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Co- Chair Neuman di scussed the neeting agenda.

AAKLNG UPDATE: FUNDS EXPENDED and FY 17 FUNDI NG REQUESTS

1: 35: 43 PM

MARTY  RUTHERFORD, DEPUTY COW SSI ONER, DEPARTMENT  OF
NATURAL RESOURCES, provided a PowerPoint presentation
titled "DNR AKLNG Budget Overview FY2015 - FY2017" dated
February 23, 2016 (copy on file). She scrolled to the state
gas team organi zational chart on slide 2 titled "State Gas
Team" She turned to Slide 3 that listed the roles of the
vari ous agencies in AKLNG

Co-Chair Neuman asked M. Rutherford to provide a brief
description of the agency roles in the project.

Ms. Rutherford provided the information on slide 3:
Agency Rol es in AKLNG

Department of Natural Resources (DNR) - North Slope
Gas Comerci alization Ofice (NSG

e Upstream [AS 38.05.180(hh), (ii)], 1in consult
with DOR [ AS 38.05.020(b)(10),(11),(12)]

e Royalty In-Kind/Royalty In-Value decision (AS

38. 05. 182)

 Marketing, in consul t Wi th DOR [ AS
38. 05.020(b)(10),(11),(12)]

e |In-state Gas coordination, in consult with AGDC

(SB 138, Section 73)

 Mdstream Agreenments, in consult with AGC [AS
38. 05.020(b) (13)]

Depart mnent of Revenue (DOR)

e ldentify and recommend financing options (SB 138,
Section 76)

* Recommend statutory changes to property taxes
under AS 43.56 and AS 29.45.080 (SB 138, Section
74)

* Develop Inpact Fees and Flow Rated Property Tax
Proposals (SB 138, Section 74, AO 269 MAGPR
Boar d)

House Fi nance Conmmittee 2 02/23/16 1:34 P. M



* Allows producers to pay tax as gas (TAG (AS
43.55.014)

e Consult with DNR on contracts negotiation [AS
43. 05.010(16)]

Depart ment of Law (DQL)

* Legal support to agencies and AGDC

Al aska Gasline Devel opnent Corporation (AGDC)

e State’s ownership of project infrastructure (AS
31. 25. 080)

e Assist DNR/'DOR in maximzing the value of the
State’s gas [AS 31. 25.005(3)]

* Provide project services to the State at cost
(i.e. without profit) [AS 31.25.005(5)]

* Deliver donmestic gas to in-state custoners at
commercially reasonable rates [31.25. 005(6)]

Ms. Rutherford elaborated on the slide. She related that
DNR was primarily involved with the commercial negotiations
and established a structure for interaction between the
project's entities. The departnment was negotiating the
upstream issues such as the field cost allowance, gas
bal anci ng and supply, the terns of gas availability for the
donestic mar ket , t he m d- stream agr eenent s, t he
expandability of the project, and the terns for third party
i nvol venent. She added that the departnent devel oped the
gas marketing structure when the project was operational.
She spoke to DORs role in determning the value of the
"royal ty-in-kind" option that would offer the producers the
opportunity to pay its production taxes to the state as
gas. She detailed that in-kind paynments would account for
the royalties and production tax for the 25 percent equity
ownership with the equivalent throughput of gas. The
depart nent woul d determne the project's financing
structure; i.e., how the state would pay for its 25 percent
equity ownership. In addition, the nunicipalities' inpact
fees and flow rated property tax proposals that would be
paid by the projects would be established by DOR She
continued that the Departnment of Law (DOL) provided |ega
support to agencies and the Al aska Gasline Devel opnent
Cor por ati on (AGDC) . She descri bed t he project's
infrastructure that included two pipelines from Prudhoe Bay
and Point Thonmpson units, which connected into the gas
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t r eat ment pl ant, the pipeline to N kiski, the LNG
(liquefied natural gas) plant and the marine term nal. She
noted that AGDC was responsible for delivering gas to
domestic markets and would work with utility conpani es and
muni ci palities on gas delivery systens. She shared that
AGDC recently formed a subsidiary to hel p aggregate supply
and act as an internmediary on pricing between the donestic
pur chasers and producers.

1: 41: 32 PM

Co-Chair Neuman referred to Ms. Rutherford' s testinony that
part of AGDC s job was to deliver donestic gas to in-state
custoners and the possible changes to the structure of
AKLNG devel opmrent team He asked whether the work to
provide gas to Jlocal communities would continue. M.
Rutherford replied in the affirmative. She expounded that
AGDC regarded the task as one of its highest priority. The
corporation worked with the project, nunicipalities and
utilities to determne demand, the types of delivery
systens necessary, and to present a plan to the |egislature
to help assist with donestic gas delivery. She noved to
slide 4, titled, "North Slope Gas Commercialization (NSGC
AKLNG Teamt that contained the teanl s organi zational chart.
She noted that the DNR conm ssioner, Mirk Myers and
herself in the role of deputy conm ssioner were |eading the
team and providing oversite. She related that the next
| evel depicted the core team that worked with consultants,
experts, DOL, outside counsel, and other state agencies to
negotiate the commercial agreenents for the project. The
agreenents provided the structure for engagenent in the
proj ect .

