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1: 35: 52 PM

M. Marks began his presentation with slide 2: "Roger Marks
- Background."” He disclosed that he worked in a private
consulting practice in Anchorage specializing in petroleum
econonmics and taxation. From 1983 through 2008 he was a
senior petroleum economist wth the State of Al aska,
Depart nment of Revenue Tax Di vi si on. One of hi s
responsibilities was to assess the North Slope gas
commerci alization issue which he continued to do over the
course of his 25 years of service. He pointed out that over
a fifteen-year period in the 1980s and 1990s he was |ikely
the only state enployee |ooking at the gas issue. He
participated in various study groups with the producers on
liquefied natural gas (LNG, pipeline gas, and gas to
liquids. He also woirked on the Al aska Stranded Gas
Devel opnent Act under Governors Tony Knowles and Frank
Mur kowski. He reported that since leaving the state he
publi shed on Alaska Gasline |Inducenment Act (AGA) in a
couple of journals and through his wrk wth various
clients he continually assessed conmmercialization potential
of North Sl ope gas.

1: 36: 58 PM

M. Marks continued with sone background explaining that in
early February 2014 he was asked by Senator Kevin Meyer
through the Legislative Budget and Audit Commttee to
prepare an evaluation of the gas proposal. He issued a
report in md-February 2014 which nenbers had in their
packets. He announced he would be addressing sone of the
findings in his report and indicated he would be offering
sone oObservations, sone suggested questions, and sone
options to consider. He turned to slide 3: "Qutline":

1. Introduction: Market and Ti mi ng Landscape
2. Hi-1evel Decisions

a. In -Kind Gas

b. Regul ati on

c. Omership
3. Role of AG A in Proposal

1: 38: 21 PM

M. Mar ks di scussed slide 4: "I ntroducti on: Mar ket
Chal | enges":
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o« Conpetition
o Twice the amount of supply as there is denmand in
Asia in 2030
e Pricing
o Prices appear to be falling
» Buyers realize sellers were making w ndfalls
at prices linked to high oil prices and
i ncreased conpetition anong sellers
o Conpete based on cost
» Size Burden
0 Need to capture large increnental share of market
in short amount of tine
o Higher breakeven price than nuch of t he
conpetition.

M. Marks reported 19 countries outside the US wth
functioning LNG projects that were |ooking to serve the
Asian market. He continued that there were 5 additional
projects in the advanced stages of narket assessnent, also
hopeful of supplying Asia. He made the point that if the

2009 nuclear enbargo was lifted, the 1,200 trillion cubic
feet of gas sitting in the shallow waters of Iran would
beconme an available supply as well. He furthered that the

Fukushi ma disaster in Japan in 2009 [2011] took all of
Japan's nuclear capability offline, which accounted for 30
percent of its energy denmand. Japan replaced its resource
with gas causing the country's energy prices to rise. The
Japanese government was very interested in bringing nost of
its 48 nuclear plants back online. He reported that only 4
of the 48 plants were affected by the Fukushim disaster.
The remaining plants were in good condition. He relayed
that Japan was also interested in accelerating its coal
devel opnent and noving away from the wuse of gas. He
informed the commttee that China started to explore shale
and coal -bed nmethane and had access to great quantities of
pipeline gas from Russia. He surmsed that despite
encouragi ng market growth prospects in Asia and in |ooking
at the consensus and nost of the forecast, there would be
twce as nmuch supply of LNG as there would be demand in
Asia by the year 2030.

M. Marks noved to the topic of pricing. He stated that,
until recently, LNG prices in Asia were oil-linked causing
prices to be high, especially as oil and gas prices
wor |l dwi de seenmed to be coupled over the last 10 to 15
years. He continued that the |ink appeared to be weakening
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as buyers in Asia realized producers were making a w ndf al

on oil-linked prices and as conpetition to sell gas to Asia
increased. Previously, LNG prices were around $18 per
million British thermal units (BTU) in Asia, as reflected

in old contracts. Newer contracts were being let at prices
as low as $6 to $12 per nmillion BTU

1:41: 34 PM

M. Mrks reported that Rice University's sophisticated
world gas marketing nodel showed that oil prices in Asia
would be about $5 per mllion BTU over Henry Hub's
prediction. The long-term forecast for Henry Hub was a

price of around $5. |If Rice University's nodel was
accurate, Asia's price would be $10 per mllion BTU, much
lower than what it had been. He furthered that, going
forward, prices would continue to fall, and conpetition

woul d have to be based on cost.

M. Mirks pointed out that Alaska was at a disadvantage

regarding cost. He nentioned the size burden of the
project. The cost estimate for the total project was $45
billion to $65 billion including the gas treatnent plant,

the pipeline, and the LNG facilities. The cost estinate was
done four years earlier and did not account for inflation

Al aska was the only LNG project in the world that would
have a pipeline of its magnitude. Al aska required the
| argest and |ongest pipeline to bring gas to the point
where it would be liquefied. He elaborated that, since it
was such a big and expensive pipeline, Al aska would need
| arge quantities of gas to run through it to | ower the per-
unit price. He stipulated that the gas would have to be
sold in a short anpunt of tinme, otherwi se, a pipe would sit
half enpty for several years hurting Al aska's econom cs.
The producers worked to find the ideal pipeline size |large
enough to bring the per-unit cost down but not so big that
the volume of gas could not be sold. The volume of Al aska's
project would be lower, and the per-unit cost would be
hi gher. He nentioned that in Asia discreet sales could be
made wutility-by-utility, unlike the United States. Al

three producers [BP, ConocoPhillips, and ExxonMbil] would
have to sanction the project individually in order for the
project to nove forward. The Asian nmarket was only grow ng
at a rate of 2 billion cubic feet (BCF) per day, per year

Al aska's project would generate 2.4 BCF per day, per year

He suggested that if it took 4 years to get the gas into
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the mrket Alaska would capture 30 percent of the
i ncrenental market each year, an anbitious goal.

1:44:50 PM

M. Marks noved to slide 5: "New LNG Projects are
Expensive.” He pointed out that breakeven prices were
estimated at $8 to $13 per nmllion BTU in Asia. H's
breakeven estimate for the North Slope project, depending
on what hurdle rate the producers used and the cost of the
project, fell between $11 and $17 [per million BTU]. Al aska
was one of the higher cost LNG projects.

1: 45: 28 PM

M. Marks advanced to slide 6: "Timng Landscape":

e Ternms set up today will determ ne
0 Risks to state
0 Cost of capital
» Long-term gas revenues
= What Al askans pay for gas in the future
e Options: A nodified deal which may take a few nonths
to put together could create nore |ong-term benefits
to state

M. Marks conmuni cated that the state needed the project to
begin as soon as possible, and terns set at present would
determne two inportant things going forward; the risks to
the state and the cost of capital. He used the exanple of
interest on a thirty-year honme nortgage to explain that the
cost of capital determned gas revenues and rates to
consuners. Lower terms on capital costs for the pipeline

would save significant dollars over the Ilife of the
project. He suggested the state consider a nodified deal
that, if available, would ultinately |ower costs for the

state and for consuners.

