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JANAK MAYER, PARTNER, ENALYTICA, provided a PowerPoint
presentation titled "AK LNG Key Issues" dated Mrch 28,
2014, (copy on file). He discussed his professiona
backgr ound.

Nl KOS TSAFQCS, PARTNER, ENALYTICA, ©provided information
about hi s professional background.

1: 42: 37 PM

Co- Chair Austernman asked for the presenters to provide full
detail prior to using acronymns.

M. Tsafos provided an outline for the presentation. He
pointed to slide 4 titled "LNG Projects Evolve: QC LNG
(Australia) Case Study." He addressed the different
sections of the presentation shown at the top of the slide
i ncluding project pathways, alignnent, equity, mdstream
risks, and cash-in/cash-out. The section on project
pat hways focused on the current status and what my occur
going forward. He remarked that the term "alignnent" was
the buzzword of the season. The conpany had done extensive
econonm c nodeling to determ ne whether equity was a good
deal for the state; whether taking ownership of the project
made sense. He intended to address the financial and
nonfi nancial aspects of the mdstream portion of the
pr oj ect i ncl udi ng t he pr oposed partnership W th
TransCanada. Additionally, they intended to address risks
to the state and various ways it could mtigate risk.
Lastly, they would tal k about noney - what the state may be
expected to invest upfront and what it could expect to earn
over the project's lifetine.

M. Tsafos relayed that Liquid Natural Gas (LNG projects
evolved quite dramatically from inception to the tine they
went online. The slide depicted an exanple of the
Queensland Curtis LNG project in Australia beginning with
the FEED [Front End Engi neering and Design] stage. He drew
attention to the fact that Alaska LNG as proposed was
looking to initiate a pre-feasibility study and would nove
to a FEED stage in 1.5 to 2 years. The slide indicated
significant change that could occur between the FEED stage
and project conpletion. He noted the project in the exanple
was not online yet.
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Co-Chair Austerman asked for an explanation of the FEED
acronym

M. Tsafos replied that FEED stood for Front End
Engi neering and Design. He explained that the FEED stage
was a project's nost extensive study that was conducted to
determ ne whether a project was viable. The final stage
called the Final Investnent Decision (FID) occurred once a
project had been deened viable by the conpanies involved
He detailed that when the Queensland Curtis LNG project had
entered the FEED stage it had been conceived as a "one
train® unit of volume of 3 mllion to 4 mllion tons (wth
the potential to expand to 12 mllion tons). The upstream
was owned by a British conmpany BG and by Queensland Gas
Conmpany (QGC). The liquefaction ownership was 70 percent BG
and 30 percent QGC. The off-take of the gas was 100 percent
BG Wien the project had reached FID two years later the
project size had expanded to 8.5 mllion tons. Upstream
ownership had shifted primarily to BG wth the China
National O fshore Ol Corporation (CNOOC) and Tokyo Gas
acquiring a small portion.

1:49:12 PM

M. Tsafos continued to discuss slide 4. The I|iquefaction
had also shifted to 90 percent BG ownership and 10 percent
CNOOC ownership in the first train and 97.5 percent BG
ownership and 2.5 percent Tokyo Gas ownership in the second
train. Additionally, the CNOOC and Tokyo Gas had been added
as buyers.

Representative Gara asked about the acronym mmtpa. M.
Tsafos replied that the report included a unit section. He
relayed that 7.8 mtpa [mlIlion nmetric tonne per annun] was
equal to 1 billion cubic feet (bcf) per day. The project
shown on slide 4 was slightly over 1 bcf per day.

Representative Gara surmsed that it was about one-third or
one-quarter the size of the proposed Al aska LNG project.

M. Tsafos replied that the Alaska LNG project was slightly
over 2 bcf per day (the project shown on slide 4 was about
half the size of the AK LNG project). He continued to
address slide 4. In January 2014, the Queensland Curtis LNG
project had remained the sane size, but CNOOC had taken a
| arger percentage of the upstream The liquefaction
ownership had changed to 50/50 for train 1 and CNOOC had
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acquired an option for a possible third train if an
expansion took place. The project off-take had increased
beyond the project's capacity with the idea that BG woul d
suppl emrent sales from its other projects. Financing had

been secured from the Japan Bank for [International
Cooperation and $1.8 billion had been secured fromthe U S
Export and Inport Bank. The slide's purpose was to
denonstrate how things changed; it was wuseful to think

about where the project was at present, but many changes
would take place before the project cane online. He
el aborated that new partners may join the project, sone
partners may |eave, and buyers were yet to be determ ned

He noted that financing had not been secured until the
after the FID stage for the Queensland Curtis LNG project.

1:52: 39 PM

M. Tsafos turned to slide 5. The slide depicted a tineline
for Alaska LNG and addressed what nay be expected to occur
at different devel opnent stages. Subject to the passing of
enabling legislation the project would begin in the pre-
FEED stage, which provided a "first pass" to determne
project viability. The project seenmed to make sense;
however, whether it would cost $45 billion or $65 billion
was unknown. Due to the broad spectrum of potential costs
it was necessary to narrow the estinate down in order to
make a decision. There may be sonme prelimnary marketing
agreenents; related docunents included the Menorandum of
Understanding (MOU), the Heads of Agreenent (HOA), and a
State of Alaska (SOA) plan. It was possible to nove through
the entire pre-FEED stage w thout securing any definitive
gas sales plans. Prelimnary work may include travel to
Asia to determne whether the market was anenable to
purchasing gas from Al aska. The state would need to reach
out to private and sovereign financial institutions to
determ ne whether investors were interested in the project.
Defining the initial structure would cost between $400
mllion to $500 mllion; whereas the state's investnent
woul d be between $50 million and $120 mllion. He relayed
that the range depended on the total cost and whether
TransCanada partnered in the project.

M. Tsafos continued to discuss slide 5. The project would
advance to the FEED stage if the pre-FEED results were
positive. The transition went from the concept stage to the
detail ed blueprint stage. The finalization of nmarketing and
financing plans began in the FEED stage including how nuch
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the state could borrow, the rate, and inplications. The
FEED stage could cost between $1.5 billion to $2 billion
with the state's cost ranging from $200 mllion to $500
mllion. At any point during the FEED stage new partners
may sign on and ownership may be refined.

1: 56: 01 PM

M. Tsafos continued to discuss slide 5. Once it was
determined that the project would nove forward the FID
stage began; construction took place and the mgjority of
the cash was spent. Additional partners and financing could
still be secured during the FID stage. He relayed that it
would be 4 or 5 years before the state would know whet her
it wanted to authorize spending to nove into the FID stage.
He discussed the challenge was that nore information was
wanted for the state to make an infornmed decision, but
gaining nore information required going through the
process. The process had to be taken step by step. The
point of the slide was to address where the project was in
the process at present and what woul d need to happen before
it cane online.

