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ACTI ON NARRATI VE

3:30: 00 PM

CHAIR CATHY GESSEL <called the Senate Resources Standing
Commttee neeting to order at 3:30 p.m Present at the call to
order were Senators Costello, M cci che, Stedman, Coghill,
W el echowski, and Chair Gessel. Senator Stoltze joined the
commttee shortly after.

Overview of the Al aska Gasline Devel opnent Corporation

3:31: 59 PM
CHAIR G ESSEL introduced committee nenbers and support staff.
She related that her goal for this commttee is to craft policy

and possibly renove some policy that will make Al aska an even
nmore productive place to live for its citizens. She wanted to
make sure our valuable assets - water, rocks, forests, tundra,
and nmountains - were used responsibly. There is an expectation

of access and a responsibility to devel op these resources, which
all owed Alaska to beconme a state, and the conmittee is charged
wi th continuing that |egacy.

CHAIR G ESSEL wel coned Dan Fauske, President, Al aska Gasline
Devel opnent Corporation (AGXC), to the table.

3:34: 32 PM

DAN FAUSKE, President, Alaska Gasline Devel opnent Corporation
(AGDC), Anchorage, Al aska, said many technicians, engineers, and
senior staff put a lot of this work together and that he had
wor ked together with a nunber of them on other projects. He said
the AGC is a public corporation in Alaska wth a |egal
exi stence separate and independent of the state. It was created
in AS 31.25.010. Its main objectives are to:
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-develop a natural gas pipeline and an Alaska LNG project and
other natural gas transportation projects in-state for the
maxi mum benefit of Al askans,

-finance, construct, and potentially operate natural gas and
ot her non-oil, energy transportation systens,

-provi de econom c benefits and revenue to the state,

-assi st Departnment of Natural Resources (DNR) and Departnent of
Revenue (DOR) in maximzing the value of the state's royalty and
t axed gas,

-hold the state's equity interest in the |iquefaction conponent
of the AKLNG Project (currently where nost of their energy is
goi ng), and

-advance an in-state pipeline capable of delivering North Slope
natural gas to Fairbanks, Southcentral, and other communities
within the state at the | owest possible cost.

3:36: 55 PM

AGDC s objectives are to:

-commercialize North Slope gas resource, secure a stable,
af fordabl e | ong-term energy supply for Al askans,

-generate revenue, jobs and econom c grow h,

-facilitate further oil and gas devel opnent, and

-maxi m ze the overall benefit to Al askans.

MR. FAUSKE sai d Dave Haugen, Project Manager, Al aska Stand Al one
Pi peline (ASAP), had done an outstanding job, but the rest of
them are working on the AKLNG Project. They work on both sides
of the projects. For instance, recently M. Richards, who was
primarily doing the engineering oversight on the ASAP Project
is now working on the AKLNG side. One of the goals in hiring
people was for themto be able to handle cross-over. They didn't
want to develop a huge bureaucracy, because the idea is that
there aren't going to be two pipelines. Their job now is to
utilize the information and the work they have to try to fold
everything into one project wthout duplication.

3:39:25 PM

FRANK  RI CHARDS, Vice President, Engi neering and Program
Devel opnment, Al aska Gasline Devel opnment Corporation (AGDC), said
they are essentially the state's gasline pipeline corporation,
and as such, have developed and brought on board a team of
worl d-cl ass experts to advance these projects. He would give
t hem an overview of where the AKLNG and ASAP Projects stand and
then identify what the teans have done and are doing to be able
to work those projects.

SENATE RES COW TTEE - 3- January 21, 2015



He said the authorities under ASAP were granted in HB 4 that
said to advance an in-state natural gas pipeline for energy
relief for Alaskans, a key distinction between the two projects.
The AKLNG Project is really about the comercialization of the
North Sl ope resources for world-class markets and to provide for
energy relief for Al askans. AGDC also has the responsibility to
help deliver sone energy to comunities off the road system
either by rail or by barge or however else it can be used to
transport it.

The project sponsor for ASAP is essentially the State of Al aska;
100 percent of the funding appropriated by the Al aska
Legislature was placed into the In-State Natural Gas Pipeline
Fund and has been used to advance the project to its current
state, which is essentially conpletion of the class 3 work
estimate. Wiile the AKLNG Project is a conbination of funding
with private sponsors, major producers - ExxonMbil, BP, and
ConocoPhi |l lips, TransCanada (representing a portion of the
project for the State), and AGDC representing the 25 percent
ownership in the LNG plant, solely.

In regards to the design objectives, M. Richards explained, the
AKLNG line is for an LNG export project, which nmeans the gas has
to be conditioned to a nuch |Iower level of CO, (approximately 50
ppm CO), while the ASAP has been designed as a | ean gas concept,
which would allow for up to 3 percent CO,, which is essentially
the Enstar spec. It goes from a gas conditioning facility
| ocated in Prudhoe Bay down to Southcentral tying into the
Enstar Beluga pipeline, and then flow out to hones and power
generation facilities.

