ALASKA STATE LEG SLATURE
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Anchor age, Al aska
Novenber 28, 2014
2:06 p.m

MVEMBERS PRESENT

Senat or Anna Faircl ough, Chair

Representative M ke Hawker, Vice Chair

Senator Cathy G essel

Senat or Kevi n Meyer

Senator M ke Dunl eavy (alternate)(via tel econference)
Representative Kurt O son

Representative Bob Herron (via tel econference)

VEMBERS ABSENT

Senator Cick Bishop

Senat or Donal d O son
Representative Al an Austernman
Represent ati ve Andy Josephson
Representative Scott Kawasaki
Representative Bill Stoltze

OTHER LEQ SLATORS PRESENT

Senat or Peter M cciche

Representati ve Li ndsey Hol nes

Representative Ma Costello

Representative Lynn Gattis

COW TTEE CALENDAR

EXECUTI VE SESSI ON: ALASKA LI QUEFI ED NATURAL GAS BRI EFI NG
PREVI QUS COW TTEE ACTI ON

No previous action to record

W TNESS REG STER

JOE BALASH, Comm ssi oner

Department of Natural Resources

Anchor age, Al aska

PCSI TI ON  STATEMENT: Provided a PowerPoint on the Al aska
Li quefied Natural Gas Project (AKLNG .
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ANGELA RODELL, Comm ssi oner

Departnent of Revenue

Anchor age, Al aska

POSI TI ON STATEMENT: Assisted with the PowerPoint on the Al aska
Li quefied Natural Gas (AKLNG Project.

REPRESENTATI VE LI NDSEY HOLMES

Al aska State Legislature

Juneau, Al aska

POSI TI ON STATEMENT: Testified during the presentation on the
AKLNG Proj ect; Legislative Update.

ACTI ON NARRATI VE

2:06: 51 PM

CHAI R ANNA FAI RCLOUGH called the Legislative Budget and Audit
Conmittee neeting to order at 2:06 p.m Senators @ essel,
Meyer , Dunl eavy (via teleconference) and Fairclough and
Representati ves Hawker, O son, and Herron (via teleconference)
were present at the call to order. Al so present were Senator

M cciche (via teleconference), Representative Holnmes, Costello
and Gattis.

Executi ve Sessi on

2:08: 27 PM

CHAI R FAI RCLOUGH announced that the only order of business today
would be an executive session to receive a briefing on the
Al aska Liquefied Natural Gas Project by Comm ssioner Joe Bal ash,
Departnment of Natural Resources; and Conmm ssioner Angela Rodell,
Depart ment of Revenue. She stated that the Legislative Budget
and Audit Committee (LB&A) is facilitating two neetings today in
order to provide a confidentiality briefing from the current
adm nistration on the Alaska Liquefied Natural Gas (AKLNG
Pr oj ect . Everyone participating in today' s neetings has signed
a confidentiality agreenment required to receive the briefing.
The Alaska State Legislature passed SB 138 and in doing so
anticipated that the legislature would need to be briefed on
sensitive information to protect Alaska's interests in the AKLNG
Project on behalf of the citizens of Al aska. It is critical
that this information remain confidential so the |egislature and
the state doesn't provide information to the producers or other
partners on the state's strategy and thereby wundermne the
state's interest. It is the legislature's job to be inforned
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and understand the reasons certain decisions and commtnents
have been made. Further, it is inmportant to understand the work
that has been done to date for the future devel opnment of the
AKLNG Project [the Al aska Liquefied Natural Gas (AKLNG Project,
as well as to provide input on the process and deci si on- maki ng.

CHAIR FAIRCLOUGH infornmed nenbers that a confidentiality
agr eenent IS meant to share confidenti al i nformation,
information that some may not receive by choice; however, those
who do receive the confidential information wll need to
determ ne how to use the information to nake deci sions on behal f
of Al askans. She informed nenbers that this briefing will take
place in executive session to protect the confidential
information that wll be shared with us.

