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Al aska State Legislature
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PCSI TI ON  STATEMENT: Expl ai ned that the Senate Committee
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March 25, 2013.

SENATOR M CCl CHE

Al aska State Legislature
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currently.

JULI ANNE CURRY, Executive Director
United Fishermen of Al aska (UFA)
Juneau, Al aska

PCOSI TI ON STATEMENT: Supported SB 71

KATHY HANSEN, Executive Director

Sout heast Al aska Fi shernen's Alliance (SEAFA)
Juneau, Al aska

POSI TI ON STATEMENT: Supported SB 71.

DAN SULLI VAN, Comm ssi oner

Depart ment of Natural Resources (DNR)

Juneau, Al aska
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JOE BALASH, Deputy Conmi ssioner

Department of Natural Resources (DNR)

Juneau, Al aska

POSI TI ON STATEMENT: Hi ghlighted issues related to the Al aska
Pi pel i ne Update presentation.

ACTI ON NARRATI VE

3:31: 28 PM

CHAIR CATHY GESSEL <called the Senate Resources Standing
Commttee neeting to order at 3:31 p.m Present at the call to
order were Senators Fairclough, Mcciche, Bishop, MGuire, Dyson
and Chair G essel.

HIR 6-LEGACY O L WELL CLEAN UP/ AWARENESS; NPR- A

3:31:45 PM
CHAI R G ESSEL announced that HIR 6, which passed from conmttee
on 3/25/2013, was again before the commttee.

3:32: 00 PM

SENATOR DYSON noved to rescind the previous action to pass HIR 6
[as anended] out of commttee. There were no objections and HIR
6 was again before the conmttee.

SENATOR DYSON noved to adopt SCS HIR 6(RES), |abeled 28-LS-
270300\ O as the working docunent.

CHAI R G ESSEL obj ected for discussion purposes.
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SHARON LONG staff to Senator G essel, Alaska State Legislature,
Juneau, Al aska, explained that the commttee substitute (CS)
reflects the conmttee discussion on Monday. It incorporates the
amendnent that was adopted to the original version, correctly
nam ng the BLM enployee to whom the resolution is being sent.
Further, the CS adds a new "Wlereas" clause on page 1, |line 13,
stating that the term "legacy wells" doesn't adequately connote
the legacy of negligence and environnental damage that 1is
inflicted by the NPR-A wells and asserts that "travesty wells”
better describes their nature.

She expl ai ned that |anguage on page 3, line 14, asserts that the
| egislature's preference for the term "travesty" is preferable
to "legacy"” in light of the federal governnent's negligence. In
the resolve at the top of page 4, line 2, a phrase is added
noting a preference for an entity hiring Alaskans with Arctic
expertise for any renedi ation efforts.

CHAI R G ESSEL renoved her objection.

3:34:36 PM
SENATOR FRENCH j oi ned the commi ttee.

SENATOR DYSON nmoved to report SCS HIR 6(RES), version O from
committee to the next conmttee of referral wth individual
recommendati ons and attached fiscal note(s).

SENATOR M CCICHE objected to add Ken Salazar to the list of
peopl e receiving the resol ution.

M5. LONG explained that the resolution goes to M. Salazar, but
the correction nmade to the anmendnent that was adopted to the
original version and correctly identifies Neal Kornze as the
Bureau of Land Managenent's princi pal deputy.

SENATOR M CCl CHE renoved hi s objection.

CHAIR G ESSEL found no further objection and announced that SCS
HIR 6(RES), version O noved fromcomrittee.

3:36:10 PM
At ease from3:36 to 3:38 p.m

SB  71- PAYMENT OF FI SHERY RESOURCE LANDI NG TAX

3:38:23 PM
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CHAI R G ESSEL announced SB 71 to be up for consideration.

SENATOR M CCI CHE, sponsor of SB 71, said this is just a bill
about fairness. It really just repairs glitches in the |anding
resource tax statutes and regulations. It renoves the potential
for unfair penalties and interest by comrercial fishernen by
changi ng the current tax paynent due date to align with the date
the actual data they use for their report is due by making it
due 30 days after.