Representative Gara remarked that everyone wanted an in-
state line to deliver gas locally; it was not a negotiable
point for nost |legislators. He asked about cost savings. He
spoke to the need for a buyer of the gas. He wondered
whether "it made sense” to wait to devel op of ftake portions
of the pipe until the project was certain and save $5
mllion. He wondered whether waiting would adversely inpact
delivering gas donestically. Ms. Rutherford could not speak
"definitively" to the $5 mllion. However, she believed
some degree of work that identified offtakes and potential
vol umes needed to proceed commensurate with the wap up of
the pre-FEED [ Front End Engi neering and Design] stage. She
shared that the FEED decisions were currently "at risk" due
to the low price environment. She ultimately thought that
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t he design work enbedded in the pre-FEED stage included the
delivery of the domestic gas supply. Representative Gara
requested further information regarding the anount of in-
state work that could be delayed wthout adversely
inmpacting the ability to deliver the gas donestically. M.
Rut herford replied that she would follow up wth the
i nformati on.

Co- Chai r Neuman believed that the in-state offtake
i nformati on was necessary to determine the costs to proceed
to the FEED stage. He understood that the devel opnent team
conprised of all four partners scrutinized every dollar
that was spent because the costs were equally shared.

1:48: 24 PM

Ms. Rutherford responded that the project was working very
hard to keep cost down during pre-FEED and | ower the costs
of the project. She had heard the project representative
speak to the need for the data associated with donestic
demand in order to build it into the project design and for
the resource reports required by the Federal Ener gy
Regul atory Comm ssion (FERC). She furthered that donestic
gas supply and the degree the region's popul ace benefitted
fromthe project was a critical aspect of FERC s eval uation
of the project.

Representative WIson asked how many of the individuals
named on the chart were DNR enpl oyees before the project
began (slide 4). M. Rutherford answered that nost of the
positions were in place when she returned to work for DNR
in Decenber, 2014. She nentioned that the North Slope Gas
Commerci al Lead, Anthony Scott was recently rehired by the
departnent. Representative WIson wondered why contractors
were not being used instead of hiring enployees within the
departnment. Ms. Rutherford replied that the chart included
a conbination of the two. For exanple, Steve Wight, North
Sl ope Gas Upstream Lead, was a contractor and was denoted
on the chart in blue. She was not part of the decision
regardi ng personnel status. She voiced that nobst of the
team could operate under contract because the positions
were not necessary beyond the final investnent decision
(FID). Representative WIson asked whether the two vacant
positions remaining on the team would be filled via
contract. M. Rutherford replied that the positions were
not currently necessary and she had no intention of filling
them She located a contractor to assist the departnent in
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negoti ati ons  over the marketing structure and was
considering contracting for the service.

1:52: 32 PM

Ms. Rutherford turned to slide 5 titled "FY2015 NSCC
Budget." She noted the chart depicted the FY 2015 budget
for gas commercialization. She <cited the $10 nillion
authorized by the legislature and reported that $8 million
was spent primarily on contractual services and that $2
mllion was |apsed. Co-Chair Neuman asked what work was
acconplished listed as services. Ms. Rutherford highlighted
slide 6 titled, "FY 2015 Expenditure Details Personal
Services & Travel" for the answer. She indicated that the
chart identified the seven positions plus the deputy
conmmi ssioner, and the two | ong-term non-permanent positions
that were funded since the 2015 authorization. She |isted
the long-term non-permanent (LTNP) Gasline Liaison and the
LTNP Permtting Liaison positions. She noted that the

permtting liaison preceded the current structure that
separated the permtting liaison specifically for AKLNG and
was funded through the project. In addition, the previous

deputy commissioner Bob Swenson, Deputy Conmi ssi oner,
Departnment of Natural Resources billed a portion of his
time to the AKLNG project. She reported that $57.1 million
[thousand] was spent in travel nostly to project neetings
in Cal gary and Houston.

Representative Gattis asked whether the amount was $57
mllion or $57 thousand. Ms. Rutherford corrected that the
amount was $57 thousand for travel. She elaborated that
slide 7 titled "FY 2015 Expenditure Details Contractual
Services & Commodities" addressed the contractual services
inplenmented in FY 15 and that mny of the contracts
currently remained in operation. She relayed the foll ow ng
on the slide:

Servi ces:

Black & Veatch for support, advice, analysis, and
expertise in comer ci al negoti ati ons, strat egy,
nodel i ng, FERC and resource report drafting and
review, and marketing. $1,505.3

Pingo International, Pat Anderson for expertise in
arctic pipeline engineering and design to support
m dstream activities. $156.2
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Ryder Scott for resource evaluation and reservoir
engi neering support for the upstreamteam $96.1

Steve Wight for expertise in project mnagenent and
support in upstreamactivities. $299.0

Audie Setters for expertise in mrketing and |ead
mar keti ng negotiations and activities. $374.0

Breaux Leadership for risk nmanagenment facilitation and
ri sk analysis work. $32.5

Petrotechni cal Resources of Alaska (PRA), Ben Ball
support for the upstream team wth facilities
engi neering expertise. $29.8

Steve Swaffield for commercial and governance support
and expertise. $229.4

RSA to UAF - Antony Scott for comercial support in
conmer ci al agreenent negotiations. $79.7

|/A RSA to DOL for Legal Support. $3,500.0

Core Servi ces (1T, HR, | eases, sof t war e,
t el ecommuni cations, etc.) $60.8

O her services $863.1
Training and conferences -two day workshops relating

to risk managenent and risk analysis for the state gas
team with Breaux Leadership prior to determning the

need for a contract. $9.8

Total: $7,235.7

Commodi ti es:

Ofice equipnent, furniture $28.7

| T Equi prent (conputers, conference room equipnent,
phones, etc.) $ 19.2

Ofice supplies, oil and gas regulations, statute
books, subscriptions $6.8
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Ms. Rut herford noted that commpdities totaled $54.7
t housand.

