technical issues that result in a conpetitive
cost of supply and acceptabl e ri sk.

MR. MEZNARI CH said ConocoPhillips is unlikely to be ready for
FEED decision in 2017, but it is open to evaluating any credible
option and willing to hear nore about the approach described by
AGDC s Keith Meyer today. The opportunity to inprove project
conpetiveness is beneficial to all, he said, and ConocoPhillips
wi | | not stand in the way of a project should the
adm nistration, legislature, and others want to proceed w thout
it. "We will make our gas available on comercially reasonable
and mutually agreeable terns," he said. ConocoPhillips signed a
gas availability agreement with the state in Decenber 2015, and
it has since had prelimnary discussions with the state to
progress ternms by which ConocoPhillips would nake its gas
available. He said he has reviewed the list of questions
supplied by the chair and woul d be pleased to address them

4:06: 35 PM

REPRESENTATI VE TARR said she appreciated his specificity on not
being ready for a FEED decision in 2017 and his interest in the
new concept described by AGDC. She asked how to approach
ConocoPhillips in the potential transition to a new arrangenent.

MR. MEZNARI CH answered that he had heard about the new concept

only recently, so ConocoPhillips is looking forward to |earning
nore about it. He does not have enough details to conmment but is
| ooking forward to working collaboratively, "but we'll just have

to see where it goes."

4. 07:55 PM

Bl LL McMAHON, Senior Conmercial Advisor, ExxonMbil, Anchorage,
said he has worked on the commercialization of gas for over 20
years. He noted that ExxonMobil has worked under each franmework
established by Alaska, including the Stranded Gas Devel opnent
Act approach for a pipeline to North Anerica. In 2007, there was
the Al aska Gasline Devel opnent Act, and ExxonMbil aligned with
TransCanada to advance a pipeline and LNG project. In 2014, the
Heads of Agreenent was executed and SB 138 was enacted, he
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expl ai ned. ExxonMobil entered the Pre-FEED phase and conmitted
resources with the wunderstanding that fiscal and commerci al
agreenents would work in parallel. He said, "That has been a
di sappoi ntnment for us to expose that noney w thout having those
conpleted.” The conpany has continued to advance the Pre-FEED
deliverables, and those wll be wapped up this year. It is
inmportant to note that the agreenment under which the Pre-FEED
wor ks was done is schedul ed to expire next year, he added.

4:09: 44 PM

MR. MMAHON said that ExxonMobil wll continue to support a
project that takes an aligned approach with the state, BP, and
ConocoPhillips to conmercialize the gas, such as they are doing
under the Alaska LNG project; "however, we need to recognize
that the LNG project is global—+the LNG market is global—ith
many potenti al supply and support sources conpeting for
avail able demand." He explained that projects need to have a
conpetitive cost of supply to remain viable throughout the
mar ket cycles. Al major projects within ExxonMbil's portfolio
are evaluated on fiscal terns, stability, and political and
regul atory franmeworks. "W remain commtted to commercializing
the natural gas resources on the Alaska North Slope and are

willing to work with any interested parties, including our
coventurers, AGDC, and the state of Alaska to explore options to
commercialize the gas."” In January, the governor provided a

letter outlining all of the agreenments and actions needed to be
conpleted prior to the end of the regular session, or he would
have no other choice but to consider other options to
commercialize the gas. M. MMhon said that the letter failed
to include a fiscal agreenent, and ExxonMbil wants the
assurance of predictable fiscal terns. Wen it becane clear that
the governor's plan was not going to be net, other concepts to
progress the project were discussed in February with the Al aska
LNG project "sponsors." One concept was working wth the
adm nistration to explore other options, he stated, and taking a
"paced" approach to "our current Al aska LNG project."”

4:11:51 PM

MR. MMAHON said that approach would continue to advance to
regul atory permtting, target potential cost reductions, and
devel op fiscal and commerci al agreenents that ExxonMbbi |
expected. To be clear, he said, ExxonMbil has been wlling to
have group discussions about any nodifications, "and ExxonMobi
didn't request that those discussions cease." He added that his
conpany has not been having one-on-one negotiations with the
state, and this all changed | ast week. The adm nistration shared
an alternative concept for commercializing ANS gas as well as a
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potential plan to nove from a project structure based on the HOA
and SB 138 to a state alternative project structure. ExxonMbi
is working to understand it better so it can evaluate the
concept, he stated. He said it is exploring all options.