2:09: 43 PM

REPRESENTATI VE HAWKER made a notion to nove into executive
session as provided under Uniform Rule 22(b)(1) and (3) since

the neeting wll involve a discussion of matters that the
i mredi at e knowl edge of which woul d adversely affect the finances
of a government wunit. There being no objection, the conmmttee

went into executive session at 2:10 p. m
4:26:40 PM

CHAI R FAI RCLOUGH brought the commttee back to order at 4:26
p. m She reported that those nenbers and staff who had signed
the confidentiality agreenment were allowed to renmain in the room
and on tel econference during executive session.

CHAI R FAI RCLOUGH naned the staff who participated during the

executive sessi on, i ncl udi ng Meri don Boari o, staff,
Represent ati ve Nageak (via teleconference) until 3:56 p.m; Pete

Fel |l man, staff, Senator Bishop (via teleconference) until 4:05
p. m; Jane Pierson, staff, Representative Thonpson (via

tel econference); Robert Ervine, staff, Representative Holnes;
John Wod, staff, Senator Dunleavy, and Larry Semens, staff,
Senator M cciche (via tel econference).

Present ati on

4:28: 24 PM
CHAI R FAI RCLOUGH announced that Comm ssioner Joe Balash and

Comm ssioner Angela Rodell would provide the public with a
briefing on the Al aska Liquefied Natural Gas (AKLNG Project.
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4:28:50 PM

JOE BALASH, Commissioner, Departnent of Natural Resources,
offered to provide an update on the Al aska Liquefied Natural Gas
Project (AKLNG . The Al aska Gas Devel opnent Corporation (AGDC)
represents a key part of carrying Alaska's interest in the AKLNG
project. He reported, on behalf of the administration, that the
project is on track to maintain the schedule in effect when SB
138 passed the |egislature. The state's AKLNG project teanis
top priorities are to ensure that the state's interests are
fully protected and that the conplete spectrum of opportunities
and benefits, as well as the costs and risks are appropriately
understood, thoroughly assessed, and well communi cated to
deci sion-makers, including the legislature [slide 2].

COW SSI ONER BALASH reported that the admnistration has
assenbl ed a highly-experienced "leadership team to manage and
direct current efforts, which has accelerated the project's

pace. The potential contributions and expertise of the team
will serve the next admnistration and the legislature very
wel |, he stated. The team is now well positioned to guide and
influence the project from a technical perspective. The

producers are working in good faith with all parties, with mjor
capital and "A-teanl resource conmtnents clearly evident.
There isn't any good reason to slow down or otherw se derail
this project. He said, "W have a good project. W have a
fundanentally sound project and the opportunities in front of
the state are trenendous.”

4:31:56 PM

COWMM SSI ONER BALASH directed attention to the Al aska LNG project
highlights [slide 3]. The AKLNG Project is now in Phase 2 -
Pr e- FEED [ Pre-Front End Engi neeri ng Desi gn Engi neeri ng
Devel opnent], which is anticipated to go through the end of
cal endar year 2015. Most of the work plan and budget for 2015

has been identified and approved. The admi nistration has been
moving forward with all the parties on a work plan and schedul e
that will facilitate the |egislature' s approval of key decision

points to enable phase-gate review for a FEED decision in the
first quarter of 2016 (1Q 2016). Significant work will need to
take place over the next 15 nonths, he said. He offered to wal k
the conmttee through the work, in a general sense that can be
conveyed to the public. The schedule is feasible, workable, and
the admi nistration has the right resources available. The other
parties have resourced their respective teans appropriately and
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as long as the current alignnent is nmaintained, the AKLNG
proj ect should be on track and nove forward in early 2016.

4:33:26 PM

REPRESENTATI VE HAWKER reiterated the inportance of nmaintaining
al i gnnment . He acknow edged that the AKLNG project schedule is
an anbi tious one, noting significant chall enges | oom ahead. The
commi ssioners have given a public briefing on the project this
nmorning that outlines very well how the state got to this point

and where it is heading. In addition, in a confidential
| egislative briefing, the admnistration has given the
| egislature the critical "granular” information that backs up

the process, which is very inportant for legislators to
understand in order to nove this project forward.

