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POSI TI ON STATEMENT: Provided an overview for the Heads of
Agr eenent .

ACTI ON NARRATI VE

3:31:11 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 Dyson, Fairclough, French, MQire, and
Chair G essel.

PRESENTATI ON ON GASLI NE | SSUES: HEADS OF AGREEMENT

3:31:41 PM

CHAIR G ESSEL said the committee will begin the discussion of
Al aska gasline issues. She declared that the committee wll
review t he Heads of Agreenent (HOA) docunent.

3:32:28 PM
CHAIR G ESSEL welconmed Senator Bishop to the neeting via
t el econf erence.

3:32: 34 PM
SENATOR BI SHOP announced that he was joining the conmttee
online from Fai r banks.

3:32: 44 PM

ANGELA M RODELL, Conmi ssioner, Alaska Departnent of Revenue
(DOR), Juneau, Al aska; said this is a very exciting time for the
state of Alaska. The state has been working for a long tinme on
figuring out how to bring to bear comrercialization of the
state's North Slope gas and to find a way to create opportunity
for Al askan jobs, gas, and revenue.

COWM SSI ONER RODELL explained HOA is an "unbrella”™ format in
which the state and the parties to the agreenments have cone
toget her, including [TransCanada- Al aska Devel opnent Inc. (TAD)]
and Al aska Gasline Devel opnment Corporation (AGXC). She asserted
that HOA shows the roadmap |aid out over the past two years and
provides a framework to address the Governor's gasline bill. She
said today's HOA overview wll provide a framework and a basis
for understanding and to answer questions the conmmttee may have
about the specific agreenent. She noted that the Menorandum of
Understanding (MOU) wth TransCanada wll be addressed at a
|ater neeting. She set forth that DOR wants to work with the
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| egislature to continue working forward and noving the very
i nportant gasline project to the state's future forward.

3:34: 58 PM

JOE BALASH, Conmi ssioner, Al aska Departnent of Natural Resources
(DNR), Anchorage, Al aska; announced that the state is at a point
in time and in a place with regard of the devel opnent of the
Al aska Gasline Project (AKGP) is unique. He noted that there
were a couple of particular things that are unique about AKGP
that has himexcited as an Al askan.

COMM SSI ONER BALASH pointed out that with enabling |egislation
passage, the state and each of the producer parties are going to
undertake the initial marketing efforts that wll hopefully
result in the sales and purchase agreenents of North Slope
Liquid Natural Gas (LNG. He said over the past couple of
decades many fine Al askans have gone out and attenpted to sel
Al aska LNG in the Asia narketplace w thout gas or agreenments to
procure gas. He asserted that the current gasline proposal is
quite different.

He addressed HOA and noted that the approach taken wth the
other parties is a phased approach where each set of parties can
make commtnents that are commensurate with those conmtnents
bei ng made by the others. He summarized that the intent is a two
year commtrment and tens of mllions of dollars on the state's
part. He explained that all of the chips are not being placed in
one hand and no one is being asked to sign up for a 30 year
contract. He said what is being asked for are a couple of key
things that will enable the state to engage the narket and
really test whether the state has a project that can fulfill all
of the goals that Al askans have had for so nany years.

3:37:22 PM

He explained the key differences in considering an LNG pipeline
project as opposed to a North Anerica based overland project. He
said there are differences in the market, regul atory
jurisdiction, and types of <contracts involved. The biggest
difference is there has to be a buyer at the other end of the
contract for an LNG project. Wien the project pursued a North
America based project, gas was to be taken from the North Sl ope
fields through highly regulated infrastructure, all the way to a
very deep, liquid, and transparent market place. He said the
guestion was not whether the gas could be sold, but how nuch the
gas could be sold for. He continued that the big contract in
guestion was the shipping contract, typically taken out by the
pr oducer .
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COWM SSI ONER BALASH sai d when anal yzi ng LNG arrangenents, having
a buyer in place is required. He said the basis for an LNG
project is the Sales and Purchase Agreenent (SPA), a daisy-chain
of contracts. He explained that an LNG buyer is typically froma
country that does not have donestic energy supplies of its own;
therefore they are highly interested in energy security and
check every link in the chain, all the way up the reserves that
t hey are buyi ng.

He said knowing that there were differences with an LNG project
caused a need to know nore. He recounted that DNR comnm ssi oned

with the assistance of DOR a study to engage in an
investigation of all the differences in LNG to understand how
the state can maxim ze its val ue.

3:39:34 PM

He found that due to sone differences in the regulatory
authority that would govern an LNG project, the |iquefaction
charges that mght be l|levied against Alaska's gas as royalty
owners could be quite high. He noted that there were nenories of
what had gone on with pipelines in the past and the nenories
caused pause to reflect on why the state has had chal |l enges and
problenms with the producers over the years. He asserted that the
challenges and problens canme down to a msalignnent of
interests. He said the question of tolls and tariffs is to
mnimze their inpact in order for the state to maximze its
royalty revenue in addition to the desire to see the barrier to
entry as low as possible. He said at the end of the day the
state is going to pay for its share of the infrastructure
through tariffs and tolling arrangenents on the |iquefaction. He
purposed taking a | ook at what would happen if the state was to
pay for its share of the infrastructure upfront and take an
equity position in the project. Wiat the DNR found in the study
and the conclusions fed into the thinking on HOA and the
approach to take going forward.

3:41: 36 PM

He said regardless of whether the discussion addressed an
overland project or an LNG project; there are some key things
that matter greatly to Al askans:

e Cetting gas to Alaska's hones, communities, and busi nesses;

e Making sure Alaskans get the jobs available from
construction and operation, as well as work for that
state's businesses;
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e Making sure that Alaska nmaximzes its resource value,
incentivizes additional expl orati on, and develops the
i ncredi ble bounty of natural gas resource that is present
on the North Sl ope.

COWM SSI ONER BALASH set forth that today's presentation wll
show that the material has "checked the box" and sonme very good
t hi ngs have been acconplished for the people of Al aska at the
initial devel opnent stage of the agreenments that will follow He
remarked that the DNR worked hard over the provisions being
presented and is eager to explain themto the commttee.

3:43: 04 PM

M KE PAW.ONSKI , Deputy Comm ssioner, Alaska Departnment of
Revenue (DOR), Juneau, Alaska; said the purpose for the
presentation is to give the public, legislators and their staff
the ability to read the HOA in the appropriate context,
understand the terns, and how the terns relate to each other. He
set forth that the DNR and DOR will provide their perspectives
on what is seen as valuable pieces that support the state's
i nterests.

MR. PAW.OASKI explained that the Heads of Agreement (HOA) is not
a binding legal agreenent or contract. HOA is a good faith
effort, a first step in alignnent of principals, and a gui dance
docunent for the parties as they start to pursue binding |ega

agreenents. The HOA process was an effort to put together a
plan, not just for the legislature, but for the public on how

the project will proceed with all of the parties aligned behind
the plan. HOA is saying, "Under these ternms we wll all
progress.” He asserted that HOA is not I|ocking-in and not

shutting down opportunity, but provides a guidance and pat hway.

