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PCSI TI ON STATEMENT: Said he is very proud to be a part of this
significant project.

Bl LL MCMAHON, Senior Commerci al Advi sor

ExxonMobi | Cor porati on

Anchor age, Al aska

PCSI TI ON  STATEMENT: Said Alaska is an inportant part of
ExxonMobil's worl dwi de portfolio and they are encouraged by the
progress they have seen on the AKLNG Project as described by M.
Butt on January 3.

VI NCENT LEE, Director

Maj or Project Devel opnent

Tr ansCanada

PGCSI TI ON STATEMENT: Said he serves as the comercial |ead for
TransCanada in the AKLNG Proj ect.

DAN FAUSKE, President

Al aska Gasline Devel opment Corporation (AGDC)

POSI TI ON  STATEMENT: Said the AGXC is involved in both the
Al aska Stand Al one Project (ASAP) and the AKLNG Projects.

MARTY RUTHERFORD, Deputy Comm ssi oner

Department of Natural Resources (DNR)

PCOSI TI ON STATEMENT: Said she was also the admnistration's | ead
on the AKLNG Proj ect.

DONA KEPPERS, Deputy Conmm ssi oner

Depart nent of Revenue (DOR)

Juneau, Al aska

PCSI TI ON STATEMENT: Said she was part of the transition team
from the prior year when the project was started under the
previ ous adm nistration.

RANDY HOFFBECK, Commi ssi oner

Depart ment of Revenue (DOR)

Anchor age, Al aska

PCSI TI ON STATEMENT: Rel ated that there had been sone concern
with how the MAGP group is fitting in wth the process.

ACTI ON NARRATI VE

3:29:54 PM

CHAIR CATHY GESSEL <called the Senate Resources Standing
Commttee neeting to order at 3:29 p.m Present at the call to
order were Senators Costello, Coghill, Stednan and Chair
G essel .
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AKLNG Updat e

3:30:18 PM

CHAI R d ESSEL announced that today the commttee would get the
second portion of the required quarterly updates on the AKLNG
Project. They heard earlier from Steve Butt about the project
itself, and today they would hear about gas production, the
comercial, fiscal and regulatory terns, as well as the external
affairs and governnental relations units.

3:30: 43 PM
SENATOR W ELECHOWSBKI j oi ned the conmitt ee.

SENATOR STOLTZE j oi ned the conmitt ee.

DAVI D VAN TUYL, Regional Manager, BP Alaska, said he had been
working with BP for the last 30 years, the |last 15 of which have
been dedicated to working on getting Alaska's gas to market. His
current role is on the joint fiscal team and the nmanagenent
committee of the Alaska LNG (AKLNG Project. Today, he said the
right parties are aligned in a way to collectively advance the
project. That was true |ast February and it is true today, but a
ot of work has yet to be done. However, they remain on track
for a 2016 decision to nove the project into the next phase of
devel opnent, the front end engi neering and desi gn (FEED) stage.

He said the conpanies before the commttee had all dedicated
their resources to neet that challenge, and so has the new
adm nistration. They are all now actively engaged on a variety
of fronts to continue to progress the project and the associ ated
commercial work that is required to neet that goal. Any one of
them even with their very best efforts working in isolation
can't nmeke this project a success, but all of them working
t oget her cooperatively can.

They have taken sone very inportant and very successful steps
along the way. Last year this body passed SB 138 and entered
into an agreenent to begin the current pre-FEED phase. They
filed for a Departnent of Energy (DOE) export license
application and initiated the Federal Energy Regul atory
Comm ssion (FERC) pre-filing process. The project has nonmentum
and they | ook forward to continuing this journey together.

3:35: 34 PM

DARREN MEZNARI CH, Integration Manager for AKLNG ConocoPhilli ps,
Anchorage, Alaska, said he very proud to be a part of this
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significant project. ConocoPhillips sees two key steps before
going to the FEED decision; first is commercial and second is
fiscal. First, they are building a commercial foundation for the
project, in particular, conpleting two key agreenents: the gas
supply and the governance agreenents that nust be in place
before the fiscal package is considered by the legislature. The
second step is finalization of the fiscal |egislation package.
Wth the commercial and the fiscal foundations in place and the
conpletion of the technical pre-FEED work, they would expect to
have the information necessary to nmake a FEED deci si on.

MR. MEZNARI CH said when he refers to a gas supply agreenent, he
is just talking about matching a conpany's cash investnent wth
the share of gas or LNG they get out of the project.
ConocoPhi |l l'ips, like everyone else, expects to be making a cash
i nvest ment based upon their gas percentage share to the project.
Once that investnent is nade, they need to nake sure they can
deliver that share of gas to the project on a day-to-day basis,
and that they have the ability to get that sane share of gas or
LNG from the project on a day-to-day basis. The concept is
relatively sinple: their investnment share equals their gas
t hroughput equal s their product offtake.

