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ACTI ON NARRATI VE
1: 01: 30 PM

CO- CHAIR ANDY JOSEPHSON called the House Resources Standing
Committee neeting to order at 1:01 p.m Represent ati ves
Josephson, Birch, Parish, Tarr, and Drummond were present at the
call to order. Representatives Tuck (alternate), Rauscher,
Tal erico, Chenault (alternate), and Johnson arrived as the
meeting was in progress. Also present was Representative Knopp.

PRESENTATI ON: Al aska LNG Project Update by the Al aska Gasli ne
Devel opnent Cor poration

1: 02: 10 PM

CO CHAIR JOSEPHSON announced that the only order of business
would be an update on the Alaska LNG project by the Al aska
Gasl i ne Devel opnent Cor porati on.

COCHAIR TARR, as an aside, provided information to the
commttee on a different topic related to a presentation at the
prior meeting on 1/22/18.

1:04: 41 PM

KEI TH MEYER, President, Alaska Gasline Devel opnment Corporation
(AGDQO) , Depar t ment of Conmmer ce, Communi ty & Econom ¢
Devel opnent , provided a Power Point presentation entitled,

"Al aska LNG' dated 1/24/18, and answered questions. He directed
attention to slide 3, which was a capital budget variance
anal ysis dated Decenber 2017, and pointed out the Alaska LNG
project is significantly wunderspending for 2017, after an

HOUSE RES COW TTEE - 2- January 24, 2018



austerity program was inplenmented to extend existing funding and

thereby operate within the state's allotnent. I deal Iy, the
project wll attract third-party investnent so that the state's
additional investnent would be optional, but not necessary.
Slide 4 illustrated AGXC s fund balance and a forecast for
January through June of fiscal year 2018 (FY 18), showi ng an
expenditure of about $67 mllion and a forecasted fund bal ance
of about $41 nmillion to carry over through FY 19. Slide 5
illustrated AGC s FY 19 operating budget, its request to

receive program receipt authority, and its request to transfer
[In-state Natural Gas Pipeline Fund (1229-1SP)] funds from the
Al aska Stand Alone Pipeline (ASAP) project to the Al aska LNG
fund.

1: 08: 58 PM

REPRESENTATI VE JOHNSON asked for the purpose of the requested
program recei pt authority.

MR. MEYER expl ai ned AGDC seeks authority to receive funds from
third parties for the continuation of the project; for exanple,
investnments from third-party investors to pay for additional
devel opnent, front-end engineering and design (FEED) work, and
ot her costs through construction of the project. In response to
Representati ve Johnson's question as to who mght be involved,
he opined the project would attract infrastructure investors
such as pipeline conpanies, pension funds, insurance conpanies
and/or foreign custoners, but the project would not neet the
i nvestnment hurdle rate of an oil conpany.

REPRESENTATI VE JOHNSON surm sed China Petrochem cal Corporation
(Si nopec) could be a third-party investor.

MR. MEYER sai d yes.

REPRESENTATI VE PARI SH asked for i nformati on on t he
af orenenti oned 1229-1SP fund.

1:11: 21 PM

FRANK RICHARDS PE, Senior Vice President Project Managenent,
Al aska Gasline Devel opnent Corporation, Departnent of Comerce,
Community & Econom c Devel opnment, inforned the conmittee the
ASAP project has advanced using the 1229 [In-state Natural Gas
Pi peline Fund]. [ASAP] has noved through the draft suppl enental
environmental inpact statenment and public review, and is
expected to reach a record of decision (ROD) in June [2018].
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REPRESENTATI VE PARI SH asked when $12 million in funds would
transfer to AGDC.

MR. RICHARDS said late in FY 18, after the ROD is obtai ned, AGC
seeks to transfer remaining ASAP funds to Al aska LNG

REPRESENTATI VE PARI SH returned attention to the program receipt
authority and surm sed AGDC expects all the investnents would
come from "non- Al aska state governnent sources."”

MR. MEYER said no. In fact, the project structure requires AGC
to nake offerings available to Al askans, Al aska nunicipalities
and regi onal corporations.

REPRESENTATI VE PARISH restated his question as to whether
of ferings would be to state governnent agenci es.

MR. MEYER said AGDC woul d not exclude any entities.

MR RICHARDS clarified the request for receipt authority is
related to receiving outside funds, and there is no request for
addi tional appropriations fromthe State of Alaska in AGXC s FY
19 budget.

1:14: 33 PM

REPRESENTATI VE BI RCH asked whether the program receipt authority
would allow AGDC to accept funds from the Alaska Public
Enpl oyees Retirenent System (PERS) pension fund as a prospective
i nvestor.

