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POSI TI ON STATEMENT: Answer ed questions during the continuation
of the PowerPoint presentation on the Al aska North Slope Royalty
St udy dated Novenber 2013.

REPRESENTATI VE LI NDSEY HOLMES

Al aska State Legislature

Juneau, Al aska

PCSI TI ON  STATEMENT: Asked questions during the PowerPoint
presentation on the Alaska North Slope Royalty Study dated
Novenber 2013.

ACTI ON NARRATI VE

10: 05: 31 AM

COCHAIR ERIC FEIGE called the House Resources Standing
Commttee neeting to order at 10:05 a.m Represent ati ves
Saddl er, Tarr, Tuck (via tel econference), Hawker (via

tel econference), Johnson, Seaton, and Feige were present at the
call to order. Representative Hol nes was al so in attendance.

Al aska North Sl ope Royalty Study - Study Hi ghlights

10: 06: 00 AM

REPRESENTATI VE FEI GE announced that the only order of business
woul d be a continuation of the PowerPoint presentation by Black
& Veatch on Alaska North Slope Royalty Study - Study Hi ghlights.

10: 07: 06 AM

DEEPA  PODUVAL, Pri nci pal Consul t ant; Managenment  Consul ting
Division, Black & Veatch, introduced herself. She conti nued
Bl ack & Veatch's PowerPoint presentation entitled, "Alaska North
Sl ope Royalty Study - Study Hi ghlights" dated Novenber 2013.

She referred to slide 37 entitled, "Fiscal Franework- Scope,"”
which essentially shows the scope of the fiscal framework.
First, an overview of fiscal structures will help the commttee

to understand fiscal structures relevant to other LNG projects
wor | dwi de and to conpare themwith the proposed Al aska |iquefied
natural gas project (AKLNG. Second, the study highlights and
anal yzes incentives that the state could offer to help
facilitate the AKLNG project. Finally, Black & Veatch considers
the specific question related to royalty ownership position with
the options of royalty-in-kind (RIK) relative to royalty-in-
value (RIV), including inplications to the state for these
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opti ons. Three main systens are in use in the oil and gas
i ndustry around the world [slide 38]. First, the concessionary
systemis simlar to the one used in Alaska for oil and gas -
which is essentially a tax and royalty based system Under the
concessionary system the host governnent receives royalties and
taxes, generally as a percentage of profit.

M5. PODUVAL indicated the second system is the production
sharing contract system in which production "in kind" is shared

between the contractor and the governnent. The conponents of
the production sharing contract generally include royalty, cost
oil, profit oil, and any potential taxes.

M5. PODUVAL highlighted the third system the contractual
service contract, which she described as when the contractor -

an independent oil conmpany, is reinbursed and paid a fee,
typically in cash, for the services of exploring, devel oping,
and marketing. O the three systens, concessionary systens
generally represent nore prevalent and stable environnents. In

fact, concessionary systens are used in countries, including the
United Kingdom (UK), the U S., Norway, Australia, Russia, and
Canada - typically first-world countries. Wher eas, contractua
systens are nore dominant in locations with political or other
perceived risks so oil conpanies are generally nore confortable
with the ternms | ocked down within the confines of a contract.

10: 11: 04 AM

M5. PODUVAL turned attention to slide 39 entitled, "CGovernnent
Take on LNG Projects, by Country.” She stated the light blue
area indicates the governnment participation in comercially
operating projects or those wth final investnent decisions
t aken. Typically, governnent take for LNG projects falls in a
fairly large range, from 45-85 percent. The actual governnent
take considers project speci fics, the jurisdiction, and
i ndividual risks such as risk profile, <cost structure, and
anticipated profitability. For exanple, Equatorial Guinea, a

country with significant political uncertainty and substanti al
risk, offered low fiscal terns in order to attract investors.
She turned to slide 40 entitled, "Governnment Take in Alaska is
between 70% 80% wunder SB 21/ MAPA Fi scal Structure wth
Significant Federal Government Share." She explained that slide
40 breaks out the governnent take in Alaska for the proposed
AKLNG proj ect . She directed attention to the pie chart on the
| eft that shows the share of cash flow over a 30-year tinefrane
by stakehol ders. On the right, the pie chart shows the
di scounted cash flows or the net present value (NPV), again,
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over the sane 30-year tinmefrane. She identified the projected
government share between 72-80 percent, which includes a
significant federal governnent share of close to 20 percent.
She described this as being one of the boundary conditions for
the LNG project since the state does not have nuch influence to
use that as a lever to inprove econom CS.

10: 13: 04 AM

REPRESENTATI VE SEATON asked whether the cal cul ati ons were based
on SB 21 [Mdre Al askan Production Tax (MAPA)] structure rate for
oil.

M5. PODUVAL answered that the rate assuned the SB 21/ VAPA
structure - as it is today - wthout any nodifications. MVs.
Poduval, in further response to Representative Seaton, responded
that Black & Veatch projected the state's rate under current |aw
for in state utilized gas; however, under the base assunptions
the government take is simlar for Alaska's Cear and Equitable

Share (ACES), as well. She offered to provide nore information
on this in the near future. In summary, Black & Veatch
envi sioned the total project would include an in-state demand of
250-300 mllion cubic feet (ncf) per day, and further assuned
the gas will be subject to the $.17/nmcf Cook Inlet production
tax rate, with an export of 17.4 mllion tons per annum

10: 15: 25 AM

REPRESENTATI VE SEATON rel ated his understanding that the project
i ncludes consideration of all of the gas consuned in the state
as if it was produced on the North Sl ope.

M5. PODUVAL agreed that is correct.

10: 15:46 AM

JOE BALASH, Acting Conm ssioner, Departnment of Natural Resources
(DNR), added that the study "ran nunbers" for the tax rate on
all gas, including down to zero.

M5. PODUVAL turned to slide 41 entitled, "Fiscal & Non-Fisca

Levers are Available to Influence AKLNG Project.” Numer ous
| evers are available to provide incentives to the proposed AKLNG
project, including fiscal levers such as a reduction of royalty

or taxes. QO her levers include non-fiscal options such as
stabilizing provisions often called fiscal certainty or
jurisdiction for arbitration and dispute resolution. These
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|l evers are also inportant to oil conpanies, as well as the
ability to book reserves for the gas as part of the project.
She enphasized the ultimate goal as being to |ower or defer the
gover nment take. Equal ly inportant, another goal is to reduce
cost exposure for independent oil conpanies to reduce their risk
profiles. O course, there are different ways to incentivize
the proposed AKLNG project to nmeke it nore attractive. It's
easier to neasure the effect of fiscal levers such as interna
rates of return or NPV, but often non-fiscal |evers tend to be
nore subjective, she said.

10: 17: 57 AM

IVS. PODUVAL directed attention to slide 42 entitled,
"Elimnating Royalty, Production Tax, or Property Tax Brings
Governnment Take for AKLNG Project down to 65-70%" As
Comm ssi oner Bal ash previously nentioned, the study considered
the extent of incentives the state could provide to the AKLNG
project by cranking the three fiscal levers - royalty,
production tax, and property tax - to denonstrate how each of
the variables would affect the AKLNG project. She expl ai ned
that this slide denonstrates the share of cash flow when each of
the fiscal elenents changes. For exanple, she said, the nodel
conpares the effects of production tax essentially cut in half
and then conpletely elimnated. Next, the slide treats royalty
based on half royalty and no royalty. Finally, the production
tax rate was cut from 35 percent, to 15 percent, and then
conpletely elimnated. Simlarly, Black & Veatch considered
scenarios for property tax from 2 percent in the base case, to 1
percent, then finally elimnating it. She concluded that
elimnating royalty, production, and property taxes can reduce
the governnent take to 65-70 percent. By applying fiscal
incentives the internal rate of return (IRR) for producers would
be reduced by 1 to 1.5 percent. 1In response to a question, she
responded that the circles on the right side of the chart
represent the producers' |IRR

10:19: 48 AM

REPRESENTATI VE HAWKER asked if these figures highlight the IRR
based on Bl ack & Veatch estimates or actual econom cs.

