10: 06: 15 AM

CALL TO ORDER

Co-Chair

VEMBERS PRESENT

Representati ve
Representative
Representati ve
Representati ve
Representative
Representati ve
Representati ve
Representative
Representati ve
Representati ve
Representative

VEMBERS ABSENT

None

ALSO PRESENT

HOUSE FI NANCE COW TTEE
THI RD SPECI AL SESSI ON
Cct ober 31, 2015
10: 06 a. m

Neurman called the House Finance Commttee neeting
to order at 10:

06 a.m

Mar k Neunman, Co-Chair
St eve Thonpson, Co-Chair
Dan Saddl er, Vice-Chair

Bryce Edgnon

Les Gara

Lynn Gattis
David Guttenberg
Scott Kawasaki
Cat hy Munoz
Lance Pruitt
Tamm e W1 son

Pat Pitney, Director, Ofice of Mnagenent and Budget,
Ofice of t he Gover nor; Marty Rut her f or d, Deput y
Comm ssi oner, Department of Natural Resources; Mrk Mers,
Conmi ssi oner, Depar t ment of Nat ur al Resour ces;
Representati ve Dave Tal eri co; Representati ve Shel | ey
Hughes; Representative Paul Seaton; Representative Andy
Josephson; Representative Dan Otiz; Representative Geran
Tarr.

SUMVARY

HB 3001  APPROP: LNG PRQIECT & FUND/ AGDC/ SUPP.

HB 3001 was HEARD and HELD in conmmttee for
further consideration.
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TRANSCANADA  AND  PRE-FEED  SUPPLEMENTAL  APPROPRI ATI ONS
SUMVARY

Co- Chair Neuman reviewed the agenda for the day.

#hb3001
HOUSE BI LL NO. 3001

An Act meking supplenmental appropriations; rmaking

appropriations to capitalize funds; 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.

10: 07: 24 AM

ATRANSCANADA AND PRE-FEED  SUPPLEMENTAL  APPROPRI ATl ONS
SUMVARY

10: 07: 38 AM

PAT PITNEY, DIRECTOR, OFFICE OF MANAGEMENT AND BUDGET,
OFFI CE OF THE GOVERNOR, provided a PowerPoint presentation
titled "TransCanada and Pr e- FEED Suppl enent al
Appropriations Sunmary" dated October 2015 (copy on file).
She explained that the presentation covered five mgjor
topics (slide 2):

e How nuch funding for AKLNG has the state provided to
dat e?

e Wiat is included in the supplenental appropriation
request ?
e Wiy is the supplenental request $157.6M versus $108M?

e What changes have occurred in the Pre-FEED phase
resulting in cost increases?

e How nmuch will it cost to conplete the future gasline
phases?

Ms. Pitney advanced to slide 3: "SOA AKLNG Appropriations
to Date."

Funding to Date $90.5 M

SB 138 General Fund to LNG Fund (FY14-FY15) $69, 835.0
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e Capitalized the LNG Fund

« AGDC, AKLNG downstream cash calls, contractual
service w th agencies

Ms. Pitney noted that sonme of the SB 138 [legislation
passed in 2014 related to a gas pipeline, AGC, and oil and
gas production tax] general funds were allocated to
di fferent departnments via RSA [reinbursable services
agreenent] for service to Alaska Gasline Devel opnent
Corporation (AGC). She continued to address slide 3:

General Fund Appropriations (FY15) $11,762.0
» AEA in-state affordabl e energy study
* DNR North Slope Gas Comrerci ali zation
* DOR Tax Division

Ms. Pitney expounded that the Al aska Energy Authority (AEA)
energy study was conducted to |ook at energy requirenents
and needs outside of the area that would be available on
the gasline (i.e. rural and other areas wthin Al aska that
would not be directly serviced by the pipeline). She
continued to address slide 3:

Appropriations (FY16) $8,987.0

* DNR North Slope Gas Commercialization (in-state
gas line fund)

Ms. Pitney elaborated that the funding request had been
just over $13 mllion, but only $9 mllion had been funded.
The current request was to fund the additional anount. She
concluded with the final points on slide 3:

Aut hori zation from LNG Fund (FY16)
e Wthin original $69,835.0 capitalization
« AGDC, DNR, DOTPF $3,023.0

Ms. Pitney explained that because of available capacity
within the original $69 mllion, authorization of $3
mllion from the LNG Fund had been given to cover the
operating costs primarily of AGDC. She noted that the cost
was within the original $69 mllion capitalization. O the
$3 million increment, $150,000 would go to the Departnent
of Natural Resources (DNR) and $71,000 would go to the
Department of Transportation and Public Facilities (DOT).

10:12: 00 AM
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Ms. Pitney noved to slide 4 titled "State Gas Team FY2016
Suppl enrental Summary":

Suppl enental Request $157.6 million plus $5 mllion
AGDC Statutorily Designated Program Receipts (SDPR):

Agency Operating Budgets $13, 607.0
DNR: $2,126.0
DOR $1,381.0
DOL: $10, 100.0

AGDC. Capital Budget $144,045.0
Rei mburse TransCanada: $68, 445.0
Fund State’s renmi ni ng Pre-FEED share: $75,600.0

AGDC. Receipt Authority $5,000.0
AKLNG r ei mbur senent for work perforned

Ms. Pitney elaborated on the $5 mllion in receipt
authority to AGDC. She explained that AGC had done work on
behal f of all of the partners wthin the AKLNG project; the
funds provided the corporation the ability to receive the
nmoney and to essentially reinburse itself for the work.

Ms. Pitney addressed why the supplenental request had
increased from $108 million to $157 million (slide 5). She
explained that the $108 mllion had been limted to the
AGDC portion of the request, which nmeant the request had
really only increased from $108 mllion to $144 mllion.
She furthered that the nunber had changed because there had
been a pre-FEED [Front End Engi neering and Design] scope
and schedul e increase of $182 million for all of the AKLNG
partners; the overall cost had increased from $511 nillion
to $694 nmillion. She furthered that the state's share of
the new total was $173 nillion ($66 mnmllion for the
liquefaction plant and $107 mllion for the gas treatnent
plant (GIP) and pipe). She noted that the difference
between the $173 mllion and the $182 nmillion was based on
t he nunber of nonths.

Representative Gattis asked M. Pitney to repeat the
i nformati on.

10: 15: 29 AM
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Ms. Pitney addressed the question by turning to slide 6
titled "Pre-FEED Scope and Budget Changes." Prior to the
pre-FEED increase the admnistration had estimted the
suppl enental request at $108 mllion. She noted that the
actual cost if no increase had occurred would have been
$106.8 mllion. The figure included funds TransCanada had
al ready spent, the remamining cash calls for the m dstream
area the state would pick up. She addressed the increase
from$511 million to $694 nillion. There had been no change
to the following figures: $68.4 nillion for the buyout of
TransCanada's portion of the project and $29.6 mllion on
the mdstream cash calls. Under the budget change the
al |l ownance for mdstream scope changes had increased to $31
mllion [from $8.8 mllion] and another $15 nillion for
downst ream costs (liquefaction plant).

Ms. Pitney returned to slide 5 and explained that the
state's share of the $66 million for the liquefaction plant
was $15 million and its share of the $107 million for the
GIP and pi pe was $31 million.

10:17: 12 AM

Co-Chair Neuman asked if the increase in the request was
because the gasline developnent team noved sonme of the
projects from FEED into the pre-FEED stage. He asked for
t he reason of the increase.

Ms. Pitney agreed. She directed attention to the bottom of
slide 5 and relayed that there were four pieces of the
change. The first piece was related to conponent |evel
optim zation to lower <costs and increase efficiencies,
whi ch had been noved from FEED back to pre-FEED. The second
conponent was related to accelerating regulatory and pre-
bid work on FEED contracting. She elaborated that the
intent was to be ready to put contracts "on the street” in
a very short timeframe if a FEED deci sion was made.

Co- Chai r Neuman asked who nmade the change to the scope.

MARTY  RUTHERFORD, DEPUTY COWM SSI ONER, DEPARTMENT  OF
NATURAL RESOURCES, replied that it was the AKLNG project
scope change, which was nanaged by a team conprised of
representatives from the three producers, TransCanada, and
AGDC. The scope change had added additional costs to
conpl ete the pre-FEED work
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Co- Chair Neurman asked for verification that the changes had
been requested by the project developnment team M.
Rut herford replied in the affirmative.

Ms. Pitney continued to explain the scope changes on slide
5. The third and fourth conponents were to increase the
scope of geohazard work and to bring the 48-inch pipe
concept design up to the 42-inch pipe |evel of devel opnent.
She relayed that DNR would address the agency operating
requests.

Ms. Rutherford advanced to slide 7 titled "Departnent of
Nat ural Resources State Gas Team " Relayed that there were
certain aspects of SB 138 that were DNR s responsibility.
The nobst inportant were the negotiating of the upstream
commercial agreenents associated with gas supply and gas
bal anci ng, upstream cost all owance, and di sposal costs. The
i ssues were inportant to ensure that there was a reasonabl e
sharing of cost anong all of the project interest owners.
The departnent also had a role in negotiating the m dstream
issues to ensure that expansion and third-party access was
accomodat ed by the project. She communicated that it would
have a huge effect on the state's future |lease sales, in
addition to existing and future exploration and devel opnent
conpanies with interest in exploring for and nonetizing gas
supplies. The departnent had an incredibly inportant role
associated with marketing the gas, which was also part of
the comercial negotiations. She furthered that joint
venture marketing and equity nmarketing were both under
consideration. Additionally, SB 138 specified that each of
the three producers were to provide the DNR conm ssioner
with an offer to purchase and narket the state's gas. She
noted that al | of those alternatives were under
consi deration by DNR

Ms. Rutherford relayed that there were three pieces of the
department's request. She noted that for FY 15 DNR had
requested approximately $13 million and received just under
$9 nmillion, which represented a $4 nmllion shortfall of
DNR s expected expenditures. The departnment had been told
that if the shortfall became a problem it could submt a
suppl enmental request; therefore, it had decided to take
advant age of the special session to nake the request. She
explained that DNR wuld be expending noney fairly
intensively between the present day and the second quarter
of 2016 as it worked to finalize the comrercial agreenents.
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10: 22: 25 AM

Co- Chair Neuman asked Ms. Rutherford to provide the costs
associated with each item she discussed. For exanple, there
was $70 million to cover the costs that TransCanada had
incurred on behalf of the state within the AKLNG project
managenent team He asked her to specify whether a request
was for supplenental funds or for additional work to be
requi red due to the change in scope.

Ms. Rutherford clarified that she was currently only
speaking to the DNR supplenental request for the renmi nder
of FY 16.