Governance agreenents can be called venture agreenents; these
are where the business is set up |like how costs are shared and
voting rights, who is in charge of what and how to pay the
bills. Today, the comercial agreenents are not conplete,
neither is the fiscal package, but they are working hard to neet
the schedul e. Everyone wants to find a way to make this project
successful .

3:37:37 PM

Bl LL MCMAHON, Senior Comrercial Advisor, ExxonMbil Corporation
said Alaska is an inportant part of their worldw de portfolio
and they are encouraged by the progress they have seen on the
AKLNG Project as described by M. Butt on January 3. The signing
of the Heads of Agreenment (HOA) and the passage of SB 138 were
key achievenents last year. Since that tine, the five parties
represented at the table and the Departnent of Natural Resources
(DNR) and Departnent of Revenue (DOR) have been actively engaged
in working on the things that need to be conplete to be able to
set up the decision to go through the next gate, to enter FEED
Their target for that decision is in 2016.

3:39: 02 PM

VI NCENT LEE, Director, Major Project Developnent, TransCanada,
said he serves as the comercial lead for TransCanada in the
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AKLNG Project. In 2014, he said TransCanada signed an HOA with
the Al aska Gasline devel opnment Corporation (AGC), the state and
the three producers. At the sanme tinme, TransCanada and the state
agreed on a nenorandum of understanding (MOUJ) that established
the material ternms for TransCanada to provide gas treatnent and
transportation services to the state for the state's share of
the gas in the AKLNG Project.

Following the passage of SB 138, M. Lee said TransCanada
entered into a precedent agreenent (PA) and equity option
agreenent with the state. The PA formalized the material terns
that were agreed on in the MO. The equity option agreenent
provided the state an option to buy up to 40 percent of
TransCanada's ownership interest in the gas treatnent plant
(GTP) and pipeline segnents of the AKLNG Project. As a party to
the joint venture agreement for AKLNG pre-FEED, TransCanada has
to bring on highly skilled and experienced pipeline and project
managenent enpl oyees including the pipeline manager who | eads
all technical activities for the pipeline segnments of the
proj ect .

TransCanada is negotiating with the state admnistration to
reach agreenent on the long-term transportation services
agreenent (TSA) that would replace the PA. They are working to
have the firm TSA finalized and ready to present to the
| egi slature for review and approval later this year. TransCanada
is also working diligently wth the other participants in
advancing the commercial agreenents to prepare for the FEED
deci si on.

3:41:19 PM

DAN FAUSKE, President, Alaska Gasline Developnent Corporation
(AGDC), said the AGDC is involved in both the Al aska Stand Al one
Project (ASAP) and the AKLNG Project and it is very reassuring
that seasoned professionals from all walks of life are
participating in these projects.

3:42:55 PM

MR.  MCMAHON (ExxonMobil) said he would walk them through a
description of how the project is structured and the work that
is going on to get to the FEED deci si on.

He said the sponsors are representatives from the seven parties
( DNR, DOR, AGDC, TransCanada, ConocoPhi | i ps, BP, and
ExxonMobil) that neet regularly to facilitate noving the AKLNG
Project forward. As with any nega-project, a stage gate process
is used to authorize sets of work; the project is now in pre-
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FEED, the next stage is FEED. He said it's all about driving
alignnment, so that when they get to that decision all sponsors
can give a thunbs-up to noving to the next stage.

Thi s sponsor group is concerned wth all aspects of the project.
The joint venture parties (AGC, TransCanada, ConocoPhilli ps,
BP, and ExxonMobil) are doing the project pre-FEED work. This is
also the group that filed the FERC applications to get the

process going that wll result in the environnental i npact
statenent (EIS) that will allow the construction permts to be
i ssued.

3:45:39 PM

MR. MCMAHON expl ained that |ast year an application needed to be
filed with the DOE to start the process of getting export
licenses and that a legal entity was needed to file it. So,
affiliates of ExxonMbil, BP and ConocoPhillips formed an LLC
and put that application in. This application would also cover
any potential state royalty in kind (RIK) or production tax as
gas (TAG, so a "future parties” box was used to allow for the
state to have a representative join the LLC so all the gas could
be properly represented.

CHAIR G ESSEL asked if future parties potentially could be the
AGDC or anot her private conpany.

MR MCMAHON answered that is the admnistration's call, but it
woul d be soneone fromthe state.

MR. FAUSKE added that AGDC had internal discussions with the
wor king group and prelimnary discussions with DOR and DNR and
will come to a resolution on that issue soon.

