SENATE FI NANCE COWM TTEE
January 30, 2015
9:05 a.m

9:05: 23 AM

CALL TO ORDER

Co-Chair Kelly called the Senate Finance Commttee neeting
to order at 9:05 a.m

VEMBERS PRESENT

Senat or Anna MacKi nnon, Co- Chair
Senat or Pete Kelly, Co-Chair
Senator Cick Bishop

Senat or M ke Dunl eavy

Senat or Donny O son

VEMBERS ABSENT

Senator Peter M cciche, Vice-Chair
Senat or Lyman Hof f man

ALSO PRESENT

Frank Richards, Vice President of Engineering and Program
Managenent , Al aska Gasl i ne Devel opnent Cor por ati on,

Depart ment of Commerce, Community and Econom c Devel opnent;

Joe Dubler, Vice President, Commercial Operations, Al aska
Gasline Devel opnent Corporation, Departnment of Conmerce,

Community and Economic Developnent; Fritz Krusen, Vice
President, Alaska Liquid Natural Gas, Al aska Gasline
Devel opment Corporation, Departnent of Conmmerce, Community
and Econom c Devel opnent .

SUMVARY

ANPRESENTATI O\ AGDC PROJECTS UPDATE

9:06:12 AM

FRANK RI CHARDS, VICE PRESIDENT OF ENG NEERI NG AND PROGRAM
MANAGEMENT, ALASKA GASLI NE DEVELOPMENT CORPORATI ON, (AGDC)
introduced his team and noted that they were there to
provi de an update on the activities and work products that
AGDC had undertaken during the preceding year. He nade note



of the passage of SB 138 [legislation relating to
commercial production of North Slope natural gas that
passed the legislature in 2014] and AGC s involvenent in
the Alaska Liquid Natural Gas (AKLNG proj ect . He
summarized that he would speak to the assets that AGDC
retained for the State of Al aska and characterized AGC as
the state's "pipeline conpany.” He furthered that the work
activities and work products devel oped by AGC were assets
owned by the state. He stated that he wanted to identify
AGDC s corporate focus for the following year as well as
provide an update on the Alaska Stand Al one project (ASAP)
and speak to project funding status.

9:07:54 AM

M. Richards referred to slide 3, "AGC Introduction,” and
related that AGC was a legislatively-created public
corporation that had a legal existence separate and
i ndependent from the state (AS 31.25.010). He explained
that Alaska statute provided AGC wth the ability to
r epr esent t he state in devel opi ng pi peline and
transportation projects to provide energy for Alaskans. He
recounted that the passage of HB 4 [2014 |egislation
relating to AGDC] gave the direction for AGC to focus on
an in-state natural gas pipeline to provide an energy
transportation mechanismto neet the needs of Fairbanks and
Sout hcentral Al aska. He spoke to the declining reserves in
the Cook Inlet area and explained that the focus was
originally to provide resources of the North Slope to
Interior and Southcentral Alaska along the pipeline
corridor; furthering that with the passage of SB 138, the
focus of AGDC had expanded to include the representation of
Alaska in the AKLNG project. He reiterated that the goals
of the AGDC were to provide energy and nmaxim zation of
natural resources and conmercialization of the huge anounts
of natural gas on the North Slope to help the state by
providing an incone stream into the future. He added that
AGDC currently held the equity position for t he
Iiquefaction plant in the Alaska LNG project; it accounted
for a 25 percent representation of the plant in one segnent
of the AKLNG project. He concluded that AGDC s focus was to
provide a pipeline capable of delivering those nechani sns
to Southcentral and other comunities at the |owest
possi bl e cost.