MR. MEYER said AGDC has not had discussions with PERS in regard
to its pension fund; however, +the project is a perfect
i nvestment for pension funds and insurance conpani es.

REPRESENTATIVE BIRCH stated his great concern regarding
potential investnent by [PERS] or by the Al aska Permanent Fund
Cor por ati on.

REPRESENTATI VE JOHNSON asked whether program receipt authority
all ows investnent into AGDC.

MR. MEYER indicated not at this tine. He explained that a
project conmpany would hold the assets, and investors would
participate in the project conpany, but would "not own a piece
of AGCDC'; currently envisioning that AGC would remain 100
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per cent state-owned. Slide 6 illustrated future funding needs
and desires. He said AGC s spend profile includes Cass 3 Wrk
leading to lunp sum turnkey (LSTK) FEED and a 2024-2025 in
service date. M. Meyer said AGC intends to conplete FEED and
future devel opnent wor K, but stop short of | ong-| ead
procur enent .

CO CHAI R TARR asked how AGDC was able to respond to the Federal
Energy Regul atory Comm ssion (FERC) information requests in an
efficient manner.

MR. MEYER stated AGDC s response is an exanple of working well -
with a mninmal use of contractors - under its austerity program
AGDC answered eight hundred and one questions during six nonths
of worKk.

1:19: 37 PM

MR. RICHARDS, in further response, pointed out AGDC sought to
"de-risk the project” by addressing regulatory issues. [ AGDC]
applied to FERC in April and received requests for specific
information; a team at AGDC that has been working with FERC on
ASAP provided answers to FERC and FERC has begun the National
Environnmental Policy Act of 1969 (NEPA) process.

MR. MEYER further explained AGDC took over an existing [FERC]
filing, which is now very conplete with mnimal use of outside
contractors.

REPRESENTATI VE DRUVMOND surmi sed the receipt authority is needed
to accept investnments in the anount of $645 mllion to support
the cost of the Class 3 Wrk.

MR. MEYER said yes, and receipt authority is also needed for
construction work.

REPRESENTATI VE DRUVMOND further understood the receipt authority
is not limted to the costs that are shown on [slide 6].

MR. MEYER said the receipt authority is needed to conplete the
proj ect .

1:22: 35 PM
MR. MEYER continued to slide 8 and explained the Al aska LNG

pi peline capacity exceeds that of the proposed LNG plant by
approximately 500 mllion cubic feet per day (Mwef/d); this is
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the amount reserved for in-state use and is nore than tw ce the
current use of gas by Al askans, which should allay fears about
the project exporting all the gas. The gas price is estimated

at between $5.00-%$6.00 dollars per mllion British thermal units
(Btus), which would be a savings in the Mtanuska-Susitna (Mat-
Su) and Fairbanks regions; however, less is known about the

distribution of LNGto renpte and coastal communities in Al aska.
1: 24: 22 PM

REPRESENTATI VE PARISH returned attention to slide 8 and asked
whet her the $1,000 average energy savings shown on the slide
relates to all Al askan househol ds or for those on the Rail belt.

MR. MEYER answered Rail belt [household], with an enphasis on the
Mat - Su ar ea.

1:25: 00 PM

REPRESENTATI VE PARI SH suggested there could be a program simlar
to the Power Cost Equalization (PCE) Endowrent Fund to support
rural comuniti es.

MR. RICHARDS recalled AGC was created by the legislature to
work on an in-state pipeline project to benefit Fairbanks and

Sout hcentral Al aska. Therefore, Senate Bill 138 [passed in the
Twenty- Ei ghth Al aska State Legislature] created a rural energy
fund that will be supported by 20 percent of the [state] revenue

from the Alaska LNG project to secure funds directed to rura
communities for energy.

REPRESENTATI VE PARI SH asked that future presentations nake clear
whet her references are to [all] Al aska households or to Mat-Su
and Fai r banks househol ds.

MR. RI CHARDS and M. Meyer nodded yes.

CO CHAIR TARR asked whether M. Myer's reference to snall-scale
[rural] LNG distribution would be of a refined product.

MR. MEYER said yes, the product would be LNG He clarified
small scale LNG distribution may be in a tank, such as an |SO
container that could be shipped by barge, noved by truck, or
transported as cargo by the Al aska Railroad.
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REPRESENTATI VE TUCK asked how the expected price of natural gas
from Al aska LNG would conpare to the price of natural gas from
Cook Inlet.

1: 28: 35 PM

LI EZA WLCOX, Vice President Commrercial and Econom cs, Al aska
Gasline Devel opnent Cor por ati on, Depar t ment of Commer ce,
Community & Economi c Devel opnent, explained the estinmate on
slide 8 is a broad calculation for current gas-consum ng
househol ds; md-single digit pricing was conpared to current gas
contracts for Cook Inlet and the total was divided by the tota

nunber of househol ds. Savings for households that are not
currently served by natural gas would be affected by the cost of
delivery and conversions, but may still be higher.