REPRESENTATI VE HAWKER, with respect to the transition of the
adm nistration, asked whether the conmi ssioner has had an
opportunity to give the incomng admnistration an orientation
briefing.

COWM SSI ONER BALASH answered that he has not yet done so, but he
will continue to make hinmself available to the inconmng
adm ni stration. He stated that Governor-elect Walker has
indicated his desire to keep the AKLNG project on track. The
purpose of today's legislative briefing is to identify what "on
track” |ooks |ike.

4:35:40 PM

COWMM SSI ONER BALASH directed attention to the project schedule
entitled, "Alaska LNG - Wrk Plans/Key Decision Points" that
represents the project schedule the legislature has previously
seen in presentations [slide 4]. This identifies the
"beginning, the mddle, and the end" starting with the Point
Thomson settlenment joint work agreenents that occurred at the
start of the Parnell admnistration, continuing with concept
selection and the decision to go into Pre-FEED, which occurred
w th passage of SB 138 and the signing of docunents in |ate June
2014. Currently, the AKLNG Project is in the Pre-FEED stage.
The total work plan and budget will consist of $500 mllion by
the end of calendar 2015. An opportunity to nove into FEED
[ Front- End Engi neering & Design] will occur in the first quarter
2016 [1Q 2016]. The FEED decision will be an approxinmte $2
billion decision between the parties. Since the "price tag" is
so large, it is very likely to be treated very simlar to an FID
[final investnment decision], he said. In other words, the
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[parties] are unlikely to nove forward unless they know the
project will result in an FID.

COM SSI ONER BALASH, in terns of timng, said it could take two
or three years to conplete the federal permtting process. Once

the FEED phase - the permtting phase - is done, the actual
construction should be conpleted in just over five years,
depending on the commencenent date. It may take longer due to

t he seasonal w ndows associated with novenent of nodules for the
gas treatnent plant into the North Sl ope. The state could see
first gas as soon as 2023, but 2025 would still be within a
reasonabl e "on-tinme" w ndow.

4:38:13 PM

COWM SSI ONER BALASH turned to the calendar entitled, "Al aska LNG
- Anticipated Tinelines in Pre-FEED' that highlights the next 15
nmonths [slide 5]. This tinmeline can help the adm nistration and
the |egislature determ ne whether the pace is being kept and if
the project is on track. A nunber of enabling agreenments wl|
allow the parties to nove into FEED, including durability, also

known as the fiscal agr eenent, property tax, expansi on
principles, gas supply, service agreenents, and disposition -
the sale of the LNG The state nmust have these service
agreenents in place wth TransCanada and/or Alaska Gas

Devel opnent Corporation (AGC) to provide project services for
the state's 25 percent equity in the AKLNG project.

COWM SSI ONER BALASH directed attention to the line on slide 5
above the tineline, to a parallel process in which the DNR w ||
make certain decisions related to oil |leases and the rights and
prerogatives that the state enjoys under those |eases. He
reported that SB 138 enabled the comm ssioner to alter those
leases and |[imt the state's ability to switch from royalty-in-
value (RIV) to royalty-in-kind (RIK), or vice-versa, noting

there are valid commercial reasons to do so. A section of
statutes was <created wthin SB 138 that doesn't' becone
effective until January 1, 2015. Therefore, in early 2015 he
anticipated a proposal wll collectively be brought forward by
the | essees. The [DNR] conm ssioner wll make certain

determnations with respect to long-term LNG prices, project
costs, and an evaluation of what the NPSL [net profit share
| ease] and sliding-scale royalties would have provided for the
state, converted to a flat value that wll be added to the
specific | eases. This wll provide a fixed royalty anmount for
those specific leases to provide predictability as to what the
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state's share of gas wll be once the AKLNG project is in
oper ati on.