1:47:49 PM

M. Mrks referred to slide 7: "Hi gh Level Decisions under
Proposal ":

 State takes its production taxes and royalties as in-

ki nd gas
* Tariffs and expansions will not be regul ated
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e TransCanada (and perhaps SOA as partner) wll own
share of GIP and pipeline, and SOA will own share of
LNG facilities, comensurate with state’s share of gas
(about 25%

e Designed to am cably transition out of AGA

M. Mirks stated that tariffs would be regulated under
Section 3 of the Natural Gas Act geared for LNG inport and
export termnals and did not cover tariff and expansion
terms. As a result, in order to get reasonable tariffs and
expansion terns the state was interested in owling a
portion of the project.

1:49: 12 PM

M. Marks detailed slide 8 "In-Value vs. In-Kind Gas"

* Hel ps out the econonics of the project considerably
 If the state takes its royalties and taxes in val ue:

o The producers pay for 100% of the capital cost,
incur 100% of the capital risk, but only get 75%
of the revenues

o Producers pay to state in taxes and royalties an
anount of noney equal to 25% of the gas

o They slowy recover over tinme the cost of the 25%
of the capital costs they laid out for the
state’s share through the tariff deduction

o But at a mdstreamrate of return, which is |ower
than the upstream

0o This waters down their rate of return

 Wien the state takes its taxes and royalties as in-
kind gas, the state assunmes the capital commtnent for
its capacity either through ownership or taking on a
firmtransportation commtnment with a third-party

e The state does not need to own the pipeline to take
the gas in-kind

M. Marks explained that currently with the Trans-Al aska
Pi peline System (TAPS) the producers realized a mdstream
return of 8 percent. Producers anticipated a m ni mum hurdl e
rate of approximately 10 to 12 percent based on where they
were | ooking for a return on the upstream and the project's
risks. Taking the oil in-value watered down the rate of
return. He also noted that the upstreamrate of return not
watered down with the mdstream increased the producers’
rate of return by 1 or 2 percent. The breakeven price
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dropped from $1 to $2 per mllion BTU, a significant anmount
based on the scale of the project. He added that, in terns
of alignnent, taking the gas in-kind was nore inportant.

1:51: 23 PM

M. Mar ks revi ewed slide 9: "Firm Transportation
Conmi t ment s":

 Wien the state takes its taxes and royalties as in-
kind gas, the state will take on a long-term firm
transportation liability (debt) to TransCanada (on the
portion of the 25 percent the state does not own).

* Ship or pay regardless of cost, market, reserves
e Used by pipeline conpany as collateral for financing

e TransCanada will have priority clains on projects cash
flows

M. Mrks elaborated that a firm transportation (FT)
commtnment was not an operating expense but a capital
obligation. It did not vary with operations. In financial
terns, TransCanada would becone the mddleman; the state
would sign the FT commtnent, TransCanada would take the
commtnment to the bank, the bank would give TransCanada
cash to build the pipeline, and the state would owe the
noney to TransCanada. He stated that whether the state
owned the pipeline itself or took the FT commtnent, the
obligation and | oss of debt capacity would be the sane.

1: 53: 58 PM

M. Marks advanced to slide 10: "Debt Capacity and In-Kind
Gas":

e State policy is for debt service to be not nore than 8
percent of general fund unrestricted revenues

e Investing in the project will put the state 2-3 tines
over that anount

e It has been suggested that having TransCanada as a
partner would reduce the debt service relative to
state ownership

* The debt fromtaking the FT wth TransCanada w || have
a greater inpact on the state's debt capacity than
debt used to finance ownership
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M. Mirks gave an exanple that if the state owned $1

billion of the project and financed at 70 percent debt and
30 percent equity, the debt would equal 70 percent of $1
billion. If the state took a FT conmitnent to TransCanada

for $1 billion, it would be $1 billion of debt.

1: 55: 21 PM

M. Marks turned to slide 11: "Marketing the In-Kind Gas":

» By taking gas in-value the state benefits from sone of
t he best marketers in the world
e Consider linking in-kind provision with agreenent by
producers to market state's gas with their gas at the
sanme price they got
o Oherwise, risk that state may be nmarketing at
prices considerably |ower than producers, which
could result in |osing noney

M. Marks reported that with the in-value system where the
state received a share of what the producers received
through taxes and royalties, the state would benefit from
some of the best gas marketers in the world, the gas
producers. The producers would market the gas for no fee to
the state. Under Section 8.3.3 of the Heads of Agreenent
(HOA) it stated that the producers would be wlling to
negotiate an agreement to purchase and dispose of the
state's in-kind gas. He suggested the state consider
linking the gas in-kind option in an agreenment wth the
producers, where producers would market the state's gas
with their owmn (including pricing) at no cost. Wthout such
a provision, the state stood high risk. He explained if the
three producers sanctioned the project, the state would be
passively drawn into participating. The statute for
taxation specified that producers had the ability to pay
their taxes and royalties in-kind, they could. Once they
did so, the state would be forced into an FT conmm tnent
with TransCanada. In reading the MOU with TransCanada, he
found that the state would have to take the FT before the
front end engineering design (FEED) started, at the end of
prelimnary front end engineering design (pre-FEED), which
was not a customary arrangement. Usually, to get to pre-
FEED, a conpany started filing its docunents wth the
Federal Energy Regul atory Conm ssion (FERC), where the open
season started. Potential shippers then took out precedent
agreenents, nmuch less binding than firm transportation
agreenents. Under the Menorandum of Understanding (M) the
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state would have to take a firm transportation services
agreenent before feed started; before the final cost, debt,
and equity costs were known; and before being able to
assess the nmarket. The construction period, if sanctioned

would be 5 years. If the producers got to the market first,
they would likely get the highest prices and the best
mar kets. Even given a tight economc climte, the project
would still potentially be feasible for producers by a
small margin. However, if the state ended up marketing
behind the producers and thus procuring less for its gas,
it could nean a loss for the state. In addition if the
state was conpeting with the producers in the sane narket
it could reduce the price it obtained in Asia if the buyers
tried to play the state against the producers. GCetting the
producers to sell the state's gas was exactly what happened
with the in-value system He concluded that the state would
have nore bargai ni ng power than through negotiation.

1: 59: 20 PM

M. Marks discussed slide 12: "B. Regul ation”

» Proposal under Heads of Agreement (HOA) is for FERC to
regul ate under Section 3 of the Natural Gas Act

o Mainly designed for licensing the siting,
construction, expansion, and operation of LNG
i mport or export termnals

o Terminals include facilities used to transport
and process gas

o0 Appears this would be the only pipeline in the
US where tariff for consuners' gas is not
regul at ed

* No regulation of tariffs or expansions
o To get reasonable tariffs and expansions, state
owner shi p necessary
o Uncl ear what happens as in-state needs expand:

M. Mirks stated that, as specified by FERC, an LNG
termnal included a treatnment plant and a pipeline. Based
on FERC s definition, the current proposal would not have
any regulations on tariffs or expansions. In the Lower 48,
where Section 3 was used and included pipelines, there were
interstate pipelines that delivered gas to consuners; FERC
regul ated the pipelines under Section 7. After consulting
with research staff from the National Association of
Regulatory Utility Conmm ssioners, the National Regulatory
Research Institute, and the Texas Railroad Comm ssion, he
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di scovered that the proposed pipeline would be the only one
in the United States in which tariffs for consuner gas were
not reqgulated. Under the proposal, the pipeline would not
be a common carrier or a contract carrier. He continued
that the pipe would essentially be four industrial feed
lines fromthe North Slope to Asia. He concluded that the
way the proposal was desi gned, state ownership was
necessary in order to get reasonable tariffs and
expansions. He also surmsed that the state's capacity
woul d possi bly becone the expansion source of |ast resort.