M. Myer addressed slide 6. He highlighted two agreenents
the legislature had to consider including the HOA that it
would sign with the producers and TransCanada and the MU
that it would sign only with TransCanada. He di scussed t hat
currently the state was a taxing and regulating authority;
it drove value fromits oil and gas assets through |eases
to private sector partici pants. Production tax and
royalties were currently determned by the value of the
commodity at the point of production (i.e. the North Slope
wel | heads). As a result the state had no direct stake in
the upstream assets and under the status quo it would not
have a stake in the rest of the project; it would be a
reci pient of value (net of all transportation costs) based
on a percentage of tax and royalty at the well head. The HOA
was a nonbinding docunent that laid out a vision for an
alternative; instead of taking value at the wellhead the
state would be a participant in the project and would
receive its share of project value in-kind in the form of
gas at the point of production. The state would not
participate in the upstream but it would have a share of
the gas and a corresponding share of gas treatnent
facilities, pipeline, and Iliquefaction project. The HOA
posited a state share sonewhere between 20 and 25 percent;
the figure was nore likely to be 25 percent (as reflected
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on slide 6). The state would have 25 percent of the gas and
25 percent of the infrastructure facilities required to
eventually sell the gas as LNG to Asian buyers. The MU
contenpl ated what nay happen with the state's share of the
gas treatnment plant (GIP) and the pipeline.

2:01: 29 PM

M. Myer addressed alignnment and why the state may have an
interest in the concept. He stressed the inportance of
long-term stability for large scale LNG projects. First,
LNG projects tended to involve enornous upfront capital
expenditures ($45 billion to $60 billion for the Al aska LNG
proj ect) W th relatively low levels of operating
expenditure and a long and steady cash flow year after
year. From the perspective of private sector investors the
purpose of investnent was to nmake one large upfront
investnment, which was followed by years of steady and
predictable cash flow He detailed that the predictable
cash flow was necessary because in order to finance the
upfront capital the overwhelm ng bulk of LNG produced was
sold under long-term contracts; typically 20-year take-or-
pay contracts. He explained that under t ake- or - pay
contracts a buyer signs up to take a volume of LNG and
agrees to pay even if they are not able to receive it for
some reason. The security of the long-term contracts
enabled projects to nove forward; it was inportant for
investors to understand what economcs |ooked like in the
future after conmitting significant capital. He el aborated
that a significant nunmber of itens would be |ocked over a
20-year period; therefore, it was inportant to understand
what revenues and costs would be over tine. He nentioned
the possibility of disputes related to costs and what
investors were entitled to; the potential for a dispute was
scary from the perspective of investors, particularly when
investing $45 billion to $65 billion.

2:05:28 PM

M. Mayer continued to address stability over time and why
alignment may be in the state's and producers' interest
(slide 7). He listed itens to consider including how oil
differed from gas and |essons that could be learned from
the past related to North Slope oil production and the
Trans- Al aska Pipeline System (TAPS) pipeline. Calculations
on slide 7 had been used from the Department of Revenue
(DOR), Revenue Sources Book projections related to royalty
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and production tax. He pointed to the DOR FY 15 projected
price of $105.06 per barrel of oil at the top of the slide.
To reach the gross value at the point of production,
transportation costs of approximately $10 per barrel were
subtracted ($3.50 for marine transportation, $6.18 for TAPS
tariff, and ot her); the state's royalty value was
calculated from this figure. Additionally, after |ease
expenditures ($45.99 in FY 15) were subtracted the state
could levy production tax on the remaining anount (%$48.64
projected in FY 15). He noted that credits would be applied
| ater.

2:08: 07 PM

M. Myer turned to slide 8 and addressed alignnent and oi

versus gas prices. Determning gas revenue wuld be
different from oil. He explained that oil prices were
publ i shed daily; whereas, there was no global market or
guoted price for gas. The price of gas depended on the
cargo of LNG and under the contract it had been delivered.
Gas was priced differently in Asia than in Europe or the
U.S. and could vary between contracts. The highest price of
LNG going into Korea over the past year was al nost double
the price of the |owest priced LNG going into Korea during
the same time. He detailed that the LNG going into Korea
had been sold under |ong-term contracts based on indexation

to oil; however, the indexation varied wdely between
contracts. Subsequently, sone cargo may have been delivered
from$8 to $10 per mllion btu (mbtu) under some contracts

or for $15 per mmbtu or nore under others. He stated that
the actual gas price was variable based on | ocation and was
far fromtransparent; the price would likely be |linked at a
di scount to the Japan Custons Cleared (JCC) price of crude

oil. Gas was sold on the basis of thermal equivalency;
however, the sane price based on heat content would not be
received for LNG conpared to oil. Currently a typical gas

contract may bring in around $80 when oil was $100. He
spoke about a regression fornmul a.

2:11:56 PM

M. Mayer addressed the tariff on slide 9. He relayed that
the tariff for gas would be nuch higher than it was for oil
(gas tariff shown on slide 10). He elaborated that there
may be different scenarios determning how a pipeline
tariff was set. He shared that the liquefaction project was
within the jurisdiction of the Federal Energy Regulatory
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Comm ssion (FERC); only FERC could regulate a tariff, but
currently the agency did not regulate tariffs on LNG export
projects. He described the |I|iquefaction conponent as a
"black box" with scope for substantial changes in capita
structure without significant state insight. He el aborated
that the tariff was sensitive to debt, -equity, and
al | owabl e returns.

M. Mayer directed attention to slide 10. The slide showed
an average LNG price of $81.00 per barrel with a tariff
price of $66.00. The slide included mniml operating and
capital expenditures totaling $6.00 per barrel. Wth the
subtractions the production tax value would equal $8.82
under the current tax structure.

2:14: 50 PM

He noved to slide 11 related to the mdstream He
communi cated that fair market price was critical in
establishing a solid top line and that the overwhel m ng
bulk of the value was likely to reside in the mdstream
upstream was secondary to mdstream and often the well head
value was insufficient to drive value to the state
(particularly when prices were |low). He discussed LNG
production at different price levels using the price of a
barrel of oil equivalent. Slide 12 included a bar chart
showi ng prices ranging from $110 down to $70 per barrel of
oil equivalent or $18.33 per mbtu down to $12.08 per
mbtu. The slide depicted a scenario in which the state was
a taxing regulating authority at the wellhead where it
generated everything based on value at the point of
production. He pointed to large deductions that were the
first clains on the cash comng from selling the LNG
including tariff, transportation, shipping, |iquefaction,
pipeline, and gas treatnent; all the itens could be
deducted prior to the assessnent of value at the gross
poi nt of production. He explained that a deduction of $66
from a price of $110 still meant substantial value was
remai ni ng; however, it did not take a large drop in price
to reach a point where there was no value to the state
remai ning. He el aborated when oil was $70 per barrel and
gas was at $12.08 per mmbtu there would be no value |eft
for the state to take in the form of royalty or production
tax. He explained that the return on capital for the
significant investnent in the mdstream was guaranteed to
conpani es making the investnent; the wellhead price was the
shock absorber that took the price risk.
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2:18: 02 PM

M. Mayer relayed intent to show what value for the state
| ooked Iike across a range of possi bl e scenarios
specifically when prices were high or low He pointed to
slide 13 related to equity nethodology. There were two
basi c cash flows that would cone to the state if it were an
active investor and participant in the project (as
envi sioned under the HOA). The state would earn revenues
fromselling LNG to Asia (the volunme of LNG sold nultiplied
by price). There were also a nunber of expenditures that
woul d need to be renpbved to reach the net cash flow to the
state including initial capital expenditures, operations
and nmmi ntenance expenses, debt service (principal and
interest), and tariff paid to a partner (i.e. TransCanada).
The state would also receive cash flows from sovereign
functions including state corporate incone tax and property
tax fromthe state as a whole.