The AKLNG project is a gas conditioning facility on the North
Slope with a pipeline leading to an LNG export facility at
Ni ki ski - essentially three nega-projects in one - whereas ASAP
is a mjor gas conditioning facility, and then a pipeline
| eading to existing infrastructure.

3:42: 33 PM

He said that the AKLNG Project is a 42-inch dianeter high-
pressure pipeline while ASAP is a 36-inch 1480 psi pipeline;
very small differences in diameter, but the volunmes are
considerably different. ASAP was designed in accordance wth
what was then the AG A statutes and the AGQ A |icense agreenent
wi th TransCanada to be capped at 500 nctf/day.

3:43: 21 PM
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MR. RICHARDS said they had just conpleted a new estimate in
Decenber 2014 of approximately $10 billion for the ASAP,
conpared to the $45-65 billion for the AKLNG Project. The work
forces are fairly simlar, but the times to construct are
different owing to the three-conponent aspect of the AKLNG
Project. Wth the work they have done and the schedul e del ay
they are now working towards, that neans that ASAP won't be
fully constructed until 2024. They didn't want it to conpete
with AKLNG which wll provide the nost benefit for all
Al askans, while naking sure that the work done on ASAP wll be
beneficial to AKLNG

CHAIR G ESSEL asked if they had slowed down on the ASAP line so
as to not conpete.

MR. RI CHARDS answered they had conpleted front end engineering
and design (FEED) for the ASAP project, essentially 30 percent-
pl us design of the project, and are ready to take it out to the
commercial market to see if there is interest. However, the
AKLNG project is in pre-FEED stage and wll hopefully make a
determ nation to go into FEED early next year.

SENATOR M CClI CHE enphasized that AG A is no longer in existence
and the reason for ASAP's progress is to be able to understand
all the options available to Al askans. He asked him to explain
t he expansi on capacity potential of the 36-inch |ine.

MR. RI CHARDS expl ai ned that the ASAP Project was designed with a
single gas conditioning facility on the North Slope with the
conpr essor station co-located wthin that facility. No
internedi ate conpressor stations were needed to flow the 500
mllion standard cubic feet (Mvscfd). Conpressor stations could
be added all along the line which could ultimtely flow 1.6
Bcf/day if using the sanme design concept.

3:46: 48 PM
CHAI R G ESSEL recogni zed that Representative Andy Josephson was
i n attendance since the beginning of the neeting.

MR. RICHARDS explained that essentially the Legislature gave
them a mission: to advance the ASAP Project and with that they
have been accunulating itenms that will benefit the state as an
owner or a participant in the natural gas pipeline. For
instance, with passage of HB 369, the state was told to work
with AGC and provide a state right-of-way. So, they have
acquired 413 of state rights-of-way, which were granted
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unconditionally that are all transferable to the project that
will proceed forward.

In October of 2012 the final Environnental |npact Statenent
(EI'S) for the design concept was conpleted for a 24-inch, high-
pressure, 2500 psi rich (gas containing natural gas |iquids that
woul d have been able to be used for export as well as providing
gas for the honme heating and power generation for Al askans)
gasline. But at the end, the legislative nandate of easy and | ow
cost access for Al askans would have required "straddle plants”
to renmove natural gas |iquids.

He explained that a straddle plant would cost the Gty of
Fai rbanks $250 mllion, and that is why they decided it is
better to change the gas conposition to neet the intent of the
Legi slature, which is easy access for Alaskans. That was pl anned
in early 2016, whi ch  neant initiating a new National

Envi r onment al Protection Act action <called a Supplenenta

Environnental |npact Statenent (SEIS), which was initiated early
this year. A new plan of developnent was created that are key
docunents required by the federal and state agencies. The EIS
has gone through the first round of public scoping.

3:50: 49 PM

MR. RICHARDS said they hit 16 comunities up and down the state,
and folks came out in support of the project. The additional
envi ronmental and engineering work getting done over the |ast
few years includes |looking at all the river and stream
crossings, and looking at the nmechanisns to be able to advance
the pipeline through those areas. They have done cultural
resource surveys up and down the project and have nade
determ nations on high/low nediumvalue wetlands and gotten a
jurisdictional determnation from the Arny Corps of Engineers

all major steps need for any project that wll be advanced.