1:57: 39 PM

Ms. Rutherford addressed slide 8 titled "FY2016 NSGC Budget
Al  Funds." She reported that the slide contained two
charts: one depicted the regular session budget and the
other contained the Special Session funding. The regular
session budget authorization in FY 16 was $8.9 mllion of
which $8.7 was spent or obligated |eaving and estinmated
| apsing balance of $256 thousand. The departnent was
appropriated an additional $1.8 nillion during special
session and was currently at a projected expenditure |eve
of $1.5 mllion and expected to |apse approximately $200
t housand.

Representative Pruitt relayed that DNR originally requested
$13 nmillion for FY 16. He wondered what had been done
differently by the departnent to make the |esser
aut horization of approximately $9 mllion work. V5.
Rutherford replied that the $13 nmillion was based prinmarily
on how DNR had dealt with some of the marketing contracts

She delineated that the contracts had not progressed as

qui ckly as expected and she ended up not filling via
contract or departnent enployee any of the marketing
positions. Representati ve Pruitt surm sed t hat t he

contracts had not noved forward due to |ack of progression
to an expected level and not due to decisions relating to
how to nove marketing forward. M. Rutherford replied in

the affirmative. She comented that "the analysis
associated with marketing was difficult” and nmade it a
conplicated issue. In addition, the positions of the

vari ous partners "norphed" overtinme. She indicated that the
department continued to determne how the issue of
mar ket i ng and upstream gas supply was best integrated.

Vi ce-Chair Saddl er asked whether the contract work provided
by Audie Setters retained value. M. Rutherford replied
that the project had not progressed enough to definitively
know what work to date contained future value. However, M.
Setters brought knowl edge that produced great value in
understanding certain issues but no tangible product
resul t ed.

Vice-Chair Saddler asked whether the contract cost was
worth the $374 thousand spent. Ms. Rutherford replied that
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the contract had preceded her. She was not convinced that
the type of expertise was applicable at the tinme, which
dealt with governnent handling of upstream issues and was
not related to working interest owners. She reported that
DNR was attenpting to ensure that future contractors held
"first chair" and understood the role of governnent w thout
the upstream interest of a working interest owner and how
marketing structures would assist or undermne its
position. Vice-Chair Saddler asked what "first <chair”
meant. Ms. Rutherford replied that first chair was the
primary negoti ator.

Representative Gara voiced that given the current oil and
gas prices the "gasline was in trouble.” He stated that if
there was an "insatiable demand for natural gas" the state
m ght slow the project down and wait for prices to rise and
w thout demand the state "risked having the |l|ast good

contract"” taken by a conpetitor and get "locked out of the
market." He wondered how the issue he described was
anal yzed.

2:05:12 PM

Ms. Rutherford answered that all of the forecasts on the
Asi an market predicted that between 2023 and 2026 many of
the existing contracts were up for renewal and in sone
cases the supply was exhausted. She remarked that the
growh in LNG demand was "fairly flat" over the next ten
years. She voiced that attenpting to respond to the narket
w ndow was a critical issue for the state and the partners.
The low price environment was difficult and capital was
harder to commt to projects. She enphasized that the
partners were discussing ways to nove the project forward
and maintain the progress towards FEED. She thought that a
delay in FEED would not necessarily delay the investnent
deci si on.

Representati ve Kawasaki asked whether she believed it was
inportant to retain the budget request for marketers in FY
17. Ms. Rutherford replied that the departnent had already
cut back on the marketing request for FY 17. She reiterated
that the commerci al negoti ations had not noved as
expeditiously as the admnistration had w shed. She
explained that initially the departnent had proposed a
"worst case scenario market structure" where the state had
to maintain three joint venture markets. Lead Marketers
were very costly. She indicated she cut back fromthree to
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one |ead marketing positions. She deduced that given the
rate of negotiations the |ead nmarketer was not necessary
until late FY 17. She offered that the narketing expense
could be included in a supplenental budget. She pointed out
that it was necessary to have the marketing structure in
pl ace by FEED. Representative Kawasaki asked whether other
partners had marketing structures in place or were scaling
back due to the current situation with gas prices. M.
Rutherford replied that each of the partners were already
active in the LNG market and had marketing in place. She
acknow edged that each conmpany was reducing its operating
costs and elimnating positions but not necessarily
mar keting structures. The partner's marketing expertise was
"brought to the table" when discussing the wvarious
mar keti ng options for the state.

2:10: 57 PM

Representative Pruitt referred to the "other services" line
on slide 7 expending $864.1 thousand in FY 15. He wondered
what the costs were for. Ms. Rutherford answered that the
funds were nost |ikely for RSAs (Reinbursable Services
Agreenment) within the departnment for additional contracts.
The departnent was working on identifying the expenditures
and would provide it to the conmttee as soon as possible.
Representati ve Pruitt remar ked t hat eventual |y t he
project's costs would continue to increase.