2:01:57 PM

M. Marks directed attention to slide 13: "Exanple -
Initial Gas disposition (billion cubic feet per day)":

Initial Gas Disposition (billion cubic feet per day)

Total Gas 2.4 bcf/d
State Share 25 percent
State Gas 0.6 bcf/d

To Fai r banks (0.05 bcf/d)
State Gas to Asia 0.55 bcf/d

M. Marks suggested that in five years if Cook Inlet
production started to decline wthout the prospect of
recovering and Southcentral Al aska needed 0.2 bcf/d, it
would be difficult to ensure production of available gas.
Long-term contracts with Asia would prevent any obligated

capacity from being redirected for in-state wuse. He
volunteered that the state could request the U S
Departnent of Energy revoke the export |icense based on

i ndi genous consunption need. He recommended the state
consult with the departnment for nore information. He also
suggested including language in the enabling |egislation
that would conpel producers to produce gas if needed for
in-state consunption. Under current |ease terns it was not
possible for the state to do so. He suggested that 0.2
bcf/d was a relatively small quantity of gas, and an
alignment of interests between the state and the producers
woul d be necessary. He recomended the state negotiate with
the producers about the possibility of expansion if
additional in-state supply was needed after the pipeline
was runni ng.

2:04: 41 PM
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M. Marks addressed what the producers would charge the
state for their gas. He asserted that w thout regulation in
pl ace a transparent netback price would not be available to
determ ne a reasonable purchase price. He suggested adding
a provision be added to the legislation requiring producers
to sell their gas to the state, designated for in-state
use, at a reasonable price. He furthered that simlar
provisions were used in the state's tax statues.

2:06: 05 PM

M. Marks reviewed slide 14: "Benefit of Regulation of
Monopol y":

e Precedent for Regulatory Commssion of Alaska to
regulate in-state and export pi peline and gas
treat ment under AS 42.08

* Regulation is the trade-off for privilege of natural
nonopol y

* My enhance market efficiencies to have transparent
pi pel i ne cost

 State may be conflicted as pipeline owner or partner
to pipeline owner for accountability

M. Marks explained that only one pipeline would be built.
The state would grant a right-of-way |ease giving the owner
of the pipeline a nonopoly on the business of transporting
gas. He remarked that Section 3 of the Natural Gas Act was
not designed to deal with a nonopoly power over a gas
pipeline in a marketplace setting where consuners receive
gas directly. Currently, there was a very efficient system
in place for small producers to get their oil to market.
The only producers shipping gas on Trans-Al aska Pipeline
System (TAPS) were British Petroleum (BP), ConocoPhillips

and ExxonMobil. It would be very inefficient for small
producers such as Anadarko, Pioneer, EN, and others, to
get into the gas transportation business based on the
vol ume of gas they produce.

M. WMarks elaborated that prior to the Exxon-Valdez spil

many of the producers shipped their oil on other producers’
tankers, an agreenment called, "contract of affreightnent.”
After the Exxon-Valdez spill the small producers started
selling to the "big-three" producers who then transported,
shi pped, and sold the gas. The small producers took a
slight reduction in their selling price, but in doing so
avoi ded taking on oil spill risk. Also, the netback costs
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of the oil on the slope renmained transparent. However, wth
the new legislation, the netback value on the North Sl ope
woul d be a conpl ete unknown except to the pipeline owners.

M. Marks argued that the pipeline owners would have the
opportunity to exploit their nonopoly, possibly inpeding
commercial activity and hanpering the small gas producers
from exploring for and developing gas on the North Sl ope
He also noted that if TransCanada had 25 percent capacity
of the pipeline in partnership with the state to deliver
gas for in-state consunption, one of the nobst significant
roles of regulation would be to nake sure there was
responsi ble and prudent spending by the owners of the
pi peline. However, in the proposed case the owners would
have a nonopoly, incurring costs and passing them through
at their discretion. The owners would be able to make
hi gher equity investnents and earn higher investnent
returns without having to be responsible and prudent in
their spending. He expressed his concerns that there would
be no neutral place for the consuner to go with a grievance
wi thout regulation in place. In the proposed regulatory
arrangenment the state would potentially be conflicted in
terms of accountability. He saw accountability problens for
prudent spending as one of the issues to be concerned with
under the proposed regul atory arrangenent.

2:12: 00 PM

M. Mar ks di scussed slide 15: "C. Ownership and
Part nership":

* Need for ownership due to no regulation on tariffs and
expansion, and for lower tariffs

» State does not necessarily need partner for expertise

assi st ance

o Producer expertise

AGDC expertise
TransCanada' s expertise in gas treatnment unclear
To the extent there is not a need for expertise,
if the state needs a cash partner, it does not
necessarily need a pipeline conmpany partner, but
a general investnment partner

o OO

M. Mrks recounted the agreenent explaining that the
state, in partnership wth TransCanada, wuld own 25
percent of the pipeline commensurate with its share of the
gas. TransCanada would own the pipeline and the treatnent
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facility with an option for the state to buy into its 40
percent. He el aborated that the state would own 100 percent
of the 25 percent state share of the LNG facility. He
guestioned whether the state needed ownership, and if so,
whether it needed a partner. He opined that under the
proposed regulatory structure there was a need for
ownership due to the lack of regulation on tariffs and
expansion and for lower tariffs. He reported three reasons
outlined in the regulatory structure why the state needed a
partner. First, the state's debt limt problem would be
reduced by having a partner and taking an FT conmmtnent
with TransCanada. Second, a partner would bring expertise
to the project. Third, the state needed a bank. He did not
did not necessarily agree that the state needed a partner.
As he discussed earlier having a partner and taking an FT
commtrment with TransCanada would actually increase a debt
l[imt problem He argued that the state would already have
the expertise it needed from the producers. He also
enphasi zed that the state would have the Al aska Gasline
Devel opnment  Corporation's (AGDC) expertise. Under the
current proposal nearly half of the cost of the project was
for the LNG facility which would be owned by AGDC wi thout a
partner; AGDC would be allowed to take on contractors but
woul d have full ownership of the facility.

2:14:40 PM

M. Marks stated that under the Al aska Stand Al one Pipeline
(ASAP) AGDC was appropriated nore than $400 million to own,
build, operate, and finance the in-state line wthout a
partner. The size of the bullet line project was roughly
equivalent to the state's 25 percent share of the AKLNG
proj ect .

