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ACTI ON NARRATI VE

3:30:41 PM

CHAIR CATHY GESSEL <called the Senate Resources Standing
Commttee neeting to order at 3:30 p.m Present at the call to
order were Senators Dyson, M cciche, French, and Chair G essel.

Presentati on: Heads of Agreenent (HOA) Panel Di scussion

3:32: 04 PM
CHAIR GdESSEL said today's topics wuld be the Heads of
Agr eement (HOA) panel di scussion and the Menorandum of

Understanding (MOU) with TransCanada. She said as a life-long
Al askan she was here long before the conpanies they represent
were on the ground here and she appreciated what they had
brought to the state. She grew up in Fairbanks and it changed
significantly when oil began to be produced. Today all the
anenities Al askans enjoy today conme fromtheir conpanies and its
enpl oyees' wor K.

She said they had been tal king about devel oping gas for the |ast
several decades and it's becomng nore and nore on the agenda
They often do polling about what the public thinks; she I|ikes
reliable polling and sees huge support for an instate gas
pipeline. In 2012, 60 percent of the people said yes to an
instate pipeline; when asked if state funds should be used, 69
percent of the respondents said yes. Wiy one hadn't been built
yet is an interesting question, and the interesting answer is
that a majority of folks, 48 percent, said that failure of
| eadership by state elected officials was the reason. Wll, she
t hought possibly sone other factors came into play.

In 2013 the sane questions were asked: 61 percent said yes to an
instate gasline; use of state funds for it, 67 percent said yes;
and if the state was getting closer to nmeking a natural gas
pipeline a reality or is it still a pipedream 43 percent said
it's getting closer, 44 percent said it will never happen in our
lifetime. She thought they had noved the dial with the HOA and
the MOU, and that's what they were going to discuss today.

3:34:29 PM
SENATOR FAI RCLOUGH j oi ned the conmm tt ee.

3:35:42 PM

DAVI D VAN TUYL, Regional Manager, BP Exploration, Al aska, Inc
said he had been working in Alaska for alnost 30 years, the |ast
15 of which had been dedicated in various efforts to get
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Alaska's gas to market including serving on the nmanagenent
conmmittee for the Denali pipeline effort, the joint effort
bet ween BP and ConocoPhillips. He also serves on the nmanagenent
cormittee of the AKLNG project, working with all the parties
before them today. He stated that the HOA and the project that
it enables is critically inportant and BP was grateful for the
| egi slature's consideration and were giving it their full tine
and effort.

He said that executing the HOA was a very inportant step for BP
BP Al aska President, Janet Wiss, was thrilled to sign it. The
HOA is supported all the way to the top of the house in BP.
Seven entities signed the HOA and that aligned effort, which
provides the roadmap for a way forward for the legislature to
consider three things that will advance the AKLNG project that
they call the "3-P's:"

-participation by the state as co-investor;

-percentage: the HOA provides for the producers to pay
production tax with gas and the legislature needs to determ ne
what that gross percentage is going to be (when added to state's
royalty taken in kind (RIK) that adds up to the participation
| evel );

-process: the HOA |ays out a forward process by which ternms will
be negotiated with the admnistration and ultimately brought
back to the legislature for its consideration in 2015.

3:39: 58 PM
He said the HOA is inportant to BP, because of what it says and
signifies. It integrates the resources of all the parties in

front of them now who are united in making the possibility of
AKLNG project a reality. Along with the major North Slope
producers and TransCanada, the HOA parties include the Al aska
Gasline Devel opnent Corporation (AGC) that was tasked by this
| egislature wth bringing gas to Al askans. It signals a tangible
representation of the willingness and the ability of the state
and all the parties to work through sone tough issues and to
find solutions to industry and the narketplace. Rolling up their
collective sleeves and finding constructive solutions is going
to be critical going forward together.

3:41:20 PM

Finally, he said the HOA signifies the inportant initial step in
gi ving the AKLNG project the opportunity to conpete in the world
market. It tells the market that the key players are united
behind a single project, and BP believes that the AKLNG project
can successfully conpete. That excites them here in Juneau, in
Anchorage, and in their executive offices in Houston and London.
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3:41:56 PM
SENATOR MCGUI RE j oi ned the comm ttee.

MR. VAN TUYL said there is a lot of work to do before they can
know wth certainty that the AKLNG project wll conpete
successfully, but the HOA is a critical step in that direction.
BP is pleased with the admnistration's policy decision to
participate in the project as a co-investor, side by side with
them That creates a really inportant conmmercial alignment that
will help also in solving the challenges going forward. It sends
an inportant signal to the world that the project has the
support of the host governnment, a critical elenent of success of
a major project like this. He hoped the legislature wll agree
that the state should participate as a co-investor.

MR. VAN TUYL said that any one of them even with their best
efforts, can't make this project a success, but all of them
wor ki ng together cooperatively can. BP sees the HOA as that
first step on that journey, and he | ooked forward to work with
them in the com ng weeks and nonths as they watch the future of
t he AKLNG proj ect unfold.

3:43: 19 PM

BILL MCMAHON, Sr. Commercial Advisor, Al aska Gas Devel opnent,
ExxonMbobi | Producti on Conpany, said he had nore than 31 years of
experience wth ExxonMbil. He had tinme to wrk in gas
engi neering and natural gas contracting; he had also worked in
their international organization, but for the last 20 years he
had been pursuing comrercialization of Al aska natural gas.
This has included efforts to consider converting it to liquids
and noving it down the TAPS and pipelines to the North Anerican
markets and LNG to the Far East. He had also been involved in
establishing fiscal regines with the admnistration that would
encour age such a devel opnent.