He explained that Section 1 aligns the date that the resource
landing tax is due with the date that the statew de average fish
price report is released. Currently the report is due March 31
or the last day of the nmonth followwng a nmonth in which the
state publishes the statewide prices, but in many cases those
prices aren't even published when the report is due. So, the
msmatch in time results in |ate paynent fines and interest for
wel |l -intentioned producers. This neasure would allow fishing
famlies to spend tinme fishing and not waste tinme on unnecessary
government regul ation that has no val ue.

Section 2 also changes the timng of the estimted tax paynents
needed to avoid estimated tax penalty to either 90 percent of
the amount calculated by nmultiplying the actual price paid at
the time the fishery resource was |anded by the appropriate tax
rate or 100 percent of the taxpayer's liability for the prior
year.

SENATOR M CCICHE explained that the current statute includes
provisions for four equal quarterly paynents, but that is not
how fisheries work. SB 71 allows fishernen to pay their taxes in
periods of tinme when they actually fished. It results in the
same anmount but without the fines for |ateness they can't help;
it creates a fair and equitable tax system by aligning the date
of the tax with the actual report that is published by the
Al aska Departnent of Fish and Gane (ADF&G) .

3:40: 43 PM

SENATOR FAI RCLOUGH said she wanted to know from the Departnent
of Revenue (DOR) if the state actually has delinquent taxes that
are being paid under this scenario.

JOHANNA BALES, Deputy Director, Tax D vision, Departnent of
Revenue (DOR), Anchorage, Al aska, answered yes and explained
that the taxpayers try to estimte the paynent and pay it by
April 1, but they are often underpaid. However, the departnent
does not assess the penalty, because they understand that it is
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reasonabl e cause. But the taxpayers are subject to interest that
is currently at 11 percent and that causes sone hardship for
sone.

SENATOR FAI RCLOUGH asked if anyone has overpaid the tax that the
state is paying back the 11 percent interest.

M5. BALES answered no that hasn't happened, because by statute
even though they are required to pay interest, they are only
required to if they don't issue a refund within 90 days and
normal |y the departnment does that.

SENATOR BI SHOP asked if she had the sponsor statenent in front
of her.

MS. BALES answered no, but that she had read it.

SENATOR BI SHOP noted that the fourth paragraph says, "depending
on the fishery, the current statute requires paynent of 50
percent of the |anding taxes before they have even left the dock
to go fishing," and asked if a taxpayer is in arrears, does he
have to pay 50 percent of that before being allowed to |eave the
dock to go fishing.

M5. BALES replied that could potentially happen, because right
now the estimated paynents are required in four equa
installments that begin with the first of a fishing year, which
woul d be of the cal endar year of January 1. So, a first paynent
would be due March 15 and then June 15, Septenber 15 and
Decenber 15. It is possible if a fishery hasn't opened yet that
a taxpayer wll have to nmake a paynent.

SENATOR BI SHOP remarked that they owe the noney but they can't
| eave the dock to go out and nmake the noney to pay the debt.

SENATOR M CCICHE said they are likely not in arrears; they are
payi ng taxes on fish yet to be caught and that is unfair.

SENATOR FAlI RCLOUGH wondered why the departnment hadn't brought it
f orward sooner, because it seens so unfair.

3:44:. 45 PM

MS. BALES responded that they have been aware of this concern by
fishermen and have talked to different I|egislators about it
bef ore and not hi ng was done. But now seens to be a good tine.
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SENATOR FAI RCLOUGH asked if the admnistration supported the
change.

M5. BALES said the departnent doesn't oppose it and had no
issues with doing it.