2:20: 27 PM

M. Mayer addressed four cash flow scenarios on slide 13.
The initial analysis was nore about taking the state's
value of a taxing regulating authority versus taking it as
a project participant. The presentation would address what
the economcs |ooked |ike under four cash flow scenarios
(slide 13):

No debt and no TransCanada partnership

* No TransCanada partnership but the state finances
70% of its share with debt

e TransCanada is a partner and the state exercises
its buyback option

* TransCanada is a partner and the state does not
exerci se its buyback option

M. Myer relayed that the presentation would address total
cash flows to the state and whether it would be useful to
subtract out the 25 percent royalty that went to the
Per manent Fund Dividend (PFD) and property tax that went to
muni ci palities. He conmmunicated that it was inportant to
keep in mnd that the project still needed to go through
the pre-FEED and FEED stages. He stated that currently

House Fi nance Conmmittee 9 03/28/14 1:39 P. M



there was not a project to conduct a cash flow analysis on

Any nunbers presented to the legislature currently were
based on educated guesses on potential costs, a range of
struct ures, and revenues. He acknow edged that t he
information could be very useful for directional analysis.
The goal behind running nunbers presently was not to

predict that the state would receive $3 billion to $4
billion in annual revenue into the future and what would
need to be spent. The itenms all came wth significant

caveats because much was unknown. The basic idea was to
predict what the items would look |ike given a range of
assunptions if the state took value at the point of
production as a taxing regulating authority or a
participant, what it could look Ilike over a range of
prices, and how the variables interacted. He stated that
clearly there was not currently enough information to
determ ne whether the project should nove forward; if the
information was known the state would not need to spend
hundreds of mllions of dollars on feasibility work and
analysis to nail down the nunbers.

2:23: 45 PM

M. Myer turned to slide 14 titled "SOA Equity Leads to
H gher Governnment Take on Average." He remarked that the
committee had received a different but simlar analysis
from Black and Veatch. He believed the nodels that nade
different assunptions and ran different nunbers were
directionally simlar in their conclusions related to val ue
to the state. The left chart showed a status quo scenario
where the state would remain a taxing regulating authority
taking its value by receiving a royalty in value at the
wel | head and | evying a 35 percent production tax. The green
bars represented the overall share of the total project
value for the state. The other charts showed what the
state's value would look like if it had a share of the gas
and a corresponding equity stake in the project (20 percent
in the mddle chart and 25 percent in the right chart). The
slide showed that the state would receive good value for a
project in a status quo scenario (with the state as a
taxing regulating authority) if current LNG prices of $15
to $18 mbtu could hold for a |ong duration; value could be
better than what the state may receive if it went wth
equity in-kind. However, when prices decreased, the state's
value fell nmuch faster if it was only a taxing regulating
authority at the wellhead. He explained that when all of
the value cane at the point of production, after everyone
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invested in infrastructure to transport the gas from the
North Slope into Asian nmarkets had been paid a fixed and
guaranteed rate of return on their investnent, the state
was the variable source baring the price risk. The state's
val ue remained steadier in the mddle and right charts (the
state received the highest share at low prices). Under a
scenario where the producers and the state each had a 25
percent share the state would receive a |arger percentage
of the value if the state's sovereign functions were
renoved; the reason was due to the difference between a
private sector participant and a sovereign participant in
the project. The state had sources of cash flow from
sovereign functions (state corporate income and property
tax) and from producers. As long as the structure was
correct the state should not be Iliable for federa
corporate incone tax; whereas, producers were (as shown in
bl ue on slide 14).

2:29: 02 PM

M. Mayer addressed slide 15. Wen prices began high and
decreased the value to the state in the "in value" world
was very susceptible to novenments in price and could
qui ckly disappear. The slide |ooked at total cunulative
cash flows over the life of the project. The previous
slides |ooked at a share of value to the state that added
to 100 percent at both low and high prices. He noted that
the total value was nmuch smaller than in a high price
world. Data shown on slide 15 wused pure, undiscounted
cunmul ati ve cash flows over the lifetime of the project and
indicated how value was distributed between involved
participants. In a high price wrld there was substanti al
value to the state as a taxing regulating authority (shown
in the left chart). He reiterated that as prices declined,
value to the state decreased quickly; the state would
receive nore value if it were an in-kind participant with a
corresponding equity share. He added that the bigger the
state's share the nore value it would receive; under the
scenario the state's value was subject to its total capita
coommitment to the project and the anount producers were
willing to share. He communicated that going in-kind with
equity counterintuitively provided nore downside protection
to the state when prices were |ow, whereas, the in-value
status quo structure provided |less value to producers when
LNG prices were high, but protected them better from the
downsi de. Under the in-kind with equity structure producers
were nore exposed than the state.
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2:32:10 PM

M. Mayer relayed that the information sumarized
enalytica's high level perspective on the HOA and on the
state going froma taxing regulating authority to an entity
taking a share of the gas and facilities. He asked nenbers
to think about what alignment was |ike when there was a $10
tariff on $100 of value. He asked them to think about the
past couple of decades of litigation related to what the
real tariff was or should be and what the value to the
state was or should be. He spoke to the creation of
uncertainty on future project value. He then asked nenbers
to think about a tariff of $66 on an $80 per barrel of oi
equi valent (delivered to Asian markets) and all of the
incentives it created. He highlighted the concept of
spending $45 billion to $65 billion of capital to the
proj ect based on 20-year contractual conmtnents. He stated
that alignment was fundanental to the project and the
reasoni ng behind the proposed structure because the tariff
essentially went away and all parties had a share of the
infrastructure and gas. Additionally, under the structure,
all parties would nake their noney by selling LNG to Asia
(transportation costs were subtracted); whether the val ue
happened at the wellhead, through the pipeline, or at the
liquefaction plant was no |longer an issue or a source of
di spute and arbitration. He believed that conbined with the
mtigation of price risk to the state, the structure was an
attractive option to consider provided that it had a
sufficient share of the project to generate value (i.e. 25
percent) and that a range of itens were negotiated (e.g.
di sposition of the state's share of LNG).