M. Richards presented slide 4, "AGDC Objectives":
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e Commercialize Alaska’s North Sl ope gas resource

e Secure a stable, affordable, long-term energy supply
for Al askans

e Cenerate revenue, jobs and econonic growth

* Facilitate further oil and gas devel opnent

« Maximze overall benefit to Al askans

M. Richards re-stated that part of the objectives given to
AGDC by the legislature was to provide for a long-term
af fordabl e energy supply for Alaskans. He referred to the
historically high cost of hone heating fuel and diesel for
residents of Fairbanks, Anchorage, and rural comunities;
and characterized AGDC objectives as providing energy
relief to those communiti es.

9:10: 58 AM

M. Richards gave an overview of slide 5, "Corporate
Initiatives,"” and highlighted the two projects under AGC s
responsi bility: the ASAP project, and the AKLNG project. He
expl ai ned that the ASAP project, with the passage of HB 4,
was to provide energy for Alaskans. He noted that the
design concept was changed early in 2013 to include a
pi peline that would deliver utility-grade gas that could go
from the pipeline into existing distribution systens and
then to the honeowner. Additionally, he explained, the gas
could be wutilized in power production with the existing
tur bi ne sets.

M. Richards furthered that the ASAP pipeline was a 727-
mle, 36-inch diameter pipeline that was capped at 500
mllion standard cubic feet per day. He noted that this
capping limtation was originally placed by the Al aska
Gasline I nducenent Act (AG A) statute and by the agreenent
signed with TransCanada. Wth a nore recent termnation
agreenent, signed in July of 2014, AGDC was relieved of the
cap; however, at that point the work had advanced to a
degree that the change to the design cap would not have
been beneficial. He nentioned the goal of finishing the
work in order to get to a Cass 3 estimate and identify the
econonm cs of that particular line. He specified that the
estimate showed the cost to be approximately $10 billion.
He reiterated that this cost covered for a gas treatnent
plant on the North Slope with a 727-mle pipeline, and a
|ateral line leading in to Fairbanks that would hopefully
feed into a distribution systembuilt out by others.
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M. Richards referred to a 3.5-year construction w ndow,
and noted that wth the passage of SB 138, AGDC had
deferred the schedule due to policy, which determ ned that
AKLNG woul d be the primary project for the State of Al aska.
He further opined that it had not nade sense to finish the
ASAP project on the original schedule, due to doubts about
the success of the project at that time. He discussed
reasoning such as the need to seek commercial interests
(producers) to ship on the ASAP pipeline while they were
si mul t aneously designing and planning their own |ine. He
specified the AGC had deferred work activities and
scheduling until 2024 for conpletion of the ASAP project.

M. Richards discussed the AKLNG project, stating that the
focus was on commercialization of Alaska North Slope
resources. He explained that the project was in the "Pre-
FEED' stage, [pre front-end engineering and design effort];
as opposed to the ASAP project, which had just conpleted
the FEED stage, and was able to cone up with a Cass 3
estimate. He highlighted the differences between the two
projects, explaining that AKLNG would export LNG to the
world market. He el aborated that the gas composition on the
AKLNG |ine would be slightly different because the gas
woul d be conditioned to an LNGquality specification, by
removi ng carbon dioxide (CQ2) down to 50 parts per nmillion
as opposed to ASAP, where industry or utility-grade
standards were net at approximately 3 percent CO2. He
furthered that the design capacity of the two projects were
slightly different.

9:14: 38 AM

Senat or Dunl eavy asked if the difference in gas conposition
woul d af fect the sale price.

JOE DUBLER, VICE PRESIDENT, COMVERCI AL OPERATI ONS, ALASKA
GASLI NE DEVELOPMENT CORPORATION, answered that it would
depend upon the custonmer. For exanple, ENSTAR, did not sell
on a BTU (British thermal wunit) basis, but rather on a
volune netric basis. Conversely, a large custonmer utility
woul d nost |ike pay on a BTU basis, and woul d therefore pay
a differential for gas with a higher-BTU content. Senator
Dunl eavy followed up to ask if the gas for export could be
at a higher price. M. Dubler responded in the affirmative.

