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ACTI ON NARRATI VE

3:30: 22 PM

CHAIR CATHY GESSEL <called the Senate Resources Standing
Commttee neeting to order at 3:30 p.m Present at the call to
order were Senators Costello, Stedman, Welechowski, and Chair
G essel .

CONFI RVATI ON HEARI NG
Attorney Ceneral, Craig Richards

3:31: 04 PM

CHAI R G ESSEL announced the committee would take up confirmation
of the Attorney GCeneral and welconed Craig Richards to the
witness table. She asked him to reflect on confidentiality
agreenents in relation to a January Journal of Conmerce article
related to the Al aska Gasline Devel opnment Corporation (AGDC).

3:31:15 PM
SENATOR COCGHI LL joined the commttee.

CRAIG RICHARDS, Attorney GCeneral Designee, Departnment of Law
(DAL), Anchorage, Alaska, replied that he didn't renenber the
specifics of the article, but he renenbered the conversation
with its author, M. Bradner, and there are a nunber of ways to
handl e review of confidential information. The conversation was
about what approach should be taken in terns of identifying
legitimately confidenti al i nformation ver sus i nformation
avai l able to an agency that doesn't need to be confidential and,
therefore, public policy suggests should be available to the
publ i c.

3:33:10 PM
SENATOR M CCl CHE j oi ned the conmittee.

ATTORNEY GENERAL RI CHARDS said as a baseline he liked to use the
Department of Natural Resources (DNR), because everyone is

SENATE RES COW TTEE - 2- March 23, 2015



famliar with it. It has a statute (Al aska Lands Act: AS 38.05)
that says essentially information that resource developers -
oil, mning conpanies, etc. - provide to the DNR is public
except for an enunerated class of information: cost estimtes,
geophysi cal data, financial data, business incone information,
geotechnical work, and things that have sone proprietary value
or mght cause conpanies sone conpetitive conmmercial harm if
they were to go into the public domain. DNR classifies data
based upon the statutory schene to determ ne whether that Kkind
of information should be treated as confidential or public.

The conversations he has had with Ken Vassar, Dan Fauske, Jerry
Juday and Frank Richards (with AGDC) have been about the
feasibility of AGDC going to that system rather than one that
uses bl anket confidentialities.

3:36: 02 PM
SENATOR STOLTZE j oi ned the conmitt ee.

CHAIR G ESSEL said that M. Richards and M. Wl ker were working
for the City of Valdez and part of the contentious Trans Al aska
Pi peline System (TAPS) evaluation lawsuit, and it seens like it
would be difficult to defend the state in that kind of a case
now that he is on the other side of the table. She asked how he
woul d manage those kinds of past private sector experiences and
now be perhaps advocating on the other side of the issue.

3:37:09 PM

ATTORNEY GENERAL RICHARDS replied that generally a |awer's
training is to work for his client and do what is in his best
interest. He is very proud of the work he did for the Gty of
Val dez; it was a good outcone for his client, but if he had been
hired by the other side he would have worked as diligently and
maybe with the sane |level of success. That is what a |awer
does. As the Attorney Ceneral, M. R chards said, he wll
represent the State of Al aska whol eheartedly and not his forner
client.

CHAIR G ESSEL said in his testinony on February 8, 2012, M.
Ri chards dealt with the duty to produce concept and asked himto
explain his definition of when sonething would be econonc
enough to require that duty to produce.

ATTORNEY GENERAL RI CHARDS responded that he didn't renenber his
coments from that day and hoped his answer would be consistent,
but the duty to produce is a legal doctrine developed in the
early part of the 20th Century wunder Anerican comon | aw.
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Essentially the question before courts was when you have an oi
and gas conpany that has a lease granted to it by a |andowner
and that conpany and the | andowner disagree about whether or not
somet hi ng shoul d be devel oped. The l|aw basically had to westle
with the fact of what standard of care an oil and gas conpany
owes a |andowner. Three options were debated: the first one was
an oil and gas conpany doesn't owe any duty of care other than
the express terns of the contract and it can behave in a self-
interested manner. The other end of the spectrum was the idea
that sone jurisdictions westled with earlier, and in sone cases
adopted, was that the oil and gas conpany is really a trustee
for the landowner and he owes a fiduciary duty of care to the
| andowner just like a trustee nanaging financial assets for a
beneficiary owes a fiduciary obligation.

The courts decided ultimately over a nunber of decades and nost
jurisdictions adopted a mddle ground position called the
"reasonably prudent operator standard."™ It is conparable to the
cousin of the reasonable man in torts which is that an oil and
gas operator owes a level of care to the |landowner that a
reasonably prudent operator would owe. That is how the duty of
care got defined and there is a whole lot of case law, nostly
consi stent, about when a reasonably prudent operator would
undertake a project. The standard that is nost commonly accepted
is if they have a reasonable expectation of profit taking. So,
if you are an oil conpany and there is a reasonable expectation
of profit to develop any project on a |ease, then you have a
| egal obligation to the |andowner to undertake that devel opnent
proj ect .

CHAIR G ESSEL asked who decides if there is a reasonable
expectation of profit in Al aska.

ATTORNEY GENERAL RICHARDS replied that the BLM lease form
provi des for that dispute occurring before the Superior Court of
the State of Alaska, presumably in a jury trial. A though if
it's big oil litigation people would probably want to go with a
j udge. But who knows?