Representative Gara remarked that under the current
structure each of the project partners were |ooking to
obtain their owmn gas marketer. He referred to a provision
in SB 138 that provided the option to let the producers
sell the gas for thenselves and the state at the best terns
they could achieve. He asked why there had to be nore than
one gas nmarketing person. He wondered if it was not
possible for all of the partners to rely on one another to
only have one narketer.

10: 25: 38 AM

MARK MYERS, COWM SSI ONER, DEPARTMENT OF NATURAL RESOURCES
replied that one of the challenges with marketing natura
gas to overseas narkets was the lack of transparency in the
structure conbined wth the warrantying required to deliver
the gas, and the coordination it took because it was not
sold on the spot market. He el aborated that very little was
sold on the spot; therefore it was necessary to nmake | ong-
term comm tnents and guarantees. He explained that a seller
had to assure supply and needed a trusting relationship
with the buyers. Additionally, the prices and contracts
were indexed. A project the size of AKLNG would have many
contracts; there was no single party that would purchase
all of the state's gas unless it was sold to an aggregator
in which case the price would be heavily discounted. He
continued that the scenario described by Representative
Gara where producers sold the gas was fundanentally what
woul d be done under the royalty in value (RV) nmethodol ogy
- where the producer would be the seller and the state
woul d receive the higher value in the field of any of the
producers. Throughout the process one of the known
chal l enges was transparency. He detailed that when selling
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mul tiple contracts gas noved very conplexly; tracking the
nol ecul es and ensuring a seller received their actual price
was difficult. He explained that nobst of the tine when
producers offered to sell gas for an entity to market, they
offered a specific price. He furthered that it was the
producers’ job to make noney on all aspects of the
busi ness, including the sales piece. Under the scenario,
the state would be guaranteed a price for its gas, but he
beli eved the producers would try to exceed the price in the
mar ket. He relayed that producers could not go that route
under an RIV scenario, but the state would have to be able
to trace the nolecules or have sonme nechanism to its
reopener processes.

Comm ssioner Mers explained that realistically a joint
venture marketing process was preferable if the state was
going to market with the producers; that way the state
woul d have enpl oyees seconded into the project and it would

be an equal partner wth wequal information flow He
stressed that joint venture marketing was an inportant
mechanism to nmarket. He relayed that sone producers

preferred joint venture marketing whereas others preferred
equity marketing; it varied by region and by partner. He
expounded that it was a conplex deal that had to be
negoti ated. For exanple, one conpany may advocate for joint
venture nmarketing in the AKLNG project, which was DNR s
choice as the cleanest, easiest, |owest cost, and highest
fidelity option. However, all of the producers would have
to agree on the option, which they may or may not choose to
do. He noted the issue was under negotiation.

10: 28: 33 AM

Ms. Rutherford expounded on Comm ssioner Mers's answer to
the question posed by Representative Gara. She expl ained
that there was one particularly good reason why it was not
possi ble for nore than one party to work on narketing gas;
there were serious antitrust issues. She detailed that the
negoti ations had to be conducted in a bilateral way.

Co-Chair Neuman interjected that he believed each owner of
the gas pipeline would be responsible for selling their own
gas.

Ms. Rutherford agreed and added that there were |egal

limtations to the project partners marketing gas together.
There were comrercial negotiations underway that would
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determ ne what the state's reconmendati ons would be on the
mar keting structure. She <continued that iif the state
recommended a joint venture marketing structure with one or
nore of the parties, the structure would have to be set up
very specifically in order to avoid triggering antitrust
issues. She relayed that joint venture marketing, equity
mar keting, and selling the gas directly to each conpany
were all under discussion. The reason the state currently
needed a gas narketer was because the structure had not
been determned and the state was limted to bilateral
conversations with potential purchasers. Additionally, the
state needed advice on the appropriate structure or
conbination of structures it should begin to develop
internally in order to present a full package to the
| egislature when it came forward with the comercial
agr eenent s.

Co-Chair Neuman asked conmittee nenbers to Kkeep their
guestions to the budget and presentation before the
comm ttee.

Represent ati ve Kawasaki asked if the agency budget requests
were specifically due to the change in scope that AGDC
made. Ms. Pitney replied that the costs would exist wthout
the scope change; the costs were related to the state's
representation in the project. She furthered that had the
scope not changed, the acceleration of the project and the
state's role in noving the project nore urgently required
t he costs.

V5. Rut herford elaborated that the funding requests
associated with the Departnent of Revenue (DOR), DNR, and
the Departnment of Law (DOL) were all related to the
project's commercial negotiations. The project piece would
be held by AGC going forward [instead of TransCanada] and
the work plan and budget nunbers, which was where the
accel erated pre-FEED i npact resided.

10: 32: 41 AM

Representati ve Kawasaki asked if there was a need to nove
the comercialization forward faster because of the new
pre- FEED and scope changes.

Ms. Rutherford responded that in order to keep the project

on schedule with the intended operational tinefrane of the
end of 2024 to 2025, it was necessary to backup to finish
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pre-FEED in 2016/early 2017. In order to conplete the
commercial agreenents the state needed the ability to have
a constitutional vote by the next general election on
Novenber 8, 2016. The tinmeline required that t he
adm ni stration would have the commercial agreenents to the
legislature in the late second quarter of 2016. She
stressed that the end of 2015 and the following two
cal endar quarters would be incredibly intense negotiations
on all of the commercial agreenents, which was driving the
addi ti onal appropriations to the agenci es.

Representative Gattis remarked on the $840,000 gas
mar keti ng position. She did not know what the industry pay
standards were for the position. She inquired about the
going rate and wondered if the state knew other conpanies
that paid the going rate.

Comm ssi oner Myers responded that the state had | ooked at
and benchmarked the <costs; it had used Human Capital
Managenent for Ql and Gas and Black and Veatch.
Addi tionally, the departnent had conferred wth its
coll eague Audie Setters who had retired from Chevron as a
gas marketer. The prices hopefully represented the upper
end of the range. He stressed that it was critical for the
state to hire the best marketer due to the swing in value
associated with how the state narketed, how it negotiated
the markets, and how it assured that the state was
effective and credi ble during negotiations (both internally
and with the nmarkets). He stressed that the contracts had
to be aligned by the end of FEED otherw se the project
woul d not be financed. He continued that the presented cost
represented the appropriate cost for the career field. One
of the challenges was that typically gas marketer positions
were paid a |large bonus, which could be equal to or greater
than their salary. He elaborated that the base salaries
were not that high, but wth bonuses and factoring in
incentivizing a person to nove to Alaska for the job added
cost. He reiterated that the cost represented a benchnmarked
range. He believed enalytica had testified to the range as
wel | .

10: 36: 43 AM

Representative Gattis summarized that the $850 nillion was
the going rate and a bonus was paid if the marketer
produced results. She asked if the position would have a
| ong-term contract for the next 20-plus years.
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Comm ssioner Mers responded that that the departnent
foresaw the need for a larger marketing group. The single
marketer was to help the state structure, build, and
negotiate the early contracts. Depending on the style of
marketing it would be nore or |ess |abor intensive.

Representative WIson recapped sonme fiscal nunbers. She
asked for wverification that the [pre-FEED] cost had
increased from $511 million to $694 mllion. M. Pitney
replied in the affirmative.

Representative WIlson remarked that it was a difference of
$183 nmillion. She asked if the state was required to pay 25
percent of the anount. V5. Pitney answered in the
affirmati ve.

Representative WIson surmised that the state's portion
woul d include a $48 nmillion difference. Ms. Pitney answered
in the affirmative.

Representati ve W son t hought t hat based on t he
adm nistration's nunbers, the difference was $37 mllion
instead of $48 m i on.

Ms. Pitney referred to slide 6. She explained that the
funding estimted by the admnistration had included an
all owance for mdstream scope changes of $8.8 mllion,
which was available to cover the additional costs. The
increase was $31 nmillion. There had been a contingency
built in for scope changes. The past spring/sumer, the
$108 had included an allowance for scope changes in the
m dstream area. She furthered that because the scope
changes for the midstream had been determned, the $8.8
mllion could be applied and cane off of the $48 nmillion.

10: 39: 48 AM

Representative WIson had used the nunbers on slide 6 in
her cal cul ation. She explained that she had subtracted $8.8

mllion fromthe $31 mllion (under the new pre-FEED scope
colum), which equaled $22.2 million. She had added the $15
mllion allowance for AGDC [downstream scope changes},

which brought the amunt to $37.2 nmllion. She had
multiplied the figure by 4 to account for the four
partners, which brought the total to a change of $148.8
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mllion. She thought the figure should match the $183
mllion, but it did not.

Ms. Pitney explained that the reason the $8.8 mllion
Representative WIson had subtracted from her calculation
actually counted towards the scope change.

Representative WIlson asked for verification that the state
had not yet paid the $8.8 million. Ms. Pitney replied in
the affirmative. The figure could be applied to the scope
change. Representative WIson asked for verification that
it was only the $8.8 mllion that had not been paid. M.
Pitney replied in the affirmative.

Ms. Rutherford continued to address the nobst inportant
responsibilities DNR had under SB 138. She noved to the
bottom of slide 7. She explained that the departnent was
requesting funds to cover personal services in the anount
of $646, 000 and additional contractual noney in the anount
of $1.5 mllion. She elaborated on the personal services
request, which included funds to hire the high-Ievel
mar keting lead that would begin to represent the state as
it noved into a gas narketer in whatever structure the
state determ ned was appropriate. She furthered that the
state would need a | ead marketing person even if it becane
an equity marketer. The state would also need a |ead
mar keting person if the state becane a nenber of a joint
venture market structure in order to ensure that the state
had an equal representative at the table when gas purchase
agreenents were developed. She relayed that it was the
begi nning of developing the structure that ultimately woul d
be in place for the state. The position would also help the
state analyze the appropriate structure or conbination of
structures the admnistration wuld recommend to the
| egislature in the spring of 2016.