9: 15: 29 AM
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Co-Chair MacKinnon asked M. Richards to restate the
difference between the two projects and the quality of gas.
M. Rchards <clarified that each project had a gas
treatment facility on the North Slope wth a pipeline
leading to Southcentral Alaska. The ASAP project would
termnate in the ENSTAR Bel uga pipeline system whereas the
AKLNG pipeline would termnate at N kiski with the new LNG
pl ant. He explained that the gas conposition was different
due to the custoners: the ASAP would provide utility-grade
gas to serve utilities for honmeowners using natural gas as
a heating source, whereas AKLNG would provide LNG quality
gas. He went on to point out that one of +the mgjor
differences in the two projects was the vol une through-put:
AKLNG started out at 3.3 billion cubic feet per day at the
gas treatnent plant, whereas the ASAP project would be 500
mllion. He added that AKLNG also has a large LNG facility
in N kiski.

FRI TZ KRUSEN, VICE PRESIDENT, ALASKA LIQU D NATURAL GAS,
ALASKA GASLI NE DEVELOPMENT CORPORATI ON (AGDC) discussed the
differences with utility grade gas and liquid natural gas.
He echoed M. Richards's coments with regard to LNG havi ng
CQ2 renoved to a higher criteria in order to be utilized
for honme heating rather than industrial application. He
articulated that perhaps such treatnent nakes the gas
richer and nore marketable to the Far East LNG nmarkets that
expect a richer grade of gas.

9:19: 00 AM

Senator Bishop asked if LNG was a nore valuable export
product. M. Kruzen answered in the affirmative and noted
that people in the Far East, Japan, and South Korea did not
have natural gas and therefore paid for it based upon
parity with oil.

M. Richards continued his presentation and discussed the
scheduling of the two projects. He conveyed that the next
maj or mlestone for the ASAP project had aligned with the
pre- FEED) FEED decision for AKLNG in the first quarter of
2016. He furthered that the ASAP project, considering the
delay in filing with the Regulatory Conmm ssion of Al aska,
would shift toward being on the sanme tineline with the
AKLNG project for 2024-2025 conpletion and first gas
producti on.
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9:20:12 AM
AT EASE

9:20:41 AM
RECONVENED

M. R chards continued to say that the ASAP project
schedul e had been altered to align the next major mlestone
date with the AKLNG Pre-FEED FEED decision in the first
guarter of 2016. Until that time, he explained, there would
be uncertainty as to whether the ASAP project was
advanci ng; AGDC would utilize the ASAP project as a back-up
project if AKLNG did not advance as pl anned.

M. Richards noved to slide 6, "Accunulated Corporate
Assets," and expressed that AGDC wanted to identify the
assets they had accunul ated since the group's inception. He
revealed that with the original passage of the bill, the
| egislature directed the Departnment of Natural Resources to
grant AGDC a state right-of-way. He furthered that it was
an unconditional and transferrable right-of-way, and was
avai l able for AGDC to use on the aforenentioned projects.

M. Ri chards stat ed t hat AGDC had conpl et ed an
environmental assessnent statenment on the original design
concept, which was a snmaller dianeter, higher pressure
pi peline containing nore natural gas liquids. Wth a focus
on cost efficiency, the design premse was changed to a
| oner pressure utility-grade gas and a |arger dianeter
project. He pointed out that this change in the design
necessitated re-initiation of a Supplenental Environnental
| npact Statenent (SEIS). He elaborated that the statenent
was required through the National Environnmental Policy Act
(NEPA), which was necessary to advance the project due to
the inpact on wetlands. He relayed that AGDC had revised
the Plan of Devel opnent and conpleted the Environnental
Eval uati on Docunent which would as a draft for use by the
Arny Corps of Engineers to wite the SEIS. He characterized
the SEIS as a key asset for the state, as it identified all
t he nechanisnms for design, construction, and environnental
i npacts associated with the project. He added that AGDC had
done public scoping in 16 communities around the state and
had received a very good outcone wth vocal conmunity
support for the line going forward.