4:13: 24 PM

CHAIR G ESSEL said she pulled up the last presentation that M.
McMahon gave, because it was so easy to follow She said he had
five elenents, and she asked for a review of "where they are at
from the perspective of the three conpanies.” The first el enent
is gas production—so we can check that one off," she said.
Prudhoe Bay and Pt. Thonmson devel opment plans and AOGCC of ft ake,
"so we can check that one off, [because] AOGCC has given
aut hori zation for offtake." She asked if that is true.

MR. McMAHON sai d yes.

CHAIR G ESSEL said the next criteria is deliverable, and "it
says key agreenents, |ease nodifications, governance, gas
supply, firmtransportation services agreenent." She asked where
t he comrercial negotiations are now.

MR. McMAHON sai d that those di scussions have been suspended.

CHAIR G ESSEL said she sent a letter to each of the conpanies
asking them to answer three questions, although the second
guestions was only relevant to AGDC. The letter asked how things
are going, and in each response [the producers] "call out" that
comercial agreenents and fiscal agreenments necessary for a FEED
deci si on have been suspended. "How did that happen?”

MR. McMAHON sai d ExxonMobi|l did not support that cessation

MR. VAN TUYL said BP is ready to engage at any point in tinme and
did not anticipate the suspension.

MR. MEZNARI CH said ConocoPhillips is ready to engage, but, in
fairness, it had not made a lot of progress either. It is also
ready to engage if the legislature and the adm nistration want
to go a different direction.

4:16: 08 PM

CHAIR G ESSEL said the fiscal elenments are property tax (PILT),
royal ty-in-kind decision, predictable and durable terns, and a
constitutional anmendnent. There is an opinion from the Al aska
attorney general, and it is on [the legislative website],
indicating that the state would need a constitutional anmendnment
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to provide a predictable tax structure. She said the next
category includes regulatory elenments, progressing FERC, and
pre-filing NEPA. She believes the conpanies are working on the
FERC process.

MR MMAMHON said that is correct.

4:17: 27 PM

COCHAIR G ESSEL said the last elenent is government relations
and broad support for the project. She stated that she is very
supportive of this project, but she is concerned about the cost.
"Qur job is to make sure that the benefit of this resource is
maxi m zed for the people in the state,” she said. It is not the
| egislature's job to provide the buyers with the |owest priced
product, but the nobst conpetitive price that brings a return,
and that is the self-interest of [the oil conpanies].

4:18:27 PM

REPRESENTATI VE JOSEPHSON sai d he has been working on this topic,
and he has found the witnesses to have inpeccable integrity, and
everything they have told him has been accurate. He noted that
everything the three nen are saying supports M. Myer’s
position that this project will have to be shelved unless there
is an alternative. It is inperative to fix Alaska s fiscal
problens, and it could take years. There is an inplication about
a willingness to continue to engage in comrercial agreenents,
and there is an inplication that the state is not willing to
engage in sonme way. "That's a pretty powerful inplication to be
left with, and | think the record needs to be nade perfectly
clear,” he stated. Perhaps the adm nistration does not see the
project as comng to fruition in 2017/2018 noving into FEED. He
wants to know what factor caused the suspension.

MR MMMHON told himto ask AGDC.

MR. VAN TUYL said if he is asking if the state is willing to
engage, then he agrees with M. MMhon. He added that BP is
willing to engage on any discussions to advance the project, but
the common thread is the cost of supply and nore needs to be
done so that the project can conpete. There are a lot of ways to
approach that; the project teamwork is essential, and there are

other things that mght be possible, like tax efficiency. He
said he is always willing to hear a good i dea.
4.:22:32 PM

SENATOR STOLTZE said he is trying to buttonhole the I|ack of
consensus and asked if there is consensus with the industry.
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MR. MEZNARI CH said ConocoPhillips needs to have technical work
done and a reliable cost estimate. Additionally, there are the
fiscal ternms, the <conmercial ternms, and the mrket. The
technical piece is going well, but "the fiscal and the
comercial are not ready and obviously the market is not ready,"
and that is why ConocoPhillips indicated that it is unlikely
that it would be ready for FEED in 2017