Ms. Rutherford addressed slide 9 titled "FY 2016 NSCC
Budget One Tine Item and slide 10 "FY 2016 Expenditure
Details One Tine Item Funding." She noted that there were
several vacant positions. The narketing | ead was vacant and
woul d not be filled until necessary. She discussed slide 11
titled, "FY 2016 Expenditure Details One Tine |Item Fundi ng"
that |isted expenditure details and one-tinme funding. She
offered that the total appropriation was over $7.6 nillion
and would |apse $200 thousand. She remarked that the
"average spend for DOL" was fairly high and would be
addressed by the departnent. She nanmed the outside | egal
firme as Geenberg Traurig and M bank, Tweed, Hadley &
McCl oy. She relayed the information on Slide 11 as foll ows:

Servi ces:

e RSA to Law for legal support in negotiation and
drafting of comercial agreenents $3,000.0
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* RSA to Revenue for services provided by commercia
anal yst in support of upstreamactivities $187.5

e Black & Veatch for support, advice, analysis, and
expertise in comer ci al negoti ati ons, strat egy,
nodeling, FERC and resource report drafting and
revi ew, and rmarketing, estimated spend rate of
$150. 0/ month $1,636.7

e Audie Setters Contract - expired Dec 2015, supported
the state gas team on marketing negotiations and
activities $214.8

« Petrotechnical Resources of Alaska Contract - expired
Dec 2015, supported the upstream team with facilities
engi neering expertise $2.8

e Nan Thonpson for support in drafting RIK/ RV decision,
estimated spend rate of $20.0/nonth $200.0

e Rick Harper for mdstream pipeline project support and
technical review support, estimated spend rate of
$40. 0/ month $331.8

e Geengate LLC, for advice, expertise, analysis and
support on financing options and sources of financing,
fi nanci ng structures, fi nance consi derati ons of
commercial negotiations, and property tax support;
financing and financial nodeling support and anal ysis,
estimated spend rate of {left blank] $778.0

e Pingo International, Pat Anderson for expertise in
arctic pipeline engineering and design to support
m dstream activities, esti mat ed spend rate of

$57. 0/ nont h* $696. 1

e Lummus was subcontracted by Pingo to take a third
party look at the current ASAP data from AGDC.
Contract is for $310.0, with 192.5 spent to date.

« Steve Wight for expertise in project mnagenent and
support in upstream activities, estinated spend rate
of $35.0/nonth $334.8

« Gffney dine contract $5.3
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» Core Servi ces (1T, HR, | eases, sof t war e,
t el econmmuni cations, etc.) $ 47.7

Total: $7,435.5

Commuodi ti es:

Ofice supplies, |IT equipnent, etc. $8.5

[ Figures included were the projected total spend for FY
2016. The allocated anpbunt and spending to date was al so

i ncl uded on the chart.]

2:15: 56 PM

Ms. Rutherford addressed the third special session funding
on slide 12 titled "FY 2016 NSGC Budget Third Speci al
Session Funding® and on slide 13 titled "FY 2016
Expenditure Details Third Special Session Funding." She
reported that over $1.8 mllion was authorized and would
| apse approximately $200 mllion. She noved to slide 13 and
explained that the funding was allocated for two new
positions; a marketing lead and a marketing analyst. The
departnment created the PCN s (Position Control Number) but

both positions renmained vacant until necessary. She
mentioned that the contractual services were reiterated
from previous slides. The  depart nent retained the

contracted expertise as nuch as possible. She reported that
the expected unexpended balance was $70 thousand. She
turned to slide 14 titled "FY 2017 NSGC Budget Request”
and conmented that the amount was roughly $7 mllion |ess
than the original request due to the reduction of the two
| ead marketers and a reduction of positions to 11 from the
anticipated need of 21 positions. Included in the 11
positions were: the 7 unfilled positions from FY 15, one
position appropriated from special session, and the three
new positions included in the FY 17 request.

Co-Chair Neuman referred to a conversation wth M.
Rut herford about ensuring departnents had enough funds to
advance to FEED. He believed it was critical to denonstrate
to the investors and the world that the state was invested
in the project. He expected that nore information regarding
funding required subsequent to FEED would be addressed
"further down the road."
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Representative WIlson pointed to slide 13. She referred to
the expenditures in FY 16 related to nmarketing contractors
and wondered why the itens were included based on her
testinmony regarding the slow progress on nmarketing
contracts. Ms. Rutherford answered that the $1.6 million
total expenditure was associated with the costs of existing
contracts. She remi nded the conmttee that DNR did not have
a current marketing contractor and had not filled the other
mar keting positions. Representative WIson |ooked at the
allocation of $350 thousand on the fourth line for a
marketing contractor and recounted the testinony that DNR
had not filled the position. Ms. Rutherford affirnmed that
DNR did not retain a marketing contractor. She added that
DNR would only hire a marketing contractor unless the
departnment was heavily engaged in a marketing structure,

however she still expected that woul d happen during FY 16.
2:21: 33 PM
Representative WIlson surmsed that all of the itens

all ocated for marketing may not all be needed and would
| apse at the end of FY 16. Ms. Rutherford replied in the
affirmative and ensured the departnment would not spend
noney unless absolutely necessary. Representative W]Ison
deduced that the noney would | apse and becone new noney in
FY 17. Ms. Rutherford affirnmed the statenent.

Co-Chair Neuman pointed to slide 11. He |ooked at an RSA
for DOL in support of comercial agreenments. He asked
whet her they were working under her direction or other
entities. Ms. Rutherford answered that the outside counse

she previously named and several assistant attorney
generals that worked exclusively on AKLNG together worked
as part of the "matrix structure in place" as part of the
legal team She provided the exanple that AGDC led the
"governance commerci al agreenent teani but included nenbers
from the legal team DNR, and DOR She stated that the
legal teanmis ultimte boss was the attorney general but
al so worked on a daily basis at the direction of the teans.
Co-Chair Neuman relayed that the |egislature had concerns
regarding the issue and ensured that DNR had the funds to
contract for its own outside |legal counsel and "work at its
own discretion.” He interpreted her answer to nmean that "99
percent” of the legal wrk was perfornmed under her
direction. Ms. Rutherford replied in the affirmtive and
offered that "the team effort was well identified and
effective under the negotiations.”" She reported that
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directives to outside |[egal counsel was given in
coordination with the assistant attorney generals and that
she characterized the matrix as a "cohesive group."”

