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ACTI ON NARRATI VE
1: 07:41 PM

COCHAIR GERAN TARR called the House Resources Standing
Commttee neeting to order at 1:07 p.m Representatives Tarr
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Birch, Drumond, Parish, Rauscher, Talerico, Westlake, and
Josephson were present at the call to order. Representati ve
Johnson arrived as the neeting was in progress. Al so present
was Representative Chenault.

1: 08: 27 PM

COCHAIR TARR reviewed materials related to legislative
briefings such as the update of the Alaska LNG Project (AKLNG .
She urged the conmittee to review sections of Senate Bill 138
[ passed in the 28th Alaska State Legislature] specific to the
responsibilities of the Alaska Gasline Devel oprment Corporation
(AGDC), and direction to the Alaska Industrial Devel opnment and
Export Authority (AIDEA) and the Al aska Energy Authority (AEA),
Departnment of  Commerce, Community & Economic Devel opnent
( DCCED) .

OVERVI EW(S): UPDATE ON THE ALASKA LNG PRQJECT

1:12:17 PM

CO CHAI R TARR announced that the only order of business would be
a continuation of the overview of the Departnent of Natural
Resources, including an wupdate on the Alaska LNG Project
( AKLNG) .

1:12: 57 PM

Bl LL MCMAHON, Senior Comrercial Advisor, ExxonMobil Corporation,
paraphrased from the following witten testinony [original
punct uation provided]:

Co-Chair Tarr, Co-Chair Josephson and nenbers of the
House Resources Conmittee, for the record, ny nane is
Bill McMahon. - | ama Sr. Commrercial Advisor and have
34 years of experience with ExxonMbil and have worked
on comercializing Al aska natural gas since 1992. -
Thank you for the opportunity to address the conmmttee
this afternoon. My testinony will be given in two
parts: - The first part will be on behalf the Al aska
LNG Project (AKLNG participants — AGC, ExxonMbbil,
BP and ConocoPhillips. The four parties have worked
hard to conplete the technical and regul atory handover
and the commercial transition of AKLNG to a State LNG
project run by AGDC. | wll be sharing our progress
since Septenber. - The second part wll be sharing
ExxonMobi|l's perspectives on a State Alaska LNG

HOUSE RES COW TTEE - 3- January 23, 2017



project and how our conpany is supporting the AGDC

effort. - Following ny testinony, Dam an Bilbao and
Darren Meznarich will be sharing BP and ConocoPhillips
perspectives, respectively. - As always, we |ook

forward to answering your questions. -«

Following the Admnistration's decision to pursue a
State LNG project, ExxonMbil, as Lead Party under the
Pre-FEED JVA (Joint Venture Agreenent), conpleted an
extensi ve handover process with AGC for all the Pre-
FEED JVA work products, including the wunderlying
t echni cal dat a. In addition, on behalf of the
applicants in the FERC pre-filing, ExxonMbil also net
with regulators and AGC to discuss the comng
changes. On January 4th, the FERC was advised by
letter that ExxonMdbil, BP and ConocoPhillips have
withdrawmn from the Pre-File Docket, |eaving AGC as
the sole applicant. -

During testinony on August 25, the key conponents of

the technical and regulatory handover and the
commercial transition were shared. Today, | would Iike
to list the achievements since that time: - Al 77

Pre- FEED deliverables agreed under the AKLNG Joint
Venture  Agreenent are finished and have been
di stri buted to AGDC, ExxonMobi | , BP and
ConocoPhillips. - The final tw draft Resource Reports
(11 and 13) were submtted by the applicants to FERC,
conpleting the draft Resource Reports required to
advance the EIS pre-file process. - FERC and the other
coordinating agencies have provided over 2,700
coorments on the twelve Resource Reports that were
submtted. - The AKLNG project team provided a summary
of all of the comments and questions to all parties,
including AGDC. The AKLNG project team conpleted
dozens of project technical and regulatory handover
sessions with AGDC, including weekly sessions and
extended workshops. - These handover sessions, which
were conpleted prior to year-end 2016, provided a
smooth and efficient handover of activities to AGDC
for a State LNG project. AGC is now positioned to
take on the full responsibility for the technical and
regul atory aspects of its project. - Agreenents were
executed prior to year-end as part of the conmmerci al
transition from AKLNG to a State LNG project. These
agreenents provide for the use of historical and Pre-
FEED data and information by all the Pre-FEED JVA
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parties for any project, including a State LNG
project. e

Wrk continues on agreenents for AGC to acquire
ownership of an LLC held by ExxonMbil, BP and
ConocoPhillips affiliates and provide interim access
to some of its assets. The LLC owns land in NiKkiski
and DOE LNG export authorizati ons.

Before | nobve on to ny ExxonMbil conmments, | wll
pause and see if there are any questions about the
AKLNG acconpl i shmrents in 2016.

Changi ng hat s, I Wil | now share ExxonMbbi | ' s
perspectives on a State Al aska LNG project and how our
conpany i s supporting the AGDC effort.