Ms. Rutherford continued to address the personal services
increnent on slide 7. The administration was requesting an
addi ti onal $480,000 added to an existing $360,000 to hire
the existing gas nmarketing lead position; the additional
noney was for the remainder of the current fiscal year. The
admnistration would include a total request as part of the
regul ar budget request in t he com ng year. The
adm nistration was also requesting a new marketing anal yst
position to assist wth negotiations and pre-marketing
wor K.
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Ms. Rutherford addressed the contractual request on slide
7. She communicated that DNR had been requesting $580, 000
to reinburse the departnent for supporting the AKLNG
comercial negotiations going forward; it had revised the
request to $303,500 because it had elimnated sonme of the
backfill positions that supported the project at a level of
50 percent or |less. However, there were two positions the
departnment needed to replace within the Division of G| and
Gas. The positions were comercial analyst positions wthin
the division; to date the positions had provided 80 to 90
percent of their work in the past year to the AKLNG
comercial negotiations on issues associated with RK

upstream reservoir information to protect the state's
interest as a gas transporter and marketer. She explained
that the individuals were no |onger available to provide
their regular work to the division. She expounded that the
di vision was engaged in commercial negotiations on a daily
basis. There were six positions within the division: two
had not been filled due to budget cuts, two were avail abl e,
and two had been conmtted to AKLNG work. The $303,500
request would enable the division to hire two additiona

commercial analysts for the remainder of the current fiscal
year to prevent it from sliding further behind on its
ongoing oil and gas commercial managenent responsibilities.

10: 45: 50 AM

Ms. Rutherford continued with slide 7 and explained that
DNR was requesting $900,000 for its contractual services
related to the additional tine spent by subject matter
experts who were nostly under contract and were assisting
with every aspect of the conmmercial negotiations and the
package that would be brought to the legislature in the
spring of 2016. The total $1.8 nillion request had been
reduced from the original request of $2.125 mllion [note:
the slide showed a total contractual request of $1.48
million].

Vice-Chair Saddler asked for wverification that DNR was
requesting AKLNG funds for AKLNG work done by two of its
Division of Ol and Gas enployees. Ms. Rutherford replied
in the affirmative.

Vi ce-Chair Saddl er believed there should be a corresponding
reduction in the General Fund noney that had already been
appropriated to pay for the services as regul ar
departnmental enpl oyees.
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Ms. Rutherford answered in the negative. She explained that
the department was asking to be reinbursed by AKLNG funds
for AKLNG work perfornmed by two Division of Gl and Gas
enpl oyees. Thereby freeing up the General Fund noney w thin
the division to backfill the two positions in order to do
the original oil and gas work.

Comm ssioner Mers added that the commercial analysts are
worth their weight in gold. He elaborated that the anal ysts
were responsible for the state's RIK sales. There were
currently three proposals for RIK oil sales, which would be
del ayed w thout comercial analysts. The analysts also
devel oped the departnent's |ease sale terns and eval uated
commercial terns on the state's wunitization issues. He
noted that there were many new units com ng in.

10: 48: 22 AM

Co- Chair Neuman spoke to the issue of who would vote on the
work plan and budget on the state's behalf on Decenber 4.
He shared that the conmttee had received an email the
previous day from the governor related to the topic. He
asked which state organization would be casting the state's
vote on the work plan and budget assum ng an appropriation
was nmade and TransCanada was no | onger invol ved.

Comm ssioner Mers responded that if the buyout [of
TransCanada's portion of the project] happened AGDC woul d
vote on behalf of the state.

Co-Chair Neunan asked who would direct the way AGDC
enpl oyees should vote (i.e. the AGCD Board of Directors or
ot her). Comm ssioner Myers replied that the AGC vote woul d
be the vote of the state. He relayed that the state would
advise in the process fromthe perspective of the necessary
commercial terms. The vote would be to nobve an established
wor k plan and budget forward; therefore, he did not foresee
any issues with the vote. He explained that the only
options would be to vote for or against the work plan and
budget; if the state voted against the itens the project
would be termnated. He believed the process was straight
forward

Ms. Rutherford clarified that the state had been working

with AGDC on many of the commercial agreenents that affect
the project (i.e. on the GIP, pi pel i ne, and the
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liquefaction plant). She explained that if the |egislature
made the appropriation to term nate the Precedent Agreenent
with TransCanada, the interest that TransCanada currently
holds in the pipeline and GIP would be transferred to AGDC.
She continued that AGDC would continue to work with the
state agencies for input on the work plan and budget;
however, the AGDC board would direct the vote by the
representative to the project managenent team

Co-Chair Neuman referred to Ms. Rutherford' s testinony that
AGDC would work with DNR on the work plan. He asked if it
would only work with DNR on requests made by AGDC rel ated
to project permtting.

Ms. Rutherford responded that as the state noved through
t he phase of developing comercial agreements that affect
the state's interest, there were portions of the agreenents
that were led by AGDC, such as the governance of the
project. The governance of the project would be the actual
interest owners of the project. Assumng AGDC would hold
all of the state's interest in all three elenents of the
project, the parties would be AGDC, ExxonMbil, BP, and
ConocoPhi |l lips. She furthered that AGDC had representatives
on the managenent team and would be the ones to vote;
however, the commercial agreenents had elenents that were
of great inportance to the sovereign, such as expansion,
third-party access, wthdrawal, to what degree the state
received information and had a vote, and whether a vote
required all four parties to agree or a majority vote. She
expl ained that all of those questions would be enbedded in
sone of the various agreenents. She elaborated that the

various state entities all had input and had been
di scussing what the state's interests were and what the
agreenents would look like. She stressed that the input

from the state would continue before the project structure
and governance becane fully solidified. She stated that at
the end of the day AGDC would hold the state's interest and
its vote and the board of directors would direct the vote.

10: 52: 52 AM

Co-Chair Neuman remarked that according to the state's
AKLNG gas team organi zational chart, Conmm ssioner Myers was
listed as the decision nmaker for DNR He asked Comm ssioner
Myers if he had signed a confidentiality agreenent that
allowed him to see information considered confidential by
t he AKLNG proj ect.
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Comm ssioner Myers replied in the negative.

Co- Chair Neunman asked how the conm ssioner could nake key
decisions to negotiate agreenents concerning the project
[w t hout having access to the confidential docunents]. He
referred to a hypothetical scenario where soneone devel oped
a conpressor and specific information  about their
conponents was confidential. He stated that the commttee
had been told that nenbers of Alaska's team had to |eave
the room in order to have certain discussions and that it
had been disruptive. He wondered if the fact that
Comm ssi oner Myers was not privy to sonme of t he
confidential information had sl owed the process down.

Comm ssioner Mers replied that Attorney General Richards
and the governor had produced a letter stating that the
attorney general believed that conmi ssioners were not
required as senior decision nakers to sign confidentiality
agreenents to see the data (simlar to a CEO or senior and
vice president at a corporation). Additionally, the state
had been working with the producers on an agreenent that
was clear and concise. He continued that when he went to a
sponsors neeting he would email the group to let them know
he would hold the information confidential; the process
allowed them to successfully nove information back and
forth. Additionally, there were data sets that were
critical to the project and were held confidential under
other means in state governnment. For instance, the upstream
data and supply issues and balancing |ease equity related
to net profit sharing was all done under DNR s existing
authority and confidentiality. The subset of data specific
to AKLNG was not as large as one may think; however,
certain issues were. The state had worked wth the
producers and had seen adequate confidential data.

Ms. Rutherford added that the provided confidential AKLNG
information had been provided by the producers to
adm ni stration executives. She furthered that there had
been sponsors neetings that included that attorney genera

and conm ssioners where the producers had rolled out
confidential information. The producers had accepted to
some degree, the ability of the executives to participate
in the discussion wthout having signed confidentiality
agr eement s.
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Co-Chair Neuman asked if M. Rutherford had stated that
there had been faux neetings. M. Rutherford answered in
the negative. She explained that the sponsors group was
made up of the highest |evel representatives of the parties
with interest in the project. Wen the sponsors net there
had been tines when the state's attorney general or
commi ssioners had been invited to the neetings where the
producers had shared confidential AKLNG information. She
added that it was the primary nmethod by which the
commi ssioners had been receiving confidential information
from AKLNG

10: 57: 03 AM

Co- Chair Thonpson stated he was confused about the by DNR s
statenments that AGDC woul d make decisions and vote on the
state's behalf at the managenent team |l evel, but it had not
been allowed to sign a confidentiality agreenent. He
surm sed that when confidential information was discussed
at neetings, AGC would be required to l|leave and the
attorney general or departnment conm ssioners would step in
for the state. He stressed that the situation would |eave
AGDC out of the loop. He was unclear on why there was a
problem with confidentiality agreements. He furthered that
confidentiality agreenments were comon in every industry
especially in the oil and gas industry. He wondered how the
state was supposed to nmake an infornmed decision. He
enphasi zed that HB 4 [l egislation passed in 2013 related to
AGDC and the Regulatory Comm ssion of Alaskal] and SB 138
provided specific authority for AGDC to sign robust
confidentiality agreenents. He asked why it was an issue.

Ms. Rutherford clarified that there was a huge distinction
between the AKLNG project managenent team and the
commercial discussions. The project nmanagenent conmttee
currently represented the state's interests through Joe
Dubler [AGDC vice president and chief financial officer]
with AGC and TransCanada. She elaborated that iif the
TransCanada Precedent Agr eenent was termnated AGDC
(probably through M. Dubler) would continue to make the
proj ect decisions. She relayed that M. Dubler had signed
an AKLNG confidentiality agreenent. The only people
involved in the AKLNG commercial discussions who had not
signed confidentiality agreenents were at the highest
levels (i.e. the governor, DNR and DOR comm ssioners, and
attorney general). She relayed that it had been the opinion
of the admnistration that just |ike producer executives,
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the aforenmentioned individuals were not required to sign
the confidentiality agreenment. She stated that functionally
it had been working. She enphasized the inportance of
making the distinction between the project and the
commercial discussions clear. She believed that all of the
staff at AGC working on the AKLNG project had signed the
confidentiality agreenent, as had the agency staff.

Co-Chair Thonpson referred to proposed regulations rel ated
to changing the confidentiality requirenents by AGDC He
noted that sonme individuals wthin AGC had signed
confidentiality agreenments; however, he wondered if the
proposed regulation would change confidentiality agreenent
requi renents for future people.

Ms. Rutherford answered that she had heard there were new
confidentiality regulations that had been proposed by AGDC,
but she was not famliar with them She stated that
guestions about the regulations would best be directed to
AGDC.

11: 01: 13 AM

Comm ssioner Mers echoed the response given by M.
Rut herford. He stated that the discussion about regul ations
and AGDC did not pertain to DNR, DOR, or DOL (which was not
working directly with AGDC). He could not speak to the
internal matter related to AGDC because he was not privy to
the information. He understood the need for confidentiality
within a project and it was his hope that AGDC woul d second
people into the project in the future. The corporation did
not currently have anyone seconded into the project. He
bel i eved having people fully seconded into the project at
all levels was critical to represent the state's 25 percent
owner shi p.

Co- Chair Thonpson asked if secondees would be required to
sign a confidentiality agreenent. Comm ssi oner Myers
responded that that an agreenment was needed, but he did not
know what the agreenent would |ook |ike because the issue
was between AGDC and its attorneys.

