HOUSE FI NANCE COW TTEE
THI RD SPECI AL SESSI ON
Cct ober 25, 2015
3:10 p. m

3:10: 03 PM

CALL TO ORDER

Co-Chair Neuman called the House Finance Committee neeting
to order at 3:10 p.m

VEMBERS PRESENT

Representati ve Mark Neuman, Co-Chair
Representati ve Steve Thonpson, Co-Chair
Representati ve Dan Saddl er, Vice-Chair
Representati ve Bryce Edgnon
Representative Les Gara

Representative Lynn Gattis
Representative David Cuttenberg
Representative Scott Kawasaki
Representati ve Cat hy Minoz
Representative Tanme W/ son

VEMBERS ABSENT

Representative Lance Pruitt

ALSO PRESENT

Marty Rutherford, Deputy  Comm ssi oner, Depar t ment of

Nat ural Resources; Deepa Poduval, Principle Consultant,
Bl ack and Veatch; Mark Mers, Comm ssioner, Departnent of
Nat ur al Resour ces; Representati ve Jim Col ver;

Representative Dave Talerico;, Representative Dan Otiz;
Representative Liz Vazquez; Representative Lora Reinbold;
Representative Cathy Tilton; Representative Andy Josephson;
Representative Neil Foster; Representative Louise Stutes;
Representative Shelley Hughes; Representative Paul Seaton;
Representative Bob Herron; Representative Chris Tuck;
Representative Bob Lynn; Representative Geran Tarr;
Representative Sam Kito I11; Representative Gabriel LeDoux;
Representative M ke Chenault.
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SUMVARY
HB 3001 APPROP: LNG PRQIECT & FUND/ AGDC/ SUPP.

HB 3001 was HEARD and HELD in conmttee for
further consideration.

PRESENTATI ON:  TRANSCANADA' S AKLNG PARTI CI PATI ON

3:10:16 PM

Co-Chair Neunman reviewed the agenda for the day. He
communi cated that the departnent was working on conmttee
guestions from the previous day and would provide them at a
later tinme.

#hb3001
House Bill No. 3001

"An Act nmaking supplenental appropriations; making

appropriations to capitalize f unds; maki ng
appropriations to the general fund from the budget
reserve fund (art. 11X sec. 17, Constitution of the

State of Alaska) in accordance with sec. 12(c), ch. 1,
SSSLA 2015; and providing for an effective date."

3:12:22 PM

NPRESENTATI ON: . TRANSCANADA' S AKLNG PARTI CI PATI ON

3:12: 22 PM

MARTY RUTHERFORD, DEPUTY COW SSI ONER, DEPARTVENT OF
NATURAL RESQOURCES, i ntroduced herself.

DEEPA PODUVAL, PRI NCI PLE CONSULTANT, BLACK AND VEATCH,
i ntroduced herself. She communi cated that Black and Veatch
was involved in large infrastructure projects around the
world with a focus on energy, water, telecommunications,
and critical human infrastructure. She relayed that her
area of expertise was in mdstream natural gas and |iquid
natural gas (LNG. She had worked on contract for the state
for the past ten years, beginning with SGDA [ Stranded Gas
Devel opnent Act] through AGQ A [Al aska Gasline |nducenent
Act], and SB 138 [legislation passed in 2014 related to a
gas pipeline, AGDC, and oil and gas production tax].
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Co-Chair Neuman noted that the commttee would address the
presentation the follow ng day as well.

Ms. Rutherford introduced a PowerPoint presentation titled
"TransCanada's AKLNG Participation"” dated Cctober 25, 2015
(copy on file). She read fromslide 2: "Executive Summary":

Backgr ound

e In June 2014, the State of Alaska (SOA) and
TransCanada Al aska M dstream LP (TransCanada) entered
into a key agreenent authorizing TransCanada to pay
the upfront capital costs and hold the State’'s 25
percent share of ownership in the m dstream conponents
of the Alaska LNG (AKLNG Project. These m dstream
conponents are the Gas Treatnent Plant (GIP) and
pi peline portions of the overall project.

e The agreenent, called the Precedent Agreenment (PA),
was based on ternms of a Menorandum of Understanding
(MU) between the State and TransCanada signed in
Decenber 2013. Wiile the Alaska Legislature was not a
party to the PA it reviewed and debated the terns of
the MOU during the 2014 | egislative session.

Deci si on at Hand

e« The State is now faced with a Decenber 31, 2015
deadline to make a decision on whether to take back
TransCanada’ s share and have di rect equity
participation in the AKLNG mdstream To do so would
require termnation of the PA

e Under the PA's terns, by Decenber 31, 2015, the State

is obl i gat ed to ei t her ent er into a Firm
Transportation Servi ces Agr eement (FTSA) W th
TransCanada or TC will be able to termnate the PA

Alternatively, if agreeable to TransCanada, the State
can negotiate to extend the date for entering into an
FTSA beyond Decenber 2015.

Recommendati on

e The State administration recomends termnation of the
TransCanada relationship by Decenber 2015 and
replacing it with the State’s direct participation in
t he AKLNG m dstream
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 The State admnistration expects this path to allow
the State to better manage the obligation the State
has for AKLNG mdstream costs whether or not the
project proceeds, increase the overall econonmcs of
the project to the State, and allow the State to have
nore direct voting rights on key AKLNG issues in
return for its investnent.

3:16: 20 PM
Co- Chai r Neurman asked for verification t hat t he
presentation woul d i ncl ude backup i nformation

substantiating the points in the executive summary [slide
2]. Ms. Rutherford responded affirnatively.

Ms. Rutherford read from slide 4 titled "Context for
State’s 2014 decision to enter into a Precedent Agreenent
(PA) with TransCanada (TO) ":

AG A framework:

« TransCanada was the State’'s |icensee under AG A

* AG A work product could not be transferred to AKLNG
until after resolution of AGQ A abandonnent issues
(i ncluding cost of the work product)

* AG A also contained a trebl e damages provi sion

e It was in this context that the prior Adm nistration
negotiated an MOU with TC in 2013, and the AGA
Term nation Agreenent in 2014, to exit AGQA
transition to AKLNG and sign the PAwith TC

Entering into the PAwith TC

e Gave the State a clean off ranp from the TC
relationship, now, which it did not have when it
entered into the PA for all the reasons discussed
above

e (Gave the State tinme during predFEED to begin to
develop its inlOhouse capabilities in order to fully
consider the option of participating directly in
m dstream at appropriate of fOranps

« TC s work on AG A and APP allowed snooth transition
into preldFEED

* Entering into the PA wth TC for prelJFEED al so gave
the State tinme to assess its ability to finance its
share of investnent in AKLNG wi t hout TransCanada

3:19: 02 PM
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Ms. Rutherford read from slide 5 titled "Key terns of the
Pr ecedent Agr eement bet ween State of Al aska and
TransCanada":

« TC Omns the State’s ~25% Entitlement to GIP +
Pi peline

e Funds up front mdstream cash calls Technical |ead
for pipeline during pre-FEED

e« State to Commt to 20-25 Year Transportation
Agreenment with

e TC by Dec 2015 to Pay for Using GIP+Pi pe

e SOA Utimately pays TC for all its Costs (including
a cost of capital of ~7%

e Both SOA and TC have Mlestones & Of Ranps: SOA
Responsi bl e for TC Costs, Regardless of Of Ranps

Ms. Rutherford elaborated that the state was always
responsible for the TransCanada costs regardless of off-
ranps. She noted that later in the presentation M. Poduval
woul d address how the state would pay for each of the
responsibilities.

Ms. Rutherford highlighted that the PA had agreed upon off-
ranps that allowed the state to term nate before Decenber
31, 2015 (slide 6). The first off-ranp occurred by the end
of 2015 and required a termnation of the PA by Decenber
31. At that point the state would be obligated to pay
TransCanada devel opnent costs of approximately $70 mllion,
whi ch included TransCanada internal costs. The second off-
ranp occurred between the FEED [Front End Engi neering and
Design] stage and the final investnent decision [FID,
whi ch was set to occur approximately by the end of Decenber
2018. She detailed that the cost of buying out TransCanada
at that point was estinmated at around $490 mllion (the
anmount woul d i nclude TransCanada's internal costs).

Ms. Rutherford noved to slide 8 and relayed that the state
was faced wth the critical decision on whether to
termnate the PA with TransCanada. She explained that the
state had two options:

1. Term nate the PA by Decenber 31, 2015

State would have to reinburse TransCanada for its
costs incurred to date (plus approxinmately 7 percent
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interest) — SOA increases overall equity and voting
rights to 25 percent, which equals the SOA's share of
gas

2. O, assumng TC is wlling, Execute an FTSA wth
TransCanada by Decenber 31, 2015

TransCanada would continue to incur costs on behal f of
the SOA unless there is a termnation at a | ater date,

at which point the SOA wll have to reinburse
TransCanada’s costs (plus approximately 7 percent
i nterest)

3:23:04 PM

Vs Rutherford read from slide 9: "The admnistration

recommends Term nation of the Precedent Agreenent”:

Al'i gnnent

Currently, the SOA is estimated to receive 25% of the
gas from Project; however, with TransCanada's equity
participation in the mdstream portion of the Project,
the SOA only retains approximately 12.5% equity in the
pr oj ect

Voting Rights

Term nating the agreenment and increasing the State’'s
voting rights would allow the State to have a nore
direct say in the decision making process of the
pr oj ect

Ms. Rutherford el aborated that ensuring that the state had
a nore direct say in project decision nmaking was
particularly inportant as the project noved from pre-FEED
to FEED. She continued to read fromslide 9:

Econom c Benefit
The SOA could realize up to $400 million of additional
annual net cash flows fromthe Project, based on DOR s
expectations of State being able to finance cheaper
than TC by financing the mdstream portion of the
Project directly

Vs Rut herford noted that consultants Lazard, G eengate

LLC, and FirstSouthwest, had all spoken on the topic the
previ ous day. She relayed that she and Ms. Poduval would
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continue to address the topic throughout the presentation
She turned the presentation over to Ms. Poduval .

Ms. Poduval stated that the nmain drivers behind the
adm ni stration's reconmendation were to inprove alignnent,
increase the state's wvoting rights, and create nore
econoni ¢ benefit to the state.

