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"BLACK AND VEATCH PRESENTATI ON: OBSERVATI ONS ON HEADS OF
AGREEMENT

1: 34: 36 PM

Co-Chair Stoltze discussed the agenda for the day.
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DEEPA PODUVAL, PRI NCI PAL, MANAGEMENT CONSULTI NG DI VI SI ON
BLACK AND VEATCH, discussed her background and focus on the
natural gas markets. She relayed that Black and Veatch had
supported the state in its gas nonetization efforts
begi nning around 2007. A significant portion of her work
revol ved around hel ping private conpanies and governnents
| ook at natural gas infrastructure, market trends and
forecasting, and investnment strategies.

Co-Chair Stoltze asked M. Poduval to clarify who the
consultants were working for. M. Poduval replied that the
firm was consulting for the Al aska Departnment of Natural
Resources (DNR)

Co-Chair Stoltze renmarked that the consultants had been
hired by the admnistration and were also working for al
Al askans.

JASON DE STI GTER, SENI OR CONSULTANT, MANAGEMENT CONSULTI NG
Dl VI SI ON, BLACK AND VEATCH (via teleconference), discussed
his background in financial nodeling and engineering. He
was avail able to answer questions.

1: 38: 23 PM

Ms. Poduval provided a PowerPoint presentation titled
"Observations on Heads of Agreenent" dated March 19, 2014
(copy on file). She noted that a presentation in nenbers'
packets titled "Al aska North Slope Royalty Study - Selected
Extract" dated March 10, 2014 had been provided as backup
material (copy on file).

Ms. Poduval began on slide 3 titled "Long-Term North Sl ope
O1 and Gas Revenues are Driven by AKLNG Project Success."
The slide depicted revenue forecasts from North Slope oil
and gas production with and without the AK Liquid Natura
Gas (LNG project. The blue line showed declining revenue
forecasts for the state wusing only oil production and
prices. The green |line included both oil and gas and showed
i ncreasing revenue forecasts; an additional $4 billion to
$4.5 billion in revenue could result from the LNG project.
She noted that the consultants |ooked at the econom c val ue
of the AK LNG project from an increnental perspective;
nodel s always included projections for an "oil only world"
with an overlay of what the world would ook like for
Al aska with gas production as well. The nodels |ooked at
the difference between the two revenue and inconme streans
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as accruing to the AK LNG project. The nodeling took into
account that oil and gas production were |inked in Al aska
and that producing gas from Prudhoe Bay could have
inmplications on oil production in the region.

1:41: 28 PM

Co-Chair Austerman asked if the $4 billion to $4.5 billion
in potential additional revenues represented a gross or net
revenue stream Ms. Poduval replied that the figures
represented the annual net revenue stream once the project
was operational. She detailed that the projection |ooked at
cash flows to the state on an annual basis; the $4 billion
to $4.5 billion was the incremental revenue the state would
receive with the AK LNG project 1in operation. The
presentation also included the Net Present Value (NPV),
whi ch used all cash flow streans that would accrue later in
the project as well as the upfront investnent the state
woul d make in the project.

Vi ce-Chair Neuman asked about various assunptions used in
the data including the price of gas. He nentioned the use
of gas in paynent for taxes and standard allowable
deductions fromthe value to the state. Ms. Poduval replied
that forecasts for 30 to 40 years in the future relied on
the best information available and market view at present.
The data shown on slide 3 used an assunption of 2.5 billion
cubic feet (BCF) of LNG sold per day fromthe project; data
shown did not take the state's equity investnent in the
project into account. The LNG market prices generally used
a formula that was linked to global oil prices; therefore,
the projection was based on a conservative to md-price
| evel for LNG The oil price was nore conservative than the
one assunmed in the Departnment of Revenue (DOR) revenue
sources book; it used a $90 oil price in current dollars
escalating at approximately 2.5 percent per year. The LNG
price was assuned to be 13.5 percent of the oil price plus
$1.00. The fornmula for LNG prices was fairly standardized;
it was wusually a percentage of the oil price plus an
"adder." Recently the percentage of oil price had hovered
around 14 to 15 percent. The LNG price at the beginning of
the project was approximately $17 assuming a $90 price of
oi |

1:45:18 PM
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Representative Gara asked for verification that the data
used an [LNG price of about $17 mmbtu [MIlion British
Thermal Units]. M. Poduval replied in the affirmative
related to the first year of LNG production. The price
woul d increase with an increase in oil price.

Representative Gara referred to prior presentations and
expl ained that the highest price estimate for LNG had been
roughly $17 in the Japanese mnmarket. However, there were
prices of $10 to $13 paid in other parts of Asia. He noted
that under contract the state would be responsible for
selling its gas (Exxon, BP, and ConocoPhillips would not
sell the state's gas on its behalf). He wondered why the
nodel assuned the state would receive the highest gas price
avai | abl e.

Ms. Poduval responded that the $17/%$18 price was based on
the current oil prices and executed LNG contracts. The LNG
price in the nodel using current prices would be closer to
$12 or $13. The $17 price was a forecast for 10 years into
t he future.

Co-Chair Stoltze spoke to over optimstic projections. He
used an exanple related to punpkin market prices. He asked
Ms. Poduval if she would bet her own noney on the price
proj ecti on.

Ms. Poduval replied in the negative. She reiterated that
the estimte was based on the best information avail able at
present. She believed the firm had taken a sonmewhat
conservative view on what the prices could be. However, she
recalled the legislative process related to the Al aska
Gasline I nducenent Act; there had been rising gas prices in
the Lower 48, but shale gas developnent had not been
foreseen. She had believed that $11 gas prices would be
sust ai ned; however, she had been proven wong just as many
other natural gas experts had been. She pointed to the
signi ficant magni tude  of the LNG project and its
acconpanyi ng projections over the upconmng 40 years. She
did not have a crystal ball.