2:25: 39 PM

Representative Pruitt asked what work the state gained from
Ri ck Harper for mdstream pipeline project support for $40
t housand per nonth. M. Rutherford responded that M.
Har per had nmuch experience with mdstream work and gas
projects. He held Chief Executive Oficer (CEO positions
on various organizations related to natural gas projects
and provided support for mdstream technical reviews. She
offered to provi de hi s resune to the commttee.
Representative Pruitt asked whether he had worked in Al aska
before. M. Rutherford replied in the affirmative. She
relayed that he had previously been hired by the state for
his mdstream expertise. Representative Pruitt referred to
the Pingo International and Lummus  expendi tures. He
expressed particular concerns wth Lumus's granted access
to ASAP (Al aska Stand Alone Pipeline) data from AGDC. He
asked for an explanation of what Lummus had done and what
would be the end result of its work. M. Rutherford
answered that the admnistration had hired Lunmmus
subcontracted through Pingo to take a third party |ook at
the current ASAP data from AGDC and determine its value to
the state. She reported that the adm nistration added $310
thousand to Pingo's contract for the Lumrus effort and
spend $192 thousand to date.

MVs. Rut herford continued that Lummus reviewed the
publically available data. She relayed that Dan Fauske,
former president, AGDC, Dave Haugan, Project Mnager, AGDC,
Marcia Davis, Deputy Chief of Staff, Ofice of the
Governor, and Rigdon Boykin, former gasline consultant,
worked with Lumrus to provide access to confidential data.
The Lunmus enpl oyees signed confidentiality agreenents. She
indicated that the contractor would soon release a public
report that analyzed the usefulness of the ASAP data for
t he state.

2: 30: 46 PM

Representative Pruitt asked about the other data being
publically available. He wondered if the confidentia
information would eventually be shared. M. Rutherford
responded that any confidential data contained in the
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report was purged from the public report. She directed
Lunmus to send the confidential data back to AGDC.

Co- Chair Neunman rem nded nenbers that there was a one page
docunment in their packet titled, "Questions & Answers
Concerning the Lummus/Pingo Contracts"” (copy on file)
provi ded by DOR in their backup packets.

Ms. Rutherford added that the commttee also had a letter
[dated February 10. 2016] to Representative M ke Hawker
distributed by AGDC regarding the issue (copy on file)
included in their back up packets.

Representative Pruitt asked whether "anything" was anal yzed
outside the scope of AKLNG or ASAP or "data that could be
utilized by the state in any future decisions outside of
the two paraneters.” M. Rutherford explained that Lunmus
was asked to look at the data to determ ne how useful the
information was under four separate scenari os. She
mentioned the four versions; ASAP as configured, a buildup
of ASAP, a project simlar to AKLNG and a forth version
"in-between" the two projects.

Representative Pruitt wondered and why the state woul d need
to look at 4 different scenarios wondered whether it
created uncertainty with the state's AKLNG partners. He
stated that the action gave the inpression that the state
was "preparing for a potential failure of the AKLNG
project” by analyzing other avenues. Ms. Rutherford did not
believe so. The analysis was intended to be a "cold third
party review of a state asset."” She remarked that
"obviously the project the state was commtted to" was the
| arger AKLNG |ine. She asserted that "the larger the gas
project, the lower the tariff structure, the better the
econonmics.” The analysis was nerely a "data point." She
revealed that the report denonstrated that the other
scenari os were economcally "problematic."

2: 35: 58 PM

Co- Chair Neuman asked whether it was the state's intent to
remain a 25 percent partner in AKLNG M. Rutherford
responded affirmatively.

Representative WIson asked when in March that the anal ysis

woul d be ready. Ms. Rutherford expl ained that she had asked
Lummus how quickly the report would be available. She
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expected to dissenminate the report in the first week of
March [2016]. She comrented that the delay was caused by a
delay in Lumuses access to the confidential materials.

Representative WIson asked whether the legislature would
have to sign confidentiality agreenments to access the
report or where it could be found publically. MVs.
Rut herford answered that she would nmke the report
available on DNR s website and send copies to every
| egi sl ature.

Ms. Rutherford turned to slide 15 titled, "FY 2017 Budget
Request Details Personal Services & Travel." She explained
that the chart showed the detail of the FY 17 budget
requests. She restated that the two nmarketing positions
would likely be elimnated and would include sonme requests
for contractual services with DOL. She infornmed the
cormittee that the information regardi ng personal services
on the slide reflected the 11 wunfilled positions. She
advanced to slide 16 titled, "FY 2017 Budget Request
Details Services & Conmmodities." She relayed the follow ng
fromthe chart on the slide:

* RSA to Law for continued |egal support for comercia
agreenents negotiation and drafting - estimted spend
rate of $1,000.0/nmonth $12,000.0

* RSA to Law for legal support for marketing negotiation
and drafting of joint venture marketing agreenents
with Producers - estimated spend rate of $400.0/nonth
$5,000.0

* Continued commrercial expertise and support for the
participation in comrercial negoti ations such as
contracts with Steve Wight and Steve Swaffield $ 600.0