As you know, one of the notivations for the
Adm ni stration to assune control of the project was to
assess the potential advantages that may only be
available to a State project. -

These potential advantages, as expressed by the
Adm ni stration, include reducing the cost of supply
through a tax-exenpt project structure and using |ow
cost funds from third party investors willing to take
a utility rate of return on a governnentbacked
project. o

Both of these opportunities could potentially nmake a
significant reduction in the cost of supply for Al aska
LNG as highlighted in the Wod MacKenzie study
conm ssioned by AGDC, ExxonMbil and BP, and as
presented to this commttee by David Barrowran of Wod
Mac on August 24, 2016. Cost of supply is a key
nmeasure of conpetitiveness in the global LNG nmarket. -

In addition to opportunities to reduce cost of supply,
a State backed LNG project also has the potential to
reduce regul atory ri sks t hr ough gover niment to
gover nnment cooperation. e

ExxonMbbil wants a project to succeed and is wlling

to pursue all comercially viable alternatives to
devel op Al aska resources on nutually-agreed terns. e
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While AGC is now responsible for advancing a State
LNG project, ExxonMbil wll still have a najor role
in the devel opnent of Alaska North Slope natural gas.
First, through continued investnent to devel op Prudhoe
Bay and Point Thonmson and, second, by nmaking gas
avai l able for sale for the project. -

To date, the Producers have invested billions of
dollars at Prudhoe Bay and Point Thonmson to
successful ly devel op t hese fields. | nvest nent s

continue at these fields to support the ongoing
operations. e

ExxonMobil will continue to nmake its gas available to
any project under bilateral, nmut ual | y-agreed and
commercially-reasonable ternms. - In 2015 when Governor
Wal ker sought assurances from each producer about gas
avai lability, ExxonMbil inmediately established a

negotiating team executed a confidentiality agreenent
wth the Admnistration and had several prelimnary
nmeetings. - Wth conpletion of the handover to a State
LNG project, ExxonMbil remains ready to re-engage on
negoti ations for gas sales and purchase agreenents. -

These comrercial and fiscal ternms will need to be
predictable and durable so all of +the parties

i nvolved, including potential buyers and financiers,
understand the underlying framework, particularly

given the magnitude of the required investnents and
comm tnents, which are neasured over decades -

In closing, ExxonMbil wants to help nmake a State LNG
pr oj ect successful . - W are pleased to have
participated in the successful handover from AKLNG to
a State project. - ExxonMbil is conmmtted to work
towards conpletion of the required transactions wth
AGDC on the Alaska LNG Project LLC (ALPL). - W are
ready to re-start bi-lateral discussions on purchasing
ExxonMobi| gas from PBU and PTU for a State project. -
Lastly, ExxonMobil |ooks forward to the progress of a
State LNG project. If AGC can adequately achi eve cost
reducti ons, secure reqgulatory approvals, advance
through the project gates to a final investnent
decision (FID) and conplete project execution and
construction, everyone will benefit. -
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Before | turn the mcrophone over to Dam an Bil bao of

BP, | would be happy to answer any questions that you
may have
1:22:22 PM

REPRESENTATI VE BI RCH asked whether AKLNG is a project in which
M. MMhon would commit to invest one-half of his net persona
weal t h.

MR. MCMAHON responded that ExxonMbil uses a stage-gate approach
to megaprojects because large suns of noney are required to
advance a project. For exanple, [pre-front end engineering and
design (pre-FEED)] cost the four participants over $500 mllion.
In order to advance large projects with confidence, one nust
proceed through a disciplined state-gate process and as risks
are reduced, nore capital can be exposed.

DAM EN  BI LBAG Vice President, Commer ci al Vent ur es, BP,
paraphrased from the following witten testinony [original
punct uation provided]:

Co-Chair Tarr, Co-Chair Josephson and nenbers of the
House Resources Conmittee, for the record, ny nane is
Dam an Bilbao. | am the Vice President of Commerci al
Ventures for BP here in Alaska. | first arrived in
Al aska to work for ARCO Alaska as an intern and fel

