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

APRESENTATI ON: SENATE BI LL 138 AND AKLNG PRQJECT OVERVI EW

Co-Chair Neuman reviewed the agenda for the day. The
presentation would review SB 138 [legislation that passed
in Septenber of 2014 - Short Title: Gas Pipeline; AGC, QI
& Gas Prod. Tax]. Senate Bill 138, the heads of agreenent
(HQA) between the project partners, and the nenorandum of
understanding (MOU) wth TransCanada defined the Al aska
Liquefied Natural Gas (AKLNG Project. He reported asking
t he adm ni stration to outline t he rol es and
responsibilities of the different state entities as
outlined in SB 138 and to recall the responsibilities of
each state entity in the path going forward. Along with the
presentation there was a docunent fromthe SB 138 conmittee
record in 2004 which showed the expected tineline for
certain prelimnary agreenents to be negotiated. He asked
that the sheet be updated showing the status of the
agreenents and any future agreenents. He relayed that it
conpared the charts from 3 years previous in SB 138. It was
t he sane chart but updat ed.

2:07:25 PM

#hb3001
HOUSE BI LL NO. 3001

An Act nmeking supplenmental appropriations; rmaking

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

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

2:08: 21 PM

MARTY RUTHERFORD, DEPUTY COWM SSI ONER, DEPARTMENT  CF
NATURAL RESOURCES, i ntroduced herself and turned the
presentation over to M. Schultz.

2:09: 42 PM
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MARTI N SCHULTZ, ATTORNEY GENERAL, DEPARTMENT OF LAW
rel ayed that he worked extensively on gas pipeline matters.
He was would be providing information on the roles and
responsibilities of the different state entities that were
working on the gas |ine project. He introduced the
Power Poi nt Presentation: "Senate Bill 138 and AKLNG Proj ect
Overview." He explained SB 138 laid out the blueprint for
the state's involvenent in the project. He noted a detailed
sectional of SB 138 handed out to commttee nenbers that
provided significant detail about each section in SB 138
and the current status of work relating to each section. He
noted a table included that had a |ist of agreements to be
negotiated related to the gas line project: sonme by Al aska
Gasline Devel opnent Corporation (AGC), the Departnent of
Nat ural Resources (DNR), and the Departnment of Revenue
(DOR). The PowerPoint in front of the commttee was neant
to hit key provisions of SB 138.

2:10: 13 PM

M. Schultz turned to slide 2: "SENATE BILL 138":

Passed April 2014
* Provides Authority for the AKLNG Proj ect
* AGC. Infrastructure
* DNR & DOR: Gas
* Legislature: Contract Approval
Provi des New Provisions for Tax as Gas (TAG
Amends O | & Gas Production Tax Statutes
Creat ed Munici pal Advisory Gas Project Review Board
Requires Reports to Legislature

M. Schultz recalled that SB 138 was heard during the
regul ar session [in 2014] by a nunber of commttees, had
extensive conmttee hearings with nany experts presenting
on various facets, and passed during the session. It
provided authority for the state to participate in the
AKLNG Project. Al aska Gasline Devel opnent Corporation had
primary responsibility for the infrastructure in the
project. As it was contenplated then, AGC would own the
state's 25 percent interest in the liquefied natural gas
(LNG plant. TransCanada woul d have the state's interest in
the gas treatnment plant (GIP) and the pipeline. The
adm ni stration was asking the legislature to fund an anount
to pay TransCanada and for AGDC to assunme TransCanada's
role in the GIP and pi peline.
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M. Schultz explained that DNR and DOR were the gas owners
under SB 138. The Departnent of Natural Resources, on
behalf of the state, owned the state's royalty gas. He
reported a significant change related to production taxes.
If DNR decided to take its royalty as gas instead of as
money, then producers could elect to pay their production
taxes as gas. The Departnment of Natural Resources would be
paid in gas instead of in noney and the two shares (the
royalty and production tax anmounts) would be the state's
gas share.

M. Schultz comunicated that the legislature had a
continuing and very inportant role with regard to SB 138
and the gasline project. Contracts in length of nore than 2
years entered into by DNR had to be reviewed and approved
by the | egislature.

M. Schultz relayed that SB 138 anended sone other
provisions relating to production tax and corporate incone
tax statues. The legislation also created a municipal
advi sory gas pr oj ect review board, a group of
muni ci palities inpacted by the project either because the
infrastructure would be in their Jlocalities or because
construction activities would inpact their localities. It
provided for a nunicipal group to nmeet with DNR to design a
property tax mechanism for the gas pipeline project. He
added that SB 138 required reports to the |egislature.

2:13:17 PM

M. Schultz slide 3: "Provides Authority for AKLNG Project:
AGDC." He explained that the slide concerned Al aska Gasline
Devel opnent Corporation (AGDC) and sone of the sections in
the bill relating to AGC  The Departnent of Natural
Resources and AGC worked together on nany facets of the
project including expansion of the AKLNG infrastructure if
additional gas was available and third party access for
ot her producers on the North Slope and elsewhere to get
their gas into the project. The Departnent of Natural
Resources and AGDC were working together to determ ne the
appropriate size of the pipe. Al aska Gasline Devel opnent
Cor por ati on was primarily responsi bl e for t he
infrastructure, which was to be distinguished from DNR and
DOR s role as the gas owners.

M. Schultz continued that AGDC had authority under SB 138
to owmn all conponents of the project, clear under enabling
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statute. In other words, AGDC could own the LNG plant, the
GIP, and pi peli ne.

2:15:11 PM

M. Schultz pointed to slide 4: "Provides Authority for
AKLNG Project: DNR " He indicated that the slide related to
the responsibilities of DNR for the AKLNG project. He noted
the key provision listed relating to DNR s enabling
statutes. It gave the DNR conm ssioner the authority to
enter into key project-enabling agreenments of less than 2
years and if it was a contract for nore than 2 years, which
the vast mpjority of the contracts would be, it gave the
DNR conm ssioner the authority to negotiate those contracts
and bring them back to the legislature for review and
authority to enter into them It also gave DNR the
authority to do |lease nodifications to take either royalty-
in-kind (RIK) or royalty-in-value (RIV) for the initial
project term which was expected to be 20 or 25 years. It
al so gave DNR authority to convert net profit share and
sliding scale royalties to fixed royalty rate |eases.

2:16:18 PM

M. Schultz turned to slide 5: "Provides Authority for
AKLNG Project: DOR " He pointed out that the slide repeated
sonme of the provisions fromthe previous slide relating to
DNR just to note that DNR and DOR worked together in
consultation on the agreenents relating to gas supply, gas
bal anci ng, marketing, and upstream agreenents. It also
affirmed that DOR commssioner directed the revenues
recei ved from production taxes taken as gas.

2:16: 59 PM

M. Schultz continued to slide 6: "Provides Authority for
AKLNG Project: LEGQ SLATURE." He noted that the |egislature
had an inportant role in reviewing contracts over 2 years
in length that the state entered into and in giving the
governor authority to execute them He explained that
Section 77 of the bill noted that the I|egislature would
receive quarterly project briefings, which it had.

2:17: 20 PM

M. Schultz advanced to slide 7: "Tax Provisions: TAG and
Taxes." He indicated that the slide related to tax as gas
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(TAG. He clarified that he was referring to production tax
as gas. The state had received production taxes in the form
of noney, but the producers could choose to pay production
taxes in the form of gas.

2:17: 43 PM

M. Schultz highlighted slide 8: "Minicipal Advisory Gas
Project Review Board: MAGPR Board." He informed the
committee that SB 138 directed the governor to establish a
Muni ci pal Advisory Gas Project Review Board, which he had
done. The board was chaired by the conm ssioner of DOR The
board was tasked with comng up with a property tax for the
gas project. Both inpact paynents during construction and a
floor related property tax after gas started flow ng
t hrough the project. He announced that the next MAGPR board
meeting would be held following the ending of the current
session in Decenber [2015].

2:18:21 PM

M. Schultz discussed slide 9: "Requires Reports to
Legislature: Required." He detailed that the slide listed
reports required under Section 73 and 76. The inportant
reports related to a report that DNR submitted in
consultation with AGDC about in-state gas and the cost
benefits and risks associated with a pipeline larger than
42 inches (the 48 inch study). The report was being drafted
and woul d be submitted during the regular session in 2016.

He continued that Section 76 of SB 138 required DOR to
submt a report about financing options and al so investnent
opportunities for residents of the state, nunicipalities,
and regional <corporations to invest in the gas line
project. He referred to an interim report that was
distributed to legislators and indicated that the final
report would be released in the foll ow ng year.

2:19: 26 PM

M. Schultz explained slide 10: "Heads of Agreenent (HOA)."
He included the slide to rem nd nenbers that the HOA was
signed by all the AKLNG participants including the
producers, TransCanada, ACGDC and the state. It was signed
before the regular session in January 2014. It laid out a
roadmap for the parties and what they hoped to achieve. It
describe enabling legislation in the HOA which |ater becane
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SB 138 authorizing the state entities to do what was
currently being discussed in the neeting.

2:20:12 PM

Ms. Rutherford turned to the chart on slide 11: "AKLNG
Project Status: Provided to Legislature in 2014." She
indicated that the schematic was provided in 2014 and
defined a schedule going forward. Co-Chair Neuman asked
that the tineline be updated to reflect any changes.

2:20:49 PM

Ms. Rutherford pointed out the new tineline on slide 12

AKLNG Project Status."™ She indicated that overall the
project was where AGDC had projected it would be. The pre-
front end engineering and design (pre-FEED) phase on the
first schematic from 2014 showed that it would be conpl eted
by Decenber 2015. However, Decenber was only a target date.
The wunderpinning HOA and joint venture agreenent (JVA)
suggested that pre-FEED mght take |onger and carry over
into 2016 as seen on the updated schedule. She reported
that another difference between the two tinelines was that
the FEED dates in the original schematic showed that FEED
went from 2016 through 2018. Wereas, the updated tineline
went from 2017 through 2019. It was not a slippage but
rather a current reflection of the dates provided for in
the original docunents which was not fully captured in the
original schematic. She highlighted that the construction
start date remained the same in both schematics; 2019. The
end date shown in the old schematic was 2023 versus the
2025 end date in the new schematic. Again, the underpinning
docunents stipulated an end date of between 2024 and 2025.
She highlighted that the overall costs had not changed. The
estimates remained the sane and the project was noving
forward. She noted, however, that the conmercial agreenents
were not progressing as quickly. The delay in conmerci al
agreenents could be costly if they were not executed on
schedule. The tineline would begin to slip significantly.