ExxonMbbil's assets in Alaska are a key part of their
international portfolio. They have been in Al aska for nore than

50 years and to date have spent over $13 billion here devel opi ng
oil and natural gas resources. They are the operator of Pt.
Thonmson and ExxonMbbil is the largest working interest owner at

Prudhoe Bay, and the |argest |ease holder of natural gas in the
st ate.

He said they had been involved wth all the past efforts to try

to comercialize natural gas and are excited about the prom se
that AKLNG project brings. Wthin ExxonMbil this project was
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recently noved to their ExxonMbil Devel opnment Conpany, and he

has noved there, too. It 1is the organization wthin the
corporation that 1is vested wth the duty of developing
nmegapr oj ect s: the design, the nmanagenent of the risk,

construction, and startup of very |arge projects.

ExxonMobi | is encouraged by the progress that has been nade and
it has been a pleasure to work with folks here and the
admnistration; it is a significant m | estone.

3:46:46 PM
PAT FLOOD, Supervisor, North Slope Gas Developnment Team
ConocoPhi | l'i ps, Anchorage, Alaska, said he had worked as an

engineer in the oil and gas business for nore than 30 years and
his entire career has been devoted to developing gas and oil
resources in Al aska.

ConocoPhillips has been trying for nany years to achieve an
economcally viable plan to devel op Al aska's vast gas resources.
They believe that with the HOA and the strength of the state
behind those efforts they have a path forward that could lead to
a commercially viable LNG project.

3:47:49 PM

They believe there are four key areas for legislative input to
conti nue advancing the project as envisioned in the HOA

-the state nust participate in the project;

-it needs to decide what share of the gas it wll have, which
sets the state participation in the project;

-the legislature needs to define the production tax, a tax share
taken as gas nolecules which with the existing royalty share
also taken as gas nolecules provides the state's overall gas
share. This state gas share needs to be consistent with and
support the state participation share;

-the legislature also needs to give the administration tools to
confidentiality work through the arrangenents and contracts
required to nove the project ahead.

3:49: 40 PM

TONY PALMER, Vice President, Maj or Projects Devel oprent,
TransCanada, also president, TransCanada's Al aska Corporations,
said they believe it is historic to have all of these parties in
front of the state with an aligned proposal. They have worked
very hard over the course of the past 40 years to advance
Al aska's gas to market and had never sat with all the parties
collectively in front of themtoday with a proposal
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He had already described the fundanental elenents needed for a
successful project in the LNG business; they are in front of
them He noted that there had been conpromses by all the
parties; it is the nature of any agreenment. Value nust be
adjusted for all parties.

| f sanctioned, he thought this project could conpete vigorously
in the LNG market and succeed. The proposal asks the legislature
to go to the next step and establishes the risk and rewards for
all of the parties to do that. Beyond that there are decision
points and stage gates for every party, a norm for devel oping
maj or projects.

MR. PALMER said this project wll provide optionality for the
state. But advancing the AGDC pipeline to the next stage was
also to provide optionality to the state so that Al askans could
see gas delivered to thenselves fromthe North Slope and in this
case, have the opportunity to commercialize the gas in
international markets and bring real value to Alaskans. The
dollars are very large if the project can succeed.

He said he took this proposal to his board of directors to get
approval to sign the agreenents on behalf of TransCanada and he
| ooked forward to answering their questions and working with the
| egi sl ature over the next two or three nonths.

3:53:42 PM

DAN FAUSKE, President, Al aska Gasline Devel opment Corp. (AGDQ),
Anchorage, Al aska, thanked the people next to him and the
| egi slature for the passage of HB 4 last year that put them at
the table to begin with. It gave them the strength and power
they needed to help represent the state by being an entity that
could deal with confidentiality agreenments in deference to DNR
and DOR

He related that it remnded him of his forner |life as a chief
financial officer and treasurer of the North Sl ope Borough, the
head taxman on the North Slope, and he had years of negotiating
with oil conpanies on issues of valuation. He said you have to
have your thinking cap on in these neetings, because a |ot of
i ssues are going on. This is a massive undertaking. They have a
project going forward and are pleased to hear the conplinents
from the industry as to the success and advances they are
maki ng.

MR. FAUSKE said one of the greatest things that AGC brings to
the table is the leverage: they are at the table, they have a
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project going forward (ASAP) already, and they own assets that
bring neaning to the project. This project nakes sense and he
urged them to nove quickly but use caution and enploy great
study. He said AGXC s nandate was to continue noving the ASAP
project forward and if it could be blended into what is going on
here, so nmuch the better

3:57:39 PM
CHAI R G ESSEL opened questions by the conmttee.

3:58: 02 PM

SENATOR FRENCH said this is exciting and a fantastic opportunity
and thanked them for nmeeting himin his office. He knew there
were conprom ses and serious negotiations, and asked each of
t hem what t hey gave up

3:59:18 PM

MR. VAN TUYL answered first that at any tine you get these
parties together in a room there is an argunent, but he wanted
to enphasize that they worked through their differences by
listening to one another and allowing their views to be shaped
to accommodate the view of others.

One issue was the manner in which the project would be regul ated
and, specifically how expansions would work. They came up with a
pretty good tenplate in Article 6, Appendix A which guides how
expansions work. No one party gets to have their way wthout
ensuring that the other parties aren't inpacted. Appendix A also
is biased toward meking sure the project is expandable under
certain conditions it sets out.