in love with this State. My famly and | have lived in
Alaska for alnbst 10 years wth interruptions for
overseas assignments. | would like to first follow
Bill’s remarks by recognizing the great work done by
the Joint Project Team under ExxonMobil’s | eadership.
Steve Butt and the team delivered exactly what they
were asked to do when the Pre-FEED JVA was signed, and
then some. They did that work safely, professionally,
on schedule and on budget. BP thanks them MW
responsibilities within BP include Alaska LNG our
North Slope fields operated by other conpanies and our
interest in the Trans-Al aska Pipeline. | would like to
pause and recognize that along with the RL 2 Prudhoe
Bay field, TAPS is celebrating a 40 year anniversary
in 2017. 1| would also like to recognize that this past
Decenber 18th Al aska celebrated the 45th anniversary
of the signing of the Alaska Native Cains Settlenent
Act. Wthout the trenendous support and license from
Al aska’s native communities, the State would have a
much different history. I would ask that as we discuss
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Al aska LNG today we renenber that this State only has
the luxury of discussing an Al aska LNG project because
of cooperation shown in establishing ANCSA. Ensuring
anot her 40 years of economc security for Alaska wll
require collaboration to find conmon ground. It is for
this reason, the future economc health of Al aska and
BP"s participation in that opportunity, that BP
continues to support an Al aska LNG project led by the
State of Alaska. BP's support derives from three
inmportant beliefs: 1) The resource opportunity in
Alaska is strong, the talent is deep and there is a
hi story of com ng together to fix big problens. 2) The
demand for LNG will continue to grow in Northeast Asia
beyond 2025, and nmuch of that growth wll conme from
pl ayers |ike China. 3) Alaska LNG can conpete for the
grow ng demand, as was shown in the Wod Mickenzie
report presented before the legislature in August
2016; however certain non-technical solutions are
required for that to be achieved. Rl 3 The State is
positioned to lead this commercial effort in three
focus areas: 1) The conpetitiveness of a tolling nodel
where gas owners pay a utility-like conpany to
transport their gas to the Cook Inlet, |iquefy the gas
and load it on to ships. 2) Preserve the federal
regul atory schedule, because failure to do so could
add years to the schedule and inpact the reputation of
the project, and 3) ldentify options to fund both the
next phase of the project, Front End Engineering and
Design or FEED, as well as the nost financially
demandi ng phase, construction, which would occur after

a Final I nvestnment Decision, or FID.

BP does not believe these three areas wll require
contracting with large conpanies to begin the process
of purchasing pipe or steel, but rather wll require

deep analysis by subject matter experts famliar with
commercial aspects of the LNG business. Now, while BP
supports a State led project, we believe it is also
important for BP to do nore than sit back and wait for
AGDC to answer these three questions. BP nust actively

support AGDC. | amvery pleased to share with you that
AGDC and BP have signed a Cooperation Agreement that
will bring together our efforts and resources on the
three focus areas that | outlined above: 1) assessing

a tolling nodel, 2) preserving regulatory progress and
3) identifying financing options for the path forward.
BP is conmtting people and funding to this joint
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effort although it will be an effort led by a much
smal ler group of people RL 4 than conpleted the Pre-
FEED deliverables which Bill MMhon just summarized.
BP appreciates AGC s conmmtnent to working together
and we ook forward to updating the I|egislature over
the course of the year. This is an inportant year for
BP in Alaska and we |look forward to celebrating the
anniversary of Prudhoe Bay and TAPS first 40th
anni versary. Wile BP has worked wth our co-owners to
produce over 12 billion barrels of oil from Prudhoe
Bay, there are still billions nore in Prudhoe and
across the North Slope. As the Governor’s Chief
Advisor on G| and Gas, John Hendrix, said during his
recent speech at Meet Al aska on January 13th, we nust
all pursue our future as “One Alaska”. BP agrees. It

is only as One Alaska that the State will continue to
solve big problens. BP | ooks forward to continuing to
work with this legislature, the admnistration,

Al aska’s native corporations, our contractors and
upstream co-venturers in support of a One Alaska
future. Thank you.

1:30: 25 PM

DARREN  MEZNARI CH, Manager for Alaska North Slope Gas,
ConocoPhi |l l'i ps Al aska, I nc., expressed t he support of
ConocoPhillips Alaska, Inc. for the state's effort to advance a
liquefied natural gas (LNG project. A state-led project would

have attributes that enhance the conpetitiveness of an Al aska
North Slope (ANS) gas project, and that can lower its cost of
suppl y. For exanple, AGDC can structure for federal and state
tax efficiencies, including seeking federal tax-exenpt status.
Al so, AGDC can advance |ow cost financing and investor options.
The aforenenti oned key el enents can be foundational to a project
and inportant to LNG buyers, project Ienders, and investors.

ConocoPhillips Alaska, Inc. intends to make its gas available to
a state-led project on nmutually-agreed, comercially reasonable
termns. ConocoPhillips Alaska, Inc. wll continue to support

AGDC and is working to make its gas avail abl e.

REPRESENTATI VE BI RCH asked for an estimate on the tariff cost
per [thousand cubic feet of natural gas (Mf)] to transport LNG
fromits source at the North Sl ope to Southcentral.

MR. BILBAO responded that there have been no joint efforts to
define a tariff under an ACDC-1ed project. He referred to his
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previ ous coments related to the structure and financing of the
project and work that remains to be done.

MR. MEZNARI CH added that the Wod Mckenzie study of August
2016, includes aspirational targets for cost reduction.

CO- CHAIR TARR asked for closing coments from the preceding
W t nesses.

MR. MEZNARI CH i nfornmed the committee ConocoPhillips Al aska, Inc.
has entered into a nenorandum of wunderstanding (MOU) with the
state and seeks to help nove the project forward with AGDC. In
further response to Co-Chair Tarr, he explained the MW
potentially forms a joint venture for LNG marketing and to
resol ve the gas supply issue.