Ms. Poduval addressed the inportance of equity alignnment
and voting rights on slide 11. She pointed to a schematic
showing the current project structure. She detailed that
ExxonMbbi |, BP, and ConocoPhillips each held a certain
share of gas, which equaled their ownership in the project.
She expl ained that the state was expected to get 25 percent
of the gas from the project, but because TransCanada hel d
the equity in the GIP and pipeline, effectively the state
only held the 25 percent equity in the LNG plant. She
furthered that because the LNG plant was expected to be
about half the cost of the total project, it neant that the
state had about 12.5 percent ownership in the AKLNG project
conpared to its 25 percent ownership of the gas.

3:26:22 PM

Ms. Poduval noved to slide 12: "Alignnment through direct
participation will facilitate State influence equivalent to
its investnment.” She explained that the state's equity

ownership in the AKLNG project would determne its voting
rights, which it was currently sharing wth TransCanada.
She discussed that as a mdstream infrastructure conpany,
TransCanada's decisions were driven by maximzing 1its
sharehol der value. Whereas, the state's interests would
always be to maximze value for Alaskans from the
perspective of a resource owner. She explained that the
situation created a fundanental msalignnment. Oten, the
state and TransCanada fell on the sanme side of issues;
however, there were several instances where TransCanada
fell on a different side. She furthered that rather than
being an agent of the state or an extension of the state
and always voting as the state would want, TransCanada was
a comercial entity that the state had to negotiate when
the entities had differences of opinion.

Ms. Poduval relayed that one of the primary learnings in
going through the pre-FEED process wth TransCanada was
understanding the chall enges of the structure that had been
established. She discussed that TransCanada's role on
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behalf of the state was diluting the state's voice in the
proj ect . She stated that there were nany inportant
deci sions on the horizon including, the project budget and
schedul e, design decisions (e.g. pipeline and GIP), and
decisions related to by-product handling at the GIP. She
el aborated that by-product handling held a high |evel of
inportance to the state because a significant anount of
carbon di oxide (CO2) extracted from the gas at Prudhoe Bay,
which would require disposal. The decision wuld be
i nfluenced by whoever owned the GIP; it would be inportant
for the state to influence the decision. She explained that
the msalignment was not from any ill intent, but was
sinply a function of TransCanada being a commercial entity
working to maxim ze its sharehol der value versus trying to
maxi m ze the value of Alaska's resources. Additionally, it
created conplexity when establishing the project governance
agreenents. For exanple, she questioned whether TransCanada
would vote on all issues that affect the GIP and pipeline
and if the Alaska Gasline Devel opnent Corporation (AGDC)
woul d vote on issues that affect the LNG plant. She asked
what would occur if there was an issue affecting all three
conponents and who woul d speak for the state.

Ms. Poduval relayed that another challenge in the structure
was access of information [by the state]. She explained
that the structure did not work as efficiently as it would
if the state was directly at the table. There were
challenges for the state associated with the quality,
timng, and quantity of the information.

3:29: 54 PM

Ms. Poduval addressed criteria for evaluating economc
i npact of TransCanada's participation on the state (slide
14). The presentation used three different criteria to
eval uate the econom cs: cash flows, net present value, and
risk. She addressed cash flows, which included two
conponents: upfront cash calls the state would make and
oper at i onal cash flows the state would receive. She
addressed the upfront cash calls the state would be
required to make if the agreenment with TransCanada was
termnated. She detailed that state would imediately be
responsi bl e for paying back TransCanada for its investnent
in pre-FEED, which was estimated at approximately $70
mllion; and for funding AGDC for the continuation of
TransCanada's work on pre-FEED, which was estinmated at
slightly over $60 mllion. Going forward the state would
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need to nmake direct upfront cash calls for FEED and project
construction.

Ms. Poduval addressed whether the economic inpact to the
state was driven by a trade-off between higher upfront
i nvestnment and hi gher operational cash flows or |ower up-
front investnent with |ower operational cash flows (slide
16). She explained that the fundanental tradeoff had not
changed since the last tine the |egislature had | ooked at
the TransCanada decision. She stated that the economcs
worked out in the same way. She relayed that the state's

total upfront cash call exposure was $6.9 billion to $8.3
billion higher wthout TransCanada's participation (slide
17). The $7 billion figure was at the project's base
capital cost estinmate at about $45 billion, while a 20
percent capital cost overrun at about $54 billion would
produce an upfront cash call of approximtely $8 billion.
3:32:51 PM

Ms. Poduval discussed that the state's annual upfront cash
calls in the AKLNG project were expected to nearly double
wi t hout TransCanada (slide 18). She detailed that at the
peak of construction the state would have to fund about
$1.5 billion with TransCanada, which would increase to
slightly over $2.5 billion w thout TransCanada. She noted
that a very small anount of the project's total investnent
was spent during pre-FEED (approximately 1 percent) and 4
to 5 percent of the project's total costs were spent during
FEED. She el aborated that FID would occur between FEED and
construction; 95 percent of the capital costs associated
with the project would occur after FID. She discussed that
the state's financing would cone together at FID.  She
expounded that each of the project partners would have to
sell their LNG under long-term conmtnments by that tine and
line up their financing for the project. At that point
board approval would have been given, the engineering and
desi gn woul d be conplete, and contractors would be ready to
begin construction. Before the state took FID for the
project, it would have secured financing fromthe financial
mar ket. She explained that the upfront capital calls would
be paid by the state's chosen source of debt.

Ms. Poduval highlighted that once the project becane
operational the state was expected to receive annual cash
flows of up to $400 nmillion higher wthout TransCanada
(slide 19). The savings estimate cane from the expectation
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that the state had a |lower cost of debt than TransCanada's
7 percent interest rate. Additionally, the state did not
have certain cost elenents that TransCanada had (e.g. in
terns of taxes).

3: 35: 38 PM

Ms. Poduval discussed slide 20: "NPV increase to the State
without TC can be between $0-1.2B over 20 years." She
expl ained that depending on the discount rate wused to
calculate the net present value (NPV), the state would be
neutral at worst under a 10 percent discount rate, whereas,
under a 5 percent discount rate the state would achieve
addi ti onal val ue exceeding $1 billion.

Ms. Poduval discussed slide 21: "The econom c benefit of
replacing TC could vary based on the SOA's credit rating."
She referred to the projection that the state could achieve
up to $400 mllion per year in additional net cash flows.
She explained that the $400 mllion was based on the
expectation that the state could finance at a |lower rate on
its own versus through TransCanada. The sensitivity
analysis on slide 21 |ooked at what would occur if the
state's cost of capital for the project was higher than
expected. She referenced testinony fromthe previous day by
nmenbers of the project finance team that they believed the
state would be able to obtain financing for the project.
Additionally, the presenters had shared the expected cost
of debt at different credit ratings for the state. At an A-
rating the interest rate would be about 5.5 percent. The
$360 million bar shown on slide 21 had been rounded up to
the $400 million. She stated that even if the state's cost
of debt increased to a rate of 5 percent, there would still
be $170 mllion in additional value to the state without
TransCanada. She stated that even under some interest rates
that were too high to be realistic, the state would achieve
additional cash flows w thout TransCanada.

MVs. Poduval di scussed slide 23: "Why termnate the
agreenent with TransCanada now?" She relayed that the PA
had been designed to have different off-ranps for the
state. She elaborated that the agreenent had been entered
into agai nst the background of AG A for the pre-FEED period
with the recognition that pre-FEED represented a snall
portion of the project's devel opnent costs. She furthered
t hat pre- FEED al | owed t he state to exani ne t he
effectiveness of the relationship wth TransCanada and
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hel ped the state understand whether it had the financial
ability to invest directly in the mdstream The different
off-ranps at the end of pre-FEED and through FEED had been
designed to allow the state to conme to the fork in road,
evaluate the information based on the pre-FEED experience,
and understand whether an off-ranp was the right decision
for the state. She relayed that the admnistration was
recommending the current off-ranp based on the state's
ability to manage financial risk, to avoid back-in rights,
and to influence project decisions.

3:39:26 PM

MVs. Poduval addressed the state's ability to manage
financial risk on slide 24. She relayed that the state was
obligated to repay TransCanada's <costs if during the
devel opnent st age, the state termnated TransCanada,
TransCanada exited the project, or the project was
term nated. TransCanada's costs included developnent and
internal costs and a 7 percent interest on the amounts. She
continued that if the state could secure |ower financing
rates on its own, the earlier it mnade the termnation
decision, the lower its ultimate costs would be in the
event of a failure. Currently there was a prospect of a
successful project, which created a nuch better environnent
for the state to secure financing in. She explained that if
in three years the project was not noving forward,
TransCanada would have invested nuch nore on the state's
behal f and would have accrued many nore internal costs as
well as interest expenses. She continued that the state
woul d have the obligation of witing a larger check to
TransCanada, potentially with very little notice, and would
need to then go to the financing community to fund the
debt. At that point the financing community would know t hat
the state's prospects of a successful project had dinmed
significantly. She relayed that wunder the scenario the
state's financing costs were expected to be higher.

Ms. Poduval discussed a scenario that included a successful
project that included TransCanada. She detailed that the
state would be obligated to repay all of TransCanada's
costs in the form of a tariff payment. She explained that
the tariff paynment would be higher because TransCanada's
cost of capital was higher than financing the state could
secure on its own. The potential savings was reflected in
the figure of up to $400 nmillion. She reiterated that it
was better to secure cheaper financing at present than to
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try to secure financing later when there was a | arger check
due to TransCanada and markets knew the project was not
going forward. Additionally, if the project was successful
the state could finance its mdstream costs directly at a
cheaper rate than the rate provi ded by TransCanada.

3:42:55 PM

Ms. Poduval briefly addressed that the stakes increased as
the project proceeded through the various stage gates. She
reiterated that if the state could secure cheaper financing
on its own, it was better off starting earlier rather than
| ater.

Ms. Poduval highlighted avoi ding TransCanada back-in rights
as the second reason the state should termnate its
agreenent wth TransCanada at the present tinme (slide 26).
She detailed that if the state crossed the Decenber 2015
timeline and entered into an FTSA with TransCanada, the
terms of the FTSA specified that if wthin five years of
term nating TransCanada the state pursues any substantially
simlar project, it was required to allow TransCanada an
option to participate under simlar terms. She explained
that the legislature had renoved the back-in rights
provi sion fromthe PA because it wanted to give the state a
clean off-ranp once it had evaluated how the process had
wor ked t hrough pre- FEED.