He said from an Al askan's perspective, what is uniquely exciting
about the HOA effort is that the agreenment exhibits a title page
that shows an agreenment anong and by the Adm nistration, AGDC,
TADI, ExxonMbil Al aska Production Inc. (EMAP), ConocoPhillips
Al aska, Inc. (ConocoPhillips), and BP Exploration (BP). The HOA
was the visionary alignment where for the first tine the state
sees the groups and parties working together for solutions
rather than fighting over divisive things. HOA was really the
effort that is going to push a very conplex and |arge scale
proj ect forward.

3:45:16 PM

MR. PAW.OABKI said he intends to give nmenbers of the committee
and the public a picture of what is so different about the
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Al aska LNG Project (AKGP). He referred to a letter that was
addressed to Governor Parnell in OCctober 1, 2012; noted as
Exhibit 1B of the HOA. The letter shows that AKGP is nore than
just the treatnment plants and the pipelines that Al askans are
famliar wth. He explained that AKGP includes the addition of
the liquefaction plant which in any neasure is a world-scale
investnment. He detailed that the liquefaction plant build-out
will require between 100,000 and 150,000 tons of steel in
addition to enploying a workforce between 3,500 and 5,000 people
on 400 to 500 acres. The Iliquefaction plant is a nassive
addition to AKGP and supplements the already |arge undertakings
of a pipeline, treatnment plant, storage facilities, |oad
facilities, and the work in the producing fields that initially
i ncl udes Prudhoe Bay and Point Thonmson. He said AKGP s current
estimates run $45 to $65 billion. He set forth that AKGP is a
world class effort being undertaken by world class parties.

He explained that HOA's organization is conprised of 16
segnents. The first segnent opens with recitals of recent events
with understandings between the parties about happenings for
past, present, and future. There are 13 articles that govern
specific guidelines for the devel opnment of projects, the role
and responsibilities of the individual parties to the agreenent,
and how the parties will work under different regulatory and
expansion frameworks going forward. He noted that Appendix A
articulates the key expansion and access. He addressed an
exhibit that references three letters to Governor Parnell
regardi ng the process that the state has been under for the past
several years regarding transitioning away from the overland
project under the Alaska Gasline Inducenent Act (AG A) |icense
to what the plan is in HOA going forward.

3:47:32 PM

He noted the inportance to first recognize who is being
referenced in HOA. He said there are four terns that define
different roles and responsibilities throughout the HOA docunent
and noted as foll ows:

1. Admnistration: applies broadly to the Departnent of
Nat ural Resources (DNR) and the Departnent of Revenue
(DOR); the state agencies that are charged wi th nmanagi ng
both the royalty interests and the taxing interests have
a specific place in the project as fiduciaries and as the
agencies charged wth managing the resources. There wll
be references to "Comm ssioners" that pertain to DNR and
DOR. References to "State" applies when there are
appropriate regulatory capacities for the state that are
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separate and apart from what are specifically addressed
in HOA directly for the project.

2. Parties or Party: is used to inply the Adm nistration;
The Al aska Gasline Devel opnent Corporation (AGC) or an
appropriate subsidiary; TransCanada Al aska Devel opnent,
Inc. (TADI); ExxonMbil Alaska Production, Inc. (EMAP)
ConocoPhillips Alaska, Inc. (ConocoPhillips); and BP
Expl orati on- Al aska, Inc. (BP). The "Parties" or "Parties"
refers to everyone including the Adm nistration.

3. Alaska LNG Parties: is a nuch nore specific term that
includes the Alaska Gasline Developnent Corporation
(AGDC) or an AGDC subsidiary, TAD, EMAP, ConocoPhilli ps,
and BP. The Administration in not included. The reason is
an attenpt to help separate the agencies' appropriate
roles for both shorter and |onger ternms. The agencies
have an interest in managi ng Al aska's resource, but not
necessarily an interest in being in the operational day-
to-day efforts of a project; those are appropriately
separ at ed from regulatory functions and t axi ng
authorities of the state to TADI or AGDC to carry on day-
to-day commercial work in the project. As the project
noves forward the intent is to renove the agencies from
the day-to-day commercial operations and allow the
business to be the business as long as the interests of
the state are protected. Alaska LNG Parties is
specifically those with an interest in the ownership of
the infrastructure and the capacity created by that
infrastructure, that being separate than the ownership
gas in the infrastructure, which is where the
Adm ni stration has an interest.

4. Producer Parties: have interest in the producing fields.
There is a lot of work that will have to happen between
the Admi nistration and the Producer Parties to setup how
gas is delivered to the state or the project. There are
pl aces where the Producer Parties are separate from the
Adm ni stration and fromthe Al aska LNG Parti es.

3:51:41 PM

MR, PAW.OANBKI addressed "Key Recitals" in pages 2 through 4 of
the HOA. He explained that the purpose of the Recitals Section
is to describe the context for the agreenent, recent events, and
articulate certain goals and direction for the Alaska LNG
Project. He pointed out that "Key Recitals" recognize the
f ol | owi ng:

1. Changed circunstances: Governor Parnell <called for a
change in direction wunder the AGQA License in the

SENATE RES COW TTEE -7- January 27, 2014



devel opnent of North Slope Gas Project to an LNG Project;
that process started several years ago and has led to the
devel opnent of the HOA docunent.

2. Funding by the State under AGQ A: provided support for key
activities for t he LNG Project t hat both the
Adm nistration and TADI believe that transitioning from
AG A to a nore comercial relationship was appropriate.
The Summer Field Season conducted north of Livengood in
2013 is an exanple of a key activity.

3. AGDC is pursuing the Al aska Stand Al one Pipeline (ASAP)
Project: the two parties intend to cooperate with the
Al aska LNG Project. The Governor nmde reference to the
recognition during his State of the State address as
Al aska's "ace in the hole."

4. Alaska LNG Parties: wish to ranp up the Pre-Front End
Engi neering and Design (FEED) phase of the LNG project,
which is estimated to cost over $400 mllion during the
next 12 to 18 nont hs.

3:53: 50 PM

MR. PAW.ONSKI said Article 1 of the HOA goes from pages 4 - 7 of
the agreenent. He noted that Article 1 provides key definitions.
He explained that capitalized terns have very specific meetings.
He noted key ternms used in the agreenent as foll ows:

1. Enabling Legislation: describes the key conponents of the
| egi slation necessary to advance the project. Enabling
Legislation as constructed in the statute wll be
conpared with what is envisioned in HOA The docunents
will be matched up going forward.

2. Menorandum  of Understanding (MW): refers to the
agreenent, referenced in Article 5.4, between the state
and TransCanada. The MU allows for the transition from
the AGA license into a nore traditional comercia
relati onship of a shipper-transporter.

3. Pre-FEED: neans the Pre-Front End Engineering and Design
work and activities for the Al aska LNG Project that are
sufficient to support filings for the Federal Energy
Regul at ory Conmi ssi on ( FERC)

4. Royalty in Kind (RIK): is what is described in Article
8.1.1. Alaska can take its share of gas produced in lieu
of receiving paynment for its royalty val ue.