M5. PODUVAL responded that the estinates are based on the
assunptions on costs that would drive the AKLNG project. O
course, a nunber of scenarios could change since significant
uncertainty surrounds the AKLNG project - given how early it is
in the project - plus cost profiles. She then turned attention
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to slide 43, entitled, "lInpact of Fiscal Levers Under Different
Price and Capex Market Conditions - NPV 10 (%2013 Billions),"
whi ch exam nes the two biggest fiscal drivers - capital cost and
price - to determine their |evel of inpact on the AKLNG project.

10: 21: 02 AM

M5. PODUVAL turned attention to slide 43 entitled, "lInpact of
Fiscal Levers under Different Price and Capex Market Conditions
- NPV ($2013 Billions)." This slide extends the analysis to
consider price sensitivity and capital costs. Specifically,
price uncertainty contenplates lower prices tied to Henry Hub
(HH) . In light of significant changes in the LNG narket,
consi derabl e di scussion has been ongoing on whether oil-1linked
prices will be sustainable given the LNG availability in the
Lower 48. Consequently, sone pressure exists to nove towards

gas-linked prices. Therefore, Black & Veatch contenplated a | ow
LNG price world in which HH is $4 and adds $6 for |iquefaction
and shipping the LNG Additionally, this slide also considered
the high price environnmental cost conpared to the baseline at a

$90 real flat price. Therefore, it wused $120 and a nore
aggressive multiplier to arrive at an LNG price. This slide
hel ps illustrate how sensitive the AKLNG project can be, as well

as the effect of the state contribution by noving the fiscal
| evers.

M5. PODUVAL directed attention to the <chart at the right
entitled "Mdstream Capex Sensitivity." This used a 20 percent
up and down range for capital cost, which ties into the capita
cost range the producers have shared in their public
announcenents. She concluded that the market prices by far
dom nate the AKLNG project's economcs and dwarf all other
variables. Royalty, property tax, and production tax reductions
are all very beneficial in inproving the producer NPV and I|IRRs,

as well as reducing the state's take. Above all, one thing that
junps out is the overall governnent take is danpened due to the
35 percent federal governnent inconme tax. She expl ai ned the

result is that 35 percent of the value of the state's transfer
to producers flows to the federal governnent through federal
i ncome tax. This leads to exploring ways the state can add
val ue and mnim ze | eakage to the federal governnent.

10: 23: 46 AM

M5. PODUVAL referred to slide 44 entitled, "Royalty Alternatives
In Kind or In Value.” One inportant option related to Al aska's
royalty rights is the choice of its royalty share: royalty in
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kind (RIK) or royalty in value (RV). Each nethod has
advantages and di sadvant ages, depending on the state or
producer's perspective. Conparisons to RIK and RV are outlined
in slide 45 entitled, "Royalty In Kind Versus Royalty in Value."
In particular, RIK is attractive to producers since it reduces
val uation disputes and renoves the responsibility of treating

transporting, |liquefying, and narketing the state's share of
royalty gas. Moreover, RIK can reduce commercial wuncertainty
for the AKLNG since it would be considered attractive to the
producers. One advantage from the state's perspective - by
being a participant - is that RIK can provide the state wth
better nmarket insight.

M5. PODUVAL listed sone disadvantages, including that R K
exposes the state's to various additional risks and could
require nodifications to current legislation and authority.

Further, RIK would also require the state to have internationa

mar keti ng expertise - which the state currently lacks. Further,

RIK would require the state to add credit requirenents for
shi pper agreenents.

M5. PODUVAL pointed out the royalty in-value option (RV), on
the bottom half of slide 45, noting one of the biggest

advantages in that RV represents the status quo. Certainly,
the state has famliarly, as well as established auditing and
managenent capabilities. Further, the state would not have any
direct firm capacity conmtnents. Sonme di sadvantages of RV
include a lack of transparency since the state my not have
access to confidential information on the project. Again, third

party access would be a challenge, and valuation disputes could
occur since a "higher of provision" option and actual market
price realized are areas that historically have created disputes
between the state and producers. O course, the state could
al so be subject to gamng over cost deductions given that the
producers have the fiduciary responsibilities to naximze val ue
to their shareholders and those interests don't always |ine up
the state's best interest. Finally, RV would not be the
preferred choice of producers, she stated.

10: 26: 51 AM

M5. PODUVAL turned to slide 46 entitled, "RIK Risk Profile is
I nfl uenced by the Location of Title Transfer from the State to
Buyer . "

10: 27: 06 AM
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REPRESENTATI VE SEATON recalled it's often proposed that the
state's participation in a pipeline would align its interest
with those of the producers. He asked whether either RIK or RV
puts the state in alignment or out of alignment.

M5. PODUVAL answered that either could work in ternms of
alignnment with the producers, but it would depend on the details
of the royalty structure. She offered her belief that equity
participation is alnpbst a separate question since it neans a
seat at the table and an alignment wth producers. Anyway,
solutions to the disadvantages to each valuation option also
exist so RRK and RIV could both work in terms of alignnent with
producers; however, it is a matter of identifying the trouble
spot s. For exanple, with RIV the focus would be on valuation
di sputes whereas with RIK one of the biggest issues would be the
state's lack of expertise to market the LNG Certainly, these
problens can be solved to achieve alignnent, she said. She
enphasi zed Black & Veatch's opinion is that in terns of
al i gnment using one royalty valuation would not necessarily have
advant age over the ot her; however, RIK does represent
significant risks to the state.

10: 29: 16 AM

REPRESENTATI VE  SEATON asked for further clarification on
alignnent in instances in which producers own the product, but
one party is not a partner. He asked how alignnent could be
achi eved under those circunstances using RIK given the interests
of the two parties.

ACTI NG COWM SSI ONER BALASH responded this question introduces

capacity as part of the equation. In fact, equity and capacity
in the infrastructure is different than the specific and narrow
conpari son between R K and RIV. He acknow edged that how
equity, capacity, and production line up will be the key to
alignment. In ternms of production, the question becones whet her
royalty will be RK or RW Still, [capacity] 1is another
di mrension to consider prior to considering expansion scenarios
and third party access. The specific focus, as it relates to
the proven resource at Prudhoe Bay and Point Thomson, wll be
how to evaluate RIK versus RV He recalled M. Poduval
previously nentioned that RIK is sonetines used as shorthand for
equity participation; however, while the two have been 1|inked
historically during policy discussions, they represent different
choices and different decision points. He hoped the commttee

can take away that distinction. Certainly, with sone aspects it
woul d nake nore sense with state participation to use R K, but
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in other regards it does not. The distinction between the RIK
and RIV decision does not represent whether the state should

participate, but instead, it is the recognition that state
participation brings in the element of also considering
capacity, which will become an inportant commodity itself on the

North Slope to get [LNG to market.