Ms. Poduval noved to slide 4 titled "Putting the HOA within
the Context of AKLNG Tineline." The slide showed how the
devel opnent stages of the project were lined up. One of the
first steps of the process was the pre-Front End
Engi neering and Design (pre-FEED), where design began for
the scope of engineering and technical aspects. The pre-
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FEED stage typically took 1.5 to 2 years. The AK LNG
project was anticipated to take approximtely 1.5 years; if
it began in md-2014 it was expected to go through the end
of 2015. The next stage was the Front End Engi neering and
Design (FEED); it was anticipated to take approximtely 3
years for the AK LNG project. She stressed the inportance
of the FEED stage, when all of the detail ed engi neering and
design details were solidified. She elaborated that cost
estimates would be narrowed, technical challenges would be
addressed, and the nmjority of the conmercial agreenents
underlying the project would be |ocked down. She expl ained
that arrangenments between stakeholders and markets were
finalized during the FEED stage. She expounded that LNG
sales and purchase agreenents (SPAs) were generally
negoti ated and executed towards the end of the FEED stage.
Additionally, financing arrangenents were nailed down
during the stage as well. She relayed that the project
entered the Final Investnent Decision (FID) stage once it
had been determned that the market price would support the
project cost structure and that banks were wlling to
finance the project. During the FID stage each conpany
involved in a project conmtted to noving forward (Al aska
and TransCanada in the case of the AK LNG project).

1: 51: 17 PM

Representative Gara referred to prior testinmony that the
state had proposed a production tax rate between 7 and 13
percent. He wondered what production tax rate was assuned
in the graph on slide 3.

Ms. Poduval replied that slide 3 showed a straight forward
SB 21 fiscal structure [SB 21 was oil tax l|legislation that
passed the legislature in 2013]. The information did not
include equity investnent by the state and any changes that
woul d call for the production tax.

Representative Gara asked for verification that the taxes
showmn were indicative of noney the state would receive
under the SB 21 tax structure. M. Poduval answered that
the slide set the framework for the discussion ahead where
the state's equity investnent would be included as well.

Co-Chair Stoltze confirnmed that it used the current | aw
Ms. Poduval agreed.
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Ms. Poduval returned to the project devel opnment tineline on
slide 4. WMajor expenditures began once FID had been
conpleted. She pointed to the state's required investnent
during each of the stages. Depending on the level of equity
taken on by the state and the involvenment of TransCanada,
the state's investnent would range from $43 million to $100
mllion in the pre-FEED stage. State comm tnent during the
FEED stage woul d be between $180 nillion and $450 nillion
Once the FID stage had concluded and sal es agreenents and
financing had been locked in, 95 to 97 percent of the
state's total investnent would occur (at the end of 2018
and prior to the conpletion of construction). The state
would be required to make decisions about its total
investment as would the producers. The devel opnment plan
phases were very typical of large LNG projects worldw de
deci sions about project viability were nade based on
information received in previous stages. She pointed out
that the Heads of Agreenent (HOA) l|aid out principles that
advanced the project to the pre-FEED stage when the state
could begin entering into comrercial agreenents wth
producers and ot her parti es.

1:54: 52 PM

Representative WIson asked about the reason for the $43
mllion and the $108 million investnent range in the pre-
FEED stage. M. Poduval replied that the range was
determ ned by the share the state and partners woul d take.

Ms. Poduval continued to discuss slide 4. She noted that
the Ilegislature would have nmany sessions ahead that
i nvolved determning nore detail related to a project. She
noved to slide 5 titled "Royalty Study Highlights and
Recomendati ons."” She expressed intent to discuss different
aspects exam ned by the royalty study and sone of the key
findings. The key finding was the recommendation that the
state consider equity participation in the project. The
study team included Black and Veatch, Daniel Johnston and
Co., DNR, DOCR, and producers. The study had exam ned four
primary itens. The first was to help the state understand
the global LNG market (i.e. opportunity, opportunity size,
conpetition). The second item |ooked at supply chain
el enents including potential pr oj ect expense, comon
commercial structures for LNG projects, and the |likely
structure of the AK LNG project. The third aspect | ooked at
the project from a fiscal perspective and used other |arge
and successful worldwide projects as a benchmark. The
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fourth aspect exam ned project risk and ways for the state
to manage the risks and incentivize the project. The
findings (shown in blue) and recomendations (shown in
green) had led to the ultinate recomendation of state
equity participation. The global LNG market was grow ng and
was projected to double in size by 2030; it was driven by
mar ket fundanmental s where the devel oping world was becom ng
i ncreasingly energy hungry. Developing nations were | ooking
at natural gas as a source of clean and |ess expensive
ener gy. The gl obal mar ket recognized the attractive
opportunity; therefore, there were various LNG projects
conpeting for the growing demand. She stated that Al aska
conpeted fairly aggressively against the other projects
| ooking to capitalize on the opportunity. Sonme of the
state's advantages included a well-established resource
base (conpeting projects had uncertainty about access to
adequate LNG that would support a 30-year project life) and
shipping proximty to Asian narkets (Asia was a grow ng
center for LNG demand). One of Al aska's main disadvantages
to the project was the expensive cost structure. O her
projects that were as or nore expensive had achieved FID.
The Gorgon project in Australia was headed by Chevron and
had equivalent capacity to the project contenplated in
Al aska; however, at last count the cost estimate was
approxi matel y $53 billion. The pr oj ect was under
construction and was expected to start production in a
coupl e of years.