2:23:11 PM

Ms. Rutherford scrolled to slide 13: "AKLNG Conmerci al
Status.” She reported that the state was in active
negotiations with all of the parties. Al though the |list was
not conprehensive, sonme of the |arger agreenents were
listed at the bottom of the slide. The docunent handed out
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separately to the commttee was a nuch nore conprehensive
list (Title: "Prelimnary Agreenents to be Negotiated
Shoul d Enabling Legislation Pass") (copy on file). Sone of
the agreenents were controlled by DNR and sonme by AGDC. For
i nstance, the governance agreenent and the expansion and
third party access agreenents were |ead by AGDC but the
state was very involved because it had a vested interest in
its future lease sales and the ability of third parties
outside of the project to get gas into the project to
nonetize it. No one had ever explored for gas on the North
Sl ope, they had always been | ooking for oil and found gas.
If there was a reasonable way to deliver gas to market
under reasonable terns, then potentially there would gas
exploration occurring alongside oil expl orati on. She
reiterated t hat as a sovereign t he state cared
significantly about third party access and expansion. The
state was also negotiating fiscal and w thdraw agreenents.
She added that the state hoped there would be the ability
to have the withdrawing parties commt their gas to the
project should they no longer be interested in being equity
owners. Sone of the nore inportant negotiations had to do
with the state's ability to get to a RIK finding, specific
byproduct handlings (CQ2). Since the state was not a
working interest owner, it had to pay close attention to
the upstream cost agreenents; what cost the state paid to
each unit. As the state took its gas it would have to
ensure that there was a regular supply of gas to neet its
sales and supply contracts with the Asian nmarket. She
rel ayed that the |ease nodifications the state was invol ved
with were specifically about flattening net profit share
| eases and how the state would deal wth its current
prerogatives to switch between RIK and RV (RIV wuld not
work in an LNG project), long-term sales, and contract
environnents. She indicated she was only talking about
t hose conmerci al negotiations happening currently.

2:26:18 PM

Ms. Rutherford reviewed the project tineline on slide 14:
"State AKLNG Tineline: Key steps to FEED":

KEY STEPS TO FEED

1. Wthdrawal Agreenment, Gas Balancing, Gas Sales
Agreenment by Decenber

Lease Modifications

3. RIKOrel evant Conmmerci al Agreenents

N
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4. RI K/ RI'V Deci sion
5. Finalize O her Agreenents
6. Execut abl e Agreenments to Legi sl ature for Approval
7. Constitutional Anmendment to Legi sl ature for
I ncl usi on on Bal | ot
8. Governor Executes Approved Agreenents
9. Novenber 8, 2016 Public Vote on Anendnent
10. FEED
Ms. Rutherford the slide listed the steps necessary to

allow the parties to enter into a FEED agreenment, which the
state was hoping to do by the end of 2016. She expl ai ned
that the constitutional anmendment on the list would allow
the State of Alaska to freeze its gas taxing prerogatives
for a period of 20 to 25 years. It was the intention of the
departnment to bring the legislature a set of executable
commercial agreenents by the end of the follow ng regular
sessi on.

2:27: 24 PM

Ms. Rutherford revealed slide 15: "State AKLNG Tineline."
She explained that the slide reflected the state's
per spective on t he necessary tinmeline to get a
constitutional anmendment change on the general election
ballot for a vote on Novenber 8, 2016. She admitted that
the tineline was tight and aggressive. The state had been
in negotiations for a significant anount of tinme. She
believed that the tineline was feasible but added that
every commercial negotiation only occurred as fast as the
sl owest party. If the legislature appropriated the noney
for the TransCanada precedent agreenent termnation, the
state would have one less party wth which to negotiate.
Negotiations would be Ilimted to the three producer
conpani es and t he sovereign.

Ms. Rutherford continued that by the end of Decenber 2015
DNR would have to have the gas balancing agreenent in
pl ace. She noted that the State of Al aska was not a party
to the gas balancing agreenent but needed to be famliar
with it because it was the wunderpinning or threshold
docunent upon which several other docunents relied. It was
somet hing the producers would have to agree on in order to
nmove the rest of the upstream commercial agreenents
forward. The departnent hoped to have the gas bal ancing
agreenent between the producer parties in place and woul d
i ke withdrawal and gas sales agreenents in place to allow
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the project to continue should a party decide to wthdraw
from participation. If and when one of the gas |ease owners
decided to withdraw the state would need to have the gas
volune to namintain viable economcs for the project.

Ms. Rutherford discussed that by the end of the first
guarter in 2016 the state needed to have DNR |ease
nodi fi cations conpleted. She noted that the departnent was
making forward progress on the nodifications and she did
not foresee any problens reaching those agreenents. She
furthered that it was necessary to have the RI K commerci al
agreenents conpleted in order to base the RI K decision on
actual data. She continued that the differences associated
with the field costs and the disposal costs could have a
significant inmpact to the state's economcs. Certain data
sets were necessary for the legislature to nmake inforned
deci si ons about whether to take RIK or R V.

Ms. Rutherford informed the conmmttee that after the
comercial agreenents were in place the state would take
approximately 60 days to conplete the RIK decision.
Therefore, by the end of the first quarter the state would
have to the commercial agreenent in place to trigger the
final analysis for the royalty for the finding.

Ms. Rutherford advised that by the second quarter of 2016
the state needed to conplete the RIK and RIV findings, and
submt the comercial agreenents to the legislature for
review. It was DNR s opinion that the state would have to
have an agreed set of commercial agreenents and an agreed
upon constitutional anmendnent ready by no |ater than June
20, 2016 allowing the state to neet the deadline for the
constitutional anendnent vote to appear on the Novenber
2016 general election ballot. The state would also be
cl osing out the pre-FEED deliverables fromthe project.

2:31:14 PM

Ms. Rutherford conveyed that the information on slide 16:
"State AKLNG Tineline: GCctober - Decenber 15," provided
nore detail of what she just spoke of previously. Between
the present time and the end of Decenber [2015] gas
bal ancing and gas supply had to be conpleted. The state
woul d continue its work with the producers on marketing,
governance, expansion, and access. It was the departnent's
intention to have the TransCanada term nation conpleted
including the transference of assets to AGDC prior to
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Decenber 4th. Al aska Gasline Devel opnment Corporation would
then be able to participate in the work plan and budget
vote on Decenber 4, 2015.

2:32: 06 PM

Ms. Rutherford advanced to slide 17: "State AKLNG Tineline:
January - March 16." she remarked that the tineline of the
first quarter in 2016 would be incredibly intense. Between
January and March the state would have to conplete the
ongoing commercial negotiations and would need to have
conpleted all of the royalty upstream negotiations to nake
a RIK finding. The agreenents needed to be conpleted in
executable form by the attorneys for the legislature to
review. She noted that by April [2016] if the state did not
have a good sense that things were progressing towards
closure, the state would know whether it would neet its
deadl i nes.

2:33: 02 PM

Ms. Rutherford turned to slide 18: "State AKLNG Tineline:
April - June 16." She explained that April through June
2016 the state would finalize the R K determ nation. The
Departnment of Natural Resources had been putting the
structure together for the previous several nonths. The
structure, background, and nodeling were conpleted and all
that remained was to plug in the nunbers reflected in the
final comrercial agreements. In turn, the departnent woul d
provide the legislature with a list of inplications of the
commercial agreenents to the state for the long-term The
Department of Natural Resources would also submt the
commercial agreenents to the legislature for review and
approval or denial. The constitutional anmendnent would be
in front of the legislature as well. The anendnent had to
be submtted to the Division of Elections by June 20, 2016.
If the state could not neet the deadlines outlined in the
tinmeline, she opined that the project would begin to slip.
She relayed that DNR had been asked many tines what the
|l egislature could do to assist. She thought it was
inmportant for all of the parties of the AKLNG project to
enbrace being on a very tight tineline. She opined that
Al askans, the Alaska State Legislature, and the executive
branch did not want the project to slip. The current
tineline to bring Alaska's gas to market was critical, 2024
or 2025. Falling behind in any of the conponents such as
the agreements and the constitutional anmendnment placed the
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project in jeopardy. She enphasized the need to work
diligently to find a mddle ground to nobve agreenents
forward

2:35: 16 PM

MVs. Rut herford continued to slide 19: "State AKLNG
Tinmeline: July - Decenber 16." She reported that in July
t hrough Decenber 2016 the state would be in the final
review of the pre-FEED deliverables and would be nmaking
recommendations on a full FEED decision. One of the nost
important and significant dates was the general election
date of Novenber 8, 2016 where the state would be casting
its ballot on a constitutional anendnent.

2: 35: 44 PM

Ms. Rutherford concluded with slide 20: "Conclusion." She
indicated that the administration believed it was in full
conpliance wth SB 138. The admnistration had no
recommendati ons for changes to SB 138 and hoped to provide
the legislature with the executable agreenents by March or
April of 2016.

2:36: 12 PM

Co-Chair Neuman thought she had just said she did not
antici pate suggesting any changes to SB 138. Ms. Rutherford
responded affirmatively.

Co-Chair Neuman referred to slide 14. He asked if there was
anything in SB 138 that tal ked about w thdrawal agreenents.

Ms. Rutherford responded, "Not specifically."
Co- Chair Neuman asked if she responded in the negative.

Ms. Rutherford confirnmed her response was no. She explained
that SB 138 was a process. She furthered that it did not go
into great detail on any of the issues and that only
provided sonme of the comrercial agreenents that were
necessary to protect the state's interest. She agreed that
it did not directly discuss wthdrawal agreenents but nmade
provisions for it.

2:37:24 PM
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Co-Chair Neuman referred to slide 15. He asked if the gas
wi t hdr awal , gas bal anci ng, and wthdrawing agreenents
needed to be in place by the end of Decenber 2015. He asked
if he was accurate.

Ms. Rutherford responded that it was DNR s hope. She added
that 2 of the 3 producer conpanies had indicated to the
governor that they were working towards that outcone.

Co- Chair Neuman renmarked, "If gas is commercially viable.™
Ms. Rutherford responded that should one of the parties
wi t hdrawal their gas would be nade available to the project
either through a gas sales agreenent or a tolling agreenent
t hrough t he project.

Co-Chair Neunman suggested having the attorney general
answer the question.

2:38: 26 PM

CRAI G RI CHARDS, ATTORNEY GENERAL, DEPARTVENT OF LAW
i nt roduced hi nsel f.

Co- Chair Neuman asked Attorney General Richards if he would
advi se Governor Walker to reject the TransCanada vacancy
proposal if the w thdrawal agreenents were not conpleted by
Decenber 31, 2015.

Attorney GCeneral Richards stated that he would not advise
the governor what action to take. He would advise him of
what |egal actions he could take and would advise him of
the options the executive branch had based upon his
under st andi ng of the agreenents.

Co- Chair Neuman believed the Al aska Constitution stated DNR
was in charge of marketing Al aska's resources. He wondered
if that was accurate.

Ms. Rutherford responded affirmatively. She added that it
was al so in statute.

2:40:14 PM

Co- Chair Neuman asked whether DNR would be in charge of the
contracts for selling gas and the associated conmmercial
agr eenent s.
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Ms. Rutherford responded positively.
Co- Chair Neuman asked if DNR woul d take the | ead.
Ms. Rutherford responded in the affirmative.

Co- Chair Neuman asked Attorney General Richards about the
role of his office. He wondered if it was to assist DNR in
answering | egal questions.

Attorney Ceneral Richards Thought his assessnment was fair
The job of his office was to provide the |egal resources
needed to answer a series of questions.

Co-Chair Neuman asked whether it was the job of the
Departnent of Law to negotiate commercial contracts.

Attorney Ceneral Richards confirnmed that part of the job of
the Departnent of Law was to negotiate comrercial contracts
on behalf of DNR and nunerous other state agenci es.

2:40:59 PM

Co-Chair Neurman believed they had a disagreenent. He
relayed that SB 138 specifically stated that DNR was to
take the lead in comercial negotiations. The committee had
just heard from the deputy comm ssioner confirmng DNR s
role. He was hearing two things.