REPRESENTATI VE SEATON responded that he did not wsh to
interject ownership into the conversation; however, he expressed
interest in further analysis of RK and RV, in terns of
al i gnment regardl ess of ownership of the pipeline.

10: 33: 47 AM

CO- CHAIR FEI GE asked whether it was fair to assune that the
state doesn't necessarily take all royalties "in value" or "in
kind," since the state could take a certain percentage.

ACTI NG COW SSI ONER BALASH answered that it would depend on the
paraneters of the project and the quantity of the resource.
Considering the size of the AKLNG project and proven resource,
any switching between "in kind* to "in value" could have a
ripple effect in the commercial agreenments necessary to support
the project in the first place, he said. The state would need
to have a series of agreenents in place for either "in kind" and
"in value" royalty, although he cautioned against the state
attenpting to have "a foot in both canps” since it wll
ultimately increase the nunber of agreenents needed to nove
forward with the project

10: 35: 36 AM

M5. PODUVAL directed attention to slide 46 entitled" R K Risk
Profile Is Influenced by the Location of Title Transfer fromthe

State to Buyer."™ This slide attenpts to denonstrate within the
context of RIK, that the risk to the state increases as it noves
further downstream in the supply chain. This slide shows the

transfer of proven reserves for Point Thonson and Prudhoe Bay to
the GIP, through the pipeline to the LNG plant, and shipped to a
mar ket where it is regasified and utilized by end users. She
said if the state took its gas "in kind" but found a buyer for
the gas at the wellhead the state would be exposed to vol une
risk and price risk. First, this is because the state does not
control what the producers produce; and second, since the state
doesn't control market price. Again, these represent the two
dom nant risks if the sale occurred at well head, she al so said.
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M5. PODUVAL described the increased risks for the state as it
noves downstream to the GIP, the LNG and the regasification
st ages. If the state noved further downstream and sold gas at
the tailgate of the GIP, the state would be subject to the
af orenentioned risks as well as the following: 1) capital costs
for the GIP; 2) operational risks for the GIP, such as instances
when the plant shuts down for naintenance; 3) carbon dioxide
di sposal and gas quality; 4) balancing and scheduling volunes
through the GIP;, 5) «credit risk for <contracting for gas
capacity; and 6) any force majeure risk if plant down for a few
nont hs. Certainly, as the state noves down the supply chain,
nore conponents are added and the state's risk profile would
escal ate, accordingly, but of course, rewards also cone wth
taking the risks, she said.

10: 38: 43 AM

M5. PODUVAL summarized that the state can achieve the highest
mar ket price for its gas at the end of the supply chain. As the
state noves further wupstream it would deduct the cost of
shipping, the LNG plant, and the GIP, but generally at a
prem um For exanple, the state night achieve $15 delivering
gas at a Japanese port, with the cost of shipping gas from
Al aska to Japan at $1. If the state sold its gas at N kiski
instead, the market price would be less than $14, since the
shi pper would take the increased risk and would want a prem um
for it. She pointed out that as the state increases its risks,
the risks are magnified as each elenent of the supply chain is
added; however, there is a risk prem um associated with that, as

well. The state nust decide what profile of risk the state wll
be confortable wth, and if the state wll be adequately
conpensated for its risk. In response to a question, she agreed

the rewards line read 15 percent of the Japan Crude Cocktail
[JCC] mnus the cost of shipping, mnus the LNG cost, and so on.
She further explained that "reward anount” identifies the
i ncreased rewards as gas proceeds down the val ue chain.

REPRESENTATI VE SADDLER asked for clarification on the risk
premumfrom .5 percent to 1.5 percent.

M5. PODUVAL answered that it would be an increase in the JCC
For exanple, if the LNG price at Japanese port is 13 percent of
JCC, and the state is not taking on the shipping, it should
expect to see a discount of .25 percent to .75 percent of JCC.

10:41:46 AM
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M5. PODUVAL reiterated that the LNG price is a percent of oil
price and this exanple uses the JCC as indicative of the oi
price. The price at the regas point on this chart is 15 percent
of JCC. For exanple, if the JCC price is $100, the LNG price
woul d be $15. The risk premium would be .25 percent to .75
percent - wthout taking on the shipping - so instead of 15
percent it would be between 14.25 and 14.75 percent of JCC, she
sai d.

10:42: 39 AM

REPRESENTATI VE SEATON, referring to the shipping conponent,
asked whether the shipping conponent is different for the owner
than the shipping contractor. He asked whether an owner would
build in shipping profit margins simlar to privately contracted
shi ppers.

VB. PODUVAL answered vyes; that sonmeone should have an
expectation of return for the shipping conmponent, such as the
producer or a third-party contractor. Typically, shipping is

handled as a long-term |l ease simlar to a pipeline contract and
producers would pay a return to the shipping conpany.

REPRESENTATI VE SEATON asked for «clarification on the risk
prem um price adds to the shipping conponent.

M5. PODUVAL offered that when producers contract with a shipping
conpany the shippers take on other responsibilities, such as
scheduling ships, nomnating volunes, and other operational
i ssues. Therefore, additional risks are involved with each
supply chain elenent, including adm nistrative duties.

10: 45: 45 AM

REPRESENTATI VE SEATON asked whether overhead costs are built in
to the shi pping conponent.

MS. PODUVAL answer ed no.

10: 45: 58 AM

ACTI NG COWM SSI ONER BALASH offered another way to think about
this. He characterized the projects as being a "daisy chain" of
contracts. At one end is the buyer at the other end the
upstream or the royalty perspective for the state. Utimtely,
a series of contracts ensues and the buyer and seller intersect
at some point. Dependi ng on how close or far that intersection
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poi nt represents the additional risk the buyer will take on. O
course, the buyer will request a discount in the ultinmate sales
price to conpensate them for its risk. Again, as previously
nmentioned, LNG projects do not have a transparent narket.
Instead of transparency or liquidity, each project stands al one
and as haggling ensues between the buyer and the seller, each
one  will be wlling or unwi | i ng to t ake on t he
responsi bilities. O course, it will need to be worth their
while to do so, which is the concept that slide 46 |ays out for
pol i cymakers as choi ces are discussed.

10: 47: 48 AM

M5. PODUVAL continued with slide 47 entitled, "Inplenenting R K
Presents Chall enges and Hence, Costs for the State Relative to
RIV." She explained this slide lists factors that can create a
separation and value to the state between the RIK and the RV
options. She identified sone cost drivers, including GIP costs,
upstream field cost allowance (FCA), higher of provision, sales
price discount, marketing costs, and credit costs. The overal

GIP costs - and whether these costs are included as a deduction
or cost - can shift the royalty value obtained by the state for
RIV or RIK For exanple, Prudhoe Bay is currently allowed an
upstream field cost allowance and it is not resolved whether the
FCA woul d be applicable within RIK for all fields. The "higher
of provision" adds value to the RIV alternative since it creates

some price protection for the state. The hi gher of provision
allows the state to receive the higher of the producer "A" val ue
or the average of producer "B" or "C' in a given market. For

exanple, if one producer reports an unusually |ower value, the
hi gher of provision would offer the state sone protection, which
woul d not be avail abl e under RIK

M5. PODUVAL explained the sales price discount. Theoretically,
under RIV the state receives a portion of what producers earn
marketing and selling the LNG Moving to RIK represents the
nost significant risk to the state because the state doesn't

have experience in international marketing. In fact, she
pointed out Asian conpanies particularly value a |long-term
relati onship of having done business together. The | ack of

mar ket experience and the lack of supply diversity are expected
to drive a significant discount to the state when it tries to
mar ket its gas.