MR. BILBAO said BP's next step is to confer with AGC to expand
on its cooperation agreenent, and he offered to provide further

information on the cooperation agreenent. ExxonMbbi |
Corporation has led the technical phase, ConocoPhillips Al aska,
Inc. is proceeding with nmarketing, and BP can support the

project's next step.

MR. MCMAHON said ExxonMbil Corporation is keen - now that the
handover and transition are conplete - to restart discussions on
ExxonMobi | Corporation gas that would be nade available for the
proj ect .

1:36: 29 PM

REPRESENTATI VE RAUSCHER asked M. Bil bao whether he said [ AKLNG
coul d conpete for the LNG rmarket in Asia.

MR. BILBAO clarified that he said BP expects that LNG demand
will continue to grow, and there will be unnmet demand begi nni ng
in 2025. The growth of demand from Northeast Asia wll be
greatest in China.

REPRESENTATI VE RAUSCHER questioned whether there is a "time of
no return" for [marketing ANS LNG.

MR. BILBAO said the right next step is to ensure a conpetitive
project; however, as the August report from Wod Mckenzie
i ndicated, the project today does not conpete - not due to oil
or gas prices - but because the cost to deliver [ANS] gas to
Asia is not conpetitive with energing sources of LNG such as
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sources from the U S Glf Coast. Conmmercial structure and a
financing plan have an inpact on lowering the cost of ANS LNG
and after that is acconplished, investors can nmake the decision
to advance and market the project.

REPRESENTATI VE PARI SH asked whether there is another plan to
bring BP LNG to market in the event AKLNG fails.

MR. BILBAO noted that Alaska gas is BP' s |argest undevel oped
resource opportunity, thus BP seeks a successful gas project.
Although a major effort has been made by BP, ConocoPhillips
Al aska, Inc., and ExxonMbil Corporation to understand the
viability of an Alaska LNG project, there renmain unanswered
guesti ons. However, if it is confirnmed that the project is not

viable, BP will consider alternatives.
1:41: 37 PM
FRANK  RI CHARDS, P. E., Seni or Vi ce- Presi dent for Program

Managenment, Al aska Gasline Devel opnent Corporation, Departnent
of Conmerce, Community & Econom c Devel opnent, introduced staff.

1: 42: 07 PM

KEI TH MEYER, President, Al aska Gasline Devel opnent Corporation,
Department of Commerce, Comunity & Econom c Devel opnent, said
he appreciated the previous comrents nade by each of the
producer parties, and noted AGDC enjoys a good and col |l aborative
wor ki ng rel ationship with each.

MR. RICHARDS introduced a PowerPoint presentation entitled,
"Alaska Moving Forward: Al aska LNG Project Update" and
informed the conmttee that today's hearing is AGX s
opportunity to provide the report to the legislature on the
update of the Alaska LNG Project as required by Senate Bill 138.
He began with a history of AGC and its obligations. In 2009,
there were concerns Southcentral would not have enough natural
gas to neet its requirenments for power generation and heating,
thus the legislature began discussing the devel opnent of an
instate natural gas pipeline. Rel ated proposed |egislation
culmnated in House Bill 369 [passed in the 26th Al aska State
Legi slature], which created a four-party entity conprised of the
Al aska Housing Finance Corporation, Departnent of Revenue, the
Department of Transportation & Public Facilities, the Al aska
Rai | r oad, Depar t ment of Conmer ce, Community & Economc
Devel opnent, and the [Al aska Natural Gas Devel opnent Authority
(ANGDA), created by voter initiative Measure 3, passed 11/5/02
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and term nated by House Bill 4, passed in the 28th Al aska State
Legislature], tasked to determne if it was economcally viable

to develop an instate gas pipeline. In 2011, the Al aska Stand
Al one Pipeline (ASAP) plan was presented to the legislature. In
2013, House Bill 4 <created AGXC as an independent state

corporation, granted it powers to act as a corporation and
advance a project, and funded it wth approximately $355
mllion. Thus the ASAP project advanced through pre-FEED, front
end engi neering and design (FEED), a class 3 cost estimte, and

a project execution plan. In 2014, Senate Bill 138 gave further
authorities to AGDC to act as the state's representative in the
LNG pl ant portion of the AKLNG export project. In 2015, during

t he buyout of TransCanada - representing the gas treatnent plant
and pipeline portion of AKLNG - AGDC was given the authority to
act as the state's representative for its 25 percent interest.

1: 48: 36 PM

MR. RICHARDS continued, noting there was a joint venture
agreenent executed and pre-FEED work initiated for AKLNG also
in 2014. Now in 2017, at the termnation of the agreenent
between the producer partners and AGDC, the responsibility for
AKLNG now falls to AGDC M. Richards acknow edged that the
responsibility to advance AKLNG is a trenmendous burden taken

very seriously by AGDC (slide 3). He informed the commttee
AGDC has a seven-nenber board of directors who are Al askans and
who want to advance the project for Al askans. He gave short

background informati on on board nenbers (slide 4).