MR. RICHARDS reported that AGDC had done a trenendous anount of
bore holes as well. He explained that they knew the project from
Prudhoe Bay to Cook Inlet wuld parallel the TransAl aska
Pi peline System (TAPS) and that the work done by the producers
in other iterations of large dianeter natural gas pipelines was
considerable. A wealth of information was available north of
Li vengood and, therefore, their efforts were focused on areas
south of Livengood across the Mnto Flats down through Denali
National and State Park areas, and down to Cook Inlet. Those
assets are part of what AGC now holds for the State and with
those assets they have been able to negotiate a trade with the
AKLNG partners to be able to share information (theirs being
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from Li vengood north to Prudhoe Bay), thus saving the State tens
of mllions of dollars.

AGDC has also conpleted the air quality nonitoring at the gas
conditioning facility on the North Slope; that site is the same
site that will be used for both the AKLNG or the ASAP Project.
He said the strength-based design pipe nust be able to wthstand
the rigors of discontinuous permafrost; it wll have to stretch
to be able to handle frost heave or frost settlenent. The
metallurgy had to be designed, which neant purchasing 12
segnments of pipe from three nmanufacturers around the world -

Gernmany, Japan, and India - because there weren't mlls in the
U S. that could produce this high-strength pipe. That pipe is
now being tested to nmake sure it wll neet the design standards

of these particular areas. Specifications for those areas of
non- di sconti nuous pernafrost were devel oped. They have al so been
working with the Federal Pipeline and Hazardous Material Safety
Adm nistration (FPHVBA) on pipeline regulations to make sure
that the pipelines are built and operated safely.

He said nost recently, they had conpleted a project execution
plan, a very detailed docunent that identifies not only how they
are going to continue to finish the design work for the
pi peline, but how it will be constructed, and ultimately how it
will be operated. This is a key asset for AKLNG Project as well,
because of M. Haugen's previous expertise used in building the
TransAl aska Pi peline System ( TAPS)

MR RICHARDS said they had built a very robust, graphical
informati on system that represents everything put into place and

conpleted the class 3 estimate that will clearly define what the
| evel of cost will be for conpleting the project.
3:56: 20 PM

CHAIR G ESSEL asked if it was true that the Park Service was
hopi ng the pipeline would be built through Denali National Park,
because they want access to this gas, too.

MR. RICHARDS answered yes, and explained that Senator Lisa
Mur kowski drafted a bill that was signed into law |ast year
allowing for a high pressure natural gas pipeline to go through
Denali National Park along the Parks H ghway corridor. This was
started prior to inception of AGDC as an organization by the
original project developers, Enstar, because they thought access
to the park was needed. Their concept was to build a pipe as
close to or within the Departnent of Transportation and Public
Facilities (DOTPF) and Alaska Railroad rights-of-way as
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possi bl e, but found that building within the DOTPF rights-of -way
required nore steel, because of safety considerations involved
in being next to a transportation corridor.

Further, he said that if a project was built wthin Denali
National Park, it must conply with another federal |aw, Al aska
National Interest Lands Conservation Act (ANILCA). Title 11 in
ANI LCA requires that all federal authorizations nust be applied
for sinmultaneously. That is a problem because one would apply
for federal authorizations in a sequential tinmeframe for a

project like this and be gathering information to neet those
permt requirements as the project was devel oped. Bringing them
all back to a single sinmultaneous application would delay

advancenment of the project. Provisions also say that any federal
agency has the authority to essentially veto the project wth
only the possible exception being a presidential override.

SENATOR STOLTZE asked for a characterization of the fish habitat
issues in his summary.

3:58:43 PM

MR. RI CHARDS answered that fisheries experts have |ooked at all
the 468 river and stream crossings, specifically the anadronous
fish streans, because the crossing nechanisns nust be considered
when building it. That nmeans that wnter versus sumer tine
construction mnmust be considered. They now have an inventory of
essential fish habitat.

SENATOR STOLTZE stated that the Mat-Su Borough has been the
| eader within the state on habitat restoration, especially with
cul verts.

4:00: 47 PM
MR. RI CHARDS said 55 percent of the |land ownership is state |and
that has been granted to them through the right-of-way and

alnmost 30 percent of it is federal. The outcome of the
Suppl emrental Environnmental Inpact Statement will be a record
deci sion, because with that granting wll conme the federal

right-of-way across those federal |ands. Hopefully, this asset
will be conpleted by fall 2015.

4:01: 33 PM

JOE DUBLER, Vice President, Conmercial Operations, Al aska
Gasl i ne Devel opnent Corporation (AGC), explained that the AKLNG
Project is nade up of basically four resource owners: the three
mai n producers on the North Slope and the State of Al aska. The
state royalty is about 12.5 percent, and it is considering
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receiving the production tax as gas instead of in-value. Equal
ownership with the producers assures alignnent throughout the
project. At this point, the State has approximtely 25 percent
interest in the project. That coincides with the percent of gas
that the state would own through the tax as gas and royalty in
ki nd.