MR. MEYER continued to slide 9 which conpared the structure of
the project under the previous producer-led consortium [of BP,
ConocoPhillips and ExxonMbil] wth the new AGDC structure,
poi nting out the new 75 percent debt/25 percent equity structure
defines that AGDC participation is 100 percent of ownership;
however, sone of the ownership would be sold to raise the equity

of $11 billion. Slide 10 illustrated engineering, procurenent,
and construction costs for Al aska LNG of $27.9 billion, and M.
Meyer said over $600 nillion was spent in engineering
optim zation, and project management to devel op the construction
and capital cost estinates. Slide 11 illustrated owner's costs

not included in the construction cost estimate such as the cost
of the Project Mnagenent Team which is $3.4 billion
Addi tional owner's costs include FEED, insurance, operations,
and training for a total in owner's costs of $6.2 billion.
Estimates of overrun risks and contingencies were estimted
t hrough probabilistic sinmulations of "what could go wong" and

total $9.3 billon (slide 12). Slide 13 illustrated the total
pr oj ect cost of $43.4 billion; M. Meyer poi nted out
contingencies are included in the total, and said he 1is

"reasonably confortable” with the total cost.
1:35:47 PM
CO- CHAIR JOSEPHSON recalled the previous project estinate in

2014 was $45-360 billion and surmsed contingencies were
i ncluded in the original framework.

MR. MEYER said yes. He characterized the framework as a
reasonabl e approach that incorporates contingencies and project
managenent . In further response to Co-Chair Josephson, he
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affirmed the original framework would have also included the
conmponent s of contingencies and project managenent.

REPRESENTATI VE RAUSCHER asked for exanpl es of contingencies.

MR. MEYER stated the project could be delayed due to materials
shortages or a |abor strike.

REPRESENTATI VE TUCK asked whether the percentage of total
owner's cost to construction cost is typical and standard.

1: 39: 31 PM

MR. RICHARDS advised the Departnent of Transportation & Public
Facilities (DOTPF) allows a range from 16 percent to 22 percent
for construction-related oversight, which is simlar to the
Al aska LNG [owner's cost] estimate of nearly 25 percent of the
base cost; however, the Alaska LNG estimate includes the
additional factors of training, insurance, and FEED that are not
included [in owner's cost estinmates] by DOTPF.

MR. MEYER directed attention to slide 14 and advised ACDC
engaged Fluor [Corporation] that identified a potential net $2
billion in savings related to optimzation and strategic
sourcing; further, AGDC received an informal response from a
maj or contractor that it would perform project managenent for
significantly less than the estimate of $3.4 billion. These
potential savings are not reflected in the $43.4 billion
construction cost estimte. Slide 15 illustrated the project's
75 percent debt/25 percent equity structure of $32 billion and
$11 billion respectively. Qperations and maintenance (O&M
costs were shown on slide 16

REPRESENTATI VE JOHNSON returned attention to slide 14 and asked
for the amount of the "significantly less" estimate for project
managenent .

MR. MEYER said AGDC did not have a formal nunber. In further
response to Representative Johnson, he said he included this
informati on because he feels the cost of project nanagenent
coul d be I ess than $3.4 billion.

1:44: 27 PM
COCHAIR TARR rem nded the commttee the spending on O&M shown

on slide 16 would largely be dollars that would stay in Al aska
and provide jobs for Al askans.
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MR. MEYER agr eed.

REPRESENTATI VE PARI SH inquired as to the contractual and |ega
commtnments to [local hire].

MR. MEYER expl ained slide 16 describes O&M over the life of the
project, not during construction. Wrk done over the life of
the project is suited to those who live locally; in fact,
generations would be enployed on the project, and it would
provide an attractive career choice.

REPRESENTATI VE PARISH restated his question as to how this
project would be fundanentally different than other resource
extraction businesses that typically have approximately 30
percent of their workforce staffed by outside | abor.

MR. MEYER advised a pipeline and LNG facility provide nore
nor mal - day work, except at the gas treatnent plant [on the North
Slope]. For exanple, at the LNG plant in N kiski and at control
centers along the pipeline, workers would drive to work and
home, wunlike the usual North Slope work schedules of two weeks
on and two weeks off.

1:48: 13 PM

REPRESENTATI VE TUCK advised one way to ensure Al askans have
first access to jobs is through a project |abor agreenent; in
addi ti on, apprenticeship programs often require one-year

residency to ensure Alaskans receive training first, and which
could be part of a project |abor agreenent (PLA).