MR. RICHARDS restated that wupdate reports are due to the
| egi sl ature every four nonths and this is the first opportunity,
after the "handoff" from the AKLNG project nanagenent team to
present how the project is now to advance. He stressed that the
project managenent teamis work and the transition were well-

execut ed. Briefly, AKLNG is an integrated project with the
foll ow ng conponents: Poi nt Thonmson pipeline; gas treatnent
plant at Prudhoe Bay; mainline pipeline from Prudhoe Bay to
Sout hcentral; LNG plant at Cook Inlet. Natural gas wll be

sourced from the Point Thonson Unit (PTU) and the Prudhoe Bay
Unit (PBU), treated on the North Slope by a gas treatnent plant
(GTP) at mle post zero (MP 0) of the pipeline. The pipeline
Wil | proceed from MP O to N kiski, supported by eight
conpression stations, delivering natural gas to an LNG
production facility designed to produce 20 mllion netric tons
per annum ( MMTPA) of product (slide 6).

1: 53: 43 PM
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REPRESENTATI VE PARI SH asked for the approxi nate cost for each of
the three elenents of the project.

MR. RICHARDS said the cost of the LNG facility is approximtely
50 percent of the project, approximately 25 percent is
represented by the pipeline, and approximately 25 percent 1is
represented by GIP on the North Sl ope. In further response to
Representative Parish, he said the original range of the cost
estimate was $45 billion to $65 billion, and the nbst recent
estimate is below "that | owend cost range."

REPRESENTATI VE BI RCH observed tariffs are inportant and the cost
of producing energy in Alaska is very high. He held a question
on an estimte of the range of tariffs for later in the
present ati on.

MR. RICHARDS returned to the status of the project, and stated
that the joint venture agreenent (JVA) initiated in 2014, and
termnated in 2016, represented approximately $500 mllion worth
of engineering, analyses, and information gathered to understand

the <construction of +the project in Al aska. Al of the
abovenentioned work and the 77 project deliverables have been
provided to AGDC, BP, ConocoPhillips Al aska, Inc., and

ExxonMobi| Corporation. At the end of 2016, transition neetings
were held to facilitate the transfer of a trenendous anmount of

data and work product. The project managenent team held
meetings in Alaska and Houston that led to a  Dbetter
understanding of the material related to engineering and
environmental |icensing, which was needed as AGDC assunes the

filing wwth the Federal Energy Regul atory Commi ssion (FERC). The
resource reports represented approximtely 33,000 pages of
docunents submtted to agencies.

CO CHAIR TARR surmsed a |lesson learned from the transition out
of the Al aska Gasline Inducenment Act (AG A) [passed in the 25th
Al aska State Legislature] was who would own the data. She asked
whet her there is related direction under Senate Bill 138.

1:59:13 PM

LI EZA WLCOX, Vice President, Comercial and Econonics, AGC,
asked for clarification.

COCHAIR TARR stated her intent is for the commttee to
understand a significant factor to advancing the project is to
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have all of the previously gleaned information avail able even
t hough the | eadership structure of the project has changed.

M5. WLCOX agreed, and added that the legislation did not enable
the transfer of pre-FEED data that was part of the pre-FEED JVA
agreenent; however, the ability to use the data to advance the
project and nake regulatory filings was part of the transition
agreenent that was negoti at ed.

MR. RICHARDS added that AGDC has also received all of the data
through the AG A agreenent with TransCanada, thus AGDC hol ds al
of the work done with TransCanada and ExxonMobil Corporation,

all of the work done on ASAP, and all of the work product
devel oped on AKLNG which is a very large library of electronic
dat a. He continued with the status of the project, relating

that the $500 million investnent was toward the design prem se
of a three-train GIP on the North Slope, feeding a 42-inch
di aneter pipeline, and leading to a three-train LNG plant (slide
7). One of AGDC s priorities in 2017 is to reduce regulatory
risk. He explained that FERC has the responsibility to |license
LNG plants, thus AGC wll file a FERC Natural Gas Act (NGA)
Section 3 application to acquire the right to construct and
operate an LNG plant. Another priority is to reduce the overal

cost of supply to the project through financing and by reducing
the cost of the environmental regulatory reginme. Also, efforts

will be focused on reducing the cost of the project and
representing an economcally-viable project to buyers. Further,
AGDC wll "live within our neans" to the point of acquiring

project financing to advance the project and engage customers
(slide 8).

2:03:34 PM

REPRESENTATI VE JOHNSON asked whet her approval from FERC applies
if AGDC reduces the scale of the project.