M5. PODUVAL explained that supply diversity is inportant since

t he producers have a portfolio of LNG projects and access to LNG
in the short termif a force mpjeure or other event would not
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i nterrupt LNG The state would only have access to the AKLNG
project, since it does not have LNG projects worldw de to use
for ebb and flow. Thus this would create an additional risk for
Rl K. Marketing costs would entail setting up a marketing
organi zation to market the LNG and help admnister the
contracts. Finally, credit costs associated wth entering into
| ong-term comm tnents are borne by producers with RV and by the
state for RIK. She directed attention to the chart on the right
as it denonstrates that the state could essentially lose up to
75 percent of the royalty values with the RIK structure.

10: 52: 24 AM

REPRESENTATI VE SADDLER asked for distinction in colors on the
chart.

M5. PODUVAL clarified the chart relates to Royalty NPV 10. The
light blue bars show the range of royalty dollars at risk for

each of the factors on the x axis. For exanpl e, under price
di scounts the royalty value could be as low as $700 million NPV
or as high as $2 billion depending on the assunptions used and

how much discount the state suffers trying to market its own
LNG In further response, she explained that the NPV nultiplier
is 15 percent of JCC previously discussed.

10: 53: 49 AM

REPRESENTATI VE SEATON referred to price discounts and asked
whether the RIK is a positive up to $2 billion or if it only
represents a potential |oss.

M5. PODUVAL answered that it represents a potential |oss of $2
billion since Black & Veatch did not envision a scenario in
which the state would achieve a premum relative to the market
price that producers could achieve. Therefore, the state could
suffer 1 to 3 percent of the LNG nmultiplier as a price discount
relative to what the state would receive under RIV with the
producers marketing the LNG In response to a question, she
agreed the chart shows the RIV $ 2 billion with RV and a |o0ss
of $1.3 billion under RIK

10: 55: 22 AM

CO CHAIR FEI GE commented on the lack of diversity of supply for
the sales price discount cost driver. He related a scenario, in
which the state attenpts to market gas, but if an interruption
of the gas delivery from the North Slope occurred, it would
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effectively cut the state off from marketing its LNG however,
ot her producers could fulfill contracts from their portfolio of
LNG hol di ngs. Thus, the producers could command a hi gher price,
but the state would need to assune the risk of the state |osing

its supply.
MS. PODUVAL answered that is correct.

10: 56: 02 AM

REPRESENTATI VE TARR brought up the state's lack of expertise.
She asked whether the state would have an opportunity to engage
with a consortium wth another mar keting conpany wth
experi ence.

M5. PODUVAL said that certainly would be an option. The state
could join an organization and grow its own expertise in
mar ket i ng. Keep in mnd that the state would take on different
risks to do so when arguably the oil and gas conpani es are anong
the best at marketing. Certainly, the state has the alternative
to access that expertise, she said.

10: 57: 14 AM

M5. PODUVAL turned to slide 48 entitled, "RIK Creates Additional
Ri sk and Cost of the State Relative to RIV." She recapped the
risk and costs, such that the state would need to build its own
mar keting organization to address origination, | ogi stics,
contract adm nistration, and accounting to market the LNG
Additionally, the state would face challenges in conpeting with
the producers who have well established LNG marketing expertise

and gl obal portfolios. Further, the state would be subject to
counterparty risk in all of its contracts across the LNG supply
chai n. Next, the state would need to make firm capacity
commtrents along the LNG supply chain, which could total up to
$1 billion per year. She cautioned that the state could be
exposed to negative royalties if the LNG price is too |ow
Finally, the state could face short-term and |ong-term

production volunme risk since it has no control over production
vol unes.

M5. PODUVAL concluded that the producers have the experience
dealing with market uncertainties and they are best equipped to
hel p the state address those ri sks.

10: 59: 09 AM
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REPRESENTATI VE SEATON asked to have the volunme risk discussed.
He related his wunderstanding that if a volune risk exists

downstream the economcs are chaotic. He asked whether a
volune risk exists relative to producers or just with sufficient
gas vol unes available on the North Slope to fill the pipeline.

M5. PODUVAL answered that one of the main differences between
the volume risks assuned by the state in RIK is related to
capacity commtnent. This study estinmates the |evel of capacity
needed through the GIP, the pipeline, and the LNG plant when
maki ng sal es conm t nents. It's inportant to realize that when
vol unes produced are higher or Jlower than the capacity
commtnments, they both represent risks to the state. Under RV,
producers can manage their risks and aided by their long-term
forecasts can better manage their production and capacity
requirenents. Conversely, the state would need to rely on the
producer's estimate and the state's 12.5 percent royalty. Under
RIK, the state would base its decision on the volune capacity
t hrough the supply chain commencing once the project is built
and rely on information the producers provide.

11: 01: 10 AM

REPRESENTATI VE HAWKER remarked that he has been hearing
significant absolute statenents from the consultants today in

terms of the state's marketing under RIK However, little has
been said about contractual risk mtigations under RIK, which
could answer sone of the questions raised, he said. He asked

whether all of risks could be mtigated contractually through
conplex joint marketing agreenents in the final comercial
structure of the pipeline project.

M5. PODUVAL answered yes; absol utely.

11: 02: 18 AM

REPRESENTATI VE JOHNSON asked how it would affect the econonics
of the project if the state used RIK for in-state consunption,
which would exclude the need to |iquefy. He understood that
currently the market isn't available to sustain the AKLNG but
he suggested that perhaps 30 years from now the narket could be
sust ai ned. He wondered how it would affect economcs if the
state "grew' its RIK as industry continues to grow. For
exanple, as devel opnent happened and new nmines opened and
operated that need gas, it would also affect the demand.
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ACTI NG COW SSI ONER BALASH acknowl edged he previously nentioned
the departnment has additional work underway to examine the in-

state energy perspectives and inplications, as well as
expansions to the state in a project such as this. Those two
nodules will be discussed with the consultants during the next

few days, he said. Wiile, the departnent hasn't hit the "go"
button just yet on the work, it would likely do so in the next
48 hours.

REPRESENTATI VE JOHNSON answered that he was encouraged by the
short tinmeframe of 48 hours. He relayed his constituents’
belief that the greatest use of Alaska's gas is for Al askans.
Wil e he understood the export conponent, he offered his belief
that [the legislature and the state] nust perform due diligence

on in-state gas or it will do a disservice to the comunities,
t he | egi sl ature, t he adm ni stration, and per haps t he
consul tants. Certainly, this must be part of the discussion

since it brings it down to the level of considering heating
homes, or creating jobs, and his constituents have that concern,

he said. He enphasized that in-state gas is his nunber one
priority in ternms of the proposed LNG pipeline since the |ong-
term benefits represent jobs and the welfare of the state. In
turn, he expressed a wllingness to take nore risks for his

constituents than for exporting gas Japanese consumers.

11: 06: 23 AM

COCHAIR FEICGE recalled a discussion on royalties, equity, and
capacity. He asked whether the design capacity has been
di scussed when it conmes to the future ability to neet in-state
demand.