Ms. Poduval advanced to slide 27 and relayed that severa
key near-term decisions were inpending. She stated that
there was a fundanental difference in the interests of the
state, producers, and TransCanada. She el aborated that the
ability for the state to termnate the agreenment wth
TransCanada and to gain full voting rights equal to its 25
percent share in the project would help the state have a
much nore direct influence over key decisions including by-
product handling, project budget, and schedule. Term nating
the agreenent wth TransCanada was also expected to
facilitate a sinpler and nore efficient resolution of
voting rights and various terms in the governance
agreenents currently under negoti ation.

3:45:44 PM

Ms. Poduval indicated she would be skip the next few slides
t hat had been covered by the finance teamthe previous day.
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Co- Chair Neuman commented that they would return to the
topic covered in the skipped slides at a later tine.

V5. Poduval addressed how the state could replace
TransCanada’ s technical role in the project. She read from
slide 32 titled "What is TC s technical role in the AKLNG
Proj ect ?":

e« TC is experienced in northern pipelines and |eads the
pi pel i ne technical work for AKLNG

« TC in its current role perforns or has perforned
several functions including the follow ng:
0 Holds State of Alaska's mdstream equity in AKLNG
as signatory to the JVA
o Contributes pipeline SMEs that were seconded to
the JVA PMI
0o Coordi nated FERC NEPA Process

Ms. Poduval addressed slide 33: "How wll TransCanada' s
t echni cal expertise be replaced?" She relayed that
TransCanada was not anticipated to build the pipeline. She
detailed that the AKLNG Project Managenent Team (PMI) was
responsible for leading and guiding the project. The team
was conprised of experts from each of the project partners;
the individuals held positions based on their skills and
experience. The PMI hired engineering and specialist
contractors that were currently advancing the project
design efforts; the team would also hire the engineering,
procur enent, and construction contractors who would
eventually build the project. She stated that a significant
anmount of the work was done by contractors wth PMI
over si ght.

Ms. Poduval noved to slide 34 and continued to discuss how
TransCanada’ s technical expertise would be replaced. She
relayed that AGDC had significant Al aska-related pipeline
experience given its successful conpletion of pre-FEED and
FEED work on the ASAP pipeline. She comruni cated that AGDC
had already taken over TransCanada's role in coordinating
the Federal Energy Regulatory Commi ssion (FERC) National
Environnental Policy Act process. The AKLNG producer
partners, AGDC, and the contractors would all cone together
under the PMI structure to build the GIP, pipeline, and LNG
pl ant .
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3:49: 13 PM

Ms. Poduval read from slide 35 titled "Conclusions and
Recomrendati ons":

The current arrangenment with TransCanada was designed
to provide the State (and TransCanada) wth several
of fOranps as the AKLNG Project noved through its
di fferent devel opnment stages, including an inportant
clean off-ranp for the State in Decenber 2015

Ms. Poduval added that the clean off-ranp had no back-in
rights for TransCanada. She continued to read from slide
35:

The State adm nistration recomrends term nation of the
TransCanada relationship by Decenber 2015 and
replacing it with the State's direct participation in
t he AKLNG mi dstream

The exercise of this offdranp is expected to
facilitate better alignnment and control, lower risk
and create additional value for the State in the AKLNG
Project over the |ongOterm

Co-Chair Neuman renarked that a substantial anount of
information had been presented. He encouraged nenbers to
subnmit their questions to the co-chairs.

Ms. Rutherford noted that nenbers' packets included a
docunent titled "TransCanada AKLNG Participation Decision
Primer” fromthe Ofice of the CGovernor, dated October 24,
2015 (copy on file). She detailed that it was a followon
to a Black and Veatch report on the TransCanada
participation decision that had been issued on Septenber
30, 2015. The docunent was a narrative that provided a
wal k-t hrough of the Black and Veatch report and the current
present ati on.

Co-Chair Neuman explained that the conmittee nenbers had
not received the information wuntil shortly before the
current neeting. He asked nenbers to review the information
and ask any questions the follow ng day.
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3:52:28 PM

Vi ce-Chair Saddler asked, under SB 138, who had the
authority to make the term nation decision for TransCanada
and where the decision was |aid out.

Ms. Rutherford responded that the decision was laid out in
the PA. She noted that the document had been confidential,
but at the adm nistration's request, TransCanada had nmade
the docunent public. She believed that TransCanada woul d
distribute the docunment wthin the next 24 hours. The
term nation decision was nade by the DNR commi ssioner. She
communi cated that the comm ssioner and governor had felt
strongly that they did not want to term nate the PA w thout
havi ng the discussion with the legislature in order for the
| egislature to becone party to the decision and the
associated appropriation. The appropriation would be
mandat ed by a term nation.

Co-Chair Neuman remarked that if the legislature was party
to the decision it should have access to confidentiality
agreenents. M. Rutherford agreed, which was why the
adm ni strati on had asked TransCanada to nmake the PA public.
She noted that a very small portion of the docunent had
been redacted. She believed the legislature would receive
the information directly from TransCanada.

Co- Chair Neuman asked if the legislature would have access
to all of the confidentiality agreenents. M. Rutherford
answered that the PA was the confidential docunent that
drove the arrangenent that had energed fromthe MOU.

Vice-Chair Saddler referred to the DNR conm ssioner's
ability to nmake the termnation decision. He asked if it
was a best interest finding. He wondered if the |egislature
could get a copy of the finding before making a decision on
appropriating the funds.

Ms. Rutherford replied in the negative. She expl ained that
it was a contractual arrangenment that could be term nated
with "the swi pe of a pen."

3:55:10 PM

Representative WIson agreed that the state should have a
seat at the table. She wondered who would actually sit at
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the table on behalf of Alaska. Ms. Rutherford replied that
AGDC would be the state's representative and it would hold
the 25 percent equity position for all three elenents of
the project; it currently held the liquefaction portion and
woul d add the GIP and pi peline.

Representative WIson assuned the AKLNG partners referred
to on slide 34 were the three producers (i.e. ExxonMobil,
BP, and ConocoPhillips). She surmsed that it there would
also be a [state] designee at the table instead of
TransCanada. M. Rutherford answered that the state's
representative would be AGDC. She el aborated that AGDC had
been set up by the legislature to be the equity hol der at
| east for the liquefaction. She furthered that AGDC would
be the state's representative on the project instead of
TransCanada hol ding the two el enents.

Co-Chair Neuman asked where SB 138 gave AKLNG [AGDC
statutory authority to continue work on the pipeline and
GTP.

Ms. Rutherford stated that the question had al so been asked
of the administration earlier in the day. She believed the
attorney general's office would provide a response directly
fromthe governor's office.

Co-Chair Neuman noted his preference to receive the
i nformati on sooner rather than |ater.

Representative WIson noted that as part of the partnership
TransCanada would have been paying into PILT [paynent in
lieu of taxes] for municipalities. She wondered if it would
go away w thout TransCanada. Alternatively, she wondered if
the other partners would pay into PILT.

Ms. Rutherford replied that DNR was not the expert on
paynent in lieu of taxes. She relayed that she had spoken
with DOR on the issue and she believed the cal cul ati on had
been made based on four partners broken into four quarters.
She explained that if the buyout of TransCanada went
through there would be three quarters, but the sane anount
of nmoney would be divided anong the nunicipalities; the
municipalities would not have a I|ower total i ncome
resulting from the TransCanada buyout. She conferred wth
Ms. Poduval and noted they had a slight difference of
opi nion. She would follow up on the issue with a specific
answer the foll ow ng day.
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3:59:14 PM

Co-Chair Neuman referred to Ms. Rutherford's remark about a
slight difference of opinion on the topic. He wanted to
hear both sides.

Ms. Rutherford noted it [the disagreenent] had been between
hersel f and Ms. Poduval .

Ms. Poduval indicated that each of the producer parties
woul d continue to pay the PILT, which would not change with
TransCanada' s exit.

Representative GQuttenberg remarked that if nothing was done
the state would still have the liability for all of the
work done by TransCanada, which would continue. He
furthered that the state would not have the ability to
termnate the project. He asked about the accuracy of his
st at enent s.

Ms. Rutherford responded that the state was responsible for
TransCanada's costs if TransCanada quit, the state
termnated them or the project term nated. Under the three
circunstances the state would pay TransCanada its costs
plus 7 percent interest or a FTSA could be established,
under which the state would repay TransCanada's costs over
a 20 to 25-year FTSA associated with throughput.

Ms. Poduval added that the state had the right to stop
participating in the AKLNG project; if it chose the option
TransCanada would no longer incur additional costs on the
state's behal f.

Ms. Rut herford clarified t hat under t he scenario
highlighted by M. Poduval, the state would still owe
TransCanada its costs to date plus interest.

Representative CQuttenberg discussed that if the state
term nated the agreenent with TransCanada, it would owe the
conpany 7 percent on top [of the noney it owed]. He
surm sed that the anmpunt would include the cost of capita
TransCanada had accrued. M. Poduval agreed that he was
correct.

Representative CQuttenberg asked what paranmeters the state
used to wunderstand what it was paying TransCanada for
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(regardless of TransCanada's continued involvenent). He
asked if it was a straight billing contract. He asked if
the state was paying for the conpany's gardener at the
conpany's headquarters or if the state was paying only
direct costs as opposed to incidental costs. Ms. Rutherford
replied that the subject was part of the PA the |egislature
woul d be receiving from TransCanada [in the near future].
She relayed that the costs were associated with a billing
and the state had audit prerogatives.

4:03: 25 PM

Representative GQGuttenberg referred to slide 4 related to
the state's decision to enter into the PA with TransCanada
[in 2014]. He pointed to the bullet that stated the PA with
TransCanada had given the state time during pre-FEED to
develop its in-house <capabilities in order to fully
consider the options of participating directly in mdstream
at appropriate off-ranps. He wondered if the state was
there yet. He asked if the capacity had been devel oped or
if the appropriate people were on board to follow through.

Ms. Rutherford replied in the affirnmative. She relayed that
the state had a nmuch better understanding of the
relationship as an equity owner as it had begun to enter
into sone of the comrercial negotiations and participated
in the project managenent team oversight of the project.
She believed that AGDC felt very confortable in holding the
state's equity position.

Representative Gara spoke to two concerns. First, he
addressed whether the state would make nore noney by
termnating TransCanada. He referred to the estinmate that
if the project succeeded the state would make up to $360
mllion to $400 mllion per year (w thout TransCanada),
whi ch was between $3.5 billion and $8 billion in a 20-year
period. He asked if the extra noney the state could nake
wi t hout TransCanada was clear of the original $7.1 billion
investnment by the state. He wondered if the state would
earn back the $7.1 billion and nmake up to $400 mllion per
year in additional funds. Alternatively, he asked if the
nmoney would go towards paying back the original $7.1
billion investnent.