Co- Chair Neunman believed that SB 138 gave AGDC the ability
to "have a blanket over thenf as far as the Freedom of
Information Act or the Public Information Act in order to
enter into discussions with conpanies that had proprietary
information. He also understood that the request for a
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change in regulation by AGDC to alter the specific scope
required in SB 138 was causing the entire project to slow
He stated that it had been an issue with nunmerous parties
if a regulation change allowed AGDC to enter into the
negotiations and have discussions wthout being covered
under a confidentiality authority. He asked who had
requested the regul ati on change that AGDC had proposed.

Comm ssioner Mers replied that the departnent did not
know. He stated that AGDC reported to an independent board
and did not report to "our structure." He noted that Dan
Fauske [AGDC president] was on lateral Iine to the
conmmi ssioner of DNR and reported to a board and governor.

11: 04: 45 AM

Co-Chair Neuman noted that AGYC would speak to the
committee during a neeting the following day. He asserted
that the confidentiality agreenent question was key to the
commercial negotiations that were currently underway. He
stated that the DNR comm ssioner was responsible for the
negotiations. He asked if the partners were reluctant to
ent er into conmercial agreenent s unless they were
confi dent.

Comm ssioner Myers replied he had not seen that occur. The
depart nment had recognized the challenges early on
associated wth the DNR conmssioner not signing a
confidentiality agreenent. He believed the information he
was receiving from the conpanies was adequate. He
el aborated that there was a long history of working with
DNR and confidential data and to his know edge DNR had
never breached a confidential agreenent in the 30 years he
had been involved. He stated that there was a fair anount
of trust in the relationship and he would not divulge
confidential information.

Co- Chair Neuman asked if Conm ssioner Myers had requested
to see the confidentiality agreement in order to start
reviewing it.

Comm ssioner Myers answered that he had spoken wth the
governor and the attorney general about whether they shoul d
sign the agreenent; the conclusion had been that they
should not sign them He respected his boss and the
decision. They had found a way to work through the
solution, which was based on the advice that senior
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executives wer e not required to be under t he
confidentiality in order to receive the information

Co- Chair Neuman bel i eved Comm ssioner Myers had stated that
the governor and attorney general suggested that the DNR
conmi ssi oner not sign confidentiality agreenents.

Ms. Rutherford disagreed with Co-Chair Neuman's assessnent.

Comm ssioner Myers clarified that he had not asked to sign
or not sign a confidential agreenent. He had been aware
that if he could not see confidential information there was
an issue with the responsibility he had as the comm ssioner
of DNR and as a decision naker. He relayed that the
governor's statenent and a nmenorandum to the producers
speci fying that senior executives (who were not under the
agreenents) needed to see confidential data, had been
adequate and had worked. He noted that it had nade sone
i ndi viduals wunconfortable, but it had been working. He
stated that he had worked wth a significant anount of
industry and confidential data and had not seen a bl ockage
of information. He had al so been very respectful of keeping
i nformation confidential.

Co-Chair Neuman did not see how the issue would not slow

t he pr oj ect down. He remar ked t hat t he state's
organi zati onal chart specified Conm ssioner Myers as a key
deci sion maker . Addi tionally, t he ot her depart nment

commi ssioners had not signed a confidentiality agreenent.
He commented on the Decenber 4th deadli ne.

11: 07: 38 AM

Co-Chair Neuman stated that he had asked if the issue would
slow down the project and that Comm ssioner Mers had
answered that it would not. He was concerned about the
issue and intended to address it further at a subsequent
nmeeting. He discussed that the commttee was scheduled to
have a hearing about SB 138 and AKLNG project
specifications in the bill. He elaborated that under the
legislation, DNR wth consultation wth DOR was to
negoti ate comrerci al agreenments, market royalty in kind and
tax as gas, and nodify |eases. He referred to a letter from
the governor from the previous day affirmng that AS
38.05.02 gave DNR and DOR the authorities and obligations
to negotiate the associated commercial agreenents and
di spose of the gas from the AKLNG export project. He wanted
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to discuss who was negotiating the commercial agreenents
for the state. He remarked on the $10 million suppl ementa
request from DOL for drafting, negotiating, and review ng
LNG contracts. He asked if the $10 mllion worth of
attorneys woul d be negotiating commerci al agreenents.

Comm ssioner MWers answered that DOL's direct support to
its attorneys and the contracted attorneys (MII bank

Tweed, Hadley, and McC oy and G eenberg Traurig LLP) were
critical to the negotiating success because the assistant
attorney generals really wunderstood Alaska l|law and the
external lawers had a long history of working on conpl ex
LNG projects. He explained that the organizational chart
was not the chart of the operational organization, but the
chart of the structure to negotiate on commerci al
agreenents. The chart showed the various functions and
positions and what the attorneys were working on. He stated
that the fund was crucial. He elaborated that it was the
third version of a gasline he had participated in; he
remar ked that the conpanies would be spending significantly
nore than that [$10 million] on negotiations. The funds
were to create a parity in the negotiations of the team

the specified experts on LNG were very inportant to
calibrate the agreenment versus others they had negoti ated
wor |l dwi de. There were nmany conplex issues, a short tine
period, and multiple teans working on rmultiple issues in
order to make things work. The |egal support was absolutely
necessary to the negotiating teans and comrercial people.
Utimately, his responsibility to sign the agreenents - he
had to be sure the state had done all of its due diligence
and had negotiated an acceptable deal; wthout that the
departnment could not come to the legislature for approva

of the structure and agreenment in good faith. He reiterated
that the attorneys were core to having a professional team
in an LNG project, where the state was not experienced. He
remar ked that the state was experienced in oil and gas, but
not LNG

11:11: 02 AM

Ms. Rutherford enphasized that the | egal team was assisting
with the commercial discussions (at the bottom of the
organi zational chart). She detailed that it was a team
approach; the |egal team was not making the decisions, but
were participating in the discussion as part of the team
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Co-Chair Neuman requested a list of individuals on the
or gani zat i onal chart who had signed confidentiality
agr eenent s.

Co-Chair Neuman stated that according to the State of
Al aska AKLNG gas team organi zational chart, Audie Setters
was the gas marketing lead. He remarked that DNR had
requested an additional $480,000 for [a total of] over
$800,000 to add to the existing vacant marketing position
He furthered that the conmttee had requested additional
details on the roles and responsibilities envisioned for
the position and how it conpared with industry standards.
He noted that the commttee was awaiting the answer.

V5. Rut herford responded that she had believed the
information had been provided to the conmittee the prior
evening or before the neeting. She relayed that it should
be to the conmttee shortly. She clarified that M. Setters
was a contractor and had been assisting the state to date.
The departnent firmy believed it was tine to begin to
institutionalize the state's capacity on gas marketing in
order to get up to speed and be a full participant as it
noved into the actual project.

11: 13: 06 AM

Co- Chair Neunman asked why a marketing position was needed
at the present tine. He remarked that the state did not
know how much gas it would have, no RIK or tax as gas
deci sions had been made yet, the transportation costs of
the state's gas or whether the state would market its gas
i ndependently was not yet known.

Comm ssioner Mers replied that SB 138 had established a
structure for comercial negotiations on the broadest
scale. The legislature had given the departnent and
commi ssioner strict instructions that the state had to
receive RIK value that was equal to or higher than RIV.
There were many ways to achieve a project, but |limted ways
to achieve a project that would maximze value at the
wel | head for the state. He furthered that the state's work
on the project - with assunptions on value to the state -
assumed a certain wellhead value. The well head value was
determ ned by the cost the state paid upstream the surety
of gas supply, transportation costs, and what the state
woul d get in the market.
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Comm ssioner Myers continued that it was all about selling
a coomodity at a price that maxi m zed the benefit to Al aska
in addition to other advantages of jobs, in-state gas, and
the construction of infrastructure. The Ilegislature had
charged the departnent with analyzing all of the elenents
he had listed, which the agreenents summari zed. He detailed
that a surety of gas supply and bal ancing neant it woul d be
necessary to get gas out of two fields in predictable
quantities and when one field went down a bit, the other
field could nake it up (balancing). He elaborated that the
state would lose a substantial amount of noney if the
pi peline was not full for the first 15 years of operations.
He furthered that if the state marketed to custonmers and
could not guarantee supply, the state would have to sell
the supply at a heavy discount. He stressed that if the
state paid too much for transportation fees it would |ose
nmoney. In order to preserve the upstream value, the state
had to negotiate agreenments that were fair. He stated that
it was necessary to be able to calculate the fees for
conparison against an RV structure (as required in the
finding he had to deliver for approval by the |egislature),
which was very different. He explained that it neant the
state had to know how it would market going into the
di scussions early.

Comm ssioner Mers continued to address Co-Chair Neuman's
guestions. He explained that the state would have to know
how it was going to market and had to negotiate agreenments
with the other producers. He spoke to a joint venture
mar keting scenario where the state would be a partner wth
t he producers, which would require the state to have people
of equal caliber enbedded in the structure. Under equity
mar keting, the state would need a whole team of people,
(i ndependent of the producers) that could preserve value in
the markets where the gas was sold (e.g. Korea, Japan, and
etcetera). He stressed that the state would be one of the
| argest gas marketers in the world under the project. He
stated that under SB 138, the |egislature had changed the
gane from being passive to being an active investor. Being
an active investor neant that the state had to build to
techni cal capacity in the organization in all phases noving
forward. He stated that each one of the phases involved
commercial negotiations at a nore finite |evel where nore
val ue is exchanged. He spoke to the inportance of having a
lead that was a state enployee and accountable to the state
and could build the capacity. He remarked that consultants
were skilled, but they only lasted wth the organization
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for a period of tinme and could be hired away. He expl ai ned
that the know edge base needed to be institutionalized and
the team needed to be trained. He reiterated the need for a
| eader who would build the structure. He stated that the
position was currently needed because the state was
actively negotiating the marketing structure wth the
producers and the R K finding determning what the
approximate values would be as the project noved towards
FEED. Once the project entered FEED the state would have to
be marketing and meking the contracts necessary to finance
post-FEED into the final investnment decision (FID).