5. Tax as Gas (TAG: used where there is an opportunity for
certain production tax obligations to be paid wth
"nmol ecul es" instead of in val ue.

3:56: 07 PM
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MR. PAW.OABKI addressed "Key Provisions" from "Principles and
Benefits" set out in Articles 2 and 3. The Key Provision for a
principle set out in Article 2 is as follows:

Recogni zes that if enabling legislation is passed that
t he Parti es, i ncl udi ng the Adm nistration, woul d
negoti ate contracts that would incorporate the principles
in the agreenment; this is consistent with the phased-
approach where the HOA provides the guiding principles

that will then inform the work on nuch nore detail ed
agreenent in and anongst the different parties to the
HOA.

He explained Article 3 regarding the Key Provisions for benefits
of the Al aska LNG Project as foll ows:

1. Gas to Al askans,

2. Jobs for Al askans,

3. Revenues to Al aska,

4. Opportunities for additional gas devel opnent.

He referred to Conmmssioner Balash's statenent that the
interests for the state have not changed. He asserted that the
HOA process positively denonstrates parties working together to
sol ve probl ens and support benefits going forward.

He said Article 4 is a key article in HOA and descri bes the work
that will be conducted during the Pre-FEED stage. The Pre-FEED
stage is expected to take between 18 and 24 nonths. After Pre-

FEED is done, each party will reevaluate the project, the stage
of the project, and nmake the individual decision to advance. The
Governor described the process as a "staged approach."” He
expl ai ned that measured and nethodical steps will be taken to

advance the Al aska LNG Project through the stage-gates as nore
is learned and each party's conmm t nent grows.

He explained "Key Activities" described in Article 4 about the
Pre- FEED st age as fol |l ows:

1. The devel opnent of sufficient information for evaluating
the technical, cost, and schedul e aspects of the Al aska
LNG Project; this is conparable to the devel opnent of a
bl ue-print.

2. The devel opnent of key project services agreenents for
Al aska's gas with TransCandada and AGDC or subsidiary.
State agencies and Adm nistration will have to enter into
agreenents for the novenent of gas through the pipeline
and through the liquefaction facility by working with the
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agencies' counterparties and agents in a transparent way
to protect Al aska's val ue.

3. The Parties wll work to develop nutually agreeable gas
of ft ake and bal anci ng agreenents.

MR. PAW.OABKI noted a previous reference of how gas cones into
AKGP and how the state takes possession of the gas; that is a
key contractual and devel opnent work that has to happen during
the Pre-FEED period. He said there are tw fields that are
initially underpinning the Al aska LNG Project at the beginning:
Poi nt Thonmson and Prudhoe Bay. He said Point 3 in key Article
4's "Key Activities" addresses how the state is taking its share
from Point Thonson and Prudhoe Bay conbined as delivered into
the LNG Project and then taken out as LNG

3:59: 36 PM

He remarked about the Royalty Study that was issued by DNR and
referenced by Conm ssioner Balash as a key piece of work that
identified sone deep concerns the state had in engaging in
taking gas in-kind. One of the key concerns was the State's
i nexperience in marketing. In Article 8.3.3 there is a
commtnment by the State and Producer Parties to work together
with each producer to individually develop agreenments for the
di sposition of a portion of Alaska's LNG During the Pre-FEED
stage the State will have the opportunity, not the requirenent,
to pursue joint-marketing with each producer individually for a
share of the LNG that goes a long way to solving the State's
i nexperience in engaging in the LNG market where the Producer
Parties participate on a daily basis.

SENATOR DYSON addressed Point 3 and asked if “"nutually
agreeable” includes a decision by the Aaska G| and Gas
Conservation Comm ssion (AOGCC).

MR.  PAW.OWSKI answered that AKGP and production of gas at
Prudhoe Bay and Point Thonson will have to go through the AOCGCC
He said the provision noted in Point 3 is not contenplating how
to work with the AOGCC, they are a separate entity and wll
define what needs to be done to protect Alaska' s hydrocarbons.
He set forth that the provision is in reference to the State
working with the Producer Parties to develop how the State gets
gas and nmnages balancing of the different streans to neet
Al aska's obligations. AOGCC will maintain a conpletely separate
revi ew process.

SENATOR DYSON asked to confirm that AOGCC will not be invol ved
in the Pre-FEED stage. He assuned that AOGCC will be involved
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with the outcome fromPoint 3 and will do its job to protect the
peopl e of Alaska's interests.

4:02:21 PM
MR. PAW.OASKI answered correct. He said AOGCC will be involved
at a later date to protect Al aska's interests.

COWM SSI ONER BALASH di scl osed that DNR shares a concern with the
i n-kind approach in that the State does not control which field
is produced and what anount; it really matters to the State due
to varying royalty rates between Prudhoe Bay and Point Thonson.
He asserted that the State does not want to be stuck short or
| ong because of a decision nade by AODCC as to which field can
or should be produced first or last. He explained that the off-
take agreenents wll speak to how much of the gas that is
produced cones to the State and the bal ancing agreenents wl
help to make sure the State does not w ndup short or |ong either
in a nonent or over any given period of tine. He continued that
Point 3 refers to agreenents between DNR-DOR and the Producer
Parties as to what anount of the gas will cone to the State as a
function of production, AOGCC s overlay is not addressed.

SENATOR DYSON asked for further clarity in Comm ssioner Bal ash's
coment s.

CHAIR G ESSEL noted clarification has occurred later in prior
testinoni es that she attended.

4:04: 11 PM
SENATOR FRENCH addressed Point 3 and asked if AOGCC will or wll
not be invol ved.

MR. PAW.OABKI specified that AOGCC is above any decision that
gets made between parties. AOGCC is a separate approval process
that is designed to protect the state's resource in hydrocarbons
and maxi m zi ng hydrocarbon recovery. He specified that AOGCC has
arole to play, but not within Point 3.

SENATOR FRENCH noted that AOGCC is thought of as setting the
offtake from the North Slope; what is safe to be produced from
Prudhoe Bay, Point Thonson, and Kuparuk. He said the rate AOGCC
has set so far is far below what is eventually believed a gas
pipeline will deliver. He asked when the AOGCC s decision wl
be revisited.

COWMM SSI ONER BALASH replied that the operator at each field wll
need to submt an application to AOGCC for setting the allowable
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offtake that will very likely come in the Front End Engi neering
and Design (FEED) stage of developnent. He noted an interesting
tension wll occur prior to gas offtake regarding the
possibility for added investnment for oil recovery.