9:24: 05 AM
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Co- Chair MacKi nnon asked M. Richards if there would be a
change in volunme under the SEIS after changing the dianeter
of the pipe. She followed up to ask if the EIS needed to be
nodified if the volume changed and AKLNG was not
successful. M. R chards responded that the SEIS was
initiated wth a design through-put of 500 mllion standard
cubic feet per day. He clarified that currently AGDC was
not aware of the volunes that commercial interests may have
for the ASAP project, and they would not be known unti
meani ngful di scussions with the commercial interests had
t aken place. He continued that AGDC was continuing the SEI'S
with the 500 mllion cubic feet per day quantity. He added
that a decision in the first quarter of 2016 would be
inportant; if AKLNG was not to proceed, AGDC would |ook to
the market to see what volunes they would |ike from a
pi peline. At that point, he surm sed, AGDC would | ook and
see how to acconplish that; through additional conpression
or perhaps redesign of the gas treatnent plant on the North
Sl ope to accommodate the larger volunes. He reiterated the
i nportance of knowing what the end narket would be and
where the term nus of the pipeline wuld be.

9: 25: 58 AM

Co- Chair MacKi nnon asked whether AGDC would need to nodify
if the volunme changed. She referred to the nmention of a new
treatment facility under construction and wondered if there
was an expected tineline. M. R chards responded that it
was dependent upon the volume through-put. For exanple, a
t hrough-put of 800 mllion standard cubic feet per day
would require a plant re-design to optimze the
conditioning of the gas and woul d nost |ikely mean changi ng
the train-set from 250 to 400. Additionally, to accommodate
the 800 mlIlion they would need to add conpressor stations
along the line. He discussed contingency factors such as
inmpact on wetlands and whether they would require an
envi ronnental assessnment or if it would require an SEIS.
M. Richards added that AGDC had indeed accomodated in the
schedule for the eventuality of these adjustnents to the
ASAP project tineline. He clarified that they had built
di scussions with commercial interests, potential re-design,
and environnmental process into the forward schedul e.

9:27: 44 AM

M. Richards articulated that in slide 7, "Accunulated
Corporate Assets,” the list reflected assets that bel onged
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to the State of Al aska, and could be used by either project
goi ng forward.

* 400-pl us geotechnical bore holes drilled
e 128 material source sites identified
e Ar quality nonitoring data and permt for Gas
Conditioning Facility
* Purchased Strain Based Design (SBD) pipe for:
o Small and medium scale material testing
o Automatic weld procedure validation
 Line-pipe specifications
« Safety& operational stipulations with PHVSA
* Final biologic assessnment report
* Final essential fish habitat report
* Project Execution Plan(PEP) including:
o Construction execution plan
o Project logistics plan

M. Richards relayed that AGDC was currently using the
assets for the AKLNG project as well as the collaboration
between the two projects, so as to advance them both. He
di scussed geotechnical boreholes and explained that AGDC
had drilled them south of Livengood, Alaska. He recounted
that AGDC had received a strong nessage from the
legislature to avoid duplicate efforts while working on
si mul t aneous projects, and detailed that they had worked
with the AKLNG parties because they had significant
geotechnical and geologic information north of Livengood.
He specified that they had collaborated by sharing data
fromboth projects in this area, and it had benefitted both
proj ects.

M. Richards remarked that one of the primary issues that
would be faced on any project was the identification of
mat eri al sources; and opening access and availability of
the material source to provide for general backfill, the
wor kpad, and for the padding and bedding for the pipeline.
He relayed that there had been a major effort underway that
woul d benefit either project but would also benefit the
State of Alaska through its needs with the Departnent of
Transportation and Public Facilities for future highway and
road construction. He noted that they had done air-quality
nmonitoring on the North Slope and would be applying for an
air-quality permt for the site of the gas conditioning
facility. He revealed that the site was co-located with the
gas treatnment plant for the AKLNG project, so the air
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quality data had value for both projects and would allow
the permtting process for either project to proceed
expedi tiously.