Attorney Ceneral Richards did not nean to suggest there was
an inconsistency between what he had said and what the
deputy conmm ssioner had said. The Departnment of Law
provi ded |egal support for the documents. It did not make
the substantive decisions related to the contents of the
docunents. The Departnent of Law along with outside counse
were responsible for the actual pinning of the docunents
and parts of negotiations, the standard role that |awers
took in any conplex commercial negotiation.

Co-Chair Neuman stated that |egislators had asked enal ytica
and several other advisors about the jobs of the particular
attorneys involved in the project and the job of DNR The
commttee had been told that the standard policy was that
the Departnent of Law was available to advise and wite
| aws rather than negotiating. They did not generally take
the | ead in negotiations.
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Attorney Ceneral Richards agreed with Co-Chair Neuman that
he was nostly correct. He nentioned sone instances in which
somre of the attorneys, particularly some of the outside
attorneys would take the lead in certain negotiating
sessions related to the docunents. However, they were
al ways subject to reporting to and taking direction from
their client (DNR, DOR, or AGDC).

2:43: 20 PM

Representative CQuttenberg comented that the overview had
been expansive. In reviewing the 35-year history of Trans-
Al aska Pipeline System (TAPS) and related issues, he did
not think the state had been adequately represented. He was
concerned about the inability for the parties to speak to
each other because of confidentiality restrictions. There
were several pieces to the project including AGC nanagi ng
the governance of the project and DOR doing the
comercialization of the project. He did not want the state
to be at a disadvantage by not having access to certain
information due to confidentiality agreenments. He also
expressed concern about a constitutional anendnment because
once it was locked in it would be difficult to overturn
later tine. He also asked how there could be a
constitutional challenge when no one had paid any taxes to
dat e.

2:45:41 PM

Attorney General Richards responded that in answer to
Representative Guttenberg's second question he thought the
governor had been clear that his expectation was that the
| egislature would have the fully ternmed agreenents to
review prior to taking a vote. It was the expectation that
al t hough the negotiations were largely confidential under
the existing confidentiality agreements the agreenents
t henmsel ves woul d come before the legislature for review as
laid out in the tineline. He did not believe it would be
necessary to have a judicial challenge by the producers if
the constitutional amendnent was voted on by the
| egislature and went to the people of Alaska for a vote and
passed. He had heard talk about there being a potential
court test about whether the deal was l|legal. He thought it
was related to a concern wthout an anendnent to the
constitution as to whether it could still be done. Because
there would be a constitutional amendnent it would not be
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necessary. That was his understanding and added that the
producers could have a different point of view

2:47: 21 PM

Co- Chai r Neuman nentioned the information enalytica
provi ded regardi ng withdrawal agreenents [HB 3001 enal ytica
additional slides (copy on file)]. He recounted that

enal ytica enphasized the mjor risks for the state in
entering certain wthdrawal and sales agreenents at
present .

2:48: 26 PM

Representative GQGuttenberg asked about the effects of the
pot enti al constitutional amendnent . He wondered about
obligating other |egislatures.

Attorney Ceneral Richards answered that the constitutiona
amendnment would primarily grant the |egislature the power
to surrender the power of taxation. Currently the
constitution provided that one legislature could not bind
another legislature in ternms of current tax policy. Many
states had simlar provisions, sone wth exceptions and
some W thout. He explained that the constitutional
anmendnent, as formulated, would allow the surrendering of
the power of tax for purposes of the AKLNG project and gas
delivery.

2:49: 45 PM

Ms. Rutherford commented that Representative Quttenberg had
pointed out the toll on the Trans Al aska Pipeline system
She stated that one of the advantages of becom ng an equity
owner in the AKLNG project was that the state would be
setting its ow tolling structure. The legislation
specified a cost-of-service toll, a lower tolling structure
than what a third party mght provide the state for its
gas. She highlighted that if TransCanada's precedent
agreenent was termnated and its interest was purchased by
the state, the state would not be entering into a firm
transportation service agreenent (FTSA) wth TransCanada.
However, the state would be entering into a FTSA with AGDC
She reported that the FTSA was one of the docunments that
woul d be brought to the legislature along with a list of
others for approval. She elaborated that each of the
agreenments had to be fully ternmed and conpletely available
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in order for the legislature to be able to nake an inforned
decision whether the agreenents were in the state's
i nterest.

2:51: 26 PM

Representative GQuttenberg asked if the state would be able
to conpare the state's relationship with each one of the
producers.

Ms. Rut herford expl ai ned that there were a few
distinctions. Sone of the agreenents that were specifically
between AGDC and the other project parties mght not be
avai l able but all of the commercial agreenents that had to
be signed by the State of Alaska providing long-term
commtnents for the state would be transparent and
avai lable to the public and to the |egislature.

2:52: 29 PM

Representative Gara wanted to see the project nove forward
as quickly as possible. The tineline that she was revi ew ng
was not strict such that it was defined in statute. He
suggested that if Exxon were to say that it was not selling
any gas to the state because it wanted to make nore noney
on the project and things took |onger, the statute did not
say the project was dead but rather del ayed.

Ms. Rutherford stated that he was correct.

Representative Gara commented that although it would be
ideal for all parties to negotiate reasonably, the state
had a constitutional obligation to maxim ze the benefit for
the public while the three conpanies (BP, Exxon Mbile, and
Conoco Phillips) had a legal obligation to maxim ze their
profits for their shareholders. He believed that there was
a chance that one of the major oil conpanies would decide
not to sell their gas without better ternms. They could al so
use leverage against the state and in turn the governor
m ght have to use | everage sl owi ng down the process.

Ms. Rutherford responded affirmatively and expanded that it
was critical for Alaska to protect its long-terminterests
in the commercial negotiations. The state was taking on a
new |l evel of risk, and an entirely different nodel. It was
inmportant that the state fully understood what it was
giving up and what it was getting in exchange. The risk
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scenarios needed to be fully developed for the public and
the legislature. She asserted that the adm nistration would
not enter into agreenents that were not in the state's
interest. She opined that it was difficult to reach an
agreenment where all parties were confortable progressing
with a project of its nmagnitude.

Representative Gara pointed out the tineline was great and
that the state wanted the project to nove as quickly as
possi bl e. However, if one of the oil producers wanted to
| everage the state it would likely slow things down, noving
the tineline backwards. He wanted people to be aware that
the tineline was not in statute.

Co- Chair Neuman asked if it was his opinion.

Representative Gara noted that it was not a statutory
tinmeline. He did hope the project noved quickly.

2:56: 09 PM

Representative WIson referred to gas in Cook Inlet. She
wondered if the state took paynment in RIK or RIV.

Ms. Rutherford believed it would be a mx subject to
negotiated contracts. Any contracts lasting over a year
woul d be brought to the | egislature for approval.

Representative WIson asked for a response in witing. She
had heard that the state was not taking any royalty in Cook
I nl et.

Co- Chair Neuman believed they had 30 days to decide.

Representative WIson was unclear about the confidentiality
agreenent. She was concerned with the state putting sonmeone
at the table with only partial access to information.

Attorney General Richards did not fully wunderstand her
guestion. He relayed that the people doing the negotiations
and the decision nakers had access to the information they
needed to make the deci sions.

Representative Wlson clarified that in the previous day's
conversation the commttee was told specific confidential
agreenents had to be executed in order to participate. She
was aware that AGDC representatives had been asked to | eave
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the room on nunerous occasions because of not having the
right agreenents in place. She furthered that regulations
under consideration would not allow them (the state) to
enter into the agreenents that the producers wanted signed.
Menbers of AGDC woul d continue to be asked to |eave during
certain discussions sonetinmes slowng the project down. She
wondered why the state would want to put itself in such a
situation rather than a partner such as TransCanada who
woul d sign the agreenents.

Attorney General Richards was not aware of the factual
ci rcunst ances she was tal king about in terms of anyone form
AGDC having to | eave the room during negotiations. He added
that his understanding was that the parties had access to
all necessary informati on to nake deci sions.

Representative WIson encouraged Attorney GCeneral Richards
to listen to the audio of the previous day's neeting. She
wanted the project to nove forward. However, it was clear
to her that the state was not able to stay in the room for
the entire negotiation discussions.

2:59:42 PM

Representative WIson expressed concerns about the proposed
salary of $840 thousand for a new position. She summarized
that the base pay was about $400 thousand to $500 thousand
acconpanied by a bonus which nade up the difference to
total a salary of $840 thousand. There was also a 20
percent stipend for noving expenses and the cost of a
benefit package. She was confused as she read that the
state did not provide bonuses. She asked how the state
woul d give out a bonus before an enployee did anything. She
wondered if there were things that a governnent entity
could not do but was required in the private sector.

Ms. Rutherford agreed that in the private sector a
marketing | ead woul d have a base salary of $400 thousand to
$500 thousand and based on performance they woul d receive a
bonus, a practice not allowed within the State of Al aska.
The Departnent of Natural Resources proposed building the
bonus into the base salary. Obviously, the state would
al wvays have the option to termnate enploynent if the
person hired did not fulfill their job. However, it was a
difficult issue for DNR because the state was entering into
a new environment as an equity partner and taking gas in-
kind. The inherent risk associated with it was trenmendous.

House Fi nance Conmmittee 19 11/02/15 2: 06 P. M



She suggested that while it would be better to provide
soneone with a base salary of $400 thousand to $500
t housand and then provide a bonus for doing a good job, it
was nore risky not to have a good |ead narketer
representing the states interest. It was inperative to have
a representative when the state was either conpeting or
joint-venture marketing with sone of the best marketers in
t he worl d.

Ms. Rutherford anticipated that one of the nore difficult
issues the State of Alaska would face was negotiating gas
sal es agreenents. She explained that typically the
purchasers did not want the terns of the contract to becone
public information. O her risks included gas prices
pl umreting which would lead to a payout to participate in
the project. The marketing |ead would be a crucial position
to the success of the project. The state of Al aska woul d be
one of the largest marketers of LNG in the world when the
project was in operation.

3:03:52 PM

Representative WIson asked about how the bonus would be
incorporated into the salary and whether goal setting would
be invol ved.

Ms. Rutherford explained that DNR had not |ooked at how to
incorporate the bonus. There was one alternative the
department had considered. In discussing conpensation wth
potential applicants, DNR would indicate that the state was
payi ng a hi gher base salary rather than a bonus.

3:04:43 PM

Representative Mnoz returned to the topic of wthdraw
agreenents and the information commttee nenbers had
received from enalytica prior to the neeting. She relayed
that the information specified that w thdrawal agreenents
in the current stage of the process carried significant
risk for the State of Alaska. The right to purchase at the
current point could result in an obligation to buy in the
future and could result in Dbillions of dollars in
addi ti onal costs. On the |Ilist of agreenments to be
negoti ated and the reason the w thdrawal agreenent on page
2 was not an agreenent required to be approved by the
| egi sl ature.
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Ms. Rutherford asked if Representative Minoz was referring
to the second page of the handout.

Representative Minoz stated that conmittee nenbers had a
list of agreenents to be negotiated. Many of the agreenents
that obligate the state for nore than 2 years would require
| egi sl ative authority.

Ms. Rutherford responded that since the agreenents were
bei ng negotiated currently DNR thought that they would not
in and by thenselves commt the state to anything | ong-
term |Instead, they would provide a structure by which
parties agreed about how w thdrawals would be handled. A
gas sales agreenent required |egislative approval. Unless
things changed the withdrawal agreenent did not bind the
state to anything. The state currently had showed as a
"No." If the wthdrawal agreenment evolved or changed and
began to bind the state to sonething, it would then require
| egi sl ative approval.