Comm ssioner Mers further explained that the state would
have to sell its gas before getting to FEED. He remnarked
that three or four years was not a very long tine. He
relayed that there was one contractor currently in place
with expertise in the subject matter. He added that the
contractor was very good, but was building a retirenent
home out of state. He furthered that the reality was
building the continuity required the investnent in people
at present. He stated that the issue had been established
by SB 138, which the departnment was trying to honor.
Professionalizing and building a corporate structure for
marketing was a large piece of the value stream for the
project. The departnent wanted to do things professionally,
which neant bringing in the right people at the right tine.
The departnent also wanted to minimze the nunber of people
the departnent had in the structure. He renmarked that AGDC
woul d have many nore individuals in the structure than DNR
woul d have, even though DNR was doing the upstream and
mar keti ng. The departnent would need fewer than 6 people;
the number of individuals seconded and enbedded into the
pi peline structure would be nmuch higher. He clarified that
nost of the departnent's boxes on organizational chart
woul d go away once the project entered the construction and
operational phase. He reiterated that the negotiations were
conplex and took full teams of people to negotiate; it was
necessary for the state to have the people in place. He
stated that the project was one of the largest in the
worl d; the state had signed on in an active role as part of
the business structure. He added that if the state could
not honor the business structure with the right people and
budget, it would fail.

11:19: 42 AM
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Co-Chair Neunman referred to page one of the supplenental
backup detail and referenced a sentence: "a gas narketing
organi zation within DNR is an inportant step in preparing
the state for successful gas under the Al aska AKLNG or
alternative project.”" He asked if an alternative project
was bei ng consi dered.

Conmi ssioner Myers answered that he was not aware of an
alternative project. He believed that the governor had
stated that if AKLNG failed he would still nake efforts to
nonetize the gas on the North Slope; it would depend on why
the failure occurred. Utimtely, the state was building a
specific marketing structure for AKLNG but the structure
woul d depend on equity versus venture marketing; if venture
mar keti ng was chosen it woul d depend how many partners were
involved. The state had created a flexible environnent
where the first people would be hired and as the project
evol ved, DNR may or nmay not request another position here
or there; the situation was evol utionary.

11:21: 41 AM

Co-Chair Neuman asked if it was the intent of the
adm nistration to termnate the contract with TransCanada
prior to Decenber 4 [2015].

Ms. Rutherford answered that the adm nistration was intent
upon purchasing TransCanada's interest in order to vote at
the Decenber 4, 2015 neeting (assunming legislative
appropriation by the legislature). The admnistration was
commtted to having AGDC in place to cast the state's vote.
She relayed that Conmi ssioner Mers would provide a
presentation at the next commttee neeting that would
provide additional detail. There would be a docunent the
adm nistration hoped to have ready for execution by the
| ast week in Novenber in order for everything to transition
snoothly (with interest transferred to AGDC, a check cut to
TransCanada, and the state noving forward as equity owner
on all three elenents of the project).

Co- Chair Neunan asked for verification that it would be the
docunent that ensured legislators that AGC would have a
voting seat.

Ms. Rutherford answered that there may end up being three

docunents, which the admnistration was in the process of
determ ning. She relayed that they did not know whether one
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documnent could accommpdate termnating the Precedent
Agreenment between TransCanada and DNR or whether it could
termnate the relationship between TransCanada and DNR and
convey the assets sinultaneously to AGDC. She affirned that
the departnent would be executing all of the necessary
docunents to acconplish both.

Conmi ssioner Mers added that in the House Resources
Commttee there had been concern about DNR s intent, given
that the transfer could be to DNR prior to going to AGDC.
He assured the conmttee that it had always been his intent
that the facilities should be owned and integrated by the
state's interest in AGDC. He stated that it was necessary
to have a vehicle because he wanted to see snooth
operations between the treating plant on the North Sl ope

the pipeline, and the liquefaction plant; they all had to
operate together in unity. He elaborated that it would be
problematic if each of the conponents becane a conpeted
agai nst each other as separate profit centers. He furthered
that there would not be a snooth, integrated organization

He stated that it had always been his belief that it was
the best answer and the departnent had never contenpl ated
any other structure. He remarked that if the commttee was
hearing runors he did not know their origin. He stated that
the runors were not coming fromthe intent; the letter he
had witten to the comrttee verified that. He reiterated
that it was the only logical structure for the state to be
in, it was structured simlar to the rest of the project.
He expounded that creating an integrated infrastructure and
snoot her conmuni cations was one of the reasons that had
been discussed structurally for buying out TransCanada. He
saw DNR as the custoner for AGC. The departnent's ability
to work with AGC to ensure the custoner's happi ness was
inportant. He would be a tough custoner and wanted | ow
tariffs and inexpensive transportation, which would
i ncrease wel |l head value and revenue going into the Genera

and Per manent Funds.

Comm ssioner Myers continued that pipeline conpanies did
not always want the lowest tariff structure. He pointed to
the history of Trans-Al aska Pipeline System (TAPS) and
remarked that the conpanies clearly had not preferred it
[the |owest tariff structure]. He wanted expansion in the
pi pel i ne because the departnment managed a | ot of other gas
on t he North Sl ope. The depart nment also wanted
opportunities for its partners in the Arctic Sl ope Regiona
Corporation and Doyon to put their gas in the system He
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enphasi zed that the departnent was very insistent on
expansi on, which could be achieved comercially or with a
| arger pipe. He explained that as AGC comruni cated back to
the project it was inportant to have good comrunications
and for AGDC to understand that its custoner really wanted
these things. There was a natural tension that existed, but
communi cating the need of the custoner to the pipeline
needed to be crucial. He stressed that the custoner wanted
a high quality product at a cheap price because it raised
the wellhead value and the ultimate profitability to the
state. The state would nmake very little noney on the
pi peline; the noney would be nade by selling its gas.

11: 26: 09 AM

Co- Chair Neuman expressed concern about the autononmy of the
AGDC board and its ability to nmake deci sions. He el aborated
on the concern that the board would receive pressure from
the adm nistration on how to vote and conduct its work. For
exanple, the Board of Fish was also supposed to be an
aut ononmous entity, absent of political decisions; however,
he believed that Governor Wl ker had contacted nenbers of
the board to ask them for a venue change for next year's
nmeetings. He believed it was unheard of for boards that
were supposed to be conpletely autononmous of politics. He
continued that the boards were not supposed to have
| egislators or nenbers of the admnistration putting
pressure on them to neke decisions. He asked what
assurances Commi ssioner Myers could provide that AGDC woul d
be conpl etely autononous in its decisions.

Comm ssioner Myers replied that he could not warranty what
adm nistration influences had affected AGDC and what had
not. He stated that it was an awkward situation whereby he
provided formal information requests to AGDC, which nmade
requests to the nmanagenent conmittee; information then
flowed from the nanagenment conmittee to AGDC and back to
DNR. He respected that AGDC had an independent board and he
believed it was inport that the board talk to the
legislature if it had challenges. He detailed that the
board needed to have the discussion with the legislature to
explain how it was or was not working. He stated that he
had never been invited to a board neeting and could not
tell the commttee what was happening wthin AGDC (he
believed Ms. Rutherford had attended one neeting, but he
had never had a conversation with Chairman M ke Burns or
the board) other than from information received at a
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sponsors neeting or in other neetings where there was a
process for AGDC to get project information.

11:29: 03 AM

Co- Chair Neuman stated that Conm ssioner Myers had told the
coommittee that he had been instructed by the attorney
general and governor's office not to sign confidentiality
agreenents. He had spoken with producers and other nenbers
of the gas negotiating team who were concerned that they
could not enter into sone of the confidential agreenents
because of proprietary information that nay be provided by
producers or others. He stated that it slowed down the
process and he was concer ned.

Comm ssi oner Myers replied that any discussion of
confidentiality agreements wthin AGC were between the
attorneys of AGDC and their client. He relayed that there
was a relationship between DOL and AGDC, which DNR was not
and should not be a party to because DNR was not the
client. He did not know what the issues were between AGDC
and its internal confidentiality agreement to work with the
proj ect .

Vice-Chair Saddler remarked that many of the commttee's
guestions had been answered wth conditions and were
difficult to follow He believed both testifiers were
"straight shooters,” but did not know if he could rely on
the answers unless he took very careful notes. He heard a
desire for things to happen and that a nechanism was in
pl ace, but he did not hear a clear yes or no or conmtnment.
He asked if it was the admnistration's intent to term nate
the structure going forward (to vote no on the work plan
and budget).

Ms. Rutherford answered that the admnistration had every
intention to nove the project forward, which would be done
in the form of commercial agreenents as part of the work
pl an and budget. She stressed that it was not possible to
ever be sure if comrercial agreenents would materialize in
an agreenent that was acceptable to all parties. She
reiterated that it was absolutely the intent of the
adm nistration to nove the project forward under the SB 138
f ramewor k.
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Vi ce-Chair Saddl er asked for verification that t he
adm nistration did not intend to termnate the project. He
had heard references to an alternative project. M.
Rut herford responded that the adm nistration had absol utely
no intention of termnating the project.

Vi ce-Chair Saddl er asked for verification that t he
departnment had stated that Joe Dubler [vice president and
chief financial officer, AGC would cast AGC s vote on
the work plan and budget on Decenber 4.

Ms. Rutherford replied that to the best of her know edge
M. Dubler would cast the vote for AGC. She detailed that
M. Dubler was the current AGC representative on the AKLNG
proj ect nmanagement team She comrunicated that she did not
know whet her M. Dubler would continue to be AGC s choice
once all three elenents of the project were integrated;
however, she assuned AGC would choose him She stressed
that it would be AGC voting the nmanagenent committee
deci sion on behalf of the state.

Conmi ssioner Mers added that DNR had read about the
subsidiary corporation in the AGC mnutes; the departnent
had not been a party to any discussions about how
internally AGC would structure its pipeline organization
or the gas treatnent plant conponent. He hoped from the
outside as a custonmer that it would be an integrated
organi zati on because the desire was to see a snooth flow of
gas through a balanced and efficient system He was not
aware of how AGDC actually planned to do it; it had been an
assunption on his part. He continued that AGC s "structure
would be determned by their board, not by nme as their
custonmer." As a custoner, he would want to nmake sure he was
receiving the |owest possible tariff structure and an
efficient pipeline that was operational and expandable to
t ake the other gas managed by DNR

Vi ce-Chair Saddler stated that the silos were surprising to
the commttee - that Comm ssioner MWers was surprised by
t he devel opnment of sonme of the potentially very significant
devel opnents in the structure.

Comm ssioner Myers reiterated that it was a separate board
structure. He reported directly to the governor; the
processes in DNR including its confidentiality standards
and its requirenment to report findings to the |egislature
were clearly spelled out within SB 138. He furthered that
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DNR had a very established public structure in the project

and traditionally with its oil and gas nanagenent. For
exanple, the departnment could not do a long-term royalty
oil contract without comng back to the legislature for

approval. He stated that the legislature had included the
checks and balances in SB 138 for a reason. Simlar checks
and bal ances were not included in the AGC structure - the
| egislature had designed the agency as a separate
corporation with a separate board of directors; because the
structures were very different, the level of internal and
external information flow was al so very different.