MR. MCMAHON said for BP it was how nuch detail went into the HOA
and how nuch woul d be saved for later discussions. Wen pressed,
they cane up the 3-P's as being the three key things they wanted
to achieve with the state:

-getting authority to participate in the project;

-setting the overall percentage of state gas share and state
partici pation;

-setting up a process to put together project enabling
contracts.

4. 02: 31 PM

MR. FLOOD said for ConocoPhillips it was nore about eliciting an
understanding and comng to terms. One of the things they
grappled wwth was the state acting in its proprietary capacity
and also acting in its other capacity as a regulator. It is a
consi deration throughout the docunent. The state needs a certain
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anount of access to information, but they want to nake sure that
the state in its proprietary capacity is acting in its proper
roll. It's unusual for ConocoPhillips to find thenselves in that
position, because they aren't typically in comercial agreenents
with the State of Alaska. They had to find new territory and a
way how to go forward.

4:01: 21 PM

MR. PALMER said sone parties want to enjoy the sausage and
others want to see how the sausage was nade. There were
conprom ses nmade by all parties and that is the nature of any
good agreenent. TransCanada made conpromses with regards to
expansions, which they are in favor of. An agreenment was nade
between all of the parties that can work going forward. That
structure was negotiated by all of the parties for an extensive
period of tinme, but they cane up with a structure that could
work for the existing parties that are the initial custoners on
the project and work for expansions by these parties as well as
new third parties that may find gas in Alaska or actually have
gas today that are not part of this group.

Sone of the ternms in the MOU are actually nore beneficial for
the state than what was passed in the Al aska Gasline |nducenent
Act (AG A) statute sonme six years ago in ternms of the return on
equity, he said.

4:06: 05 PM

MR. FAUSKE said AGDC probably nade concessions of time know ng
in HB 4 getting gas to Alaska was their nunber one priority;
that had to be bal anced between argunents based on what is good
for the shareholders. If the process they are working on is
successful ASAP will go away, and he wanted to themto know that
the state was well represented and that his staff was not being
driven off of its mssion financially or tine w se.

4:08: 08 PM
CHAIR G ESSEL noted forner Senator Drue Pearce in the audi ence
as well as the conm ssioners of DNR and DOCR

4:08: 35 PM

CHAIR G ESSEL asked M. Fauske to describe nore about the
subsidiary that will be fornmed under AGC and how that fits in
with this project.

MR. FAUSKE expl ained that they were originally involved in the

m dstream and then the discussion turned nore towards having
them i nvolved in downstream or |iquefaction. One of the concerns
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they had was that they were not granted that authority under the
enabling legislation. It was then determined that a subsidiary
could be created to handle it. The bill gets into far nore
detail about the functions.

4:09:16 PM

SENATOR MCQUIRE said the subsidiary maintains sone of AGDC s
powers and yet AGDC continues on with its separate m ssion, and
noting that there was no m xing of nonies, asked if there was a
conflict.

CHAI R G ESSEL apol ogi zed saying they would discuss that |ater,
because they were on the HOA and the MU right now.

4:10:12 PM

SENATOR FRENCH said the HOA |ooks to enabling legislation to
make it cone to fruition sets out a lot of principles, but the
MOU says there are no conmitnents, and he wanted to hear from
M. Fauske and M. Palmer about how the |egal status of the MU
and how binding it is; he wasn't sure it had the sane "exit
ranps” as the HOA

4:11: 17 PM
MR. FAUSKE said he is not a signatory to the MOUJ, so he couldn't
gi ve a good answer.

MR. PALMER said he wasn't a l|lawyer, but had done a nunber of
agreenents and coul d respond. They believe the MU is in exactly
the sane position: they are seeking the sanction of the
| egislature to make it a valid docunent to go forward. If the
| egi slature does not sanction the MOU, then it, in effect, wll
beconme null and voi d.

SENATOR FRENCH asked the nechanism for sanction. Wuld SB 138 be
the sane enabling legislation for the MOU?

MR. PALMER answered yes; the enabling legislation wll enpower
the admnistration to nove forward under the MM, and it 1is
stages so that the MU terns would ultimately be turned into a
precedent agreenent (PA) later this sunmer that the |egislature
woul d approve and ultimately turn into a firm transportation
services agreenment, which would cone back to the legislature in
2015 for approval.

4:13: 25 PM

SENATOR FRENCH said if they approve the HOA it still has off
ranps and wanted to know how the MOU process goes forward and
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what things would have to happen in order for it to come into
effect.

MR. PALMER clarified that if the MM is approved by the
| egislature with the HOA, they nove to a PA negotiated between

the admnistration and TransCanada; that PA wll nove them
through the next stage of the process, ultimately to the firm
transportation service agreenent, which wll come back to this

body. He said there are specific off-ranps established for both
the state and TransCanada already in the MOU through the pre-
FEED process, the FEED process, and ultimately the rest of the
process.

SENATOR FRENCH said he could take that answer off [|ine, not
wanting to take up too much commttee tine.

4:14: 55 PM

SENATOR M CCICHE asked for a quick overview of Article 4,
because it was inportant for the public to hear there are ways
out of the MOU.

MR. PALMER expl ained that Appendix C in the MM, a clause that
has "term nation events,” which he said gives the state the
right at any tine to give 90 days' notice to TransCanada to
termnate prior to the FEED. If all parties agree to nove into
final investnment decision (FID) then there are also off-ranps
specifically for the state to withdraw within 60 days from the
date when one or nore of the producers or the transporter
wi thdraws from the AKLNG project, or at any tinme if the shipper
(the state) or the ANS producers on their behalf is unable to
sign agreenents to sell all of its royalty or tax gas on terns
acceptable to the state.