Representative Minoz opined that conmitting the state to
any price currently would not be in the best interest of
the state. She advised that the committee had an
opportunity to review and approve the agreenents.

Ms. Rutherford added that there were tw wthdrawal
agreenents. The first agreenment associated with w thdraw ng
from the governance structure would be submtted to the
| egi slature. There was also a wthdrawal agreenent for a
party that decided to renmpve thenselves but continued to
supply gas through a tolling agreenent or a gas sales
agreenent. She furthered that the docunment was an evol ving
conmer ci al agreenent.

3:08:22 PM

Representative Minoz stated that her response further
affirmed her belief that the state needed to take a second
look at the agreenents when they canme before the
| egi sl ature.

Co- Chair Neuman remarked that it was part of the structured
process he was | ooking at.

3:08: 34 PM
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Vice-Chair Saddler referred to the handout, "Agreenents to
be Negotiated: Current Understanding - Novenber 2, 1015."
He noted the wthdrawal agreenment I|isted on page 2. He
wondered where the other agreement was that Ms. Rutherford
had referred to.

3:08: 58 PM

Attorney General Richards responded that the wthdraw
agreenent itself would likely be an agreenment signed by
AGDC because it governed the structure of the relationship
between the parties. It was the governnent's docunment which
was why it stated, "No."

Ms. Rutherford referred to the gas supply agreenent on line
4, page 2 of the handout [Agreenments to be Negoti ated:
Current Understanding - Novenber 2, 1015.] which did
require legislative approval. Anything that commtted the
state to arrangenents associated with the supply of gas by
a wthdrawi ng party woul d have to be approved by the state.
The withdrawal agreenment the third from the bottom on page
2 was part of the governance agreenent wth AGDC.

3:10: 21 PM

Vice-Chair Saddler clarified that the intention was to
execute each of the agreenents by the fourth quarter 2015,
approximately 5 weeks from the present day. He wondered if
she had confidence that the docunments could be conpleted by
Decenber 4, 2015.

Ms. Rutherford answered that it would be very chall enging
to get the job done within the required tinmefrane.

Vi ce-Chair Saddl er had devel oping concerns that the focus
on protecting the exit ranp would |lead the state to failure
and not progress to success. He wondered if t he
adm ni strati on woul d support going forward with the process
wth a vote "Yes" on the work programm ng and budget on
Decenber 4th if either or both of the w thdrawal agreenents
wer e not signed before Decenber 4th.

3:11: 30 PM

Attorney GCeneral Richards suggested asking AGDC or the
governor because they were ultimately the policy nakers.
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Vi ce-Chair Saddl er asked for his answer.

Attorney GCeneral Richards responded that he did not know
the answer. He comented that obviously the governor had
created an expectation of the docunents being conpleted by
Decenber 4th. Two of the partner commttees had committed
to the same date. He believed everyone agreed that all
parties should work towards the goals. The consequences of
not neeting themwould be faced at the tine.

3:12: 08 PM

Vi ce-Chair Saddler asked if the governor could neke the
decision to wthhold adm nistrative support of the work
pl an and budget absent approval of either or both of the
wi t hdrawal agreenents

Attorney Ceneral Richards responded that AGDC could make
the decision if the approval of TransCanada went through.
| f TransCanada remained in the deal the governor would have
the authority through DNR to nmake the deci sion.

Vi ce-Chair Saddl er asked for clarification.

Attorney Ceneral Richards explained that currently the way
it was structured the State of Alaska could direct
TransCanada's vote for the work plan and budget. |If
TransCanada was not in the deal then the vote would be
directed by AGC. It would ultimtely be AGC s vote and
the vote of its board.

Vi ce-Chair Saddl er asked the Attorney General Richards, as
the general council for AGDC, if he would recommend to the
board that they should reject the work plan and budget
absent a w thdrawal agreenent.

Attorney General Richards replied that it would not be his
advice to his client to reject it or not reject it.

Vice-Chair Saddler asked if Attorney GCeneral Richards'
answer was no.

Attorney Ceneral Richards stated that it was a "No."
Vice-Chair Saddler stated that the attorney general's

advice to AGDC would be that they should reject it absent
the wi thdrawal agreenents.
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Attorney General Richards clarified that he was not going
to give advice to his client either way what they should or
should not do in relation to what strategic decisions the
board made. Instead, what he would do was tell them they
had the option if they chose legally not to go forward with
the work plan and budget, just like all of the producer
conpanies had the option not to approve the work plan and
budget .

3:13:59 PM

Vice-Chair Saddler acknow edged he <could not require
Attorney Ceneral Richards to give his advice on the matter.
He was concerned that the wthdrawal agreenent would be a
sticking point such that it would pronpt a decision not to
proceed with the project. He was not getting assurance from
the attorney general that it would not happen. He was
offering Attorney General Richards to persuade him
ot herw se.

Attorney GCeneral Richards responded that he could not
provide a guarantee that a decision would be made by his
client. However, he asserted that everyone was working
diligently and in good faith to nove the project forward
and to conplete the very aggressive agreenment schedule in
time to get the constitutional anendnent approved. He
offered that he personally believed BP and Conoco Phillips
t hought the agreenents coul d be conpl et ed.

3:14: 54 PM

Vi ce-Chair Saddl er asked what nessage it would send to him
as a large player in the project if one of the producers
decided not to commt to it.

Attorney Ceneral Richards responded that it would send the
nmessage that one or nore of the producer partners was
maintaining an option not to have North Slope gas
devel oped.

Vi ce- Chai r Saddl er asked what woul d happen if two producers
deci ded not to conmt.

Attorney General Richards thought it would send the nessage

that two of the state's partners maintained options not to
have North Sl ope gas devel oped.
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Vice-Chair Saddler asked if there were other conditions
that the adm nistration m ght place on approval of the work
pl an and program going forward at the Decenber 4th neeti ng.

Attorney Ceneral Richards was unaware of any statenents by
AGDC, the governor's office, DNR or any of the mjor
decision mekers in the project that had conditions I|ike
Vi ce- Chai r Saddl er was suggesti ng.

3:16: 08 PM

Vice-Chair Saddler asked if Attorney General Richards was
in a position to know of any.

Attorney Ceneral Richards stated he was not aware of any.

Vi ce-Chair Saddler asked if anybody else in AGDC was aware
of any.

Attorney GCeneral R chards was not any which neant that no
one had told him of any. He was unaware of any other
condi ti ons.

3:16: 31 PM

Representative Edgnon remarked that it was very possible
that the state's tineline would slip due to externa
factors out of the state's control. The state would have to
do it's best to go forward. He commented on getting well
informed about a very conplicated issue with many noving
parts. He believed that the following session would be
hi storic by many proportions. The state woul d be addressing
|arge state deficits, exploring a sovereign wealth fund
concept, and potentially having a special session on a
constitutional amendnent to nane a few. He wondered what
the overall strategy for keeping the legislature on point
on some of the issues. The legislature would be grappling
W th many different t hi ngs including talking wth
constituents at hone about paying a consultant $840
thousand and entering into a 20-year or 25-year binding
agreenents for the freezing of certain tax rates. He felt
there were sone fundanental turns the |egislature would be
taking in the followng few nonths. He asked how the state
woul d be strategically noving forward.
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Ms. Rutherford agreed that there were significant issues
that would be conmng before the legislature during the
upcomng six nonths. Her expectation was for t he
| egislature to deal with nore of the fiscal issues during
the regular session with a subsequent special session to
follow. She asserted that the departnment was working very
diligently to bring closure to the agreenents as quickly as
possi ble. One of the things the departnent would do was to
provide very clear and concise analysis for each of the
agreenents. Experts would also be nmade available to walk
t hrough the docunments to help law makers understand the
rel ati onship between the various docunents. There would be
analytics available to better understand the financial
inplications of the agreenments. The Departnent of Natural
Resources would do everything in its power to provide as
much clarity as possible, simlar to the exercise done with
the Alaska Gasline |Inducenent Act (AGA where the
department provided continuing forns with the experts being
made avail able to | egislators.

3:20: 47 PM

Representative Edgnon committed to working diligently with
his constituents to understand why the state had to pay
market rates to get the top level talent. In ternms of
mar keti ng | eads or whoever else was needed on the project.
He spoke of his private sector experience in recruiting. It
would be invaluable having good working relationships
bet ween producers and the state. He opined that wthout
such relationships the state would not be able to nove the
project forward. He enphasized having to work together for
the project to be successful.

3:21: 54 PM

Representative Pruitt suggested that when the prelimnary
wi t hdrawal agreenment was in front of the commttee in SB
138 it was not presented as an essential agreenent.
Currently, it appeared to be a necessity. He wondered what
had changed such that it was on the project tineline as a
requi renent to get to a constitutional anendnent.

Ms. Rutherford thought that everyone brought their own
perspective of risk when assessing a project of great
magni tude. The administration believed that a project
progressed by settling commercial agreenments and fixing
fiscal certainty for a duration of 25 years. If 2 years
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into the future a party decided to wthdrawal from the
project and to refrain from providi ng gas, the econom cs of
the project would significantly change. Volune was a driver

in the cost of the gas. If the project lost all of one
party's gas or all of one wunit the question of the
viability of the project would have to be reexam ned. She
concluded that the admnistration felt that, in the best

interest of the state, it was inportant to bring a | evel of
certainty that gas would be available. She believed that
the two parties that had sent letters to the adm nistration
saying that they were commtted to trying to negotiate the
agreenents recognized the state's risk. They had indicated
their wllingness to provide sone certainty around the
issue. The details of the agreenment would be critically
important. She thought it was premature at the current
juncture to presunme the state would do only one thing
because of being in the process of the negotiations. She
concluded that the nore gas, the lower the tariff, and the
nore noney the state could potentially nmake at the
wel | head.

3:25:12 PM

Representative Pruitt suggested that if either Conoco
Phillips or BP were confortable with wthdrawing, the
project would not be in the state's best interest. It would
nmean that both partners would be selling to achieve the
best value for their shareholders, in turn making it a
struggle for the state to make the project econom cal. He
was unconfortable with the other parties being willing to
work on a wthdrawal agreenent. He wondered whether the
conpani es were going to try to get the nost for their gas.

Attorney GCeneral Richards responded that the gas sales
agreenent would be an option for the state. The state would
not be commtting to purchase gas under on specific terns
with 100 percent certainty if at sone point a party
wi thdrew. Instead, at a wi thdrawal event the state or other
producer parties would have the option to purchase gas
under pre-agreed ternms. He did not conpletely agree wth
enal ytica's assessnent about an option was being created
rather that a conm tnent.

Representative Pruitt asked how far along the state was in
the discussions relating to the agreenents.

Attorney Ceneral Richards responded about six nonths.

House Fi nance Committee 27 11/02/15 2: 06 P. M



Representative Pruitt asked if the state would neke its
tinmeline.

Attorney General Richards responded that it was his hope
that the state could reach agreenents wth all three
conpanies. He could not guarantee that the tineline would
be nmet because every party negotiating had the power not to
advance every single agreenent.