2:36: 56 PM

M. Myer continued to discuss slide 16. He addressed the
MOU agreenment between the state and TransCanada related to
the gas treatnment and the pipeline. The slide showed the
HOA with 25 percent state ownership in the GIP and
pi peline. The MU gave the 25 percent to TransCanada in
return for TransCanada using its capital to build the GIP
and pipeline facilities; TransCanada would recuperate the
capital in the formof a tariff. He noted that TransCanada
would not have a share in the LNG The slide showed a
second MOU option where the state would have no direct
equity in the GIP and pipeline, but it would have 25
percent ownership of LNG The MU al so contained an equity

House Fi nance Committee 12 03/28/14 1:39 P. M



buyback option where the state could buy back up to 40
percent of its initial 25 percent investnment (up to 10
percent of the total) in the GIP and pipeline before the
end of 2015. He elaborated that a TransCanada subsidiary
vehicle would hold the overall 25 percent share and the
state would own 10 percent of the total as a l|limted
partner. The state would be liable for a tariff to
TransCanada, but the upfront capital required would be nuch
| ess.

2:39: 20 PM

M. Mayer highlighted potential financial and non-financia
benefits and drawbacks of the MU on slide 17. The first
financial benefit was that the state would not be obligated
to neet a substantial portion of the capital cost upfront.
He estimated that $22 billion to $25 billion of the $45
billion to $65 billion project would be for the GIP and
pi peline; the state's share would be 25 percent. He rel ayed
that the state would not be required to neet the obligation
upfront if it faced capital constraints. He noted that the
state would ultimately reinburse TransCanada in-ful
through a tariff and would enter into a firmtransportation
services agreenent over time. The state-owed debt could be
in the form of a bond, loan, or tariff, which were
equivalent in some ways. He believed further analysis on
the fundanental difference between the debt reinbursenent
options was necessary in terns of understanding the state's
debt service capacity, borrowing costs, and how ratings
agenci es thought about the itens. He questioned whether the
capital cost would be fundanentally shifted from the
state's books or whether the result would be |ess clear.

2:41: 56 PM

M. Mayer continued to highlight MOU benefits on slide 17.
Data indicated that the MU held attractive tariff terns
relative to market nornms. Additionally, the MOU would allow
the state to exit from potential Al aska Gasline I|nducenent
Act (AG A liabilities. He spoke to financial costs
occurring under the MOU Tariff costs would be higher than
the cost of capital the state would have if it were able to
finance the project on its own. Also, the state would be
required to reinburse TransCanada in full with 7.1 percent
interest in all circunstances (even if TransCanada deci ded
to termnate). He discussed that the agreenent could be
termnated by the state if the project was determ ned
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unecononmic or if TransCanada <could not get adequate
fi nanci ng.

2:44: 20 PM
M . Mayer di scussed the non-financial benefits  of
TransCanada' s i nvol venent . Tr ansCanada woul d be an

expansi on-oriented partner, which would be inportant to
drive future expansion devel opnent to the remainder of the
North Slope and into Arctic waters. Unlike producers that
made noney selling the gas to nmarket, TransCanada would
make noney transporting gas through the infrastructure;
having a partner that cared about expansion was inportant.
A presence at the negotiation table and a partner wth
expansi on execution capabilities were clear benefits to the
state. Additionally, the state would benefit from the
continuity and nmomentum to nove forward wthout setbacks

One non-financial drawback was that the state would bear
nost of the risk under the MOU, TransCanada woul d be "nade
good" in nost circunstances. There was sone financing risk
to TransCanada; the conpany bore the risk of not receiving
the same 12 percent return on equity (ROE) outlined in the
MU if it could not raise sufficient capital; however, the
conpany had the right to termnate if financing was not
avai | abl e. He questioned how nuch the return could
deteriorate before TransCanada decided to exercise its
term nation agreenent or to renegotiate with the state. The
state would also be a limted partner under the MU and
therefore it would give up significant control (the general
partner would make the majority of the decisions).

2:47:44 PM

M. Myer sunmmarized slide 17. He stated that there were
clearly many things to |ike about the proposed MU (e.g
transitioning from AGA and the involvenent of an
expansion-oriented partner); however, there were costs to

assess as well. He turned to slide 18 related to the tariff
benchmark. The slide included 2012 <capital and debt
structure information for all FERC regulated pipeline

conpani es. The left chart debt reported to FERC ranged from
zero to 34.7, 40.2, 46.7, to 68.1 percent. He detailed that
25 percent of the conpanies reported a Ilevel of debt
between zero and 34.7 percent; the next 25 percent reported
debt below 40.2 percent. He noted the nedian was 40.2
percent. The next quartile reported debt between 40.2 and
46.7 percent; the remaining 25 percent reported debt
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between 46.7 and 68.1 percent. He applied the information
to the MOU where there would be a 75/25 debt-to-equity
structure for the initial phase of the pipeline.

M. Mayer explained that the MOU debt-to-equity structure
was quite aggressive based on the other figures; the nedi an
debt-to-equity for conpanies reporting to FERC was 60 /40.
Rate making capital structures were ideally established
based on a correlation to the capital structure
underpinning the pipeline; it was a set nunber that
determnes the eventual rate of return allowed to the
conpany in setting a tariff; the rate was determ ned on
both the debt and equity conponents. The higher the debt
used to set the rate, the cheaper the eventual weighted
average cost of capital used in the rate would be. The
proposed debt to equity was attractive because the | ower
cost of debt conmbined with the greater conponent of debt
reduced the tariff to the state. He pointed to the average
cost of debt between 2.5 percent and 9.8 percent (right
chart), with a nmedian around 6 percent. The chart showed
the average cost of equity between 9 percent and 18.5
percent, with a nmedian around 12.5 percent. The project's
proposed cost of debt was 5 percent and equity was 12
percent; both figures were well wthin nmarket norns. The
project's weighted cost of capital was 6.75 percent
conpared to the 6.5 percent to 14 percent range for
conpani es reporting to FERC.