At FID, for any reason, the state has an off-ranp. At the bottom
of page 8 there are sonme off-ranps for TransCanada and then on
the top of page 9 there are additional off ranps for either
party if the terms of the FEED agreenents or definitive
agreenents are not acceptable to the state or TransCanada. Then
there is an off-ranp for regulatory approvals within 90 days and
at FID if all the rights-of-ways, easenents, and |and |eases
have not been secured. There are additional off-ranps post-MU
sanctioning. Another clause talks about the right for the state
to acquire TransCanada's position in the project.

CHAIR G ESSEL asked if that neant buying the work TransCanada
had done previously.
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MR. PALMER answered yes. There is a nechanism for the state to
rei nburse TransCanada for its portion of the cost it had
expended plus an AFUDC 7.1 percent rate, which is less than
TransCanada's equity rate (and this project at the devel opnent
stage is being financed with equity). Reinbursenent of those
dollars to TransCanada woul d nean the state is stepping into its
shoes.

4:18: 21 PM
SENATOR BI SHOP j oi ned the neeting.

CHAIR G ESSEL asked him to clarify the FID when the "big nobney
gets spent."” Is that the build it point?

MR. PALMER answered vyes. |If they walk through the stages
contenplated in the HOA and ot her docunents, they propose to go
into the pre-FEED stage; the next stage is FEED stage; that also
ranps up the dollars. The FID is that point at which all of the
conpanies and the state (AGC) would be making a decision to
actually construct the project and spend the nultiple tens of
billions of dollars to put the pipeline in the ground, put the
liquefaction plant in the ground and build the GIP, and
ultimately go into service several years after.

4:19: 50 PM
SENATOR DYSON asked if TransCanada's data that it has acquired
as a result of its field work under the AG A license will be

brought to the table under this new agreenent.
MR. PALMER answer ed yes.

SENATOR DYSON asked if that information would be available to
all the participants including the state as the project goes
forward wi thout having to rei nburse TransCanada for that work.

MR. PALMER answered yes, that is the proposal under the HOA and
the MOU. That information will be available to the project going
forward at no cost.

SENATOR DYSON said he is beginning to understand that the
state's power to tax is limted to the total anobunt of the
state's financial participation in the project.

4:22:04 PM

MR, MCMAHON replied that it's just the other way around, and
explained that the legislature decides what |evel of taxation
through the production tax; and that gets coupled with the
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royalty share (which is not nodified) and will set total gas
share; that in turn would set the state participation in the
project. State participation in the project is not a cap of
taxes; it is an outconme fromthe tax rate.

4:22:45 PM
SENATOR DYSON asked if the legislature decided to change the
production tax part of the agreement if the state would be
forced to change its financial investnent position in the
agreement .

MR. MCMAHON replied yes; that would be the result. One of the
things they will talk about in developing the project-enabling
contracts is how that woul d be handl ed.

SENATOR DYSON asked if there is precedence for that on this
continent.

MR. FLOOD replied that the HOA contenplates that the state's
participation and the state's gas share would be the sane. The
state's gas share would be conposed of the existing royalty
share with some nodification of net profit |eases or sliding
scale leases and the production tax. The state would not be
forced to do anything; it just wouldn't be consistent with the
exi sting HOA

SENATOR DYSON supposed if royalty share is 12.5 percent and the
state decides that their production tax portion is 12.5 percent
(equaling 25 percent) then the state would get 25 percent of the
gas input into the process as its share and beconmes a de facto
producer. But the agreenent requires that the state cannot
change the production tax share or if they did, that would
change their ownership of gas requiring that their investnent in
the project would retain the alignnent. So, if the state went to
a total of 30 percent it would have to have 30 percent of the
i nvestnment capital?

MR. VAN TUYL said that was correct; part of the reason for
wanting to ensure that the state's portion is set is because
they are talking about entering into an LNG project which wll
be underpinned by a nunber of things including long term sales
and purchase agreenents. Every party will want to know their set
portion that they can actually sell. Changing that up and down
through time is problematic in placing long term contracts. The
HOA al so envisions other elenents of state take such as revenues
brought in through property taxes and state corporate incone
t ax.
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4:28:25 PM

SENATOR FAI RCLOUGH asked if BP (and the conpanies) sees any
other values in having the state as a partner aside from the
ownership equity interest and the taxations so that the tax
doesn't fluctuate.

MR. VAN TUYL replied that BP believes state participation is
absolutely critical to the success of this project, the reason
being that nothing aligns |like equity. Wth the state actually
being a co-investor in the project taking its royalty share in
kind and tax as gas nolecules, the state and the producers wll
have an unprecedented | evel of alignment. |ssues com ng down the
pike will be seen in a simlar light, because they wll be
cormercially notivated in a simlar way, so they are nore likely
to find nutually agreeable solutions. That kind of structure is
seen in a lot of nega-LNG projects around the world that have
host governnment support.

4:30: 31 PM

MR. FLOOD, expanding on alignment, said that LNG projects are
built on a long chain of contracts and ultimately rely on the
confidence of the narkets that they would be serving with the
gas. Having the state as a supportive, cooperative partner is an
ideal situation for that. It's hard to imagine noving this
project forward in an atnosphere of conflict.