CHAIR G ESSEL asked if he would be involved in representing the
state's position on sonething |ike that.

ATTORNEY CGENERAL RICHARDS answered that no one is currently
tal king about bringing a duty to develop suit, but if they did,
as the Attorney Ceneral, he would be representing whatever the
state's interest is.
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CHAIR G ESSEL asked if he would typically assign that to an
assi stant attorney general.

He answered that one of a nunber of attorneys within the oil
gas and mning section that r epr esent the DNR al nost
professionally would be used. He would be in the court room
however .

3:41: 58 PM

SENATOR W ELECHOWBKI asked him to tal k about what the rules of
professional conduct say on the issue of conflicts wth
gover nnent enpl oyees.

ATTORNEY GENERAL RICHARDS replied that he didn't exactly know
what rule he was talking about, but a broad sweep of his
under standi ng of the rules of professional conduct as they apply
to attorneys is that you do have a client and as the governnent
attorney the client is usually the client agency, but ultimtely
it's the people of the State of Al aska.

SENATOR W ELECHOWSKI asked him to talk generally what the rules
are about himrepresenting a client he previously represented.

ATTORNEY CGENERAL RI CHARDS replied that the rules of professional
conduct for all |awers is that you <can't wrk on a
substantially related natter that you previously represented a
client on adversely. The only scenario that does not apply to is
if effectively everyone involved - new client and old client -
agree to waive a conflict of interest.

SENATOR W ELECHOWBKI said when he represented the City of Val dez
the state was involved and had a very simlar position in
defending the value of TAPS, but they cane up with different
values. It turned out that the Suprene Court said the state
actually wundervalued the TAPS, and he asked him to talk the
positions of the state and Valdez and if he was directly in
opposition to the state at that tine.

ATTORNEY CGENERAL RICHARDS replied that there were a nunber of
conpl ex issues, the primary one being whether TAPS was val ued on
its cost of replacenent or on an inconme approach based upon the
tariff revenues that the pipeline collects. On that position,
the state and the municipalities were alnost wholly aligned. But
then the question canme up of valuing it on the cost to build
today |ess depreciation and the fornula to do that. Going into
that forrmula is thousands and thousands of inputs, sonme high
| evel sone small, and the state and the nunicipalities were

SENATE RES COW TTEE - 5- March 23, 2015



nostly aligned there, although there were sone disagreenments on
what contingency factors should be included; the state was at
one nunber and the nunicipalities were at another.

The one area that the nunicipalities disagreed with the state on
was how to calculate depreciation in terns of the existing
versus a hypothetical replacenent facility. They were 70 percent
aligned, but the state had a different approach for one or two
contentious issues.

SENATOR W ELECHOWSKI said ultimately the court decided that it
was worth $10 billion and the state had advocated for $7
billion. He asked how nuch nore in property taxes the state
woul d have had to pay had the state's position prevail ed.

ATTORNEY GENERAL RICHARDS answered with the caveat that what
they would have to pay is different than what the state would
not have collected. It is not clear that the |ost revenue woul d
have been captured at a local level, as half of the assessnent
goes to the Unorgani zed Borough. The total anount of property
taxes collected is 20 mls under AS 43.56.010, 2 percent of the

value of the property. So, roughly for every $1 billion in
assessnent there is $20 mllion in taxes. O the $200 mllion
that is the difference in the parties' litigation position half

of that goes to the state and half to the nmunicipalities.

3:47:11 PM

SENATOR W ELECHOANSKI said on the issue of conflict of interest
that sonme fine attorney generals in the past - Attorney Genera
Burns from Fairbanks and Attorney General Geraghty - had

multiple clients and asked him how they dealt with the issue of
conflicts in representing their clients, one of which was ol den
Val l ey Electric.

3:48: 49 PM

SENATOR W ELECHOWSKI replied it is his understanding that they
handle their conflicts in the same nmanner as he does
effectively they identified within the Departnment of Law who
their former clients were that had matters that were adverse to
the state and delegated their authority over those cases to
sonmeone else within the Departnment of Law. He delegated his
authority to Martin Schulz who is the section head of oil and
gas and m ni ng.

SENATOR W ELECHOWSKI asked if his position on the issue of duty

to produce for a conpany taking out a |ease on a property is
"black letter law' or some mnority opinion.
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ATTORNEY CGENERAL RI CHARDS answered that position is "definitely
black letter Ilaw' in every single oil and gas taxing
jurisdiction that he is aware of. The inplenentation of the |aw
has sone jurisdictional uniqueness to it in different ways. But
the notion that a duty of care is owed by an oil and gas | essee
to the landowner to develop if there is an expectation of profit
i's universal

SENATOR M CCI CHE asked what would be the definition of
"reasonable profit."

ATTORNEY CGENERAL RI CHARDS answered that each state is different,
but basically it is in terns of a positive present value for a
project. These cases often come up in the context of one or two
wells on a ranch in Texas and the |andowner thinks a third well
woul d pay. He gets a geol ogist and econom st and takes it to the
oil conmpany, and for whatever reason the oil conpany doesn't
want to do that. Then the |andowner sues the oil conpany to get
a court order to drill the well and pay them for the |ost
royalty for the amount of time in which they refused to drill
the wel | .