3:.48: 06 PM

MR. MCMAHON said that next, each sponsor group would talk about
what they bring to the project. The first group was the state
adm nistration with the DNR admnistering the state's royalty
and pipeline rights-of-way and the DOR admnistering the
regulation and collection of taxes. Depending on the state's
election to take royalty in kind and a subsequent election by
ExxonMobi |, BP and ConocoPhillips for the state to take its
production tax as gas (TAG, the state could receive about 25
percent of the resulting gas production.

The DNR and DOR would also represent the state's interest as a

resource owner, as a potential shipper, and as the sovereign
including fiscal issues and security of gas supply. He expl ai ned
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that if the state takes RIK and TAG it will be keenly interested
in how gas flows from Prudhoe Bay and Pt. Thonson into the
project. The state has also nmade it clear that it is interested
in facilitating expansion of the AKLNG Project in the future to
ensure third-party access to the facility.

CHAI R G ESSEL remarked that "the el ection by ExxonMbil, BP, and
ConocoPhillips for the state to take TAG was interesting
wor di ng.

MR. VAN TUYL (BP) responded that the disposition of the state's
royalty gas and production tax was articulated in SB 138.
Clearly, the state has to decide whether or not it takes its
royalty in value or in kind. If it makes an RIK election, then
each taxpayer would have the right to nmake an election to pay
that obligation of production tax in noney or as gas. So,
subject to the state making an RIK decision, each one of the
producers wll have an election to pay their Iliability of
production tax as gas. That would result in the 25 percent of
total production accruing to the state.

3:51:33 PM

MR, MCMAHON said AGDC and TransCanada represent the state's
infrastructure interest in the project in the pre-FEED process.
AGDC represents the state's ownership interest in the LNG pl ant
and TransCanada represents the state's ownership interest in the
pi peline and GIP.

He said ConocoPhillips, BP, and ExxonMbil hold rights to
produce natural gas from the Prudhoe Bay and Pt. Thonmson units.
As owners of those units, they are working now to commercialize
those resources. This includes ownership in the new AKLNG
Project facilities.

3:52:40 PM
CHAIR G ESSEL asked for a breakdown of ownership in the two
units.

MR,  MCMAHON answered that ExxonMobil has about 62 percent
ownership of Pt. Thomson, BP about 30 percent, ConocoPhillips 5
percent, and a group of mnor owners that make up 1 or 2
percent .

MR. VAN TUYL said that BP operates the Prudhoe Bay field and
owns about 26 percent, another 36 percent-ish is owned by
ExxonMobi |, ConocoPhillips has another 36 percent, and under 2
percent is owned by Chevron.
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MR. MCMAHON said the Project Team is nade up of an integrated
group of experienced personnel from ExxonMbil, who is the |ead,
TransCanada, BP and ConocoPhillips. They are currently in pre-
FEED and advancing the engineering for the AKLNG Project
facilities. Plans are being drafted on how to nove materials and
personnel onsite to construct the three main facilities. The
overall costs and schedules are being refined so that they can
be put into the econom c analyses of the individual parties for
the FEED decision. The Project Team is doing the inportant
technical work that is going to underpin the environnental
permtting applications that will allow the project to be built.

He said a cooperation agreenent is in place with AGC, so that
field data they collect that may be of interest to ASAP can be
shared and vice versa - under the principal of paying for data
just once. The Project Teamis interested in legislation called
the Park Right-of-Way Act that would help the project secure
pi peline right-of-way through the various parks the pipeline
will traverse.

MR. MCMAHON said the heart of the project is the LNG plant,
currently planned for the N kiski area. It wll include LNG
storage tanks as well as a jetty for LNG | oading onto the ships.
The 800-mle pipeline goes fromthe LNG plant to the North Sl ope
and connects to a gas treatnment plant (GIP) that conditions the
gas to the right specifications so it can be run through the LNG
plant. Two transmssion |ines connect the GIP to both Pt.
Thonmson and Prudhoe Bay. The Pt. Thonson transnission line wll
be about 60 mles and given the location of the GIP, the Prudhoe
Bay unit transmssion line will be neasured in feet.

He said inportant work was being done by the owners of Pt.
Thomson and Prudhoe Bay to get those fields ready to deliver gas
into the AKLNG Proj ect.

3:56:21 PM
CHAIR GESSEL asked if any of the construction costs are
eligible for reduction of their oil tax liabilities.

MR. MCMAHON  answer ed t hat t hese cost s, as downst r eam
expenditures, do not qualify for credit or deduction under the
production tax.

SENATOR STEDMAN recalled that they didn't qualify for capita
credits anyway under ACES.
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MR. MACMAHON said that was correct.

SENATOR W ELECHOWSKI asked if any portions of the project would
be eligible for tax credits.

MR. MCMAHON answered that all the expenditures in the red dotted
circle are all downstream investnents and would not qualify
under SB 21.