ACTI NG COW SSI ONER BALASH answered at sonme point during the
devel opnment of the project commtnents to capacity - specific
vol unes in each conponent - wll be required. He acknow edged
that the risks will need to be assessed, such as whether the
state would initially start off wth a full share of the
liquefaction and tailor contracts for the sale of LNG to step
down overseas volunes in order to keep nore at hone. Anot her

option to address the concern, in terns of volunme of supply
avai lable, will be to ensure that the pipeline can be expanded
as necessary. He acknow edged the North Slope gas resource is

tremendous and it could serve the state as the econonmy grows and
additional exploration of North Slope gas occurs - non-LNG gas.
He al so acknow edged that at sone point the state will need to
identify nuch of Alaska's royalty gas to reserve for in-state
use.
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11: 08: 37 AM

REPRESENTATI VE SADDLER asked for clarification on negative
royal ties.

M5. PODUVAL responded that the value received for royalty for
gas "in kind® would be lower than the cost for the capacity
conmmi t ment .

11: 09: 04 AM

REPRESENTATI VE SADDLER asked for clarification on counter party
risk.

M5. PODUVAL pointed out a "daisy chain" of contracts binds an
LNG contract together. This includes the sales and purchase
agreenents - with buyers at the end market - shipping contracts,
vari ous marketing contracts, and capacity comm tnents throughout
the supply chain. Therefore to sone extent, the state can be a
counter party to any or all of these contracts. She related a
scenario in which the state is "at the other end of the
agreenent” selling to an Asian conpany. In that scenario, the
state and the Asian conpany would both be counter parties to
each other. Furthernore, if any of +the people are not
creditworthy over the 20-year contract tineframe, the state
woul d be exposed to that risk, she said.

11:10: 28 AM

CO- CHAIR FEIGE asked whether the state could be put in the
position of bidding against its partners. He related a scenario
in which ExxonMobil Corporation, ConocoPhillips [Al aska, Inc.],
and BP Exploration (Al aska) Inc., all sought to sell gas in the
mar ket pl ace. He asked whether the state would be conmpeting with
itself if it was also attenpting to sell a share of the sane
stream of gas.

MS. PODUVAL answered yes.

CO CHAIR FEI GE asked whether the state could be played by the
buyer.

M5. PODUVAL agreed it could happen.

11:11:27 AM
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REPRESENTATI VE SADDLER asked for exanples of contractua
mtigation steps to reduce risk.

M5. PODUVAL said one option discussed earlier was to set up a
consortium wth smaller LNG sellers to create a diversity of
supply, which could be an exanple of potential contractual
agreenents to help mtigate risk. Anot her possibility would to
address the issue within the sales agreenent and transfer the
risk of supply loss to buyers. Typically, a standard sales and
purchase agreenment (SPA) would identify the volunes the seller
is obligated to provide over tinme and the sales price associated

with it. However, the state could nodify the contractual terns
to identify exceptions - such as a force majeure at the LNG
plant, or if production on the North Slope falls below a certain
volunme - and contractually transfer the risk. However, the

exceptions would conme at a cost reflected in the sales price.

REPRESENTATI VE SADDLER asked whether it is possible to divest
risk.

M5. PODUVAL answered yes; however, it will come at a cost since
the counter party may be willing to take risks not normally
taken in the narket. It's inportant for the state to identify
the best way to mitigate its risk given the options it has
avai | abl e. Certainly RIV would be one option and it could
transfer many inherent risks to the producers, who arguably have
better tools to mtigate the risks. Alternatively, with R K

met hods do exist to transfer risks contractually for a price and
the state nust decide the direction to proceed once the options
are offered.

11:14: 40 AM

REPRESENTATI VE SADDLER remarked it seemed inportant to maintain
the relationship with the producers and market RV gas as
anot her way to increase alignnent.

11:14: 58 AM

REPRESENTATI VE JOHNSON asked whet her marketing consortiuns exi st
t oday.

M5. PODUVAL asked to defer the question to a later date,
al t hough she commented she was not aware of consortiuns in the
sense that Representative Tarr previously nmentioned.

11:15: 28 AM
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REPRESENTATI VE HAVKER of fered his belief that the aforenentioned
mtigation under discussion related to a consortium of snall
conpanies. The state would contract with the najor shippers to
mtigate and share risk, although the conposition wouldn't
restrict the consortium to small players or non-shippers. He
related his understanding that this would refer to a general
mechanism related to commercial agreenments and not royalty
agr eenent s.

11:16: 34 AM

M5. PODUVAL turned attention to slide 49 entitled, "Sunmary:
Al aska Fiscal Framework." She concluded that 70-85 percent is
high for the government take given the conplexity of the AKLNG
project. Further, the projected IRR of approximately 15 percent
may be insufficient for producer investnent relative to their
alternatives. She further concl uded that wel | - desi gned
incentives to lower project costs and nodify fiscal structure
can help make the AKLNG project conpetitive in nmarket. For

exanple, as discussed earlier, neasures can reduce |eakage to
the federal governnment and nmake the project nore conpetitive in

t he market. Ms. Poduval enphasized that the state taking its
royalty as RIK could substantially increase risk and creates
| oss of value to the state. In particular, producers have nore

experience navigating the LNG supply chain and rmanaging
associ ated ri sks.

11:17: 46 AM

REPRESENTATI VE SEATON asked for clarification whether that neans
when the state assunes greater risk that the IRR for the
producers is actually enhanced.

M5. PODUVAL answered that the specific question of RIK and RV
woul d be considered intangible benefits. Theoretically if the
royalty nethod works efficiently it should be revenue neutra

for the state and the producers; however, she was uncertain
whet her the producers necessarily gain value in dollars by the
state taking its royalty "in kind." She offered her belief that
from the producer's perspective, R K would avoid valuation
di sputes and therefore, it would reduce adm nistrative burden,

whi ch woul d benefit producers.

REPRESENTATI VE SEATON understood the royalty options as being

negative to the state, but he pointed out that [RIK] is not a
positive either.
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M5. PODUVAL answered that producers would definitely consider
RIK as being beneficial to them however, she was unsure that

benefit is achieved as a dollar anount. In other words, the
producer's revenues aren't going to be higher if the state takes
its royalty "in Kkind" versus "in value". I nstead, she

reiterated that the producer's benefit and dollars nay be gai ned
by avoi ding valuation disputes and subsequent |egal disputes, as
wel | as reducing their adm nistrative burdens.

11: 20: 20 AM

M5. PODUVAL turned attention to slide 50 entitled, "Risk
Al l ocation & Commercial Structure - Scope."” She highlighted
that the goal was to understand how key risks could inpact the
AKLNG project and stakeholders as well as to provide an

assessnment of the alternatives for financial and equity
participation by the state in the AKLNG project. She turned to
slide 51 entitled, "There Are Various Uncertainties Related to
the AKLNG Project that Could |Inpact the Econom c Benefits to the
Different Stakehol ders.” After all, mny of the risks are
beyond the control of the state and beyond the producers, but
price and capital costs are two key drivers. Additionally, the
proj ect schedule, the cost of debt, and escalation tie into the
aforenenti oned key risk factors.

11:21:45 AM

M5. PODUVAL explained two charts on slide 52 entitled, "Price
and Capital Cost Related Uncertainties Energe as the Key Factors

Driving the Project Economcs." These charts show the NPV to
the state and producers. Essentially, the charts are set up as
a tornado plot with the black line intersecting the mddle
identifying the "base case" |evel. By varying the uncertainties

[listed on the vertical axis] the slide shows the inpact on the
NPV for the state as well as for the producers. She expl ai ned
t he graphs, such that price and capital costs represent, by far,
the dominant factors that affect NPV. Escal ati on, project
capital cost, and cost of debt are other key uncertainties, as
wel |, she said.