SENATOR M CCICHE said his question is about the North Slope
Borough and the Cty of Val dez exceeding the tax cap. The letter
from the Tax Division to the state assessor dated August 24,
2012, said the North Slope Borough may owe about $49.7 nillion
and the Gty of Valdez may owe about $56.7 mllion, and he was
on the side of the City of Valdez in opposition to the state's
standing on exceeding that tax cap. He asked if he wll be
righter now or was he righter then.

ATTORNEY GENERAL RI CHARDS replied he is not handling that case;
it was specifically delegated. He'll defend his <client's
position. At the time his client's position was that the noney
wasn't owed, and he del egated the case to Martin Schul z.

3:52:51 PM
SENATOR M CCICHE asked if he is commtted to collecting the
noney now that he is representing the state, if the finding ends

up remaining consistent that the entities owe $106 nmillion.
ATTORNEY GENERAL RICHARDS answered, "If the courts nake a
ruling, of course I'll followit."

SENATOR M CCICHE said M. Richards may have to recuse hinself in
sone sSituations and asked how Al askans hold the confirned
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Attorney General accountable in situations where he has to pass
of f the decision of soneone that perhaps doesn't have a conflict
i ke Assistant Attorney General Schul z.

ATTORNEY CGENERAL RICHARDS replied that he wasn't sure that M.
Schul z having that delegated authority is really any different
than if there was no del egation because there was no conflict.
At the end of the day, the Attorney Ceneral's Ofice has a |evel
of 1 ndependence fromthe governor's office and this body to make
deci sions based on what is good for the State of Alaska. It is
his expectation that any attorney handling any case in the
Department of Law will make those deci sions accordingly.

3:54:29 PM

SENATOR M CCl CHE said he tal ks about independence, but it's hard
for a non-attorney to wunderstand that relationship. Governor
Wal ker was his nentor, so they know there is very little risk
that M. Richard's opinions are not going to match his. Wth the
two of them being aligned on the Port Authority sone people
think it would be very difficult for Al askans to get an
i ndependent view, just sinply because of the 12 vyears of
hi story. He wanted to hear M. Richards recogni ze the perception
of a conflict and explain why they can expect independence from
his office as opposed to the executive office.

ATTORNEY GENERAL RICHARDS said he struggled with calling it a
"conflict," because to him that term is a legal or ethical

concept. In the context of his relationship with the Governor or
the Alaska Gasline Port Authority, there is no legal or ethica

conflict, but rather a shared experience. They come from simlar
backgrounds. The conm ssioner and deputy conm ssioner of DNR
have their background through the AG A process and many others
have related industry backgrounds. There is a broad breadth of
experience and different points of view being brought to the
specific issue of gas pipeline devel opnment.

3:57:40 PM
CHAIR G ESSEL said she appreciated the phrase he used, "shared
experience," because they all are citizen legislators. She

cormented that M. Witaker had opined that sone |egislators
have a conflict of interest and has forcefully vilified nenbers
when, in fact, they have the sane shared experience that he just
descri bed.

SENATOR M CClI CHE asked how M. Richards reconciles defending
Val dez on the tax cap to supporting the state.
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ATTORNEY CGENERAL RICHARDS said he wuld do his best to
articulate his thoughts on that. People would be surprised to
know how i npersonal his representing Valdez was. At the end of
the day, it was zealous advocacy, and he wll apply the sane
| evel of zeal ous advocacy for his new client, the people of the
State of Alaska. For nost |lawers that is not an awkward thing.
For exanple, several district attorneys used to be public
defenders and there are public defenders that wused to be
district attorneys.

SENATOR W ELECHOWSKI asked him to explain his legal obligation
to zeal ously represent clients.

ATTORNEY GENERAL RICHARDS replied that as a |awer you have an
ethical obligation to zealously defend your client. He added
that attorneys coming into the Attorney CGeneral's position often
have worked against the state; the state is the |argest economc
driver except for nmybe the federal governnent. Governnment nust
function and the way that the state has decided to handle these
et hi cal situations is to wuse the delegation system in
consultation with the State ethics supervisor and the Bar
Associ ation supervi sor

4:02:19 PM

SENATOR STOLTZE asked what his position is on the two cases
involving the United Cook Inlet Driftnet Association (UC DA)
litigation to close personal use fisheries and to bring in
f ederal managenent.

ATTORNEY CGENERAL RICHARDS replied that he is famliar with the
case summaries and the state's position has been, is and wl
continue to be that the state is in the best position to manage
even the federal waters in all three instances where the federal
government has basically allowed state managenent including in
Cook Inlet.

Currently the D.C. Circuit has ruled for state nanagenent and
not for the challengers; it's before the Ninth Crcuit now and a
briefing schedule is being set up.

CHAI R d ESSEL asked under what conditions he would recommend a
revocation of an oil or gas |ease.

ATTORNEY CGENERAL RI CHARDS answered that revocations don't occur
through the duty to develop process. It would be part of
litigation filed by the State of Alaska against an oil and gas
conpany as part the renmedy requested in the trial. He explained
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that different states handle the revocation of leases in
different manners for duty to develop. The nodel that is nost
common is Texas. Texas traditionally, if you have a duty to
devel op suit or narket or exploration issue, you go through the
litigation and the judge or the jury determnes that the duty
was breached. GCenerally forfeiture is used as a conditional
decree for devel opnment or marketing. Normally, if you were to go
through the legal process and get a ruling: if oil conpany X
should have drilled well Y and they didn't, then the order wll
say you have to drill well Y within one year and if you don't,
your lease wll be forfeit.