3:59:16 PM

SENATOR STEDMVAN asked how the oil and gas will be kept separate
for the tax structure. Wat conplexities need to be addressed
and how does Kuparuk/Prudhoe Bay interact with Pt. Thonmson with
Prudhoe Bay being dom nated historically by oil and Pt. Thonson
being classified as a gas field. How would Pt. Thonmson gas being
re-injected into Prudhoe Bay be accounted for?

MR. MCMAHON said those answers are being worked on. The sponsor
group has a broad purview on this project and is certainly
interested in the gas production into the project, t he
commercial agreenents that will underpin the project as it noves
forward, the fiscal and regulatory work, and building support
for the project.

4:01:45 PM

He said preparations are under way right now to conmercially
produce natural gas from both Pt. Thonson and Prudhoe Bay.
Prudhoe Bay wll be transitioning from oil production to the
simul taneous sale of oil and gas, and new facilities will need
to be installed to do that. In the context of this nega-project,
those may not seem significant in size, but they are essential
to all ow gas sal es from Prudhoe Bay.

The Pt. Thonmson Unit developnent is on track wth first
production of oil and condensate happening in My 2016
consistent with the Pt. Thonmson settlenent agreenent. This
initial developnent is focusing on the producing of gas,
stripping out of liquids and reinjection of that gas back into
the reservoir.

To accommodate deliveries of natural gas into the new LNG

pr oj ect, the Pt. Thomson owners wl| have to undertake
significant natural gas developnent; wells wll have to be
drilled, gas production and dehydration facilities will have to

be installed and the transm ssion line will have to be built.

4:03:45 PM
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MR VAN TUYL, BP, conmented that a nunber of upstream
nodi fications are required to accommbdate gas sales at Prudhoe
Bay. For instance, they plan to install two gas offtake points
at the central gas facility, either one of which will be able to
accommodate the whole flow of gas anticipated from Prudhoe Bay
to the project. Gven the inportance of having reliable
delivery, they thought redundancy was essenti al .

The project will also require installation of a nmetering run to
nmeasure the gas before it's delivered to the transm ssion |ine.
The flow needs to be stable for an accurate neter reading, so a
nunber of feet wll probably be needed. They also plan to
upgrade each of the gathering centers and flow stations and the
gas dehydration capabilities to ensure the on-spec delivery of
gas to the project. These would be done at gathering centers
upstream of either the central conpression plant.

Finally, the anticipation is that those two transni ssion |ines,
one taking Prudhoe Bay gas and one taking Pt. Thonmson gas, go
into the GIP where inpurities are renoved, SO a pure gas stream
can be delivered to the pipeline and sold to nmarkets. The CO

(the acid gas that comes off the GIP) wll need to be re-
injected - now at Prudhoe Bay (but that gas would include Pt.
Thonmson gas, which will require an area injection order to be
reviewed and authorized by the Alaska G| and Gas Conservation
Comm ssion (AOGCC). Commercial ternms will be required to enable
that to happen. He said this is an exanple of one of the
conplexities that still remains to be wirked - essential to the

overal |l operation of the project, but conplicated because of the
commercial inplication, but also doable in the tinefrane they
are | ooking at.

CHAIR QESSEL said he was describing conplex technol ogy
requiring sone in-depth knowl edge on the part of the AOGCC
conmi ssioners and asked if those comm ssioners wll need a
substanti al background in petrol eum engi neeri ng, geol ogy, etc.

MR. VAN TUYL answered yes and are prepared to initiate a series
of in-depth workshops next nonth with the AOGCC to provide them
with the information needed to be able to nmake those
determ nati ons.

MR.  MCMAHON, ExxonMobil, said the current design base at Pt.
Thonmson is to put in gas facilities and produce that gas into
the AKLNG Project. There are no current plans to produce that
gas and inject it over at Prudhoe Bay.
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Regarding the |ease expenditure questions and their inpact on
the calculation of production tax, as was the case in the ACES
reginme, the activities at Prudhoe Bay and Pt. Thonson are | ease
expenditures and they would expect them to be deducted as part
of the Mdire Al aska Production Act (MAPA) calcul ation. Although,
it may be worth asking the admnistration about their
i nterpretation.

SENATOR W ELECHOWSKI asked if they have confidence in the
conpet ence of the AOGCC commi ssi oners.

MR. VAN TUYL answered yes; they are a very conpetent body.

4:10: 14 PM

SENATOR STEDVAN said they should consider what throw ng al
those gas expenditures against the oil will do to the severance
tax; it wll be zero or close to it, he thought. He wants a

positive severance on oil that is stable.

MR. MEZNARI CH, ConocoPhillips, clarified that the tax as gas and
royalty in kind is taxation for the project as it's envision in
the HOA right now (slide 8).