11: 34: 55 AM

Vice-Chair Saddler referred to an earlier question about
the following I|anguage on page 1 of the supplenental
request ["FY2016 Suppl enental Request for State Agencies -
$13.6 MIlion" from Governor Bill Wal ker (copy on file)]:

The need for a marketing organization within DNR is an
important step in preparing for successful sale of gas
under the Alaska LNG Project or an alternative
proj ect .

Vice-Chair Saddler remarked that Comm ssioner Mers had
stated he did not know of any plans for an alternative
project. He stated that the docunent had conme from the
O fice of Managenent and Budget. He asked Ms. Pitney if an
alternative project was being considered in any way, shape,
or formand to what degree.

Ms. Pitney answered that there was no other project
currently being considered. There was intent to still nove
the state's gas to market if the current project did not
succeed. She comunicated that the admnistration wanted
the project to succeed; they were as far down the road as
possi ble and were on the cusp of making things work. Absent
of that she questioned whether the state did not want to
nove its gas to market. She did not believe it was a good
alternative for the state.

Vi ce-Chair Saddler agreed. He wondered to what degree the
adm nistration was |ooking past the potential termnation
to any alternative. He asked for wverification that M.
Pitney was saying there was no such consi derati on.

Ms. Pitney responded affirmatively.
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Vi ce-Chair Saddler asked why it was not premature to be
working on marketing currently. He pointed to the first
page of the supplenental request docunent that included a
bulleted list of projects including conmmercial agreenments,
mar keting plan, lease nodification, paynent in lieu of
taxes (PILT), and other. He thought the schedule had
envisioned that the legislature would | ook at and approve
the negotiated agreenents sonetinme during the fall (2015).
He wondered why that was not the case.

Ms. Rutherford stated that the parties had not reached
agreenent at present. The issues were not only between the
state and the producer parties; sone of the issues were
bet ween the producers thenselves. Agreements on sone key
i ssues had not yet been obtained - once they were agreed to
it would open up negotiations on other issues. It was the
intention to have comrercial agreenents to the |egislature
by the second quarter of 2016. It was sonmething that could
only be attained if all four parties were equally commtted
to finding mddle ground and accept abl e arrangenents.

Vice-Chair Saddler stated that his confort in proceeding
with TransCanada's involvenent was that the information
woul d be available to the legislature in order to nake the
decision to termnate TransCanada's involvenent. He stated
that the information in the docunment in front of the
commttee was going to be what he would have relied on to
make the decision. He would have nore confort if he knew
the status of the agreenents and the likely outcone of the
processes prior to commtting the state to pursuing an
al ternative.

Ms. Rutherford replied that the admnistration had hoped
that the commercial arrangenents would have been conpleted
as well. However, she disagreed with Vice-Chair Saddler
about why the comerci al agreenents were absolutely
necessary. She referred to a presentation given to the
commttee by Deepa Poduval (principal consultant, Black and
Veat ch) and stated that at the end of the day the issue was
primarily a financial analysis on where the state should
wear its risk and where it should make its paynents. The
state would pay TransCanada no matter what, but the choice
was whether the state would pay the costs up front to
becone the conplete equity holder or to bear the costs as
part of the tariff structure. She remarked that there had
been a pretty exhaustive discussion on the topic. She was
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not sure what trenendous additional value the comerci al
agreenents provided to the decision on termnating
TransCanada' s Precedent Agreenent.

11: 39: 33 AM
AT EASE

11: 39: 46 AM
RECONVENED

Conmi ssi oner Myers el aborated on Ms. Rutherford' s answer to
Vice-Chair Saddler. He noted that TransCanada had testified
before the conmttee; he discussed that there were nmultiple
reasons for the conpany to support the buyout. He expl ai ned
that under the agreenent structure any of the five parties
could termnate at any tinme all the way up to the FID
decision at a certain cost. He furthered that TransCanada
could opt to exit the project and the state would have to
pay the costs. He continued that if the state bought out
TransCanada's portion of the project there would only be
four parties remaining; the state wanted to nove the
project forward and the adm nistration hoped and believed
that the producers also wanted to nove the project forward.
Parties that were fully aligned and commercially advant aged
would help to nove the project forward. He stated that

TransCanada is a great conpany but it had serious
commercial challenges with the governance pieces if they
were not operators of the project - it would be difficult

for the conpany to stay in given its business nodel.

Comm ssi oner Myers communi cat ed t hat buyi ng out
TransCanada's portion of the project would provide nuch
nore assurance of the project noving forward. Also, it

would nove forward in a way where the economcs of the
project were shown to the legislature including the voting
rights to AGDC. He believed that buying out TransCanada's
portion pointed to advantaging the state and noving the
project forward. The fact that the other franmework
agreenents had not been done was a challenge of the
imrensity of the agreenments and the l|ack of alignment and
commercial differences between the conpanies. He noted that
the state was not a producer and had to effectively be I|ike
a producer in order for the deal to work. The supply
assurance agreenents would be nunber one; if the state
could not assure supply, it had no business being in the
project. He furthered that under that scenario the state
would be better off staying in an RV world and would
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hopefully gain equity and the producers would ship on the
state's pipeline; it was the alternative nodel that had
been proposed in SB 138. For the project to work the state
had to have the fundanental agreenents to secure its supply
to match its capacity in the project. He stated that
wi thout the fundanental agreenents the other agreenents
were not "worth the paper they were witten on." There was
a critical sequencing to the agreenents.

11:42:13 AM

Vi ce-Chair Saddl er asked why it was not premature to go to
marketing if the necessary conmercial agreenments had not
been negoti at ed.

Conmi ssioner Myers answered that the necessary team could
not be built overnight; it took years to build a conpetent
team He stated that the contracts would have to be in
place to market at the FID decision, which was not many
years down the road based on the project timefrane.
Additionally, the state has to negotiate a marketing
position with the producers as a part of the R K process;
t hey needed to decide whether to go with equity of venture
mar ket i ng. The state wanted the best pr of essi onal s
available in the field to help it make the best decision

He continued that each step of the way there were inportant
mar keti ng decisions the state needed to nmke; sonme of the
positions were negotiated positions with the producers in
each step along the way. The negotiations were part of the
whol e process of getting the baseline information the
| egislature wanted to have by Decenber 31 [2015]. He
furthered that it accelerated after that tinme and putting
people in place at present was critical.

Vice-Chair Saddler understood there had been $360,000 in
t he budget for marketing positions and the request had been
made for an additional $480,000 for a total of $840, 000. He
asked if there had been recruitnent efforts to fill the
position at the $360,000 |evel and what the results had
been.

Comm ssioner Myers replied that the state had not yet begun
recruiting because it did not currently have funding for
the position. He did not want to do any recruiting w thout
sone assurance the funding would be available. He furthered
that the state would hire a highly qualified person for
| ess if possible.

House Fi nance Conmmittee 33 10/ 31/ 15 10: 06 A M



Vi ce-Chair Saddl er had heard soneone say that the $360, 000
was already available, but the state had not tried to fil
the position at that anount.

Ms. Rutherford explained that the departnent had received
the $360,000 on July 1. The state had been in the mdst of
determining what it could buy as a nmarketing |ead and
everyone involved had been shocked at the price tag
associated wth nmarketing leads in the industry both
nationally and internationally. The departnment had realized
quickly that the anount provided [$360,000] would not
suffice. How the state would deal with the issue had been
part of the discussions; as the discussions evolved around
the special session, the state hoped it wuld be an
opportunity to adequately fund the position to ensure
successful recruiting.

11:45: 26 AM

Vi ce-Chair Saddl er thought he had heard that there was not
really recruitnent or an open post and that Audie Setters
had just conmunicated that he did not believe the anount
[ $360, 000] woul d be enough.

Comm ssioner Mers replied that they had gone to Human
Capital and Black and Veatch to get further input. He
expl ained that when he had heard the prices discussed by
the state's team he had requested nmuch nore due diligence
on the cost. He knew it would be an issue and had stressed
the inportance to the team about the need to benchnmark the
cost. Human Capital had | ooked at the nmarket costs and the
| egislature's consultant enalytica had also testified that
the figures were in the ball park

Ms. Rutherford elaborated that Black and Veatch had not
only relied on its own expertise; it had done outreach to
multiple parties before providing feedback to the
adm nistration. She detailed that it had been a relatively
broad effort, which included soliciting information from
parties. She furthered that the consultant had not always
received the information, but they had obtained sufficient
consistent information to reach its determ nation. She had
been relieved to hear that enalytica believed the figures
were consistent wwth its analysis as well.
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Representative Gattis believed the state should want access
to all of the information possible in order to make the
best decision. She was concerned as an Al askan citizen that
the state would not do its best to obtain all of the
information possible. She believed the departnent was
remss in not getting all of the information possible.

Co-Chair Neuman believed that the entire commttee shared
t he concern.

11:48: 16 AM

Representative Muinoz noted that the previous day M. Butt
had spoken to the inportance of alignnent. She detailed
that a key elenent of the goal was the ability to have
protection of intellectual property through confidentiality
agreenents. She wondered why Attorney GCeneral Richards -
who was involved in comercial aspects of the project and
was chief counsel to AGDC - was wunwlling to enter
confidentiality agreenents related to the project.

Comm ssioner MWers deferred the question to Attorney
General Richards. One of the concerns was that it would be
necessary to revisit the issue if the confidentiality
prevented providing enough information to the public. He
referred to federal issues that percolated up over actions
and the inability to explain. For exanple, mlitary
confidentiality created doubts in people's nmnds. He stated
that on a comercial side there was concern about having
confidentiality overly broad. He fully respected and agreed
with the need to have the best information. He noted that
he was a scientist by background and he believed in getting
all of the information. He noted that the state needed to
find a way to get all of the information, while having the
ability to explain to the public with adequate granularity
why the decisions were being made. He wunderstood that
bal ance was an issue, but for a further explanation he
deferred to the Attorney General Richards or his designee.

11:50: 13 AM

Representative Minoz asked if Attorney GCeneral Richards
woul d be avail abl e for questions.

Co- Chair Neuman believed Attorney General Richards would be
avai |l abl e for questions the foll ow ng Monday.
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Representative Minoz thanked the departnment for providing
clarity on where the TransCanada shares would go if the
state decided to buy them She relayed that earlier in the
day the legislature had received a letter from the
conmi ssi oner and governor clarifying the intent.

Representative WIlson referred to slide 6 titled "Pre-FEED
Scope and Budget Changes." She asked about +the term
"all owance for" and asked if it was the anount the
adm nistration thought the state would have to pay. She
wondered why the $8.8 nillion was in the left colum
i nstead of the right colum.