He explained that the State's interest is currently represented
by TransCanada in what is called the Md-stream which includes
two major projects: the gas treatnent plant and the pipeline.
AGC is the state's corporation and it would own 25 percent of
the LNG facility and marine termnal at N kiski. It's inportant
to keep this continuity throughout the project.

4:04:16 PM

MR. RI CHARDS expl ained that they have been directed by both the
Legislature and the prior admnistration to not spend the
state's nobney twice. So, the two projects signed a cooperation
agreenment in Cctober 2014, which resulted in the first exchange

of geotechnical data in which historic TAPS information - bore
hole information, work from the Al aska Pipeline Project, and the
Denali Pipeline Project (north Livengood) - were granted to

AGDC, and AGDC was able to share the bore hole information from
Li vengood south with the AKLNG Project. That met the intent of
wor ki ng col | aboratively together and elimnating duplication of
wor k bet ween the two projects.

AKLNG had not brought folks on as tinely as they had hoped but
AGDC has in many instances. It has technical consultants and the
authority granted by the Legislature for expedited permt
review So, this nonth they are working cooperatively on both
projects under the auspices of ACGDC, this will ultimately save
tens of mllions of dollars in terns of project cost
devel opment. He reported that civil work is proceeding forward
and that hydrologic, fisheries, and netallurgic work is also
being shared between projects. He said they are also working
with TransCanada and the producers on the pipeline and gas
treatment facility.

4:07:10 PM

MR. DUBLER related that the AGDC board approved $39.8 million
for calendar year 2015 for work on the AKLNG Project. This
includes both the capital contributions in the form of cash
calls, staff tinme, and consultants. They have held a joint
wor kshop with AGDC on sharing data and engineering and have
al ready exchanged sone historical data; they are coordinating
future activities for next year's field season.
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He said they are particularly proud that 79 percent of the 250-
person work force hired for the AKLNG 2014 field season are
Al askans. The project is actively soliciting additional Al askan
content through a list on its website where contractors can
enter their nanmes for future bidding.

4:09:18 PM

MR. DUBLER said that engineering contracts have been awarded to
United Research Services (URS), based out of San Francisco, to
do design work for the North Slope gas treatnment plant. They are
al so getting help from Chicago Bridge and Iron (CBlI) based in
Houston, and Arctic Slope Regional Corporation Energy Services
(AES), based in Alaska. That work is being done in Denver. The
pi peline is being designed by Wrley Parsons in Cal gary, Canada.
The LNG plant is being designed by CBI (wth Chiyoda (Yokahams)
and AES) in Houston. Marine facilities - N kiski jetties and
docks - are being designed by CH2M Hill in Houston and
Anchorage. The subcontractors (subs) these people hire are
| ooki ng for Al askan content, as well.

4:11:15 PM

He said the Departnment of Energy (DOE) authorized LNG exports to
free trade countries several nonths ago, and the Federal Energy
Regul atory Conmi ssion (FERC) approved a pre-filing request in
Sept enber allowing the FERC enployees to start working with the
project for a filing at some |later date. The project has already
filed resource reports 1 and 10 for the EIS and are working on
the others for a total of 11 reports. The reports are on the
FERC website. They have conducted over 60 public neetings up and
down the alignnent from N kiski to the North Slope and did a
medi a tour through the Nikiski site on Cctober 9.

CHAIR G ESSEL said report nunmber 5 is the socio-econom c inpact,
which is how it will inpact Al askans and asked when the rest of
the reports will be out.

4:13: 02 PM
MR. DUBLER answer ed soon.

4:13:29 PM

MR. RICHARDS said initial drafts will go to the Federal Energy
Regul at ory Conmmi ssion (FERC) in February and go through a public
process; then another set of drafts wll be done in 2015,
allowng multiple opportunities for conment.

4:14:10 PM
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DAVE HAUGEN, Senior Project Manager, ASAP Project, explained
that the class 3 estimte was prepared and delivered to the
board prior to the end of the year. Earlier estimtes were a
conbination of class 4 nunbers; these are accuracy terns that
deal with just how rigorous the estimating work is done. Sone of
the 2012 estimating work for the pipeline portion of the project
had progressed further than for the gas conditioning facility at
Prudhoe Bay and sone "factored estimates" used best available
know edge.

The current estimate reflects a full class 3 re-estimate for
both the gas conditioning facility and the pipeline. On the
pi peline portion of the project, civil estinates were done by
Peter Keywood, the Bryce Conpany out of Fairbanks, and Al aska
Frontier Constructors as if they were actually bidding the work.
Simlarly, on the pipeline portion of it: Doyon Associated,
Price G egory, t he M chael s Cor por ati on, and Rockf or d
Cor poration. Because of that, the class 3 estimate is much nore

accurate than the class 4. The class 3 estimate will progress to
a class 2 estimate, which provides a reasonable degree of
certainty that the project will actually cone in on budget,

before the sanctioning of the project.