MR  MCMAHON went to slide 11 and started with activities
aut hori zed under SB 138. The DNR has been given the authority to
nodify leases in tw different areas. One is to address the
royalty in kind (RIK)/royalty in value (RIV) switching rights
that are under the current |ease agreenents. It's envisioned
that the commi ssioner can consider nodifying those rights to be
consistent with the way LNG is nmarketed under long term
contracts.

Al so, SB 138 provided for conversion of certain |leases to a
fixed percentage. For exanple, Pt. Thonson has sone sliding
scale royalty (SSR) |eases, so it authorizes the conm ssioner to
work with the Pt. Thonson owners and to see if the parties can
agree on a fixed percentage that could be used to replace the
sliding scale royalty, another way to renove sone uncertainty in
the project and potentially increase the state's R K share and,
therefore, the state's ownership in the project. Owership in
the project should match the expected gas production into the
proj ect .

4:14: 06 PM

Pt. Thonmson also has net profit share |eases that go through a
very conplex calculation to figure out what additional royalty
will be paid based on the "profits" comng from the |ease. So,
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SB 138 al so provides the opportunity to potentially negotiate a
fi xed percentage for that portion. So, comrercial work is being
teed up in that area.

MR. MCMAHON said the DNR conm ssioner has a decision to nake
around state RIK (versus RIV). Under the HOA the state is
envisioned as owning a portion of this project and a decision
around RIK would be consistent with triggering an election by
the taxpayers for TAG in an anount that would flow into the
state's share of the project, another piece of inportant
commercial work that needs to be done. So, ExxonMobil, BP, and
ConocoPhillips are in dialogue with DNR on what they can do to
facilitate that decision

SENATOR STEDVAN asked him to explain the difference between RIK
and RIV and why it's such a big deal. How does it inpact the
sovereign's net income potential?

MR. MCMAHON expl ai ned they believe that RIK and state ownership
of the project are a key enabler for it, Dbecause it avoids
traditional disputes on paying royalty, over values received for
t he hydrocarbon when sold into the market, and over values
deducted fromthat for transportation and shippi ng. Wen the HOA
was negotiated and signed, it was viewed by the parties as being
a key enabler. The financial inpact to the state for RIK and RV
are equivalent, because they are based on the sanme thing:
selling LNG and deducting costs to ship it, create it, transport
it and clean it.

MR. MEZNARI CH added that the HOA envisions state participation
and that alignnent is really key to a successful project. SB 138
built upon that HOA roadnap.

MR. VAN TUYL, BP, said that the state taking R K and, therefore,

direct participation in the project encourages all parties,
because they all comercially look simlar. It creates an
al i gnnent that doesn't exist today, which is very inportant and
will tend to help avoid potential future disputes. State

participation provides a strong voice to potential buyers of LNG
about host governnment support for the project, which is usually
one of the things a buyer will ask. Being able to say the state
is a direct participant in the project is an "amazing" thing to
be able to say.

4:19: 33 PM
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SENATOR STEDMAN asked him to explain the net back difference
between oil and gas and why this project isn't structured as an
oil line instead of a gasline.

MR. VAN TUYL responded that there are a nunber of differences.
One key difference with this gas project is the manner in which
it is regulated, which is under FERC Section 3 of the Natura
Gas Act. It provides comercial flexibility as to how the actua
costs of the project are allocated to different segnents. LNG
projects are typically structured on long term contractua
arrangenments between sellers and buyers; it is not typically
sold on a spot market and oil has a deep liquid spot narket
This creates a difference in the manner of not only how those
commodities are sold, but how those two different sorts of
projects would be regulated - contract for gas versus commobn
carriage for oil side where anyone can bring additional oil onto
the system He said there are many other differences, but those
are some of the nmjor ones.

SENATOR W ELECHOWSKI asked if capital spending for gas-only
infrastructure such as gas feeder lines and gas wells are
deductible fromthe oil production tax.

MR. MCMAHON answered if the expenditures are qualified |ease
expenditures they are deducti bl e.

SENATOR W ELECHOWSKI asked if any gas related expenditures
related to Pt. Thonson are bei ng deducted now.

MR. MCMAHON answered the Pt. Thonson | ease expenditures that do
qual i fy are deduct ed.

MR. VAN TUYL had a simlar response for Prudhoe Bay: qualified
| ease expenditures are deductible, but he wasn't aware of any
gas project costs at Prudhoe Bay being incurred today.

SENATOR STEDMAN remarked that it is difficult to not be able to
separate Pt. Thonmson from Prudhoe Bay and they used to be able
to until three years ago when the ownership changed. "W haven't
had that information delivered to the legislative side, so
frankly, we're clueless on that subject other than the aggregate
nunmber. It could all be in Pt. Thonson or all be in Prudhoe Bay.
There is no way we can separate the two," he said.