2:00:49 PM

Ms. Poduval communicated that fiscal benchmarking put
Al aska's governnent take as fairly high; the take included
the state and federal governnent. Al aska's governnent take
got close to 70 percent; for LNG projects worldw de the
government take ranged from 40 to 85 percent. The study
recomrended that the state work on inproving its commerci al
attractiveness given the expectation that narket demand for
LNG would grow dramatically and recognizing that several
other projects were conpeting keenly wth Al aska. The
second reconmendation was to retain value to the state as
much as possible in any incentive the state provided to the
project. The supply chain elenent assessnment recognized
that the AK LNG was anticipated to be a |arge, conplex, and
hi gh cost project. She pointed out that elenments conprising
the project would be considered conplex individually (i.e.
gas treatnent plant (GIP), 700-mle pipeline, and LNG
plant). The good news was that the producers involved in
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the project were the best in the world and had the ability
to tackle the magnitude and conplexity of the project. The
project structure was likely to be integrated and producer
owned. She explained that with a vertically integrated
structure the sanme parties would own the upstream the GITP,
pi peline, and the LNG plant. The structure was typical for
| arge, conplex LNG projects. She relayed that an integrated
structure allowed for maxi mum project control; therefore,
there was not typically a situation where one conponent was
ready but another was not. The integrated structure hel ped
to control costs, | ocate efficiencies across t he
conmponents, and to control the project schedule. She stated
that the structure was rational from the project's
perspective. However, one of the risks the structure
created for the state was the potential for msalignnent
between interests of the state and the producers. She used
the Trans-Al aska Pipeline System project as an exanple.
The state was not likely to have access to significant
information and producers inherently worked to nmaximze
value to their conpanies. She detailed that the objective
was not necessarily achieved by allow ng other conmpanies to
utilize the infrastructure or to encourage production from
t he ot her conpani es.

2: 05: 23 PM

Ms. Poduval highlighted the study's reconmendation for the
state to align wth producers.

Representative Gara observed that the term "m salignnment”
had been used frequently related to gas legislation in the
current session. He asked for detail on the neaning of the
word in the context of the current topic [ AK LNG project].

MVs. Poduval di scussed vari ous ar eas of pot enti al
m sal i gnnment. For exanple, producers had no incentive to
expand a project, to create open access, or to enable nore
exploration and production activity on the North Sl ope;
whereas, the state would have a high level of incentive to
enable the itens. Additionally, if the LNG plant was
producer-owned, under the current fiscal structure a high
m dstream cost would reduce the state's royalty take and
production tax, but from the producer's perspective the
scenario was lucrative. She explained that a producer's
m dstream entity would nmake a significant anount of noney,
but its upstream would appear to not nmake a substanti al
armount .
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Vi ce-Chair Neunman was concerned about risk nmanagenent. He
wondered if Black and Veatch had ever conpiled a project
were the project expense structure and the governnent's
share looked simlar to the proposed AK LNG project. He
mentioned that the proposed structure included royalty,
gas, and taxes paid to the state.

Ms. Poduval did not believe she had worked on a project as
outlined by Vice-Chair Neuman. However, there were a nunber
of projects worldw de where the state would take its share
of the project as a portion of the production. She detail ed
that it was fairly comon wthin a production sharing
contract for an 10C and production entity to share the
production comng out of a project. The production was
split into two tiers: the first tier would be called either

"cost oil" or "cost gas" and went to the producer to help
cover its costs associated with the project; the second
tier would be "profit oil"™ or "profit gas" and was

typically split between the state and producers in sone
ratio. Negotiations occurred related to the ratio structure
(i.e. fixed versus varying over tine). She provided Yenen
LNG as an exanple where the state and producers had a share
in the project. Cutter was the world' s |eading producer of
LNG and had a nunber of projects that all worked under the
production sharing contract arrangenment. She reiterated
that it was not uncomon to see structures simlar to the
LNG proj ect contenplated by the state.

Ms. Poduval pointed to the dark blue box on slide 5, which
indicated that the project did not conme without risk. There
were a nunber of significant risks the state needed to
manage and to be cognizant of. The project was currently in
the very early developnent stage; as nore information on
the project emerged and financial decisions needed to be
negoti ated, the state had to actively think about risks it
wanted to take on and which risks it wanted to offset with
another party. It was inportant to recognize that there
woul d be costs associated with offsetting risk to another
party. She returned to the royalty study reconmendation of
state equity participation on slide 5.

2:12: 48 PM

Ms. Poduval spoke to fiscal aspects of the project and ways
to reduce risk. One sinple way to inprove the
attractiveness of the project was to reduce the state's
fiscal take from production tax or royalty. The study had
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determined that noving the fiscal needle did not nove
project economcs enough to make them attractive. She
explained that taking royalty or production tax away
conpletely would only inprove the producers' Internal Rate
of Return (IRR) by 1.5 percent due to the significant
upf ront capi tal outlay required. She stressed that
m dstream costs (associated with the GIP and LNG plant)
were such a significant portion of the project's total cost
that without a way to influence or nodify them the needle
would not nove significantly. The other downside to a
straight fiscal-take reduction was that the state was
essentially transferring value to the producers and not
necessarily getting anything in return. She discussed the
i nportance of creating value for the state and producers,
which had led to the equity participation recomendation.
The state could be part of the project and hel ped reduce
the project's cost because sone of the upfront cost was
borne by the state. Additionally, the state would receive
value in return for the dollars; it would not be a $2
billion to $4 billion reduction in the state's fiscal take.
The alignnent between the state and producers was another
reason that equity participation nade sense; participation
by the state would award the state a seat at the table and
would include access to information from producers
t hr oughout the process.

Representative Gara discussed a scenario in which the state
was a 20 percent owner of the project; he wondered why it
would be helpful to have access to the information from
producers if the state could not act on it. M. Poduval
answered that it would depend on how the conmercial
agreenents were structured. It would be valuable to have a
seat at the table related to the expansion principles that
were laid out in the HOA, the principles allowed each of
the parties (even mnority interest holders) to initiate an
expansi on of the project.

2:17:06 PM

Representative Gara believed expansion was a significant
benefit; however, if the state was a one-fifth owner the
state could vote to expand, but it would be required to pay
the full expansion cost. He questioned when the scenario
woul d be economically viable for the state. He stated that
under a prior version of the project all parties would have
been required to share in the cost of expansion.
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Ms. Poduval replied that it would not necessarily be bad
for the state to pay for the expansion. She el aborated that
the state should expect the cost to be paid by the producer
seeking to use the expansion. She provided a hypothetica
scenari o where Anadarko found gas and wanted to enter the
LNG project; if the state facilitated the expansion
Anadarko would pay a tariff through the GIP pipeline and
LNG plant for the state. The state would have its origina
investnment offset by the tariff paynents and should expect
to earn a return on equity as well. She expounded that the
scenario would be simlar to the tariff the state would pay
TransCanada if the conpany had a share in the project. She
sumari zed that having to nmake the investnment may not be a
bad thing and may be an additional source of revenue for
t he state.