2:52: 06 PM

M. Myer turned to a chart on slide 19 and relayed that
historically FERC ROE had been higher than returns in
Canada. He addressed how FERC returns historically conpared
with the Canadian National Energy Board (NEB). The black
line represented NEB RCE rates over tinme and the dots
represented FERC approved litigated cases and approved
settlenents. The chart indicated that overall there was a
| ower allowed return on equity under the NEB fornula. The
FERC nunbers tended to be around the 12 percent to 14
percent range; whereas NEB nunbers had started out at that
range and had dropped to 8 percent and 9 percent in the
past decade. He detailed that nany conpanies had sought
hi gher returns from NEB through litigation. He referred to
a recent TransCanada report citing two to three cases of
successful settlenents with NEB where rates had gone from
the 8 percent level to the 12 percent |evel (based on the
60/ 40 percent debt to equity split). He comunicated that
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based on a 75/25 percent debt to equity with a cost of
equity around 8 percent or 9 percent the weighted average
cost of capital would be around 6 percent. He relayed that
based on the figures the proposed structure |ooked like a
good deal

M. Myer |ooked at three charts showing total value titled
"TC s Share of Cash is Hi ghest at Low Prices" (slide 20).
The left chart showed a scenario of value for the state and
partners w thout TransCanada. The niddle and right charts
included TransCanada with no buyback option and with a
buyback option respectively. He enphasized that TransCanada
woul d only receive 25 percent of the infrastructure return,
which did not include a share of the gas; the conpany would
take value fromthe state, but the amount was not enornous.
He explained that ultimately value would conme from noving
gas through infrastructures and selling it to buyers in
Asia. The value to TransCanada was hi ghest when prices were
low, it was a fixed claim on the state's cash. He
el aborated that under a no-buyback scenario with the | owest
prices TransCanada nay receive 7 percent of the total cash

however, wth high prices and a buyback provision, the
total cash to TransCanada may only be 1 percent of the
total.

2:56: 09 PM

M. Myer turned to slide 21 titled "Limted Val ue Foregone
Under TransCanada W Buyback Option." He explained that
cash outlays wunder a 25 percent equity share wth
TransCanada and a buyback option were conparable to a 20
percent share w thout TransCanada. The slide showed
cunmul ative cash flows over the |life of the project (left
chart) and net present value to the state (right chart)
Overall the value to the state (particularly when a
di scount was factored in for the tine value of noney and
TransCanada's footing of upfront costs) |ooked relatively
closer to the 25 percent share as opposed the 20 percent
share. Under a scenario where the state could not do the
project on its own, the MM and transportation services
agreenent could make the project affordable for the state;
however, nmuch remai ned unknown at present regarding the
state's ability to finance the project.

M. Myer addressed key questions related to the mdstream
on slide 22:
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* Should the state reinburse TransCanada' s expenses
under all scenarios; even if the project is a no-
go?

e What does this inply for risk/reward split and
appropriate |ocus of control?

e How firm is ‘'off ranmp' if state nust offer
TransCanada participation if it continues wth
project within 5 years?

e Should non-participants in an expansion benefit
from | ower costs if they share no risks of higher
costs?

M. Mayer el aborated on slide 22. He asked whether the al
the risk should be on the state if TransCanada decided to
not make the final investnent decision. He referred to the
third question and added that the cost of debt and equity
woul d be negotiated at the tinme based on conditions at the
time. He believed it was inportant to ask what it would
nean if the state decided it could finance the project on
its own. Under the scenario, he asked whether the state
could communicate its cost of capital and ask TransCanada
if it could conpete on the cost of capital and debt or
whet her it was nore conpli cat ed.

3:00: 35 PM

M. Tsafos addressed risks associated with the project on
slide 23. The largest risk was that the project would not
get built. The slide included a world map conparing Al aska
to other locations |ooking to develop LNG Oher |ocations
included Wstern Canada, the Lower 48, Brazil, -eastern
Medi t er r anean, Qat ar, Russi a, Afri ca, Australi a, and
Sout heast Asia. He referred to the high expense of the
Al aska LNG project. He communicated that it was possible
for the state to conpete, but it was not a given. He noved
to a map representing the md/late 2000s on slide 24 to
denonstrate the point. The map showed where analysts had
predicted that new LNG would cone from at the tinme. He
listed various world |locations where projects had been
proposed that had not happened including Al aska, Venezuel a,
Trinidad, Norway, Russia, Algeria, Libya, Egypt, Nigeria,
Equatorial Guinea, Qatar, Iran, Manmar, Brunei, Tangguh,
and Papua New Guinea. In the past it was not the cheapest
gas or nost attractive project that cane to fruition; the
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project that got built was the project that could get
built. He elaborated that many |ocations were cheap, but
politics, technology, or other things got in the way. He
relayed that just because the Al aska LNG project was
expensive, did not nmean it could not happen.

3:04: 38 PM

M. Tsafos turned to slide 25 related to various financing
options open to LNG projects. He discussed specifics
associ ated with bal ance sheet finance:

* Project sponsors provide funds

* Funds can conbi ne debt and cash fl ow

e (Quaranteed by project sponsor (recourse)
* Rate depends on sponsor's bal ance sheet

» Easier if all parties have strong bal ance sheets

M. Tsafos discussed project finance, the second form of
financing (slide 25):

e Third parties lend to project directly, not to
sponsors

e Sponsors put up sone equity (e.g. 30 percent)
» Cuaranteed by projected revenues (non-recourse)
» Rate depends on project risk

* Easier to accommodate riskier options

M. Tsafos explained that because noney was lent to the
project, what it earned was inportant; earnings would be
driven by gas contracts. Utinmately, the project itself
mattered when thinking about the rate (e.g. whether the
proj ect could happen, were contracts worthwhile, etc.). He
el aborated that project finance was attractive, especially
when there were riskier sponsors. For exanple, if a conpany
was trying to do an LNG project in Qatar in the md-1990s
and the state of Qatar had decl ared bankruptcy, the conpany
may want to think about project finance as an option. He
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continued that under project finance because nobney was not
lent to the sponsor, the debt did not show up on the
sponsor's bal ance sheet. Whether or not the State of Al aska
wanted to recognize the debt would be sonething to
determine. He relayed that it was useful to renenber that
different financing options existed; the options had
different inplications for the state's balance sheet. He
addressed various questions including the right mx of debt
and equity, debt to the project or the sponsors, whether
equity would cone from reoccurring revenues or other noney,
and other. He explained that the different answers to the
guestions would provide very different inpacts in terns of
the state's ability to borrow and finances to the state.

3:08:37 PM

M. Tsafos continued to discuss project finance on slide
26. He noted that it may be tenpting to think that project
finance sounded like a great option because it would be off
t he bal ance sheet and that debt woul d be guaranteed through
proj ect revenues, while wondering who would |end noney to
such a large project. He pointed to recent exanples of LNG
projects and relayed that |arge anmobunts of capital existed
for big LNG projects. The Ichthys project in Australia had
secured $20 billion in project finance and a Papua New
GQuinea project secured $14 billion from ExxonMbil and
others. He detailed that frequently the capital canme from
official sponsors. For exanple, the mssion of the Japan
Bank of International Cooperation was to support Japanese
conpani es investing overseas wth the goal of inporting
natural resources into Japan; the conpany was willing to
provide interest rates significantly below nmarket. He
concluded that once the state began working through
financial options, aspects, and rates, it may discover that
the underlying burden was much different; it was not yet
known and was sonething to study over the next few years.
He summarized that it was not worth getting sticker shock
up front because the picture would change over tine.