4:24:26 PM

SENATOR STOLTZE said, based on his readings, that he has been
bonmbarded by a lack of consensus in the admnistration. "W
don't wusually have four comm ssioners appointed during one day,"
he stated. The nobst promnent litigator in his nenory against
the industry resigned, and "there's a lot of alnbst coded
message on the DNR departure about the plan of devel opnent and a
nmove to put that in default."” He added that around 2005 or so
there was litigation on a field, Pt. Thonson, with only one
pl ayer, Exxon, through three governors, "and | think finally
about half way through fornmer Governor Parnell's admnistration
there was a resolution or sone type of closure on that, so seven
years just on a litigation issue on a plan of developnment wth
only one player involved." He asked if that is part of the lack
of consensus on the plan of developnment. He said he knows from
wat ching the nedia there is a |lack of consensus, apparently, and
maybe that consensus is being solidified through new
appoi ntnments. "Maybe that will be a new nodel ...straight down to
the comm ssioners and directors, but | guess the conbination—+'m
trying to figure out this whole |ack of consensus discussion
that M. Meyer brought up." He added that he can observe there
has been a | ack of consensus internally, but he is not trying to
"take the steam out of the engine of what we m ght hear from DNR
later, but it pops up." He said when there's words used, he
tries to take themto heart, and he is trying to understand the
| ack of consensus part. He added that it seens to involve a |ot

of things, so, he said, he will just default to the whole plan
of devel opnent discussion. He stated that he did not know what
the position was |ast week, and he assunes that he wll know

what it is soon when there is new [unclear]. He continued, "Just
on the whole issue of plan of devel opnent and using that |ega
| ever."

MR. VAN TUYL said BP, as the Prudhoe Bay unit operator on behalf
of all the working interest owners, submtted its plan of
devel opment to DNR "that we think should be approved."” The plan
included "the level of information consistent with the plans
that we've provided each year to DNR since the annual plan of
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devel opnent process started in the year 2000." He noted that BP
has not yet heard a formal response from DNR, and he | ooks
forward to receiving an approval from DNR Regarding how BP
views AKLNG it all starts with cost of supply, and once BP
identifies a conpetitive cost of supply, "then get out of the
way." He said BP will want to nove forward with that project and
get that gas to nmarket, "and until we do, it nakes sense for us
to continue to work hard to nmake sure that the project conpetes—
it's as sinple as that."

MR. MMAHON added that there is total support wth BP as
operator and the way it has handled the plan-of-devel opment

process. He said ExxonMbil is focused on cost of supply, and
that wll be used to go through the tine-tested process of a
stage-gate. "Before signing up for our share of the over a
billion dollars of FEED expenditures, one of the things we'll

want to do is assess where do we think the project is
comercially before making ...that decision.”

4:29:27 PM
MR. McMAHON said that he seens to be in line with M. Van Tuyl,
so he does not see a lack of unity there.

MR. MEZNARI CH said ConocoPhillips supports the operator’s plan
of devel opnment for Prudhoe Bay. Regarding the cost of supply,
ConocoPhillips is interested in new ideas.

SENATOR STOLTZE said it sounds like there is a consensus on that
part. He said AGDC represented a lack of consensus, so he
guesses he will hear what DNR says, "and we'll find out where
that little glitch on the consensus is."

REPRESENTATI VE TARR noted that the w tnesses said that 2017
would not be a tine when their conpanies would want to enter
into FEED, but she did not hear information about a schedule
that m ght |ook nore possible. She acknow edged that there were
many unknowns, but, legislators will be faced with evaluating if
the new concept is a good idea, so she asked, "How long of a
delay would we be |ooking at versus sone other idea that my

nmove things along a little nore quickly?" She noted that Senator
G essel said there is hesitation in starting all over, because

it has taken so many years to get to this point. "How mnuch
information can you share with us about how you'll eval uate that
tinmeline?"
4:31:59 PM
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MR. VAN TUYL said he takes sone exception to an assunption of
showi ng opposition to a 2017 FEED. For BP, "the timng is an
outcone, whether it's any particular tinme, that's sonething that
you earn as a result of having done the work." Doing the work
means getting to a conpetitive cost of supply and such things as
the governance terns and commercial agreenents, he added. |If
that can get done pronptly and everyone can nake a FEED

decision, "we'll |ook at the calendar and figure out when it is
and we'll celebrate.” Once there is a conpetitive project that
will be the tinme for each conpany to decide to commt to FEED