3:46: 13 PM

JULI ANNE CURRY, Executive Director, United Fishernmen of Al aska
(UFA), Juneau, Al aska, supported SB 71, because it wll change
current statutes regarding the timng and requirenment of four
equal paynents in estimated fisheries resource |anding tax. SB
71 aligns the due date of paying the tax with the date the
corresponding report is due. The report is due March 31 or the
| ast day of the nonth following the nonth in which the state
publi shes the statewi de prices that nust be used on the return
which generally is in My, but the tax is due on April 1. This
msmatch in timng results in late paynment fines and interest
for wel | -intentioned producers as wel | as conf usi on

frustration, and wasted tine that could best be spent harvesting
and processing fish to increase revenue.

The current statute includes provisions for four equal paynents,
but with the seasonal nature of many fisheries and the
variability in harvest, it's virtually inpossible for resource
l anding taxpayers to accurately predict their full-year's
harvest to cal cul ate equal paynents.

She concluded that SB 71 would create a fair and equitable tax
system by aligning the date of the tax with the report.

3:48: 09 PM

KATHY HANSEN, Executive Director, Southeast Al aska Fishernmen's
Al'liance (SEAFA), Juneau, Alaska, said she is the one who
brought this legislation to Senator Mcciche's attention and
thanked him for introducing it. She didn't know why it hadn't
been brought forward earlier other than that there has been
controversy over the landing tax in the past. This was brought
to her attention by a couple of her nmenbers who didn't want to
pay interest again on not having accurately cal cul ated what they
t hought they owed. It is a fairness issue, but they wouldn't
hear from a |lot of people about it, because it only affects 67
| andi ng taxpayers.

M5. HANSEN said they had received a letter from the Al aska
Scal l op Association, which industry doesn't even start fishing
until the third quarter of the year. This is an exanple of
sonmeone paying two quarters worth of tax or just not paying it
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because they don't know if they wll even have an incone, a
season or how rmuch they will make and then go back and pay the
penalties. These are the ones that are currently paying the
penal ties.

3:50:11 PM
SENATOR DYSON stated that Ms. Bales said penalties weren't being
paid just interest.

M5. CURRY agreed that is what she said, but she would have to
check the background information she had received. She knew it
was interest for sure.

CHAIR GESSEL, finding no further coments, closed public
testinmony and held SB 71 in conmttee.

Al aska Pi peline Project Update

3:51:52 PM
CHAIR G ESSEL announced the next order of business was the
Al aska Pipeline Project (APP) presentation.

3:52:22 PM
At ease from3:52 to 3:53 p. m

3:53: 03 PM

DAN SULLI VAN, Comm ssioner, Departnent of Natural Resources
(DNR), Juneau, Alaska, said both APP/AGC (Al aska Gasline
Devel opnent Corporation) are in a relatively good position now
conpared to a year ago and they want to accelerate that
progress. One of the things they have been trying to do over the
past few years is to get a better understanding of sonme of the
hi story behind what has happened in the last 40 years in terns
of the state trying to conmercialize North Sl ope gas.

3:55:25 PM

He said Larry Persily's office [Federal Coordinator, Al aska
North Sl ope Natural Gas Pipeline] had been doing a good job with
regard to historical analysis, but one thing that has nade
comercialization nmore challenging despite efforts that date
back decades is when the different stakeholders are not aligned.
The different stakeholders are: Al askans, the |ease holders with
the gas on the North Slope, the builders (whether producers or
not) of a pipeline, the buyers (Al askans and the potential,
particularly with LNG of foreign conpanies and governnents or
| arge volume buyers), regulators (state and federal permtters)
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that can make or delay a project like this and a robust market
i nto which gas can be sol d.

COM SSI ONER  SULLIVAN said it is not easy to align these
interests, but one of his principle areas of focus in the |ast
couple of years has been to work on this alignnent and it is
starting to conme together. He had been getting out to Asia
really aggressively in the last couple of years and talking to
potential buyers and the CGovernor had nmet with the heads of
KOGAS in Korea, as well. The conmi ssioner said he nmet with them
in Juneau when they told himthey had an MOU with Yukon Pacific
in the 80s and had been watching North Slope gas for decades.
That project was focused on the regulatory permtting elenents
and only later did they realize that the producers, the gas
| easehol ders, weren't involved at all. They asked where the
ot her stakeholders were and he was able to tell them all the
stakehol ders are starting to work together. That was encouraging
enough to them that the CEO and his whole LNG team canme to
Al aska for three days to go into nore detail.