4. 06: 26 PM

MR. PAW.OABKI addressed the phased stages of devel opnent. He
noted that the State and the Parties are finalizing the Concept
Selection Stage of the project; at that point there is a stop-
and-go decision whether to nove AKGP into the Pre-FEED stage. He
declared that the Parties believe that there is an opportunity
for Alaska gas to conpete globally in the LNG market. The next
step is to go through the ranp-up of the Pre-FEED stage. Once
the Pre-FEED stage ends in 18 to 24 nonths, a stop-and-go phase
occurs to decide whether to nove on to the FEED stage, each
party makes that decision for thenselves. The investnent in the
Pre-Feed stage is hundreds of mllions of dollars, the FEED
stage is in the billions, and the Engineering Procurenment and
Construction (EPC) phase is in the tens of billions. The
commtnment to AKGP and the investnent grows during stage gate
advancenent. The HOA is the governing docunment for how to
advance through the Pre-FEED stage; that is the decision on the
table. He said there will be lots of other agreenments that wll
come back to the legislature and the public as AKGP noves to the
FEED stage. He noted that increased commtment by all of the
parties will occur in order to nove AKGP forward.

4:08: 21 PM

He addressed Article 5 and noted that the article describes how
the State would participate in AKG and recognizes sone "key
provi sions" and el enents of state participation as foll ows:

1. State participation in the AKG could yield significant
benefits to Al aska as foll ows:

A Maxi m zing the value of the state's resources for
t he peopl e of Al aska.

B. Delivering gas to Al askans.

C. Public transparency of the state's approval process.

D. An opportunity for additional state revenues; wth
that investnment in infrastructure conmes a return on
t he i nvestnent.

E. Access and pro-expansion principles for AKGP that
the state achieves by being an owner in the Project
and having access to the rights, not the obligation,
but the rights to expand AKGP

F. | mproving alignment of interests between the State
and the Producer Parti es.
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G Reduci ng val uation and other potential disputes that
Al aska is used to over the | ast several decades.
Agai n, having people work together to solve
probl enms, rather than fighting over AKGP.

2. State participation in t he infrastructure by
entering into agreenents wth TransCanada and a
subsidiary of AGDC to carry the state's interest in the
i nfrastructure.

3. State's interest should be consistent with the state's
share of the gas.

MR. PAW.OWBKI said Article 5 describes the state's share of the
gas as a conbination of +the state's royalty interest and
production tax interest. The HOA contenplates a range sonewhere
between 20 and 25 percent, sonmething nutually agreeable to nove
t he project forward through pre-FEED

4:10: 22 PM

He said Article 6 describes the regulatory framewrk and
references sone of the access and expansion principles that wll
govern AKGP not just during the Pre-Feed stage, but through the
life of the project. He explained four "key provisions" in
Article 6 as foll ows:

1. At least five Al askan offtake points for Alaskans to
get access to their gas.

2. Locations of offtake points wll be developed in
consultation wth AGDC. AGDC s work on ASAP by worKking
with Alaskans and planning for the devel opnent of in-
state gas really adds value to AKGP. AGDC s open season
work going through the first quarter of 2015 matches up
on the calendar to the Pre-FEED work being conducted by
AKGP. There is a lot of potential for synergy and
cooperation that we have not identified and would be
premature to identify at this point; this is one we saw
right out the gate that provided real Dbenefits to
Al askans and AKGP.

He said the regulatory franmework recognizes that there is an
opportunity because FERC, Section 3, provides the availability
of what can be a tailored regulatory framework where the State
working with the Parties, can develop comercial terns that neet
the regulatory needs of the state to protect the state's
interest and provide access to other producers into the project.
He set forth that the regulatory framework has led to the third
key provision in Article 6 as foll ows:
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3. Each Party's shares in the capacity of the infrastructure
are managed by each party on a "live and let [ive"
basi s.

MR. PAW.ONSKI explained that Key Provision 3 provides a real
opportunity for the State to nmake sure upfront that its
capacity, working wth TransCanada and AGDC, can operate as
noted in the fourth key provision:

4. AGCDC and TransCanada's shares of capacity in the Project
are conmitted to provide access to third parties on terns
devel oped with the state.

He summarized that Key Provision 4 does not say that other
parties won't nanage theirs to provide the noted benefits, but
the opportunity is upfront and clearly existing on the state's
share of the infrastructure.

4:12: 42 PM
He explained why the expansion principles are inportant as
fol |l ows:

1. Al aska has significant gas resources on the North Sl ope

2. Current known reserves are 35 trillion cubic feet (TCF).
The USGS esti mat es of technically recoverabl e
conventional gas resources in the Arctic are nore than
240 TCF. The AKGP needs to be about opening up the
opportunity for the North Slope gas, in addition to the
state's gas, to find an avenue and way to narket.

3. Pro-expansion principles guarantee Alaska |and beyond
Prudhoe Bay and Poi nt Thonson continue to be explored for
gas and that gas wll get into the line to benefit
Al askans.

He addressed "Appendix A: Pro-Expansion Principles” in Article
6. He explained that the Parties will be conmtted to sone very
core principles. He specified that each owner of a conponent or
a share of a conponent has the right, but not the obligation, to
expand or participate in the expansion. He pointed out in
Appendi x-A that the bias is towards expansions proceeding; as
long as those are developed on a sole risk basis. The
opportunity exists to open the infrastructure to nore parties to
come in. He enphasized that all of the Parties have agreed to
the process for initiating expansion and ©providing the
opportunity of each of the owners to participate. The owners
participate in the expansion by naking the expansion bigger. He
asserted that the expansion provision is a critical piece to the
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HOA and novenent under the regulatory principles in Article 6 is
as foll ows:

You see attention in connection between Article 6 and
the state's wllingness and interest in advancing,
under FERC Section 3, through that tailored regul atory
framework, to the developnent of the commercia
principl es detailing what t hese pr o- expansi on
principles are saying today.

4:15: 00 PM
SENATOR MCGUI RE stated her appreciation towards the "Big Three"
producers, but noted previous discussions on the limtations

presented by the way the Unit QOperating Agreenent was drafted in
a way that has materially prevented opportunities for one party
or independents from doing things they want to do that m ght
benefit Al askans. She noted the "legalize" |anguage in HOA and
asserted that there are always attorneys willing to defend both
sides of an agreenent. She set forth her desire to have sone
di scussion to know that the thought exists to really think
through that the HOA is pro-Alaska. She said she is aware the
gasline will be operated as a contract carrier and understands
the desire to protect the Parties, but noted the future
necessity for Alaska to provide an opportunity to expand. She
remarked seeing circunstances where soneone could argue that
expansion could materially affect a conpany's bottom line and
preci pitate a stance agai nst expansi on.

MR. PAW.OABKI replied that there are caveats to any expansion
policy that are contained within HOA. He continued as foll ows:

One of the things from ny experience and | believe
Conmi ssi oner Bal ash shares as well in working through
this docunent is especially in the devel opnent of
t hese pro-expansion principles, we really saw one of
the benefits that TransCanada as a partner brings to
the table. Renmenber why TransCanada was engaged during
the AQ A process, there were mny Alaskans that
t hought having a pipeline conpany being able to
operate as an independent pipeline conpany brought
benefits because their bias was always towards
expansion. The flip side of that is that their
interest is in the expansion not necessarily keeping
costs down in the sanme way that the producers want to
in defending the value of their gas. So there was
al ways that tension. But on the expansion side in
being able to operate as a third party pipeline
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conpany; we saw this as enabling that and | encourage
you as TransCanada cones before this comrittee as a
panel, asking them about do they see these expansion
principles providing them the opportunity to really
have those expansions and there are sone "terms of

art" here, but they represent sone very clear
decisions at the federal I|evel around how expansions
work and we'll be able to get into that detail wth

the commttee in the future.