» ENngineering expertise for marine, facilities, etc. As
commercial agreenents form the need for expertise in
specific aspects of facilities or transportation nmay
be required to assess potential disconnects between
t he conmerci al agreenents and operations $480.0

e Continued analysis and nodeling support, specifically
continued contract with Black & Veatch $ 2,100.0
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e O her professional services for expertise and support
as required, such as support for mdstream through
Pi ngo, support for upstream through Ryder Scott, and
support for marketing activities $2,470.0

» Expansion of the AKLNG office including Core Services
(I'T, HR leases, software, telecommunications, etc.).
$ 350.0

Total: $23,000.0

Commodi ti es:

e Ofice supplies, books, subscriptions and educati onal
materials $10.1

e | T Equiprent $15.0
Total: $25.1

Ms. Rutherford acknowl edged that the first tw itens
related to outside counsel totaling $17 mllion was very
expensive. She stressed that the commercial negotiations
were conplex and the success of the negotiations depended
on the support of outside counsel. She qualified that "the
timng on the marketing remained a serious issue.”

2:40: 44 PM

Vice-Chair Saddler asked about the $5 mllion RSA to |aw
and wondered whether the request "presuned” the marketing
| ead contract would be filled and was necessary for the
entire fiscal year. M. Rutherford answered that the
negotiations applied to various areas of developnent and
marketing and provided context for the requests. She
di scussed the commercial agreenents negotiations that would
determine the state's marketing structure. She el aborated
that the state had "a couple of different significant
options one of which was provided for in SB 138 (Gas
Pipeline; AGDC, G| & Gas Prod. Tax) [Chepter 14 SLA 14 -
Enacted 05/08/2014]. The first option was as an equity
mar keter, where the state set up its own organization with
its own portion of the gas and conpeted head to head with
ot her co-venturers and other producers in the world. The
other option found in SB 138 required that each of the
other three partners provide DNR offers to either purchase
the state's gas or sell the gas for the state under the

House Fi nance Committee 17 02/23/16 1:34 P. M



same terns they sell their gas. Yet another option was a
joint venture structure where the state and partners would
all coalesces the gas to the market and each partner woul d
have a representative in the market organization. She
ascertained that the last scenario would be the Dbest
structure for the state and eased many of the upstream
conpl exities produced through having three-quarters of the
gas supplied through Prudhoe Bay and one-quarter supplied
by Point Thonpson and the varying ownership structures. The
coordinated structure would optimze costs. She continued
that other options could include subsets of the joint
venture market. She pointed out that while the negotiation
stage was in progress the negotiations were trying to

determne what works for all parties, which required
outside experts on rmarketing organizations and LNG
structures and how best to sell the gas wunder the

structures. She relayed that DNR initially thought that
having an in-house enployee involved in developing the
marketing organization and initial negotiations that was
eventually transferred to the actual marketing organization
due to the historical know edge and experience the enpl oyee
woul d offer the structure was in the state's best interest.
She concluded that the position was "expensive and hard to
find" therefore, delayed filling the position until the
structure was devel oped.

2:45: 04 PM

Representative Kawasaki asked whether the Jlow price
environnment for gas mnade experienced gas marketers nore
available. M. Rutherford replied in the affirmative.
However, the position was very well conpensated and she
| earned that the individuals received $600 thousand to $800
thousand in salary per year with a 30 percent bonus. She
detailed that the state prohibited the 30 percent bonus and
built the bonus into the base salary with a COLA (Cost O
Living Al owance) provided as well. Representative Kawasaki
reviewed the old fiscal notes from 2014 for SB 138 and
di scovered that the marketing position was del ayed an extra
year. He believed that the need for marketing efforts
remai ned in FY 17 and was not anticipated when the bill was
adopted in 2014. He noted that the RSA to DOL had changed
substantially and was originally expected to cost $3
mllion and currently "ball ooned.” He asked why the RSA was
so large in conparison. M. Rutherford reiterated the
conplexity of the negotiations in drafting the comrercial
agreenents. She shared that the outside counsels offered
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different areas of expertise. She elucidated that G eenberg
Tuareg understood the specifics concerning the state of
Al aska's wupstream capacity, royalties, |eases, the FERC
process, and how expansion and third party access was
i nvolved. M| bank Tweed offered profuse know edge regarding
actual LNG projects and financing and how the comrercia

agreenents supported the financing structure. She reported
that the negotiation "ratcheted up" in FY 16 increasing the
costs and the conplexities. She relayed that the average
spend was between $800 thousand and $1 nmillion per nonth
for the +tw outside counsels only for the genera

conmerci al negotiations. She added that the additional $5
mllion was necessary for negotiation on the narketing
structure.

2:49: 44 PM

Representative Pruitt surmsed that the state's attorneys
"needed a lot of attorneys." He asked whether DOL was in
al i gnnent with DNR Ms. Rutherford replied in the
affirmati ve. She detailed that rigorous discussions between
the agencies were undertaken on how the state should
proceed with issues that arise through the negotiations.
She felt that good decisions usually emerged fromthat type
of process.

Representative Pruitt asked why DNR needed a "m ddl eman”
represented by DOL. M. Rutherford believed that statue
mandated the agencies were to go through DOL to hire
out si de counsel. She restated that DOL worked with the team
on a daily basis. Representative Pruitt asked if the |aw
needed to be changed to allow DNR to work directly wth
outside counsel. MVs. Rut herford answered that t he
departnent always worked with outside counsel as nuch as
possi ble but the billings were always undertaken by DOL and
offered very good conparative billing analysis. She felt
the systemwas "a reasonabl e separation of duties.”