M. Marks noved on to discuss the gas treatnment plant and
the pipeline. In looking at financial reports he commented
that it was wunclear how much gas treatnment experience

TransCanada had. He clained they were world-class
transporters of oil and gas, had businesses in power
generation and gas storage, but |lacked nuch or any
experience in gas treatnent. He furthered that when

TransCanada originally submtted its AGJA application it
did not want to do gas treatnent. TransCanada cane back
wth a gas treatnent contract with URS Corporation at the
request of the state.
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M. Mrks suggested that if the state needed a cash
partner, it did not necessarily need to partner with a
pi peline conpany. He communicated that a general investnent
partner, such as a large investnment bank or a private
equity firm may be a better fit. He also alluded that
finance funding could cone from the Al aska Permanent Fund
to the tune of approximately $3 billion. The state could
invest it at 11 percent, less than TransCanada, and bring
an 11 percent return which was a very equitable return.

2:17:14 PM

M. Marks discussed slide 16: "State Does Not Necessarily
Need Partner for Cash or Lower Tariffs: 2011 Ctigroup AGDC
Fi nanci ng Pl an":

Possi bility of 100% debt fi nancing
o Conbination of revenue bonds and state backing
0 Appears to be less risky than ASAP pl an
0 Possibility of deferring nost cash outflows until
gas starts flow ng
o May have short-term inpact on credit rating that
woul d reverse once gas revenues start comng in
e Possibility of t ax- exenpt bonds through Al aska
Rai | r oad
o Directed at industrial devel opnent projects
0 Requires IRS private letter ruling
0 Reduces <cost of debt about 25% relative to
t axabl e debt
 Wuld require potentially no or little equity (cash)
before gas starts flow ng
» To the extent the state does not need a cash partner
its good credit rating and potential for tax-exenpt
debt could result in a | ower cost of capital

M. Marks reported that AGDC brought in Ctigroup to put
together its financing plan in 2011. Citigroup discussed
the possibility of 100 percent debt financing through a
conmbi nation of revenue bonds and state backing. The 25
percent AKLNG project appeared |less risky than the stand-
al one project in many regards. The stand-al one project was
projected to be approximately $8 billion, whereas the cost
of the AKLNG project would only be slightly nore. The
i nvol venent of the big-three producers would make it |ess
risky for investors, and there would be nore gas revenue
comng to the state to underpin the debt.
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M. Mrks suggested that, with 100 percent debt financing,
cash outflows could be deferred until gas was flow ng. He
continued that the state could experience sone short-term
inmpact on its credit rating that would be reversed once gas
revenues started coming in. The inpact would |ikely occur
within the first five years. The only time this could
become a problem was if there were gas purchase agreenents
in place and creditors felt confortable that high gas
prices would be comng in after construction.

2:19: 22 PM

M. Mrks discussed tax-exenpt bonds through the Al aska
Rai | road Corporation. Wen the state purchased the railroad
fromthe federal government in 1983 part of the |egislation
that conveyed it to the state opened up the opportunity for
the railroad to issue tax-exenpt debt. The purpose was to
add to industrial developnent projects. He stated that
Senator Ted Stevens authored the |egislation and believedit
woul d open the door for the state to get tax-exenpt debt
through the railroad. Citigroup also believed it was a
possibility. He furthered that in order to get tax-exenpt
debt the state would need a private letter ruling fromthe
I nternal Revenue Service (IRS). A legal argunment needed to
be made to the IRS, which would be costly to assenble,
approxi mately $100 thousand or nore. He explained that tax-
exenpt debt financing ran about 25 percent less than
conventional debt. If the state could get tax-exenpt debt
it would be a trenendous benefit to the project; 100
percent | ow cost debt financing would require little or no
equity wup front prior to gas output. The state's good
credit rating and potential for tax-exenpt debt would
likely result in a |lower cost of capital to the extent the
state did not need a cash partner. Hi gher revenues, |ower
tariffs, and lower cost gas to Al askans would also follow
He suggested the state bring in Ctigroup as a consultant.

2:21:51 PM

M. Marks discussed slide 17: "Ownership: Risk of Failure
to Sanction":

e« Sponsors could spend over $2 billion to get to FID and
have a project not materialize, of which SOA would be
responsi ble for 25% regardl ess  of whet her it

exerci sed ownership option wi th TransCanada
e Are producers better equipped to handle that risk?
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o Diversification — sone of their other prospects

will get sanctioned
o Finite capital conpeting not only for gas, but
for oil

o Where other countries do share this risk, the
t akes are higher

 WIIl this mney nmake a material difference to the
viability of the project?

o The nore interested the producers are in the
project, the less they need state noney. The |ess
interested they are, the nore the state should
avoid this risk.

» Bal ance:
0 How near tipping point
o Probability of Project
o Size of the prize
o How material is $600 mm

e Could pursue arrangement with producers to buy in to
project once it is sanctioned (or at |east after pre-
FEED) and re-pay feasibility costs with interest

M. Marks stated that the project could be stopped at any
poi nt. The purpose of the FEED process was to spend noney
to narrow cost uncertainties. At the tinme of entering pre-
FEED, cost wuncertainty would be in the area of 20 to 25
percent, too uncertain for going forward. He reconmended
spending noney to get to the point where there was a
confidence level of plus or mnus 10 percent. He opined
that it would take about 3 to 5 percent of the total
project cost to get to the proposed level of confort,
reflected in the $2.2 billion that was estinated to get
t hrough pre- FEED and FEED.

M. Marks discussed the challenge of developing a gas
mar keting plan w thout knowi ng costs. He specified that the
state needed to ensure that it could generate enough incone
to cover its costs. He indicated that there were nultiple
reasons why the state could spend a lot of noney and still
wal k awmay with nothing. Oher projects could step into the
mar ket, prices could crash, and exchange rates coul d change
unfavorably affecting gas prices. He was uncertain if the
state should take the risk of ownership and wondered if
producers were better equipped to handle the exposure. He
asserted that the producers had diversification in their
favor conpared to the state. He explained that conpanies
had a finite amunt of capital and asserted that the
current project was conpeting with other LNG projects as
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wel | as higher value oil projects. The producers were the
active decision nmakers while the state was the passive
recipient.

2:24: 44 PM

M. Marks referenced the Denali project that BP and
ConocoPhillips took on a few years ago. He stated that
their goal was to spend $600 nmillion to get to open season
wi t hout an i nducenent act, HOA, MU, or state
participation. He clained that in other countries, where
they took the risk of incurring the costs of feasibility,
they were limted to national oil conpanies where the
governnment takes were nuch higher than Al aska's potential
project. Additionally, he stated that what the producers
spent on sanctioning costs would be paid for through state
and federal government inconme tax deductions. He also
claimed that the narket cap of the big-three conpanies was
about $750 billion, dwarfing the state.

M. Marks posed the question whether the nopbney the state
spent would nmake a material difference to the viability of
the project. He believed there was a tipping point where
state participation would make a difference. However, there
was no way of knowing where the tipping point was. He
asserted that the nore interested the producers were, the
| ess they would need the state's noney for feasibility. The
|l ess interested they are in the project, the nore the state
shoul d stay away fromthe risk

M. Marks commented that there was a balance between the
ti pping point, the probability of the project, the size of
the prize, and how materially it would be if the state
invested $600 million and canme away with nothing; AGA did
that with $350 mllion. He stressed that what the producers
needed was | ong-term alignment.