4:17:54 PM
SENATOR MCGUI RE asked to clarify that "terns of art" specifies
FERC rulings and | anguages specifically related to expansions.

MR. PAW.OABKI replied that Senator MQGuire is referring to the
"Panhandl e Deci sion."

He addressed "enabling legislation" referenced in Article 7 in
HOA. He explained that Article 7 describes the necessary
conponents of enabling legislation that the Parties believe is
necessary to advance the project through Pre-Feed. Article 7
descri bes the two-stage process that the Governor articulated in
the State of the State Address. The HOA asks the legislature to
take a |l ook at setting general take-terns today and enabling the
Adm ni stration, AGDC, and TransCanada to really get to work
crafting sone of the nore detailed agreenents by testing the
mar kets, seeing if there is a viable project, and then having
the contracts cone back to the legislature as the project
advances through Pre-FEED. Mre detailed design work wll be
received and better project estimates provided before a decision
in the FEED stage is made. He explained that the |egislation was
devel oped by the Admi nistration and the conmittees will need to
engage all of the parties to match the legislation up to the
necessary conponents of HOA

4:19:46 PM
He explained the advancenent timeline through enabling
| egi slation as foll ows:

e April 2014: Legi sl ature passes enabling | egislation.

e 2014 - 2015: Adm ni stration and Al aska LNG Proj ect
Parties devel op project enabling
contracts.

MR. PAW.OABKI noted that wunlike previous efforts, there is not

the belief that one contract will make AKGP go forward. He said
there are nmultiple agreenents wth the rmarket, service
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provi ders, and producers that are going to need to be devel oped
to govern an LNG project. He pointed out that nmultiple
agreenents are one of the challenges of an LNG project that are
di fferent than an overl and pipeline project.

He continued to address the advancenent tineline as foll ows:

 2015: Legi sl ature considers project enabling
contracts.

e« 2015 - 2016: Parti es deci de whether to advance to FEED

4:20: 55 PM
He addressed Article 8 and explained that the article describes
the royalties and production tax nechanisnms that wll provide

the type of clarity needed for parties to know what the state's
share is in addition to other Parties in each elenment of the
infrastructure. He referenced the State Participation Provisions
and noted that the state's participation in the infrastructure
needs to be consistent with the state's share of the gas. He
specified that the state's share of the gas is derived from a
conmbi nation of royalty plus production tax.

He explained sonme "Key Provisions" in the Royalty Section as
foll ows:

1. Alaska Statute AS 38.05.182(a) provides that "Royalties
on oil and gas shall be taken in-kind unless the
conm ssioner (DNR) determines that the taking in nobney
woul d be in the best interest of the state;" that is the
law of the land directing the Comm ssioner to gas in-
ki nd.

2. The Novenber 2013 "Alaska North Slope Royalty Study”
performed by Black & Veatch identified potential issues
related to Alaska taking in-kind, primarily those
associated with marketing risk. What Article 8 really
recogni zes is that we see real opportunities in-kind and
we see sone risks, but we need to work together with al
of the parties to mnimze those risks and maxi m ze those
benefits. W believe sone of the ternms that they agreed
to in the HOA provide the first material step to solving
t hose probl ens.

3.In Article 8.3.3 the Producer Parties commt, if asked by
the state to "Negotiate separately wwth the state in good
faith to enter into an agreenent with the state regarding
t he purchase or other disposition of a portion of the LNG
that is made from the state's deliveries (RIK + TAG of
natural gas to the Al aska LNG project.” That wllingness
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to step up and work with the State on the marketing issue
provi des an avenue to start to solve sone of that in-kind
concern.

MR. PAW.OABKI explained that Article 8 additionally covers the
concept of taxes-gas. He said as legislation noves forward there
is an opportunity to provide the ability to pay production taxes
with nolecules instead of noney, just as royalty would be paid
with nolecules instead noney; those nolecules wll be sold
through contract converted into revenues flowed back to the
state. He set forth that as the legislation continues, the
committee will see the way DNR and DOR are structured to work
together to manage the flow back to the General Fund and defend
the interest. He sunmarized as foll ows:

The HOA provides, given resolution of sonme of the
issues and risks that we see, that this 1is an
opportunity to nmaxim ze the state's value and we see a
chance here to nove forward. W |ook forward to
working with all of the parties to advance under this
agr eenent .

4:23:45 PM

SENATOR DYSON referenced Article 8 and noted a previous issue
with oil and gas producers in dealing with "fiscal certainty."”
He summari zed that the proposal in Article 8 is kind of a "back
door” way of having production taxes around the principle of
future |l egislators not being bound by present actions.

COWM SSI ONER BALASH replied that what Senator Dyson is touching
on is sonething that is going to be a very inportant facet of
the negotiations and contracting that takes place over the next
few nonths. There is going to be a nunber of things that the
parties have to sit down and work through in answering the "what
ifs." He noted that one "what if" is going to be what if the
| egi sl ature changes taxes, up or down, and what opportunities or
chall enges will be presented. He pointed out that the State will
have nultiple comercial relationships and interconnections by
and anong the Parties. He continued to address the question
regardi ng fiscal uncertainty as foll ows:

Utimtely how we resolve that question is going to
receive an inordinate anount of scrutiny in 2015. W
aren’t certain how that's going to be solved today.
VWhat | can tell you is that the desire, fundanentally,
for some nmeasure of predictability as to our share of
the gas and the duration of the ternms for the state
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will becone very inportant because if we're going to
take out capacity on our infrastructure for 20 plus
years, we're going to want sone certainty from the
upstream parties that they're going to provide gas.
W're also going to have the need for understandings
around the market against the sale of the LNG itself.
The manner by which all of the Parties achieve those
el ements  of certainty that allow them to get
confortable with the decision to invest is going to be
one ultimtely based on sone interdependence.

4:27:10 PM

SENATOR DYSON asked if there is a nechanism whereby future
| egislatures would be precluded from changing production

profit, or windfall taxes soneway related to getting paynent in
nol ecul es instead of dollars.

COWMM SSI ONER BALASH replied that his expectation is not a "thou
shalt not." He explained that the question is what w || happen
"L

SENATOR DYSON clarified that Conm ssioner Balash is saying that
the intent is trying to structure the agreenent so that if an
irresponsible legislature or admnistration in the future tried

to kill the "golden goose,"” the trip-wires within the contract
woul d make it denonstrably not in their interest to kill the
goose.

MR. PAW.OABKI offered that noving on to the next topic touches
on the question Senator Dyson raised.