MR. RICHARDS said yes. The environnmental inpact statenment (EIS)
presented to FERC will be for the inpacts to wetlands, flora

fauna, and air quality for the |largest possible project.
Continuing to FERC s responsibility under NGA to permt LNG
plants and termnals, he said FERC nust ensure LNG facilities
are safe and reliable; therefore, FERC follows a conprehensive
and wel | -established siting process. After an applicant has net
FERC guidelines for submttals, it proceeds to the EI'S process
prescribed by the National Environmental Policy Act of 1969
( NEPA) . Further, FERC is the lead federal agency to prepare an
EIS for AKLNG and along with other agencies, such as the US
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Arny Corps of Engineers, will conplete a thorough EIS (slide 9).
The first of three areas of the regulatory process is pre-
filing, wherein the project gets authorization to begin resource

reports, dialogue, and public coments. The primary focus is
devel opi ng resource reports which describe the project and its
inpacts and mtigation to the environnent. After acceptance by
FERC, the project enters the second area of the environnenta
process during which a third party contractor - paid by the
project - drafts an EIS. This process is underway, wth a
timeframe of 18 nonths for the draft EIS. The third area is the
final EIS, which is issued six nonths later (slide 10). M.

Ri chards said 13 resource reports are required, but 12 have been
submtted, because there is no [polychlorinated biphenyl (PCB)]
contam nation on the project.

2:10: 24 PM

REPRESENTATI VE BI RCH asked what is included in resource report
nunber "10. Alternatives”

MR. RI CHARDS responded that for any EI'S, the proponent nust | ook
at alternatives for routing, including not conpleting the
proj ect . For exanple, AKLNG nust |ook at alternatives for
routing into Valdez, or through Denali National Park and
Preserve, in addition to the preferred route to N kiski.

REPRESENTATI VE BIRCH inquired as to whether the Mckenzie River
[ Canada] route remains one of the alternatives.

MR. RICHARDS expressed his belief that the Mackenzie R ver
option is prohibited by statute. However, there are many ot her
options such as an offshore source for natural gas, or various
| ocations for the LNG plant. The alternatives are wde and
varied so that FERC can answer possible |egal chall enges. The
resource reports represent 33,000 pages of description on
environnmental factors, engineering, and to the safety and
reliability of the project, especially in reports nunbered "11."
and "13." (slide 11). 1In response to the resource reports, AGDC
has received 2,943 coments categorized as editorial coments,
pre- FEED coments, and FEED conments, which are being processed
by AGDC and its pertinent contractors (slide 12). Over the next

six nonths AGDC will continue to adjudicate resource reports and
will file its NGA Section 3 application, conplete with the
required nine exhibits ranging fromarticles of incorporation to
safety and reliability statenents. The target date for the

application to FERC is 6/30/17 (slide 13).
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2:16:57 PM

MR. RICHARDS turned to project execution, observing that ACDC s
mandate from the legislature is to be a lean, smll, and
conpetent organization that relies on contractors to augnent its
staff. Therefore, to address the needs of a |arge project, AGC
will develop a project managenent team which wll bring in
additional resources as needed to work with FERC and for the
managenent of commrercial contracts to advance the project (slide
14). Finally, the project nanagenent approach wll be a
strategic partnership with a lead contractor in support of its
FERC application, to review design, reduce cost, and avoid

del ays. There will be a worldw de search for contractors to
provi de expertise, which will also denonstrate to financial and
commercial markets that AKLNG has the resources necessary. M.

Ri chards advised that AGDC is not requesting additional funding
in the next fiscal year (slide 15).

REPRESENTATI VE JOHNSON, referring to a worldw de search for the
"right" lead contractor, inquired as to the potential inpact of
the project on |local businesses and instate contractors.

MR. RI CHARDS acknow edged AGDC needs a |ead contractor with the
expertise to act as a project and program manager, augnment AGDC
staff, and develop the GIP, the pipeline, and the LNG facility.
Wherever possible, AGC is nmandated to utilize Al askans and

Al aska resources "where econonically feasible and viable." He
said Al aska contractors have the know edge and expertise to work
in the Arctic. In fact, [board nenber Departnment of Labor &

Wor kf orce Devel opnent] Conm ssioner Drygas has stated that AGDC
must ensure Al askans are trained and ready to work on the
project. The lead contractor will need to provide expertise in
| unp-sum turn-key contracts.

REPRESENTATI VE BIRCH asked for an estimate of the unexpended
bal ance of uncomm tted funds w thin AGDC.

MR. RI CHARDS responded that AGDC was authorized with two funds:
the Instate Natural Gas Pipeline Fund and the AKLNG fund. The

bal ance of those two funds is approxinmately $104 mllion, which
will be used to acconplish regulatory, financial, and conmercia
wor K. Further, AGDC is developing a budget that wll be

presented to its board of directors for calendar year 2017 and
fiscal year 2018 (FY 18). He advised that authorization will be
required to expend funds for the operating portion of the budget
consisting of personal services, contractual services, lights

rent, and travel.
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2:24:48 PM

CO CHAI R JOSEPHSON has heard concerns about the segregation of
funds and whether funds neant for House Bill 4 are being used
for [Senate] Bill 138.