3:27:28 PM

Representative Pruitt stated that hope was not a nmethod. He
believed the state was hoping things would cone together.
It was a tineline that was very close on a few itens with
only 8 weeks to get them conpleted. He wondered if there
was a contingency plan. He wanted to know if the state
woul d be able to continue on the road to the constitutional
amendnment if certain things did not fall into place.

Ms. Rutherford responded that the attorney general could
not speak for the governor, nor could she. The tineline
recogni zed slippage and increased pressures on the
subsequent quarters. She comented that many of the
agreenents had progressed very far. She thought that if a

couple of elenments fell into place they would free up the
opportunity to close on nmny other agreenents. Gas
bal ancing was one of the elenents, which once in place,
many other itens would begin to be <clear. Not al

[agreenments] were at a starting point. The majority of them
[ agreenents] had progressed quite far. She opined that it
was not inpossible [to neet the tineline] if every party
was notivated to find a mddle ground. She added that it
was al so chal | engi ng.

3:29:54 PM

Representative Pruitt asked if the state was organi zed such
that it would not hinder the itens noving forward.

Ms. Rutherford stated that the state had very qualified
team nenbers and that the state was structured well enough
to close. The departnment had added another law firmto the
project. She believed with the firms help the state would
be able to craft the docunments quickly and with expertise.
She thought the state could reach closure.
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3:31: 05 PM

Representative Pruitt wanted to clarify if her response was
affirmative.

Ms. Rutherford replied that the State of Al aska would not
be a barrier to reaching the agreenments except to the
degree that the departnent was protecting the state's
interest in not allowing a poor commercial agreenent going
f orward.

3:31: 33 PM

Representative Pruitt asked if there was anyone that could
speak for the governor. He explained that he was asking
because there had been several people representing the
governor that stated that they would not speak for the
governor. He enphasized that the legislature was trying to
find sone answers to better understand what the direction
woul d be going forward. He contended that the discussion
was not only about $157 million as reflected in the bill,
but the project noving forward. He wanted additional
clarity.

Ms. Rutherford confirnmed that the admnistration was fully
committed to getting the appropriate agreenments in place to
further the progress of the project. She comented that
many things could derail it but the state was willing to
abide by a very conpressed tineline as long as the state's
i nterest remai ned protected.

3:32:53 PM

Co-Chair Neuman referred to slide 15. He commented that
when the legislature created SB 138 several different
advisory groups were consulted to help with the structure
of the bill because of its specificity. The | egislature had
been told that the greatest risk for the producers was to
engage in such a project with a governnment rather than a
business. He opined that SB 138 was specifically designed
to set up a very specific programin a stage-gated process
which the state was in currently. Once approved, the
process in SB 138 would be the law. There was nothing in
the | egislation about gas withdrawals on the Decenber 15th
date. The tineline was set up for a specific reason. One of
the reasons was the fact that the state would not have a
certain level of information necessary to enter into
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conplicated and conplex contracts with the producers on
wi t hdrawal agreenents.

Co-Chair Neuman continued that one of the questions he
posed in the day to the experts from enal yti ca was whet her
t hey woul d purchase gas from Exxon. They answered that they
woul d not advise the state to do so because there would be
a better deal available elsewhere. In entering into a gas
sal es agreenment there would be things to have to be aware
of such as transportation costs, costs associated wth
carbon dioxide, costs for reinjection, and costs for gas
treatment for gas l|iquefaction before noving forward with a
project. He asked if he was correct. He wondered when in
the process would associated contracts have to be
negoti at ed.

Ms. Rutherford indicated that the sales agreenent would be
subnmitted to the legislature for approval. The attorney
general clarified that the state saw it as an option: If a
W t hdrawi ng party decided to step away from the project and
an agreenent was in place defining the ternms under which
the party would sell its gas, the state could consider the
option. Prior to exercising the option the specifics of the
terms would be provided. The l|egislature could determ ne
whet her having the option was in the state's best interest.
She agreed that the State of Alaska needed to know the
terms for dealing with the disposal of its CO2, the gas
supply ternms, the terns of the firm transportation service
agreenent with AGDC, and other terns. Al of the ternms were
critical to understanding the risk and reward for the State
of Al aska. Part of the package will hopefully include sale
agreenent offers from the conpanies that provided the state
an option should one of the producers opted to step away
fromthe project.

3:38:31 PM

Co-Chair Neuman asked if a right to purchase had the sane
meani ng as an obligation to buy.

Attorney Ceneral Richards responded in the negative.
Co- Chair Neuman restated his question
Attorney General Richards stated that it was the current

understanding of the status of the negotiations from the
state's perspective.
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Co-Chair Neuman asked if they had an obligation if an
entity had the right to purchase their gas and entered into
a purchase agreenent.

Attorney Ceneral Ri chards responded that the current
expectation under the negotiations was that there would not
be an obligation to buy at present. He suggested that it
was possible in the future and if the state decided to
exercise its options it would then <create binding
commtnents. It would only be in the future when the option
was exerci sed.

Co-Chair Neuman asked about the price of gas in the
futures.

Attorney General Richards responded, "No, M. Rutherford.
Chai rman. "

Co- Chair Neuman asked if the state knew the vol ume of gas.

Attorney General Richards did not know the exact volunme but
the admnistration had an idea of volume. There were
paranmeters of wunderstanding. He supposed there was |ess
under st andi ng about the volume in Point Thonmson versus the
vol une in Prudhoe Bay.

Co- Chair Neuman asked about a legal title if gas had an
option attached to it.

Attorney GCeneral Richards responded that legal title would
not transfer until such tine as the state took the physical
possession of any particular nolecule. The title rested
wi th the nol ecul e.

3:40: 29 PM

Co-Chair Neunman was trying to figure out how the state
could enter a wthdrawal agreenent wthout having the
information. There were certain things a party would have
to know in order to enter into an agreenent.

Attorney Ceneral Richards suggested that it was standard in
gas sales agreenents that sone things were not absolutely
certain, volune being one of them Typically, what was done
was to include a funneling nechanism over tine such that
the closer to capital commtnents in the field and within
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the project with infrastructure the nore clarity would be
apparent around the volunes. He specified that it would be
rare for the gas sales agreenents were absolutely firm as
to volumes until the end of the funneling stage at the
poi nt of construction.

3:41: 28 PM

Co-Chair Neuman asked if Attorney GCeneral Richards had
personal |y exam ned any of the gas contracts on any other
gas pipelines in the world.

Attorney GCeneral Richards had not examned them for the
pur poses of the exercise at hand. However, he had certainly
reviewed themin the past for other reasons.

Co-Chair Neuman explained that he was asking because
Attorney Ceneral Richards had stated it was a standard.

Attorney Ceneral Richards conveyed that he had been told by
one of the state's counsel, one of the MII|bank attorneys
wor ki ng on the project.

Co- Chair Neuman remarked that he had asked every one of the
producers and enalytica advisors if they had ever heard of
a wthdrawal agreement such as the state of Alaska's, and
was told no. He wondered how the attorney general could see
it as standard policy.

Attorney General Richards was referring to the funneling
mechanism to get to certainty around the volunes and the
gas sal es agreenents.

Co-Chair Neuman wondered about a contract where the
wi t hdrawi ng party, at the current point of the stage-gated
process, agreed to drop out as a partner forgoing their
investment. He asked Attorney Ceneral Richards if he had
seen simlar |language in any other gas pipeline proposals.

Attorney GCeneral Richards responded that he had not but
added that he had not personally been privy to the
commerci al arrangenments around ot her LNG projects.

3:43:11 PM

Co-Chair Neuman conmented that he was surprised that
Attorney GCeneral Richards had not asked to see copies of
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other withdrawal agreenents to use as a boiler plate. He
asked if he had seen any contracts/

Attorney General Richards responded that he had not asked
because the circunstances were particular to Alaska in
terms of progressing the project and the dynamc. He
t hought the w thdrawal agreenent would be fairly sinple.
The complexity would be in the gas sales arrangenents and
the option being discussed. There would certainly be
di scussion anong the lawers of the conmercial parties as
to the customary practices around the worl d.

3:44:17 PM

Co-Chair Neuman asked for Attorney GCeneral Richards's
vision of a standard w thdrawal agreenent.

Attorney Ceneral Richards responded that the main elenents
had been identified. He suggested that if a party left the
AKLNG project or was unwilling to progress it gas sales
woul d be made available. The core of the agreenent would
provi de an option to have the gas available for a project.

3:44:49 PM

Co-Chair Neunman remarked that the point was when it
happened. He relayed that the comm ssioner indicated that
t he gas wi t hdr awal agreenents wer e hi gh on t he
adm nistration's priority list and had to be executed by
Decenber 15, 2015. He stated that such an agreenent was not
standard in the industry and it was not standard for any
gas pipelines. He was told there were no known w thdrawa
agreenents fashioned simlar to the one the state was
considering anywhere else in the world. He was advi sed that
a wthdrawal agreement was possible but the state would
have to know the price and volume of the gas in order to
negoti ate properly. He opined that the state was a | ong way
from having that information to neet the Decenber 15th
deadline. He asked if the attorney general agreed.

Attorney General Richards responded that it would be nice
to have additional information soon. He added that the gas
sal es agreenent as an option for the state in the future
created substantially less risk than some of the other
deci sions being made, particularly whether or not the state
took gas RIK versus RIV and nodified the state's | eases for
the net profit interests. He opined that those were

House Fi nance Conmmittee 33 11/02/15 2: 06 P. M



decisions being nmade wthin a couple of nonths after
potentially the wthdrawal agreenents. The state was
commtting to things that were not options. They were
things that were massive economc commtnents at the front
end of the project. He suggested that everyone wanted to
hold of f making decisions for as long as possible to better
understand risk. the process the state was in had it making
some key decision over the followwng 4 to 6 nonths
i ncluding whether and to what extent the state would bind
its tax framework for the followng 25 years. Mre clarity
around things like pricing, volunmes, and tariff |evels
woul d be great to have prior to negotiating a gas purchase
option. They would also be wonderful to have before
commtting to nodify the state's leases or alter its
constitution to lock in taxes. The state was on the
timeline it was on.

3:47:41 PM

Co- Chair Neuman specified that although he was aware of the
AKLNG tineline he had not heard from representatives from
the AKLNG project managenent team about the tineline. He
want ed additional information and called into question the
timng for certain things to occur. He shifted his focus to
risk. He had been told that because of the gas w thdrawal
agreenents and the tight tineline risk was higher. He asked
if the attorney general agreed.

Attorney Ceneral Richards asserted that when sonething new
was introduced to the negotiation process it added risk in
the form of additional conplexity. He thought the point of
the agreenents was to reduce overall risk by crating
clarity for the state and for the other producer parties
For instance, if any one party withdrew in the future the
project could continue. He concluded that he agreed that it
enhanced sone negotiating risk, but believed it reduced
nore risk than it created.

3:49: 19 PM

Co-Chair Neuman expressed his concerns about increased
costs associated with addition risks. He recounted that
cost certainty was key to a successful gas pipeline. The
ability to keep costs |low would better ensure the project
going forward. He explained that SB138 [ Legislation passed
in 2014: Short Title: Gas Pipeline; AGC, Gl & Gas Prod.
Tax] <created the structure for negotiations for a gas
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pi peline and was law. Currently, the specific structure did
not include wthdrawal agreenments by the end of 2015. He
opined that indiscrimnately adding itens into a tineline
increased risk and costs making the project |ess viable. He
reiterated his concern about other entities in the industry
never having seen a wthdrawal agreenent such as the one
the state was considering. He clainmed that he had not been
provided an appropriate answer as to the advantages of the
associ ated risks and costs.