3:58: 32 PM

COWM SSI ONER SULLI VAN said alignnment is not always easy because
everyone has very different interests and the Governor had put
out benchmarks to try to drive alignnent anong the Kkey
stakeholders and the APP and AGDC are both working well
together. AGDC had been naking progress on regulatory and
permtting issues and APP is working on alignment on the
comercial issues and sonme of the technical issues.

Making the case for Al aska gas globally has been an inportant
way to advance progress on the project, the conmm ssioner said,
so one of his strategic goals has been trying to create "demand
pull™ for an Alaskan gas project where one sees tinelines,
design work, and construction that can be accel erated because
| arge buyers are very interested in the project. And they are
starting to see sone results on that.

4:01: 38 PM

Finally, Comm ssioner Sullivan said, whether it's the APP or the
AGDC or a conbination of both, this gas line is one of the nost
studied permtted projects in US. history that has never
materialized. So, he has been sitting dowmmn with the conpanies

federal government regulators and the state to see where there
have been previous authorizations, rights-of-ways, and EISs
(environnmental inpact statenents) that relate to this and
catal ogue them then sit down with the federal regulators, in
particular, and say we don't have to start at ground zero. That
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offer to them has been very positive. Larry Persily has said we
have to start focusing on fighting for a gasline not over one.

4:04: 25 PM

A year ago there was no alignnment in ternms of commercializing
North Slope gas and Al aska was not considered a key potenti al
project in Asia. The 25 percent of North Slope conventional gas
was at Point Thonson was also still under dispute. In 2012, the
Governor's State of the State laid out a pretty aggressive road
map for work and set benchmarks.

4:06:12 PM

| mportantly, Comm ssioner Sullivan said, Point Thonmson was
settled and that was a strong settlenent in the state's interest
for three reasons: for one, it's a strategic devel opnment first
because of the 70,000 barrel/day pipeline connecting Point
Thomson into TAPS and you now have the ability of the eastern
North Slope to be opened to devel opnent and exploration, which
is one of the nost prolific areas of the North Slope and it
hasn't produced a drop of gas or oil ever since statehood.

SENATOR FRENCH said the road on Point Thonson that |eaves
Prudhoe Bay and stops at Badani was going be an ice road every
year and asked if that was part of the settlenment negotiations,
because it seens if you want to stinulate devel opnment out there
a road that can be used year-round should be built.

COM SSI ONER  SULLI VAN said it wasn't a big part of the
di scussi on and he thought that was a great point.

SENATOR FRENCH remarked that it would be good if ExxonMobil
built it.

4:07:21 PM

JOE BALASH, Deputy Conmm ssioner, Departnent of Natural Resources
(DNR), Juneau, Al aska, said there really isn't a road going out
to Badami. It's a roadless developnent with a spine road from
Deadhorse to Kuparuk in the west and on the way to Endicott on
the east. Alpine and Badam are western nost and eastern nost
roadl ess projects that have fundanentally constrained the
state's and industries' reach for exploration and devel opnment.
The reasons for those projects having been developed in a
roadl ess fashion, while relevant, are certainly questions that
are worth revisiting. They have had sone passing conversations
at different times wth the operators in each place and for
different reasons those conversations haven't noved very far. In
the case of Alpine, it's been in part the delays associated with
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CD-5 and crossing the Coleville River, which is a big deal. The
residents in the village of Nuiqsut have raised in other
contexts the prospect of having road access if a bridge were put
in on the Coleville and not just a the N glet Channel crossing
for CD-5.

And then as you nove to the east, M. Balash explained, Badam
was first constructed by BP, but production was disappointing
and the field was shut in for sone tine. Savant has come in and
put sone of the wells there into production and hopes to achi eve
nore. The opportunity to build an all-season road would nmake a
trenmendous difference in both directions.