4:40: 47 PM

COWM SSI ONER BALASH anticipated that a special legislative
session wll need to be scheduled for Cctober 2015. In
addition, a w ndow of approximately 60 days prior to the special
session - beginning in early August - is necessary for the
| egislature, its consultants, and the public to review the
docunents and the agreenments that the legislature wll be asked
to approve. The agreenents will need to be finalized by July
2015, he said. He cautioned that getting closure on agreenents
at the working level is one thing, but obtaining corporate
reviews and approvals in Dallas and London [by the producers]
will also take tine. Thus, having term sheets by the end of
March or early April is a sign that the project is on track.

COWMM SSI ONER BALASH directed attention to Minicipal Advisory Gas
Project Review Board (MAGPR), noting sone aspects of the fiscal

system specifically property taxes will need to be determ ned
as well. He anticipated that the MAGPR wll issue a report in
m d- Decenber . The MAGPR will <continue to hold neetings and

provi de another forum for discussions on certain aspects of the
project. He characterized the cal endar as "a busy cal endar” and
one that he felt confident can be net, in particular, if the
incomng admnistration wll rely on the team that this
adm ni stration has assenbl ed.

4:43: 31 PM

COWMM SSI ONER BALASH di scussed the sunmer field season [slide 6].
He pointed out the acconplishments to date, which were
concentrated in an area between Livengood and Big Lake. The
final route for the last leg of the pipeline to N kiski has yet
to be determ ned although this corridor has been studied by the
AGDC in support of the work. He comended the cooperation and
data-sharing between AGC and the AKLNG Project, which has
benefitted both parties.

COWM SSI ONER BALASH pointed out the Denali State Park doesn't
have any purpose to serve the needs of either project. He
envi sioned statutory changes will likely be necessary in order
to obtain rights-of-way and permts in the park.

4:45:13 PM
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COW SSI ONER BALASH directed attention to the "NEPA Pre-File
Update” on slide 7, which is intended to identify the ongoing
regulatory work that the AKLNG has wth the Federal Energy
Regul at ory Commi ssion (FERC). The AKLNG has submitted the pre-
file NEPA docunents and draft resource reports, nunbers 1 and 10
of the 13 reports required, for a Section 3 project. Prior to
submttal of the remaining reports to the FERC by the end of
January 2015, each of the project sponsors, including the state,
will have an opportunity to review and conmment on the reports.
This process is laid out in the flags and boxes on slide 7. The
agencies nust abide by the short review periods of the draft
reports to essentially identify any najor "red flags" since the
draft documents can be revised over the course of the next year.
| f everything goes according to schedule and the draft resource
reports are submitted to the FERC tinely, it will allow the FERC
and other federal agencies to provide neaningful feedback to the

project. In turn, this will shape the scope of activities to be
undertaken during the 2015 sunmer field season. Any delays in
filing the resource reports will, in turn, cause delays to the

f eedback process, and could adversely inpact the summer field
work, which is necessary for a conplete application by Spring
2016. He suggested that the admnistration's transition team
nmust neet the FERC deadl i nes.

4:48: 04 PM

ANGELA RODELL, Conmi ssioner, Departnment of Revenue, stated that
resource report nunber 5 will outline all of the socio-econonmc
inmpacts on the state and the comunities as a result of the
AKLNG proj ect. Devel oping this report presents an opportunity
for Alaskans and communities to meke their voice heard. The
Muni ci pal Advisory Gas Project Review Board (MAGPR) is working
to determ ne inpact paynents and the AKLNG project will also do
SO. It's inportant that conmmunities participate at this
juncture since it wll becone an inportant part of how the
project proceeds and any inpacts the construction will have on
Al askans.

4:49: 56 PM

COWM SSI ONER BALASH directed attention to the state agency gas
team organi zation chart that depicts the DNR and DOR [slide 8].
He said the organization chart does not include any TransCanada
or Al aska Gas Devel opnent Corporation (AGDC) personnel, but it
does include contractors. Al t hough he and Conm ssioner Rodell
are transitioning out with the change in admnistration, the
remaining team including the |eadership team and sub-teans can

BUD COW TTEE -8- Novenber 28, 2014



help keep the project on track. He cautioned that any
significant changes to the project personnel could adversely
i npact the overall schedul e.