CHAIR G ESSEL asked if DNR told himthey believed an oil conpany
actually would rmake a profit and wanted to revoke their |ease,
woul d he have sonme legal advice for them as to whether they
would i kely win that case or not.

ATTORNEY GENERAL RICHARDS answered that his role as Attorney
CGeneral would be to supervise the attorneys that are handling
the case and certainly to provide advice as to the nerit of
their case in terms of potential litigation. A case like that
woul d be heavily devel oped with experts on nmarketing, engineers,
geol ogi sts and such, but at the end of the day, a case really
comes down to how strong the geol ogy is.

CHAI R G ESSEL asked what |evel of net present value (NPV) is a
bar for determ ning that sonething would have been profitable.

4:07: 01 PM

ATTORNEY CGENERAL RI CAHRDS answered that typically an NPV of zero
woul d probably not be litigated. The reasonably prudent operator
standard would be applied to get the discount rate in whatever
regi on the case invol ves.

CHAI R G ESSEL asked if he woul d advocate for a gas reserves tax.

ATTORNEY CGENERAL RICHARDS answered that his job as Attorney
Ceneral is not to advocate for anything. A gas reserves tax is
| egal, because Alaska has had them in the past, but he didn't
know i f they were good policy.

SENATOR STEDVAN asked if he would have supported Governor
Mur kowski's effort to take industry to task over Pt. Thomnson.

ATTORNEY CGENERAL RICHARDS replied that he would have supported

the DNR in his representation of that client agency and provided
the advice to nove forward with the suit.

SENATE RES COW TTEE - 10- March 23, 2015



4:09: 07 PM
SENATOR STEDVAN asked why the other side of the table shouldn't
be worried about a successful attorney being Attorney Ceneral.

ATTORNEY CGENERAL RICHARDS answered that his background and
experience in oil and gas litigation is a real positive. He has
a lot of experience with oil and gas in the State of Al aska,

about the oil and gas industry on the North Slope, in
particular, and in terns of a lawer. He has a deep body of
knowl edge that will be useful in working with the oil, gas and

mning section and the cases that they have both wth and
against the oil conpanies. These cases that go in all Kkinds of
directions. The quality bank litigation in general has the TAPS
owners suing each other; in the tariff litigation the state and
i ndependents sue the TAPS owners; and in valuation cases TAPS
owners are suing the municipalities with the state kind of on
their side. In environnental cases, the state is generally with
the oil conpanies suing the federal governnent. The different
conbinations is just the nature of a very conplex, high
econonm ¢, high dollar-val ue devel opnent.

SENATOR STEDMAN said he didn't care what side of an issue a
particular attorney represented; he wants to the attorney who is
a winner for the people of Al aska.

4:12: 34 PM

SENATOR M CCI CHE asked about his anti-trust finding for the sale
of Pentex Sale to Alaska Industrial Developnment and Export
Authority (AIDEA), and said he is struggling with his call.

ATTORNEY GENERAL RI CHARDS responded that the Departnent of Law
hadn't taken a position in ternms of anti-trust grounds. It had
taken a position in terns of rate nmaking issues. A quick sketch
of the timeframe was that about a year ago, the litigation cane
before the RCA about whether or not the |I|iquefaction plant
should be rate regulated like the distribution stream upstream
The state took the position that it should or at |east the
econom cs should be |ooked into. Shortly before he cane into
office, FNG created Titan as a subsidiary and then noved to have
it sold. They did this before the question was decided about
whet her or not the facility itself should be rate regulated and
provide cost based service. The position of the Attorney
General's Ofice has been for sone tinme that it should be cost
based service or at least that should be explored by the RCA,
and that the sale should not go forward until that determ nation

SENATE RES COW TTEE -11- March 23, 2015



is made. Those deci sions were nade before the FNG Al DEA sal e was
cont enpl at ed.

SENATOR M CCICHE said he wants the very best AG the state can
find. He wants him to be a successful attorney and if he had
been an oil conpany attorney that had been successful against
the state regularly he would have been nuch nore concerned. The
difference in this case is that he was a small town mayor in
Sol dotna and when Sol dotna issues conme up it's difficult to not
be sonewhat parochial about his honmetown. He asked how M.
Richards would shake that sort of nore parochial view even
t hough he has a new client now.

ATTORNEY GENERAL RI CHARDS responded that to him the question of
whet her or not the LNG plant should be rate regulated is fairly
academ c and needs to be answered. In the law of rate making it
occurs all the tinme. In terns of the bigger picture, getting gas
to Fairbanks is what they are really tal king about and he is a
Fai rbanks kid. He wants to help all state governnent achieve
that goal, assum ng that is what they want to do.

SENATOR STEDVAN said as a principal in his law firm M. Richards
was responsible for nmeeting payroll for his entire staff and
being an attorney general is different because he has a fixed
client. He asked M. Richards how he envisions taking his
private experience and driving it down into the work ethic of
the departnent to keep the crew notivated as if it were a
private law firmthat had to neet payroll w th production

MR. RICHARDS answered that the DOL is pretty well run now The
one area in which his experience can be helpful 1is in
coordinating sone of the litigation teanms in the conplex areas
to maximze the state's likelihood of victory and efficient use
of resources. One adjustnment would be to use nore paral egal s and
t hen he hoped to encourage nmentoring the younger attorneys.