SENATOR FAI RCLOUGH asked if it mght be a reduction of risk to
t heir shareholders to have the state as a partner.

4:31:51 PM

MR. MCMAHON responded that the advantage to ExxonMbil would be
that the state's investnent in the project would match their
economc interest in the project. So, ExxonMbil would have the
advantage of only needing to raise the capital to match the gas
that they take. Lower investnent brings lower risk, and that
woul d be an advantage that state investnent brings.

4:32: 25 PM

SENATOR FAI RCLOUGH said, as a counter to that, she would ask the
adm nistration to be prepared to describe what advantages the
state sees in having the proposed partners.

She said sone people may not know that TransCanada and its
sharehol ders have actually invested under the AGA license in
the project already and asked if M. Palnmer if he could Iet
Al askans know how nmuch noney they had i nvest ed.
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MR. PALMER said he would |eave out TransCanada's previous 30
years' investnment in pursuit of this project, but today they
with ExxonMbil had invested approximately $130 mllion of
unrei nbursed dollars in the AGA project. The state has invested
sonme $300 million. That is all equity investnment but they have
been unsuccessf ul in bringing that project to fruition,
principally because of the shale gas revolution in North
Anerica. In the event this project proposal is sanctioned the
information that was developed under that initiative would be
contributed and available for this project going forward at no
additional cost to the state.

4:35: 34 PM
SENATOR FAI RCLOUGH asked how TransCanada nakes noney for its
shar ehol ders.

MR. PALMER answered it's TransCanada's business to attract
custoners across North America; they own sonme 40,000 mles of
pipe in Canada, the US., and Mxico; that has been their
business for alnost 60 years. They own no natural gas or oil
that noves through those pipes. So, what they see in the MU is
the first stage noving towards an ultimately affirnmed
transportation agreenment (TA) which sets out how TransCanada's
obligations to their custoner (the state) and what their rights
are. The way they nake noney is by investing equity; they don't
make a profit on the debt side of the equation.

TransCanada brings their skill sets to the table and earns a
return on the equity and also achieves a return on the capita
over the life of the project. He said it's quite simlar to a
railway that doesn't own the product that it noves and to their
conpetitors across North Anmerica and internationally. Their
business is all about bringing their areas of expertise to the
table to obtain permts and ultimately build, own, and operate
pi pelines for parties that are their custoners.

MR. PALMER said the dollars for TransCanada's sharehol ders are
based on |ow business risk at nodest returns. The 25 percent
equity proposal once this project is in service is a relatively
| ow equity ratio conpared to pipelines in in Canada that have 40
percent equity.

SENATOR FAI RCLOUGH said one of the chall enges Al askans have had

in nmoving oil in TAPS is the notion that because the big three
have ownership interests that it has been difficult for other
small er conmpanies to gain access into that line. She said it
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sounds |like they would be pro-expansion, because they make nore
nmoney wWith nore gas in the line, so that would be a benefit to
the state.

MR. PALMER answered yes; their business is not only to own the
initial investnment in a project (equivalent to the state's share
in this case for the pipeline and GIP), but clearly they are
aligned fundanentally with the state to want to expand, and by
expanding they get to invest in a project that they are
confident in; and their shareholders |Ilike that sort of
i nvest nment .

He said the expansion terns allow expansions subject to not
having a negative effect either physically or financially on the
other parties. But those sane rights |lie with each of the
producers; if they wish to expand for their own gas or conpete
for new parties' gas they can do that, as well.

4:40: 30 PM

SENATOR M CCICHE said M. Palner's first answer nade it sound
i ke TransCanada primarily makes its noney through repaynent of
capital, but probably the nost significant way they nmake revenue
is by shipping gas on a per-unit, per-distance basis.

MR. PALMER replied that TransCanada nmakes noney by transporting
gas for its customers, but this project is not driven on a per
unit volume of gas flowing the system it's based on a
contracted quantity. So, the state in this case wuld be
contracting with TransCanada to nove its 20 or 25 percent
(several hundred million cubic feet a day); they would have the
right to nove that volunme of gas through the pipeline every day
and the TransCanada would have the obligation to provide them
with that service every day.

If an additional one unit noved through that same pipeline,
there is no change in TransCanada' s earnings on the base system
In the event of an expansion and TransCanada can invest nore
dollars, that is attractive to them That's how they would earn
nor e noney.

SENATOR M CClI CHE said he was asking a question that he wanted
Al askans to hear the answers to in a way they wll wunderstand
Since there are three different prices for off take points, is
t here sonewhat of a per-distance basis?

MR. PALMER answered yes. It's a volunetric distance structure
and the admnistration's consultants had in state deliveries at
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less than $4: less so at Nenana, a little nore as you nove to
Big Lake, and then the highest nunber for the farthest distance,
which is to the LNG plant in N kiski.

4:43:13 PM

SENATOR M CClI CHE said they keep talking about this relationship
interns of a marriage, but really until they get to an FID they
are sort of dating. As he struggles with why TransCanada nekes
sense, one of the things that is clearly on the plus side is
that they have a significant investnent in this project to date;
the state has, too, of about $330 nmillion.

MR. PALMER agr eed.

SENATOR M CCICHE said he would like to take advantage of that,
but if the state were to end that relationship would it have to
conpensat e TransCanada sonewhat for the unreinbursed anount?

MR. PALMER replied that the definition of "devel opnment costs” on
page 9 in Appendix C of the MOU says that those costs are post-
January 1, 2014. So, that would neant that TransCanada is in
effect conveying to the SOA, if the MU is sanctioned, the work
t hat has been established to date.