11:23:18 AM

M5. PODUVAL noved to slide 53 entitled, "Risk Allocation and
Managenment." She said this slide explores risk allocation, risk
mtigation, state participation, and inplications. First, with

respect to risk allocation, the two factors of cost and tine

HOUSE RES COWM TTEE - 20- December 9, 2013



risks in project execution are highly dependent on the nature
and extent of the project organization. She pointed out nost of
the recent LNG projects have a single operator through the
supply chain [upstream transport, and l|liquefaction], as well as
having an integrated consolidated control, which helps reduce

the capital and schedul ed risk. Second, with respect to risk
mtigation, risk mnagenent is executed in several ways: 1)
pre-final investnment decisions (Pre-FID) conmtnments from the
buyers - which are alnost mandatory. In fact, the mpjority of

project volunmes are contracted before FID to ensure market to
verify that the market exists prior to commtting capital; 2)
end user participation, which is a trend that entails buyers to
have an equity stake in the project. It helps to have sone skin
in the gane and to ensure market for the volunes; and 3)
government participation, in which the host country participates
in LNG projects, typically through a national oil conpany (NOC)

in conbination with the independent oil conpanies - these are
typically LNG najors who bring international LNG experience to
the project. Further, the state's equity participation can

all ow the host conpany to capture an upside in prices; however,
it also exposes the state to a downside since it nust commt
capital to the project.

11:25:50 AM

M5. PODUVAL turned specifically to Alaska wth slide 54
entitled, "Equity Participation by the State of Al aska Could
Have Tangi ble Benefits for the Project as Wll as the State."
First, to the extent the state transfers sone value to the
producers through nodification of fiscal terns, obtaining an
equity interest in the project in exchange for that transfer of
value is far nore beneficial to the state than a sinple
reduction in fiscal take. For exanple, as previously discussed,
the effect and inpact the state can have in reducing or
elimnating its royalty production tax and property tax would
transfer value to the "other end of the table" and benefit the
state. Equity participation can also create a greater alignnment
of economc interests between the state and producers.
Additionally, state ownership would |ower the upfront capital
cost to producers, which could create potential economc uplift.
In fact, this is especially inportant when it is a high-cost
project wth AKLNG Equity participation would allow for
TransCanada PipeLines Limted (TCPL) equity participation and
operation of the pipeline and GIP. Next, equity participation
could help facilitate greater transparency in the AKLNG process
and access to information. Additionally, equity participation
also allows the state to influence access for third parties in
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the nost critical potential bottlenecks of the project -
pipeline and marine termnal. Although equity investnent in the
supply chain allows the state a seat at the table, it does not
necessarily provide for a vote in the decision-naking process.
Thus, joint venture agreenent structuring is critical in helping
ensure the benefits are achieved.

11: 28: 24 AM

COCHAIR FEIGE referred to transferring value to the producers
and exchanging royalty value for equity value. He asked whet her
the inplication is that it should be done on a one to one ratio
or whether the ratio should be different.

M5. PODUVAL answered that it would depend on how the state wants
to structure [its agreenent]. If the state wants to provide an
incentive to the producers, rather than reducing production tax
or royalty, it should use dollars for an equity stake since that
woul d reduce the producers' cost while also giving the state
val ue.

CO CHAI R FEI GE understood a certain anmount of |everage would be
gai ned, as well.

M5. PODUVAL answered yes; absol utely.

11:29:43 AM

CO- CHAI R FEI CE asked what benefit the state would achieve if it
granted TCPL equity participation since the Al aska Gasline
| nducenent Act (AG A) does not currently give TCPL an equity
position in the proposed AKLNG proj ect.

M5. PODUVAL answered that the state could obtain several
tangi bl e benefits with TCPL participation. First, TCPL is an

experienced pipeline conpany wth experience in Arctic
pi pel i nes. Thus havi ng TCPL' s expertise as
bui | der/ owner/ operator of the AKLNG pipeline could help maxim ze
the state's equity in the AKLNG project. Further, another

benefit would be that TransCanada as a third-party non-producer
could attract nore shippers on its portion of the project.
Therefore, having TCPL involved could help the state achieve its
obj ectives of open access and open the North Slope for other
expl oration and production.

11: 31: 07 AM
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CO CHAI R FEI GE suggested it could be argued that the state could
hold the equity shares and offer that sane additional capacity.

M5. PODUVAL agreed that the state could do so, as well.

11: 31: 16 AM

REPRESENTATI VE SADDLER asked how TransCanada would acquire
equity participation. For exanple, he asked whether it would be
subr ogat ed.

M5. PODUVAL answered that the equity portion could range from
zero up to the level of state's equity stake.

REPRESENTATI VE SADDLER suggested the state's participation in
the equity position may be dependent upon giving TransCanada a
portion, as well.

M5. PODUVAL agr eed.

11:31:47 AM

ACTI NG COW SSI ONER BALASH responded to the question whether the
state could offer interests or opportunities for expansions to
third parties directly rather than relying on a conpany such as

Tr ansCanada. He offered his belief that it wouldn't be a
perfect conparison, but it goes back to the RIK and RV issue of
who is best equipped to market the gas. Certainly, expertise

has value, and a conpany whose core business is pipelines knows
the problens from a technical perspective and a comercial

per specti ve. In fact, pipeline conpanies have a well-defined
and wel | -understood set of solutions to various problens that
m ght occur. Again, he reiterated the value of expertise

obt ai ned from pi peline conpany participation.

11: 32: 52 AM

REPRESENTATI VE SADDLER asked whether it would be possible to
transfer some of the state's outstanding obligation in matching
funds to TransCanada to convert it to some equity position.

ACTI NG COW SSI ONER BALASH answered that anything is possible
He said he didn't want to "go down a rabbit trail," but what
becomes of the AG A license and whether it continues to function
or if the state can step out of the license into a different
arrangenent (with TransCanada) is all very much in question.

HOUSE RES COWM TTEE -23- December 9, 2013



11: 33: 50 AM

REPRESENTATI VE SEATON referred to the bullet point on equity

participation related to greater transparency. He recalled
under Governor Mirkowski's admnistration that the operating
agreenent and owner rights were secret and still remains so. In

fact, he pointed out this information was never released to the
| egi sl ature. He highlighted that this has created problens for
the legislature, which he characterized as an "end gane hand
gr enade. " He asked how the state can work the project terns
into a transparent agreenment to avoid the aforenmentioned issues.

ACTI NG COW SSI ONER BALASH responded that at various tinmes along
the way Governor [Parnell] has laid out benchmarks |eading to a
specific course of action, stage, or gate in the AKLNG project
devel opment . He said, "One term |'ve heard him use publically
as well as privately is the need for conmmensurate steps. That
as the project sponsors take steps towards devel opnent and get
nore conmtted to the project, the state is prepared - at |east
under his direction - to take additional steps.” He likened it
to being "a series of pops as opposed to a bang. "That is one
thing that could distinguish what it is we're trying to achieve
here, versus prior attenpts to bring the parties together."

11: 36: 21 AM

REPRESENTATI VE SEATON said he appreciated the response and the
broad goal pieces; however, he cautioned that it is the details
that matter. He recalled that the partners previously were
opposed to operating agreenent details being released. He
wondered whether the admnistration was confident that the
situation would be different if the state enters into an equity
investnment with potential partners. He expressed concern that
the legislature mght be asked again to ratify whatever the
adm ni stration negotiates and finalizes.