MR. MEYER urged for the state to start training pipeline workers
as soon as possible; training for all the prospective work is
avai |l abl e now i n Al aska.

CO- CHAIR TARR recalled during the State of the State Address the
governor mentioned a PLA as a conponent of Al aska LNG

MR. MEYER affirnmed the project would have a PLA. Slide 17 was a
projection of the construction costs in phases beginning in
2019, with and without contingency: Train 1 would be in service
by the third quarter (@) of 2024, Train 2 would be in service
by @@ of 2025, and Train 3 would be in service by @ 2026.
Looki ng at debt funding, the debt term would be about 20 years
at 5 percent thus the annual debt service would be $3.5 billion.
A graph illustrated $3.5 billion payments for debt service

HOUSE RES COW TTEE - 9- January 24, 2018



during the life of the loan (slide 18). He pointed out in this
debt for capacity proposal, custoners help secure the debt and
the cost and term of the debt would pass through to custoners.
Slide 19 described the state's equity investnent of $11 billion
on the full project; owners receive a return on investnent
through the sale of system capacity after debt service and O&M
expenses; Al aska benefits from its 25 percent excess capacity;
the return on investnent would depend primarily on the sale
price of the LNG and the cost of the debt; wunder current
assunptions, the return on equity would be 8 percent during the
initial term 10 percent during the life of the project, and 15
percent for the state if it is the investor.

1: 53: 36 PM

REPRESENTATI VE PARI SH asked what |evel of state investnent is
envi si oned.

MR. MEYER restated the state's equity would be $11 billion.

REPRESENTATI VE TUCK asked for the effect on consuner costs after
paying off the debt service, such as a possible reduction in
consuner costs.

MR. MEYER explained after the debt is repaid, the contract
expires, and all the capacity returns to the owners. The state
can sell the capacity after the system is paid for, which
results in a significant wuplift 1in revenue. In further
response, he «clarified that wunder the debt for capacity
arrangenment, the debtor pays the debt by buying system capacity;
that is, the custoner pays for the right to nove the LNG t hrough
the system as does a pipeline conpany.

REPRESENTATI VE PARISH posited a scenario in which cheap,
abundant renewabl e energy dom nates globally and the price of
oil crashes; in this case, what would be the state's position in
regard to its debt.

MR MEYER renmar ked:

The probability of hydrocarbon usage ... going away
conpletely in our lifetinme, and [our] children's, is
probably low. The probability that the world enbraces
a cleaner hydrocarbon nolecule, which is the nethane

nmolecule ... that's very high. So, we're going to
start to see heavier nolecules - coal, heavy oil, that
type of thing - be in less demand in favor of that
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| ighter nolecule, nethane. And we see that in a big
way in China, which currently buys half the world's
coal, they're shifting to, to natural gas.

MR. MEYER continued to explain his expectation is demand for gas

will go up over time relative to other hydrocarbons. He
acknowl edged in certain areas W nd, sol ar, and  battery
technol ogy energy are effective; however, in other areas natural
gas will be in demand for a long tine. Alaska is well-
positioned to supply Asia, the largest LNG market in the world,
and there will be increases in nethane use in Asia to replace
coal . Further, oil consuming industries such as the marine

i ndustry are shifting to natural gas resulting in demand for gas
for fuel for high-horsepower engines, for home heating, and for
el ectric generation. To the question of what would happen to
the state, he opined during the debt period of the project, if a
custoner does not take the gas, the system and 75 percent of O8M
are already paid; after the system is paid for, the pipeline
could link nethane to world markets.

1: 58: 49 PM

REPRESENTATIVE PARISH recalled the state twice did not
anticipate a downturn in oil prices. If, for any reason, the
price of LNG drops, he asked, "How exposed are we as a state?"

MR. MEYER said, "very little." The revenue and return on the
Trans- Al aska Pi peline System (TAPS) has been steady even though
the state does not own TAPS; in this project AGDC is building
the pipeline and the LNG facility thus is insulated from
commodity price fluctuation. The project is attractive to risk-
adverse investors. Wth certain prices the gas price nmay
fluctuate; however, nost of the project's custoners are |arge
gas or electric utilities which seek a stable price that is not
linked to oil price. Alaska can offer a natural gas supply not
linked to the Henry Hub price index.

CO-CHAIR TARR returned attention to slide 18 and asked for the
anount of the total debt.