4:09: 56 PM

COM SSI ONER SULLI VAN reiterated that it was a great question
that is relevant for a nunber of areas on the North Slope
including Point Thomson and that is one reason this is a
strategi c devel opment for the state.

The second is that it's a nmulti-billion dollar devel opnent and a
ot of that infrastructure will be able to be used for gas
commercialization as well as for the |iquids devel opnent.

The third is jobs and he showed sone of the different elenents
of the project that were going on this winter. He explained that
over the last years they had been very focused on pernitting
this with the Corps of Engineers and the North Sl ope Borough and
got it permtted in tine and put a lot of people to work.
Senat or Bi shop, when he was commi ssioner for the Departnment of
Labor and Workforce Devel opnent (DOLWD), was very instrunental
in making sure we had a strong Alaska hire provision in the
Poi nt Thomson settlenent; the estimates are 700-800 sustained
j obs peaking at over 2,000. And throughout the course of |ast
year as the CGovernor's bench marks were being net one saw a | ot

of big front page - Wall Street Journal, Financial Tinmes of
London, Toronto d obe and Mail - articles that were positive for
t he state.
4:12: 34 PM
The Governor's third benchmark was putting the concept sel ection
and the associated tineline in nore detail. The western Canadi an

projects are sonme of Alaska's biggest conpetitors and in a
letter to the Governor conpanies talked about the integrated
team This 1is inportant, because they hadn't been working
together on a large scale gas comercialization project for a
long time. This team is led by Exxon with the other conpanies
bringing in their particular expertise and different work they
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had done: BP is focused on the upstream TransCanada and Exxon
have been in the mdstream and ConocoPhillips focused on
liquefaction and the downstream LNG They are starting to
consolidate their efforts through Denali and the APP project and
that has not happened in a long tinme. These conpanies conpete
all over the world in different cultures and this is an
i nportant el ement.

SENATOR DYSON said he didn't want to sound pejorative, since he
went to work for BP in 1971 and was skeptical, but once the
unconventional gas started being devel oped seven years ago, why
didn't the najors say go slow on building the line to Al berta?
Wy didn't they stop that process and nomnate a line to
ti dewat er once that becane evident, because it was clear in AG A
that the producers could drive the sol utions.

COMM SSI ONER SULLI VAN responded that in this job he tries to not
answer for conpanies and that you'd be <crazy to not be
skeptical. But from a public policy standpoint, in 2011 the
governor was meki ng speeches saying the opportunity is in Asia.

4:17: 08 PM

SENATOR DYSON asked why the state kept spending noney on
TransCanada once it became clear that it wasn't a viable
project. How much of the state's nobney got poured in as matching
funds on that project?

COM SSI ONER SULLI VAN replied that a significant anmount of the
state spending and work on Alberta is very relevant to this
project - at least through Livengood. He didn't know the exact
anount of the state's spending or the work that was done.

SENATOR DYSON said when ANGDA was trying to get the North Sl ope
producers to release a little bit of propane for the
transportation sector on the Slope the conpany said "no way" the
clear inplication being that any nolecule sold to run trucks on
the North Slope would nmean less oil to be able to produce. | t
seens so disingenuous and then that |leads to the question of why
in the world we ever think that they are going to release gas to
be sold until they are ready to do it.

MR. BALASH replied in terns of the conpany's willingness to sel

a given product or product stream they have been selling
natural gas locally to Norgasco for decades and he was aware of
at least two contracts from individual producers at Prudhoe Bay
for sale to conpanies that transport that gas to Fairbanks. In
those cases, the expectation is there will be sone anmunt of
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propane that wll drop out in the I|iquefaction process that
woul d be available for sale. As to the reasons why the operators
did not pursue the ANGDA option on propane, that is probably
better left to the record and the AOGCC maneuver to try to force
something on the order of pushing on a rope as opposed to
driving these things commercially in a way that allows everybody
to nmove forward together.