M. Tsafos spoke to three additional aspects of risk on
slide 27 titled "Project Finance well Established in LNG"

He highlighted that price risk associated with oil involved
price fluctuations in ANS Wst Coast pricing; whereas LNG
would nost I|ikely sell at a price linked to oil. He

el aborated that a fornmula specifying that if the price of
oil was $100, the price of gas would be $14 per mbtu. He
stressed that when a contract was signed the relationship

House Fi nance Conmmittee 19 03/28/14 1:39 P. M



was | ocked; therefore, risk was associated with the price
of oil. The <chart showed three long-term LNG supply
contracts for Taiwan with I|ndonesia, Malaysia, and Qatar.
He detailed that the price paid by Taiwan was linked to
oil; however, that did not nean it would be the sane price
under different contracts. For exanple, at an oil price of
$120 the price of LNG was $6 or $7 with Qatar, but at the
sane price of oil the price of LNG was over $20 wth
| ndonesia. The nost inportant factor was what had been
negotiated in the finalized contract; knowi ng the nunbers
before investing in the project was beneficial. He pointed
to an original contract wth Milaysia (red) and a
renegotiated contract (blue); the contract had been
renegotiated after Malaysia determned it was not receiving
a fair deal out of the price. Due to their long-term nature
every contract allowed for price review and renegotiation,
which could be defined in the contract. He discussed that
the state may hear sonmething like the Lower 48 was offering
gas to Asia that was not linked to oil. He stressed that if
the state had a contract that was linked to oil in a
specific formula, it really did not matter what another
seller did later because the state's relationship wuld be
| ocked; the price could only be revisited per the contract
agreement .

3:14:14 PM

M. Tsafos addressed slide 28 that outlined options to
reduce exposure. The chart on the left titled "No S Curve"
showed a scenario where the price of LNG rose with the
price of oil. There were ways of hedging against the
volatility of oil price as shown in the mddle and right
charts. The middle chart titled "S- Curve" showed a scenario
where the price of gas did not drop as fast as the price of
oil; wusually this option could be negotiated by foregoing
some of the wupside. The <chart on the right titled
"Floor/Ceiling" depicted a scenario where LNG would not
drop below $12, but would not increase beyond $17 to $19

He concluded that there were ways to contractually reduce
some of the state's exposure as contracts were negoti ated
in order to fit a confortable revenue profile. He relayed
that several nore expensive projects had utilized the
floor/ceiling nethod. Project sponsors did not want to
invest only to realize later that they were out of the
money; therefore a floor/ceiling option could nake sense if
they were willing to give up sonme of the upside.
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3:16:16 PM

M. Tsafos addressed risk associated with cost overruns on
slide 29. He communi cated that cost overruns were a fact of
life in large-scale projects. The slide included 16 LNG
projects worldwide and illustrated two types of risk that
could occur once investnent had been nade. Delay was the
first risk showmm in red in the center of the slide. He
detailed that projects comng online on time or early did
happen, though not frequently. Cost overruns for projects
shown on slide 29 ranged from zero to 120 percent, with an
average of 25 percent (the presentation used a 25 percent
cost overrun exanple | ater on).

M. Tsafos |ooked at cash-in/cash-out on slide 30. He
enphasi zed the inportance of the slide that worked to bring
together all conponents the presentation had addressed thus
far. The slide depicted four scenarios: 1) No TransCanada
and no debt (green); 2) No TransCanada with a 70/30 debt to
equity split (yellow); 3) TransCanada with a buyback option
and a 70/30 debt to equity split (red); and 4) TransCanada
with 100 percent GIP and pipeline ownership and a 70/30
debt to equity split (blue). The slide illustrated how
cash-out and cash-in changed between scenarios in the pre-
FEED stage (would be authorized with |egislation); the FEED
stage (detailed study); the construction period; and once
the project went online (this section was shown as an
annual figure). He relayed that the state would be
responsible for $55 mllion to $100 mllion if it entered
into the pre-FEED stage. He encouraged nenbers to refrain
from getting too caught up in the estimtes. The cost to
the state depended on whether it or TransCanada paid for
the study related to the GIP and pipeline. The state could
choose to abandon the project if the pre-FEED study was not
promsing; the state would be responsible for paying
TransCanada what it had fronted plus interest. The state
could also decide to sell down sone of its equity at any
time during the process.

3:21: 55 PM

M. Tsafos continued to address slide 30. Depending on the
state's arrangenment with TransCanada, the FEED stage coul d
cost it between $250 million to $500 nillion. The state
woul d need to pay TransCanada anywhere from $150 million to
$400 mllion if it decided to disband the agreement. He
added that the state could always adjust its equity if it
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deci ded that 25 percent was too rmuch. The state could al so
decide to nove forward at the FEED study to the FID stage.
The state could potentially spend sonewhere between $300
mllion to $600 mllion before it decided to nove forward
with the project. He remnded the conmttee that the
figures corresponded to 25 percent of the project; the
partners would spend 75 percent. He pointed to the
construction phase and relayed that the state would be on
the hook for $11.8 billion to $12 billion if it elected to
nove forward on the project wthout TransCanada and with no
debt. The figure may reduce to approximately $5 billion if
the state elected to take on debt. He stressed that once
the construction phase had begun it would be too late to
abandon the project due to the large financial investnent.
Once the project canme online the state nmay see revenues
between $2.9 billion to $4 billion. The chart's purpose was
to illustrate the inpact of different choices; what the
state was giving up in terns of revenues |ater on versus
what the state gained upfront for spending |ess noney.
Choosi ng between the yellow and red option (no TransCanada
versus with TransCanada) nay allow the state to spend $1

billion or less in construction, but annually the state may
earn $300 mllion |ess.
3:25:25 PM

M. Tsafos turned to slide 31 titled "LNG Incone Includes
Restricted Revenue." The chart on the left included the
same State of Alaska cash flow information shown on the
right of the previous slide. The mddle chart subtracted
the PFD from the nunbers and the right chart subtracted the
PFD and property tax for nunicipalities (the slide included
a hypot hetical assunption that 80 percent of the property
taxes went to nunicipalities). He detailed that the state
may earn $4 billion, but the figure could be reduced to
sonething like $3.4 billion.