MR. McMAHON sai d ExxonMobi| does not want to be schedul e driven,
because that is how bad things happen to nega projects. He cited
cost overruns and technical problens, so ExxonMbil does not
want to pin down a date for the FEED decision, "but we want to
work diligently to clear all the factors that we test each tine
we approach a stage gate." He said he has only had the proposa
for a week and | ooks forward to learning nore about it, and if
it has ways to reduce the cost of supply, that wll Dbe
supported. In order to conpete in the LNG nmarket, there has to
be a conpetitive cost of supply, he reiterated.

4:34:10 PM

MR. MEZNARI CH responded that for ConocoPhillips to nake a FEED
decision, it nust understand the cost, the assurance of the
resource, and the rules of the gane. Woever the investor is
will want to understand that there is gas supply assurance and
what the fiscal and commercial terns are, he said. "Those are
the things that we can work on and then the market is going to
take care of itself."

4:34: 54 PM

REPRESENTATI VE HAWKER said M. MMhon has been an articulate
spokesperson for the producers, so he is asking for his opinion
on M. Meyer being very adamant about the inportance of sharing
nmore information with the |legislature and the public, as well as
getting the legislature nmore involved in the next series of
joint venture agreenents and contracts. He then asked M.
McMahon if he and his corporation would object to the state
giving the legislature and the public the new concept docunents
that were offered | ast week.

MR. McMAHON said that proposal belongs to AGC, and Exxonhbbi l
woul d have no objections if AGDC chose to release it.

MR. VAN TUYL and MR MEZNARI CH agr eed.
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4:37:42 PM

SENATOR MACKI NNON asked the producers if there has been any
di sadvantage by not having AOGCC at full conplenent. There has
been a vacant position for alnbst two years, she stated.

MR. VAN TUYL said no; BP has had great interactions wth AOGCC,
and it celebrates the ruling that it obtained |ast October on
both the offtake rate at Prudhoe Bay and for CO2 reinjection.
Both are essential elenents in allow ng AKLNG to nove forward.

MR. McMAHON echoed that for Pt. Thonson. ExxonMbil was able to
secure the necessary offtake rules, he said.

MR, MEZNARI CH said ConocoPhillips appreciates what AOGCC has
done; "1 think they' ve done what they could and done well."

SENATOR MACKINNON said the governor’'s press release suggests
that the offtake is an indication that Al aska is ready to nove
forward and sell gas in market. She asked if that is the
decision or is further work needed for the conmm ssion to start
taking off or selling some of the CQ2.

4:39: 59 PM
MR. VAN TUYL said AOGCC gave approval wth sone honework
assignnents that are due in five years. There is still work to

do on CO2 optim zation, he clarified, but BP is confident it can
do the technical work required within the timefrane required.

SENATOR MACKI NNON said she is concerned that "we coul d reappoint
an AG in 48 hours, a DNR conmmssioner, and nmaybe the
admnistration has had nore lead tine than that, but that we
continue to hold vacant a very technical position that is part
of the livelihood of understanding and creating nonetary val ue
for the people of Alaska." She stated that Comm ssioner [ Dan]
Seanobunt’s position expires in 2017, and there wll be two
vacancies. She said she is not part of the press, so she does
not get her answers publicly sonetines, and she is doing a shout
out to the governor's team that she is waiting for an
appoi ntnent and has been for at least 18 nonths. She said she
appreciates M. Myer taking over the lead at AGXC and
advocating for Al askans an economically and comrercially viable
project. She noted that she feels like "sone folks aren’t
playing well together." Legislators are not able to be inside
some of the conversations, so they would just be finger-
poi nting. She asked the witnesses why there is not a gas sales
agreenent between the three producers so that sone of the supply
costs can be advanced. She said the legislature has been told
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that "you're not playing well together” in reaching a gas
bal anci ng agreenment on the North Sl ope. She asked for an update.