4:19: 17 PM

CHAIR G ESSEL cane back to AKLNG and said he wote a January
2014 op-ed piece in which he said SB 138 is an end run around
the Constitution, because the state is taking production taxes
in the form of actual nolecules. Wat did he nean exactly and
did he still hold that view?

ATTORNEY GENERAL RICHARDS answered that his constitutional
concerns weren't (and still aren't) related to taking tax as gas
but rather the fiscal certainty piece. Article 9, Section 1, of
the State Constitution says the state cannot contract away its
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power to tax. The concern he had was that the state was going to
do just that in a Miurkowski-like contract. H's concerns are a
little alleviated, because he feels confortable that if that is
where they arrive, a constitutional amendnent would be needed.
He will eventually be part of the negotiations and understand
the deal and be able to see whether or not he feels the
proposal s do require a constitutional amendnent.

SENATOR W ELECHOWSKI said that the constitutionality position
has been taken by many attorneys (legislative, executive branch,
i ndependent attorneys) for the | ast decade.

ATTORNEY GENERAL RICHARDS replied that a nunber of attorneys
have taken the position that at Jleast the Stranded Gas
Devel opnent Act contract as adopt ed woul d have been
unconstitutional w thout an anmendnent.

CHAIR G ESSEL said in House Judiciary he cited a white paper by
former Attorney General Botelho related to the Chinese Wall and
asked if he had been collaborating with himand if he will be
advi si ng hi m goi ng forward.

ATTORNEY GENERAL RICHARDS answered that it was in a 1995
Attorney General's opinion and he didn't neet M. Botel ho unti
a couple of nonths ago. He has gotten to be friends, but M.
Botel ho has left the administration and he didn't foresee any
role he will have in the Departnent of Law.

4:22:51 PM

CHAIR G ESSEL switched to the subject of mning and said in
Sout hwest Al aska there is a large mneral deposit called the
Pebbl e deposit and now that conmpany is challenging the EPA s
preenptive ruling. If they are successful, would he be able to
defend the state in asking the EPA to step down.

ATTORNEY CGENERAL RICHARDS replied yes. He didn't think the
404(c) veto was legal and it was an abuse of discretion. The
state had previously filed a lawsuit to support the federal
position, but that was kicked out as untinmely until the Pebble
deci sion was nade. The nature of the suit was that it violated
the Statehood Conpact. If that challenge would be brought again
and Pebble hadn't won on other grounds, he wouldn't have any
difficulty in bringing a challenge.

SENATOR STOLTZE asked what role he has on behalf of the Mental
Health Trust (IMHT) beneficiaries in the proposed Chuitna mning
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devel opnent that the DOL brokered as part of the Mental Health
Trust settlenent.

4:25: 38 PM

ATTORNEY GENERAL RI CHARDS answered that his viewis that his job
as attorney general is to encourage |egal resource devel opnent
consistent with agency policy. Mental Health Trust takes their
obligations very seriously and needs to develop its resources to
collect the funds to help Al askans, and he would be diligent in
hel pi ng them do that.

SENATOR STOLTZE asked if that included being pro-active and if
he sees an enhanced responsibility to come to the aid of those
beneficiari es.

ATTORNEY GENERAL RI CHARDS said he wants to help the IHT devel op
its resources to help its folks. He wasn't sure what Senator
Stoltze meant about being pro-active outside of that capacity.

SENATOR STOLTZE asked if he wants guidance fromthe | egislature.
ATTORNEY CENERAL RI CHARDS replied that woul d be hel pful.

4:29:30 PM

CHAIR G ESSEL said U S. Senator Dan Sullivan touched on the
topic of EPA s overreach into Alaska, nostly with the dean
Water Act, but another aspect of that is the proposed 111(d)
rule of the Clean Air Act that the state is seeking a waiver on.
If the EPA does not grant a waiver and the new rules are so
egregious that wutility rates go up, legislators wuld look to
the Departnent of Law to push back. The governor has expressed
reluctance to enter into |awsuits against the federal governnent
and she asked how that constrains him or if he acts nore
i ndependent | y.

ATTORNEY GENERAL RI CHARDS replied that when one is the attorney
general one acts in consultation with all of the agency clients.
The state is already challenging the legality of the regul ations
and supporting a Mchigan case comng up in the next couple of
weeks.

CHAIR G ESSEL asked if the Governor's advice is to enter the
| awsuit affects his decision or not.

ATTORNEY CGENERAL RI CHARDS answered that he would be independent

but in consultation with the agencies, and the governor is a
| arge one. At the end of the day, the office is independent and
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t he decisions are made independently by the Attorney CGeneral, in
terms of the bringing, the handling and the disposing of
[itigation.

4:31:43 PM

SENATOR COGHI LL said the Governor is one of the biggest
landlords in the United State who has to also deal with BLM and
the Departnment of Parks and Forestry, and they weld alnost
equal authority. The latest one is the National Park Service
trying to stop Al aska predator control along the borders of the
parks where traditional hunting and trapping has taken place. He
asked how he was going to proceed on that.

ATTORNEY CGENERAL RICHARDS said the issue is before the
Departnment of Law, they filed extensive coments opposing the
proposed regulations that are the change in policy. They are
using predator control as a bit of a guise to backdoor |arger
managenment issues. In the process they are doing it through
rules other than ANLCA which renoves their obligation to
consult under ANILCA with the state before rules are published,
because obviously you can have a lot nore inpact on rules if you
can get into the process and provide comments before the initial
versions are published.