Ms. Poduval answered that the earnings of up to $400

mllion per year would be net of all of the state's costs;
the funds would be in addition to the repaynent of the
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state's original $7 billion investrment. She el aborated that

the state was expected to borrow the $7 billion and woul d
have a debt paynent obligation during the project's
operation. The additional cash flows of up to $400 mllion

cone after the debt paynents had been net.

4:07:48 PM

Representative Gara surmsed that the state would receive
$200 mllion to $400 nmillion [per year] and would not have
to subtract the original $7.1 billion. M. Poduval replied
in the affirmative.

Representative Gara discussed a failed project scenario. He
surmsed that if the state ended the project at present (he
believed that wuld be a mstake) and bought out
TransCanada, it would not cost the state any nbre nobney
than if the legislature did not pass the bill [HB 3001].
Ms. Poduval responded in the affirmative. She explained
that the state had the obligation to pay back regardl ess.

Representative Gara asked if it would save the state noney
to buyout TransCanada at present in the event of a project
failure in three or four years' tine, given that the state
woul d not continue to pay TransCanada's 7 percent interest
and financing costs.

Ms. Poduval replied in the affirmative. She expounded that
if the project failed in three or four years' time, wthout
TransCanada the state would be witing a smaller check for
its participation up to that point in time. She furthered
that Black and Veatch believed the state could secure
cheaper financing than TransCanada's 7 percent interest on
pre- FEED and FEED costs.

Representative Gara restated his understanding that if the
project failed, the state would save nobre noney w thout
TransCanada and if the project succeeded, the state would
earn nore noney. He asked for the accuracy of his
statenent. Ms. Poduval replied in the affirmative, assum ng
that the state could finance at a rate bel ow 7 percent.

4:10: 24 PM

Co- Chair Thonpson asked if there had been any alignnent
i ssues between the state and TransCanada to date. He asked
for detail. Ms. Rutherford replied that the confidentiality
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agreenent made di scussing sone of the issues difficult. She
was not able to go into any detail, but there had been sone
difficulties because the state and TransCanada had
different commercial perspectives. She added that the
difficulties had not been extreme, but they did exist.

Ms. Poduval ©provided the access to information as an
exanple. The area was challenging for the state because
informati on was provided indirectly through TransCanada.

Co- Chair Neuman wanted to know the problens and issues that
existed. He wondered if the state's relationship wth
TransCanada was good or bad and in what areas it was good
or bad.

Ms. Rutherford replied that governance was a good exanple
of areas where there had been differences of opinion. She
expounded that there was lack of clarity on who would vote
on AKLNG under a split ownership between TransCanada and
AGDC. She el aborated that if AGDC would want the vote if it
was fronting the state's nobney and participating in the
project. The state would want the vote due to its ownership
in the liquefaction.

Co-Chair Thonpson referred to the Black and Veatch report,
whi ch tal ked about that the state gas team and AGDC were
participants in the regulatory process and commerci al
negotiations wth the producers. He spoke to project
expansion and third-party access issues and asked who nade
up the state gas team and what role the individuals played.

Ms. Rutherford offered to provide a witten list of nanes
of individuals wunder contract and wthin the various
agenci es.

Co- Chair Thonpson requested additional information on how
the individuals interacted with AGC on the decision naking
process. Ms. Rutherford would provide that information.

Co- Chair Neunman asked if there was anything specific that
| aid out who the project team nenbers and their duties.

Ms. Rutherford asked for clarification. She questioned
whet her he was referring to the AKLNG project or the state
gas team

Co- Chair Neuman was referring to both. Ms. Rutherford would
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provi de the information.

4:14: 42 PM

Representative Minoz asked  whet her TransCanada  had
fulfilled its obligations in the pre-FEED process. M.
Rut herford responded in the affirmative.

Representative Minoz wondered if TransCanada supported
potentially increasing the pipe size from 42-inches to 48-
inches. Ms. Rutherford affirmed that the AKLNG project had
supported the work associated with fully analyzing the
| arger pipe as part of the final pre-FEED effort. She noted
that the decision had required all parties to vote in
support of the analysis.

Representative Minoz asked if the financial decision the
| egislature would rmake included the additional noney
required of the expansion decision. Ms. Rutherford answered
that it was not a decision, but a commtnent by the project
to bring a 48-inch analysis up to the sanme |evel of pre-
FEED information as the 42-inch pipeline. The analysis
woul d enable the project and its equity owners to make an
i nformed deci sion on the appropriate pipe size.

Representative Minoz asked about the expected budget for
reviewing the information leading to the decision. M.
Rut herford answered that the additional analysis was $30
mllion.

Representative Minoz asked if the state's portion of the
$30 million was included in the appropriation request in
the bill. Ms. Rutherford replied in the affirmative.

Co- Chair Neuman requested nunbers as the neeting continued.

Representative Minoz asked about TransCanada's |evel of
involvenent in the project in terns of its enployees
dedicated to the project. She queried how many i ndividuals
from TransCanada were actively working on the project. M.
Rut herford believed 15 TransCanada enployees were worKking
on the project.

4:17:58 PM

Representative Mnoz asked what would happen to the
relationship with TransCanada if the buyout did not occur
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at present. Ms. Rutherford stated that in discussions wth
TransCanada, the conpany had offered to enable its key
enpl oyees to continue working on the project through the
pre- FEED st age.

Representative Minoz was curious about the state's
relationship with TransCanada going forward if the buyout
did not occur. She wondered how the decision would inpact
forward novenent on the project.

Ms. Rutherford believed the |legislature would hear from
TransCanada that it was supportive of the buyout. She
believed it was the conpany's preference. She renarked that
the conpany would be available for discussion wth the
| egislature later in the week. She relayed that she had
been told by TransCanada that it was supportive of the
buyout .

Representative CGattis remarked that when SB 138 had been
passed there seened to be significant val ue associated with
including TransCanada in the deal. She wanted to know the
downside of losing TransCanada's participation in the
proj ect .

Ms. Rutherford replied that the downside was that the state
did not want to |lose any nonentum on the pre-FEED work. In
relation to one of the nobst significant risks, TransCanada
had been obliging by agreeing to either second its
enpl oyees to the project or allow the project to hire
TransCanada' s enpl oyees to finish the work.

4:20:52 PM

Co-Chair Neuman referred to Ms. Poduval's testinony that it
was a good transaction. He remarked that nothing was
perfect. He asked about problens that had arisen or itens
she thought were concerns to the state. He relayed that the
committee needed all of the information to understand the
whol e story.

Ms. Poduval reiterated there were some constraints due to
confidentiality, but she wanted to help the commttee
understand where the misalignments were. She relayed that
access to information was an area that had been chal |l engi ng
because it camne to the state indirectly through
TransCanada. She spoke to by-product handling and the
i mportance of the state having a direct seat at the table.

House Fi nance Committee 22 10/ 25/ 15 3:10 P. M



She el aborated that there was a substantial amount of CO2
that would need to be extracted from the Prudhoe Bay gas;
it was the expectation that the CO2 would be reinjected in
the Prudhoe Bay unit. There needed to be negotiations about
how the costs associated with the by-product handling would
be negotiated effectively. She continued that it could be
done on a bilateral basis between each of the parties
bringing gas in or the AKLNG project could negotiate with
the Prudhoe Bay unit. From TransCanada's perspective any
cost incurred would be a pass-through to the state in the
formof a tariff. However, fromthe state's perspective, it
was billions of dollars. She relayed that in the specific
exanple, the best way to protect the state's interest was
to be there directly.

Co-Chair Neuman asked M. Rutherford to provide the
coonmittee with a |ist of some of the issues the
adm nistration had |ooked at and how it had weighted the
concerns to the state or TransCanada. M. Rutherford
affirmed that she would follow up with the information

4:23:50 PM

Vice-Chair Saddler referred to his earlier question about
when the termnation mechanism would occur. He recalled
that Ms. Rutherford had answered that it was a contractua
provision that could be changed with the stroke of a pen.
He wanted to see the docunent once it had been signed and
wondered when it would be provided to the conmittee.

Ms. Rut herford replied t hat t he partnership W th
TransCanada had not yet been term nated; no docunent had
been signed. She relayed that the conm ssioner of DNR and
the governor believed it was not an appropriate action to
take without the l|egislature's engagenent related to the
appropriation.

Vi ce-Chair Saddl er wondered if the contract would be signed
before the appropriation was nmade. Ms. Rutherford replied
that the admi nistration would not termnate the PA w thout
the |l egislature' s approval of the appropriation.

Vice-Chair Saddler surmsed that it was putting the cart
before the horse. He believed that only once the
comm ssioner decided to termnate the <contract wth
TransCanada did it becone the legislature's decision to
appropriate the noney or not. M. Rutherford replied that

House Fi nance Conmmittee 23 10/ 25/ 15 3:10 P. M



t he conm ssioner could have taken the action to termnate
TransCanada. However, the comm ssioner did not feel that
obligating the state to approximately $70 mllion wthout
havi ng the discussion with the | egislature was prudent.

Vi ce-Chair Saddl er asked what woul d  occur | f t he
| egislature declined to vote in support of appropriation.
Ms. Rutherford responded that the admnistration would
begin to explore the FTSA with TransCanada.

4:26: 03 PM

Vice-Chair Saddler referred to Ms. Rutherford' s testinony
that TransCanada was willing to make the PA public. He was
anxious to see the docunent. Ms. Rutherford replied in the
affirmative. She had asked TransCanada to transmt the
docunent as qui ckly as possi bl e.

Vi ce-Chair Saddl er queried the project voting nmechanism He
asked whether scenario w thout TransCanada neant the state
woul d have one vote out of four instead of one vote out of
five. He wondered how it wuld mterially change the
state's bargai ni ng power.

Ms. Rutherford agreed to provide the information in witten
f orm She could not remenber of f hand whet her t he
informati on was confidenti al .

Representative Edgnon remarked that the bill consisted of
two pages. He referred to the $13 mnmillion increnent
included on page 2 for three state agencies. He noted that
Pat Pitney (director of Ofice of Managenent and Budget,
Ofice of the Governor) had told the conmttee the previous
day that the noney tied to legal contracts and bankability
wor k. He wondered how it would inpact the state's nonmentum
on the project if the bill failed to pass. He asked for
corments on the inportance of the noney in terms of the
adm ni stration and AGDC.