2:19: 24 PM

Ms. Poduval turned to a pie chart on slide 6 titled
"Criteria Applied for Evaluation of HOA Tie in to Royalty
Study Recomrendations.” She used the royalty study
recomendati ons as the valuation criteria as she discussed
the HOA. She highlighted four primary recomendations
i ncl udi ng Create al i gnnent t hr ough equity, i nprove
commercial attractiveness of the project recognizing its
chal | enges, preserve value to the state, and manage the
associ ated risks. She noved to slide 7 that addressed the
first concept of creating alignnent through equity
participation. She detailed that the HOA outlined equity
participation for the state. Key tenets of the HOA were
shown on slide 7. The first basic concept was that royalty
as gas and gross tax as gas together would conbine and
create the state gas share. The state gas share would be
equivalent to the state's equity share through the project
itself (the GIP pipeline and LNG plant). In turn, the
state's equity share would inpact how much the state
invests in a project and how nuch it would earn. The state
was anticipated to hold equity along the entire supply
chain (through the GIP pipeline and the LNG plant). The
state's financial commtnents were anticipated to be nmade
in a stage-gated manner (current decisions would focus on
funding for the pre-FEED stage only). The structure hel ped
to create alignment. Wen Black and Veatch had |ooked at
state equity participation there had been a nunber of
di fferent structures it had exam ned. One equally
attractive alternative from a financial perspective was for
100 percent state ownership of the pipeline; however, one
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of the shortcom ngs was that producers could prevent access
through the GIP or in the LNG plant. The structure on slide
7 created a path through the project for the state's gas
and to facilitate other explorers and developers to nove
their gas to market.

2:23:30 PM

Representative Gara pointed to slide 7. He noted that the
state used to receive royalty and production tax paynents
in the bank. He nentioned a shift to the state receiving a
20 to 25 percent portion of the gas, which it would sell.
He asked for confirmation that the state gas share and the
state equity share did not need to be the sane. He wondered
why the two nunbers were identical

Ms. Poduval replied that each party would have an equal
share of the gas and the project; each party would have the
same share of the project as they had in gas on the slope.
The scenario reflected the general structure for a
vertically integrated project where the upstream and
m dstream shares were equalized. Every party would have the
same ownership as it went through the different pieces of
the project. The objective was for the producers and state
to have their share of the gas; each party would pay for
their own infrastructure to nove the gas to market. A
di fference between shares introduced the possibility that
the state would ship its gas on the producers' capacity and
the question of how ternms would be negotiated or vice
versa. It was clearer to have the itens be equal

2:26:59 PM

Representative Costello remarked that the state got
involved in royalty gas arbitration and that the royalty
share was not always the sane. She wondered if the project
royalty share woul d al ways be 12.5 percent.

Ms. Poduval deferred the question to DNR

Representative Costello wondered if the state would have
the option to sell its equity share in the future. M.
Poduval replied in the affirmative.

Representative Costello addressed the consideration of the

state's conplete fiscal situation. She wondered if it would
be possible for the state to sell its equity share in the
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project at some point in the future. Ms. Poduval replied in
the affirmative,.

Representative Costello asked whether an equity owner had
sold a portion or all of its equity in any other simlar
projects. M. Poduval replied in the affirmative. She
detailed that it was fairly conmmon during the FEED stage of
LNG projects for the original sponsors to offer a portion
of equity to buyers to create purchasing incentive. She
noted that typically both parties benefitted from the
scenari o.

2:28:59 PM

Co-Chair Austerman believed it was necessary to return to
the Menorandum of Understanding (MOU) to define who the
state's partners would be in a state equity share scenari o.
He believed that for the state to have an equity share it
would be required to fund itself; therefore, a partner
would be taken on. He wondered if his understanding was
accur at e.

Ms. Poduval replied that there were alnpst two different
decisions facing the state. The first decision was whether
the state wanted to take an equity share in the project.
The second deci sion was about the best way to optimze the
state's participation. She believed the TransCanada fel
under the second decision; after choosing to explore an
equity participation in the project the state would then
t hi nk about offsetting upfront capital cost risk by using a
part ner.

Co-Chair Austerman asked for verification that there was
not hing forbidding other partners from having partners to
come up wth their share of the funding. M. Poduva
agr eed.

Ms. Poduval noved to slide 8 titled "Inprove Commerci al
Attractiveness of AKLNG Project.” The slide showed the
producer's return on the project. The state's equity
participation in the project inproved the returns for the
producers by 3 to 4 percent over the life of the project.
The increase was largely achieved by reducing the upfront
i nvestnment required by producers to facilitate the project.
The state's participation neant that it would have "skin in
the game”™ to make the project operational. Another
commercially attractive aspect of the structure was that it
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could potentially reduce valuation disputes if the state
elected to use royalty-in-kind (RIK). She detailed that
using the RIK nethod cane with risks for the state; the HOA
designated that the state would elect to take RIK if
satisfactory arrangenents could be nmade for the state's
di sposition  of gas and the producers offered to
individually negotiate with the state to market its portion
of the gas. She would el aborate on the issue later in the
presentati on.

2:33: 02 PM

Representative Gara recognized that sovereigns had the
ability to tax and to receive the tax revenue. He
understood that Black and Veatch was recommendi ng options
to make the project nore economc. He remarked on his

interest in making the project economc as well. He pointed
to Ms. Poduval's testinony that instead of receiving taxes
the state would have a bundle of gas to sell. He observed

that the major oil conpanies had a long history selling
their oil and gas to custoners worldw de; however, Al aska
had zero experience in the area. He wondered if it would be
feasible to require the conpanies to sell Al aska's share of
the gas in addition to their own share. He wanted to avoid
a situation where o0il and gas conpanies negotiated a $17
contract for thenselves, while Alaska only received a $14
contract. He added that the oil and gas conpani es woul d not
be incentivized to ensure that Al aska received the better
contract.