ACTI NG COWM SSI ONER BALASH offered his belief that the state's
adm ni stration under st ands t he i ssue better t han its
predecessors; however, he wasn't prepared to speculate what
ot her parties are thinking.

REPRESENTATI VE SEATON asked to put it on the table that the
state needs to be concerned about the confidentiality issues
interfering with the need for transparency.

ACTI NG COWM SSI ONER BALASH interpreted Representative Seaton to
say, "W can't have anybody stand up and say, 'You have to vote
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for it to find out what's in it."" He commented that he was
fairly certain everyone |earned that |esson.

11:39: 42 AM

CO CHAIR FEI GE understood the process would instead be for the
adm nistration to work wth parties and increnentally reach
agr eenent s.

ACTI NG COW SSI ONER BALASH answered that he is correct.

REPRESENTATIVE HAWKER stated he was glad to hear the
adm nistration's i ntentions.

11:40: 42 AM

M5. PODUVAL noved to slide 55 entitled, "Alternatives for the
State to Participate with an Equity Investnment in the AKLNG

Project - Description.” She explained that three alternative
structures for equity participation were considered. First, an
equity alternative, in which the state nekes an equity
i nvestnment and receives an equival ent share of gas produced as
royalty and tax gas. Under this scenario royalties would
continue to be received under the SB 21/ MAPA structure with all
upstream costs being allocated to oil. She highlighted that

this analysis assunes a 70/30 debt equity structure for the
state's investnment, with a 5 percent and 12 percent return on
equity, as well as considering equity investnent at 15 percent
and at 35 percent.

M5. PODUVAL highlighted the second scenario. Bl ack & Veatch
considered an equity alternative in which the state conpletely

owned the pipeline. Under this structure the producers would
pay a tariff to the state for transportation services on the
pi pel i ne. Producers would benefit from the |ower cost of debt

as well as a low return on equity required of 6 percent -
intended to provide an incentive to producers, while the state
woul d benefit through |ower netbacks for royalty and production
t axes. Al ternatively, conparisons were nmade with one financed
with 100 percent debt and the other with 100 percent equity.
Third, Black & Veatch considered a scenario in which the state
had a 12.5 percent equity stake through the supply chain GIP and
LNG. This would be an approximation of the state's royalty
share. The state's share of capacity would be used to treat,
transport, and |iquefy royalty gas. The state would benefit
with lower cost of debt at 5 percent and a |lower return on
equity requirenent. For conparison, again, the upper and | ower
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bound assunmed financing at 100 percent debt and next with 100
percent equity.

11: 44: 09 AM

M5. PODUVAL turned to the graph on slide 56 entitled, "State
Equity Participation at Appropriate Levels Could Alow SOA and
Producers to Retain H gher Share of Project Revenues.” Thi s
showed st akehol der NPV 10 conparisons wth the various
st akehol ders. She explained that the first bar of the graph
shows the base case. The next two sets of bars show the equity
alternative, with the [fourth and fifth] bars with the state
owning the pipeline, and the final set of bars shows 12.5

percent state investnent. Essentially, the slide denonstrates
that mdstream investnment - the option at the very right of the
slide - reduces the netback for royalty and increases royalty

and production tax to the state. Thus, this would benefit the
state, but producers would lose a portion of the project the
state owns. The 100 percent pipeline ownership scenario can
benefit the state and the producers since it would |ower the
overall cost for one critical elenment of the supply chain. This
woul d benefit the state when the state uses debt to finance its
i nvestnment rather than equity. However, the equity alternative
can benefit both the state and the producers at an appropriate
| evel of investnent. She offered to cover this alternative in
nore detail in subsequent slides.

11:45: 48 AM

M5. PODUVAL, referring to the gray bars on slide 56, explained
that this nakes sense since the producers benefit across all of
the scenari os. One of the factors that nakes the equity
alternative nore attractive is the state would participate
across the entire supply chain. Certainly, this can be powerful
for the state since it creates a path through the entire supply
chai n. For exanple, the state could use it for itself or to
create access for other producers with activity on the North
Sl ope.

11:46: 47 AM

REPRESENTATI VE = SEATON, referring to slide 55, asked for
clarification on the statenment that the state would benefit
through |ower netbacks for royalty and production tax. He
further asked for the rationale that would result in a |ower
net back with 100 percent state ownership.
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M5. PODUVAL answered that state investnment in the pipeline wuld
essentially lower the cost of the pipeline for everyone since
the state enjoys a |lower cost of debt. Additionally, the
state's expectation for return on equity wll be |ower than
producers demand for return for their investnent. Thus, it
would be an incentive the state would offer to producers by
requiring a lower rate of return. The conputation for the
tariff across the pipeline when using two assunptions of |ower
cost of debt and lower return on equity, would |ower the per
unit cost of transportation for the pipeline. Therefore, since
it results in a lower pipeline tariff and it would nmake the
royalty calculation higher because it allows a snmaller
deducti on.

11:48: 16 AM

REPRESENTATI VE SEATON rel ated his understanding that it doesn't
relate to |ower netbacks for royalty; instead, it would result
in higher netback for royalty and a hi gher well head price.

M5. PODUVAL agreed that the wording is confusing. She
reiterated that it would result in a higher netback to the state
because of | ower deducti ons.

REPRESENTATI VE SEATON related his understanding the difference
in scenarios calculations is that the state would have | ess of a
NPV, perhaps 6 percent instead of 12 percent. Referring to the
af orenenti oned scenarios, he asked for further clarification on
whether the state would be willing to accept less interest on
i nvestnment than the producers. For exanple, if the producers
held a large part of the project, the transfer of value would
| oner the overall project cost, while increasing producer return
on investnent.

M5. PODUVAL acknow edged that is the underlying assunption for
the alternatives shown [on the chart]. Certainly, it is also
feasible the state would want an equival ent 12 percent return on
equity on its investnent; however, participation could also be
beneficial to the producers since it would reduce the upfront
capital cost due to the $10 billion it would not need to invest.

11: 50: 29 AM

REPRESENTATI VE SEATON asked for further clarification, if the
interest rate was the sane, that it would still gain value and
not reduce the state's interest.
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M5. PODUVAL acknow edged that the producers would gain val ue due
to the reduction in the upfront capital investnent.

11:50: 46 AM

CO CHAIR FEI GE asked whether the tariff would be set by FERC or
t he Regul atory Conm ssion of Alaska (RCA) if the state owned 100
of the pipeline.

ACTING COW SSI ONER BALASH responded that the decision on
jurisdiction and specific authority for either regulatory body
is fact specific. Certainly, an argunment could be made that a
very large LNG export project would be subject to Section 3 of
the Natural Gas Act (NG&); however, an argunent also exists that
Section 3 would be limted to liquefaction, but Section 7 [ NGA

woul d apply to the pipeline. Still, another argunment could be
made that Section 7 jurisdiction on the pipeline and GIP does
not apply, since the RCA has jurisdiction. | deal ly, the state

woul d avoid endless litigation and achieve a result that would
protect the broad interest of all parties as well as the public.

11:52: 27 AM

COCHAIR FEICGE remarked that the wuncertainties need to be
resol ved. He asked whether the adm nistration has taken any
action to resolve jurisdictional issues.