4:18:44 PM
In addition to the total install cost nunber of just under $10
billion, further calculations were done on operations and

mai nt enance (O&\), again using real world expertise of people
from Alyeska Pipeline. It was found that the 2012 estinmate, as a
factored estimate, wasn't far off the mark.

The thing not estimted before was dismantlenment, restoration,
and recovery (DRR): end of |ife costs that are part of the
project. The gas pipeline project would require renoval of all
the facilities like the gas conditioning facility, internediate
conpressors stations, the above ground part of the project, wll
have to be taken away and the sites restored. The pipe itself
will probably be purged and capped and left in place. Those
costs will conme at the end of the project and doesn't anount to
much in today's dollars; but it does get incorporated into the
tariff rates.

Finally, M. Haugen said, the State of Alaska's noney, the $353
mllion, is in the capital cost estimate for the project. He
noted that alnost one-third of the cost of the project is on the
North Sl ope, because the gas needs lots of conditioning to make
it usable.
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4:22: 05 PM

MR RICHARDS noted that these nunbers are represented in
t housands of mllions, so they are talking about billions of
dol | ars.

4.22:29 PM

SENATOR STEDMAN sai d several years ago, sone nenbers attended a
nmega project semnar that classified a nega-project as over $1
billion; a vast mgjority of them go over-budget and very few
under. Going over budget by 20 percent is considered a success.
In this case, if you think it's going to cost $10 billion and it
costs $12 billion, that's considered a success. He asked how
policy makers factor in |arge over-budget figures.

MR. HAUGEN responded that they are very cognizant of that
effort. In fact, the independent project analysis (IPA) is their
bible as well as using the stage gate nethodology. They are
still in phase 2 of front end engineering and design (FEED). The
whole idea is that every tinme you do another estimate, you try
to get the nunbers even tighter. However, it doesn't account for
el enents out of their control like inflation, the future costs
of the major conponents, the steel or major equipnent; those are
worl d nmarket type activities.

4:25: 05 PM

He said if one of these projects does get developed, it will be
up against other market conditions, which can also cause the
project to go over budget.

In sonme cases, the regulatory environment is still dependent
upon a reasonable anmount of oversight, but it <can't be
controlled. The new Federal Pipeline Hazardous Materials and
Safety Organization has a mandate from Congress to be very
specific about regulations on the pipeline itself, and he
doesn't have a good feel for what that oversight will end up
costing the project.

4:27: 04 PM
SENATOR M CClI CHE asked himto explain the spectrumin their cost
anal ysi s.

MR. RICHARDS explained that they used a P-75 risk-based Mnte
Carlo analysis for the nearly 8,000 line itens in the estinate.
A P-85 would be a higher contingency |evel and P-50 would be
| ower .
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SENATOR W ELECHOWBKI shared Senator Stedman's concern with costs
going up in the course of a year and asked what the plan is for
payi ng the costs that are over-budget.

MR. DUBLER answered that the tariff could be adjusted; typically
the shipper, which would be Enstar, that is purchasing the gas
on the other end, would take sonme of the risk and the pipeline
conpany could take sone of it; it would be a negotiation. A
hi gher nunber |ike P-90 would give them nore confort that the
nunbers are a little harder than a P-75 woul d be.

4:30: 36 PM
CHAIR G ESSEL recognized Representative Chenault and Senator
Huggins in the audi ence.

SENATOR STOLTZE asked them to comment on the cost of wetland
permts and mtigation as budget cuts are discussed. He asked if
it would be worthwhile for the State to invest in prinacy.

MR. RICHARDS answered in regards to wetlands mtigation, this
means that the wetlands (high, medium or |ow value) the federa
governnent identified as having a national interest should have
a nonetary mtigation paid for by the project sponsors. In
Al aska, those costs are going up quite high and their 10,000
acres of wetlands inpact that would cost about $200 million for
mtigation. The large program office within DNR that has the
responsibility for shepherding large projects suggested using
| and banks instead of paying for mtigation, which would save
literally hundreds of mllions of dollars, and he hoped to have
those discussions this year in the |egislative process. The cost
of mtigation for any large project is becomng a major factor.

SENATOR STOLTZE asked if primacy affects the state at all.

MR. RICHARDS answered that he was not an expert on primacy, but
that M. Ruaro in Senator Stedman's office had been working on
t hat issue.

4:34: 58 PM
SENATOR M CClI CHE asked where folks are now in terns of a |evel
of confidence for a final investnent decision (FID).

MR. HAUGEN answered that getting to an FID will in nost cases
require a class 2 estimate - within a range of plus or mnus 10
percent - which would be what shippers would ook to as being a
reasonabl e amount of variation that they would feel confortable
enough to tender their gas subject to their negotiations for the
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ri sk-sharing elenment, because that wll still be part of the
tariff negotiations.