On the question of shouldn't we have seen the shale wave com ng,
M. Balash said, in 2008 when the legislature was voting to
approve the license the price of natural gas in North Anerica
was nore than two tinmes higher than it is today. In sone ways we
were following the lead of the big sophisticated conpanies with
long term views. Al the way through the open season that
occurred in 2010, he recalled that ExxonMbil was partnered with
TransCanada and APP, and that Denal i was sponsored by
ConocoPhillips and BP. Al three of the big North Slope |ease
hol ders focused on projects headed to North America and that was
the case wuntil late in the second quarter of 2011 when
ConocoPhillips and BP folded the tent on Denali, at which point
the state had to consider very carefully what the future of
commerci alization was for the North Sl ope resource.

It was in late summer or early fall that the Governor called on
al | f our parties - TransCanada, ExxonMbbi |, BP, and
ConocoPhillips - to exam ne whether the Pacific market was the
place to go and that is when they turned the corner. W have
been in a bit of a transition since, but details are energing
here and the prom se of what can happen.

4.:23:27 PM
SENATOR DYSON said he appreciated their initiative in taking a
time out to re-eval uate.

4:24.02 PM

COWM SSI ONER SULLI VAN said the Governor al so requested hardening
the project nunbers and on this issue two things are inportant:
an LNG project of this size would be one of the largest in the
world with huge job nunbers, but there is also a focus on gas to
Al askans. And one of the elenents under pipeline slides talks
about off-takes to Alaskans. That is a key conponent of this
project, because the volunes - estimated to be 300-350 mmtf/day
- wouldn't be just for export.

MR. BALASH agreed and added that would also assunme sone

addi tional demand growh largely for some of the mnes that are
very interested in using natural gas.
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COWM SSI ONER  SULLI VAN said this bill was a relatively broad
hardening of the nunbers as the Governor asked, but they also
needed an associated tineline for this project, which hadn't
been done as a group together. He neets with the conpanies
al nost daily and tries to get themto accelerate this tineline.

Hs slide 21 detailed the "stage-gated" approach that all the
| arge scale resource devel opment wal k through and he said that
he has been pressing the conpanies on noving into the pre-front
engi neering and design phase. This is when you start getting
into significant investnments by the conpanies as well as
significant nunbers of enployees. That would take them within a
year (essentially half way) through the stage-gated approach. He
said one of his messages to the legislature is in their neetings
with the conpanies to remnd them of the urgency of noving into
pre-feed this sunmrer.

MR. BALASH added if you think about the steps that are necessary
to bring the parties together, sone take |onger than others. The
steps associated with marketing LNG and the process that is
undertaken in identifying the reserves, the buyers, the pre-
agreenents, the agreenents thenselves, and what the contract
terms are; these are key to the state's position as the |essee
royalty owner. The state continues to strive to understand the
(royalty in kind/royalty in value) RIK/ RV decision it has to
make; the default being to just sit in value and allow the
conpanies to take the lead and wuse their expertise and
relationships (with the state playing its conventional and
traditional role as the royalty collector not the royalty
mar ket er) .

MR. BALASH said that he needs to be on top of evaluating how to
derive the dollar amount for the state's gas that cones through
that very conplicated series of contracts fromthe buyer all the
way through up to the wellhead and that the state is certainly
famliar with how to deal with pipelines and tariffs, marine
transport and tankerage, but it doesn't have a good handle on
the val uation associated wth |iquefaction.

The method that mght be enployed to determ ne how nuch val ue
gets backed out of that market price for the |I|iquefaction
service is a blank spot. It's not a regulated activity. It is
typically done in a very strict comrercial sense and for |ack of
a better term - a profit center for the project. Striking a
right balance there is going to be a struggle advancing through
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the pre-feed stage. The state will have to understand in that
context which path |leads to the best value for the long term

4:30: 57 PM
SENATOR BI SHOP asked if the Federal Energy Regul atory Conmi ssion
(FERC) is in or out on the |liquefaction plant.

MR. BALASH replied that the FERC wll be very nuch involved in
the siting of the liquefaction facility, the safety reviews, and
the environnmental considerations, but they aren't involved in
rate setting for |liquefaction services.