M. Richards discussed geologic factors that would affect
the ASAP project by inducing strain to the pipe itself. He
el aborated that the Strain Based Design pipe was a subset
of the pipeline that crossed discontinuous permafrost. He
di scussed the inpacts of frost heave and thaw settlenent,
and the need to denonstrate federal regulators that the
materials could handle the strains. To assure the federa
regulators of the safety and operational stipulations
required through the Pipeline and Hazardous Materials
Safety Adm nistration (PHMSA), AGDC devel oped and acquired
pipeline nmaterials to weld and test for validation. He
noted that they were in the testing phase to verify that
t he design was sufficient for the gas vol une.

9: 30: 50 AM

Co-Chair Kelly asked M. R chards to clarify the word he
used before "permafrost.” M. Richards explained that he
was using the word "discontinuous,"” referring to areas of
| and where pernmafrost was not contiguous, but rather m xed
with areas of non-permafrost. He elaborated that such
ground conposition created a freeze and thaw scenario that
could be conmpared to frost heaves occurring on highways in
Al aska.

Senator Bishop comented that when the Trans-Al aska
Pi peline System (TAPS) was built al nost 40 years prior, al
of the work was done by hand and was commonly known in the
i ndustry as "poor-boyin." He recounted that the engineering
that was done at the tinme was truly tested during a 7.6
magni t ude earthquake at the Denali fault, which caused 400
feet of the pipe to junp out of the rack and onto the
ground wi thout structural failure. He offered kudos to the
engi neers of TAPS. Co-Chair Kelly expressed amazenent at
the speed at which workers could lay pipeline during that
time.

M. Richards continued and noted that both projects crossed
the Denali fault in the area south of Denali National Park
He referred to AGDC s pal eo-seisnologist who had also
wor ked on TAPS; recounting that he predicted a rupture and
| ar ge magni t ude guake with 40 f eet of pi peline
di spl acenent, as well as a prediction of simlar type of
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event during the lifetine of the AGC project. He added
that AGDC would utilize the same type of design used by
TAPS, putting the pipeline on enbedded |-beans knows as
"sleepers,” that allow the pipe to nove during ground
notion. He restated that AGDC was using proven technol ogy.

M. Richards continued to discuss corporate assets, and
stated that there were trenendous additional assets
acconpanying the work on ASAP, with the alignnment sheets
and march charts that were conpleted. He added that AGDC
had an extrenmely robust geographic information system as
wel | as having conpleted a Cass 3 estinate.

Senat or Bi shop commented that he believed these projects to
contain val uabl e sal eabl e assets, and stated he would |ike
to be provided with information about the value of the
assets. M. Richards replied that they were indeed sal eabl e
assets owned by the State of Alaska, and furthered to
reveal the keen interest and fiduciary responsibility wth
whi ch AGDC hel d the assets.

9: 35: 02 AM

M. Richards noved to slide 8, "Approxinate Pipeline Land
Ownership,” and again referred to the right-of-way granted
by the state. He specified that the outcome of the SEIS and
the record decision for the Arny Corps of Engineers would
allow the Bureau of Land Managenent (BLA), through its own
record decision, to grant the federal right-of-way. He
detailed that the decision would provide the ASAP Iine
approximately 85 percent of the right-of-way available to
build a project. He noted that when the point of decision
was reached on the viability of the ASAP project, it would
be an inportant tinme for negotiations with the |Iand owners
as listed on the slide. He clarified that AGC had not yet
entered into negotiations because it was too premature. He
reveal ed that perhaps 5 percent of the line for the ASAP
project would be held by AGDC.