SENATOR COGHI LL said he was encouraged that Attorney General
Ri chards said he would zeal ously defend the state's position and
this is one case where the state needs to be on its A ganme to
defend. Al askans struggle with grasping Article 8 of the State's
Constitution. Al askans should be treated equally and there
should be good managenent schenes to get there. He asked the
attorney general if he had thought through how he will work with
Al askans on this issue.

ATTORNEY GENERAL RICHARDS replied that he is becom ng aware of
that area and is junping in with both feet.

4:36: 08 PM
SENATOR COSTELLO asked with the state pushing back on the 111(d)
rule would it be ill advised for the legislature to apply for a

wai ver from that program that the administration is saying the
EPA doesn't have the authority to mandate.

ATTORNEY GENERAL RI CHARDS answered that he would have to | ook at
the specifics in detail, but often there are ways to preserve
the right to nmake | egal challenges to a program while doi ng what
you have to in the neantimne.
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SENATOR COSTELLO asked how he would respond to Al askans who say
they don't really get him because he has had to del egate sone
of his caseload to others.

ATTORNEY GENERAL RI CHARDS answered that alnobst every other AG
comng into the position has had to do the sanme thing. The
difference between his delegations is that the cases are nore
high profile than any other AGs have had. Those delegations
relate to four or five specific cases that have been ongoing for
a long tine. The attorneys that have the delegations are the
sanme attorneys that have been handling them for a long tinme. In
those limted areas the state is in very good hands, and it's a
relatively small part of the job. He also thinks the experience
he had from handling those cases nore than outweighs the | oss of
value to the state in not having the AG win a couple of
particul ar cases.

4:38:53 PM

CHAI R G ESSEL opened public testinony. Finding none, she closed
public testinony. She thanked Attorney General Richards for
com ng back to the commttee and respectfully acknow edged his
very successful career.

CONFI RVATI ON HEARI NG
Al aska Gasline Devel opnent Corporation Board

4:40: 24 PM

CHAI R G ESSEL announced the confirmation hearing for Hugh Short
to the Al aska Gasline Devel opnment Corporation Board. She asked
M. Short to give the commttee a brief overview of his
qualifications and experience to serve on the Al aska Gasline
Devel opnment Cor poration Board (AGDC).

HUGH SHORT, Appointee, Alaska Gasline Devel opnent Corporation
Board of Directors, said the economc future of the State of
Alaska is in a precarious situation with the dramatic drop in
oil prices globally and he thanked them for their |eadership. As
a board nenber of AGDC he would take his responsibilities series
and his top six priorities would include:

1. To produce conpetitively priced reliable in-state gas

2. The commrercialization of North Sl ope gas resource through the
sale of LNG to gl obal markets and access for instate demand

3. Creating jobs for Alaskans in the exploration, devel opnent,
production and transportation of natural gas

4. Increasing opportunities for the Al aska based busi nesses

5. Providing additional revenues to the state of Al aska
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6. Building infrastructure for the developnent of onshore and
of fshore oil and gas exploration and production

MR. SHORT said if those sound famliar, they are from the Heads
O Agreenment (HOA), and they are very good goals for board
menbers to foll ow

4:42: 30 PM

He served a career in business in finance nost recently as the
CEO and chairman of Pt Capital famly of conpanies. Pt Capital
is in the mdst of building a private equity firm that focuses
on investnents in snmall to md-nmarket conpanies in Al aska,
Canada, lceland and Geenland. It is a first for Al aska, as
traditional private equity (PE) in Al aska has been through PE
firmse fromoutside the state. He built this conpany, anchored by
one of the |argest sovereign wealth funds globally, wth one of
the nost pristine reputations for investnent and surrounded by
ot her well-regarded investors.

Additionally, his subsidiary, Pt Securities, 1is the nost
northern  Fi nanci al | ndustry Regulatory Authority (FINRA)
regul at ed, Securities and Exchange Comm ssi on-regi stered
broker/deal er investment bank in North America. Pt Securities
works with small to md-market conpanies that have needs to

raise capital and debt for the growh and devel opnent of their
busi ness. Both of these services are first to market conpanies
that have been created to help spur the further devel opnent of a
strong financial services sector in the State of Al aska.

He has been chairman of the Board of the Alaska Industrial
Devel opnent and Export Authority (AIDEA) for two years. It has
nore than $530 million in capital and associated contributions
by partners. In addition, the Board has approved due diligence
on another $295 million in infrastructure devel opnent projects
that include the first investnments in oil drill rigs in Al aska.

MR. SHORT said as chairman of the Board of the Al aska Energy
Aut hority (AEA), concurrent to his chairmanship at AIDEA, he is
responsible for the inplenentation of the Susitna-Watana
Hydroel ectric Project that could generate 50 percent of the
current Railbelt electric demand or 2.8 nmillion negawatt hours
of annual energy. As proposed, Susitna-Watana includes the
construction of a dam reservoir, and related facilities in a
renote part of the Susitna River. Transm ssion |ines connecting
into the existing Railbelt transm ssion system and an access
road will also be constructed.
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He said the AEA is in the early stages of a l|long conplex
permtting process with the Federal Energy Regul atory Conm ssion
(FERC) with an anticipated cost of $5.19 billion. Wen he took
over as chair for both AEA and AIDEA, performance eval uations
had not been conpleted in a few years for both executive
directors. He found that unacceptable and immediately began to
work with staff to inplenent inportant managenent tools. They
tied key performance netrics to overall organizational goals and
focused the work of the board on large strategic itens that
drove results.