SENATOR M CCICHE said that was an inportant clarification and a
significant val ue.

4. 46: 34 PM

SENATOR FRENCH said on page 2, Exhibit B, of the MW has
conditions on the state wth respect to transferring its
interest in a limted partnership, and the way he is reading
that was the state can't sell its ownership interest to a
conpetitor of TransCanada's. He asked if the reverse was true.

MR. PALMER said he didn't think there was such a restriction on
TransCanada. The rationale for TransCanada to seek to limt the
state is that they don't want to contribute assets to a project
only to discover that a conpetitor has noved in and is being a
partner w thout having gone through that sane process. The state
could bring in a buyer of its LNG through that structure; the
restriction is specifically to soneone that conpetes wth
TransCanada in the pipeline business in North Anmerica.

4:48: 35 PM

CHAIR d ESSEL asked about Exhibit C, section 6, bullet 6, on
page 2, that says TransCanada 1is funding basically the
construction of the pipeline and the state then wll buy
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interest in that (reinmbursing them 25 percent), and asked if
bullet 6 was referring to 12 percent interest.

MR. PALMER expl ai ned that TransCanada will invest in its share
of the project and his colleagues will invest in their share of
the pipeline and the GIP; in the case of I|iquefaction, AGDC s
vehicle wll own the state's share wth the producers
(TransCanada will not be a participant). But for the pipeline
and the GIP, if the state settles on the 20-25 percent in front
of them TransCanada would fund and own 20-25 percent of the
pipeline and the GIP. Using $45 billion for the cost of the
project, the pipeline and GIP are sonmething on the order of half
that battle. Taking 25 percent just because the nmath is easy of
$22 billion, TransCanada would be investing $5.5 billion. O

that $5.5 billion, once in operation, 75 percent of it would be
debt and 25 percent would be equity. Twenty-five percent of $5.5
billion is just under $1.4 billion of equity that would be
invested. It's on that $1.4 billion they would receive, as part

of the tolls they charge the state, a 12 percent return,
declining over tinme as the project depreciates.

The clause on the top of the next page for debt, for the
remai nder of the $5.5 billion, the $4.1 billion in round
nunbers, will have a 5 percent interest rate all adjusted for
U S. 30-year treasuries. Both the interest rate and the equity
are adjusted over time for the U S treasuries until FID

So, TransCanada's charges to its custoner, the SOA w Il be nade
up of a nunber of conponents, nobst of them capital related:
depreciation to recover TransCanada's capital ($5.5 billion over
the life of the project). |If that project has a 25-year
contract, they wll recover that $5.5 billion over 25 years.
Secondly, they will earn a return on the equity conponent as it
di m ni shes and the debt which they also will fund over the life

of the project.

Next they will have to pay incones taxes on the equity; there
will also be property taxes and operations and nai ntenance costs
to operate this project that will also be charged to customners.
Those will be accumulated into a "toll"™ or a "tariff." Al of
t hose conponents go forward to ultinmately nake up the charges
they will nmake to the state. This is how they ultinmately charge

their customers for a project like this.
MR. PALMER reiterated: TransCanada invests its dollars and

doesn't make a return on the operating costs or the taxes (which
flow through to the custoner); they don't intend on naking a
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return on the debt; they intend to make a return on the equity
conponent (the $1.4 billion); that's how their sharehol ders are
rei mbur sed.

4:54: 14 PM
SENATOR FAI RCLOUGH said she wanted to return to the subject that
TransCanada m ght one day sell its interests to one or all three

of the major producers and not stay in the game to protect
expansion or other interests that Al aska m ght have. She asked
in 30,000 mles of pipe in Mexico, the U S., and Canada how t hey
typically retain control of the pipe or what their interest
| ooks like as that goes forward in their business nodel.

MR. PALMER said TransCanada likes to own 100 percent of the
pipelines it invests in. It doesn't always, but if they have a
smal ler position in a pipeline over tinme, if it's an attractive
investnment, they generally like to be a buyer if there are other
sellers of their share. But obvi ousl vy, TransCanada' s
shareholders like this type of investnent; that's why they
retain parties like hinself and others in the conpany to seek
out and find opportunities.

He had told them they conpete for LNG projects on the B.C
Coast; they have conpeted for oil pipelines and gas pipelines

that's what they do every day. Their shareholders like them to
have nodest business risk and a nodest return and they seek to
invest in a conpany that has opportunities just like this. In
fact, watching TransCanada's position going forward, they seek
out energy infrastructure investnment opportunities across North
America very focused on gas pipelines, oil pipelines, storage

and power generation. Those are the only four types of
investment they are pursuing actively. So, if +this project
proceeds, they get to invest their $1.4 billion worth of equity,
and if they earn their return on that, that's an attractive
investnment for TransCanada and a fair and conpetitive proposal
for the custoner, as well.

SENATOR FAI RCLOUGH asked if Al askans shoul d have confidence that
TransCanada would be nore likely to seek additional ownership
interests versus selling owership interest.

MR. PALMER replied, depending on the attractiveness of the
project and if it's succeeding and LNG is being successfully
sold into the Asian market and there are profits for al

concerned, yes; you would expect that TransCanada would be
highly attracted to an opportunity to obtain a higher share. And
they have invested in a nunber of conpanies where they
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originally had a snmaller share, and ultinately have tried to
raise the percentage ownership in other pipelines across North
Anerica in the | ast 60 years.