SENATOR BI SHOP asked Commissioner Sullivan if in his forner
career at the State Departnment and taking trips to the Far East
he had any assets he was leaning on to talk about commerci al
terns on liquefaction. Was he at liberty to say?

COM SSI ONER SULLI VAN said they had principally been talking
about getting buyers very interested in Al aska gas on these
trips, but hadn't gone into a lot of detail. They are attracted
to Al aska gas because of the conparative advantages over other
projects. Cetting out there and explaining it has gotten
i nt erest goi ng.

4:33: 30 PM
SENATOR DYSON renarked that it seemed like a chicken and the egg
thing for a couple of decades.

COWM SSI ONER  SULLI VAN answered when he tal ked about interests
aligning that the state had not done a lot of this previously.
He tells the conpanies exactly what the state is doing and he
has been going out to all the potential buyers and their
governnents, which is critical in Asia, and wal king them t hrough
why this makes sense for them He enphasized that there is huge
demand in Asia and stated that it's going to be filled by
conpani es operating in Al aska now.

He recognizes that Asia has resources in Qatar, Australian,
Russi an, Western Canada, and the GQulf, and he is trying to get
the buyers to say they want to diversify to Al aska gas. The nore
he can get potential buyers to doing that the nore this project
wll be accelerated fromthe demand side, and he is starting to
see a lot of interest.

4:36:23 PM
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COWM SSI ONER SULLI VAN said he is focused on getting a project
sanctioned because a project is hardly ever dropped once it is
sanct i oned.

4:37:53 PM

He said the advantages of wusing Alaska LNG are conpelling. He
received an invitation several days ago from LNG 17, the |argest
LNG conference in the world, to present a version of this there.
Typically, he will nmention both the state's efforts.

SENATOR FRENCH asked him to conpare and contrast the econom cs
of both projects, what they do for the state and ask whether the
state is going to have the financial resources to make a
significant contributions to both projects or it should just
pi ck one.

4:39: 57 PM

COWMM SSI ONER SULLI VAN responded that they get Asia's attention
by listing these issues: having a triple-A partner with a strong
bal ance sheet, explaining the royalty issue, and giving a sense
that the state of Alaska is very notivated to comercialize gas,
and, oh, as a matter of fact we have two projects going now.

SENATOR FRENCH said it's worth renminding folks that the gross
revenue from a large dianmeter pipeline at $5ncf is about $15
mllion/day versus the [TAPS] pipeline, which is one-third ful

punpi ng 500,000 barrels of oil a day, but it is worth $55

mllion (over three tines the value in an aging pipeline over
what you'll get from a brand spanki ng new huge vol une gas |ine).
It's worth renenbering that the economcs of gas are still very

chal | enged.

4:41:56 PM

COMM SSI ONER SULLI VAN said resource risk in Alaska with regard
to conventional gas is essentially zero - we know what we have
and it flows 8 bcf/day - and a lot of buyers are interested in
that. Thirty-five tcf of known reserves is co-located wth
existing infrastructure on the North Slope depending on the
route. Alaska's reliability for exporting gas is well received
in Asia, we are the only place that has exported gas in North
America and we have done it for 40-plus years.

4:43: 49 PM

Recent studi es have shown that the Al askan |arge volunme project
conpetes very favorably globally against other projects.
Conmpared to the Qulf, Alaska brings nore regulatory certainty in
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termse of LNG projects than any other place in the U S that
wants to export gas; that goes for the export |icense as well.

4:44: 50 PM

COWM SSI ONER SULLI VAN said he also highlights sonme of the risks
and drawbacks of our conpetition and that he is planning on
continuing this advocacy.