He addressed Articles 9 and 10 in HOA that detailed other terns
that are necessary to advance a project. He continued to
describe Articles 9 and 10 as foll ows:

At the stage we are at in this project, we
collectively, not just state, don't know what is
necessary to advance the project. Wen you talk about
durability or frameworks and how long the contracts
are going to be, we don't have the answers to those
yet. There's an inportant difference between trying to
do sonething through a back-door rather than saying,
"They're going to have to be sufficient duration to
contracts to make a project work;" those are all going
to be done in the Iight of public and part of a public
di scussi on over the next several years, it's not a "W
shoul d make that decision today.” W need to continue
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to work for, not just what the other Parties need, but
what the state does. Article 9.2 tal ks about sone key
criteria for duration. There can be durability, but it
is for specific reasons and it is to support
i nvest ment deci si ons, perm t realization of a
conpetitive economc return to enable necessary
financing, and to support gas and LNG sales. There's
going to be reasons why things need to have
durability, not durability for durability's sake. One
of the things we talk about is if there is not gas
commtted, what is the durability around that. W have
to work through those problenms, they are going to be
big problens, but that is part of the phased stage-
gated approach to this project. As conmtnments from
both sides build, the level of commitnent of both
sides build until we have a project.

4:30: 45 PM
SENATOR DYSON declared that he should not have used the phrase
"back door." He asserted that he did not nean sneaky, but a

really different way of approaching the stability in limting
He asserted that sonme of M. Balash's statements sound al nost
i ke production tax as being part of the royalty framework.

MR. PAW.OABKI replied that the attenpt with the production tax
as "gas concept” is to, from an econoni c perspective, get closer
to the royalty and there are a nunber of reasons why to do that.
He explained that production tax is a cost, if a producer is
| ooking at marketing gas it is a cost. He pointed out that the
carve-out for Cook Inlet's tax ceiling was |argely because
changes in the production tax at the tinme flowed through to the
rate payers in the contract. The end result was a carve-out for
Cook Inlet taxes to protect the gas market in Cook Inlet. Having
the production tax shift over to something that is simlar to

royalty will renove that as a cost from the perspective of a
producer who is trying to market. He noted that sone inportant
nuances regarding the production tax shift will be addressed in

|ater legislation. He said everything is about how cheaply all
of our gas gets to conpete with British Colunbia, Russia, and
the Australian projects that are trying to chase the sane
mar ket. There are still costs in the state-take, but by shifting
production tax to sonething that is supported by state
i nvestnment, we don't have to cut the tax to the sanme way, yet we
can allow the gas to be conpetitively priced.

4:32:34 PM
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SENATOR FRENCH asked to clarify that Alaska' s production,
royalty, and property taxes wll all be collapsed into one
paynment which will conme to the state in gas rather than noney.

MR. PAW.OMNSKI replied that a key difference is that the property
tax is not included. He explained that the state gas share is a
conbi nation of the royalty plus the production tax. The property
tax and the corporate incone tax are separate considerations
that are outside of the state's gas share.

He continued with Articles 9 and 10, calling attention to Point
1 regarding property tax. He said property tax on a $45 to $65
billion piece of infrastructure is a mpjor cost to the project.
There are substantial property tax revenues derived from an
infrastructure investnent the size of AKGP. He explained that
Al aska's property tax is shared with nunicipalities in |ocal
jurisdictions. He asserted that the Adm nistration was not going
to come to the table with a proposal for property tax wthout
engaging in a consultative process with the tax paying and tax
jurisdictions, in addition to municipalities that are not
directly related to the project. He said in HOA is the idea that
in consultation with |ocal governnments, another thing that wll
be pursued is the devel opnent of a paynent in lieu of tax system
and inpact paynents to govern the project. There is a lot of
opportunity to help, we have seen many bills introduced the
years to suspend property taxes during construction, as
incentives to nove the project forwards. He asserted that the
state needs to work together with communities who are going to
share the taxing jurisdiction to develop what is the best way to
benefit them and the state to nove the project forward; that is
a whole separate substantial revenue stream to both the state
and nmunicipalities for the project.

4:34:57 PM
SENATOR FRENCH asked where corporate incone tax was being
addr essed.

MR. PAW.OASKI replied that there is no contenplation of anything
related to corporate incone tax. He noted that corporate incone
tax will be addressed in HOA and specified in the statutes
introduced to the legislature that there is a key part of
i ncluding the production tax gas in the apportionnent factor for
the calculation of corporate incone tax to be sure we are doing
the apportionnment factors correctly for corporate incone tax.
There is no real changes to corporate incone tax that are
necessary.
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4:35: 33 PM
MR. PAW.OWNSKI continued to address "key provisions” in Articles
9 and 10 that included: the developnent of infrastructure;

| ocal, state, and federal permtting requirenents; and the
continuation of a healthy, long term oil business. He said the
devel opnent of gas and the conpetitiveness of gas will depend on

how the cost of the Prudhoe Bay and North Slope infrastructure
are being borne. He summarized that a healthy, long term oi
busi ness is key to noving gas forward.

He addressed Article 11 and explained that the provision
provi des key principles that are guidance for the project going
forward that are very inportant to Al askans. He set forth that
AKGP's estimated cost is $45 to $65 billion with a peak
construction workforce of 9,000 to 15,000 jobs. He noted that
the exciting part of an LNG project is the long term operationa
jobs that exist in Alaska. He explained that pipelines have a
smal |l er operational workforce than an LNG plant; current AKGP
estimates show 1,000 long term jobs in the operations stage. He
noted the inportance in understanding the need to be sure that
AKGP was supporting key principles to Al askans by:

e Hiring Al aska residents,
« Contracting wth Al aska busi nesses,

 Participating wth the Al aska Departnent of Labor
VWor kf orce Devel opnent to update training plans,

e Providing training for potential Al askans to work on the
proj ect,

« Commtting to negotiating in good faith for project |abor
agreenents.

He said all of the previously nmentioned key principles provide a
mechani sm for Al askans to participate in and benefit from AKGP
He set forth that AKGP is a nmultigenerational econoni ¢
opportunity for the state.

He referenced Point Thonmson and noted the inportance in the
Adm nistration's efforts to work together wth the working
interest owners to cone to an am cable settlenent. He asserted
that the Point Thonmson Settlenent junp-started and served as a
foundation in the developnment of AKGP. He detailed that the
reserves of gas at Point Thonson are critical to noving AKGP
forward with the Prudhoe gas. He nentioned a quotation from a
| etter dated October 2012 to Governor Parnell as follows:

SENATE RES COW TTEE -22- January 27, 2014



Wi | e Nort h Sl ope gas comerci al i zation is
chal l enging, working together, we can maintain the
noment um toward our shared vision for Al aska.

MR PAW.OWKI noted the difference made from the Point Thonmson
Settl enent as foll ows:

Wen | think as Alaskans we find so different about
this effort is that it provides a nmechanism in the
Heads of Agreenent in going forward for the parties to
work together instead of fighting over a project that
is going to be critical to Alaska's future.

4. 38: 58 PM

He revealed that a website [ww.dnr. al aska. gov/ AKgas. htm wll
be accessible for the legislature and public to follow additions
to the supportive information and docunents provided for AKGP.