MR. MEYER said $32 billion.
COCHAIR TARR returned attention to slide 19 and asked for

clarification on the graph depicting the Annual Construction
Spend - Equity Capital.
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MR. MEYER clarified the $11 billion [debt] lines up with the
debt paynent per year and the total construction spend for each
year. In further response to Co-Chair Tarr, he confirnmed the
initial contracts for service are for 20 years and the debt term
is 20 years, although AGDC could extend up to 30 years. Slide
20 showed the project nust balance three factors: mar ket price
for custoners, the financial market, and an acceptable netback
price to the resource ower - the state. To explain how AGDC
determ ned the expected market price of [$8.00/ MBtu], he first
noted one of the sources for the project's conpetition is
Texas/Louisiana wth gas selling at Henry Hub index of
approximately $3.00, plus $5.00 for |Iliquefaction, fuel for
I i quefaction, shipping, and [the expense of] the Panama Canal

He advi sed a product that can beat a conpetitor's price of Henry
Hub plus $5.00, can be marketed in Asia (slide 21). The
shipping cost [for Alaska LNG gas to Asia] would be $0.80 thus
the gas nust reach the plant at N kiski at a cost of $7.20,
whi ch can be acconplished by the Al aska LNG system (slide 22).
He broke down the costs of the Alaska LNG system as foll ows:
&M and paynent in lieu of taxes (PILT), $1.4 billion annually
or $1.45/MvBtu; $3.5 billion/year debt service, $3.60/ MVBtu;

equity $1.15/ MvBt u. The total cost for the infrastructure
system to deliver gas from the North Slope, liquify, and export
from N kiski would be $6.20/MvBtu (slide 23). Slide 24

illustrated the market price and all the aforenmentioned costs
resulting in $1.00 netback for the gas supply; he concluded the

required quantity of gas would be approximately 1 trillion cubic
feet per year which would garner $1 billion per year to
suppl i ers. Slide 25 illustrated the equal costs of the system

and the cost of gas delivered to N kiski: $7.20 MvBt u.
2:06:46 PM

MR. MEYER continued to slide 26, which was the investnent
profile for the state's investnent of $11 billion during the
three main phases of the project: construction; operation while
repayi ng debt; operation after debt. He noted after the debt is
paid, inconme increases to approximately $6 billion. Furt her
information on benefits to the state wthout investnent - $11
billion is invested by outside sources - were provided on slide
27. M. Myer stressed even wthout investnent, the state's
econony would receive $250 million to $500 million for its gas
supply, $450 million to $500 million from PILT, and $950 million
from C&M

REPRESENTATI VE TUCK questioned whether said inconme is total
econonmi c gain or state revenue.
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MR. MEYER said, "... not so nuch revenue, but into the state's
econony...." He then described the Novenber 9, 2017 Joint
Devel opnent Agreenent signed in China (slide 28). During the
[trade m ssion] ACGDC proposed to the top LNG consum ng nations
in Asia, and to the Asian governnents, that noney for
[ construction] debt would be repaid in capacity in the project.
Further, 25 percent of the cost of the project would be funded
by the owners for 25 percent of capacity and AGDC retains 100
percent of ownership, with the potential for partial ownership
i nvestnent (slide 29).

CO CHAIR TARR asked whether "in-country bank provides the debt
for 75 percent of the capital cost” would be a |unp sum paynent
or annual paynents.

MR. MEYER said the funding would align with the construction
schedul e draw during the construction peri od. Slides 30 and 31
were illustrations of the proposed transaction. He further
explained the loan for 75 percent of the capital cost would be
repaid by "giving capacity to a buyer, and the buyer is going to
make the debt service paynents to the |lender and, therefore, the
term and the pricing of that is sonmewhat insulated from us, and
even the currency. And so, our obligation is to provide the
capacity, the buyer pays the lender, and that happens for the
termof the loan. [The] buyer also has to pay 75 percent of the
&M for the life [of the loan], and has to buy the gas supply.”
He turned attention to equity funding and said AGDC is currently
focused on acquiring funding for 25 percent equity in the anount
of $11 billion (slide 32). The return on this investment would
be from the sale of system capacity not dedicated to debt
service or to debt for capacity customers, and is dependent on
the market price of the gas (slide 33).

2:14: 07 PM

CO CHAIR TARR asked whether the gas would be sold on the spot
mar ket .

2:14:15 PM

MR. MEYER said the market price could be affected by the spot
mar kets or shorter terms; the spot narket has a high degree of
volatility due to fluctuations in demand. He said the bottom
line is that the project expects a rate of return based on 100
percent equity, with the ability to |leverage the cost by issuing
bonds or obtaining bank financing (slide 34). Slide 35
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illustrated the project's financing structure, which he
characterized as "pretty traditional, pretty standard, and
that's where we need that receipt authority, that program
recei pt [authority]" (slide 35).

COCHAIR TARR recalled AGOC has the authority to form
subsidiari es and asked whether AGDC subsidiaries would perform
specific pieces of the project.