M. Tsafos noved to slide 32 titled "Stress Testing SOA' s
Cash Calls and Revenues." The slide created a "near perfect
storm of three things that could go wong for the state
First, capital expenditures that were 25 percent higher
(the average cost overrun shown on slide 29). Second, the
potential for an LNG sales price of $7 per mbtu versus $15
per mbtu. He noted that the prior year there was al nost no
LNG in Asia that went for $7; there were a few bilateral
trades trading at $7 in |egacy agreenents from 12 or 13
years earlier. He added that Henry Hub gas in the Lower 48
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at $3 would be closer to $9 or $10 in Asia. At a price of
$7 nost of the proposed LNG projects would be unecononical ;
the price was not very sustainable. Third, the average
utilization was 80 percent rather than 100 percent. He
el aborated that average LNG utilization worldwi de was in
the high 80s, which was due to sone ol der projects that had
run out of gas. For exanple, Kenai had been included in the
cal culation when the project had been active. The slide
used the sanme charts shown on slides 30 and 31, with an
addi ti onal chart titled "Stress Case Online (2023+)
Annual ly." He explained that the base case construction
figures were all 25 percent higher in the stress case
scenario, which neant the state may be on the hook for up
to $15 billion. Under the stress case scenario annual
revenues could be between $480 nmillion to $1.6 billion
instead of $2.9 billion to $4 billion. He stressed that
even in the worst case scenario presented on slide 32, the
state's revenue did not turn negative. The beauty of LNG
projects was that once a project was built, it produced a
steady stream of cash for a long period of tinme wthout
needi ng significant attention.

M. N kos Tsafos turned slide 33 titled "Stress Test:
Restricted vs. Unrestricted Revenues." The first of three
charts reflected State of Al aska total stress case revenues
of $500 mllion to $1.6 billion. The second and third
charts subtracted the PFD and property tax and indicated
that revenues would turn negative in the nobst extrene
cases.

3:31:14 PM

M. Tsafos addressed slide 34. The slide illustrated cash
flows to the state and included three stress case factors
of price, capital expenditures, and utilization (left to
right respectively). He relayed that other conmttees had
asked which of the three factors was the nost inportant. He
di scussed that hopefully a perfect storm would not occur
and only one of the factors would happen. He reiterated
that the cases included no TransCanada, TransCanada with a
buyback option, or TransCanada with no buyback. The charts
showed that price was the nost inportant factor by far. He
relayed that capital expenditures were nuch |ess inportant
for the overall project economcs. He pointed to the table
show ng cost overruns (slide 29) and addressed why anyone
would build the projects with all of the overruns. He
rel ayed that even with cost overruns it was possible to
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recoup an investment. He conmunicated that the inportance
of utilization fell in between price and capital
expendi t ur es.

3:32:56 PM

Co-Chair Austerman communicated that the current neeting
was the first tinme the full conmttee had taken a | ook at
the issue from the perspective presented by enalytica. He
antici pated hearing fromenalytica again in the future.

Representative Costello referred to the inportance of
price. She relayed that the legislature had been told that
Exxon, ConocoPhillips, or BP would help the state market
the gas; however, it was not addressed in the HOA She
opined that if the <clause was not included in the
agreenent, the state wuld be conpeting against the
conpanies to sell gas in Asia. She remarked that the state
did not have experience marketing gas to Asia. She wondered
if the issue could be included in the HOA

M. Tsafos replied that it could be done. He detailed that
the oil conpanies understood that selling the gas the
| argest headache for the state. He surmsed that if the
state did not receive a good answer to the question, the
project would not nove forward. He believed the state
should keep sone of its options open. He elaborated that
the HOA specified that the state may decide to have the
three partners sell gas on its behalf, but it could also
| ocate other partners that were wlling to market the
state's LNG He asked nenbers to think about whether the
headache was |arge enough to l|ock down at present or
whet her a better deal nmay conme along later in the process.
He pointed out that the state could ask for bids from
vari ous conpanies beyond the three mmjor partners. It was
possible to define it up front, but was also possible that
the state could drive a harder bargain if it kept the
option open. He thought the state may receive significant
interest beyond the three partners. He opined that if the
HOA locked in the option to the three partners, it may
unnecessarily narrow the conpetition. He agreed that
conpetition with the three conpanies was an issue, but it
was not a significant as one could think. He relayed that a
nunber of LNG projects had different players marketing gas
individually. He used the Gorgon project as an exanple
where Shell, Chevron, and ExxonMbil each marketed their
share of the gas; the entities were conpeting with each
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other and had the theoretical potential to bid down the
price. He reiterated that the state nmay receive a better
deal by opening the field to a broader range of
parti ci pants.

3:38: 14 PM

Representative Costello wondered what role treble damages
played and if that was the reason the state was only
considering TransCanada. She elaborated that Black and
Veatch had deferred the question to the Departnent of
Nat ural Resources; whereas M. Myer had relayed that
| awyers shoul d be addressing the issue.

M. Mayer addressed several fundanental questions related
to the MU including whether the state needed a partner,
whether it was best off going with TransCanada through the
MOU, or whether a broader and nore conpetitive process
woul d be preferable. He relayed that nuch was not yet known
about the state's financial capacity to carry the project
on its own. Additionally, he believed there was a
significant anobunt to consider around future expansions and
whether a third party was desirable and would offset the
additional capital structure costs. He addressed whether
going wth TransCanada was the best approach to take if the
state deternmined it needed a partner. He added that the
true answer would never be known because going down one
path precluded the other. He noted that sonmeone could | ook
at the MOU and find many sensible terns (e.g. a conpetitive
cost of capital) and could look at ternms of allocation for
risk and reward and the five-year offer to TransCanada to
participate even after term nati on. He spoke about
negoti ating | everage (which probably canme through AG A) and
what it would take to get out of the agreenent am cably. He
surm sed that people could |look at the issues differently
and draw conclusions about how the costs and benefits
stacked up. He believed a further |egal analysis would be
necessary to gain a grounded and educated understandi ng of
the costs and benefits including the potential liability
through A A (whether the cost was in the mllions or
billions of dollars). He did not know the liability related
to AG A because it would require rigorous |egal analysis.

3:41: 54 PM

Representative Costello thought it appeared that the state
had an obligation to address the opportunity costs of
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approving an MOU during the current |egislative session.
She wondered if it would be valuable for the legislature to
take the tinme to consider different financing options.
Al ternatively, she asked if there was no chance to nmake
changes until the legislature found out later on that it
woul d pay danmages and perhaps ot hers.

M. Mayer replied that if he was a legislator his answer
would depend on his interpretation of the off-ranp
provisions. He referred to a comment he had received froma
| egi sl ator that off-ranps appeared to always |ead to an on-
ranp. He pointed to the state's nunerous rights to
termnate the contract, but if it wanted to proceed wth
the project or a simlar project, it would need to offer
the right to TransCanada to participate on sinmlar terns
(wth the exception of the cost of debt and equity
negoti ated based on conditions at the tinme). He would want
a good understanding of the situation; if the state wanted
to "go it alone" at sone point in the future for a better
deal it could comunicate its cost of capital and its
openness to offers that were conpetitive. He would feel
nore confortable | ocking down the partnership at present if
there was a possibility of exiting the contract in the
future. He added that he would feel increased anxiety about
commtting to the agreenent at present (before the state's
financing capabilities and other itenms were known) if he
t hought there woul d be potential for dispute in the future.