Attorney General R chards responded that the state's risk
profile would be substantially reduced if it knew all of
Prudhoe Bay and Pt. Tonson volunes would be available for
the project as designed in the future. It neant that if a
party withdrew three years from now the state would not
have to change the design basis, nake a smaller project, or
start over on permtting. The gas sales agreenents would
provi de an avenue for nore certainty for the project to go
forward as desi gned.

Co-Chair Neunman believed a gas sales agreenent would
provide certainty, which was why he believed a gas sales
agreenent had to be in place prior to having a wthdrawal
agr eenent .

Attorney Ceneral Richards stated that the thought process
was that the agreenments woul d be done sinmultaneously.

Co- Chair Neuman responded, "It certainly is."

3:52:21 PM

Co- Chair Thonpson rem nded nenbers that the commttee would
be taking public testinony on HB 3001 at 4:00pm He
reported that the finance commttee had asked the
adm ni stration about the state's vote on Decenber 4th if
there was no wthdrawal agreenment between the state and
ExxonMobi|l prior to that date. He felt that the conmmttee
had not been able to get an answer to his question. He was
concerned because of the inportance of the vote on Decenber
4, 2015. If any of the parties voted "no" the project would
halt conpletely. He opined that if the state voted "no" the
failure of the project would lie in the hands of the
adm ni stration. The |egislature would have given all of the
tools they needed to nove forward on a successful project.
He enphasized his concern about the current position of the

House Fi nance Conmmittee 35 11/02/15 2: 06 P. M



state and why the state was spending the majority of its
time planning for failure instead of being positive.

Ms. Rutherford enphasized the administration's conmmtnent
to the success of the project. She relayed that all of the
AKLNG parties were involved in the wthdrawal discussions,
committed to noving the project forward, and dedicated to
ensuring that, if a party decided not to be an asset owner
the project could progress. The admnistration was doing
everything it could to abide by the tinmeframe laid out. She
believed the partners were trying to do the sane. She
referred to letters from two of the partners indicating
their commtnment to naking the project wrk and to
providing an option for the state to exercise if sonething
changed in the future where a partner had to wthdrawal.
She thought the following quarters would be difficult, but
hoped to bring to the legislature contracts that it could
support by spring 2016.

3:56:11 PM

Co- Chair Neuman echoed what Co-Chair Thonpson said about
focusing on success. He reenphasized the structure defined
in SB 138. Currently, a different conponent had been
i ntroduced, w thdrawal agreenents, with the requirenent to
execute the docunents by the end of Decenber 2015. The
attorney general relayed to the governor that the only
avai l abl e options were to either continue with the project
if the wthdrawal agreenents were not in place, or to
termnate the entire project. Co-Chair Neuman was greatly
concer ned.

3:57:47 PM
AT EASE

5:15: 22 PM
RECONVENED

Co- Chair Neuman call ed the neeting back to order

5:15:49 PM

Vi ce-Chair Saddler asked if there were any other conditions
that the admnistration would insist on having in place as
a condition of advancing the work program and budget.
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Ms. Rutherford was not aware of anything beyond the
di scussion that had al ready occurred about w t hdrawal .

MARK MYERS, COWM SSI ONER, DEPARTMENT OF NATURAL RESOURCES
reported that the real conditions sat with AGDC assum ng
the buyout happened. The work plan and budget would be
controlled by AGDC  The admnistration would strongly
encourage AGDC to vote "Yes" particularly since DNR woul d
be shipping on their capacity. The decision would
ultimately be nmade by the board of AGDC.

Vi ce-Chair Saddl er wonder ed i f it woul d be t he
| egislature's prerogative to approve or disapprove of the
commercial agreenents or would it have the opportunity to
amend t hem

5:17:42 PM

Ms. Rutherford, after conferring with the state's assistant
attorneys general, responded that the state would have an
up or down vote because the docunents would already be
executed by the other three parties.

5:18: 00 PM

Vice-Chair Saddler asked if there was any room in the
timeline for legal <challenges and whether any |ega
chal l enges were anticipated at the current stage of the
process that would inhibit making the comrercial agreenents
to bring back to the |egislature.

M. Schultz anticipated that if the legislature passed a
joint resolution placing a constitutional anmendnent on the
ball ot and the people of Alaska voted in favor of it, the
fiscal agreement would be on extrenely solid footing. It
was al ways possible for soneone to challenge anything and
file a lawsuit.

5:19:19 PM

Vice-Chair Saddler wanted to Kkeep an eye out for any
chall enges the state mght encounter in advance of the
| arger decision. He wanted to know whether there was an
accommodation for any tinme lost to litigation.

Comm ssi oner Myers wanted the finding to be very solid and
cl ear when meking the decision about RIK. He furthered that
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the reason for discussing the structure and the nodeling
effort was to denonstrate the standards defined in 138 [SB
138] and that the standards were clearly being net. The
state wanted to avoid |egal challenges by doing the best
homewor k possible to nmake the decision transparent and the
anal ytics very convincing; one of the reasons to lock in
the agreenments prior to doing the finding. The state had
built the structure to wite a very conpelling decision but
still needed very effective negotiation to make the
argunents in order to neet the standards in the |aw.

Vi ce-Chair Saddler commented that it was never a guarantee
agai nst vexatious litigation. In looking at the bill in
front of the commttee CSHB 3001 provided nost of the
i mportant elenents of what the admnistration's team had
been | ooking for in order to buyout TransCanada, term nate,
rei mburse, or fund a work plan going forward to the end of
Pre-FEED. He wondered if there was anything else the
adm nistration wanted to have in legislation but did not
have.

Comm ssioner Myers responded that he was famliar with the
other body's comrittee substitute but was unsure of the
House' s version.

Co-Chair Neunan confirnmed that the versions from both the
House and the Senate were identical.

Comm ssioner Mers was appreciative of the conmttee
substitute because it provided wth the funding tools
needed to be successful in negotiations.

Vice-Chair Saddler asked if the conmttee substitute was
| acki ng anyt hi ng.

Comm ssi oner Myers did not believe so.

Vice-Chair Saddler asked if the comm ssioner wanted to
comment on the comm ttee substitute.

5:21:39 PM

Co- Chair Neunman asked if there were any comments from the
testifiers regarding the Comm ttee Substitute.

Ms. Rutherford believed the Senate conmmittee substitute
satisfied the adm ni stration's needs.
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M. Schultz had reviewed the Senate commttee substitute
Version |, and concluded that it was a good appropriations
bill. He mentioned that funds for the legal services that
were requested would provide council to DNR DOR, AGDC, and
any other state agencies that needed |egal counsel for the
proj ect .

5:22:37 PM

He asked if it was a sign that if the tineline did not make
sense to the other partners they were not interested.

Ms. Rutherford responded that the schedules had been
evolving for all parties. She had seen approxinately seven
versions of the schedules. She furthered that since she had
joined the discussion not one schedul e had been approved by
all parties. Al though a schedule was inportant, no one was
using it to dictate how the parties approached their
di scussi ons.

Co-Chair Neuman interrupted to clarify that the current
timeline was the once Ms. Rutherford suggest ed.

Ms. Rutherford responded affirmatively. It was the tineline
the adm ni stration thought was necessary to acconplish what
it hoped; to provide the Ilegislature wth executable
agreenents and to get the constitutional anmendnent on the
general election ballot. The tineline was not sonething the
state had had an agreenent on with the producers, it was
just the nobst recent version.

Co-Chair Neuman nentioned that the |anguage for future
constitutional amendnents was previously covered in
conmittee.

5:25:16 PM

Co-Chair Neuman directed his question to Attorney Genera
Ri chards and Ms. Rutherford. He asked if either were aware
of any of the project partners being concerned about or
interested in withdrawing or exiting the project.

Ms. Rutherford asked for Co-Chair Neuman to restate his
guesti on.
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Co-Chair Neunman asked if Ms. Rutherford had becone aware of
any deep concerns or inkling that any other project was
interested in any way in withdrawing or exiting the AKLNG
proj ect .

Ms. Rutherford answered in the negative. The partners had
al ways indicated they were committed to the project. There
had been differences of opinion on the schedule of the
proj ect .

Co-Chair Neuman wondered if there had been any discussion
within the adm nistration to have a gas line or the AKLNG
project go to Val dez.

5:26:28 PM

Ms. Rutherford responded that the partners had agreed wth
the term nus being in N kiski. The adm nistration had asked
many questions  about the project including design
construction to how the prior decisions had been made. She
furthered that it was in the process of due diligence of a
new adm nistration comng into an unfamliar process. She
added that she had never heard discussion about re-routing
the project from Ni kiski to Val dez.

5:27:26 PM

Co- Chair Neuman asked whether AGDC was going to be a bully
government or a partner in the project.

Ms. Rutherford asked Co-Chair Neuman to restate his
guesti on.

He wondered how aggressive the state should be in its
negoti ations with the partners.

Ms. Rutherford indicated that, in her previous experience
negotiating with the nmjor oil conpanies, the negotiation
process was very serious. She enphasized that there was a
trenendous | evel of risk and reward at stake. The state had
been engaging very aggressively for several weeks prior.
She reconfirmed that all parties were very serious about
reachi ng an agreenent.

Co-Chair Neuman relayed that when he had spoken wth M.

Steve Butt, he had indicated that if one of the partners
had a problem the project managenent team representing all
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four partners worked together to resolve it. He asked if
that was the typical process that woul d be used.

Comm ssioner Myers thought it was inmportant to distinguish
that the project, as conplex as it was, had many different
parts and the partners were broken into subsets. In |ooking
at the nenbers of the project team their job was to

engineer, permt, design, and manage construction and
initial production from the project; they were the
bui |l ders. The second group consisted of the gas owners, who
wanted the builders to construct a very efficient, |ow

cost, high quality system one optimzed for delivering gas
to the markets in a way that nmaximzes their well-head
val ue. Assum ng the |egislation passed, AGDC woul d be part
of the nanagenent team building the system The teams
efforts would be in problem solving around how to build the
project. They would be looking at the best technol ogy,
approach, and contractors to wuse. They would also be
working on the federal environnental inpact study (EIS)
process, doing engineering design studies that |ooked at
how to cross Cook Inlet, working with all of the federa
agencies to mtigate issues, and working with and educating
comunities on the project. The project team would al so be
handling local hire, enploynment, and the logistics of the
project. The team would al so be working with the Departnent
of Transportation and Public Facilities (DOT) to |ook at
roads and crossings and the related effects on them He
suggested that project work included problem solving which
was fairly easy.