Ms. Rutherford replied that there were various elenents to
the appropriation bill including the buyout of TransCanada;
funding AGDC s ability to pick up its operational costs and
the final pre-FEED costs; and funding for the Departnent of
Revenue (DOR), the Departnent of Law (DOL), and the
Department of Natural Resour ces' (DNR) roles in the
commercial aspects of the negotiations. The comrercial
aspects included everything from fiscals (fiscal certainty)
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to upstream cost allocations. Additionally, because the
state was not a working interest owner in the Point Thonson
or Prudhoe Bay units, the state needed to ensure it would
have the gas available to sell and supply on a regular
basis. She el aborated that if the state did not receive the
appropriations to finish up the current portion of the
fiscal year, it would greatly affect the state's ability to
continue the negotiations and bring comercial agreenents
to the legislature as quickly as possible.

4:30: 03 PM

Representative Edgnon surm sed that Ms. Rutherford believed
it wuld be a setback [on the project's nmonentum if the
bill failed to pass]. M. Rutherford replied that it would
be a significant setback. She el aborated that when DNR had
put its budget together for the gas comercialization
efforts, it had requested $13 mllion and had been funded
slightly under $9 mllion wth the wunderstanding from
various finance nenbers that the departnent could conme back
with a supplenental request if necessary. She relayed that
the increnent in the bill represented a supplenental
request for DNR and she believed it was what the other two
agenci es were doing as well.

Representative Edgnon queried the length of tine the
| egi slature would have to address the fiscal inplications
that would result if the bill failed to pass and the DNR
commi ssioner elected to term nate TransCanada. He wondered
if the costs would conme forward in a supplenental bill.

Ms. Rutherford replied that TransCanada had up to 30 days
to provide the state with a billing, and the state had up
to 90 days to pay the costs plus the 7 percent. She noted
that the state could audit and challenge the costs. After
120 days the interest rate would increase to 10 percent
plus LIBOR [London Interbank Offered Rate]. She noted that
the previous Friday, LIBOR had been 0.182 (approxinately
10. 2 percent interest after the 120th day).

MVs. Poduval expounded that if TransCanada issued a
termnation notice to the state or the conm ssioner of DNR
chose to term nate, the paynent due date would be 30 days
after the notice was provided and 90 days after that the
state would begin incurring a penalty at LIBOR plus 10
percent .
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Ms. Rutherford continued that if TransCanada provided a
billing to the state the day after the conpany had given
termnation notice, the 90 days would begin at that tineg;
120 days was the nmaxi mumtime period.

Representative Edgnon remarked on the testifiers' wearlier
statenents that i f the Dbill failed to pass, t he
adm ni stration would nove forward in pursuing the FTSA with
TransCanada. He observed that wunder that scenario his
guestions were not applicable.

4:34:06 PM

Representative Gara referred to discussion about the
possibility of a 48-inch pipe. He recalled that under the
former Par nel | Adm ni stration that staff (then DNR
Comm ssi oner Joe Bal ash and DOR Deputy Conm ssioner M chael
Pal owski) had pushed a 48-inch pipe with the caveat that
they felt the state would be able to fill it. He did not
bel i eve in ExxonMobi |, BP, and ConocoPhi Il | i ps
nmonopol i zati on of the North Slope. He discussed that with a
42-inch pipe there was a certain anount of inexpensive
expansi on, but at sone point expansion becanme very
expensive and the state would risk not having conpetitors
on the North Slope. He asked about the accuracy of his
statement .

Ms. Rutherford replied that a 42-inch pipe wuld be
expandabl e, but the adnministration believed that a 48-inch
pi pe would be a superior option for third-party expansion
opportunities on the North Slope. She expounded that the
operational costs for the fuel gas would offset the
additional cost of the pipe within 12 years. Part of the
di scussion at the project |evel was about whether the
prem ses were true. She furthered that part of the reason
for bringing the 48-inch pipe up to the sanme |evel of
information as the 42-inch pipe was to nake the
determnation with informed information

Co-Chair Neuman referred to the admi nistration's econom cs
and noted that there was a breakpoint related to
conpression and the anmount of noney it would cost for
addi ti onal conpression. He asked Ms. Rutherford to provide
the information to the commttee.

Ms. Rutherford agreed to provide that information. She
noted that the information would be based on the analysis
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within the gas team and wuld not be a project
representati on. The project woul d  not yet make a
determ nation on the assunption until the studies had been
conpl et ed.

Representative Gara understood that "you wouldn't want to
build a pipe if you didn't think the gas was there." He
appreciated that the issue was being studied. He spoke to a
scenario it was determ ned that there was sufficient gas to
support a 48-inch pipe plus expansion. Under that scenari o,
if the state elected to go with a 42-inch pipe it would
i ncrease the chances that that it only had basin control on
the North Slope with ConocoPhillips, BP, and ExxonMobil.
Additionally, he surmsed that it would deter additional
exploration, jobs, revenue, and gas through the pipeline.
He asked if his statenents were fair.

Ms. Rutherford agreed that the statenments were consistent
with DNR s perspective. She stressed that DNR had al ways
been an advocate for opening up opportunities for third
parties to develop the gas. The departnment strongly
believed it was in the state's best interest. The
departnment also believed that resource owners on the North
Slope would try to "right-size" the pipe for their own
resources. She believed having the tension between the
resource owner wanting to have an upscal e pipe or an easily
expandable pipe is a natural and probably healthy
di scussi on.

4:38: 25 PM

Co- Chai r Neuman request ed any i nformation t he
adm nistration had fromthe Alaska G| and Gas Conservation
Comm ssion (AOGCC) on offtake and the effects offtake had
on oil production. M. Rutherford agreed to provide that
information. She noted that AOGCC had recently mnade new
of ftake orders for Prudhoe Bay and Poi nt Thonson.

Representative Cuttenberg felt that TransCanada had "no
skin in the ganme." He elaborated that the state reinbursed
TransCanada for every dine spent on the project. He
reasoned that because the conpany had no risk, downsizing
or changi ng paraneters of the project was not a problem for
the conpany. He stated that all TransCanada would think
about was how to nake nore noney. He el aborated that if the
project failed the conpany would be reinbursed and if the
project succeeded there would be nore upside. He asked
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about the accuracy of his assessnment. He wondered if the
adm ni stration had made the consideration about the state's
relationship wth TransCanada when the conpany was at the
table voting on the state's behalf or making decisions at
t he managenent team | evel

Ms. Poduval agreed with that sunmation. She furthered that
any costs incurred as part of the project expenses would
eventual |y be passed through to the state under the current
agreenent wth TransCanada and the expected FTSA  She
agreed that it was sonething that i nfluenced the
recommendati on and that the state needed to be aware of.

Ms. Poduval clarified that the AKLNG work product and
budget (capital needed to keep the project going) allowed
for the state to influence TransCanada's vote on the
specific area.

Representative Quttenberg queried the difference between
the state termnating the agreenent and TransCanada
termnating the agreenent. He wondered about the state's
liabilities in each scenario. M. Poduval replied that the
issue was covered under the ternms of the confidential PA
that TransCanada had agreed to release shortly. She
expl ained that if TransCanada term nated the agreenent, the
state's paynent to the conmpany would be due in 30 days. She
detailed that the state would still accrue interest at a
7.1 percent rate during that period. She relayed that if
the state had not nade its termnation paynent within 90
days of the due date, the state would begin accruing
interest at a higher percentage (LIBOR plus 10 percent)
Under a scenario where the state term nated the agreenent,
if the state failed to make a paynment within 30 days, the
LI BOR plus 10 percent woul d begin accruing at that point.

Ms. Rutherford disagreed with M. Poduval's statenent. M.
Poduval stated that the | awers could answer the question.

4:43: 08 PM

Co- Chair Neunman requested a chart outlining the dates and
i nformati on. V5. Rutherford agreed to provide the
i nformation.

Representative WIlson wondered why the comm ssioner of DNR
was not at the table to answer questions.
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Co- Chair Neuman invited Conmm ssioner Myers to the table.

Representative WIlson wondered why the conm ssioner did not
sign off on it [the decision to term nate TransCanada] if
it was in the state's best interest. She remarked that the
| egi slation had been inplenented to take the politics out
of the equation.

4:44: 35 PM

MARK MYERS, COWM SSI ONER, DEPARTMENT OF NATURAL RESOURCES,
answered that there were several reasons. First, there was
an appropriate time to term nate (Decenber 31, 2015), which
optim zed the state's position. He did not want to presune
the termnation until he was confident the funds were
avai l able. He detailed that the state would be responsible
for paying additional interest if there was a failure to

fund the termination bill. He believed it was appropriate
to understand whether it was the will of the legislature to
fund or not fund the appropriation. He relayed that the
bill itself did not provide for sufficient funding. He

furthered that because of the last year's budget cycle, the
department did not have sufficient funding to get through
the current [fiscal] year w thout a supplenental budget.
Additionally, DNR could not fund the work plan and budget,
which was also part of the budget. He noted that DNR woul d
default on many fronts. He stated that the issue was a
matter of tineliness and appropriateness of process and was
out of respect for the legislature's position as the
appropriation body. Secondly, the decision to termnate
TransCanada was a judgenent call in the end. He believed
the pros and cons had been accurately laid out. He stated
that the decision nmade significant sense on an NPV basis.
He elaborated that the value to the state had been
presented. Additionally, the admnistration had shown the
non-di rect financial value of the decision, which included
increased authority for the state. He believed it was the
ri ght decision and a good one.

Comm ssioner Mers relayed that the relationship wth
TransCanada had been devel oping over tinme. The conpany's
willingness or desire for termnation had recently becone
apparent. He stated that for nultiple reasons it was
apparent that the termnation was the best decision to
make. He stressed that from a tinely standpoint, it was a
decision to nmake on Decenber 31, 2015 in order to optimze
its value to the state. He reiterated that if the funding
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was not in place, the state would incur a significant
liability and additional penalties and paynents because
there was no funding nechanism until the regular session
[ begi nning in January 2016], which would lead to a point of
payi ng extra interest.

Representative WIson remarked that the admnistration
could have limted the request to the funding. She stressed
the inportance of keeping politics out of the decision. She
believed the project should be run as a business. She
addressed a scenario where TransCanada was term nated and
AGDC repl aced the conpany's responsibilities going forward.
She asked for wverification that the legislature's only
i nvol venent would be to decide whether or not to fund the
next project stages. She assumed AGC would cone to the
| egi slature (when a stage had been conpleted) wth a
request for funds to nove forward. She asked for
verification that the legislature would not be asked to
make decisions on project partners and what would occur
next .