3:44: 27 PM

Representative WIson asked what the state should do. She
remar ked on gaining understanding about what the state's
relationship had to be with TransCanada and |imts that
would be put on the state. M . Mayer asked for
clarification on the question. Representative W]Ison asked
what the state should do related to the entire project.

Co-Chair Austernman interjected and pointed to the noted
broad nature of the question and the limted neeting tine.
He planned to have enalytica address the committee again.
Bl ack and Veatch would also be available if the commttee
wished to hear from them again. He relayed that tax
consul tant Roger Marks woul d al so present to the commttee.
He noted that the committee did not currently have a bill
before it. He asked nenbers to submt questions to his
office; his office would submt themto the consultants. He
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relayed that DNR and DOL woul d al so have an opportunity to
wei gh in.

Representati ve Gara fol | owed up on Representati ve
Costello's question related to selling the state's LNG He
stressed that the issue was a big concern because the
| arger oil conpanies were experienced at marketing gas. He
was not conforted to hear that the conpani es knew the issue
was a big concern to the state and that they would deal
with it. He stated that the conpanies would do what was
best for them He understood the point that the state may
not want to commt because a better option nmay cone al ong;
however, he wondered what would be wong with including the

option for the large three to sell its gas in |legislation.
He relayed that the concept was not foreign; currently the
conpanies were selling the state's oil. He asked the

consultants if they could help wth an anendnent to
| egi sl ation.

3:49: 27 PM

M. Mayer replied that the HOA contenplated the option. He
believed the question related to how nuch the state wanted
to lock in at present versus later. Part of the issue
related to how nuch was known about the project structure
and other possibilities. He referred to joint venture
projects worldwi de where the joint venture collectively
mar keted LNG and participants each take the proceeds
respectively. Under the joint venture structure the
participants did not conpete against one another and the
project marketed the gas. There were other projects that
included a joint venture where LNG sales were conpetitive
bet ween each conpany with their own off-take entitlenment
and obligation to sell their own share. The HOA outlined
that the parties would negotiate to have the three
producers nmarket the state's gas if a satisfactory
agreenent could be arranged. He observed that the issue was
clearly the biggest sensitivity for the state. He believed
the state should only proceed with taking equity and with
gas in-kind if it could satisfactorily resolve the issue.
He reiterated that the HOA did not commt the state, but
stipulated that the state would satisfactorily resolve the
issues if it could. He relayed that it was the start of a
| ong negotiating process; there were many things that could
be worked in and that would be better understood once the
project was better understood. He noted that the state
could include nore restrictive |language in the |egislation,
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but there were also a range of possibilities where it would
be in the state's best interest to remai n open.

M. Tsafos added that it would be necessary to know the
terms if legislation included an option specifying that
Exxon, BP, and Conoco had to sell the state's gas. He
detailed that unless the state determned what the
conpanies would charge to sell the gas it would not have
resolved as nuch of the problem as it may |ike. He
addressed whether the agreed upon deal was good or not. He
stated that the world of marketing LNG was bizarre and
nontransparent. He pointed to Australia and noted that
price discovery basically consisted of gossip. He stated
that the bottom line was that what the market was and the
price that was accessible becane extrenely obvious when
marketing gas. He added that it was not very difficult to
assess whether a contract was in line wth market norns;
the gas price transaction world was small. However, it was
not possible to predict whether in hindsight a deal would
turn out to be bad; the involvenent of oil conpanies was no
guarantee of a good deal. He relayed that oil conpani es had
signed long-term LNG deals that they regretted at present.
He conmuni cated that as the state went through the process
it would realize that judging whether it had a good dea
may not be as nuch of a concern.

3:54: 20 PM

M. Mayer added that as the state went through the process
it would gain a better understandi ng about what constituted
a reasonable comercial relationship with conpanies. He
relayed that it was possible to firm up the sale of the
state's share of gas in current legislation, but it would
be done with nmuch |ess know edge about the project, the
mar ket, and a whole range of conditions, which may not be
in the state's interest.

Co-Chair Austerman wanted to cone back to the discussion.

Vice-Chair Neunan referred to earlier testinmony that the
best way to reduce the state's risk prior to FID related to
the ability to change the financial agreenents. He wondered
how the state would inplenment the advice in the current
gasline |l egislation (SB 138).

M. Mayer answered that the |egislation under consideration
by the legislature would establish a tax structure that
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woul d enable a discussion of in-kind versus equity and
woul d authorize a negotiation process wth producers to
establish the details. The Ilegislation also created a
process where legislators would be briefed in executive
sessions on negotiations as they occurred (there would be
an extended period where +the admnistration was in
negotiations wth producers and TransCanada). Once the
negoti ati on process had concluded (in over two years' tine)
the terns would cone before the legislature for approval.
He surmised that once the terns had cone back to the
| egi slature for approval there would be relatively little
ability to influence the precise details. He noted that it
was crucial what happened in the negotiation process and
how the executive session briefings worked, how frequent
neetings would occur, how nuch detail |egislators would
have access to, and how much ability there would be to make
it clear if the state did not |ike certain aspects.

Vi ce-Chair Neuman wondered if the consultants had seen a
financial agreement where the state or sovereign owner of
gas was paid in royalty and in production tax in an in-Kkind
form

3:59:15 PM

M. Tsafos replied that in the najority of countries wth
LNG the sovereign was a participant with access to and
mar keting of the gas. There were a few places in the world
where the sovereign acted purely as a tax and royalty
authority (e.g. the Lower 48 and Australia); however, in
the vast mjority of countries with LNG projects the
sovereign participated as an investor and took ownership of
the gas. In sonme countries the sovereign was very active as
an investor and narketed the gas (e.g. Qatar owned ships
and regasification termnals and was active in narketing
the gas). Oher sovereigns were nore passive and |et
international oil conpanies market the gas on their behal f.

M. Myer added that there was one aspect that was unusual
which related to the specifics of turning royalty and tax
into a gas share. He characterized it as a hybrid approach
conpared to the nore traditional North American tax and
royalty regime. A structure where the state was an investor
and participant was not a typical arrangenent; however, its
goal of state participation in the project was conmnon.

Vice-Chair Neuman surm sed that the answer was no.
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M. Tsafos replied that typically the state would own 25
percent of the upstreamrather than turning royalty and tax
into a 25 percent share.

Co- Chair Austerman thanked the consultants for their tine.
He addressed the paradigm shift in the state from pocketing
tax to nmoving to a profit base by converting tax into a
sellable product. He believed the public would need to
weigh in with its preference at sone point over the next
year and a half. He reiterated his request for conmmttee
menbers to provide questions to his office.

4:02: 33 PM
RECESSED

#
ADJ OURNIVENT

4:02: 33 PM

The neeting was adjourned at 4:02 p. m
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