SENATOR FAI RCLOUGH noted that Al askans wll want to know why
TransCanada.

COWM SSI ONER BALASH explained that the State has been working
with TransCanada in the AG A framework and the proposed project
is a step forward and continuation. He set forth that the State
is leaving the AGA license behind wth TransCanada and
continuing to nove forward with TransCanada. He explained that a
presentation on terns with TransCanada will be presented to the
committee at the following neeting. He specified that the terns
with TransCanada wl| be a nore traditional conmer ci al
rel ationship. He said the presentation will highlight for the
commttee and the public the reasons why it nakes sense for the
state from a comerci al and quantifiable standpoint. He
expl ained that qualitatively there are a couple of things he can
point to regardi ng TransCanada:

Preem nent pipeline conmpany in North Anmerica,

Knows how to operate in the Arctic,

Denonstrated to be a worthy partner with DNR,

Shoul dered up with the other Parties and found sol utions
to probl ens.

PwONE

COWMM SSI ONER BALASH decl ared that at the end of the day what the
DNR sees as the real value is to have a conmpany that is going to
be able to do the foll ow ng:

1. Step in and operate |ike an independent pipeline conpany,
2. Knows the state,
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3. Has been in Alaska and is famliar with issues that are
i nportant to Al askans,
4. Not going to face a steep |earning curve.

He explained that the Adm nistration considered strongly whether
to continue forward wth TransCanada and the fact that
TransCanada was prepared to neet Alaska's terns was no snall
thing. He revealed that DNR wll get into the specific
conbi nation of the terns, the debt to equity ratio, and sone of
the options that will be held by the state.

4:42:21 PM

SENATOR FAI RCLOUGH set forth for the departnments to be prepared
to answer why TransCanada would put U S. interests in front of
Canadi an interests when Canada has a project that is trying to
conpete specifically with the sanme market that Al aska is going
after. She said she would |ike the people of Al aska to hear the
safeguards that are in place to make sure Al askan interests are
in front of Canadian interests in reference to AKGP.

SENATOR M CCICHE stated that he finds Section 9.3 interesting,
especially 9.3.1(b) in reference to inpact paynents during
construction. He asked if M. Paw owski could explain inpact
paynents and if the costs could be incurred as an additional
service prior to there being any taxabl e val ue.

MR. PAWOWMKI replied that DOR has not delved into inpact
paynments when consulting with local comrunities. He explained
that inpact paynents are traditionally neant to substitute for
what would be the property tax value during the construction
period. He said assets are put into place wth taxable value
during the construction period. He continued to address working
Wi th communities to determ ne inpact paynents as foll ows:

How exactly the inpact paynents and the paynent in
lieu of taxes are structured is going to depend a |ot
on the needs of the project in terns of net present
values and the needs of the communities for revenue
before construction. As you know there is a major
i mpact on communities of an influx of workers, of the
needs of the infrastructure, so there's got to be a
bal ance sonmewhere of how those inpact paynents are
supporting those very real needs at the local |evel
while providing an opportunity for the project's
sponsors, which in this case would also include the
state, to achi eve a strong val ue on t he
commercialization of the project going forward. W
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don't have an answer, we have not predetern ned what
the nunbers should look like, and we |ook forward to
the process of working with communities to get there.
As in the Pre-FEED stage, we know nore about what the
needs are going to be at the conmmunity |evels.

4:45:16 PM
SENATOR M CCICHE declared as a forner small town mayor that he
believes it is an excellent consideration to have an agreenent

and is glad to see it. He remarked that comunities wll be
conforted to know that they are being |ooked out for pre-
construction conpletion. He said he will be working with the

Department of Labor on the |legal constraints for Al aska hire. He
noted testinony on gas to Al askans, jobs to Al askans, and

revenue to the state. He asserted that "jobs to Al askans" is
sonmething that he would like to revisit pertaining to the extent
of the constraints. He asserted how AKGP is received will vary

dramatically and depend on opportunities existing for young
Al askans.

COM SSI ONER BALASH replied that the intent is to deal wth
"jobs to Alaskans" in a new way and wait until right before
construction begins in order to not allow |awers enough tine
before jobs are avail abl e.

SENATOR DYSON commented that there is an awful lot that is not
being said during the overview. He nentioned being in the
| egislature for 18 years and noted two issues regarding |abor
agr eenent s:

1. Construction unions with bylaws that do not allow Al askan
hire if out of state union nenbers are on the nenbership
rolls.

2. Senator Bishop will provide great help to the commttee
to support an Alaskan who is qualified and can be
licensed under state |law can becone a bargaining unit
nmenber. Bargaining units should have Al askans on their
books in other jurisdictions.

MR. PAW.OASKI added that through settlenments and contracts there
are a lot nore things that can be done about Al aska-hire than
through statutes. He noted that the departnents can assist the
committee in providing guidelines for contractual devel opnent.
He asserted that HOA has captured the Al aska-hire principal and
noted the inportance of structuring the agreenent going forward.

4:48: 30 PM
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SENATOR FAI RCLOUGH noted Senator Dyson's concerns. She specified
that one of the issues on a project |abor agreenment for her
consideration is going to be retirenment portability. She
referenced the period during the Trans-Al aska Pipeline System
(TAPS) and noted that many people left wthout seeing the
benefit from their work in savings accounts w thout funds. She
addressed Senator M cciche's consideration for negotiations on
social inmpacts and noted during TAPS construction the increase
in rape and donestic violence in smaller communities. She said

she hoped that the particular social inpacts noted will not go
unnoticed. She noted that those directly involved in TAPS may
not have known about the social inpacts, but the state did

pickup quite a bit of cost in placing support facilities across
Alaska to support individuals that were traumatized, taken
advant age of, and had their |ives changes.

She inquired from an Al askan perspective if individuals wll
have an opportunity to participate in AKGP. She specified that
other bills addressed distributing a "permanent fund" so there
is investment cash flow comng into sone households that allow
Al askans to be a part of a long term pipeline investnent. She
expressed her desire for the ability for Al askans to invest or
at least be able to buy shares in one of the participati ng AKGP
entities. She noted the inportance of affordable energy
t hr oughout Al aska and addressed AKGP' s offtake points. She asked
if there will be added cost for smaller comunities receiving
| ow pressure gas fromthe offtake points.

MR. PAW.OASKI replied that Steve Butt, AKGP Project Manager wl |
address the technical aspects with the commttee at a future
meeting. He noted that the Adm nistration has been focusing on
LNG opportunities beyond the project's traditional route. He
noted an exanple of mcro-scale LNG delivered on the water and
Al aska's potential future benefits fromsmall scale LNG

He addr essed i nvest ment partici pation and not ed DOR s
commi ssioner is aware of the conplications that cone along with
i nvestment by Al askans. He said DOR will work with the commttee

to address investnent chall enges and opportunities.