COWM SSI ONER BALASH turned to the SOA AKLNG s working teans and
sub-teans [slide 9]. Per the Heads of Agreenent (HOA) and SB
138, which continue to be the guiding docunents for the
activities of the state, the parties are actively progressing
the principles and agreenents necessary to nmake a decision to

proceed to the FEED stage of the project. The parties are
negotiating in specific groups [fiscal, wupstream project,
gover nance, expansi on, and TransCanada/ SCA bilatera
agreenent s] . In addition, several working groups or subgroups

were formed to work on the finer points, including regulatory,
m dstream technical, finance, and tax. FEach of these groups has
been neeting regularly to identify tasks, deliverables, and plan
t he work, conduct the work, and continue planning.

4:52: 08 PM

COWM SSI ONER RODELL directed attention to the terns of finance
and property tax [slide 10]. She informed the committee in
ternms of the financing plan, the DOR has an interimdraft report
due to the Ilegislature on the first day of the upcom ng
| egislative session. She advised that report is underway, wth
Lazard, the consultant, hired to prepare the report. I n
accordance with federal rules, the admnistration retained an
| ndependent Regi stered Municipal Advisor (IRMA), FirstSouthwest,
who has been working on putting together the spectrum of options
for the state in terns of state financing, as well as
identifying the risks and possibilities of other parties within
the state participating, whether it is individuals, Native
Corporations, or other parties identified under SB 138. The

final financing report will be submtted at the sanme tine the
agreenents cone to the legislature for approval and wll be
based on sone of the feedback received. In ternms of property

tax and inpact paynments, the MAGPR Board continues to neet, with
the first recommendati ons due on Decenber 15, in accordance with

the admnistrative order and SB 138. Further, the departnment
has a trenendous anount of information on the DOR website with
respect to the work done to date. She wished to publically

coormend the MAGPR on its outstanding performance, in speaking
collegially, and in recognizing the varied interests each of the
communities - within the project's geographical area and outside
t he geographical area. She predicted that the legislature wll
be pleased to observe the level of detail and significant anount
of work by the MAGPR

BUD COW TTEE -9- Novenber 28, 2014



4:54:29 PM

COWM SSI ONER BALASH, in closing, comented on confidentiality
He thanked the Legislative Budget & Audit Commttee's Chair for
the committee's efforts with the admnistration to get an
agreenent in place that has allowed the departnents to nmake this
presentation today.

COW SSIONER  BALASH related that the State of Alaska is
endeavoring to take on an equity role in a very big project that
is inmportant to the state's future. The adnministration and the
| egi slature provide sone unique solutions to nove the AKLNG
project forward, including how SB 138 contenplates the
negotiation of agreenents by the executive branch and the
ratification of those agreenents by the | egislature.

COWM SSI ONER BALASH enphasized the admnistration's desire to
include the legislature in the devel opnent of these agreenents.
Rat her than provide the legislature with a conplicated agreenent
to consider, provisions in SB 138 allow for confidentia
briefings by the executive branch to the |legislative branch,

provi di ng essenti al di al ogue and i nput bet ween t he
adm nistration and the |egislature. This legislative input is
critical in order for the admnistration to nake a decision, or
a series of decisions, which wll result in a product the

| egislature and ultinmately the public can have confidence in.

COWMM SSI ONER BALASH characterized this process as being unique
and critical since the producers are essentially negotiating
with the people of Al aska through their respective legislators

who are the elected representatives of the people of Al aska.
Further, being able confer across branches of governnent to
di scuss matters of the state without any of the counter parties,
proj ect sponsors, |easeholders at Prudhoe Bay and Poi nt Thonson,
or prospective buyers being a party to the discussions is
important since the goal is to nmaxim ze the value for Al askans.
Every dollar that the state can make on gas is inportant today,
especially given the current dollar value of oil. He said, "W
have to be vigilant and vicious in those negotiations, keeping
in mnd, of course, the need to be aligned and working to find
"Win-win solutions to the challenges this project does face."