MR. SHORT said as president and CEO of Alaska G owh Capital,
Al aska's only business and industry devel opnent corporation
(which he left in 2013), he was responsible for the depl oynent

of over $240 mllion worth of capital and financing for the
acqui sition and construction of a tel ecomrunications network for
&Cl, wutilizing creative finance tools to ensure the best

possi bl e cost of capital to support the high cost Arctic rura
build out. These renpte communication towers create state-of-
the-art comruni cation networks, inproving health care, economc
opportunities and inproving the life safety of many in rural
Al aska.

4:46: 28 PM

In addition to this, he was responsible for the financing and
capi tal needs of businesses that worked in Alaska's oil, mning,
tourism retail, logistics and transportation industries. These

conpanies form the support foundation of the core natural
resource exploration and production that drives Alaska's
econony. In a state that is so dependent on access to |ands and
resources, the financial support of Alaska Gowth Capital was
and continues to be vital to the business operations of many
conpani es that otherwi se would not be able to access capital.

On a personal note, M. Short said, his Inupiat nother, MIldred
Schwarz, was born in Mses Point in 1942, H's father, Hugh
Short, Sr., who turns 90 this year, imrgrated to Al aska in 1956
fromnorthern British Colunbia. He was born in Bethel and served
as mayor of the comunity for two years. He lives in G rdwood
now with his wife and three daughters. As a board nenber for the
AGDC he would work to ensure that the business is squarely
focused on commercializing Al aska's gas, not on politics. He has
a track record of focusing on ensuring that the state does not
make bad busi ness decisions and creates opportunity and jobs for
those that live here. He offered to take questions.

4:48: 18 PM
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CHAIR G ESSEL said she was reading from the AGDC statutes, AS
31. 25. 020 governi ng body:

Public nmenbers of the board shall be appointed by the
governor and are subject to confirmation by the
| egi sl ature. Wien appointing a public nenber to the
board the governor shall consider the individual's
expertise and experience in natural gas pipeline
construction, operation and marketing, finance, |arge
proj ect managenent, and ot her expertise and experience
that is relevant for the purpose, powers and duties of
t he corporati on.

SENATOR COGHI LL thanked him for stepping up remarking that he
had quite an interesting career and had seen AGDC percol ating
along for sone tine, and asked if he had any first inpressions
into this project comng fromother projects he had worked on.

MR. SHORT answered there are "tailwinds and headwnds in this
project.” The tailwinds are that the commercialization of
Al aska's natural gas in 2020/22/24 from a geological and
production perspective of the fields is very tinely. The anount
of pressure reduction from the wells has gone from about 4,400
psi down to 3,300 psi. The anmpbunt of gas |iquids going through
the pipeline has gone from a high in 1996/97 of about 95,000
barrels equivalent down to about 30,000 barrels equivalent.
Peopl e are seeing a very quick depletion of the effectiveness of
re-injecting gas and the effectiveness of injecting water into
the wells. Wat has driven the mmjor oil conpanies, our
partners, and the state together along with TransCanada is the
realization that from an alignnent perspective and other
perspectives, it nmakes a |lot of sense for us to sell our gas on
the market now - for Prudhoe Bay, Kuparuk, and Pt. Thonson, the
three fields that in many ways are at their life cycle where our
gas actually nmakes sense to get to market.

The headwi nds: |ast week he was in Asia and had lunch with a
very reputable ship builder that has 35 LNG transport vessels
under contract; 15 of which are going to the Arctic, not
Alaska's Arctic but Yamal [LNG in Russial]. These are ice

breaking LNG transport vessels. In addition to that they are
constructing 12 or 15 vessels for Mzanbi que which is com ng on
line with 10 mllion tons of LNG Finally, gas has gone from $13

ncf on the spot market in Asia a year ago down to $7 today. So,
from a headw nds perspective, this is not a commodity friendly
market in which to have conversations around Jlong term
production. The good news is that the project is in the pre-FEED
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stage, and going to the FEED stage forwards to the Iikelihood
that the project makes a lot of sense from a risk/reward
per specti ve.

4:53: 38 PM
SENATOR COCGHI LL said that was a good first inpressions and asked
if he had devel oped a perspective on noving forward wi th AKLNG

MR. SHORT answered that he had just been to one neeting, but he
had cultivated a reading list to becone a good board nenber.
Governor Wal ker and he have had initial vetting conversations
about how his background could help in this process. He was
appointed to AIDEA and AEA by Governor Parnell and did not
support either governor financially. He has nmanaged to maintain
a business perspective when dealing with the state's assets and
if he gets the honor and pleasure of serving on this board it
wll be with a business perspective.

MR. SHORT said he voted in favor of the resolution that allows
executive staff to come up with a rough estimate of the cost of
going froma 600 asm to 900 asm grade pipe. The transcript of
his first neeting will show that he asked very tough questions
of managenent and about whether their resolution was violating
any contracts or laws or anything negotiated previously. The
answer clearly was no. He thought it was a prudent thing to do
and hoped to have prelimnary results in April. Anything he does
for AGDC will not jeopardize the AKLNG because of the tailw nds
behind us and nore alignnent of incentives between us and the
partners than we have ever had before. There is a high
likelihood that we will be able to have a shot at success as an
i nvestnment group to bring it to market.