4:58: 09 PM

CHAIR G ESSEL said they started out talking about Al askan's
focus on instate gas and whether they believed it would happen
and asked if Alaska is any closer to making a natural gas
pipeline a reality or is it still a pipeline dream that wll
never happen; 44 percent in the 2013 survey said it would never
happen. Wat would convince them that this project is nore
likely to happen?

MR. VAN TUYL answered they are all at a place they have never
been before and have an agreenent to prove it; it has signatures
representing seven different entities and the senior managenent
of the three producers are all behind this project. Back in 2012
the three CEGs wote a letter to the governor tal king about this
project and its potential for finally getting to the dream of
monetizing Alaska's gas. They are at a place they have never
been before and there is a lot of work to do, but because they
have this HOA they have denonstrated the ability to work through
tough problens and solve them And they are confident they can
continue to do that and give Al aska gas a chance to conpete; BP
bel i eves Al aska gas can conpete.

MR. MCMAHON echoed M. Van Tuyl's comrents. ExxonMobil is
personal |y excited about having this group of players together
it's a strong team They have never had this kind of alignnment
bef or e.

5:00: 51 PM

MR. FLOOD said a couple of years ago ConocoPhillips and all
these conpanies got together and saw that the North American
mar ket was not the likely market, but saw prom se in another
mar ket, and they have been working on that market for years now.
Couple that with an admnistration in a relationship that has
grown over the years. They have l|learned how to put a project
forward that they can cooperate on and actually get done. The
time is right; the relationships are good, and as long as the
state is behind them they are in very good shape with this
proj ect .

MR. PALMER said in addition to what colleagues have already

stated that as a student of the LNG business (TransCanada has no
LNG for sale), they have | ooked very carefully as a corporation
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as to whether or not they should participate in this Al aska
project as they do for any other investnent.

Fundanmental s are required to succeed in the business:

-Access to supply: Wth the sovereign being the state owning the
gas and the corporations holding |leases on the bulk of North
Sl ope gas that is clearly available for this LNG project.

-A capable pipeline conmpany is needed to obtain the permts and
to nove that gas 800 mles across those nountains in Arctic
conditions. TransCanada, with these coll eagues, provide that.

-Must have liquefaction capability; it should not be your first
i quefaction plant. The gentlemen next to him represent
corporations that have built Iliquefaction plants. So, they
actually have done it before and can do it again here. M. Butt
and his teamclearly know how to do that.

-You have Asian markets which are quite different fromthe North
American transparent narket where there are thousands of
pl ayers. In North Anerica you can sign on to a conputer screen
and find out the gas price day by day and hour by hour;
t housands of people buy and sell gas. That is not the case in
the Asian markets. In fact, you have relatively closed nmarkets
with one or two handfuls of parties that you nust deal wth.
These three corporations do that every day; they sell LNG into
those nmarkets every day; very few parties in the world actually
to do that. Many state-owned entities do that, but there are
very few counterparts to these corporations that do it. This
project is holding three of those parties that sell LNG into the
Asi an markets every day.

- Credit worthiness is needed to support a project in the $50-
billion range. Mbst corporations or states do not want to bet
their entire financial capacity on a single project. Mst
corporations want to have sone diversity, but they need to be
substantive enough to backstop this project as it goes forward.
You clearly have that with the portfolio of the state, the four
conpani es and AGDC.

-You nust be conpetitive on a cost and price basis; but relative
to the other worldwi de LNG projects that are being proposed,
this project can be conpetitive on a price basis. In fact, in
many cases that's not the differentiating factor. The
differentiating factor for successful LNG projects is if they
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have resol ved the outstanding issues that are within the control
of the parties.

5:05: 45 PM

MR. FAUSKE said they now have an opportunity to weigh this dea
versus the risk profile that the state is willing to take based
on the rate of return that it anticipates and how it coincides
with the hurdle rates at other factories that the industry nust
have. He was encouraged by the work that was going on, because
there is an absolute willingness to do it. This is a great step
forward

The other advantage they have is that the state owns AGDC, not
as big a project, but its original outlay was to bring gas to
Al askans with sonme type of commercial activity on the outset.
The two need to be wei ghed agai nst each other to determ ne what
is in the best interests of the state, but they beauty of it is
that they have choices. He thought it was an absol ute opportune
time for the state.

CHAI R G ESSEL thanked everyone saying they wanted to hear "from
you" their perspectives on how this came together and what can
be anti ci pated goi ng forward.

5:09: 09 PM
At ease from5:09 to 5:19 p. m

SB 148- KACHEMAK BAY CRI TI CAL HABI TAT AREA

5:19:49 PM
CHAI R G ESSEL announced SB 148 to be up for consideration.

SENATOR M CCI CHE, sponsor of SB 148, explained that this bill
anends AS 16. 20.590 by exenpting the Honer Port and Harbor and a
smal|l area that is planned for future harbor and deep water dock
expansion from the Kachemak Bay Critical Habitat Area (KBCHA).
It cleans up the |anguage of the managenent plan that says the
plan does not apply to nunicipal harbors within the critical
boundary area. However, the statutory boundary excluded the
harbor, so they listed the statutory boundary.

Amendi ng the boundary allows normal naintenance work in the
harbor without requiring expensive and potentially tine-
consumng permtting from Al aska Departnent of Fish and Gane
(ADF&G). He said that this permtting would not be necessary if
the nmanagenent plan and the statutory boundary matched, which
they will through this action.
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5:21: 39 PM

Homer projects inpacted by permtting requirenents in the past
have been ranp replacenent, float replacenment, Pioneer Dock
construction, and deep water dock fender replacenent.