M. Dubl er presented slide 9, "Alaska LNG Project
Participation," specifying that the inportant distinction
between the ASAP project and the LNG project was that the
state owned 100 percent of ASAP through its pipeline
conpany AGDC, whereas the AKLNG project was a conbination
of owners based on resource ownership on the North Slope
He referenced the diagram on slide 9, depicting the
Resource Omers and Project Interest parties, detailing
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that the state owned gas through its royalty share and to
the extent that the state nade the determnation to go with
a taxes gas, it would own approximately 25 percent of the
resource on the North Slope. He revealed that the 25
percent state interest was held by TransCanada, in the
North Slope facilities and pipeline; and by AGC in the LNG
facility. He summarized that the state was represented by
two corporations in its interest in the project.

9:37: 20 AM
M. Kruzen presented slide 10, "Alaska LNG Recent
Activity," and sunmarized the technical highlights from

both a project perspective and the AGDC perspective. He
recounted that the AGDC board recently approved a $39.8
mllion budget for calendar year 2015. He el aborated that
the AGDC budget was based on project teanms’ work plan and
budget (WPNB) which was aggregated to include consideration
of deliverables from various sub-projects including the gas
treatment plant, the pipeline, the marine termnal, the LNG
plant, and permtting considerations. He recounted that
AGDC was trying to spend noney w sely by coordinating and
using historical data to avoid duplications. He enphasized
that AGDC tried to be effective in noving forward to avoid
duplication of efforts for both projects. He nentioned
communicating with |and owners, agencies, or the public
only one time and gathering information for both projects
for maxi mum ef f ectiveness.

M. Kruzen commented that although AKLNG was far away from
sanction, or final investnment decision (FID); as of the
sumer 2014 field season the project had over 250 people in
the field in a variety of activities including geotechnical
borehole drilling, marine surveyi ng, and | ooking at
pi peline corridor stream crossings. He detailed that of
t hose 250 people, 80 percent were Al askans. He contended
that the AKLNG project and AGDC would continue to chanpion
Alaska hire and wutilization of Alaskan capabilities. He
referred to a provision of the AKLNG website for interested
parties to inquire after enpl oynent.

M. Kruzen discussed the magnitude of the engineering
project, and reiterated that AGDC was in the Pre-FEED
stage. He explained that prior to Pre-FEED was a stage
known as "concept selection,” which was done in-house and
i ncluded ideas such as a gas treatnment plant on the North
Slope with three trains, a big pipeline, and an LNG pl ant
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with three trains. He continued that the current Pre-FEED
stage included engineering to specify and optimze what
would be built. He elaborated that to acconplish the
engi neering, AGDC hired world-scale contractors through the
conpetitive bidding process. He detailed the engineering
contracts as listed on slide 10:

 Gs Treatnent Plant: URS wCBI and ASRC Energy
Servi ces (AES)

* Pipeline: Wrley Parsons

« LNG Plant: CBI w Chiyoda and ASRC Energy Services
( AES)

e Marine Facilities: CH2ZM Hi | |

M. Kruzen <continued on slide 10, remarking on the
magni tude of the permtting scope of the AKLNG project. He
sumari zed the "Regul atory” bullet on slide 10:

e Depart of Energy authorized LNG exports to Free Trade
Agreenent countries

» Federal Energy Regulatory Conm ssion (FERC) approved
Pre-Filing request on Sep 8

o 60 public neetings already conducted to engage
Al askans

0 Resource reports provide baseline environnental
and soci o-econom ¢ data

o First draft of resource reports targeted for 1Ql5

0 FERC pre-scoping neetings and project open houses
to take place 1st half 2015

M. Kruzen added that the US Departnent of Energy
aut hori zed our LNG exports to the anmount of 20 million tons
per year to Free Trade Agreenment (FTA) countries, including
South Korea and the Pacific Rm He added that yet to cone
are the non- FTA approval s.