4:42:58 PM

MR. MEZNARI CH answered that he could not comment on confidenti al
negoti ati ons, but ConocoPhillips continues to nake reasonable
offers and resolve the differential ownership between the two
fields. "It" a challenging issue right now "

MR. VAN TUYL said there has been trenendous progress on a very
commercially conplex issue, but he does not know what it takes
to reach agreenent, because it depends on the counter party. "W
are very much notivated to try to renove any of the barriers
that we have." He said BP will devote the resources necessary to
sol ve those problem no matter how conplex or time consum ng.

MR. McMAHON answered that ExxonMobil has been naki ng reasonabl e
offers as well. If Alaska elects to take royalty in kind, it is
a party to the agreenent, "and they have been involved in the
negoti ati ons when they were under one."

SENATOR MACKI NNON expressed hope to find a way for a |legislative

representative to start ['istening to some of t hese
conversations, because "with the answers that we were just
given, it's hard to determine how to help progress this
integrated project."” There is finger-pointing that at |east

three of the parties are not coming up with the balancing
agreenent for a variety of reasons that we're not privy to." She
said it is frustrating to not have the inside details, "and then
we hear the blame ganme going around that the state hasn't set
our fiscal ternms when we've been waiting for sonme agreenent from
the managenent team or the producers.” She said she is not
meaning to be disparaging; it is a conplex project. She hopes
the adm nistration allows participation so someone can represent
the legislature to give confidence that the blame gane is fair.

4:46: 29 PM

REPRESENTATI VE SEATON asked if there are other agreenents that
are in conflict besides the gas bal ancing agreenent, and, if so,
what is the nature of any other upstream agreenents that have
not reached alignnent?

MR VAN TUYL told Representative Seaton to I|look at the
governor’s January 18 letter for a list of agreements that the
admnistration was |ooking for at that tinme. "Those were the
things that we were engaged on at the tinme," he stated.
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REPRESENTATI VE SEATON asked about other "conplex issues" that
are not in alignnent and that he is not aware of.

MR. VAN TUYL said one of the key issues that was not listed in
the letter was the fiscal terns, which remains to be conpleted.

MR. McMAHON said he has a copy of the letter, and one issue is
the byproduct handling agreenment, which deals with taking the
byproducts from the GIP and use them at Prudhoe Bay. The third
issue listed is the field cost allowance under the |ease
agreenents, he added.

REPRESENTATI VE SEATON asked if those agreenents need to be
wor ked out before a FEED deci si on.

4:49:12 PM
MR. MEZNARICH added that the other issue that came up in
testimony in Palner, Alaska, last fall was the marketing

structure, "and there's JV versus equity marketing,"” and that is
anot her open issue. He explained that JV neans "full four-party
JV marketing." From the perspective of ConocoPhillips and
regarding a constitutional anmendnent, before a package 1is
brought to the legislature and the public, all these things need
to be sorted out. The rules of the gane and the technical work
all have to be done, he said, and then the project can be ready
when the market is ready. "They should be resol ved in advance."

REPRESENTATI VE SEATON asked if that would be before a FEED
deci sion i s made.

MR, MEZNARICH said that is before a package is brought to the

| egi sl ature for ratification, whi ch will pr ecede a
constitutional anendnent, "and then you'd be ready to go to
FEED. "

CO- CHAIR G ESSEL said the goal of FEED was to nmake that decision
in 2017. If that were del ayed, she asked, would the end tinme for
the project comng on line also be delayed by a comensurate
anount of tinme or can that time be made up?

4:51: 05 PM

MR  MMAHON answered that when a project schedule is put
together, it is inportant to understand what is on the critica
path. The regulatory process, securing permssion from FERC to
construct, is one, so the question is hard to answer day for
day. There are scenari os where the schedul e can be nai ntai ned.
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MR. MEZNARI CH noted that there is technical and regul atory work,
but if the commercial work is not ready, that may not matter.
Some work in Alaska have had permts and have not gone forward,
he added. "W really see this as a package," so he is not sure
that the regulatory work would be a critical path in all cases.

4:52:28 PM

SENATOR MACKI NNON asked if the current application can change
| eads without having to restart the FERC process. If the AGC
proposal includes the state taking the lead, would FERC have to
be restarted?

MR. MEZNARICH said he is not a FERC expert, but there are
requi renents to decide in advance. But people can work together,
he added.