MR. MEYER agreed state involvenent in the project could be
through AGDC or subsidiaries such as a non-profit subsidiary
that would be established for in-state sales as required by
Senate Bill 138; however, the Al aska LNG project conpany would
be a for-profit entity.

REPRESENTATI VE DRUWMOND surmsed from M. Meyer's earlier
statenent China is already in need of gas.

MR. MEYER said yes. China has surpassed Korea as the nunber two
buyer in the world for LNG behind Japan.

REPRESENTATI VE TUCK returned attention to slide 30 and asked
whet her AGDC i s concerned about the |ender/buyer relationship.

2:18: 28 PM

MR. MEYER acknowl edged AGDC nust ensure the project is fair and
bal anced and that it can clear financial markets from what woul d
probably be a consortium of banks. The purchase agreenment mnust
satisfy lending agreenents, ACGDC, the equity owners, and the gas
suppliers without too nuch risk for parties. Currently, China
has a lot of US. dollars, and the governnents of the U S. and
China have agreed providing LNG to China would be beneficial.

He inplied protections are provided by the review and approva

of the project by the Conmttee on Foreign Investnent in the
United States (CFIUS); subsequently, AGDC "wll have about $32
billion from China, we'll bury it in the ground in Alaska - in
the form of pipes and LNG facilities - and we'll be a long-term
supplier for them...."

REPRESENTATI VE PARI SH asked what the state should be wary of
[ regardi ng negoti ations].

MR MEYER stated an unbal anced deal with too much risk on the

state would be wunacceptable, for exanple, an agreenent wth
significant mmjority ownership. He assured the conmittee the
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negotiations wll be high profile and transparent wth many
opportunities for scrutiny.

M5. WLCOX provided a conmercial update of the project. She
began her presentation, recalling the comittee requested
further information on the various sources of data for the LNG
suppl y-demand forecast that was previously provided. Slide 38
was an updated chart of the long-term contracts for Japan,
Korea, mainland China, and Taiwan, all of which have expiring
| ong-term contracts. Ms. W/ cox advised Japan is reducing the
nunber of its long-term contracts; however, China is increasing
| ong-term contracts, and now has 19 LNG terminals and nore are
pl anned. China LNG inports have increased by 46 percent this
year because its donestic natural gas production is not keeping

up with denmand. She stressed China has a track record of
growh, and nore growth is forecast by the industry. In China
natural gas provides 7-8 percent of its energy and coal provides
65 percent. She noted the president of China has expressed

China's growing interest in environmental matters and seeks to
turn China's focus fromcoal to natural gas.

2:25: 20 PM

M5. WLCOX explained slide 38 also shows a diverging range of
demand for the abovenentioned Asia markets, and how supply from
the Alaska LNG project fits in the supply-demand forecast that
was provided by three consultants. She continued to Al aska LNG
proj ect conpetitiveness as follows (slide 39):

* LNG market is growng nore liquid but long-term contracts
are beneficial to sellers for financing, and to buyers for
stability

* buyers seek a mx of contract portfolios

* buyers seek a variety of pricing structures and to ensure a
variety of supply to nmeet their specific |ong-term needs

M5. WLCOX said in 2017 AGDC s conmmercial team focused on market
awareness and relationships with potential buyers from nearby
mar kets and growi ng markets, such as China and Vi etnam [ AGDC]
al so has taken a governnment-to-governnment approach through a
menor andum of wunderstanding (MOU) with state-owned Vietnam Q|
and Gas Goup (PetroVietnam. In other cases, AGDC negoti ated
directly with buyers, through executed unannounced Iletter of
i ntent agreenents, and ot her announced agreenents with Korea Gas
Cor poration (KOGAS), Tokyo Gas, PetroVietnam and Sinopec (slide
40) . In 2018, the comercial team wll work in [|egal

commercial, and financing aspects to convert the aforenentioned
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first agreenents into definitive agreenents. Ms. WIcox noted
the project has expanded its industry expert support staff
| ocated in Houston and in Anchorage. Further, AGDC plans to
conclude agreenents envisioned in the Joint Devel opnent
Agreenent with Sinopec, Bank of China, and CC Capita
Cor por at i on, and to advance other agreenents to ensure
sufficient sale and purchase agreenents are acquired to enable
proj ect sanction and project financing in 2019 (slide 41).

CO CHAIR JOSEPHSON referred to an announcenent nade by Ms.
W cox [docunment not provided] and asked for a better sense of
the status of the project.

2:31: 38 PM
M5. W LCOX renarked:

The direct quote ... came from the Bank of China
representative and the coment that he nmade was
related to the fact that it is a large project, and
the Bank of China will be looking to, to bring in
ot her banks in order to support the investnment ... for
the debt for capacity portion of it, they would, they
would be the lead in China because they've taken on
that role and they will be bringing in others.