4:25:44 PM
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CHAIR G ESSEL asked if the RIK decision by the DNR conm ssioner
could be delayed wuntil next vyear for the negotiations to
continue to the FEED deci sion

MR, MCMAHON replied that decision is critical to the FEED
decision in 2016. SB 138 also requires there to be separate
comer ci al di scussions between the State of Alaska and
ExxonMobi |, BP, and ConocoPhillips regarding offers to purchase
the state's share of gas and LNG before the |ease nodification
applications can be approved. It is a key conponent of SB 138
and is driving discussions as they speak.

O her Commercial agreenments need to be sufficiently conplete to
underpin a FEED decision by 2016; for instance, the governance
agreenent (for FEED and beyond) that wll control how the
venture acts on the long term There will also be agreenents on
how gas is taken off the pipeline and how LNGis lifted fromthe
tanks and onto the ships. There will be agreenents around in-
state gas and expansi on.

Finally, M. MMhon said, a long term firm transportation
service agreenent (FTSA) needs to be conpleted between
TransCanada and the state.

CHAIR GESSEL asked if there is a tinme certain on that
agr eenent .

MR. LEE replied the current Precedent Agreenment has a date of
Decenber 31, 2015 for the state and TransCanada to enter into an
FTSA.

CHAI R G ESSEL asked if there is wi ggle room

MR. LEE replied that they are currently working with the state

adm nistration to finalize the FTSA and that deadline wll be
nmet.
4:32: 25 PM

MR. MCMAHON said given the unprecedented scale of this project
and the need to conpete in global energy markets, a conpetitive
predictable and durable fiscal envi ronnent is required.
Establishing these fiscal terms is a key enabler for the LNG
project and it is also inportant for the LNG buyers, the
potential |enders and investors. He said good progress had been
made during 2014 wth the HOA and SB 138. Along wth the
el ection of RIK and setting up state participation, all the work
they are doing in fiscals is inmportant to enabling the project.

SENATE RES COW TTEE -14- February 18, 2015



MR  MCMAHON said they are also here to work wth the
adm nistration and |legislature on ideas related to property tax
paynments during construction and are keen to see the work
products com ng out of the Minicipal Advisory Gas Project Review
Board. Legislative review and approval will be necessary to any
changes to the property tax system that m ght support the FEED
deci si on.

SENATOR STEDVAN asked if Pt. Thonson is an oil or gas field from
AOGCC s current regul atory vi ewpoi nt and when do those
di scussi ons take pl ace.

MR. MCMAHON replied that they are in active discussions with the
AOGCC. Wth the initial production system comng on line early
next year, they will need field rules to produce condensate and
oil. At the sane tine, they are having discussions about having
gas of ftake authorizations to support the AKLNG Project.

SENATOR W ELECHOWNSKI said the state is paying out $100 million
more in tax credits than it is receiving in production tax
revenue and that is expected to go to $400 nmillion or nore next
year; there is a $3.5 billion deficit this year and billions of
dollars in deficit for years to cone and asked if the
| egi sl ature should be expecting them to request nore tax cuts
for oil and gas.

MR. VAN TUYL answered that the fiscal discussions they are
having now with the admnistration are focused on identifying
the ternms necessary to nmake the AKLNG Project a success. The
current environnment will look very different in 10 years' tine
when first gas is seen. They believe the nodifications made in
SB 21 are doing the things they need to do; increased activity
and production is being seen. They don't control oil price; the
problem they are facing with revenue is a comon one. They also
receive 100 percent of their revenues from oil and gas
production; the problemis with the oil price and not the tax
regi e.

MR. MEZNARI CH seconded M. Van Tuyl's coments and said he
believed that the HOA lays out a good road map for the project;
SB 21 and SB 138 are the right steps to enable the project.

SENATOR W ELECHOWSKI he said he took that as a "no," they aren't
requesting any tax concessi ons.

MR. MEZNARI CH replied that they have no plans to request oil tax
reducti ons.
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CHAI R G ESSEL asked what is in the term sheets that they will be
negoti ati ng before 2016.

4:39: 36 PM

MR. MCMAHON replied that term sheets are a tool that commercia
negotiators use to walk through a conplicated agreenent. They
are used to exchange ideas, to docunent where they have
agreenent and to resolve open issues. Everything on the
coormercial and fiscal page lends itself to the use of term
sheets. The essence of a deal are in these agreed upon terns and
then the actual |anguage can be drafted with confidence.

MR MCMAHON said they are often asked what 1is neant by
predi ctabl e and durable ternms and bal ance. Predictable neans the
state royalty and taxes are calculated in a way that is
consi stent and as unanbiguous as possible. Durable neans the
terms would last for a time comensurate with the risk being
taken. Balanced is the idea that parties' revenue shares are
clearly defined in a way that inproves the probability that a
commercially viable project will be achieved.