He reasoned that when looking to maximze the wellhead
value, all of the conpanies and the state had different
equities in the fields and they were all negotiating for a
common goal of maximzing value of their resource. He
continued that because each party's equity was different it
created tension. He explained that DNR, DOL, and DOR were
wor ki ng together to protect the state's interest. The state
was unique in that it did not have wells or the ability to
produce. Wereas, in the field the unit operators for the
producers could drill additional wells, for exanple. The
state could claim that 25 percent would cone from new
wells, but it had to ensure its supply. The state was
coormercially different in that it did not own any of
Prudhoe Bay infrastructure. | f t he Prudhoe Bay
infrastructure charged a fee to their downstream conpany,
it stayed within the corporation. The state pays the fee to
the corporation; Therefore the state's value decreased and
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the corporation's increased. The challenge was mnim zing
the cost |eakages to the state in a way that was still fair
to the producers. The state was going work through the
di fferences through a series of negotiations. The state had
an integrated teamto work with each one of the categories
listed on the organi zational chart. The negotiati ons needed
to occur at the front end to resolve any issues in order to
fund and build the project. The Departnent of Natural
Resources' job was front-end-loaded for the following 6
months until the commercial agreenents were executed. Once
the agreenents were reached the state's teans could
di sassenble. The state would subsequently nbve into a
nmonitoring phase. The construction build team would |ast
through the entire project until gas began to flow He
reenphasized that there was conmmercial tension with
reasonabl e framework provided by SB 138 to negoti ate.

5:33:16 PM

Representative WIson relayed that she had been told of
confidentiality fornms that parties mght be asked to sign
She wondered if there would ever be a reason a person woul d
be deni ed the opportunity to sign one.

Attorney General Richards did not believe that there were
confidentiality agreenents relating to any ©particular
neeting that he was aware of. There were confidentiality
agreenents between the parties with vendors, for exanple.
He assured the conmittee that the admnistration was
conmmitted to an open and translucent process to allow as
much sunshine in as was practical. He recognized the need
to keep proprietary information confidential; to have
negotiations that protect people's ability to negotiate
behind closed doors in order to reach agreenents. He
suggested that within the process there was room for nore
sunshi ne. The governor had nade it part of his objective to
bring the legislative body into knowing as nuch as
possi bl e, hence letting the people of the state of Al aska
know as nmuch as possible. He agreed that there was give and
take on different confidentiality agreenents and what the
terms should be. He believed that the state was naking
progress and opening up the process over tine which the

partners were beginning to see the inportance of
transparency. He added that from his perspective things
were progressing and working fairly well. He thought nore

openness was better, and the state was working that as an
obj ecti ve.
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5:35:12 PM

Representative WIson stated she was in favor of
transparency and understood that the state was playing in a
different arena. M. Fauske had told her that at a neeting
he had been asked to |leave the room because he had not
signed a confidentiality agreement and that it had slowed
the process down. She was |ooking for assurance that the
state would be in the roomto hear the full discussions in
order to make its decision

Attorney General Richards conpared it to a chicken and the
egg problem In other word, a specific issue could not be
addressed because it was all confidential. He told of one
small contract in which there was a hiccup. The state was
currently working on the issue and had great confidence
that the state would find a way to resolve it.

5:36: 58 PM

Co- Chair Neuman indicated he had requested that M. Fauske
be avail able to address the Finance Committee.

Representative WIlson stated the commttee had heard that
t he governor was in charge of AGDC but was not in charge of
the railroad. She opined that M. Fauske had been providi ng
accurate information about what was going on. She asked if
there was any situation that would cause the state's
representative sitting at the neeting on Decenber 4th not
be able to sit through the entire neeting to nmake a
deci si on.

Ms. Rutherford responded that she believed that the AGDC
wor k plan and budget decision, to be voted on no later than
Decenber 4th, would be nmade by the board with input from
the AGDC staff. She thought the governor would be naking
deci sions about progressing the project on a comercial
front based on how well the discussions about w thdrawal
were going and how the entire project negotiations were
progressing. She believed they were two different things.

5:38:52 PM

Representative WIson specified that she was not talking
about w thdrawals. She was concerned that M. Dubler would
be sitting in the Decenber 4th and asked to | eave the room
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She asked the attorney general if he could think of any
reason why he would be asked to | eave the room Wthere was
anything that would cause M. Dubler to have to |eave the
room She wondered if the state could do anything to cause
t hat to happen.

Attorney Ceneral Richards stated that the board nenbers had
the right, as did every conpany, to approve the work plan
and budget. The decision they nake would be their decision
at the time. He expected that they would approve the work
pl an and budget. However, he could not guarantee that it
woul d be approved.

Representative WIlson clarified that she was no talking
about who approved it, she was taking about other
di scussions that mght occur in the Decenber 4th neeting.
She wondered if he could think of any reason why he would
be asked to |leave during the neeting. In other words could
M. Dubler be privy to all of +the discussion at the
meet i ng.

Attorney General Richards was unaware of any reason he
woul d have to | eave the neeting.

5:41:11 PM

Representative WIson asked if Attorney GCeneral Richards
knew of any other neetings where he had been asked to
| eave.

Attorney Ceneral Richards was unaware until sonmeone
sumari zed testinmony from the previous day that it mght
have happened in one neeting regarding one snmall matter. He
reiterated that the admnistration was attenpting to work
t hrough such issues and to bring greater transparency into
the process bringing nore knowledge to Alaskans. He
admtted that at times there were bunps in the road but he
t hought the state was on the right path to bringing nore
sunshine while respecting proprietary information.

5:41:50 PM

Representative Wl son stated that we all want sunshine. She
had 17,500 people that she had to answer to. She wanted the
public to know that she wanted transparency and that in
certain circunstances in the arena which the state was
entering there would be things that m ght not conme out. She
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suggested that changes m ght be necessary in the foll ow ng
sessi on.

5:42:50 PM

Representative Munoz asked Attorney General Richards if he
had seen the public hearing testinony on the regul ati ons.

Attorney General Richards responded in the negative.

Representative Moz wanted to place on record brief
excerpts from statenents nade by the other AKLNG partners.
She wanted to be clear that the partners did not support
the proposed regulations as they were witten. She read
comments from Cctober 15, 20155 having to do with the AGDC
proposed regul ati ons on confidentiality:

David Van Tuyl, BP

"Confidentiality agreenents are an essential part
of doi ng busi ness in a technically and
commercially conpetitive world.™

Patrick Flood, Conoco Phillips:

"For AGDC to participate as the representative of the
State as a fully effective participant in AKLNG AGDC
will need to continue to be able to enter into
confidentiality agreenents.”

Bill MacMahon, ExxonMbbil:

"If enacted, we believe these regulations would prohibit
continued AGDC participation in AKLNG "

Representati ve Munoz enphasi zed that |egislators wanted the
project to continue uninterrupted. The |egislature wanted
to give the project the best chance of success and avoid
inserting inpedinents in to the process which mght slow it
down and add cost.

Co-Chair Neuman furthered that he had had discussions
concerning proprietary information, particularly with the
state's contractors and the ability for them to work in
Al aska. Many of them he hoped were Al askan contractors that
had experience in the Arctic.
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5:45: 04 PM

Representative Quttenberg thought it was a unique
experience for ExxonMbil, BP, or Conoco Phillips to be
able to lobby in the state capital but the state could not
reciprocate in their board roonms. He enphasized that the
majors were currently in the committee room negotiating
with the state. He was concerned with AGDC signing a
bl anket confidentiality agreenent which could never be
di scussed with the legislature. He provided a hypothetica
scenario where unfair |abor practices were taking placed
and AGDC could not come to the legislature to report it as
a disadvantage to the state. He wondered if it was a
concern for the adm nistration

Attorney General Richards stated that it was a concern. It
was clearly in the best interest of the State of Al aska to
have nore sunshine and transparency in the process. He
thought it was true fromthe governor's perspective and was
how the adm nistration had been working. He opined that it
was  not in the producers’ i nt er est to have nore
transparency and sunshine in the process. The nore
information that they controlled and limted providing to
the people of Alaska the nore they would have control of
the process. He parroted Representative GQuttenberg's
concern. He suggested to keep in m nd whenever dealing with
the three individuals Representative Moz quoted, that
they were world-class negotiators which he dealt wth

frequently. They were negotiating to convince the
| egislature to keep the process as secret as possible. The
admnistration was attenpting to bring in a little

sunshine. He suggested it would better inform the Al aska
people and increase the state's negotiating |everage. He
admtted he was surprised at the level of secrecy the three
conpanies wanted. He did not believe it was in the state's
best interest to have everything secret, but realized that
certain things were proprietary. The state had to find a
bal ance. He opined that the scale was tipped too far on the
confidentiality side and that the governor would like to
see that change towards nore openness. The adm nistration
was working towards that end. He genuinely believed that
the state could continue in the process with the producer
partners and that they recognized that the stance of the
adm nistration would nmean nore information would be
publically avail able and would not hurt the project.

Co- Chair Neuman remarked that everybody had an opinion.
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5:47:53 PM

Representative Quttenberg had asked M. Butt a question had
appeared before the commttee in the prior few days and
could not answer a question that he had stated that he had
asked M. Butt a question about the confidentiality
agreenent. He did not understand why an unopposed pipeline
woul d need to be confidential.

Attorney Ceneral Richards agreed that there was a
significant anmount about the process that was confidential
that he felt did not need to be. The adm nistration had
inherited confidentiality systens that had been in place
governing the project that were very difficult to change

The state was trying to introduce nore sunlight and nake
the process nore open over tine. He furthered that unti

the state could affect change, which was happening slowy,
the process was designed to be secret. He agreed wth
Representative Quttenberg that sonme of the things that were

secret likely did not need to be and sonme of them were. He
provi ded sone exanples of classic proprietary information

engi neering dat a, upstream resource assessnents, a
conpany's financial information, and cost estimtes. He

clained that in his career the entities he had been
associated with on the public side had not operated using
the current nodel.

Co- Chair Neuman suggested that it had been a concern of the
| egi sl ature when SB 138 was being discussed. He thought
that a requirement was in place to do reports at the
| egislature on the work as it proceeded. He had asked AGDC
to provide quarterly updates of which AGC was anenabl e.

Attorney Ceneral Richards stated that he wanted to be clear
that confidentiality requirenents were not a result of SB
138. The bill authorized confidentiality agreenments as
necessary and appropriate. It allowed the conm ssioner to
enter into them It was the terns of the particular
confidentiality agreenent s t hat t he adm ni stration
inherited that were setting the confidentiality stage. At
the direction of the governor the adm nistration was trying
to open up information that was not genuinely and
legitimately confidential could be shared with the people
of Al aska.
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Co-Chair Neuman offered that the |egislature decided what
it wanted to see for confidentiality. The confidentiality
details were outlined in SB 138. He nentioned having
received sone change proposals that had originated from
Attorney Ceneral Richards' office.

5:52:13 PM

Representative Gara referenced a response to Representative
Edgnon's question concerning the proposed constitutional
amendnent if the admnistration decided one was needed
regarding locking in a gas tax. The response was that the
i ssue mght be part of the agenda for a special session. He
suggested that there was no need to wait to discuss it in a
special session if it was ready to be discussed during the
regul ar session. It would save costs.

5:53:56 PM

Co- Chair Neuman agreed with Representative Gara.

Representative Gara was sending the nessage and hoped the
adm ni stration would be open to discussing the issue during
the regular session if it was ready.

Ms. Rutherford admitted she had been the one that had
menti oned a special session. She clarified that DNR would
bring the package of materials to the legislature as
gui ckly as possible and acknow edged his preference for a
regul ar session.

Co-Chair Neunman asked M. Rutherford to provide any
information she had for nenbers as soon as possible so the
di scussi on coul d begi n.

5:55: 07 PM

Vi ce-Chair Saddl er spoke about the issue of transparency.
He was concerned with setting up a process through draft
regulations for AGXC s confidentiality that comrercia
partners wishing to protect their commercial trade secrets
were being asked to prove why they should be kept
confidential as opposed to being open and transparent. He
expressed concerns about having to stop, |ike going down a
hi ghway and having to stop every two mles at a check
point, to prove perm ssion to proceed which caused del ays.
He believed delay was the eneny of the state's progress. He
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asked how long the attorney general had known about the
regul ati ons.