9:42:17 AM

Senat or Dunl eavy asked if the state's prospective custoners
were all within the FTA designation. M. Kruzen responded
in the negative, and said to his know edge South Korea was
the only one, and deliberation was ongoing for the non-FTA
approvals. Senator Dunleavy asked M. Kruzen to opine on
the outcone of the deliberations. M. Kruzen stated that he
did not know, but in general he had the inpression that
FERC was supportive of AGC s efforts.
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M. Kruzen referred back to slide 10, explaining that at
sone point AGDC would file an EI'S through FERC, and was
currently in what was called the "pre-filing" phase. He
outlined that AGDC had agreed upon a strategy wth FERC
wher eby various resource reports describing aspects of the
AKLNG project would be submtted. He specified that AGDC
woul d be referencing the concept select information as well
as the early Pre-FEED information and filing the first 12
resource reports with FERC. He estimated the target for
delivery of the reports to be md-February. He analyzed
that this deliberate strategy would enable agencies to put
their enployees on the AKLNG project rather than other
projects, and begin to cultivate public and agency input in
time to direct sumer and winter 2015 field prograns. He
concl uded that the resultant field information, in
conbi nation with Pre-FEED engi neering information, would be
conbined for re-submission of the second draft of the
resource reports in approximately a year's tine.

9:45: 02 AM

M. Richards nmved to slide 11, "Alaska LNG ASAP
Coordination," and re-articulated that AGDC had a role and
responsibility wthin both projects that necessitated
coordination and collaboration to advance the state's
interest for both projects. He referenced the significant
anmount of historic baseline data and engineering from
previous pipeline projects north of Livengood. He voiced
the intention to utilize the wealth of information and
announced that a cooperation agreenent was in place under
whi ch historic data on the two projects had been exchanged,
resulting in cost savings of tens of mllions of dollars.
He elaborated that savi ngs occurred in ar eas of
geotechnical information, civil works, and hydrol ogy works.
Additionally, the information sharing aided in neeting
AKLNG s "very aggressive schedule” with regard to the first
gquarter FEED decision as well as transmtting information
for resource reports. He stated that due to the JVA [Joint
Venture Agreenent] signed in July, and the necessity of
finding contractors, the process was slowed sonewhat. He
furthered that the work efforts that AGDC had undertaken
coul d hel p advance the AKLNG schedul e in a beneficial way.

9:47:17 AM
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M. Richards noved to slide 12, "ASAP Class 3 Cost
Estimate,” noting that it was the culmnation of three
years of work to advance the ASAP project to a 30 percent
design-level estimte. He explained that Cass 3 was an
estimate level as defined by the American Association of
Cost Estimators. He reviewed the rising estimted project
cost, specifying that the cost went from approximtely $7.7
billion in 2012 (adjusted for inflation to $8 billion); to
a current estimate of $10 billion, wupdated to include
detail ed design of the gas treatnent facility and pipeline.
He added that the $10 billion included $900 million worth
of contingency, and referred to a confidence-level analysis
of P75 on the estimate. He detailed that in doing so, they
had received bid-level work packages from contractors to
aid in the estimate. He elaborated that the contractors,
such as Peter Kiewit, Doyon Limted, Brice, and Al aska
Interstate Construction; were all famliar wth Arctic
conditions. He continued to note that they received vendor
guotes from process manufacturers as well as fabrication
yards, and concluded that AGDC was confident that the
estimate was a true representation of the cost of
devel opi ng and produci ng the ASAP project.

M. R chards pointed out that the cost of the pipeline
versus the gas conditioning facility on the North Slope was
two-thirds to one-thirds ratio. He added that he would
qui ckly discuss the tariffs in order to see what the
out conmes woul d be to consuners in Al aska.

M. Dubler presented slide 13, "ASAP Estimated Tariffs,"
and pointed out the tariff rate for Fairbanks was estimated
to be $5.50 to $6.75. He explained that tariff rates based
on new cost estimtes were shown in a range due to a degree
of uncertainty 1in projections after using hundreds of
estimates to calculate. He pointed out the Anchorage tariff
rate of $8.00 to $9.75, with an acconpanying "Burner Tip
Cost" of $11.50 to $14.50. He nmentioned the current cost at
just under $10, and suggested that the advantage of the
ASAP project was the vast amount of gas on the North Sl ope,
with no risk of depleting in the near future even with a
per day usage of 500 million cubic feet.