He said fundanentally, the AKLNG Project is world-scale, so all
the investors, including the SOA need to understand the
i nvestnment structure and the comrercial ternms before proceeding.
These ternms need to recognize the risk and bal ance of the needs
of the state, ExxonMbil, BP, and ConocoPhilli ps.

4:42:14 PM
The ongoing regulatory work falls into two categories: DCE
export permts and FERC activities. The applications for the

DCE export permts were filed and the export permt for free
trade agreenent (FTA) countries has been received. Deliberations
are continuing for a permt for export to non-FTA countries.

4:43: 05 PM
SENATOR STEDVAN asked him to expand on which countries are FTA
and if the country has to be specified on the permt.

MR. VAN TUYL explained that there are 20 FTA countries. The
Pacific Rim includes Korea and Singapore and a nunber of South
Amrerican and Mddle Eastern countries. It does not include
Japan, the Phili ppines, China and Malaysia. The non-FTA
countries are country-specific. The U S. governnent is in active
di scussions wth a nunber of countries to see if that status can
change.
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SENATOR STEDMAN asked how long that will take and if it's a
potential roadblock if Japan or China aren't allowed to trade.

MR. MEZNARICH replied that nmy happen towards the end year,
which would be consistent with when the Kenai LNG Project got
its export authorizations.

MR. MCMAHON said the other key regulatory activity is the
project's interactions wth the Federal Energy Regul atory
Comm ssion  (FERC). They are currently in the National
Envi ronnmental Regul atory Act (NEPA) pre-file process, which sets
the foundation for the Environnental I|npact Statenent (EI'S) that
will allow the FERC to issue permssions to start construction
of the project. He explained that the pre-file process allows
interaction on a prelimnary basis with the regulator, so a
hi gher quality formal application can be built.

He said a key part of that application is the 12 resource
reports and the first draft had been filed wth FERC this nonth;
it is over 9,000 pages. The FERC and their contractor wll be
following up with talks with different communities and different
st akehol ders to get their input on understanding the inpacts of
the project. That information will be used in filing another
draft report. Then they would be able to file a very good final
subm ssion that has good stakehol der engagenent, a key neasure
of the quality of an EIS.

4:48: 21 PM

Ext er nal affairs and governnent relations work is about
facilitating public dialogue about the AKLNG Project. They wll
reach out to federal, state, municipal, and tribal governnents
i ncludi ng agencies and |egislative bodies, because a project of
this nmagnitude and conplexity cannot succeed w thout broad
support. That is one of the things |ooked for in making the FEED
deci si on.

4:49: 15 PM

He said pre-FEED project deliverables wll cone out of the
project team and include devel opnent plans at Prudhoe Bay and
Pt. Thonson, AOGCC gas offtakes, the key agreenents necessary
for the commercial wunderpinning and the fiscal work around
property tax, RIK and predictable and durable terns, the DCE
export license, progress on the NEPA process with FERC and,
finally, the broad support.

He cl osed saying the people at this table and the adm nistration
are all targeting a FEED decision in the second quarter (20Q
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2016 and these initiatives have been resourced accordingly.
Consistent with SB 138, they are planning for a 90-day public
review period prior to formal |egislative review.

MR. MCMAHON said given the magnitude of the FEED decision for

each party, representing nore than $1 billion of conmtnent,
which is bigger than sone projects are, it is essential to take
the tinme necessary to satisfactorily conplete all t he

del i ver abl es.
CHAI R G ESSEL asked what AGDC s role would be in the project.

MR. FAUSKE answered that AGDC woul d represent the state's equity
share in nonitoring the project and there could be narketing.
AGDC also has the role, under SB 138, of offtake valves and
possi bly intake val ves.

4:54: 00 PM
SENATOR HUGGE NS was present in the audience.

SENATOR W ELECHOWBKI asked if it is reasonable to expect to have
a special session in Qctober. If the parties aren't ready, is it
okay to push it off?

MR. MCMAHON answered that the deliverables are being driven
forward as fast as possible, but he wanted to tenper that wth
the recognition of needing a quality product to make good
deci si ons.

MR. VAN TUYL responded that not all elenments are within their
direct control. One can't force things to happen, and quality
del i verabl es are needed.

4:56: 57 PM

MARTY RUTHERFCORD, Deputy Conm ssioner, Departnent of Natural
Resources (DNR), said she was also the admnistration's |ead on
the AKLNG Project. She said she began back at the DNR on
Decenber 1 and by Decenber 2 the gasline team began briefing her
on what then was non-confidential information. That began an
intense effort that included, once Conm ssioner Hoffbeck and
Comm ssi oner Meyers and the Attorney Ceneral were available, to
begin to brief themon the non-confidential aspects.