Attorney Ceneral Richards responded that he had known about
t hem si nce the previous March.

Vi ce-Chair Saddler thought he had a heard Attorney Cenera
Richards on the previous day he had not seen them He
wondered if he had played any role in their devel opnent.

Attorney General Richards stated that he had testified
before the Senate Finance Committee that the role in the
advi ce he gave was confidential. He indicated he had played
a role in the early stages of providing advice through the
governor's office to AGC and their council in discussing
t hem

Vi ce-Chair Saddler cormmented that it was a nmatter of asking
t he right question.

5:56: 56 PM

Vice-Chair Saddler asked Attorney GCeneral Richards to
provi de his understanding of the mechani sm necessary in the
standard of proof necessary to denonstrate why sonething a
comer ci al part ner br ought forward should be kept
confidential. He wondered about the level of proof and the
mechani smfor proving it.

Attorney General Richards did not know He had not read the
draft regulations nor had he | ooked at themin the previous
6 nmonths. He did not recall the specifics and had not seen
what the board adopted versus the first early stage draft.

Vice-Chair Saddler asked who would be able to answer his
guesti on.

Attorney General Richards answered that Assistant Attorney
Ceneral Jerry Juday had worked with the board and the
executive team at AGDC.

Vi ce-Chair Saddler asked if M. Juday would be barred from
answering the question regarding the mechani sm

Attorney General Richards responded in the negative.

5:57:58 PM
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Co-Chair Neuman wonder how nuch tinme would be needed to
resolve any issues regarding proprietary information. He
expressed his concerns around delays and asked about a
possible list of itens subject to confidentiality.

Attorney General Richards responded that there were was a
standard way in which the state dealt wth confidential
i nformati on. He wused the exanple of DNR s statutory
framework which basically listed the type of infornmation
that was confidential. The Departnent of Natural Resources
had applied for nmany decades.

5:59:16 PM

Co-Chair Neuman noted that the state was dealing wth
private parties on a business deal which differed from the
st at es’ standard regul ations. The departnments worked
through a basic public process that was spelled out in
statute. The state was currently in a private partnership
with private industry on a construction project, which he
t hought was significantly different.

Attorney General Richards responded that there was a

di fference which he understood. However, it was the sane
process state agencies wused when dealing wth private
construction projects with private entities. It was the

sane system used by Alaska Industrial Developnent and
Export Authority (Al DEA)

Co- Chair Neuman asked the attorney general to provide the
committee with some exanpl es of what he was tal king about.

6: 00: 13 PM

Representative Gattis asked about AIDEA. She wondered if
Al DEA had experienced as much push back as the |egislature
had talked about in the prior few days regarding the
confidentiality agreenents.

Attorney GCeneral Richards could not speak to the actual

factual circunstances of AIDEA' s interaction with conpanies
it was investing with. He was aware that AIDEA' s system had
been in place for a long tinme and was statutory, created by
the legislature. Al aska Industrial Developnent and Export

Aut hority had functions presunably well wunder the system
for a nunber of years.
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Representative Gattis nentioned the "push ne, pull ne
dynamic in the state's negotiations wth the producer
partners. She suggested the dynam c could be because of the
vendors working for the producers rather than the producers
t hensel ves. She supposed that if she were negotiating or
having a contract with a vendor and the sunshine concept
entered into the picture she mght feel some resistance
from a vendor about confidentiality. She wondered if the
attorney general understood the dynamc and whether he
agreed with her.

Attorney Ceneral Richards understood that there was al ways
the possibility the entities dealing wth the governnent
m ght want to keep things confidential. He also recognized
that it was a dynamc. At one end of the spectrum m ght be
conpl ete secrecy and the other end of the spectrum being no
secrecy. Somewhere in the mddle would be where the state
would land in the type of situation being discussed. For
I nst ance, no one was suggesti ng t hat proprietary
i nformation should be public whether dealing with producers
or vendors. He thought it was inportant for vendors and
producers to recognize the legitimacy of confidentiality
and the need to attract outside vendors to do work. Using
the other extrenme where the nere existence of a contract
the state had signed with a vendor, he wondered if the
contract should be confidential. He noted that the state
was at a bal ancing | evel.

Representative Gattis conmented that if in regards to the
state acting like a business she thought it should be
confidential exactly like what the businesses did in the
state. She thought that what Attorney General Richards was
trying to say was that contracts should not be confidentia
when acting as governnent and putting out contracts as
governnent versus a gas line project where the state was
acting as a business.

6: 04: 11 PM

Representative Edgnon suggested having M. Fauske cone
before the commttee to provide specific exanples of
standard, non-proprietary, business and decisions where the
board mght want to go into executive session to discuss
things that should not be exposed for public consunption.
He appreciated the Wal ker administration wanting to bring
sone additional transparency to the project process. He
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nmenti oned hearing repeatedly answers to questions that
confirmed there was a fine line that needed to be observed.
He thought sonme real world of exanples would be helpful in
nmovi ng t he di scussi on al ong.

6: 05: 32 PM

Representative Pruitt asked to whom the state would nost
likely be selling its gas.

Attorney GCeneral Richards asked to be excused, as he had
anot her neeting to attend.

Ms. Rutherford responded that the state would nost |ikely
sell to Asia; Korea, Japan and Chi na.

Representative Pruitt asked if the state was the only
entity conmpeting in the Asian market.

She responded in the negative. She added that British
Colunmbia would definitely be conpeting for it and perhaps
some of the Gulf Coast.

Representative Pruitt asked if there was conpetition for
t he state.

Ms. Rutherford responded positively.

Representati ve Pruitt suggest ed t hat t here wer e
opportunities where the state could lose its edge due to
too much transparency. He asked if it was possible.

6: 06: 52 PM

Ms. Rutherford stated that the only issue where she thought
it mght be possible was in the area of gas sales
agreenents. It was possible that sone of the purchasers
m ght want to keep sales arrangenents with the State of
Al aska private while the State of Alaska mght want a
public review.

6: 07: 29 PM

Representative Pruitt asked Attorney Ceneral Ri chards
whet her state legislators would be able to talk to board
menbers once they signed confidentiality agreenments. He
also asked if legislator could sign confidentiality
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agreenents which would give them an opportunity to talk to
board nenbers or nmenbers of AGC who also have signed
agr eenent s.

Attorney General Richards stated that a |egislative CA was
required to talk to a board nenber about confidential
information. He furthered that there was a process that
anyone in the admnistration had to go through, and that
process was confidential.

Representative Pruitt nentioned hearing about attorney-
client privilege related to the attorney general, nenbers
of the DOL, the governor, or other nenbers of the
adm nistration. He wondered asked who a person would have
to talk to prove that it fell wunderneath attorney-client
privil ege.

Attorney Ceneral Richards stated that the boundaries of the
attorney-client privilege were well wunderstood by nost
| awers and the rules were fairly clear. Exceptiona
circunstances could be created where they were a little
|l ess clear. By and |arge any comrunication an attorney had
with their client that involved any kind of [|egal advice
was privil eged.

6: 09: 30 PM

Representative Pruitt asked if it had to be proved to
anyone.

Attorney  Ceneral Ri chards rel ayed that i f sonmeone
challenged the privilege it would have to be proved. A
judge would review in canera the nature of t he
communi cations and mneke a determnation whether the
comuni cati on was privil eged.

Representative Pruitt stated that it cane afterwards. In
order to claimthat a person had attorney-client privilege
a person did not have to go to soneone first, obtain their
approval, and subsequently claimthe privilege. He asked if
he was accurate.

Attorney Ceneral Richards responded affirmatively. The
privilege existed automatically.
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Representative Pruitt wondered why the state would not hold
itself to the sane standard or requirenment that it expected
fromits partners in ternms of confidential information

Attorney General Richards suggested differentiating between
a privilege that existed automatically and confidentiality
which was an agreenent between the parties. In his
experience, it was the way it worked within the State of
Al aska and with nost governnents. The |aw would al ways | ay
out the rules of privilege and whether they apply, the
standard way in which the state operated. He furthered that
the way in which the state was doing it currently, under
the confidentiality agreenments in place in the AKLNG
project, deviated fromthe norm

6:11: 30 PM

Representative Pruitt asked for an exanple of sonething the
partners would want to keep secret fromthe State of Al aska
and away from sunshi ne.

Attorney General Richards provided the exanple of the
partners' position on fiscal certainty on oil. He would be
very curious what their public statenents were about
whet her they expected the process to lead to fiscal
certainty in oil.

Representative Pruitt comented that when there was too
much sun peopl e get burned causing pain |ike no other.

6:12: 23 PM

Vi ce-Chair Saddl er asked about a couple of agreenents that
were yet to be negotiated under the equity. He referred to
the chart containing the agreenents yet to be negoti at ed.
He pointed to the equity option agreenent under the equity
category. He wondered if it contained a 40 percent buy
back.

Ms. Rutherford responded affirmative.
Vi ce-Chair Saddl er asked for a brief sentence or two about
the last three equity agreenents listed, the nenber

agreenent, the contract operator services agreenent, and
t he nenber adm ni strator services agreenent.

House Fi nance Conmmittee 54 11/02/15 2: 06 P. M



Ms. Rutherford explained that the nenbers' agreenent would
be an AGDC arrangenment between the other equity hol ders of
the project itself; the GDP, the pipeline, and the
liquefaction plant. It would not be nade available for
| egi sl ative approval.

6:13:46 PM

Vi ce-Chair Saddl er asked her to further define the nenbers'
agreenent, as her explanation was fairly broad.

M. Schultz pointed, first, to the Joint Venture Agreenent
(JVA) which was a cost-sharing agreenment between the
participants in the project. The nmenbers' agreenent was the
limted liability conmpany agreenent that would set out the
governance ternms for the AKLNG project parties and
establish their rights and obligations as nenbers of the
proj ect company. The agreenent would define capital
contributions, wvoting rights, distribution rights, and
other things relating to governance of the conpany. The
contract operators service agreenment (COSA). It would be an
agreenment between the AKLNG Limted Liability Conpany and
ExxonMbbil as the contract operator for the project. It
woul d set the paranmeters by which ExxonMbil could spend
funds and act on behalf of the AKLNG project. It would be
entered into between the AKLNG Conpany and ExxonMobil. It
woul d continue through the FEED phase and perhaps into the
construction and execution phase of the project.

M. Schultz continued to explain the Menber Adm nistrator
Services Agreenent, referred to as (MASA). It established
Conoco Phillips as the nmenber administrator for the AKLNG
project running functions such as accounting for the
conpany during the FEED phase. The agreenent would be
between the AKLNG Limted Liability Conpany of which AGDC
was a nenber and Conoco Phillips as the nenber
adm ni strator providing those services.

Vice-Chair Saddler asked if the LLC was referred to as the
Al aska LNG Proj ect Conpany.

M. Schultz responded affirmatively that it was the limted
liability conpany.

HB 3001 was HEARD and HELD in commttee for further
consi derati on.
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Co- Chair Neuman revi ewed the agenda for the foll owi ng day.

#
ADJ OURNIVENT

6:17: 24 PM

The neeting was adjourned at 6:17 p. m
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