M5. WLCOX continued to explain the aforenentioned type of debt
arrangenent is common to the industry in all major projects and
she gave exanpl es. In further response to Co-Chair Josephson's
guestion about progress nmade from 11/9/17 to present, she said
she was surprised by the current |evel of support for the
project from the [consulate of the People' s Republic of China]
in San Francisco and the Bank of China [at the Wrld Trade
Center Anchorage - China Busi ness Conference, 1/23/18].

REPRESENTATI VE PARI SH returned attention to slide 38 and pointed
out the forecast represents the contracts, but is not a forecast
of future LNG capacity that may be provided by new supplies. He
guestioned how many new entrants into the industry are expected
in the next 10 years, their production capacity, and the effect
of new entrants on contract renegotiations. Representati ve
Pari sh acknowl edged the presentation addressed some of his
concerns; however, he restated his interest in knowing the
overal |l picture of the supply of gas.

M5. WLCOX will provide the requested data and said the nunber
of new suppliers into the market "is always somewhat fungible."
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She suggested if all existing contracts were renewed and all
factors were considered, a gap between supply and demand woul d
still exist.

2:37: 05 PM

REPRESENTATI VE PARI SH asked for the cost to disnmantle the
project at the end of its productive life.

MR. MEYER was unsure but pointed out LNG plants are a clean
operation thus a plant could be scrapped, and gas pipelines are
typically left underground; furthernore, he suggested that
reserves on the North Sl ope would supply gas to the pipeline for
many decades.

REPRESENTATI VE  JOHNSON asked for a tinmeline on binding
agr eements.

MR. MEYER said AGDC expects to focus on definitive agreenents in
2018, particularly for contracts with China, and all comercia
agreenents should be in place within the first six nonths of
2019 to facilitate a final investnment decision - also within the
first six nmonths of 2019 -in order to begin construction in the
| ast six nmonths of 2019. Binding comrercial agreenents, binding
| oan docunents, equity investors, and regulatory paperwork are
required for a final investnent decision. He characterized the
tinmeline as an aggressive schedul e.

2:40: 38 PM

MR. RICHARDS turned attention to the Alaska LNG Regulatory
Timeline shown on slide 44: in April 2017, FERC application
filing and request for additional responses; in August 2017, the
pr oj ect received approval for [Fixing Anmerica's Surface

Transportation Act Title 41] (FAST Act); in August 2017

Presidential Executive Oder for expedited review of nmajor
projects was issued; in Novenber 2017, the Joint Devel opnent
Agreenment was signed. Future expected datelines are: January
2018, FERC EIS schedul e published; Decenber 2018, Final EIS
publ i shed; March 2019, Record of Decision. M. Richards

continued to note AGDC is also interacting with Joe Bal ash

Assi stant Secretary for Land and M nerals Managenent, Depart nent
of the Interior (DA), who oversees the Bureau of Land
Managenent . One issue the state has with DO is Public Land
Order  (PLO No. 5150, a longstanding issue related to
transferring federal land to the state; a portion of this |and
is needed for the Al aska LNG pipeline corridor. Anot her issue

HOUSE RES COW TTEE -17- January 24, 2018



related to DO regulation is the question of aboveground or
bel owground pi peline construction for a section of the pipeline
south of Prudhoe Bay; AGDC seeks DO support to bury the
chilled, high-pressure natural gas pipeline underground for
safety and security (slide 45). Further federal interactions
occurred with the Environnental Protection Agency (EPA); the
National Oceanic and Atnospheric Adm nistration (NOAA), U S.
Department of Commerce, for incidental take authorizations in
the Beaufort Sea and Cook 1Inlet; the US  Arny Corps of
Engineers (USACE) related to additions to the [Cean Water Act]
Section 404 permt; the Pipeline Hazardous Materials Safety
Adm ni stration (PHVBA), U. S. Departnment of Transportation,
related to environnental special permts (slide 46).

MR. RICHARDS added state authorizations are required from the
Al aska Department of Fish & Gane (ADFG, the Departnment of
Envi ronnmental Conservation (DEC), and the Departnent of Natural
Resources (DNR), with the goal of permtting conpleted by the
first quarter of 2019 (1Q 2019) in order to reach a final
i nvestment decision (slide 47).

2:47: 40 PM

REPRESENTATI VE TALERICO asked for the status of obtaining
perm ssion for the project to cross private property.

MR. RI CHARDS advi sed the project affects approximately 40 mles
of private land, including Al aska Native Cains Settlenent Act
(ANCSA) corporation land nostly owned by Ahtna, |ncorporated
(Ahtna) and a | easing process with Ahtna is underway.