SENATOR M CClI CHE asked if he was involved in the construction of
TAPS and if a P-90 of building a trans-Al aska pipeline in 2019
will be nore accurate than a P-90 in the |ate 70s.

MR. HAUGEN replied he was on the Alyeska Project at the
beginning and its original concept at the 1968 discovery well
was a buried pipeline and the estimte was based on a
conventionally buried oil pipeline. Nothing was known at that
time about the technology required to actually be able to get a
hot oil pipeline across permafrost areas. So when construction
actually began there was a conpletely new design and over half
of the project had to be an elevated pipeline. Along with that
was that it was the first major project built after the National
Environnmental Protection Agency (NEPA) was instituted, and no
one knew of the inplications that would call into play. That is
why it went from an estimated $800 million to $8 billion for
actual construction. Any tine designs change, he said, design
prem ses change, and ot her change conditions occur, re-estinmates
need to be redone, and carefully, because the history of major
projects is not a good record.

4:39:43 PM
CHAIR G ESSEL remarked that the lead folks on the AKLNG Project
actually brought a project on line, on budget, and on tineg,

whi ch i s encouragi ng.

4:40: 29 PM

MR. DUBLER said that MWBtu stands for thousands of British
thermal units, a neasure of energy it takes to raise the
tenperature of one pound of water (about a pint) by one degree.
Mvecfd stands for mllions of standard cubic feet per day. So,
the 2014 tariff rate in Fairbanks is $5.50-6.75. The range is
used, because the cost of gas is unknown until an open season is
held and they can find out what people are willing to sell gas
for. The tariff passes through the project and gets paid by the
end users.

The local distribution costs in Anchorage run about $1.50 for
Enstar and $4.00 in Fairbanks, because 1GJ has to build out the
whol e system That is why the burner tip cost is about $11.50-
14.00 and currently they are paying around $21. So, this would
be a substantial reduction. The tariff rate to Anchorage,
because of the |onger distance, would be $8.00-9.75, which is a
burner tip cost of $11.50-14.50, a little bit nore than now, the

SENATE RES COW TTEE -14- January 21, 2015



i ssue being certainty of supply. The North Slope has certainty,
but in Cook Inlet it depends on who you believe.

MR. RI CHARDS said 2014 nunbers include the O&M costs, the DRR, a
20-year depreciation, and the cost of capital. In 2012 they used
a 30-year depreciation life and the cost of capital is higher
now. So, they feel these are conservative nunbers.

4. 43: 24 PM
SENATOR W ELECHOWNSKI asked him to explain the range for burner
tip costs.

MR. DUBLER answered that the tariff is in the range of $11.50-
14.00, and if it is $5.50, the $6.00 difference between those is
the $4.00 local distribution for Fairbanks and the $2. 00 cost of
gas. The range on the cost of gas is $2.00-3.30. So, the range
on the upper side is $7.30, which is the $3.30 and the $4.00
They quote a range, because saying it's going to cost a certain
nunber inplies a |level of accuracy that just doesn't exist now.

SENATOR W ELECHOWSKI asked if he was assuming the cost could be
of f by 20 percent.

MR. DUBLER answered that part of the estimate allowed for the
actual construction cost factor and then the cost of gas.

SENATOR STEDVMAN asked  what capi tal structure they are
consi deri ng.

MR. DUBLER answered they are considering a debt/equity ratio of
70/ 30.

SENATOR STEDVAN asked how sensitive these figures are if the
state decides to put nore noney into the project.

4:46: 25 PM

MR. DUBLER answered that equity is the higher cost of the two
different cost of funds. Equity is assumed to cost 12 percent
and debt 5.7 percent. This is because equity investors typically

require a higher return than a bond hol der. If the state were
to just contribute noney, say the $400 mllion it put in up
front, for every billion dollars that would reduce the tariff by
about $. 50.

SENATOR STEDVMAN said equity infusion is one of the ways the
State has the ability to get cheaper gas to Al askans.
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SENATOR W ELECHOWSKI asked if the 70/30 split assumes the state
will contribute 30 percent from the general fund and the 70
percent will be bonded.

MR. DUBLER answered that the only state contribution is the $353
mllion. The 30 percent equity is assunmed to be contributed by
an owner/ bui |l der/ operator who woul d get the 12 percent return.

4:48: 05 PM

SENATOR STOLTZE asked if they were factoring in potential
conversions of the mlitary installation at Ft. Winwight and
t he possi ble reopening of Flint Hlls in the tariff projections.

MR. DUBLER answered no. The tariffs were calculated as if a
pi peline conpany was building it. If Enstar brings gas to a
subdi vi sion, they don't pay to convert folks' oil-fired stove to
a gas stove.

SENATOR STOLTZE said he was thinking about the demand.