Conmi ssioner Myer affirnmed that her statements were correct
with respect to the pipeline and the engineering design and
construction process. There were a series of other
deci sions that were necessary including the royalty in kind
(RIK) election, terns, governance issues, and other. Mbst
of the itens were wth the admnistration and in
negoti ation. There were also decisions to be nmade by the
sponsors group on a continual basis through the pre-FEED
process.

4:48: 33 PM

Representative WIson asked for confirmation that AGDC
woul d be the state's representative on the project if the
| egi sl ation was passed. Ms. Rut herford replied
affirmatively that on all of the project pieces AGC woul d
have the discussion about funding along with the executive
on noving into FEED, FID, and other related issues. She
relayed that the commercial agreenments associated wth
fiscals and royalties would go through the executive and
the associated <contracts wuld be brought to the
| egi sl ature.

Co-Chair Neuman clarified that legislators in the audience
could submt questions to the chairs.
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Vi ce-Chair Saddl er appreciated hearing the adm nistration's
respect for the roles of the executive branch and the
| egislature. He believed it was inportant to respect the
separation of powers. He detailed that it was the DNR
conm ssioner's responsibility to nake the decision and
request funding from the legislature. He stated that the
current special session had been called to discuss the
termnation of the state's partnership with TransCanada. He
referred to testinony from Ms. Rut herford that the
adm nistration had experienced sone disagreenents wth
TransCanada. He believed it was inportant to understand how
wel |l the process laid out in SB 138 had been pursued before
a decision was made on nmaki ng changes. He asked how often
the admnistration's team had nmet with TransCanada to work
on project issues. He queried TransCanada's invol venent
with the adm nistration over the past 10 nonths.

Ms. Rutherford stated that TransCanada had been very
involved in all of the project aspects in its role on the
proj ect managenent team However, they were not privy to
sone of the commercial narketing discussions because they
were not involved in the wupstream gas supply or the
sovereign's decisions on fiscals. There had been sone
di scussions on FTSA between the admnistration and
TransCanada that had started in Decenber [2014], which had
continued off and on through June [2015]. She the
adm nistration had begun to nobve towards a termnation
decision once it had becone nore aware of sone of the
difficulties with information and as governance tensions
began to develop related to recognition that a split
ownership would be difficult. She did not know the precise
nunber of neetings that had occurred, but she thought they
may have been weekly.

4:52:58 PM

Vi ce-Chair Saddler wondered when the adnministration had
made the decision to nove towards the termnation of
TransCanada. Ms. Rutherford did not recall a specific date.
As the administration had begun to | ook at the econonics of
the decision, information flow, and governance questions it
had devel oped a general recognition that it was nore in the
state's interest to have the state hold its own equity
i nstead of having an agent in the mddle.

Vi ce-Chair Saddler asked that she specify a nonth. M.
Rut herford deferred the question to Conmm ssioner Mers.
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Comm ssioner Mers replied that with a new admnistration
it had taken tinme for the new commssioners to fully
understand the economcs of the project. Additionally, the
LNG market had been changing. One of the things the
admnistration had |ooked at with the help of Black and
Veatch an others was how to protect the state's downside.
Due to the volatility and changes in the gas narket, the
adm ni stration recogni zed that nodels and predictions about
oil price-linked LNG pricing were not as robust as was
hoped. He did not believe anyone had been nodelling oil-
linked pricing at less than $70 per barrel. He rel ayed that
maxi m zing value for the state had becone very critical
when | ooking at the Pacific R m market and the significant
volatility. Subsequently, when the admnistration had
| ooked at all of the places it could maximze value in
terms of netting back a higher well head val ue, the issue at
hand had come up as a prime area where significant value to
the state resided. Wien the admnistration had done the
analysis of the TransCanada structure, it felt that the
state was taking additional risk by not buying out the
conpany and was | osing upside that could protect the state
particularly in a |lower price environment. The major reason
for his decision on the recomendation to termnate
TransCanada was due to increased economc value to the
state and lowering its risk during low return price cycles.
He stated that the decision had been an evol ving process as
the new admnistration had worked through the data. The
comuni cations issues had been present at various tines,
much of which depended on the timng of AKLNG managenent
commttee neetings. He reiterated that the reason the
adm ni stration had conme forward with the recommendati on was
its belief that the state was better off economically on
the project and was nore protected, particularly under the
| oner priced oil and gas environnent.

4:56: 30 PM

Vice-Chair Saddler recalled that oil price had been
dropping even before the new adnmnistration had taken
office in the past year. He surmsed that there had to have
been a specific point when the admnistration had
determ ned that TransCanada should be termnated from the
project. He wondered if the timng could be narrowed down
to a specific nonth or so.

Comm ssioner Myers replied that it had occurred during the
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past summer [2015]. He discussed that after |ooking at and
understanding the nmarket volatility there had been
significant internal research on conpetitive projects and
at the idea of whether future LNG prices would be linked to
oil. He referred to Henry Hub [U. S. oil pricing conpany]
and stated that the admnistration was |earning nmuch nore
about the state's comrercial conpetition, which had been an
evolving process. At the start of the past sumer, he
believed that the whole industry was |ooking at whether a
| onger-term systematic change was occurring. To nmaxim ze
the state's conpetitiveness, given the values, the decision
had beconme increasingly nore inportant. He estimted that
the admnistration had the data in June or July. He
referred to other data as well. He reiterated that it was
difficult to find a case in which the termnation was not
in the state's best interest.

4:58:19 PM

Vi ce- Chair Saddl er asked how rmuch work needed to be done to
be done on the FTSA if TransCanada was not term nated from
the project. He wondered if the tineline of next Decenber
would be nmet. M. Rutherford believed the FTSA could be
conpleted within a couple of weeks.

Co-Chair Neurman asked about the risk assessnments. He
wondered about the risk assessnment nmethod of analysis
related to termnating or staying with TransCanada.

Conmi ssioner Mers answered that the admnistration had
di scussions with the LNG team that had been devel oping the
assessnment (primarily |ed by ExxonMobil) and was aware that
TransCanada secondees were very inportant to the project.
Addi tionally, the admnistration was aware that t he
governance had not progressed as quickly as the state had
hoped. The adm nistration wanted to know who the operators
of the various conponents would be. He relayed that if
TransCanada seconded enployees into the project it would
allow for a smooth transition. He wanted to be careful to
avoid discussing any confidential information. He noted
that a project operator had not been announced for each of
the conmponents. He relayed that the governance pieces had
to be finalized. He stated that if TransCanada had been
chosen as the operator, the situation may be different. He
stated that it was wearly enough in the project for
successf ul transition to occur. He remar ked t hat
TransCanada was a great conpany.
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5:01:16 PM

Co- Chair Neuman asked whether there had been any discussion
about the other partners in the project when the analysis
had been done on whether or not to separate from
TransCanada. He asked if the risk to the other partners was
i npacted with the renoval of TransCanada.

Ms. Rutherford replied that the admnistration had asked
the AKLNG partners. The partners had relayed that they had
no preference and the decision was up to the state. She
added that the partners had consistently been very specific
on the issue.

Representative Kawasaki remarked that every version of SB
138 or HB 277 [simlar gasline legislation introduced by
t he governor in 2014] had envisioned a tinme where the state
woul d have the ability to make the decision at hand. He
furthered that the new admnistration had to figure out
whether it was the best course of action. He conpared the
situation to a divorce or dissolution. He was concerned
about having a partner that was not "gung-ho" about the
rel ati onship.

Ms. Rutherford replied that it was better for TransCanada
to speak on its own behalf. However, she relayed that the
conpany had been very clear that it was acceptable for the
state to discuss that TransCanada also wanted to end the
rel ati onshi p.

Representative Kawasaki expressed disconfort at t he
situation. He asked if the admnistration was concerned
that TransCanada would pull out from the PA at a certain
time. M. Rutherford agreed that it had always been a
possibility, which would remain if TransCanada was not
term nated at present. She believed it was a fair concern.

5:04: 00 PM

Representati ve Kawasaki remarked that the project could be
several years down the road and several hundred mllion
dol l ars invested; knowi ng that the partner had been wlling
for disillusion seened |ike a costly ganble.

Ms. Rutherford agreed and believed that financial groups
had spoken to the issue the previous day. She reasoned that
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it was a risk noving forward if the state did not buy
TransCanada out at present.

Co- Chair Thonpson asked where the process had deviated from
SB 138 related to tineframe. He queried deadlines proposed
in the HOA that had not been net. He wondered if there had
been any conversation about noving the Decenber 31, 2015
deadline to July 31, 2016 in order to get things in line
and to help TransCanada feel that the state was being nore
cooperati ve.

Ms. Rutherford replied that she did not recall if there
were any agreenents within the HOA that had been m ssed

She relayed that the departnment was currently |ooking into
the issue in response to an earlier question from the
Senate. She hoped to have the information for the conmttee
later in the day or the followng norning. She did not
believe any deadlines had been mssed. She added that it
had al ways been the hope that the commercial agreenents
would be in place prior to entering into a FTSA, it made it
nmore difficult because the agreenents were not yet
avai | abl e.

Co-Chair Neunman for a witten status report of the
negoti ations. Ms. Rutherford answered in the affirmative.

Co- Chair Thonpson asked, in TransCanada's absence, who
woul d be responsible for engineering and comrercial work on
future pipeline expansion to accommpbdate gas not owned by
the producers (e.g. gas in the Nenana Basin). He wanted to
know who woul d be doi ng the engineering.

MVs. Rut herford responded t hat it woul d be t he
responsibility of the project. She elaborated that the
project would be operating the pipeline; there had been no
deci sions made yet on whether it would be governed as an
integrated project or have operators for each segnment (the
GIP, pipeline, and |liquefaction). There were currently
di scussions being held on the commercial |evel about under
what ternms the project would have to address third-party
access and expansi on denands.