4:53:21 PM

SENATOR FRENCH asked about Al aska's relationship with the other
HOA nenbers between now and whenever it waps up. He inquired
how the State works with the other nmenbers. He asked about the
$400 mllion cost for AKGP s Pre-FEED phase and Al aska's share.
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COW SSI ONER BALASH replied that the $400 million is a total
figure and Alaska's share would be a fraction of that. He
reiterated that the percentage for the state will be sonewhere
between 20 to 25 percent and the state's share will be $80 to
$100 million. He pointed out that the agreenent w th TransCanada
will not require Alaska to front any cash or neet cash calls
during the Pre-FEED phase or subsequent phases so long as the
state nmamintains a relationship with TransCanada. He detailed
that the state's share is actually going to be a fraction
further of the $80 to $100 mllion. He explained that the costs
will be reviewed during the course of the fiscal note analysis
in making sure that the State's subsidiary is sufficiently
capitalized to neet the expected cash call needs during the Pre-
FEED phase.

SENATOR FRENCH addressed the election between Royalty in Kind
(RIK) and Royalty in Value (RIV) as sonething Al aska has al ways
treasured and enjoyed being able to exercise. He said RIK and
RIV are one of Alaska's prerogatives of being sovereign. He
asserted that HOA and enabling legislation will surrender RIK
and RIV to producers by Iletting them nmake a onetine and
irrevocabl e choice. He asked why Al aska should give up sonething
that the state enjoys using for nultiple years in the oil area.

4:55:46 PM

MR. PAW.ONSKI replied that the choice on tax as gas is not given
to the producer. He specified that the choice of tax as gas
depends on the DNR initially making nodifications to specific
| eases. The option for tax as gas only becones available if the
state elects to do so and then the tax as gas option becones
avai | abl e.

SENATOR FRENCH asked about the royalty side.

4:57.:03 PM

COWM SSI ONER BALASH addressed the recent Royalty Study that
specified legitimate comercial conplaints with regard to the
state's ability to switch back and forth from RV to RIK He
noted that the state's ability to switch back and forth does not
al ways create problens, what matters is how nuch of the gas in
guestion is being commtted to Sales and Purchase Agreenents
(SPA). He explained that Prudhoe Bay has 24 trillion cubic feet
of gas and if the collection of SPAs total 16 trillion cubic
feet of gas, the state's ability to switch is not going to
create a conplication for the buyer, seller, and relationship.
He stated that a commercial hardship may occur if the state
decides to switch when the SPAs necessary to underwite AKGP add
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up to 24 trillion cubic feet. He noted the challenge for a
seller to tell a buyer that gas is available for 20 years unl ess
people in Alaska decide to switch. He remarked that the choice
to keep RIV and RIK switchable is going to inpact the state's
val ue one way or the other. He continued to explain as follows:

Whether we feel it in the value we realize or whether
we nmeke a long term commtnment to one form or the
other, there is a choice to be nmade here and we can
choose to keep it on a switchable basis, but it is
going to inpact our value one way or the other and
that is sonething that when we do get to the
legislation you will see we are not asking for a
choice to be made and left, it is going to depend upon
the circunstances that we face based on the |essee
that is approaching us. Again, going back to the
question of whether or not the SPAs involved are
cormitting all of the gas, or just sonme of the gas.

4:59: 37 PM
SENATOR FRENCH replied that he looked forward to the
conver sati on.

CHAIR G ESSEL asked how Comm ssioner Balash would respond to
peopl e who asked why AKGP will go forward when so nany have
fail ed.

COW SSI ONER BALASH remarked about the collection of parties
that have signed on to HOA has not existed over the past 10 to
15 years. He said the collection of parties alone is not the
answer and a commensurate commitnent level wll be required for
AKGP to proceed during developnment. He set forth that the State
is going to reserve certain prerogatives and choices by
maintaining its "ace in the hole" through AGXC and the ASAP
Project. He noted that the inpact from the Point Thonson
Settlement (PTS) goes directly to the producers' commerci al
interests. He explained that PTS resulted in an obligation on
the part of the |essees to do certain things to hold their
| eases. The | essees acknow edged that the land is the state of
Al aska's and doing nothing will result in |lessees losing their
| eases. He said first along the way to developnent at Point
Thomson is the initial production system a relatively small
cycling project that wll Kkick out 10,000 barrels a day of
liquids and needs to be brought online by early 2016. He
expl ained that the working interest owners at Point Thonmson wil |
be able to keep sonme of their acreage if the small cycling
project is brought online by 2016 and the rest may be kept if
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the field is nmore fully developed. He detailed three ways for
the Producers to neet their PTS obligation by 2019:

1. Expand the cycling effort,

2. Bl omdown Point Thonmson and nove gas over to Prudhoe Bay
and recover nore black oil,

3. Sanction a major gas sale project.

COWM SSI ONER BALASH addressed the scheduled progression form
Pre-FEED to FEED to Final Investnent Decision (FID) and the
associated tinelines. He noted that FID is projected to occur in
2017 or 2018, beating the 2019 date. He asserted that retaining
Poi nt Thomson | ease positions, staying on plan, and conmtting
to sanction before 2019 is inportant to the | essees.

5:03:16 PM

He pointed out an issue that has confounded fol ks who want to
comerci alize Prudhoe Bay and that is the gas inpact consequence
on oil. He explained that Prudhoe Bay is both an oil and gas
field. He said for many years the Prudhoe Bay gas has been
reinjected in order to recover nore oil. He revealed that every
time gas is reinjected, less oil is recovered and a point of
dimnishing returns is reached in terns of using up the energy
to recycle gas. He asserted that there is ultimately a tipping
point, a point at which there is no longer a |oss associated
with gas bl owdown at Prudhoe Bay. He said estinates based on a
limted set of data suggest that the tipping point is going to
arrive sonmewhere in the early part of the next decade, which
coincides with the first dates that come out of the AKGP
tinmelines. He noted that BP, the operator, has access to nore
detailed information and can provide the conmttee wth
addi tional information about when the tipping point mght occur.

SENATOR DYSON set forth that as Prudhoe Bay devel opnent noves

towards trying to harvest heavy oil, carbon dioxide (CO2)
stripped fromthe gas is alnost like magic in lifting heavy oil.
He asserted that there will be a "sweet spot” in CO2 use that
will add to the economics of the gas treatnent plant and
facility.

5:05: 27 PM

COWMM SSI ONER BALASH replied that Senator Dyson's observation is
a very true statenent.

MR. PAW.OASKI added that he |ooks at what is different today and

in the future. He noted recent activity with an office opening
and land acquisition in Kenai. He said land is in place or at
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| east a good assessnent of land rights in order to file an
export license. He set forth that people are actually doing the
work that needs to be done to nove AKGP forward and the work is
happeni ng now. He stated that he does not just |look at what is
driving the longer term but are the parties doing what is
necessary today to advance the project and the answer is clearly
yes due to the work that started a few nonths ago.

5:06: 22 PM

CHAI R G ESSEL announced that TransCanada will be attending the
next committee nmeet i ng to addr ess t he Menor andum  of
Under st andi ng (MOU) .

5:06:47 PM

There being no further business to conme before the conmmittee
Chair G essel adjourned the Senate Resources Committee at 5:06
p. m
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