2:27:11 PM

M. Marks discussed slide 18: "Role of A A in Proposal":

e Public coments by adm nistration:
0 Aggressive tine frame to get gas to market
0o Desire to avoid potential Ilengthy and costly
| egal fight over ending AG A |icense
o Proposal designed to end AG A license am cably
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e Appears plan was crafted (at least in part) around
giving TransCanada a material role to avoid potenti al
AG A liabilities

e License project assurances (treble damages) clause in
AG A

e Could there be better terns if state was not so
constrai ned by AG A?

M. Mirks clained that if the state proceeded without
TransCanada there would be a risk of l|egal and financial
exposure through the |icense project assurances clause in
AG A which asserted that if the state gave preferenti al
tax treatnment or a grant of state noney for a conpeting
project it had to pay TransCanada three tines what it
spent. In referring back to the public comments made by the
adm nistration, he believed that the state was placed in a
poor bar gai ni ng position in crafting ternms W th
TransCanada. He wondered if better ternms could be agreed
upon if the state was not so constrained by AGQ A

2:29:15 PM

M. WMirks discussed slide 19: "Areas Were State Could
Possi bly have Better Terns If It Had No Partner":

e Possibility of full ownership of 25 percent share of
GIP/ Pipe with 100 percent debt financing and possible
t ax- exenpt debt

e Lower cost of capital: higher gas revenues/|ower cost
gas to consuners

e There is a msalignment of interests between shippers
and non-shi pper partners

M. Marks reported in the current project the state would
be the shipper and TransCanada woul d be the transporter. He
enphasi zed that the biggest risk of the project (other than
the market) was cost-overruns and expensive expansions.
TransCanada would make noney while the state would | ose
noney on overruns. TransCanada nade noney on its return on
equity; the higher the equity invested the nore noney it
made. He asserted that TransCanada did not have incentive
to be efficient with spending whereas it was critical for
the state to avoid cost overruns.

2:31: 09 PM
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M. Marks nmoved to slide 20: "Areas Were State Could
Possibly have Better Terns If It Had a Different Partner
(or could re-negotiate MOUJ) ":

Sharing failure to sanction risk

Share in benefit of |lower interest rates

Hi gher ownership share than 40% (of 25%

Better cost of capital terns in tariff

o TransCanada’'s terns are about the same as other
Canadi an pi pelines

o0 100% or tax-exenpt debt may be preferable

o Gven producer involvenent, terms  on existing
pi pelines may not be rel evant

PN

M. Marks relayed that the state could potentially
negotiate better ternms by putting the project out for
conpetitive bid or renegotiating the existing terns. He
reported that there were at |east ten pipeline conpanies in
Canada and the United States that were capable of doing
Al aska's project. He identified four areas of the MU that
could be adjusted to benefit the state. Currently, the
state assunmed all of the risk of failing to sanction. He
suggested that risk could be shared. He also proposed
sharing in the benefit of lower interest rates. Under the
current MOU TransCanada proposed a 5 percent cost of debt.
If interest rates were to go down and TransCanada were to
refinance at a lower interest rate it would not be
obligated to pass the lower interest rate on to the state.
The state would have to continue paying the higher interest
rate. A different partner could offer to share in the
benefit of lower interest rates. The state could also
negoti ate a hi gher ownership share than 40 percent.

2:34: 33 PM

M. Marks stated that the final area in which ternms could
be adjusted was better cost of capital terns. He recounted
that what TransCanada proposed was better than U S.
pi pelines under FERC, and what it received currently was
about the same as other Canadian pipelines. He suggested
that the 100 percent or tax-exenpt debt was preferable to
what TransCanada offered. Also, with producer involvenent,
terms on existing pipelines could be irrelevant. Private
equity firnms could cone in wanting |lower returns. Al so, the
state's portion of the pipeline was 25 percent. The
remai ning 75 percent belonged to the producers who were
wel | -financed, well-capitalized, well-notivated, and well-
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experienced. Oher entities could |ook at the project as
| ess risky than terns on existing pipelines. Another bidder
mght need a lower return and mght be willing to share
some of the sanction risk. He reiterated the inportance of
goi ng out for bids on such a significant project.

2:37:39 PM

M. Mirks directed attention to slide 21 titled "How Bound
is State by AQ A?":

* The easiest way out of AG A is abandonnment of the
proj ect as uneconom c (AS 43.90. 240)

e Oficial project planis still the pipeline to Al berta

* Uneconom c defined as:
“predicted costs of transportation at a 100
percent |oad factor, when deducted from predicted
gas sales revenue using publicly available
predictions of future gas prices, would result in
a producer rate of return that is below the rate
typically accepted by a prudent oil and gas
exploration conpany for increnental upstream
investment that s required to produce and
deliver gas to the project.”

e |If parties disagree it is settled by arbitration

e If it is found uneconomc - treble damages no | onger
apply

e Economcally, this would not be difficult to show

M. Marks defined an "uneconom c" project to be one that,
given predicted costs and gas prices, had a sub-economc
rate-of-return. He commented that the standard in statute,
referred to as a preponderance of evidence, was a |ow
threshold. He explained that if there was a 51 percent
chance that the pipeline to Alberta project was not
economc, the state would not be bound to the project.
Under AG A if the parties disagreed on the econonic
viability of the project, they would settle their dispute
via arbitration. He continued that if the project was found
to be economc then treble damages would no |onger apply
[ Note: slide reads "If it is found uneconomc - treble
damages no |onger apply"]. He asserted that it would not be
difficult to show that the project to Alberta was
uneconom c. He furthered that he had informal conversations
with Don Bullock, at Legislative Legal Services, who
believed that it would not be difficult to show that the
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project was unecononmic. M. Mirks reported that the nost
recent cost estimates for the project was $30 billion to
$40 billion excluding transportation costs from Alberta to
the Lower 48. He surmsed that today, given the cost
estimates of the project and the forecasted prices in the
Lower 48, the project would |ose noney. He disclosed that
currently there was approximately 1,200 trillion cubic feet
of gas available in the Lower 48 closer to the market at a
| ower cost than what Al aska could offer.

2:40: 41 PM

M. Marks discussed slide 22: "Fiscal Stability":

* Producers have continually expressed necessity
e Sone fiscal stability may be necessary
« SB 138 not stable

e Scope out producers intentions as to what constitutes
adequate stability.

M. Marks affirmed the necessity of fiscal stability. He
believed that it was a serious issue based on the history
of the state over the last 25 years. He opined that SB 138
inits current formwas not stable. He acknow edged the in-
kind gas provision but asserted that there was nothing in
the bill that would prevent a future |legislature from
comng in and inposing an additional tax. He suggested
approaching the producers to find out what they believed to
be adequate stability. He referenced Section 9.3.2 in the
HOA that addressed other ternms that nade the contract
predi ctabl e and durable. He did not want the state to be in
a position where it made a $600 mllion investnent just
before sanctioning only to have producers set an additional
stipulation such as a change in the constitution.

2:42:15 PM

Co-Chair Stoltze asked if the legislature had tinme to
expl ore everything M. Marks suggested.

M. Mrks stated that he had laid out sonme questions that
needed to be asked and sone options that needed to be
expl ored. He posed the question whether it would nmake sense
for the state to go forward before answering the questions
and exploring its options.
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Co-Chair Stoltze asked if enough tweaks could be nmde to
provide a higher level of <confort and certainty for
Al askans based on M. Marks' recommendati ons.