Co- Chair Thonmpson asked who would own the infrastructure to
nonetize the gas of a partner that wthdrew from the
project. He wondered if the financial burden would fall on
the state. He asked if the scenario would be different if
TransCanada remai ned in the project.
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Ms. Poduval responded that if one of the producers w thdrew
from the project, it would fall upon the remaining AKLNG
parties (the two remamining producers and the state) to
eval uate the options to nove the project forward. She noted
that there would be a financial side. Additionally, the
three producers control the gas on the North Slope; it
woul d be necessary to determ ne how the continuing project
woul d have access to the gas. It would be necessary for a
decision to be nmade by the three renmaining parties on
whether to pick up the exiting parties portion of the
project or to bring in another partner.

5:09: 26 PM

Ms. Rutherford added that wunder the scenario it nade no
di fference whether TransCanada was the state's agent on the
pi peline or the GIP because the project itself would stil
be dealing with the withdrawal of a partner. She relayed
that it was one of the reasons Governor Wl ker felt so
strongly about having conmtnents from the producers that
should they w thdraw there would be a provision for nmnaking
the gas avail able. She spoke to the critical nature of the
i ssue and conmuni cated that volumes nade a huge difference
on the cost of the supply and the econom cs of the overal
AKLNG pr oj ect.

Co-Chair  Thonpson thought it would make sense for
TransCanada to take on and purchase the gas from the
wi thdrawing party. He surmsed that it could be a costly
undertaking for the state to take on the responsibility. He
added that the other partners may not be interested.

Comm ssioner Myers replied that TransCanada was a pipeline
operation conpany and did not sell or mrket gas. He
followed up on Co-Chair Thonpson's question related to
expansion of other gas. He relayed that it was one of the
reasons the state wanted a 48-inch pipeline; it was easier
to expand on a base load. Additionally, it required fewer
conpr essor stations and provided significantly nore
avai l abl e capacity within the pipe. He stated that things
like the Nenana Basin could be handled a nunber of
different ways, but the state wanted to assure that there
was capacity for the issues. He furthered that the
consideration of an intake point on the Nenana Basin would
be |ooked at along with the off-take points in Fairbanks
and other |ocations. He added that AGDC had the off-take
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responsibility. Additionally, the commercial side that the
state was working to ensure that the project expansion
terms were favorable to enable other parties to bring gas
in. Under the current FERC regulation for an LNG project
there was not an assured, easy expansion route. He relayed
that it was one of the major negotiation issues to assure
the project terns included | anguage supporting the concept.
He remarked that from the standpoint of a producer with gas
in tw large fields, any additional gas would be
conpetition. However, the state had a desire to see
additional gas (fromthe state, Doyon, or other).

5:12:41 PM

Co-Chair Thonpson referenced that the departnent had
mentioned the attorney general would be providing the
| egislature with a decision on AGDC s statutory authority
to take on the lead for the GIP and pipe. M. Rutherford
believed the information wuld be conpleted by the
followng day. She noted that based on I|anguage she had
| ooked at, she believed the authority currently resided in
AGDC.

Representative Gattis referenced the tineline that state
woul d have to pay TransCanada [if the buyout occurred]. She
addressed billing and auditing. She asked if it would take
| onger than 120 days for the state to go through all of
TransCanada's bills to audit. She wondered if the state was
current with its auditing or if it would have to backtrack
and spend nonths working the issue out.

Ms. Rutherford replied that she wanted to discuss the
guestion with DOR She relayed that an answer would be
provided in witing. She believed there were provisions to
accommopdate any challenges to TransCanada's billings that
woul d not negatively af f ect t he state's payment
responsi bilities.

Co-Chair Neuman referred to slide 6 that addressed off-
ranps and termination clauses provided by SB 138 for
TransCanada. He wanted to know the state's option for
exiting the project including the costs and liabilities.

Ms. Poduval responded that the state and TransCanada both
had the option of termnating the PA The Decenber 2015
clean off-ranp was available to both parties. Additionally,
each party would have the off-ranps avail able going through
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Decenmber 2018.

Co- Chair Neuman asked if the state had the sane options and
off-ranps for termnation as TransCanada. M. Poduva
replied in the affirmative. She noted that the PA included
slightly different conditions that trigger term nation, but
both parties had the ability to term nate the PA

Co- Chair Neuman asked about the adm nistration's "plan B."
He wondered what would occur if HB 3001 failed to pass. M.
Poduval replied that if TransCanada's term nation was not
possi bl e, the state woul d negotiate and execute the FTSA

5:16:45 PM

Co- Chair Neuman asked what the FTSA process would invol ve.
Ms. Poduval replied that the state would negotiate the
terms of a long-term (20 to 25 years) FTSA wth
TransCanada; the state and TransCanada would agree on the
tariff the state would pay. TransCanada would be obligated
to provide the service to the state and the state would be
obligated to nmake the paynents for the services during the
proj ect's operation.

Co-Chair Neuman provided a scenario where the |egislation
did not pass, the state did not spend another $160 mlli on,
TransCanada and the other producers continued to build a
pipeline. He remarked that the risk to the state would be
m nimal . He needed further clarity on the issue.

Ms. Poduval referred to slide 19 showing where the state
would be from a cash flow perspective. She explained that
the blue line delineated the path in which the state
termnated its agreenent with TransCanada and took
ownership in the GIP and pipeline. The green |line
represented maintained its partnership with TransCanada and
entered into an FTSA. The slide indicated that the state
woul d achieve |ower revenues (up to $400 mllion less) if
the state continued the partnership with TransCanada.

Co-Chair Neuman asked for the baseline nethodol ogy. M.
Poduval confirnmed that the information could be provided.

Ms. Poduval clarified her response to an earlier question
from Representative Gara about whether the $400 mllion per
year would be a net benefit of all of the costs and
investment that the state would make in the project. She
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poi nted out that the assunption behind the $360 mllion was
that the state would finance its $7 billion with 30 percent
equity and 70 percent debt; there would be a $2 billion
upfront equity investnent in the project. She furthered
that the net effect was shown in the table on slide 19; the
state would still come out at $5 billion nore [than it
woul d with TransCanada] .

Ms. Rutherford relayed that the admnistration had nade
Black and Veatch available to work wth enalytica (the
| egislature's consultant) to ensure enalytica had conplete
access to the administration's nodelling and the prem ses
that went into the nodelling.

Comm ssioner Mers added that there were five parties
currently in the project and any of the parties were able
to termnate the project at any point in tinme. He was not
forecasting that any party would term nate, but there would
be nore project surety for the state with four parties
rather than five.

5:20:12 PM

Co-Chair Neuman returned to slide 6. He discussed the
option available to TransCanada to exit the agreenent. He
listed itenms that would take place as a result. He referred
to the departnent's testinony that the state woul d have the
sane opportunities as TransCanada. He wondered if the state
chose to exit the project, whether it would have the
opportunity in five years to enter back into the project.

Comm ssioner Myers reported that the project would stop if
the state failed to sign the work plan and budget.

Ms. Rutherford added that the state and TransCanada had the
right to termnate up until FID. After Decenber 31, 2015

even after the FTSA was in place, if at any tinme the AKLNG
project termnated and the state began pursuing a simlar
project, TransCanada would have a back-in right back into
t he project.

Co-Chair Neuman asked if the state had the sanme right. He
remarked that the departnment had testified that the state
had the sanme rights as TransCanada.

Ms. Rutherford replied that she nmust have m sspoken. She
clarified that the state could not force TransCanada to
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remain in the project.

Co-Chair Neuman restated his question. He asked if the
state would have the sanme ability to buy back into the
project. M. Rutherford explained that TransCanada had no
separate prerogative associated wth AKLNG from the State
of Al aska. TransCanada was sinply the state's agent on two
segnents of the project.

Co- Chair Neuman would follow up on the question at a |ater
tine.

5:22:38 PM

Co-Chair Neuman referred to 26 titled "Avoid Back-1n Rights
for TransCanada." He wondered if the state had the sane
right to buy back into to a project within five years. M.
Poduval expl ai ned t hat t he back-in right rel at ed
specifically to the relationship between the state and
TransCanada and the ability the state had given TransCanada
to take its 25 percent in the GIP and pipeline. She rel ayed
that if the state chose to termnate the relationship with
TransCanada after Decenber 31, 2015 and the state chose to
pursue a substantially simlar project, TransCanada would
have the right to come back into the project. She surm sed
that he was asking if the state term nated the rel ationship
wi th TransCanada whether the state could conme back into the
project or bring TransCanada in. She believed the state
could bring TransCanada in, but the state would already be
in the project. She explained that if the state was not in
t he AKLNG project, the project would |likely be term nat ed.

Ms. Rutherford attenpted to restate Co-Chair Neuman's
question. She believed he may be asking whether the state
would have the sane back-in rights if TransCanada
i ndependently began to pursue an alternative project in the
State of Alaska with producers. She did not believe the
state had the sane right.

Co- Chair Neunman discussed that through the exercise on SB
138 (the enabling legislation that continued the AKLNG
project), nothing that was done could be perfect. He
furthered that there were things that arose throughout the
process that may not be the best thing for the state, but
they were specified in SB 138. He wondered if the state had
a plan B. He wondered what options the state would want to
include in plan B legislation if things did not work out.
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For exanple, he asked if there was a plan if the governor
wanted to introduce a bill +that better protected the
state's rights. He asked about opportunities.

Ms. Rutherford replied that if TransCanada chose to
termnate with the state, the plan B was enbedded in SB
138. The plan was for AGCD to pick up the role currently
held by TransCanada, which was exactly what t he
adm ni stration was suggesting should be done.

Co-Chair Neuman stated that there was still a question
about whether AGDC had statutory authority to fill the
role. Me. Rutherford agreed and stated that t he
adm ni stration would provide the answer to the conmttee.

Co-Chair Neuman wondered what would occur if it was
determ ned that AGDC did not have the statutory authority
to take over the role. He asked what plan B was. M.
Rut herford responded that plan B was to pursue the FTSA
wi th TransCanada.

5:26:47 PM

Vice-Chair Saddler wondered about an analysis of what
TransCanada brought to the project outside of the financial
advantages. He pointed to information provided about net
cash flow advantages and others, but he observed that the
success of the AKLNG project was as |likely wth
TransCanada's involvenent as wthout. He asked if the
chances of getting to FID (excluding the financial
advant ages) were stronger w thout TransCanada.