2:34: 14 PM

Ms. Poduval replied that RIK represented valid risk to the
state. She noted that the royalty study in nenbers' packets
["Alaska North Slope Royalty Study - Selected Extract" by
Black and Veatch (copy on file)] included a nunber of
slides designated to the risks associated with R K She
spoke to the inportance of the specific risk highlighted by
Representative Gara. She detailed that the state did not
want to be in the position of conpeting with sone of the
best marketers in the world for a share of the LNG demand
within the same tinmefrane. One of the advantages with RV
[royalty-in-value] was that the state benefitted from
[ conpani es'] marketing expertise, which the state would not
have if it was marketing LNG on its own. The marketing
difficulty would not only come from a |ack of experience,
but from a lack of relationships with buyers in the Asian

House Fi nance Committee 14 03/19/14 1:33 P. M



mar ket s. She noted that the conpanies had |engthy
relationships with sone of the Asian buyers; it was a
mar ket that worked based on relationships, which was unlike
the nore transparent natural gas market in the Lower 48 and
the crude oil market.

Ms. Poduval relayed that the Heads of Agreenent (HOA)
included the intent of the producers to market the
equivalent of their portion of the state's royalty and
production tax on the state's behalf. The associated terns
were yet to be negotiated. She stressed that the specific
risk was one of the key areas the state should focus on.
She added that it was difficult to see how RIK would nake
sense if the producers or their equivalent were not
mar keting the state's gas.

2:36: 10 PM

Representative WIson asked how nmuch of the state's gas
woul d be used in-state. Ms. Poduval replied that the study
assunmed that instate demand woul d be approxi mately 250 nmcf
per day. The state could choose to divert its gas towards
serving in-state denmands, but wthout knowing the future
demand it was difficult to determne the answer. For
exanple, if Cook Inlet production was sustained at current
levels there may not be as nmuch demand in the Anchorage
mar ket. She detailed that the study took in-state needs
into account; it assuned gas was equivalently portioned
bet ween the state and producers. She asked her coll eague to
confirm her statenents.

M. De Stigter agreed. The share of the 250 ntf per day for
in-state gas between the state and producers was based on
their overall share of the gas.

Ms. Poduval elaborated that the study assumed that the
producers and state could serve the in-state market; market
price was not necessarily discounted relative to what the
state or producers would achieve from selling to a globa
LNG market. She added that it was cheaper in-state because
the gas would not incur shipping or LNG plant costs; only
the GIP and pipeline would be required to get the gas to
mar ket .

Representative WIson did not believe the scenario

increased affordability and surm sed that producers would
make nore profit off of the state if they did not need to
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ship gas out-of-state. She anticipated that if the state
directed a portion of its gas share to in-state use it
woul d be nore economcal for rural residents versus a price
charged to go to Asia. M. Poduval did not believe
Representative WIlson was mneking a msstatenent. She
expounded that the study did not assune that the gas was
sold at a discount in the local narket. The assunption was
that the price was what the producers or state would have
achieved in the global market less the cost to reach its
destination. She detailed that the nunber did not really
change the project economcs for the state due to the small
percentage it nade up of the larger project as a whole. She
stated that it was a policy call for DOR or DNR

Representative WIlson agreed that there was a big
di fference between what the state was doing for its share
versus working to ensure affordability for the state's
residents. She remarked that the state could have a partner
inits share that could help the state attain a good deal .

Ms. Poduval replied in the affirmative.

2:40:45 PM

Representative Edgnon surmised that the study did not

include any additional initial infrastructure costs
associated with building off-take points. He believed an
off-take point to the Interior could vary greatly from
another location in terns of size and cost. M. Poduval

agreed. She anticipated that the costs would be snall

relative to the overall project cost.

Co-Chair Stoltze noted that the committee would hold
guestions until the end of the presentation.

Ms. Poduval addressed criteria on slide 9 related to
preserving the value to the state from royalty and taxes.
She addressed whether it was possible for the state to
obtain value in return for its incentives to the project
and to preserve the state's expected revenues from the
project relative to a royalty-in-value (RIV) world. She
shared that slides 10 and 11 laid out a forecast of revenue
for the project with and w thout equity participation. She
hi ghlighted that the mx between the different sources of
revenue changed depending on whether or not the state had
equity participation in the project. Slide 10 depicted a
RIV scenario wth no equity participation. The only
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nodi fication to the current fiscal structure was that it
assunmed that production tax credits currently applicable to
oil ($5.00 per barrel) would extend to new gas production

The slide showed forecasted revenues to the state using the
assunption that an Alaska LNG project would succeed wth
the one change in the state's fiscal structure. The revenue
was slightly under $4 billion per vyear; a significant
portion consisted of royalty production tax and property
t ax.

Ms. Poduval noved to slide 11, which showed a revenue
forecast with project ownership. The revenue nmix shifted,
but the state was projected to make slightly over $4
billion per year. She noted that wthout the equity
investrment the initial investnment required by the state was

small; slide 10 showed production tax «credits from
investnment in the Point Thomson field (shown in negative
nunber s in t he years bef ore t he pr oj ect becane

operational). She addressed the total cash flow over the
timeframe included on slides 10 (2012 to 2041). Total
projected cash flow (including expenditures and revenue)
was approximately $68 billion through 2041. Total projected
cash flow in a state equity participation scenario was
approxi mately $72 billion. She explained that the state did
not necessarily |oose value by taking equity participation;
there was a larger upfront investnent, but it was recouped
t hrough revenues coming in during the project's operating
years.

2:46: 13 PM

Ms. Poduval turned to slide 12 titled "Preserve Value to
State from Royalty and Taxes." She stated that it was
challenging to identify precisely what the state would make
in a "do-nothing" scenario, given that the sum woul d change
based on market conditions. She noted that prices and the
project's capital costs were significant drivers. She
explained that prices that were different than the
forecasted nunbers shown on slide 12 would conpletely
change the state's revenue forecast. She remarked that the
equity participation benchmark was a noving target as well.
The graph addressed 9 different conbinations of two of the
| argest risk factors to the project's econom cs including
mar ket prices and project capital cost to determ ne how
much equity the state should owmn to be able to achieve the
sanme |level of revenues it would have achieved in a do-
nothing scenario. The analysis had led to the study's
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recommendati on of the state's equity percentage (between 20
and 25 percent). In a low price environnent the state
needed a relatively small equity share to nmake revenues it
woul d have earned without the equity investnent. As prices
i ncreased the benchmark increased because the state would
have mnade nobre noney as prices rose in a do-nothing
scenario. The <chart indicated that the state's equity
participation should be sonmewhere between 20 and 30 percent
to preserve the state's value. She reiterated that the data
assunmed that the project would be successful in a do-
not hing scenario. She remarked that sonewhere between 20
and 30 percent was where the state started preserving the
value it woul d have earned.