2:43: 37 PM

M. Marks responded wth caution by stating that he
understood the legislature did not want to be told what to
do. He reiterated that there were sone big questions to ask
such as whether the state should enter into the project
prior to the sanction point. He suggested putting a
nmechani sm in place where once the project was sanctioned
the state would enter into a conmmtnent with the producers.
The state would then have the tinme to arrange it's
financing and give the producers the long-term alignnent
they needed. The |largest alignnent between the state and
the producers would be for the state to commt to taking
its gas in-kind. He suggested that the state consult wth
Citigroup about financing options.

M. Mar ks recommended decl ari ng the AG A project
unecononmi c. The state would then be free to nove forward
wi thout TransCanada. He warned that iif the state was
bringing TransCanada in because of AGA the state was
really limting its options. He continued that if the
project was put out for bid it was possible that the state
would find out that TransCanada was an ideal partner. He
contended that in the case of large projects nost
businesses go out to bid in order to consider al
possibilities.

2:46:39 PM

Co-Chair Stoltze nentioned that the state would have
anot her chance to approve a contract and that a special
session mght be on the horizon for next year. He asked M.
Marks to elaborate on how mnuch the state would be
obligating itself in taking the next step.

M. Marks replied that his understanding of the enabling
legislation was that it elimnated the option of going
forward wi t hout TransCanada. He avowed hi s concerns.

Representative Gara asked about M. Marks' availability to

help with anmendnents if necessary. M. Marks confirmed his
availability.
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Representative Gara asked for clarification regarding M.
Mar ks' statenment about statute rather than negotiation.

M. Marks replied that, in terns of the state getting what
it wanted, it had much greater bargaining strength putting
sonething into statute than sitting down to negotiate.
However, he interjected that all parties should be
consi der ed.

Representative Gara expressed his concerns that if he did
not vote for the legislation the state would be saddled
with the Alaska Stand Alone Pipeline (ASAP) project. He
asked for further clarification. He also asked why M.
Mar ks t hought the project had a | ower risk than ASAP.

2:50: 22 PM

M. WMrks remarked that if he were a creditor |ooking at
the two projects he would be inclined to | oan noney to the
state for the AKLNG project because it appeared |ess risky
than the ASAP project. Citigroup said that under ASAP the
state could get $8 billion and possibly 100 percent debt
financing at good interest rates. There would be no
producer involvenent, and a nuch |ower revenue stream with
ASAP. The state would have a 25 percent buy-in,
approximately $11 billion, with producer involvenent, and a
hi gher revenue streamw th the AKLNG proj ect.

Representative Gara asked if the state should leave its
options open when considering the risks and benefits of
revenue in-kind versus revenue in-val ue.

2:52: 01 PM

M. Marks recomrended taking the gas in-kind and opined
that it was a powerful economic incentive for the producers
to continue with the project. In considering a project of
its magnitude being able to nove the rate of return by one
or 2 percentage points was significant. He also advised
including the stipulation that the producers sell the
state's gas with their gas at the same price, which he
bel i eved woul d renove significant risk

Representative Edgnon referred to slide 20. He asked M.

Marks if his recommendation would be to explore the four
itens listed prior to passing SB 138.
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M. Mrks responded strongly in the affirmative. The
legislation would wed the state to TransCanada, thus
removing the option for a Jlower cost of capital on
TransCanada's portion. He thought the exploration was
prudent in securing the best deal for the state.

Represent ati ve Edgnon brought up the difference between M.
Mark's analysis of the project and that of Black and
Veatch. He noted Black and Veatch's evaluation favored
TransCanada as a worthy partner for a nunber of reasons. He
cited a reduction in up-front costs to the state of $4
billion to $7 billion, and the expertise acconmpanying
TransCanada. He questioned why M. Mrks' assessnent of the
project differed so nuch.

2:54: 34 PM

M. Marks concurred that he disagreed on the points offered
by Bl ack and Veatch. He specified that if the state could
not get 100 percent debt and did not have the cash, there
were other possible investors who would conceivably be
willing to invest at lower rates of return. He nentioned
that he had | ooked through the conpany's financial reports
and did not find evidence to support TransCanada's
expertise in the business of gas treatnent. He encouraged
the state to have a candid conversation with TransCanada on
the subject. He spoke of access to studies done during the
AG@ A process of the pipeline between Prudhoe Bay,
Fai rbanks, and N kiski. He believed that the state already
had the expertise of the producers avail abl e.

Representative Edgnon asked about the state's current
financial obligation to TransCanada. M. Marks replied that
pursuant to the MOU no spendi ng had occurred.

2:56: 58 PM

Representative CQuttenberg asked why the project renained
vi abl e when there were cheaper, closer, and |arger volunes
of supply avail able on the narket.

M. Marks replied that all of the proposed LNG projects had
probl ems. The advantage of the AKLNG project was that the
gas woul d be produced and ready to go. Qther projects would
requi re developnent along wth production. However, the
advantage was offset by the cost of the pipeline. The
majority of other projects did not have to incur pipeline
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costs. Another big challenge of the AKLNG project was
bearing the cost of the treatnent plant, 25 percent of the
total cost. It was necessary for Alaska's gas to be treated
for carbon dioxide (CQ2) renoval. Both Prudhoe Bay and
North Sl ope gas contained about 12 percent CO2, higher than
average. In liquefying gas all CO2 nmust be renoved, driving
up costs.

Representative Quttenberg asked about tax-free debt.

M. Marks explained that if the state owned 25 percent of
the project and could acquire tax-exenpt debt, it could
issue tax exenpt bonds for 25 percent of the project,
unli ke TransCanada. Since the bond holders did not pay tax
on their earnings, they would accept |lower return rates on
t ax- exenpt bonds. He reported that generally tax exenpt
bonds were about 25 percent |ower than a taxable one, a big
savings in the cost of capital on the pipeline.

Representative (Quttenberg asked for clarification on
TransCanada's role to the state. He asked if the entity
woul d operate as a bank to the state.

3:01: 29 PM

M. Marks replied that TransCanada was a bank for the state
as well as a resource for its expertise on the pipeline.
Regardi ng the tax-exenpt debt, any piece that TransCanada
owned was a piece the state could not borrow against.

Co-Chair Austerman reiterated M. Marks' coment that the
liability of the project was enhanced by Al aska taking its
gas in-kind and selling it alongside the producers. He
furthered that, from M. Mrks' coments, it was beneficia
to the producers. He wanted to know what the nobst optim
plan was for the state and what that neant for Al aska.

M. Mrks replied that Al aska taking its gas in-kind would
likely determ ne whether the project noved forward. Moving
the rate of return one or two percentage points and
| onering the breakeven price $1 to $2 could nake or break
t he project.

3:03:32 PM
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Co-Chair Austerman addressed the possibility of producers
selling the gas for the state. He asked M. Marks to
comment about concerns producers had about conpetition.