REPRESENTATIVE BIRCH inquired as to the potential devasting
i mpacts of the Alaska Salnon Habitat Protection Standards and
Permts (Stand for Salnon) Initiative, and its "parallel”
proposed legislation in the context of permtting for the Al aska
LNG proj ect .

MR. RICHARDS directed attention to slide 48 that identified the
nunmber of waterways crossed by the project. Stream surveys
indicated 194 waterways contain anadronmous fish and require
[ Alaska Statute] Title 16 permts. AGDC is in the permtting
process with ADFG to ensure statutory requirenents for water
crossings are net. M. Richards cautioned any additional
burdens on permtting requirenents could add risk and delay to
t he project.
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REPRESENTATI VE BI RCH expressed his grave concern regarding the
aforenentioned [initiative and proposed |egislation] and asked
about any reaction on the part of AGDC.

MR. MEYER agreed this is an inportant issue and said, "Part of
the inportance is the language in the, in the legislation that
was proposed, now that's not the HB 199, ... |I'm not that
famliar with that |anguage.”" He related certain |anguage could
be stifling to developnent, for exanple, that which suggests
certain habitat could support a species even though the species
isn't there. The Al aska LNG project crosses over 600 streans,
and M. Meyer said the proposal is detrimental to any
devel opnent project in the state.

CO CHAIR JOSEPHSON said, "I think [HB]199 speaks to substantia
ef fects: If there's a potentiality for substantial effects, a
major permt would be required.” He asked for AGDC s plan

[under current regulation] when the pipeline approaches an
anadr onpbus stream

2:53:13 PM

MR. RICHARDS explained the process with ADFG is to determ ne
whi ch streans have anadronous fish and then to identify the best
time to cross and what mitigation efforts AGDC nust put in place
to meet ADFG s requirenments under its Title 16 permt, based on
factors specific to the waterbody and environmental conditions.
He turned attention to the Kenai Spur H ghway which nust be
rerouted because it transects the site of the proposed LNG pl ant
in Nikiski. Al though AGDC would build the reroute, after
construction, operation of the road would be transferred to
DOTPF, therefore, approval of the reroute nust be obtained from
DOTPF and the [U S Depar t ment of Transportation]; t wo
alternatives will be offered for public comment at a hearing in
Ni ki ski [2/12/18](slide 49). Conti nuing to stakehol der issues,
M. R chards provided detail ed background information related to
the Mat-Su Borough's conplaint to FERC that AGDC and the fornmer
project consortium incorrectly considered siting of the LNG
plant in 2012, wthout including Port Mackenzie, prior to
choosing N kiski. [AGDC] is not opposed to the Mat-Su Borough
becom ng an intervener in the FERC process; however, he pointed
out the borough has previously supported the N kiski site and
returning to the conparable site analyses would delay the
pr oj ect . He restated N kiski is AGDC s preferred site (slide
50) .

2:58: 34 PM
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MR. RICHARDS returned attention to ASAP 2018 activities as
fol | ows: January 31, conplete Cultural Resource Managenent
Pl ans; March 31, USACE Final Supplenental Environnmental |npact
Statenent; wetlands mtigation plans; July 1, Records of
Deci sion from USACE and other federal agencies (slide 51). He
rel ated sources of federal support are: the National Econom c
Counci | and the Council on Environnental Quality; Trunp
Adm ni stration cabinet nenbers Secretary of Commerce W/ bur Ross
and Secretary of the Interior Ryan  Zi nke; the Al aska
Congressi onal delegation (slide 52). M. Richards advised AGDC
is working on strategic country sourcing which is the best way
to acquire materials for the project. The four countries
considered are China, Japan, Korea and the U. S The former
proj ect team focused on China for the fabrication of the nodul es
for the gas treatnment plant; in fact, there could be savings of
approximately $1.4 billion by utilizing materials from countries
that are buyers of the product and investors in the project. 1In
addition, the zero-based execution review covered the three main
subproj ects seeking opportunities for savings in the execution
of the project (slide 53). M. Richards noted at a previous
hearing AGDC was asked to provide project information in terns
of a stage-gate project process, and he reviewed the project
timeline to date. New el enments in the decision to enter FEED
i ncl ude securing cust oners, gas, | enders, and capabl e
engi neering, procurenment, and construction contractors (slide
54). Finally, during 2018-2019, the project will progress from
FEED to LSTK with the major subprojects of the LNG gas treatnent
pl ant, and pipeline and conpressor stations with mgjor spending
bet ween $400 million and $700 mllion (slide 55).

3:03:28 PM
ADJ OURNVENT

There being no further business before the conmttee, the House
Resources Standing Commttee neeting was adjourned at 3:03 p. m
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