VR. DUBLER said they are currently |looking at business
devel opments and what comunities could be hooked up to this
proj ect up and down the I|ine.

SENATOR STOLTZE conmented that people are probably non-conmtta
when they don't see a gasline.

MR DUBLER admitted that was an i ssue.

4:50: 22 PM

SENATOR STEDVAN asked why there isn't a gasline conpany pounding
the table to build this project with just the 12 percent return
on equity without a substantial state equity infusion?

MR. DUBLER answered that is why the state is putting $400
mllion in at the beginning, because they believe a conpany wl |
put their capital up and build it once the nunbers are seen.
They have been talking with an owner/buil der/operator that is
very interested in building this project.

SENATOR STEDVAN said the reason he brought it up is because it
was one of the backstop argunents of the original bill that got
this ball rolling. The state is trying to stimulate this
project, because we couldn't get a gasline conpany to cone in
and put that down to find out if the project is feasible or not.

4:52:58 PM
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MR. RICHARDS said slide 14 provided a history of why the ASAP
project was designed to a 500 Mvscfd throughput. It was really
due to the Alaska Gasline Inducenment Act (AGQ A and the AGA
statutes (2008) that limt any conpeting in-state natural gas
pipeline to less than 500 Mwscfd. Termnation of the AQJA
license in June 2014 made the cap go away. The work that was
under way was far enough along that they weren't going to change
design paraneters and it was conpleted in Decenber 2014. They
are no longer statutorily constrained to 500 Mvkcfd, and the
project size can be changed with changes in conpression, pipe
strength, and treatnent capacity.

4:53:57 PM
SENATOR W ELECHOWBKI asked what sort of interest they are
getting, because 500 Mvtsfd makes the tariff extrenely high.

4:54:18 PM

MR. DUBLER replied that the only real solicitation they had done
was a non-binding expression of interest in 2011, and they got
500 Mvscfd, which happened to coincide with the line, which at
| east gave them confidence to continue forward with that nunber.
They haven't gone out again with tariff nunbers or tried to
project tariffs at higher volunes because they don't have the
engineering to back it up. To the extent they will do an open
season in the future they would have indicative tariffs at the
hi gher volunes to see if it brought in additional interest.

4:55:19 PM

MR. RI CHARDS continued saying that slide 15 represents the spend
pl an through sanction for a $353 nmillion project; $149 nillion
of that is left. Wth passage of SB 138 and signing of the joint
venture agreenment, AGDC saw that the AKLNG Project was going to
be the state's priority and that any work being done for the
ASAP Project should be done to keep the project viable and
durable so that it could potentially be transferable as a state
asset to the AKLNG Project. They saw ASAP wasn't going to open
season in the near term really until the AKLNG Project decides
on whether or not to proceed into FEED, a decision that is
slated for the first quarter of 2016. So, the spend plans were
revised down. Deciding to proceed or not with the AKLNG Project
will be a watershed nmoment for the ASAP project. Should AKLNG
proceed into FEED, then the ASAP Project would fall back; if the
decision is to not proceed, then the assets of the ASAP Project
woul d advance.

SENATOR COGHI LL asked what projects ASAP would be dealing with
in the 2015-16 ti mefrane.
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MR. RICHARDS replied that they wll conplete the SEI'S, which
would result in a federal right-of-way grant to AGDC, they wll
continue the netallurgy work for the 36-inch, 1,480 psi pipeline
to be able to make sure the pipe will be able to withstand the
rigors, continue the work efforts for the FPHVBA to better
understand their requirenents for the execution of the project
as well as its operations, and they would | ook at optim zing the
gas conditioning plant and reducing its cost. They wll also
|l ook at long lead-tine itenms for their construction, maintenance
and inspection prograns to shave off nonths if not years of pre-
devel opnent worKk.

SENATOR COGHI LL remarked that the $60 million would get them
there, but the $149 mllion would have gotten them to an open
season.

MR. RI CHARDS added that they would have gone to an open season
and then nmade nodifications based on what the shipper
requi renents were, and then gone to a final investnent decision.

4:59: 40 PM

MR. RICHARDS said the revised schedule aligns the ASAP Project
to the AKLNG FEED decision tineframe. If the AKLNG Project were
not to proceed, they would look to their commercial interest by
defining optimal throughput for this project, enter into a
redesign, and then start +the regulatory process wth the
Regul atory Comm ssion of Alaska (RCA) for a recourse tariff and
go to an open season and ultinately project sanction with first
gas, now, being in third quarter of 2024 (three years l|later than
the original tinmefrane).