2:49:35 PM

Ms. Poduval communicated that if prices were |ower, the
state would end up earning nore with equity participation

Everyone woul d nake noney when gas prices were higher, but
the state would not nmake as nuch as it would have nade
wi thout equity participation. She noved to slide 13 titled
"Goss Tax Rate Sets the Total State Gas Share and Equity
Participation.”" The slide highlighted that the variable in
the mx was the gross tax rate or the "tax gas.”" Wth a
royalty of 13 percent the tax gas share was sonewhere
between 8 and 14 percent to get to a total state gas share
between 20 and 25 percent. She comrunicated that setting
the tax gas share essentially set the state's equity
participation, the state's investnent, and the state's
revenues.

Ms. Poduval addressed managenent of risks the state would
take on associated with the project (slide 14). Slide 14
| ooked at the sanme 9 scenarios of varying costs of
i nvestnment and price. The blue bars represented the state's
revenues in a do-nothing, nodified status quo scenario. The
green bars showed projected state revenues wth equity
participation. The slide assuned a 25 percent state equity
participation. At a 25 percent equity participation in a
low price scenario the state made significantly nore
revenues than it would have w thout equity participation.
She relayed that in sonme ways it helped to hedge the risk
of prices being low. The base price scenario showed
revenues that were relatively close together wth and
w thout equity participation; depending on capital costs
revenues could be slightly over or under status quo
revenues, but the state was kept whole with or wthout the
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25 percent equity investnent. In a high price scenario the
state would nmake less with the 25 percent equity investnent
than it would have without it. The chart showed that the
state had essentially flattened its revenue profile and
exposure to prices with the equity participation; it would
make nore in a low price world, less in a high price world,
and about the sanme in a base price world. Sone of the
downsi de comng fromlow prices was taken away, but sone of
t he upsi de was al so taken away from hi gh prices.

2:53: 44 PM

Ms. Poduval shared that the second significant risk to the
project resulted from capital costs. Slide 15 addressed
whether the state had found a way to nmnage its risk
exposure to capital costs flowng out. The highest risk to
the project was in the initial years before cash flows
began comng in when the state had "cash calls" on
i nvestnment (especially during the construction period). She
di scussed the inportance of acting to nmanage and reduce the
state's risk. TransCanada's participation in the project
allowed the state to retain 20 to 25 percent of the gas
share, while being responsible for approximtely 13 to 18
percent of upfront costs. She advised that the goal should
be to maximze the state's share of the gas (due to
revenues it would bring in) while mnimzing the upfront
costs. An upfront investnent was nmade in order to achieve
revenues. The 1issue was especially inportant if cost
overruns occurred on the project. She advised the conmttee
to expect that project overruns would occur due to its size
and conplexity. She referred to other projects of the sane
magni tude that had experienced cost overruns resulting from
equi pnent and skilled |abor. She pointed to Australia as an
exanple where large LNG projects had struggled to stay
within budget due to inflationary pressures. Producers
would try to nmanage costs closely, but costs were nore
likely to increase rather than decrease.

2:56: 26 PM

Ms. Poduval turned to a chart on slide 16 related to the
reduction  of capi tal cost exposure resulting from
TransCanada participation. The blue lines represented the
state's investnent in current dollars froma 20 percent to
a 25 percent equity share. The red lines showed the state's
requi red upfront investnment with TransCanada participation

She relayed that TransCanada's participation reduced the
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state's upfront investnent by about $3 billion under the
$45 billion cost estimate scenario and by $4 billion under
a cost overrun scenario of $54 billion. The strategy was
one of the ways the state could nanage the upfront risk; it
did not nmean the state would not have risk associated wth
the remai nder of its investnent.

Ms. Poduval addressed the risk of potential |oss of value
associated wth RIK She detailed that the state would be
in conpetition with skilled producers with a history of
marketing LNG globally. The HOA included the intent of
producers to offer to negotiate separately to nmarket the
state's share of gas (to avoid triggering antitrust
provisions); the share of the gas would be proportional to
each producer's share of producer capacity. She advised
remai ning aware of the issue as the details continued to be
negoti ated. Under the arrangenent the state would benefit
from the producers' marketing expertise rather than
conpeting with it; it could recreate sone of the sane
benefits that would be achieved by RI V.

2:59: 34 PM

Ms. Poduval relayed that the fourth aspect of managing risk
was related to the structure on equity participation (slide
18). The royalty study highlighted various aspects of the
arrangenment and agreement structure between the state,
producers, and TransCanada in a way that would allow the
state to achieve its objectives. She pointed to four HOA

el enents beginning with "project within a project,” which
specified that the major stakeholders could operate their
proj ects somewhat i ndependent |y from a regul atory

perspective. The structure also allowed expansion to be
initiated by any one of the parties wthout agreenent by
all parties (the provision was subject to sone constraints
and should not negatively inpact the project operation,
which was fairly standard). Stage-gated commtnents were
anot her effective way of managing the state's risk because
the state would not make an upfront comm tnent covering the
entire project developnent process. The state's first
commtrment would be to get through the pre-FEED stage; it
would enter into additional binding agreenments when it
entered the FEED stage. She reiterated that the strategy
was a fairly standard way of developing LNG projects;
commtnments by the state that were proportionate to the
project's current status were beneficial.
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Ms. Poduval continued to address slide 18. The final HOA
el enent shown on the slide was "access to information." She
detailed that a seat at the table should allow the state to
have access to information such as what producers were
contenplating with respect to the project devel opnent, what
contracts were under negotiation for technical aspects, and
commercial agreenents between producers. Al of the HOA
aspects wuld be fine-tuned and solidified in the
commercial agreenents that would happen at a l|ater date

She advised that the state had to be vigilant to include
terms in the comrercial agreenents that wll help it to
achieve its objectives including open access, expansion, a
seat at the table, and access to information.