Ms. Pitney responded that in the spring and summer when the
state had the estimate of $108 mllion it had assuned
roughly $70 mllion in the TransCanada buyout plus the
$38.4 mllion for remaining cash calls for the mdstream
t hrough the end of the year. Had the scope not changed, the
remai ning cash calls would have only been $29.6 mllion.
The actual was the original estimate plus the $31 nillion
for the scope changes and $15 million [allowance for AGDC
downstream scope changes]. She explained that when the
adm nistration had initially estimted the cost of buying
out TransCanada's portion of the project and taking over
the cash calls at $38.4 nillion (the conbination of the
$29.6 mllion and the $8.4 mnmllion). She furthered that
without the changes the amount would have been $29.6
mllion, which made the adm nistration's original estimte
a little off. She reiterated the costs including the scope
changes.

Representative WIson asked for wverification that the
figures on slide 6 represented actual anounts owed by the
state that would nmake it current through the end of the
year. Ms. Pitney responded in the affirmative.

Representative WIson stated that the previous day the
committee had |learned that the state would be required to
pay an additional $60 nillion at the Decenber 4th neeting.
She asked for wverification that the administration was
asking for $204 mllion.

Ms. Pitney responded that the $29.6 mllion plus the $31
mllion was the $60 million that would be required.

Representative Wl son asked for verification that the total
was $144 nillion and the $60 mllion did not need to be
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added. Ms. Pitney agreed. She detailed that $144 nillion
was the total anmount required for the state's full
participation on mdstream and downstream through the pre-
FEED cash cal | s.

11:54: 41 AM

Representative WIson thought the admnistration may have
the noney in a part of its budget that was not accessible
because the funds had been designated to cone out of oil
and gas but not permtting. She wondered whether the noney
could be adjusted wthin the existing budget versus
al I ocati ng new funds.

Ms. Rutherford responded that the state did not have the
noney. She detailed that the request that was just under $2
mllion included $300,000 that would go to the Division of
Ol and Gas to backfill tw conmmercial analysts. She
expl ained that everything else noney that was noney that
was unavailable. If the departnent did not receive the
additional $1.8 mllion it would not have the ability to
backfill the two positions and the people assisting the
department with comercial contract negotiations would not
be able to continue forward at the rate to achieve the
contracts by April 2016.

Representative Wl son requested the anmount of the total DNR
budget for the current year.

11:57: 06 AM

Ms. Pitney replied that she did not have the figure on
hand; however, the departnent's budget had been reduced by
18 percent the previous year (one of the |argest reductions
to a departnment). She expounded that the Gl and Gas
Division had received a reduction and had not received a
requested increase associated with the AKLNG project. She
stated that there was tremendous stress on the departnent's
overall budget. She could follow up with the total FY 15
and FY 16 budgets. She explained that new nobney was
required to allow the division to progress on the project.

Representative W Ison understood that the departnent nmay
not have the funds within the Division of Ol and Gas. She
was not convinced that other funds could not be shifted
within the departnment's overall budget to neet the AKLNG
needs. She requested to hear from the DNR subconmttee
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chair on the budgetary decisions that had been nade. She
remarked that the following year would bring nore budget
decr eases.

Co-Chair Neuman stated that Representative WIson was
correct. He relayed that at the end the last |egislative
session there had been an unallocated $30 mllion cut to
the departnents in order to work out a conpromse. He
believed DNR s portion of the cut had been about $480, 000.
He wondered if the admnistration was just trying to
backfill reductions within departnents that the legislature
had request ed.

Mark Myers answered that DNR generated $35.00 of GCeneral
Fund revenue for every $1.00 allocated by the |egislature.
He stressed that cuts to the departnent would have severe
consequences on the revenue generation side or could result
in closing a nmajor agriculture or forestry operation. He
rel ayed that the econony started and finished with the 160
mllion acres of state land. He stated the decision could
be nade to not manage the lands in order to nmaximze
econom ¢ benefit for the state's citizens. He relayed that
he had run many organi zations and had run an organi zation
that was eight tinmes larger than DNR he had individuals
internally and externally review the departnent and the
consensus was that the department was very strapped. For
exanple, in the past ten years DNR had a General Fund
budget increase of 8 percent; inflation had been 16
percent. He asked the conmittee to consider revenue
generation and |oss of revenue generation as a result of
cuts versus the ability to take funds from sonepl ace el se.

12: 00: 27 PM

Representative WIlson remarked that M. Rutherford had
testified that because special session was taking place the
adm nistration had chosen to make the funding request at

present instead of waiting wuntil regular session. The
statenent |lead her to believe that the funds would not have
been requested until February [2016] if special session had

not taken place. She reiterated her request to hear from
the House Finance Commttee nenber who chaired the DNR
budget .

Co-Chair Neuman replied that Representative Pruitt had the
DNR budget .
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Representative Edgnmon pointed out that M. Rutherford had
made statenments that the buyout of TransCanada's portion of
the project would occur if the legislature approved the
transaction. He «clarified that the admnistration had
al ready made the decision to buyout TransCanada's portion
of the project. He stated that the legislature was nerely
approving the funds for the transaction. He wanted the
record to be clear that the |egislature was not making the
decision to termnate the contract with TransCanada; it was
maki ng the decision to approve the funds. He stressed that
t he distinction between the two was significant.

12:02:16 PM

Comm ssioner Myers replied that the decision was his to
make as the DNR conmm ssioner; however, he would not mnmake
the decision [to terminate the contract with TransCanada]
unless the legislature allocated the funds. He stated that
it was possible - albeit unlikely - that the project would
continue wthout the buyout. He detailed that he had the
ability to negotiate a contract with TransCanada and t hat
t he conpany may stay. He furthered that the state woul d not
have the ability to vote positively on the work plan and
budget and the project would stop if he termnated the
contract early wthout funds. In order to avoid the
situation he wanted to wait to nmke sure the funding had
been al | ocat ed.

Co-Chair Neunman noted that the legislature had heard from
TransCanada that its intention was to termnate with the
state.

Representative Edgnon stated that TransCanada was exiting
the project. He continued that it was technically correct
to say that a formal decision was yet to be made, but it
was a matter of semantics. He furthered that "we know that
they are exiting the stage" and that they would not be
present to vote on Decenber 4. He believed the |egislature
woul d approve the buyout provision. He remarked that in
fairness it was inportant to keep in mnd that there was a
new admnistration in place and a governor wth sone
beliefs that differed dramatically from those of the
previous admnistration. He expounded that wth a new
governor and team in place there were alignnent issues by
virtue of just organizational challenges. He continued that
there would be sone winkles that maybe over tine the
Wal ker Admi nistration would snmooth out and that some of the
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chal l enges would be net as the project noved forward. He
stated that in the neantine he had the right to uphold the
[ Ronal d] Reagan mantra of "trust but verify." He asked why
Audi e Setters was |listed as Al aska Gas Team general manager
in the governor's Septenber 18 press statenment and as the
marketing lead in the organizational chart provided by the
adm nistration. He stated that it added to the blurriness
about who was really in charge. He remarked that the
presentation the previous day by M. Butt left no doubt
about who was in charge of the project. However, he heard
in the news that M. Butt's counterpart on the state side
was the governor (instead of sonmeone in a simlar
position). He surmised that it was the governor who could
provi de the equivalent of the perspective provided by M.
Butt. He stated that he certainly would not presunme to
demand that the commttee hear from the governor. He did
not believe they were going to receive full organizationa
clarity. He asked for a description of M. Setters' true
role.

Ms. Rutherford replied that M. Setters had been hired by
DNR as a marketing consultant. She furthered that he was
still under contract with DNR as a marketing contractor and
was considered a subject matter expert by the departnent.
There had been a period in My and June when the
adm nistration chose to have M. Setters leading the
commercial negotiations, but it had not continued for any
significant length in tine. She stated that M. Setters was
the marketing contractor for DNR, but was working as part
of the teans that were discussed as part of the bottom of
t he organi zational chart. She detailed that the teans were
mat ched by conpany representatives at approxinmately the
sane levels in each conpany. There was not any one
particular head for BP, ConocoPhillips, or ExxonMobil
across all commercial negotiations. There were teans that
functioned for each issue and agreenent that would

eventually roll up into commercial agreenments that were
hopefully finalized. She stated that the BP teans answered
up to Janet Weiss, the ConocoPhillips teans answered up to

Joe Marushack, and the ExxonMbil teans answered up to Jim
Fl ood. She stated that the project was different than and
not part of the comrercial negotiations. She expounded that
the state's equity holder in the liquefaction - in the form
of TransCanada - had been part of the comrercial
negoti ation. She explained that M. Butt was not part of
the comrercial negotiations. She contended that the state's
executive officer was equal to the positions held by M.
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Weiss, M. Mrushack, and M. Flood. She stressed that the
teans that were supported by legal, commercial, and subject
matter experts that answered up to the head structure, were
not dissimlar to the other equity owners in the project.

12: 09: 11 PM

Representative Edgnon restated his question about M.
Setters' role in the project.

Comm ssi oner Myers answered that the governor had nade sone
changes. He elaborated that when the governor had placed
M. Setters in charge he had replaced Ms. Rutherford who
had been serving as the state's chief negotiator and
coordi nator of the structure. He elaborated that as the
state's chief executive, the governor had the prerogative.
He noted that the governor had replaced M. Setters wth
Ri gdon Boykin at a later date. He continued that as the
chief executive, the governor was sinply exercising his
prerogative to change | eadership over tine.

Representative Edgnon stated he still had questions about
AGDC s true authority, the role envisioned by SB 138, and
the conmmand structure that had been devel oped. He was not
saying that it was wong and was not trying to inpugn
anyone's notives, but the information had not been
denonstrated to him He saw overlapping responsibilities
and policy decisions being made in different entities. He
did not see the organizational clarity that he believed was
necessary.

Co- Chair Neuman believed it had been the overwhel m ng thene
of the comm ttee neeting.

12:11: 30 PM

Representative Quttenberg stated that he had been around
the building for a long tinme and had never seen an issue
generate so nuch conflicting outside buzz from al

different parties and he was unclear about their notives

He stated that the admnistration had done a good job
answering questions and trying to delineate its role in a
shifting project. He noted that the project was changing
and evolving and M. Butt had indicated that things in the
organi zati onal chart were changing too. He spoke about SB
138, which had passed the |legislature before the new
adm nistration had come into office. He recalled that
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Comm ssi oner Myers had communi cated that the state had gone
from a passive to an active player. He asked how the shift
had changed the state's role in the process.