The work identified as non-discretionary work was included in
the work package presented to the Ofice of Mnagenent and
Budget in the regards to AO 271

5:01: 15 PM
MR. FAUSKE, continued that the corporate focus near-term 2016
was to accelerate cooperation, maxi mze state resources,

elimnate duplication of efforts, and align wrk efforts and
routing. Wth the alignment of the dual projects, one wouldn't
have a recourse tariff filing and no open season, because no one
would bid on it while they have another project in the works.
But if the AKLNG Project is successful, the State will end up
with a nmuch better project in terns of revenues.
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He said yesterday ExxonMbil announced anticipation of a $25
billion spend on the British Colunbia Project, which he thought
i ndi cated sone aggressiveness in world markets. Al aska, also,
represents a huge resource for them and the other conpanies, so
he remains hopeful. The work has been an "absolutely honest
effort™ and a lot of noney is being spent to nove the project.
He said a valuable asset was added when Fritz Kruzen noved back
to Alaska and who was a global |ead on LNG with ConocoPhillips
for 36 years. In the future they wll probably assign people
outside rather than fly people back and forth all the tine if
they are going to be primarily involved in engineering work at
ei ther Cal gary, Denver, or Houstoon.

5:04: 24 PM

He said they want to progress both initiatives to better inform
the State's ultimate policy and investnent decision making and
maintain the State's |leverage for building assets that it can
bring to either project. He noted that their estimte was
staying within the range considering that inflation is about
$250 mllion per year and that time is not necessarily a friend
unl ess market conditions change to the point that it's noving in
the right direction.

He expl ained that their two benchnmarks are: can we beat or equal
the price of inported LNG and keeping the Fairbanks tariff
within a certain range considering it was originally factored
usi ng about 16 Mvkcfd, but they are currently at 20-25 Mscfd.
Al askans use 250 Mvscfd of gas on the Railbelt and they want to
expand that on a worst day. That neans selling 250 Mvfd of gas
and he wasn't' sure the tariff even for 500 M kcfd was
conpetitive, and the only way to conpensate for that is to
i ncrease volunes. He wasn't advocating that, but pointing out
there is also a sweet spot that nust be nmet. He said the ASAP
Project is still very viable as a fallback position and that the
$25 mllion worth of work that has been done on the other
project will also benefit this one.

5:06: 57 PM

He said one of the greatest things that ASAP brings to the table
is the leverage that shows the state does have options and
stated "The cost of doing nothing gets pretty expensive, too."

MR. FAUSKE said SB 138 also directs collection and conpiling of
exi sting gas demand data to be done showi ng the potential of new
users/ communities, nodel i ng of realistic demand
scenarios/estinmates, as well as estimating usage and cost of
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servi ce, vari ations in usage/ st or age requirenents, and
identifying the best delivery mechani sm

5:10: 15 PM
SB 138 also directs them (under the AKLNG Project) to figure out
where the flanges for off-takes on the pipe wll go, design the

equi pnent, develop detailed cost estimates for the equipnent,
and to coordinate with the Al aska Energy Authority (AEA), the
Al aska | ndustrial Devel opnent and Export Authority (AlDEA), and
DNR regarding policy and infrastructure issues associated wth
i ncreasing in-state gas access.

5:10: 56 PM

MR. DUBLER said the AKLNG Project is fully funded now through
the FEED stage; $69.8 mllion was appropriated |ast year and
that will be spent through FY16.

MR. RICHARDS explained that two funds were set up for AGDC to
adm nister the projects: the AKLNG Project Fund and the other
for the in-state project, ASAP. The Legislature has appropriated
approximately $119 nmillion to AGDC for advancenent of the ASAP
Project; $120 million had been expended through FY14 and an
additional $98 million will be spent through the end of FY15. A
majority of that goes towards the class 3 estimate and the

engi neering deliverables they talked about earlier. In FY16 an
additional $51 mllion will be spent |eaving a balance of $150
mllion to be used for advancenent of the natural gas pipeline
proj ect .

5:12:56 PM

SENATOR STOLTZE said the governor put a freeze on this project
and asked himto describe that inpact.

MR. FAUSKE replied that AO 271 made them nmake a decision on
di scretionary versus non-discretionary spending, and they had
al ready started that process nonths ago as they were aligning to
the AKLNG schedule (the route is 98 percent aligned). The AO

also said to "continue working until further notice.” They were
not told to "cease and desist." He felt the $60 mllion spend
drop, by $90 mllion, was certainly in conpliance with that

order. Their spend plan had been submitted and they are now
waiting to hear sonme definitive answers.

He also said they went through a Request For Proposal (RFP)
process and selected Enbridge as the owner/buil der/operator.
Accor di ng to HB 4 it was al ways desi gned for an
owner/ bui | der/operator to cone in. Wth passage of SB 138, they
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have had lots of neetings with Enbridge and others who were
interested in the project, but he felt it was unfair to have
t hem spend the noney at the tine.

5:18:11 PM
CHAIR G ESSEL found no further questions and thanked them for
the briefing. She adjourned the Senate Resources Conmittee

neeting at 5:18 p. m
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