COWM SSI ONER BALASH said he hoped the progress that has been

started here can conti nue. He thanked nenbers for the work the
| egi sl ature has done to get the state to this point.
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4:59:16 PM

CHAI R FAI RCLOUGH, on behalf of the Legislative Budget & Audit
Commttee, extended gratitude for the work the AKLNG project

team has put forth to benefit Al askans. She w shed to
personal |y thank Conm ssioner Bal ash, Conm ssioner Rodell, and
Deputy Comm ssioner Paw owski . She also identified Deputy

Conmi ssioner Bob Swenson for participating in the norning
session and to have the AKLNG project team nenber, Vasilios
"Aki s" G alopsos in the audience this afternoon. She said, "I
just wanted to say a public thank you, and Al askans can benefit
fromyour hard work."

5:00: 22 PM

REPRESENTATI VE LI NDSEY  HOLMES, Al aska State Legislature,
enphasi zed sone of the things Comm ssioner Balash nentioned.
She acknow edged that substantial comments from the public with
respect to confidentiality; however, she observed that this is
an Al aska project for the people of Al aska. Certainly, the
| egi slature wants to avoid the m stakes made during the Stranded
Gas Act, in which the substantial proposal cane before the
| egislature, was deliberated during a special | egi sl ative
session, but ultimately was declined and went "back to ground
zero." Further, the legislature went through the | engthy Al aska
Gasl i ne I nducenent Act (AGQ A) process.

REPRESENTATI VE HOLMES offered her belief that the |egislature
wants the AKLNG project to nove forward. In fact, the two-way
di al ogue was requested by the legislature and offered by the
admnistration to allow producers to go "hand-in-hand" with the
state and the admnistration to go "hand-in-hand®" wth the

| egi sl ature. Certainly, this project will take a lot of noving
parts all working together for the state to get to first gas in
the next 12 years. She cautioned that w thout conplete candor

between the admi nistration and the |legislature at every step of
the way, the state faces the risk of putting all this tinme and
nmoney into the proposed AKLNG project and the legislature and
the adm nistration not being in synch. Thus, she appl auded the
adm nistration's efforts to keep the |legislature conpletely
informed, which is why confidentiality is necessary. She said
confidential briefings are not an attenpt to hide information
from Al askans, but represent a process to ensure that the
| egislature and the admnistration continues to go "hand-in-
hand” but also cautioning that these briefings should be limted
to information that 1is truly confidential. Confi denti al
briefings provide an inmportant tool, which is why she chose to
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sign the agreenment and attend today's hearing. She observed

that the AKLNG project is lengthy and wll undergo several
adm ni strations before gas is flowng [in 2023-2025], as well as
Numer ous changes in the legislature and in industry.
Communi cation will be key and confidentiality is one small part

of that, she stated. She thanked the team for working so openly
with the legislature in the past several years, noting this my
be her last legislative hearing in her tenure as an elected
of ficial.

5:05: 00 PM

REPRESENTAI VE HAWKER conmended Conmi ssioner Bal ash, Conmi ssioner
Rodel |, and Deputy Conm ssioner Pawl owski on their service to
the state and for all the work their agencies have put forth on
the AKLNG Project. He said he has worked for 12 years wth
Comm ssi oner  Bal ash, noting he has sonetines agreed and
sonmetimes disagreed with him The administration and the
| egi sl ature, along with the people they represent, have

converged on a solution to a long-held dream of getting Al aska's
North Slope natural gas to market in the nost efficient and

effective manner for the greatest benefit of Al askans. He
acknowl edged that the AKLNG project can go wong in so many
ways; however, in working together the admnistration and the

| egi sl ature have devel oped primary and back-up options to nove
forward in an organic way to allow this AKLNG project to
devel op. In closing, he again thanking the conm ssioners and
their teans for the work they have done for Al aska.

5:07:59 PM
ADJ OURNMENT
There being no further business before the comittee, the

Legi sl ative Budget and Audit Committee neeting was adjourned at
5:07 p. m
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