MR. RICHARDS answered that there was clear |anguage in related
statutes that identified the funds and their purpose, and to
whi ch AGDC has conpli ed. Funds used toward ASAP cane from the
instate pipeline fund solely. He pointed out that AGDC has
accounting systens and is audited annually. Senate Bill 138
established the LNG natural gas pipeline fund which was used for
cash calls to pay for the state's 25 percent representation in
the project; funds from both sources are used toward operating

costs such as salaries, travel, lights, and rent. M. Richards
acknowl edged concern about how funds wll be used and stated
that AGDC has a "clear line of demarcation between those two

fund sources.”

CO CHAI R JOSEPHSON questioned whether the $104 mllion predates
the current adm nistration and rermained available to AGDC from a
prior appropriation, or from appropriations made in FY 16 and FY
17.

MR. RICHARDS further explained the Instate Natural Gas Pipeline

Fund was capitalized with $355 nillion for a pipeline project,
of which $135 mllion was spent on ASAP. In FY 15, the
| egi sl ature appropriated $167 mllion for the Departnment of

Education and Early Developnent, the Departnment of Natural
Resources, and the Departnent of Law. Some of the AKLNG fund
was appropriated in FY 15 when funds were directed to AGDC for
the buyout of TransCanada, and for calendar year 2016
expendi tures for AKLNG

CO CHAIR JOSEPHSON redirected attention to slide 14 and asked
how decisions are nade about what enployees would be "housed
wi thin your agency and ... which exactly would be part of sone
new | ead contractor."

2:29: 07 PM

MR. RI CHARDS stated AGDC has 22 enpl oyees who are augnented with
Al aska contractors, thus its project managenent team is nade up
of experts wth processing, engineering, geologic, and design
experi ence. The sought lead contractor will integrate with the
AGDC project managenent team - the goal is to have an owner's
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representative team - and AGDC is not "turning over the keys"

but will retain oversight responsibility. The |ead contractor
will bring in project controls staff, contracting expertise, and
envi ronnmental and regul atory experti se. He said, "It's a team

approach, but again, ownership responsibilities stay with AGDC. "

REPRESENTATI VE RAUSCHER surnised an operator, not the state,
will operate the project after its conpletion.

MR. RICHARDS confirmed that AGDC will bring on "the expertise”
to operate the system At the tinme of ASAP, there was an
operations plan to advance the project into an operations phase.
For AKLNG an operations plan has not yet been fully devel oped;
AGDC, as a very small entity, nust bring on required expertise
t hrough contracts for operations.

REPRESENTATI VE WESTLAKE said he was encouraged by the foregoing
di scussi on. He asked for the source of the funds, which his
constituency wll want to know.

M5. WLCOX said, "The question of short-term versus long-term
benefits for Alaska, of course, is in all of our mnds at the
nonment . " She opined AGC s view is that the project is
extrenely inportant for the long-term fiscal health of the
state, and AGDC seeks to propose a project that carries those
benefits.

CO CHAIR TARR directed the commttee's attention to Senate Bill
138, Section 18, AS [31.25.110], creating the Al aska Liquefied
Natural Gas Project Fund, and [AS 31.25.100], <creating the
Instate Natural Gas Pipeline Fund. O her relevant sections are
Section 21, defining the Alaska LNG Project as including Prudhoe
Bay and Point Thomson, and Section 33, defining North Slope
natural gas projects.

2:35:41 PM

MR. RICHARDS returned to the presentation, noting that the val ue
of the project to Alaska is to nonetize a proven resource.
Currently, the gas is cycled daily to help with oil production
and because there is no way to get the gas to narket. In
addition, the legislature directed AGXC to develop an access
point so that Al askans can utilize the gas. Additional benefits
of the project are tens of thousands of jobs for construction
and mai ntenance of the project, and increased exploration and
devel opnment on the North Slope and in other parts of the state
(slide 16). Finally, Alaska's strategic advantages are: a tine
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of seven to nine days to Asia;, a proven supplier and known
resource; a proven and known sovereign (slide 17).

M5. WLCOX gave a short personal history. She began her
commercial update by advising the comrmttee that at this tine
there is a global surplus of LNG The LNG market is a

relatively young market and has experienced a period of
tremendous growth. Many projects that have cone online recently
are "chasing demand," as denonstrated by a grow ng preval ence of
spot markets, and demand growth has slowed as new projects were
conpleted, leading to a slunp in the market. Spot market prices
for LNG delivered to Japan have been around $6 per mllion
British thermal units (Btus) and have risen to about $7, but the
short-term surplus is prevalent. However, experts agree that
the demand for LNG will continue to grow, although the rate of
growth is uncertain.

REPRESENTATI VE Bl RCH asked for an explanation of slide 19.

M5. WLCOX explained the bottom on the graph is a tineline, and
the left axis reflects mllions of nmetric tons per annum ( MMTPA)
which represents the capacity of LNG The slide is entitled

"d obal LNG Balance,"” but the graph is entitled "Asian LNG

Suppl y/ Demand Bal ance.™ Overall gl obal demand is approximtely
300 to 350 MMIPA. In further response to Representative Birch
she confirmed that the aforenentioned graph illustrates the

supply and demand of LNG that has been produced, transported,
and marketed to Asia by tanker.