Representative Gara did not |ike agencies billing each
ot her. He thought that DOL should be involved in the |ega
work and remain up to date which allowed for determning
whet her sone of the work could be done in-house at a nuch
| ower cost. He wondered whether the two elenents were
happening with DOL's involvenent. M. Rutherford answered
in the affirmative and added that the DOL attorneys
"opined" on the applicability and interpretation of state
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law. She concluded that the outside counsel brought
expertise the state | acked.

Ms. Rutherford concluded the presentation on slide 16
titled, "FY 2017 Budget Request Details Services and
Comodities."” She relayed that the slide contained a chart
outlining the services and conmmobdities requested in FY 17
but did not provide details.

Co-Chair Neuman clarified that he was working with all of
the departnments involved in AKLNG on "tightening" up their
AKLNG fi gures.

2:56: 08 PM
AT EASE

2:57: 30 PM
RECONVENED

JAMES CANTOR, DEPUTY ATTORNEY GENERAL, CVIL DIVISIQON,
DEPARTMENT OF LAW provided a PowerPoint presentation
titled "Departnment of Law AKLNG Project Budget" dated
February 23, 2016 (copy on file).

M. Cantor addressed slide 2:
FY 2017 AKLNG BUDGETREQUEST

* DNR/ DOR Rei nbursabl e Services Agreenents for outside
counsel and experts -3$17.5 mllion

—DNR Commerci al Agreenents -$12.0 million
—DNR Mar keting Negotiations -$5.0 mllion
—DOR Fi nanci ng & Bankability -$500, 000

*DOL annual internal funding for gasline work -
$700, 000

Representative Kawasaki spoke to the 2014 fiscal notes
related to a $3 mllion RSA for DOL. He wondered why the
| egal costs escal at ed.

M. Cantor replied that the negations had gotten to the
heart of a very conplex transaction. He reported that the
out side counsel of MIbank, Tweed had gl obal expertise in
LNG and that only 6 other law firns worldw de had simlar
experi ence
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M. Cantor continued on slide 3:
DOL BUDGET NEEDED

*Negotiation & drafting of AKLNG Project conmmrerci al
agreenent s

—Upst ream Agr eenent s
—M dstream Agreenents
—Mar ket i ng Agreenents
—CGover nance Agreenents
—Fi scal Agreenents

—Fi nance & Tax

 Annual internal funding for assistant attorneys
gener al

M. Cantor indicated that the slide listed the types of
conmer ci al agreenments the departnent was negoti ati ng.

Co- Chair Neuman noted that the presentation did not include

any nunbers. He wondered about the specific costs
associated with the various negotiations on slide 3. M.
Cantor replied that a gross accounting was $12 mllion for

the comercial agreenents and $5 million for the marketing
agreenents which had not started. Co-Chair Neuman asked
whet her the narketing negotiations would begin before the
FEED stage. M. Cantor replied in the affirmative. Co-Chair
Neurman requested nore detailed information regarding costs
and negoti ati ons.

Representative Minoz asked whether the funds were
sufficient to conplete the project. M. Cantor responded
that the funding was dependent on how the project would
proceed in FY 18.

3:03: 09 PM

MARTI N SCHULTZ, ATTORNEY VI, CVIL DIVISION, OL, GAS, AND
M NI NG SECTI ON, DEPARTMENT OF LAW (via teleconference),
answered that it was a difficult question and depended on
the pace of negotiations with the other AKLNG partners. He
guessed that if the negations proceeded nore aggressively
the funding wuld neet the bulk of the expenses.
Representative Minoz asked whether DCOL had expended noney
towards the commercial agreenent to date and if so, how
much. M. Schultz answered that DOL expended noney in FY 16
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for the comercial agreenments. He noted that through the
first 6 nonths of FY 16 approximately $5.1 mllion was
spent on outside counsel and the work was in progress. He
estimated the costs at $850,000 per nonth. Representative
Munoz asked whether the $5.1 million was in addition to the
$12 mllion request for FY 17. M. Schultz replied that the

$5.1 nillion was the expenditure to date in FY 16.
Representative Mnoz asked what the $5.1 mllion had
achieved for the state. M. Schultz answered that

agreenents wth the project partners were negotiated,
commercial and regulatory work was acconplished including
FERC efforts, and sone agreenents had been drafted and
others were in progress.

3:07:31 PM

Co-Chair Neuman believed that another presentation was
necessary to include specific budget nunbers containing
much nore detail regarding negotiations and projections on
future work and budgetary needs. He enphasized that the
conmmittee needed nore information. M. Cantor agreed to
conply with the request.

Vice-Chair Saddler referred to slide 2. He wondered about
the $700 thousand expenditure and what work  was
acconplished. M. Cantor turned to slide 4 titled, "DOL -
AKLNG Teant to assist in answering the question. He
expl ai ned that the department had a small team of assistant
attorney generals [depicted on the slide] who worked
exclusively on AKLNG and had many years' experience working
on previous gasline projects. The funding requests for the
gasline projects were done on a yearly basis. He noted that
requests were as high as $3 nmillion and as low as $700
thousand. He listed the nanmes of the assistant attorney
generals (AAG who were prinmary nenbers of the team Jerry
Juday, Martin Schultz, and Elena Ronmerdahl and clarified
that the $700 thousand expenditure pertained to their work.
Vi ce- Chair Saddl er asked whet her the $700 thousand paid for
their entire costs. M. Cant or clarified that t he
department enployed an hourly rate system as opposed to a
salary per position and the hourly rate was billed to the
project and included the entire costs which included
support staff, utilities, etc.