M. Dubler discussed the tariff nodel, highlighting the
"Maj or Assunptions”

e 70/30 Debt to Equity
e 12 percent Return on Equity
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e 5.7 percent construction financing cost
e 25 year depreciation

M. Dubler explained that the assunptions were all fairly
conservative and that returns were somewhere between 11 and
14 percent (recently on the |lower end of the spectrum. He
specified that the financing cost was fairly high and a 25-
year depreciation was fairly conservative as well.

9:51: 06 AM

Senator Bishop asked if it was safe to say that it was
inmperative for the state to keep its AAA bond rating as it
went forward with the projects, to ensure that the state
was sending the right signals to the financial nmarkets with
regard to budgeting. He further inquired if the delta would
nove on the 5.7 percent construction cost financing if the
state did not retain its AAA bond rating.

M. Dubler responded that a rating analysis on a project
such as ASAP could take the state's rating into account
however the project would nost likely be rated on the end-
custonmers, which in the case of the in-state line would be
what ever entity took over and sold gas in Fairbanks. He
furthered that the state's rating could play an inportant
role in the financing of the project.

Co- Chair MacKi nnon considered the 70 to 30 debt to equity
ratio and asked if the cash portion of the conponent could
be carried inside of the rate tariff and transferred as a
rate of return back to Alaskans. M. Dubler responded that
it could be structured either way, but to be conservative
AGDC assuned that the state's $400 million contribution
achieved a 12 percent return on equity. He furthered that
the 30 percent equity was made on the assunption that the
state would not be building and owning the project. Rather,
he clarified that the state had issued a request for
proposal and had used a conpetitive process to select a
pi peline conpany to build, own, and operate the project;
the negotiation with the conpany would determ ne the debt
to equity ratio and the return on equity the conpany was
rei mbursed for through the tariff.

Co- Chair MacKi nnon asked what would happen if the demand
for in-state gas settled at the 250 Mvscf/d (mllion
standard cubic feet per day) capacity that she had seen on
sonme projections. She wondered if the state would try and
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sell the other portion. M. Dubler responded that the
assunption they had made is 500 Mvscf/d, and to the extent
that in-state users would not fully utilize up to 500, AGDC
would look to sell to others through the open season
process.

9:54:12 AM

M . Richards commented that slide 14, "ASAP Design
Capacity" was nerely a history of the $500 mllion
limtation for the ASAP project, and nore inportantly
wanted to address slide 15, "ASAP Revised Spend Plan." He
directed the conmttee's attention to the orange |ine on
the graph denoting the original spending plan that the
| egi sl ature sanctioned. He referred to the passage of SB
138 and ASAP project benchmarks of Recourse Tariff Filing
and Project Sanction, noting that the subsequent revised
spending plan reduced the ASAP project t ot al by
approximately $90 nillion. He remarked that the figure
represented a 60 percent reduction in spending; and AGDC
woul d then conplete the NEPA and EIS processes as well as
fieldwork and material testing. He referred back to the 60
percent spending reduction and clainmed it would keep the
ASAP project viable while allowing AGDC to continue to do
achievable and transferrable work between the AKLNG and
ASAP proj ect s.

Co- Chair MacKinnon referred to slide 10, and inquired about
the resource reports listed as providing environnental and
soci o-econom ¢ data. She asked for clarification that the
reports were available for scrutiny and public comment by
individuals. M. Richards answered in the affirmative; the
report would be an open public docunent with FERC once it
was filed. After which, he clarified, there would be a
"vigorous public scoping or neeting schedule" established
for individuals as well as nunicipalities to review and
coment .

#
ADJ OURNVENT
9:57: 06 AM

The neeting was adjourned at 9:57 a.m
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