2:43: 25 PM

M5. WLCOX pointed out that the forgoing graph illustrates that
supply will be consuned by the growth in demand. The drop [in
demand] indicated in the years 2021-2022, is the tinme at which
long-term contracts |apse, and the "window in the market"
beconmes evident. She said, "And at the nonment there are quite a

few projects shopping that wndow ... and the buyers are
approached by nany ... sophisticated parties,” (slide 19). She
then provided a graph of global demand projected for 2025
illustrating: an increase in the nunmber of countries that

import LNG an increase in demand from China is projected; Japan
remai ns the | argest consuner of LNG She acknow edged there is
debate about the projected gromh rate and whether demand will
be diverted to nucl ear power (slide 20).

REPRESENTATI VE PARI SH asked whether the foregoing projection
aligned with that of Wod Mackenzi e [consul tancy group].
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M5. WLCOX said the projection is not a Wod Mackenzi e forecast,
but was received from AGDC s marketing team She turned to the
topic of tariffs and stated that tariffs generally relate to
pipelines in a simlar manner as a toll. She directed attention
to a graph previously provided by Wod Mckenzie (slide 21),
noting that to evaluate projects, Wod Mackenzie seeks to bring
each project's conponents to a conmon denom nator: a discounted

breakeven price over the life of the project. Thus the
"current project” illustrated on the [slide 21] graph is a 12
percent overall return on capital, and what would be its
breakeven price in today's dollars. The range represented by

the dotted lines is the capital investnent of $45 billion to $65
billion, which placed the project "at the far end of

conpetitiveness for ... their presentation.” M. W]Icox pointed
out that the common nunbers between the three projects conpared
are the project cost estimate of between $45 and $65 billion,

the volunes, and the upstream devel opnent costs and returns.
However, what brings the variability is the cost of capital that
is carried by the project, thus AGCDC seeks to structure a
project that has promses from its custonmers to pay for the
capacity they reserve, because that wll allow for Iless
expensi ve financing, and encourage investors and banks that wll
offer lower interest on |oans. She remnarked:

The engi neering work that has been done on the project
has a Ilot of influence on the tolls, but the
comercial and financing considerations have al nost
just as much influence on them and that is what we're
wor ki ng on now.

2:49: 48 PM

REPRESENTATI VE Bl RCH asked for the correl ation between MVBTU and
a thousand cubic feet of natural gas (Mf); for exanple, gas on
the West Coast at $2 per Mcf would equate to [$2 MVBTU].

M5. WLCOX agreed. She next presented AGDC s objectives and
el aborated on the follow ng two:

e operate as a public corporation responsible to its board
and operate in an environment with private parties in a
t ransparent manner

e structure for third-party finance is the work ongoing this
year with BP and ot her producers and the outside market, in
order to secure | ow cost financing
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REPRESENTATI VE JOHNSON has heard one way to getting a reduction
in long-termcontracts is to have a stable price for gas that is
not tied to the price of oil. She asked for AGC s position in
this regard and for further information.

M5. WLCOX returned attention to slide 21, and said AGDC has not
done a study, but traditionally LNG has been marketed as tied to
oil price; for exanple, a measure for pricing LNGis called "the
sl ope” which is basically 12 percent to 14 percent of an oil
price index. Recently, the price of LNG has been tied to the
Henry Hub [index price for natural gas]. O her pricing
structures have been tied to "a synthetic toll" wherein a
portion is tied to an upstream index and a portion is tied to a
toll. For AKLNG, a very large part of the cost of supply is
m dstream however, if AKLNG can |ower the cost of mdstream it
can also offer a stable source wth a fully-devel oped
infrastructure in place.

REPRESENTATI VE BI RCH questioned whether the project precludes
the ability of nmunicipalities, or the state, to tax property
along the route of the pipeline.

M5. WLCOX explained the "no tax" option is for illustrative
purposes to show that even if taxes are zero, the project is
still challenged to neet the current market price.

REPRESENTATI VE PARI SH surm sed the upstream price is based on
reasonable, commercially agreed-upon ternms purchased from the
three | arge producers.

M5. WLCOX said the upstream bar on the graph is not a price but

an assunption by Wod Mackenzie on what a reasonable return on
t he upstream woul d be.

REPRESENTATI VE PARI SH asked whether the state is now bound by a
contract, and if not, when a "fornmula" would be negoti at ed.

M5. WLCOX said AGDC does not have any current contracts wth

"the upstream"” |If the state advances to the position of buying
gas from the upstream it "would need to |land those contracts
far in advance of being tens of billions of dollars in."

2:59: 20 PM

ADJ OURNMENT
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There being no further business before the commttee, the House
Resources Standing Commttee neeting was adjourned at 2:59 p.m
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