3:11: 25 PM
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Vi ce-Chair Saddler thought that the process was unusual.
M. Cantor replied that the billing structure was in place
for the past 25 years. He detailed that every civil |awer
billed per hour and the amount was built into the budget.
Vi ce-Chair Saddler questioned the stated costs and the
billing system M. Canto deferred to M. Schultz.

M. Schultz elaborated that the funding for gasline work
typically included l|larger direct appropriations to DOL or
via a RSA between DNR. He reported that in Novenber, 2015
the legislature directly appropriated $10.1 mllion to DO,
a $3 mllion RSA between DOL and DNR, and a $700 thousand
direct appropriation during the regular session for gasline
wor K. He revealed that the bulk of the 13.8 mllion in FY
16 was through direct appropriation from special session.
The vast majority was of the FY 17 request was for outside
counsel except the $700 thousand appropriation for the
attorneys on the gasline team The $17 mllion requested in
FY 17 was an appropriation to DNR that DOL received through
RSA's. He noted that an additional RSA from DOR to DOL in
t he anpbunt of $500 thousand was requested in the budget.

Co-Chair Neuman asked how mnuch noney was transferred
between DOL from DNR through RSA's. M. Schultz answered
that during the regular session in FY 16 the amount was $3
mllion. He recounted the direct appropriation to DOL of
$10 million during the special session in 2015.

Vice-Chair Saddler requested the amount the departnent
spent internally on gasline work over the years. M.
Schultz replied that he did not have the information
avai l able. He responded that whether DOL received funding
via a direct appropriation or through an RSA, the noney was
utilized for outside counsel to provide expertise to DNR
DOR, and AGDC to advance gasline work. The exception was
the internal DOL appropriation of $700 thousand. In
previous vyears larger appropriations funded a mx of
i nternal expenses and outsi de counsel .

3:18: 31 PM

Vice-Chair Saddler was frustrated with the answer. He
request the cumul ative anmount of internal expenses prior to
FY 15. M. Cantor offered to provide further information.
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Co-Chair Neuman interjected that the presentation was the
problem and that a detailed budget was necessary for a
budget presentation before the House Finance Commttee.

Vi ce-Chair Saddl er requested nore clarity on past
expenditures to understand the current DOL budget.

Representative Gara asked whether the departnment would save
money if it did nore work in-house or whether the expertise
to perform the work internally Jlacking. M. Schultz
answered that assistant attorney generals (AAG were nuch
cheaper than outside counsel and the departnment wutilized
AAGs as much as possible. He shared that he was one of the
nore experienced oil and gas attorneys in the state but his
expertise was in royalties and tax disputes which was not
simlar to negotiating world class LNG projects and the
wor k associated with the endeavor. He stressed that outside
counsel was critical to protect the state's interest and
was worth the cost of their invaluable expertise. He
informed the committee that AAGs worked on the AKLNG
project and were present at all of the neetings, reviewed
and edited the agreenents, dealt wth outside counsel on
state statue issues, and participated actively in the
project. He believed that ideally the state would have a
bl end between AAGs and outside counsel. Representative Gara
clarified his question. He asked whether DOL had the
ability to perform nore of the work in-house wth
additional staff and would that result in savings or was
the departnent wutilizing the internal staff as nuch as
possible. M. Schultz agreed with the later statenent and
believed the departnent was wusing internal staff where
appropriate and outside counsel where appropriate.

Representative Pruitt referred to the $10 mllion direct
request. He wondered why the FY 17 funding was appropriated
through DNR M. Schultz replied that he was not a budget
expert and did not know the reason why the difference
existed. He reiterated that regardl ess of the appropriation
met hod the purpose of the noney was used for outside
counsel . Representative Pruitt stated that the RSA system
was not transparent. He knew that the project was not
advancing in the "sanme capacity." He wondered what type of
agreenents DOL would be engaged in with the $12 nillion
budget request and whether the anpbunt was truly necessary.
M. Schultz answered that the expenditure depended on the
progression of the negotiations. He offered that if the
negotiations slowed the full anobunt was not necessary.
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Representative Pruitt asserted that he wanted a definitive
anount regarding the funding request for FY 17.

3:28: 00 PM

M. Schultz replied that he could not predict the pace of
the negotiations. He assured Representative Pruitt that if
t he noney was not necessary it would not be expended.

M. Cantor added that for the FY 16 budget DOL was | apsing
approximately $2 mllion to $4 nillion due to the slower
pace of negoti ations.

Co-Chair Neuman spoke to the current fiscal crisis and
budget cuts for services. He repeated his request for nore
conprehensive budget information divided into pre-FEED
FEED, and post-FEED stages of the project for the next
neeti ng before the commttee.

Representative Gattis wondered about alternative options if
the project were to go into a "stall node." She asked what
woul d happen and how much noney coul d be hel d back.

Co-Chair Neuman felt Representative Gattis's point was
valid for all of the agencies involved in AKLNG

3:31: 47 PM

Representative Minoz requested information regarding how
the project's partners were progressing on the agreenents
and whether the partners were noving forward at the sane
pace. M. Cantor agreed to supply the information.

Co- Chair Thonpson reviewed the agenda for the follow ng day
noting the time change to 2:00 p. m

#
ADJ OURNIVENT

3:32:42 PM

The neeting was adjourned at 3:32 p. m
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