3:03: 07 PM

Ms. Poduval noved to slide 19 titled "HOA Score Card
Relative to Criteria." She believed the HOA reflected termns
and a structure that would allow the state to achieve the
royalty study recommendations of alignnment through equity,
i nprove conmercial attractiveness, and preserve value to
the state. The equity participation along the entire supply
chain and a structure that enabled the state to be a
vertically integrated participant helped in the creation of
al i gnment . By i nvesting state equity upf ront it
si mul t aneously increased producer returns and preserved the
state's value relative to a status quo scenario. One risk
to the state associated with vertical integration was that
the state would not control the upstream the risk would
need to managed and cone through comrercial offtake
agreenents wth producers. She detailed that the state
woul d receive a share of the gas, but it would be in the
producers' control to determ ne the anmpunt of production.
She addressed the nmanagenent of risks including price
exposure, capital costs, R K marketing, and structure of
participation. She reiterated earlier testinony that equity
participation danpened the state's exposure to prices; it
i nproved state revenues in a low price environment and gave
up sone of the upside in a high price environnent. She
added that equity participation would help the state manage
the risk of |lower than expected prices. She discussed that
TransCanada's participation would lower the state's initial
cash calls; it helped the state achieve a hi gher percentage
of gas wthout spending an -equivalent portion of the
capital up front. She addressed R K marketing risk and
believed the HOA reflected producer intent to market the
state's share of gas; the arrangenent details had not been
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finalized. She el aborated that the structure of the state's
participation would be in the details of comrercia
agreenents; ensuring the state had access to information,
coul d enabl e open access and expansion of the project, and
allow other explorers and developers capitalize on the
project. She stressed that the areas were inportant for the
state to maintain vigilance on during negotiations.

3:06: 49 PM

Representati ve Mnoz wondered what would happen to the
state's equity share if TransCanada was not involved. She
wondered whether the state's ultinate equity share woul d be
inpacted if it invested nore noney up front.

Ms. Poduval replied that TransCanada's absence would not
necessarily inpact the state's equity share. She el aborated
that the state taking wequity participation and the
optim zation of +the wequity position were two separate
decisions. The level of equity participation was negoti ated
between the state and producers; the participation was
driven in part by the anmpbunt of gas the state would need to
be kept whole relative to revenues in a status quo world.
The HOA put the necessary state share between 20 and 25
percent. The decision to include TransCanada would not
change the state's gas share, but it would affect how nuch
the state spent upfront to achieve the gas share. Their
anal ysis showed that in the case of a 25 percent equity

participation, the state could achi eve between $400 nillion
to $500 million additional revenues per year Wwth
TransCanada involved; it could also invest between $2
billion to $4 billion less with TransCanada's i nvol venent

than it would by going alone and taking a 20 percent equity
share. The state needed to take the tradeoff into account
and to determ ne whether there was a way to maxim ze equity
and reduce risk associated with initial capital costs.

Co-Chair Austerman assuned that the state could nove
forward on its own if it chose to put the noney upfront
t hrough bonds, debt, or other. The objective of TransCanada
was to reduce the upfront cost and sonme of the risk to the
state in the beginning of the project.

Ms. Poduval agreed that the state could nove forward
wi thout a partner. She elaborated that the issue pertained
to what the state wanted to spend its noney on and how nuch
it could borrow
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Co- Chair Austerman di scussed a scenario where the state had
TransCanada as a partner. He referred to a buyout provision
in the MOU that would enable the state to buy back a
portion of the investnent percentage. He assuned the
buyback would not take place until revenues were conmng in
fromthe project.

Ms. Poduval replied that the current structure would give
the state the option to buy back between 30 and 40 percent
in the TransCanada entity holding the state's interest. The
deci sion would be nade at the end of the pre-FEED stage; it
woul d not be after revenues began com ng in.

3:11: 13 PM

Vice-Chair Neuman wondered how to anortize the state's
investnment. He pointed to the assunption of $17 per mmbtu
to Asi a and t he deducti on of costs i ncl udi ng
transportation, |iquefaction, the pipeline cost of 12
percent charged by TransCanada, the gas treatnent facility,
and transm ssion back to the point of production. He spoke
about taking gas in value and taxes. He believed the
assunptions were gross and not net.

Ms. Poduval answered that the study accounted for the
adjustnments in the analysis. The other sources of revenue
for the state that nade up the $4 billion in annual revenue
came from property taxes, the return the state would earn
from ownership in the project, and the state corporate
i ncone t ax.

Vi ce-Chair Neuman asked for a copy of the costs. He spoke
to the assunption under SB 21 of the $5 per barrel credit.
He spoke about oil at $100 per barrel in addition to the $5
per barrel equivalent and the cal culation used to determ ne
the cost of gas. He nentioned a 35 percent tax and the
val ue provided to the state.

Ms. Poduval asked for clarification on the question.

Vice-Chair Neuman was trying to determne how the 14
percent nunber and the value had been reached. He discussed
that the state would invest close to $100 million in the
project 10 years before it would receive a return. The
investnent would be up to $14 billion; he spoke about the
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estimation of the time value of noney. He requested
additional figures to help clarify value to the state.

3:15:34 PM

Co-Chair Stoltze wondered why it was necessary to discuss
anyt hing but the nunbers under the current tax regine. M.
Poduval replied that given the cost structure of the
project and the current fiscal structure, the project would
have a difficult time conmpeting in the market; sonething
woul d have to change to nmake it comercially attractive
She relayed that a fiscal reduction or a structural change
would be the nost obvious options for the state to
consi der.

Co-Chair Austerman asked whether the price of gas was
attached to the price of oil in the assunptions used by the
study and DNR M. Poduval replied in the affirmative.

Co-Chair Austerman had read about angst associated wth
what the long-term contracts had been in the Southeast
Asian market. He believed efforts were underway to change
the dynamic to a gas price based on gas price.