4. 45: 49 PM

MR. BALASH said the key point in laying out the path forward in
2013 was getting to concept selection in md-February. The
conpanies net that mlestone and inportantly, the |location of
the gas treatnent plant decision was made. It had an inpacted on
what kind of pipe would be pursued. Had the treatnent plant
deci sion been to locate it in the south as opposed to the north
that woul d have had inpacts on the type of pipe one would design
in terms of materials and capacity, because one would be noving
excess volune - CO2 and other contamnants - in the nethane
stream and that would require an even bigger pipe and additiona
hurtles for in-state use. It also would inpact conmercial issues
in terms of what happens to those contam nants when they are
pulled off (where will it go and who is responsible for it?).
So, getting the conpanies over the hurdle of where to |ocate the
treatment plant was a big step relative to being able to
continue to advance the work necessary in the pre-feed stage
that would allow the technical and regulatory work to conti nue.

He said they are now focused on pressing the conpanies to ensure
the sumer field season is utilized; if the necessary field data
isn't fed into the ERL work that wIll be necessary for
applications to be filed when one gets to the feed stage, you
could potentially lose a whole year just with the seasonal
nature of things.

At the same tine, M. Balash said, the Governor in his
benchmarks called on the parties to reach a commerci al agreenent
on advancing the pre-feed stage. So, the ERL step could be a
little bit of an interim effort. The pre-feed stage is an
inportant precursor to allowng the state to take sone neasure
of confidence in the work going forward. He added that the
budgets associated with the pre-feed stage begin to match the
state's financial contribution through the AG A license and that
basic parity - a simlar conmrtnent on the part of the |essee's
to match the state's conmtnent in pursuit of this project - is
what he is | ooking for.

4:50: 11 PM
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COWM SSI ONER SULLI VAN said these benchmarks have been hel pful
because there wasn't all kinds of alignnment on getting to the
concept selection before. Wrking together 1is key having
recogni zed this is a w ndow of opportunity that won't stay open
forever and that a whole lot of other states are trying to get
t here before us.

MR. BALASH said the Alaska Gasline Developnent Corporation
(AGDC) had acconplished great work to date and had avoided
duplication. Part of the reason is when it was forned three
years ago as part of HB 369, this project was focused on a North
Anmerican destination. As the big comercialization effort has
shifted its focus there is a little nore opportunity for synergy
and outright collaboration (he hopes). But at the present tine
AGDC is hanstrung in its ability to participate in a neaningfu

way in any conversation with any of the parties because of
confidentiality. The vulnerability that creates for any of the
ot her private parties - Tr ansCanada, Exxonhbbi | or
ConocoPhillips - is if they discuss any of their plans with AGDC
those then becone susceptible to a public records request which
all the other conpetitors would have the ability to request. So,
something needs to be done to address the aspect of
confidentiality in AGC s business.

4:53: 39 PM

SENATOR BI SHOP said he was encouraged by the 42-inch dianeter,
because that can be rolled in North Anmerica, which neans nore
j obs, but he wasn't certain the X-80 spec could be net.

CHAIR G ESSEL asked them if they track progress other projects
are making and does that push our producers forward to get
Al aska gas to market quicker.

COW SSI ONER SULLI VAN answered yes; Australia, for instance, has
close to 10 projects noving toward sanction in the next 12-18
nmont hs, but the | abor costs are skyrocketing, so sone conpanies
are pulling back from there. It's always difficult to tell,
because sone of the North Slope producers participate in these
ot her projects. The state pays close attention and doesn't wait
for producers to go out to other serious buyers and tout Al aska.
For instance, British Colunbia is a big conpetitor, but they
have sonme issues that we don't. The resource risk, for one: nost
of their plays in Wstern Canada are shale gas plays and they
are not developed yet. They wll need hundreds of rigs to
develop them and they have huge problens with First Nation's
i ssues.
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4:56:55 PM

SENATOR M CCICHE said he appreciated their tenacity and hoped
they continue. He said they are on the right track but Al askans
are inpatient and advised to not ever underestimte the val ue of
having a second option. Keeping AGC alive is a lever that lets
ot her fol ks know that Al askans are serious.

COWM SSI ONER SULLI VAN said he couldn't agree nore.

CHAI R G ESSEL thanked the presenters for the update.

4:59: 28 PM

Finding no further business to conme before the committee, Chair

G essel adjourned the Senate Resources Standing Conmittee
neeting at 5:00 p.m
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