SENATOR COGHI LL commented that they are depending on himto do
that and are |leaning heavily on him for his business
per specti ve.

4:58: 13 PM

SENATOR M CCICHE said in looking at the $7 commodity price that
fluctuates wldly that any decision on a natural gas pipeline 20
years ago woul d have been the right decision today. He asked M.
Short how he reconciled today's comobdity price with the tine
val ue of noney and the long termvalue of Al aska's LNG

MR. SHORT answered that it's a question that the partners need
to approach very seriously. It's highly likely when getting to a
FEED decision in 2016 that the economic environnent for the
price of LNGwll be simlar to today. In going from pre-FEED to
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FEED and ultimately to FID, the state needs to | ook at who the
market is and their appetite for Alaska's field. Al aska wll be
comng to market with one of the world' s largest I|iquefaction
plants (20 mllion tons of LNG, three times bigger than the
average liquefaction facility in the world. Wth that anmount of
resource, Alaska can create markets and have econom es of scale
that ultimately allow attracting/stealing/ noving custonmers away.
He said ExxonMbil, BP and ConocoPhillips have brilliant
mar keting teanms. The second factor is how to get the cost of
this project to a nunber that nakes sense. The field is very
conpetitive and the N kiski location is also very conpetitive

but what is not conpetitive for the project is the 800-mle
pi peline. The partners must come to the point of feeling
confortable with the capital cost of the pipeline and with the
overal | project nanagenent.

5:01: 30 PM
Thirdly, M. Short said, this will take a significant amunt of
work by the state and its partners to be able to pull the

trigger. It is a bet on Alaska; on the fact that there is 35 tcf
of known reserves. He has seen nunbers of 175 tcf just in the

North Slope proper. In the Chukchi area he has seen potentia
nunbers of another 150 tcf. One has to take the long term view
and his best answer is that there will be a much better cost

estimate in six or nine nonths. Getting to a green light is a
very tenuous process, but it is possible.

SENATOR M CClI CHE asked: commodity price, conpetitive price per
unit and reserve reliability versus nore focus on the other
benefits to Al aska. Yes or no?

MR. SHORT answered he was afraid that ASAP is not sustainable on
its own. When the 9 bcf facility on the North Slope for the
Fai rbanks LNG trucking project was contenplated by AlIDEA GVEA
said they could take 3-4 bcf and then the market will cone. But
he was very unconfortable building that facility because of the
subsidy it required in years 1-5; it was substantial to the
bal ance sheet of AIDEA or the State of Alaska. Gven the future
outl ook of state revenues, it will be very difficult to build a
gasline without markets that are going to nake it sustainable on
its owmn. He would not want to cone back to the legislature as an
AGDC board nmenmber to ask for a 4-year subsidy for operation. He
believed that the commodity price is very inportant in this
project and that it would be difficult to subsidize in-state use
and nake it affordable for the average consuner.
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SENATOR M CCl CHE asked how his qualifications fulfill the needs
for soneone who is adequately qualified at AGDC.

5:06: 45 PM

MR. SHORT answered that he is a believer in Susitna Watana that
is on its way to FERC. It would be a shame to invest that noney
and not get a FERC license. It will be an asset that can be used
and he hoped it would be finished.

Anot her project, Healy Cean Coal, sat there for 17 years. AlDEA
under his chairmanship was able to cut a deal with GVEA which
ultimately will get that plant to light this sumrer. From his
perspective the investment of $240-280 nmillion to see it |ight
this sumer and provide 50 negawatts of energy to consuners at
$.05 a kilowatt hour is an amazing feat after 17 years of being
stuck. He would like to take those skills along with his track
record in investnent and apply themto this project.

Finally, he would say that he owned a Subway in Bethel, the
first fast food restaurant in western Al aska. The "$5 foot-|ong"
was $11.99 in 2001. It was a very expensive restaurant to run.
He conpared his electric prices of $2,800/nmo to his friend' s in
Anchorage who was paying $350 or $400 and trying to see how a
business could make it work. The fact that he has run |arge
corporations in rural Al aska and has now created a conpany that
operates on a global scale are skills he brings to the board.

5:08:48 PM
CHAI R G ESSEL opened public testinony.

JEFF LANDFI ELD, representing hinself, Anchorage, Al aska, asked
if M. Short saw a conflict of interest between his position at
Pt Capital that is commtted to raising funds to do work and
infrastructure in the Arctic and having a position on the AGDC
board and being exposed to information that would benefit his

conpany.

CHAIR QESSEL said the commttee appreciates his public
testinony, but it was not protocol for nenbers of the public to
call in and enquire of people testifying before a commttee; it
is the responsibility of the conmttee. She would be happy to
recei ve comments about the appointnent.

M. Landfield responded that was his testinony.

Finding no further questions, Chair Gessel closed public
testimony and said in accordance wth AS 39.05.080, the
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Resources Committee reviewed the following and recommends the
appoi ntments be forwarded to a joint session for consideration:
Al aska AGDC Board of Directors, Hugh Short and Attorney GCeneral,
Departnment of Law, Craig Richards. This does not reflect an
intent by any of the nmenbers to vote for or against the
confirmation of the individuals during any further sessions.
There were no objections and it was so ordered.

5:10: 52 PM

CHAIR G ESSEL adjourned the Senate Resources Committee neeting
at 5:10 p.m
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