Ms. Poduval agreed that the statenent was fair. She
detailed that the effort was nostly driven by Japanese
buyers who were the |argest purchasers of LNG and nade up
the prem um and highest price market for LNG The Japanese
mar ket was trying to capitalize on a nunber of |ow cost LNG
brownfield projects in the Lower 48 that were being
converted from regasification facilities to |iquefaction
facilities. The projects had all been built when Al aska was
contenplating the Alaska Gasline Inducenent Act (AGA).
The expectation had been that Lower 48 gas prices would be
extrenely high, that there would not be sufficient gas to
nmeet the country's own needs, and that it would be
necessary to inport gas. She elaborated that a nunber of
regasification projects converted back into gas. Wth the
energence of shale gas and a surplus of gas in the Lower 48
al | of the projects were being converted wth a
liquefaction facility; the cheap shale gas was converted
into LNG and use to serve markets such as Asia. The
projects all had |ow cost structures because they had no
upstream costs and used many of the sanme facilities that
had originally been built for regasification. The
liquefaction plants had to be constructed, but the
pi pelines and storage tanks were already there. She
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detailed that there were a finite nunber of projects with a
| ow enough cost structure that allowed themto offer a gas-
linked LNG price to the Asian markets. The Japanese buyers
were aggressively negotiating with the projects to include
the gas in their portfolio. However, the mgjority of LNG
projects did not have that |ow cost structure; the typica

cost structure was expensive enough to require an oil -based
price to nake the projects profitable.

3:20: 06 PM

Co-Chair Austerman noted that in the rest of the world,
mar ket was not based on oil price, but on the cost of
nmoving gas. Ms. Poduval answered that the projects would
need an oil-linked type price level to support their high

cost structure, just |ike Al aska.

Representative Muinoz remarked that all parties would assune
risk associated with the project. She asked why the state
woul d take the responsibility for TransCanada's i nvestnent
and risk if the project failed. M. Poduval replied that
TransCanada woul d essentially pay what the state would have
otherwise paid in the project's devel opnent stages. She
detailed that the off ranps represented that the state
would pay TransCanada what it wuld have paid anyway
wi t hout TransCanada in the m x.

Representative Minoz asked whether the costs were |imted
to costs the state would have paid wthout TransCanada's
i nvol venent or if they included the full costs put forward
by TransCanada. Ms. Poduval replied that the costs were
equi val ent. TransCanada woul d pay what the state would have
paid for the portion of the project. Additional costs that
woul d accrue to the state if it exercised the off ranps
would be <carrying costs associated wth TransCanada's
noney. Carrying costs would be slightly over 7 percent
annually for TransCanada's investnent. She advised the
commttee to think about what the opportunity cost to the
state would have been if it had nmade the investnents; what
the state would have foregone and whether it would be nore
or less than the 7 percent.

Co-Chair Austernman wondered whether risk involved in a
state and TransCanada partnership was neutral. He wondered
if the state would have the same risk if TransCanada fell
to the wayside. M. Poduval deferred the question to the
adm ni stration or the Department of Law.
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Co-Chair Stoltze referred to a vote on the TransCanada
contract from the past. He recalled that he and Vice-Chair
Neuman had voted against the contract. He referred to
concerns that there had been a "handcuffing” to the
part ner.

3:23:59 PM

Representative Gara recalled that when analyzing oil and
gas deals in the past the legislature had received a
conparison of the state's governnment take versus those in
ot her countries. He discussed the governor's proposal that
included a royalty plus a production tax rate of 7 to 13
percent. He asked if M. Poduval could provide a governnment
take conparison between Al aska and other countries with a
substantial natural gas business. He wanted to know where
the state would be on the royalty with a 7 percent or 13
percent tax rate. He did not want to hanstring the governor
by capping the nunmber. M. Poduval replied that she would
provi de the dat a.

Representative Gara discussed his understanding of the
state's relationship wth TransCanada. He spoke to a
reduction in costs to the state and wondered if TransCanada
would be a proportionate owner. He asked if it was that
sinple. He asked which of the three facilities TransCanada
woul d own and contribute to. Additionally, he wondered what
the state would get and what TransCanada was obligated to.

Ms. Poduval replied that as currently contenplated
TransCanada woul d hold shares in the GIP and pipeline only;
in all scenarios the state would hold the share of the LNG
plant. In a scenario where the state had an equity share of
25 percent, TransCanada would hold 25 percent of the GIP
and pipeline and the state would hold 25 percent of the LNG
plant. There was an option for the state to buy back up to
40 percent of TransCanada's holding conpany for the two
conponents. She elaborated that 40 percent of the 25
percent held by TransCanada woul d anmount to 10 percent; if
the state exercised its buyback option, the state would
have 10 percent of the GIP, 10 percent of the pipeline, and
25 percent of the LNG plant. TransCanada would be left with
15 percent of the GIP and pi peline.

3:28: 00 PM
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Representative Gara spoke to the idea that a pipeline was
lucrative (as long as it contained gas). He discussed 10 to
14 percent rates of return and the guarantee of gas; he
remarked that the state would give up 60 percent of that
amount. He wondered about the value of the portion
TransCanada would not buy into. M. Poduval replied that
the itens would be equally val uable; there was nothing that
woul d di stinguish the pipeline from the GIP or LNG plant
She discussed return that the pipeline would earn. She
expl ai ned that a simlar comrercial term would be
applicable to the GIP as well as the LNG plant; the sane
return on equity could be obtained on any of the
conponents. The state <could have a |long-term service
agreenent through any of the conponents that included a
return on equity that could be identical for all three
conponents (e.g. a 12 percent return on equity).

Representati ve Gara asked for verification t hat
TransCanada's share neant t hat it woul d pay its
proportionate cost to achieve its share. M. Poduva
replied in the affirmative.

Co-Chair Aust er man t hanked Ms. Poduval f or her
present ati on.

Co-Chair Stoltze discussed the schedule for the follow ng
day.

#
ADJ OURNVENT

3:31:18 PM

The neeting was adjourned at 3:31 p. m
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