M. Marks responded that he believed the producers were
able to find the best buyers and command the best price for
gas ahead of the state. G ven how nmuch gas would need to be

sold if the state was fourth in line to sell its gas it
could potentially lose a few dollars per mllion BTU an
excessive dollar anount; it could nmean the difference

between making and |osing noney on the project. The state
could opt for hiring a gas marketer; however, the producers
had experience and contacts in the Asian market. Once the
producers sanctioned the project the state would be

passively "all in". He furthered that the producers could
pay their taxes in-kind forcing the state to take the FT
commtnment and to sell its own gas. He reenphasized that if

the state fell to fourth place in the nmarketplace then it
could end up wth several dollars less per unit than the
wel | - connect ed producers.

Co-Chair Austerman wanted to know if there would be an
anti-conpetition issue. M. Marks responded that the state
woul d have separate and succinctly different deals wth
each of the producers.

3:07:12 PM

Representative Gara asked about firm transportation. He
al so asked how the state could Iimt its risk of paying for
capacity in the pipeline that went unused. M. Marks
responded that the risk was low. He furthered that the
investment mnmade by the producers would serve as an
incentive to keep gas in the pipeline unless there was sone
uni ntentional damage to the reservoir preventing gas from
bei ng produced.

Co-Chair Austerman rem nded nenbers that any requests for
services from any of the state-hired consultants had to be
witten and processed through Senator Anna Fairclough's
of fice.

3:09:24 PM

JANAK MAYER, PARTNER, ENALYTI CA, encapsul at ed t he
di scussions, issues, and questions from previous weeks
regarding the project into one fundanental thene; making
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choi ces and commtnents. He focused on the state's approach
related to how nuch it should commit to at present and how
much it should negotiate over tinme. He understood the
difficulty, from a legislative perspective, in naking
decisions with only tools of statute, rather than tools of
direct negotiation. He referred to the Stranded Gas
Devel opnent Act (SGDA), which he indicated set the
fundanmental terns of the agreement prior to any noney being
spent on feasibility or further stages. The approach to the
AKLNG project was about setting initial framework, having
all of the partners together commtting noney and resources
to finding out nore about the project, and making a series
of stage commtnents as the process unfolded. He wanted to
further di scuss the fundanent al guestion  of maki ng
deci sions at present versus nmking decisions in the future
(i.e. A project now versus a different project later, the
state trying to be carried through the process of
feasibility without having to currently devote funds, and
the role of TransCanada).

Representative Edgnon clarified that M. Mayer's nain point
to the commttee was not to get too overwhelnmed with all of
the information, as the project was only in the pre-FEED
stage. M. Mayer agreed.

3:13: 58 PM

Nl KOS TSAFCS, PARTNER, ENALYTICA, believed the biggest
guestion that needed to be answered was whether the
legislation in front of the commttee should be passed or
if the state should choose another path. He surm sed that
the nost difficult part of LNG projects was that everything
had to happen in parallel, rather than in a sequential
process. Gas could not be sold if people did not have
confidence in supply availability. Marketing would be an
i npossi ble task wthout pricing, and financing would be
difficult to obtain without cost. He contended that the
overarching challenge of the project was to determ ne the
approach. He suggested there were two approaches; first was
to make all of the decisions up front then carry them out.
He favored the second approach which was to recogni ze that
there were nultiple parallel paths that were dependent and
built upon each other. He noted that the fiscal notes
included the state committing to less than $100 million in
the pre-FEED stage. He al so suggested that projects changed
over time. New partners could conme in and possibly reduce
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the state's exposure. He enphasized things would change as
t he project progressed.

3:16: 40 PM

M. Myer discussed the state's exposure over the next
couple of years. He relayed that the HOA outlined the
state's role as an equity partner contributing 25 percent
of the costs through the pre-FEED and FEED process. He
furthered that the state would ultimately be liable for its
equity portion no matter TransCanada's participation. There
were some concerns raised whether the state was in a
position to assune the proposed risk. Risk for producers
was spread anong a nunber of LNG projects, whereas, the
state had a conpelling interest in only one project. The
current framework included in the HOA, a non-binding
agreenent of the parties that outlined the vision of the
project. He asserted that the agreenent was appealing
because the parties agreed to encounter the feasibility
process w thout having all of the details defined. The
alternative was to start from scratch with the state
assumng |less exposure and negotiating a conprehensive
contract. The agreenment would enconpass the entire fiscal
framework and the exact nature in which the state would
participate prior to noving forward.

3:20: 03 PM

M. Mayer enphasized understanding the nature of the
project and investing increnentally over tinme as opposed to
commtting upfront without much information just to save
nmoney in the first year of the feasibility stage. He
clainmed that when he |ooked at both options it was nore
appealing for the state to enter into slowy escalating
commtments in tandem with details of the project, thus
mnimzing risk. He reiterated the question canme down to
maki ng choi ces now or |ater.

M. Tsafos added an additional point about marketing to his
di scussion from the previous day. He cautioned the
commttee about conmitting to have the producers sell the
state's gas on their same terns. Although intuitively
appeal i ng, gas was very contract dependent, unlike oil. One
of the particular features of contracts were neasures that
allowed the state to Iimt its volatility such as having a
floor or ceiling in a contract. He suggested that as a
sovereign the state mght want a different exposure |evel
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than that of the producers. The producers had assets all
over the world and viewed risk nmanagenent and comodity
exposure in a fundanentally different way than the State of
Al aska. He wanted to caution and challenge the assunption
that if the producers sold the state's gas on its behalf
that the ternms would automatically be the best ternms for
the state. It was highly possible that the producers' risk
tolerance differedfrom the state's. It was also highly
possi bl e that the contract that producers signed would have
a risk exposure quite different from what the state would
like.

M. Tsafos addressed the broad idea of making a decision
today versus in the future. He alleged that if the state
set certain marketing ternms at present it would also take
on certain risk exposures that it would not have control
over. Wereas if the state waited one, two, or three years
out it mght have nore say in nmanaging its risk. The state
could clearly ask for its gas to have a guaranteed fl oor of
$10 and a ceiling of $15, for exanple, with certain terns
attached. The producers mght not want to market their gas

in such a way. However, if the state agreed to receive
what ever the producers collected, it would also have to be
willing to adopt their risk tolerance appetite, sonething

the state needed to know nore about.

3:25: 07 PM

M. Myer discussed sone of the specifics of the MOU and
the role of TransCanada. He indicated that he had sone
concerns about certain terns of the MW. He prefaced
hi msel f by saying there were many things he |iked about the
relationship with TransCanada. He opined that TransCanada
was a highly capable partner with a strong interest in
expansi on. However, he had substantial concerns about the
sharing of risk and reward in the contract. He al so pointed
out there were concerns about what to do if the state
sought to finance its portion entirely on its own. He
wanted to know the state's true financial capacity, true
cost of capital, and how the two things conpared. If the
| egislature was asked to firmly commt to the project in
partnership with TransCanada before other decisions were
made he would be very concerned. As the l|egislation and
agreenents traveled through both |egislative bodies he had
been asked a nultitude of questions about the specific
timng of things. He had a higher degree of confort wth
what was proposed because of what he had learned in the
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process about the timng involved. He relayed that the MU
was a term sheet that identified the terns that would be a
part of subsequent agreenents that the state would
negotiate in nore detail at a later date. He nentioned
three fundanental agreenents including a pre-set agreenent
setting out basic terns, an equity option, and nost
inmportantly a firm transportation services agreenent. The
signing of the transportation services agreenment was the
point at which the state would make a firm and binding
commtnent with TransCanada to build and be bound for
several decades to pay for the capacity built. The terns of
the agreenent would be negotiated over the next year or
nore and brought before the legislature for approval. Unti
then, the initial preceding agreements would be inpl enented
including the termnation of AGA One of the things that
gave him additional confidence in the project was the
requi renent found in the enabling |egislation that nmandated
the state to conduct a study of its financing options
wi t hout TransCanada's invol venment. He woul d feel capable of
understanding the state's choices being able to | ook at the
study and assess costs and benefits associated with each
opti on.