IVB. RUTHERFORD said that she signed the seven-party
confidentiality agreenent and began to receive very in-depth
confidential briefings. She was inpressed with not only the
structure made available to the state through SB 138 and the
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HOA, but the quality of the people involved in the |eadership
team That technical team has been retained in the form of five
individuals that work directly within the DNR sone as enpl oyees
and sone as contractors: Steve Right, David Degruyter, Steve
Swaffield, Audi Setters and Black & Veatch. The Departnent of
Law (DCOL) has namintained its contract with Geenburg Traurig,
the Departnent of Revenue has maintained its contract wth
Gaffney Kline, and the various agencies of DO., DOR and DNR
continue to commt significant resources from wthin the
agenci es.

She said the new adm nistration also continues to keep the sane
principals of the work put into place by the previous
admnistration and those are to continue to prioritize and
protect the state's interest, to identify, assess and address
the full spectrum of opportunities and benefits, risks and
costs, associated wth this pr oj ect t hrough  conmmerci al
arrangenents that protect the state's interests. Additionally,
all the parties are continuing to progress this project under
the framework of SB 138 and the HOA and are noving forward on
all the comrercial agreenents that will allow them to make the
significant FEED decision in the early second quarter of 2016.

5:01: 32 PM
The DOR, working with Lazard, is looking at its financing
options that will be nmade available to the legislature. Finally,

while many are on a steep learning curve comng back into this
project discussion, the team nenbers continue to have regular
neetings and continue to progress the technical discussions and
elements of the comercial agreenent so that everybody is
wor ki ng towards alignment.

Their next steps are many of the commercial agreenents: gas
supply and balancing the offtake, expansion and access, access
to donestic gas, LNG disposition marketing, the RI K decision and
the |ease nodifications associated with net profit share and
sliding scale |eases, the associated |ease provision wth
swi tching and the financing.

5:02: 29 PM
Additionally, MS. Rutherford said they are having to deal wth
sever al or gani zat i onal i ssues that include the ultinmate

operating nodel for the project, the governance aspects of that
nodel, and what a joint venture (JV) mght look |ike as they
progress into FEED. They are |ooking very significantly at the
mechani snms that mght be available to the state for providing
some durability to the various elenents of the fiscal regineg,
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some of which were identified in SB 138, specifically, the 13
percent production tax as gas, and what the actual royalty in
kind should be if the state chooses to take its royalty in kind.
It will not be a flat 12.5 percent, because of deviations at the
Pt. Thonson unit.

5:03:42 PM

DONA KEPPERS, Deputy Conm ssioner, Departnent of Revenue (DOR),
Juneau, Al aska, said she was part of the transition team from
the prior year and cane to Alaska in 2008 as an audit naster
within the Tax Division. Previous to that, she spent nine years
with Mapco Al aska Petrol eum and nine years with Al yeska Pipeline
Service Conmpany in various |eadership roles in both comercial
and accounting areas. She was part of the AKLNG Project under
the previous admnistration working with the governance and
operating nodel and tax inplications. In Decenber, she becane
the deputy comm ssioner and becane exposed to all areas of the
proj ect .

M5. KEPPERS explained that the DOR is highly integrated wth
state gas team nenbers inbedded in all fiscal and governance
areas. They are pretty much in lock-step with DNR and AGDC in
several of these areas. They have daily internal neetings and
integrated neetings with sponsor parties to connect. It has been
noving rapidly. A couple of major areas for the DOR are the next
phase of the financing alternative, work with Lazard and First
Sout hwest, to do the further analysis in order to generate a
report in the fall. The other piece of work deals with the
Muni ci pal Advisory Gas Project Review (MAGP) Board, which
Comm ssi oner Hof f beck woul d provide nore detail on.

5:06: 26 PM

RANDY HOFFBECK, Conmi ssioner, Departnent of Revenue (DOR),
Anchorage, Al aska, related that the MAGP group is neeting on
Friday to consider the paynment in lieu of taxes (PILT) structure
to be introduced into the economcs of the project. He said the
mayors and rmunicipal representatives had been very open to the
process.

MS. RUTHERFORD added that she and the entire adm nistration feel
that the device structured in SB 138 is very workable and all ows
conflicts to be resol ved.

SENATOR COGHI LL said he was relieved to hear about them working

toget her, because the legislature doesn't get to see that. Wat
they do see is that several nenbers of the AGC board haven't
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been appointed yet. People will have to conme up to speed like
she and others are.

5:10: 01 PM

MR. FAUSKE responded that he was not privy to actions being
taken. He pointed out that the corporation is doing fine; the
board has four nenbers and has held one neeting, which went very
wel | .

SENATOR COGHI LL urged that all hands need to be on deck and need
to get going.

CHAI R G ESSEL t hanked the presenters.
5:11: 56 PM

SENATOR G ESSEL adj ourned the Senate Resources Conmmittee neeting
at 5:11 p. m
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