Conmi ssioner Myers replied that it would be appropriate for
TransCanada to address the question about what it desired

He stated that TransCanada was a world-class pipeline
conpany; other world-class pipeline conpanies al so existed.
He agreed that TransCanada certainly brought value to the
project. Wether TransCanada would be better than Enbridge
or one of the producers' pipeline conpanies, was a value
judgenent. Utimtely, the operator of the system had not
yet been determned; the determnation was part of the
governance decision. He agreed that there were valuable
TransCanada enpl oyees seconded to the project; the project
was working on maintaining continuity going forward. There
were two pieces: 1) who would be responsible for designing
and building the pipeline; and 2) who the state's agent for
t he pipeline would be. The adm nistration's proposal in the
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bill was that AGC would be the state's agent, but not the
pi peline operator. He stated that the project had to define
the operators after the engineering design wrk was
conpl et ed.

Ms. Rutherford added that the contract devel oper had al so
not yet been determ ned. She remarked that it was quite
possi ble that the project would not chose TransCanada to be
the contract devel oper even if TransCanada remained in the
project as the state's agent on the equity conponents.

5:29:48 PM

Vice-Chair Saddler understood that the project was a
process. His goal was to reach FID. He stated that if
TransCanada helped to bring the state integrity and
credibility with its partners, he saw a conti nued advant age
to maintaining the partnership. He requested to see any
evi dence showing that it was not the case.

Ms. Poduval replied that the AKLNG partners were deeply
vested in maximzing the |likelihood of the project's
success. The partners had communi cated their neutral stance
on whether or not TransCanada stayed in the project. The
stance indicated that the partners believed the technica
capabilities needed to continue the project forward would
still be available from the remaining partners and
contractors.

Co-Chair Neuman noted that M. Rutherford had nentioned
that AGDC s statutory authority to represent the state on
the pipeline and the GIP was in question. He believed SB
138 allowed AGDC to represent the state in the gas
liquefaction facility only. He discussed that TransCanada
had the ability to |leave the project. He remarked that M.
Rut herford had stated that TransCanada wanted out of the
project. He wanted to know about plan B. He restated his
earlier guestions about whet her the governor would
i ntroduce anot her pi ece of |l egislation asking the
| egislature to provide AGDC with the authority to represent
the state on the additional conponents.

Ms. Rutherford clarified that she did not believe there was
a question on AGC s authority. She relayed that the
question had been asked of the admnistration; therefore
DCOL was looking into the issue and would provide an answer.
She did not believe the admnistration had questioned
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AGDC s authority. Secondly, she did not believe she had
stated that TransCanada had said it wanted out of the
project. She relayed that the conpany would be able to
speak for itself, but it had specified that it was
supportive of the appropriation in the bill. The
adm nistration's presunption was that if for sonme reason
the appropriation was not funded, the project would
continue with TransCanada. She had not heard the conpany
say categorically that they would | eave the project; it was
a question the |legislature needed to put to the conpany.

Co- Chair Neunman shared his understanding that TransCanada
had "represented the fact that they would like to get out
of this deal now" He believed that M. Rutherford had
stated earlier that TransCanada would like out of the
proj ect .

Ms. Rutherford replied that TransCanada would like the
term nation to be funded, but she had no certainty that the
conpany would chose to |leave the state if the appropriation
was not funded. She stated that the conpany had never said
t hose words to her or the conm ssioner.

5:34:32 PM

Representative Gara stated that there had been sone
guestions about when the administration had arrived at the
decision that it was in the state's best interest to
continue forward w thout TransCanada. He addressed Ms.
Poduval . He stated that she had shared her concl usions that
if the pipeline noved ahead the state would nmake nore noney
wi thout TransCanada and if the project failed the state
would lose |ess noney wthout TransCanada. He asked for
verification that she had nade the sanme analysis for the
former Parnell Adm nistration as well.

Ms. Poduval replied in the affirmative.

Representative Gara asked for verification that M. Poduval
woul d not have altered her conclusion that the state was
better off wi thout TransCanada if she was still working for
the Parnell Admnistration. M. Poduval replied that the
fundanmental economc tradeoff had always been known. The
analysis in the current report was very simlar to the
analysis it had provided for SB 138. She affirned that her
answer was still the sane.
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Representative Gara indicated he would be unconfortable
with the project iif the state spent $7.1 billion on
building a pipeline and could not find a custoner. He
stated that no pipeline owner spent all of the noney to
build a pipeline until they had sonmeone to sell and buy the
gas at a price that was high enough to nmake noney for all
project partners. He asked if his statements were accurate.

Ms. Poduval replied in the affirmative. She believed the
factors were conpounded in an LNG project even nore than in
a pipeline project. She explained that LNG projects were
inherently very capital intensive; the projects paid back
the capital through long-term cash flows. She furthered
that after going through pre-FEED and FEED all of the
i mportant uncertainties had been sketched out. She referred
to the magni tude of the project costs of $45 billion to $65
billion. She stated that at that point the project partners
had sketched out the engineering details, had worked the
financial comunity to reduce their cost of capital, and
nmost inportantly they had acquired buyers for the LNG who
were willing to commt over the long-term at a price that
would nost likely be indexed to oil price. Al of the
conponents had to cone to fruition prior to any of the
parties taking FID, which would be board approved. She
agreed that it would not be speculative in the |east.

5:39: 03 PM

Representative Gara nentioned referred to an earlier
guestion about the decision to renove TransCanada from the
project and the decision about whether to build a 42-inch
or 48-inch pipe. He stated that the questions had clearly
been envisioned when SB 138 had passed. He recalled the
recommendations from forner DOR  Deputy  Comm ssi oner
Pawl owski that the admnistration was planning to try to
make a 48-inch pipe feasible because it was in the state's
best interest if the gas was available. Additionally, the
former adm nistration had planned to anal yze whether it was
in the state's best interest to renove TransCanada from the
project. He did not believe there was anything in the
current bill t hat violated or departed from the
fundanmentals in SB 138. He asked for verification that the
considerations were all consistent with SB 138. He believed
t he questions considered in the legislation were the exact
gquestions the state was supposed to address prior to
Decenber 15, 2015.
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Ms. Poduval answered in the affirmative. She explained that
the PA was designed to have the off-ranps and it was the
| egi sl ature that had included the clean off-ranp provision.
The legislature had determined that it did not want any
back-in rights and that the state needed the right to get
to the juncture and decide whether it wanted to keep
TransCanada in or not. She stated that it had been very
much part of the plan to reach the decision point.
Addi tionally, starting W th t he f or mer Par nel
Adm nistration the state had been consistent in expressing
its preference for a 48-inch pipeline; the position was not
new. She noted that she had been part of sonme of the
di scussi ons.

5:41:11 PM

Co- Chai r Neuman  addressed that there had been a
consi derabl e armount of discussion on |egal counsel for the
representation of the state during work on SB 138. At the
tinme it had been decided that the attorney general's office
woul d act as legal counsel for the state on the issue. He
suspected that Ilegal counsel nmay have given different
options. He wondered Conmm ssioner Mers encountered any
specific conclusions where there had been a question about
| egal interpretations on SB 138 (where an independent | egal
counsel may have cone up with different concl usions).

Comm ssioner Myers replied that he had been pleased with
the | egal support provided by DQOL. He referred to
contracted attorneys from Geenberg Traurig LLP and
M | bank, Tweed, Hadley & McCloy LLP working on the state's
behalf. He stated that it was a significant anmount of
noney, but there was a great discussion due to the nmultiple
vi ewpoi nts. He believed getting a good legal interpretation
from many different attorneys was very valuable. He
remarked that the |egal conponents of SB 138 were well-
spelled out. Getting the timng of the comrercial pieces
together in the right order with all of the parties was one
of the challenges. He furthered that at any given tine the
conpani es' economics were different; they had conpeting
interests thenselves. He stated that the alignnent and the
arm westling of the comrercial negotiations had been the
bi ggest challenge. He noted that it took a long tine for
t he nunber of parties and the nunber of different views. He
spoke to his experience working in the upstream segnent of
the industry and in the early stages of the devel opnent of
the Kuparuk [oil] field; he had witnessed the arm westling
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of the conpanies over very small issues in terns of
internal equity. He reasoned that it was not uncommon for
conpanies to take a long tine to make a conpl ex conmerci al
arrangenent, particularly when their equities were not
equal between the two fields. He stated that it was a tough
negotiation. He did not believe SB 138 had contenpl ated the
timeframe. He explained that the biggest thing he had seen
was not differing |egal opinions, but bringing commercial
alignnent anong parties in a challenging economc tine.
Addi tionally, robust resources were needed, which was the
reason for the significant budget request for DOL in HB
3001. He believed the state was getting very good | egal
advice, but it needed DOL and the consultants.

5:44:29 PM

Vice-Chair Saddler agreed that the decisions before the
cormittee had been envisioned in SB 138; however, the
critical information that was to have been available to the
| egi slature and the work that should have been done prior
to the decision point had not been provided. He stated that
the SB 138 process had envisioned that the |egislature
woul d gather in special session to consider a conpleted
FTSA, royalty nodification contracts, gas bal anci ng,
marketing contracts, and the PILT decision. He stressed
that the information was essential to give the legislature
the ability to make an inforned decision about whether or
not to buyout TransCanada. He stated that the decision to
termnate resided with the conm ssioner of DNR He did not
understand the reluctance to nmake the decision; he believed
he decision would allow the process to proceed in the
proper sequence.

Co-Chair Neuman remarked that the neeting represented the
committee's first delve into the "meat and potatoes” of the
di scussion. He noted the inportance of the discussion.

Representative WIson asked for verification that statute
under SB 138 did not specify the size of the pipe. M.
Poduval replied that the statute did not specify the size
of the pipe. She detailed that the decision wuld be taken
by the AKLNG project team The statute did include a
requi renent for the study and report the legislature on a
| arger dianmeter pipeline. Representative WIson thanked M.
Poduval for the clarification. She had previously thought
that it did [contain a provision specifying the size of the

pi pe] .
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Co-Chair Neuman noted that all nenbers of the |egislature
coul d provide their questions through the co-chairs.

Co-Chair Neuman asked Ms. Rutherford if she wanted to go
through the participation decision prinmer ["TransCanada
AKLNG Participation Decision Primer" (copy on file)] the
following day. Ms. Rutherford replied in the negative. The
docunent was a narrative describing the findings of the
Black and Veatch report. She would be glad to answer any
guestions that arose related to the docunent.

Co- Chair Neuman requested an executive summary on SB 138.
Ms. Rutherford agreed to provide that information.

HB 3001 was HEARD and HELD in commttee for further
consi derati on.

Co- Chair Neuman di scussed the agenda for the foll ow ng day.

#
ADJ OURNVENT

5:47:59 PM

The neeting was adjourned at 5:47 p.m
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