3:29:56 PM

M. Myer reiterated the focus on current decisions versus
decisions later. He proposed that the state wait for the
negoti ation process to take place before nmaking decisions.
He believed nmaking a decision and getting |ocked in at
present, would not be in the state's best interest.

Co- Chair Austerman indicated he would allow sone questions.
However, he cautioned nenbers to study the bill. Co-Chair
Stoltze added that SB 138 was officially transmtted to the
conmittee.

Represent ati ve Hol nes asked about having the admnistration
come back to the comittee to review the sectiona
anal ysi s. Co- Chair Stoltze confirnmed t hat t he
adm nistration would come before the comrittee again. Co-
Chair Austerman indicated the inportance of reviewi ng the
bill in order to know what questions to ask.

Representative Gara asserted that fundanental policy calls
should be nade at pr esent rat her than later. He
communi cated that the current contract required the state
to reinburse TransCanada hundreds of mllions of dollars if
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the project did not nove forward. The state would have
invested mllions wthout knowi ng whether the project would
be successful. He nentioned market changes and producer
decisions that could influence or stop forward progress of
the project, itenms out of the state's control. He recalled
M. Marks specifying that with the risk of paying so nuch
nmoney up front, other sovereigns received higher state
shares than was anticipated for Al aska. He asked M. Mayer
to conment.

3:33:16 PM

M. Myer did not agree that all sovereigns had a higher
state share. He agreed with M. Mrks' characterization
that by-and-large sovereigns that took the nost risks did
so through national oil conpanies.

Representati ve Gara reiterated t hat by- and- | ar ge,
sovereigns that took the nost risk received the greatest
return, larger than Al aska's share.

M. Tsafos responded that he was not sure if the causation
was correct. He comented that states that had bigger
shares and had a 70 or 80 percent share of an LNG project
naturally assumed the costs of studying an LNG project. He
was not sure the causation was that the |less the state paid
up front the nore the state received |l ater.

3:34:33 PM

Representative Gara asked about the maxinmum state liability
for the state's share and TransCanada rei nbursenent costs
if the project was halted at decision tine.

M. Tsafos referred to slide 30 [SOA'S Cash Calls and Of
Ranps] of the presentation from March 28, 2014. He
estimated the total cost to the State of Alaska to be
approximately $600 million through the pre-feasibility and
feasibility stages with the exclusion of TransCanada. The
costs could increase with additional studies. The state's
liability to TransCanada was whatever portion of the 25
percent ownership TransCanada financed plus 7 percent
interest. If the state was to abandon the project at the
time the work was done, it would be liable to TransCanada
for $150 million to $400 mllion. However, he conveyed t hat
spending would increase as confidence in sanctioning the
project increased based on the results of the studies. If
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the studies provided doubts on the viability of the project
the state would be less likely to spend its noney. The
range of what the state would owe depended upon whether the
state exercised the equity option.

Representative Gara restated his question about the maxi num
dol l ar anmount the state would be liable for at the tine a
decision was mnmade whether to abandon the project. M.
Tsafos responded with $700 million including the 7 percent
interest paid to TransCanada.

3:38:13 PM

Representati ve W son wonder ed i f partnering W th
TransCanada was the best way out of AGA or the best
partner for the State of Al aska. She inquired whether M.
Tsafos would seek TransCanada as a partner for the AKLNG
project. She expressed her concern about the concessions
the state would make with TransCanada based on its previous
agreenent under AG A

M. Tsafos responded that rather than advocating in favor
or against a partnership with TransCanada his job was to
assist lawrakers in examning potential trade-offs and
options for the state. He opined that the state would not
be on the path that it was currently on if the AG A |icense
and obligation were not at play. If the state was starting
from scratch there would be several options for it to
consider. He suggested that one of the questions the state
needed to ask itself was whether it wanted a pipeline
partner. A partner such as Citibank did not have the
techni cal expertise that another partner would be able to
offer. The state needed technical know edge and could
either hire it or find it in a partner. He furthered that a
partner with a stake in the results of the decisions being
made woul d have nore of a buy-in than a consultant. He was
unclear whether or not it would be worth hiring a
consul t ant ver sus paying TransCanada 7 percent of
approximately $50 million over the next 18 nonths for a
pre-feasibility study.

3:41: 56 PM

M. Tsafos discussed alternatives to TransCanada. He
referenced a benchmark study that he reviewed with the
commttee previously regarding tariff terns. He nentioned
that, in particular, the 75/25 capitalization ratio, which
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yielded a low tariff return, was attractive. PFC Energy put
out a docunent called the "PFC Energy 50" that provided a
list of the 50 l|argest narket capital conpanies. He | ooked
at the segnment analysis of the different conpanies
including the mdstream infrastructure segnment. The ranking
of market capitalization conpanies as of Decenber 31, 2013

included Enterprise with a nmarket cap of $62 billion,
Ki nder Mdrgan with a market cap of $37 billion, Enbridge
with an market cap of $36 billion, TransCanada with a
mar ket cap of $32 billion, Energy Transfer Partners with a
market cap of $24 billion, WIllians with a nmarket cap of
$22 billion etc. A though "market cap" was not the only
nmeasure to look at, it indicated which conpanies would be
willing and able to take on a $6 billion conmitnent. He

i ndicated TransCanada, the only conpany that qualified
under A A, energed out of a process. He recommended asking
why there were nore parties interested in the AKLNG project
than the AQ A project, understanding that the projects were
fundanmentally different. He remarked that it was possible
for the state to negotiate a better deal, but he could not
guarantee it. He reenphasized the inportance of the firm
transportati on agreenent and know ng when it would becone
final.

3:44: 38 PM

Representative WIlson suggested that all of the consultants
come back to the table at the sanme tinme in order for
committee nenbers to address their questions and concerns.

Co-Chair Austerman indicated that he shared the concerns of
other commttee nenbers. He was unsure if TransCanada was
the right choice or if the state should find its own
funding and join together with the producers out to bid. He
hoped sonme answers to his questions would becone clear
| ooking at the bill. He stated that he had nore concerns
with the MOU than with the HOA. He intended to focus on
better understandi ng the MOU.

Co-Chair Stoltze comented that although the consultants
could not give the state its answers, they could provide
tools and the best information possible. He relayed that
the conmttee would do its best with the limted tinme and
information it had.
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Co- Chair Austerman di scussed the schedule. Co-Chair Stoltze
announced that public testinony would be taken in the
norni ng at 8: 00 am and di scussed addi ti onal housekeepi ng.

#
ADJ QURNVENT

3:48: 08 PM

The neeting was adjourned at 3:47 p. m
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