SENATOR M CCICHE said the primary reason they are asking for
this - because t he Honer Har bor provi des a secure
environmental ly responsible place to store and naintain vessels
t hat support the oil and gas industry in Cook Inlet.

He said SB 148 is inportant to his district and to Honer, but
al so inmportant to Southcentral Al aska and the Interior in places
i ke Fairbanks, because it helps provide a safe harbor to
support the natural gas exploration and production in north Cook
Infet. It certainly gives an increased potential to distribute
natural gas to rural Al askans outside of that area.

5:22:38 PM
CHAIR G ESSEL noted a zero fiscal note and a copy of the
managenent plan that said drilling rig storage wll not be

allowed in Kachemak Bay Critical Habitat Area, possibly the
section he wanted to correct.

SENATOR M CCI CHE said that was correct, and he added that he had
checked with the agencies and local NGO s to make sure they
supported it and he heard that they recognize the harbor as a
safe location for this type of activity and were not opposing
the bill.

5:23:55 PM

CYNTH A BI RKHI MER, Kachenmak Bay Conservation Society (KBCS),
Honer, Al aska, said they understand the reason for this request,
and it appears that including these areas within the critica
habitat area (CHA) could have been a sinple oversight. They
support this action on its face, but have sonme concerns about
details of the wording. Concerns are about the size of area
requested to be renmoved and she asked that it specifically
exclude any and all oil and gas, mneral exploration, and
devel opnent activities from within the confines of the newy
removed | and. They ask that this area be specifically designated
within the bill to allow harbor industry-specific operations
such as vessel noorage, storage, and freight transfer.

She believed this could be the first action to renove designated

lands fromwithin a CHA in the state and was concerned that it
will set a precedent for this type of undesignated |and actions
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especially with regard to resource devel opment interests within
t he boundaries of a CHA

VB. BIRKHHLMER said at the present time the Par nel
admnistration is openly working to undermine the existing
managenent process of state CHAs, gane refuges, and wldlife
sanctuaries through the application of Adm nistrative Oder (AO
266. This action 1ooks suspect and could nmake the KBCHA
vul nerable to future incursions. Their concerns are for the |ong
term protection of the |ocal area enconpassed by the KBCHA, and
to this end she requested specific sections of the City Homer
resolution 14-005 be incorporated into the wording of SB 148 as
foll ows:

5:27:10 PM
Li nes 62-65:

Whereas, the City of Honer has deep appreciation for
the Critical Habitat Designation and the adopted
Managenment Plan because it protects the resources
which provide the very foundation of the |oca
econony, lifestyle and quality of life; and

Line 74-75: Wereas, the City stipulates it does not
propose or support any other anendnents to the
Kachemak Bay Critical Habitat Are or Plan as part of
this request.

SENATOR FAI RCLOUGH asked if she was speaking on behalf of the
organi zati on, which neans they have taken a formal vote, and how
many nmenbers her organization has.

5:28: 27 PM
M5. BIRKH MER said she represents KBCS has 100 nmenbers and the
board has seven nenbers.

5:29:11 PM

WALT WREDE, Manager, City of Homer, Honer, Alaska, said he
strongly supported SB 148. He said they have a resolution from
the Cty Council which was adopted unaninously. This bill 1is
sinple; it just carves the port and harbor area out of the CHA
where it was never intended to be. This has caused a conflict
bet ween the CHA plan and the statutes.

Passing this has a nunber of benefits: it resolves a conflict

with statute and the CHA plan with respect to nunicipal |ands
and the port and harbor area. It wll make permtting easier are
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the regulatory environment much better for ADF&G allowi ng them
to solve sonme of the anbiguities they are faced with now.

He said this legislation would solve sonme | ong standing problens
t hey have been dealing with for decades including a requirenent
in the plan that any vessel that anchors over 14 days needs to
get a permt fromthe ADF&G The port of Honer is very busy and
this is a very inpractical requirenent.

They have also seen a lot of permtting delays and extra costs
as a result of being included in the CHA, sonetinmes this
i ncludes even routine maintenance |ike replacing and repairing
floats in the harbor.

5:31:19 PM
Finally, M. Wede said, what really brought this to light was
whet her or not the departnment could permt oil and gas drilling

rigs to be docked at the deep water dock for routine
mai nt enance, repair. They want to allow that, because Honer is
an ice-free, deep-water port that has many resources that could
be of service to the industry, and oil and gas drilling 1is
ranping up quite a bit in the Cook Inlet. From an environnental
point of view this is the safest place for those vessels to be
when they need to be tied up and repaired.

5:32:14 PM
RANDY BATES, Director, Division of Habitat, Al aska Departnent of
Fish and Gane (ADF&G5), said he woul d answer questions on SB 148.

CHAIR G ESSEL asked how many permits the departnment processes
for the vessels that are docked there for over 14 days.

MR. BATES replied that within the last five years they have
processed a total of 150 permts for the KBCHA;, 29 of them have
been within the area described in SB 148.

CHAIR G ESSEL, finding no further discussion, closed public
testi nony.

5:34:42 PM

SENATOR DYSON noved to report SB 148 from conmittee to the next
commttee of referral with attached fiscal notes and i ndividua
recommendati ons. There were no objections and it was so ordered.

5:34:46 PM
CHAI R G ESSEL announced the next neeting's agenda and adjourned
the nmeeting at 5:34 p. m
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