Conmi ssioner Mers replied that it was a very significant
change - the state had traded security for comercial
viability in terms of its role. He had been told by
consultants to the prior admnistration that when the
previous admnistration and |egislature had approved SB
138, it had been designed to bring in approximtely the
same revenue as the passive role would bring (assum ng an
SB 21 structure [legislation passed in 2013 related to oil
and gas production tax legislation]). The state becane |ess
of a sovereign and nore as a commercial party to the
agreenent. He furthered that the shift in roles neant that
the state went from a passive RV structure. He noted that
the state always had the ability to do RIK, but practically
that would not happen in an LNG project because the gas
would be locked up in long-term contracts. He continued
that the commercial structure the state had used woul d not
have worked for the current project. He furthered that
stability had been needed from the Stranded Gas Devel opnent
Act, AQ A, and other - the tax systens had all contenplated
the need to fix sone of the structural issues for |long-term
gas sales contracts and maxim zing the use of capacities.
He stressed that the state had to make direct investment.
He discussed that the state would not nornmally directly
invest billions of dollars into a project and would not
take out | oans to purchase infrastructure.

Comm ssioner Mers enphasized that the state would not
typically take project failure risk like it was in the
current project. He detailed that if the project failed the
state would lose its noney; it represented a significant
change. In the current scenario the state would receive a
project that would unlock the gas that had not been
unl ocked by previous structures. He reiterated that the
state was taking nore risk, a larger conmmercial role, was
surrendering sovereignty in terns of severance tax for a
set amount of gas, and flattening royalty rates. The state
was doing nunerous things to look like an oil conpany;
however, in the end the state was not quite an oil conpany
because it could not get a drill rig and go explore for
nore gas. He detailed that the state did not have its own
drilling conmpany, exploration agency, and did not drill its
own | eases; the state was passive; therefore, the conplex
commercial agreenents were necessary. The upfront costs of
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converting to an active investor nmeant the state had to
create a new comercial structure, had to do a huge anount
of direct investnent, and had to accept a huge anount of
project risk. He furthered that it had been done on one of
the biggest projects in the world, wth nunerous partners,

and with a requirenment to nake commtnents that would | ast
for nore than two decades. He remarked that they were
| ocking it down. He continued that it was change in the way
the state had operated - the nodel could not be found
anywhere else in North America and Al aska was bl azing new
territories. He remarked that other conpanies had state oil

conpanies including Norway and N geria. He noted that it
was not an easy decision, particularly for a state wthout
a huge surplus. He explained it was the reason commercia

expertise was paranount.

12: 17: 06 PM

Representative CQuttenberg thought the state should have
been nore active for a long tinme, but he also believed it
should be nore passive in sone areas. He reasoned that to
play both sides was very difficult. He discussed that the
previous day M. Butt had testified that it could be
problematic that the DNR comm ssioner had not signed a
confidentiality agreenment. He asked if Comm ssioner Mers
had ever felt that he had not had the information necessary
to nmake a decision. He asked what would happen if that
poi nt arrived.

Comm ssioner Mers replied that he had told the governor
that if that point arrived he would sign a confidentiality
agreenent, but that point had not yet arrived. He was
confortable with the working relationships and respective
data flow. He explained that it was not necessary to have
all of the details to know where the issues stood on the
concepts under negotiation. He noted that getting the data
back from producers contained the granularity he needed. He
furthered that as a key decision maker his primary job was
to run a departnent with very broad interests including

managi ng 160 mllion acres of l|land, forestry, agriculture,
oil, and gas. He stressed that the project was very
inportant, but there was no way a conm ssioner should be
the project lead. He stated that he would drill down on

specific issues and relied on the team which was the
reason he wanted the very best team of people and the
necessary resources. He relayed that it would be foolish to
believe that he could manage all of the conponents on his
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own. He furthered that the information flowed very
effectively within the team because everyone el se was under
the confidentiality issues and the departnent had been able
to work to provide the information the comr ssioner needed.
He was confortable with the structure and he would sign the
confidentiality agreenment if a point arrived where he was
not confortable.

12: 19: 32 PM

Representative Gara was trying to determne if there was as
much di sagreenent on the issues under discussion as it
sounded like. He had heard sone concern about AGDC creating
a new entity for the AKLNG project. He stressed that
statute specified that there had to be one entity wthin
AGDC for the in-state line and one entity for the |arge
line. He asked for verification that his understandi ng was
accur at e.

Comm ssioner Myers replied that the entities needed to be
separated, but he was unsure about the requirenent related
to the precise corporate structure. He stated that there
were limted liability issues, but he did not know the
details. He deferred to DOL for further information.

Representative Gara stated that the statute was clear that
separate entities were required for the in-state and |arge
[ines.

Co-Chair Neuman indicated that there would be a review of
SB 138 the foll ow ng Monday.

Representative Gara remarked that the confidentiality issue
had taken up a significant portion of the nmeeting. He asked
for wverification that the commssioner wuld sign a
confidentiality agreement if there was sonething he needed
to know. He believed the comm ssioner was allowed to speak
with the governor about the issue even though the governor
had not signed a confidentiality agreenent. He asked if his
under st andi ng was accur at e.

Comm ssi oner Myer s answered that the admnistration
believed that as senior executives he and the governor
really had access to all of the confidential information,
simlar to that of corporations; they were assum ng they
had full access in the current structure. He stated that
because of concerns he had specified in a sponsors neeting
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that he would keep the information confidential, which he
woul d have done no nmatter what.

Representative Gara comented that AGDC had signed a

confidentiality agreenent. He spoke to whether t he
confidentiality agreement issues were slowing down the
proj ect . Based on testinony he surmised that t he

adm nistration believed everything was on schedule. He
remarked that unfortunately there was not yet a binding
commitrment fromthe three major oil conpanies to sell their
gas. He asked if the project was on or behind schedul e.

Comm ssioner Mers replied that the project was behind
where the admnistration wanted to be, which was largely
because sonme of the framework comrercial agreenents had not
yet been fully secured. He stated that the project work was
on tinme, but the commercial negotiations were |agging. He
noted that the lag could not be attributed to any single
party. He added that the next negotiations needed to be
conpleted in time to have the ability to do a
constitutional anmendnment. There was a franmework to make
everything work, but it would be aggressive.

12:23: 36 PM

Representative Gara nmentioned the high salary slated for
the marketing position. He remarked that the commttee had

heard from enalytica on the issue - the consultants had
advi sed against being penny wse and pound foolish. He
noted that the state was acting like a private conmpany - it

was a 25 percent owner of one of the largest projects in
the world if it chose the R K method. He asked if
ExxonMobi| or the other conpanies had a simlar position on
their teans.

Conmi ssi oner Myers responded that ExxonMobil had an entire
mar keting structure and very sophisticated teans of people
- they operated worldwide and were one of the top gas
mar keters. He relayed that BP was very sophisticated in its
gas nmarketing and ConocoPhillips had started in the 1960s
out of Cook Inlet. He postulated that the state was a bit
behind and was clearly significantly under capacity
conpared to the conpanies.

Ms. Rutherford agreed. She relayed that the departnent was
neeting with each of the conpanies’ marketing teanms - as
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established in SB 138. She affirmed that the state was
| aggi ng behi nd the conpani es.

Representative Gara remarked that the conm ssioner had not
signed the overall confidentiality agreenent and sonetines
he signed an agreenent to be in on a particular neeting. He
asked if Comm ssioner Myers believed that as a consequence
of not signing the overall confidentiality agreenent he had
m ssed out on any information that he needed to do his job.

Conmi ssioner Myers replied in the negative. He relayed that
he would have signed the agreenment if he believed he had
not received the necessary information. He felt that he had
and continued to receive the necessary information through
a col | aborative process.

12: 25: 52 PM

Co-Chair Neuman referred to the $10 million request for
outside |egal counsel under DOL. He asked if the outside
counsel worked under the direction of the attorney genera
or the DNR conm ssioner. He asked if Comm ssioner Mers
made | egal requests.

Conmi ssioner Mers answered that there had been good
di scussi ons between DNR and the Attorney GCeneral Richards
on the issue. He detailed that the outside counsel would
work for the attorney general, but at the request of DNR
The departnment had laid out its needed capacity and the
attorney general had made sonme suggestions. He comruni cat ed
that there was total alignnment in the decision making. He
stated that they were world-class LNG attorneys and had
been critical to the departnent to date.

Ms. Rutherford further explained that the genesis of the
bulk of the work provided by Geenberg Traurig LLP and
M || bank, Tweed, Hadley, and McC oy was at the team |evel
She el aborated that the work evolved as the negotiations
occurred; it was not driven externally, but from the team
wor ki ng on particul ar issues or agreenents.

12: 27: 09 PM

Vi ce-Chair Saddl er remar ked on Comm ssi oner Myers

testimony about when he would sign a confidentiality
agreenent. He stated that the committee had been told
multiple tinmes that DNR did not receive its total FY 16
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budget request. He remarked that there had been budget cuts
due to the deficit; part of the cuts to DNR were associ at ed
with the wunallocated reduction. He asked how nuch FY 17
funding the departnent would require for narketing, the
geol ogi st, and half of Ms. Rutherford' s salary.

Ms. Pitney stated that the information was in the |ast
slide of the presentation but would have to get to that at
anot her tinme. The adnministration was estinmating between $25
mllion and $35 nmllion of capacity, wlich took into
account that DNR had $8 nmillion; therefore, it may not be
entirely additional funding. In order for the state to act
as a project owner, it would need the capacity across DNR,
DOR, and DOL to take on the scale of the project. The final
schedul e included $100 mllion through the FEED stage of
the project, which was a three to four-year process.
Additionally, there was an estimated $100 million for AGDC
She explained that the state was essentially becomng a
producer conmpany to nove its gas to market. It was a
significant investnent - the costs would be narrowed down
by the tinme it submitted its FY 17 request.

Comm ssioner Mers added that there was a construction
period. For exanple, he remarked on the huge nunber of
enpl oyees involved in building the oil pipeline - the
nunber had decreased to a nmuch smaller operational staff.
He spoke to DNR s role in the current project including the
early stages of building up the commercial capacity and
getting the marketing agency underway. He explained that
the role would decrease down to that of a marketing agency
- the departnent envisioned that the nmarketing agency would
fall under a separate organization simlar to the Al aska
Per manent Fund Corporation board structure. He el aborated
that it would be a relatively small operation if the joint
venture nmarketing plan was utilized. At that point the
consul tants would no | onger be required.

Co- Chai r Neuman  encouraged nenbers to provide any
additional questions to his office. He asked if the
commi ssioners would be available for further questions.

Comm ssioner Myers replied that he would be available at
| east through the com ng Wednesday.

Co-Chair reviewed the agenda for the follow ng day.
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HB 3001 was HEARD and
consi derati on.

#
ADJ QURNVENT
12: 32: 01 PM

HELD

in

commttee for further

The neeting was adjourned at 12:32 p. m
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