MR. VAN TUYL said there are certain changes that would require a
restart, but he does not know about the project |ead.

4:54: 25 PM
MR. McMAHON said that is one thing to do due diligence on. It
may be sonething that is quite sinple to work out, he said.

SENATOR MACKI NNON asked about the land ownership interest in
Sol dotna and Ni ki ski held by an LLC

4:55:48 PM

MR. McMAHON answered that the land is for the LNG plant, and
FERC requires the applicant to have control of that land. He
said the land m ght be purchased or |eased, but it is too early
to say how "that nmay cone out."

REPRESENTATI VE SEATON deduced that a constitutional anmendnent
would be in late 2018, which is a requirenent for FEED, "so
we're really | ooking at 2023 before we woul d even get to project
sancti oni ng?"

MR. MMAMHON said ExxonMbil needs to have predictable and
durable fiscal ternms to be able to enter FEED. Those terns nust
be valid under Al aska's constitution, he stated. In nmappi nhg out
additional mlestones down the road, "we approach each one of
those stage gates, including the final investnent decision, wth
that sane rigor of |ooking at the commercial agreenents, | ooking
at the potential comrercial viability of the project, the
economcs of the projects, looking at our own individual LNG
mar keting progress, so ..it's hard to put dates on that." He
sai d ExxonMbil does not want to be schedul e driven.
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4:58:52 PM

REPRESENTATI VE SEATON noted that a constitutional anendnment
could happen no sooner than late 2018, so the FEED decision
woul d not cone until after that. Then there would be the FEED
process, which optimstically would take two years.

MR. VAN TUYL said BP does not need a constitutional amendnent
for the fiscal certainty it envisions. "W recognize that the
former attorney general had a different opinion and what not,"
but BP has gone down a path before in seeking fiscal terns
wi t hout such an amendnent. He said BP does not see that del ay.
He said BP would want "sufficient confidence that the parties
woul d all endorse those terns to be able to nmake that conm t nent
from BP' s perspective for FEED. Wat that sufficient confidence
m ght entail will be very fact dependent.” He reiterated that BP
has not requested a constitutional anmendnent, but it mght end
up being a requirenent if that is what the host government says
IS necessary.

COCHAIR G ESSEL said there are conpeting attorney genera
opi ni ons about that.

MR. MMAHON said, "The prem se given to us was it would be a
constitutional anendnment.”

CO CHAI R NAGEAK thanked all of the witnesses and said that never
in his wldest dreans would he "live to be 66 years and have
been involved with the oil industry for at |east 45 years." He
started back in 1969 as a jug hustler, he explained, when he was
19 years old. He renenbers those days of putting jugs in the
ground and hooki ng them toget her, doing one |ine and another for
16- hour days. He said he has known sone people from the state
since when he was a young nman, and "Marty" has been a friend for
many years. He thanked "everybody involved in this.” In the past
45 years, "l've been very productive for us in the North Sl ope."
Wthout oil we would not have our own nunicipality, "and those
| eaders who did all that work for us, and nost of them are all
gone," but for those who are still alive, he said he wants to
thank them publicly for giving their lives to "better our ways."
There are various people who were in charge of the North Slope
Bor ough, including mayors and assenbly nenbers, and he said he
wants to thank everybody for what they have done, and w thout
working with the industry, they would not be where they are
today. He said there would not be a permanent fund for the state
nor for the North Slope Borough, and w thout industry, there
woul d not be the fire departnent and all the clinics, roads, and
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schools. "W may not see eye-to-eye on a lot of things, but we
have to live together, and we're hoping for another w ndfall
here soneday." He hopes the next generation, his son and his

grandkids, will be able to enjoy all that he has enjoyed. "But
t hank you very nmuch for your presentation, and we'll see each
other again, |I'msure," he stated.

5:05: 35 PM

CHAIR G ESSEL said she has a |ist of deliverables, and she asked
the producers to provide their statenments in witten formand to
keep her apprised about what would happen wth FERC "if a |ead
changes." She said she has been asked to inquire with the DOL as
to AGDC s role under SB 138. She also requested a copy of the
concept docunent from AGDC.

5:06: 39 PM

CHAIR G ESSEL adjourn the Joint Senate and House Resources
Commttee neeting at 5:06 p.m
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