ACTI NG COMW SSI ONER BALASH answered that the options range from
"crystal clear" certainty from the Congress - which could take
time - to seeking a prelimnary declaratory order from the FERC
to sone negotiated resol ution

11: 53: 09 AM

REPRESENTATI VE LI NDSEY HOLMES, Alaska State Legislature asked
whet her the first scenario, the equity alternative would assune
the state takes its royalty "in kind."

M5. PODUVAL answered not necessarily, since it could be either
RIK or RIV.

REPRESENTATI VE HOLMES rel ated her understanding that the equity
alternative also assuned a 70/30 debt to equity ratio; however,
it changes under the third scenario - the 12.5 percent SCA - and
assunmes either 100 percent debt or 100 percent equity. She
asked for clarification on the change in assunptions.
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M5. PODUVAL responded that the scenarios Black & Veatch used
attenpts to identify a reasonable range of alternatives for the
state. An equity anount hasn't yet been determ ned, so 15
percent and 35 percent equity were selected. The 70/30 debt to
equity ratio used represents a base case assunption - typical
for investnment on LNG projects - which the state would |ikely
use to structure its investnents. Certainly, additiona
scenarios could have been provided, such as 15 percent equity
participation with 100 percent debt; however, Black & Veatch
chose to pick the md-point of the debt to equity structure.

11:55: 31 AM

REPRESENTATI VE HOLMES acknow edged significant discussion has
occurred with respect to a potential 12.5 percent alignnment
since it represents the current royalty share. She asked for an
estimate using a 12.5 percent using a 70/30 debt to equity
ratio.

M5. PODUVAL answered that it would fall sonewhere between the
results of the two scenarios [100 percent debt and 100 percent

equity].
11:55: 57 AM

REPRESENTATI VE SEATON surmised the source of the state's
i nvestnment would be fromthe constitutional budget reserve (CBR)
account or nore likely the state would use Al aska Pernmanent Fund
(APF) with a projected 8 percent return on investnment. He asked
whet her any issues arise in using the APF' s equity and investing
it at less than the projected 8 percent |ong-termreturn.

ACTI NG COWM SSI ONER BALASH offered to address a couple of
t hi ngs. First, the returns cited are based on a general return
that the U'S. Departnment of Treasury has nmanaged in its
portfolio, which includes nore than just the CBR  Second, wth
respect to the Al aska Permanent Fund Corporation (APFC) funds,
Comm ssi oner Rodell [Departnment of Revenue (DOR)] has nmade it
clear that the state does not direct the Al aska Permanent Fund.
He then said, "If the investnent opportunity is attractive to
the trustees in the APFC, then so be it." Therefore, the
departnment has chosen not to suggest the APFC mght be the
source for capital for a state investnent. Finally, in ternms of
an equity position, it is fluid so where the state starts m ght
not be dictate where it will end up. Certainly, this goes back
to the potential for a TCPL role. For exanple, if the state's
share of mdstream project costs $5 billion or $6 billion,
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having any pipeline conpany partner to take on the role of
providing mdstream transportation services, wth acceptable
ternms, neans the state would not need to cone up with the $5-6

billion to finance the pipeline. The state should keep this in
mnd as it contenplates the source of capital to fund the AKLNG
proj ect. In response to Co-Chair Feige's coment on the

possibility of selling it to |essees, Comrittee Balash remarked
that the administration would not enjoy options unless it starts
with the equity position.

11:59: 12 AM

M5. PODUVAL noved to slide 57 entitled, "Appropriate Level of
State Equity Participation Needs to be Balanced to Achieve
Benefits to SOA and Producers.” As previously discussed, the
equity alternative is nost likely to be attractive since it
i nvolves participation in each elenment of the LNG supply chain;
however, it does raise the question of the appropriate |evel of
state participation in the AKLNG project. The purpose of the
next few slides delves into this specific question and considers
what it would nean to the state if its participation is 15

percent equity participation versus 35 percent |evel. She
stressed that the project economes are extrenely sensitive to
the assunptions regarding capital cost and narket prices. She

hi ghlighted that the slides outline nine scenarios that consider
t he conbination of high and | ow capital costs and market prices
to identify the effect it has on the state. More specifically,
it projects whether the state is better or worse off at these
two | evel s under each of the proposed scenari os.

12: 00: 43 PM

M5. PODUVAL explained that the SB 21/ MAPA fiscal structure did
not include any production credits for gas so the analysis
included a nodified status quo, wherein the production credits
that currently exist for oil are extended to gas. For exanple,
a $5 per BCE credit for gas would be equivalent to reflect new
oil. The analysis examnes the project economcs under the
nodi fied status quo and under the equity alternative for both
the state and the producers across a conbination of scenarios

Turning to slide 58 entitled, "Equity Participation at 35
[ percent] More Beneficial to State than at 15 [Percent]," she
noted the top two charts assuming a 15 percent state investnent
and the bottomtwo charts assunme a 35 percent state investnent.

M5. PODUVAL el aborated that the two charts on left show the
state's NPV through the 30-year analysis period, whereas the two
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charts on the right show the producer's NPV for the sane
timeframe. The blue bars project the nodified status quo
whereas the green bars depict the equity alternative. She
expl ai ned when the green bar is at or above the blue bar that
means the equity alternative is equivalent or better than the
status quo. The top left chart indicates that the green bar is
lower in six of the nine scenarios so at 15 percent investnent,
the state is better off staying in a nodified status quo than
investing in the AKLNG project. However, keep in mnd that in
addition to the project investnment, the state agrees to take its
tax as a gross share of production. Thus wunder the equity
alternative state's take would be the 15 percent equity
investment in the project and 15 percent share of the gross
production, she said.

12: 03: 17 PM

M5. PODUVAL directed attention to how the scenarios affect
producers, noting with 15 percent equity, the producers do
better in 6 of 9 scenarios. Changing to 35 percent state
i nvestrment, the state would be better off in 8 of 9 scenarios
than maintaining the status quo as nodified by SB 21/ NMAPA
Whereas, the chart on the right shows that at 35 percent the
producers do not |ose nuch value either. Therefore, these
charts show how equity participation can potentially benefit the
state and the producers. She acknow edged while 35 percent does
not represent the correct nunber, it is getting closer. In
fact, by adjusting the figure a little lower, it approaches the
nunber in which the state benefits, but perhaps not as quite as
much as shown on the chart. One of the factors that hel ps make
this work is federal |[|eakage. To the extent that the state
participates, it represents the portion of the project that is
shielded from federal taxes and the value could be effectively
shared between the state and the producers.

12: 05: 50 PM

CO CHAIR FEI GE conmented that the funds could be kept in Al aska
as opposed to being passed on to the federal governnent.

M5. PODUVAL agreed it could be shared between the state and the
producers versus the state passing the value to the producers,
who in turn pay a portion to the federal governnent.

12: 06: 07 PM
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REPRESENTATI VE SEATON referred back to the analysis on slide 57.
He asked how much $5 BOE would be conpared to the value of a
barrel of gas.

M5. PODUVAL said it assunes 6 as a thermal conversion factor so
$5 is equivalent to $.83/MBtu of gas. She repeated the
equi val ent at $.83/ MVBt u.

12: 07: 16 PM

IVB. PODUVAL turned to slide 59 entitled, "State Equity
Partici pati on Between 20% and 30% O fers NPV 10 at or above the

Modi fied Status Quo Levels for the State.™ She comment ed t hat
the bars would need to be equal in order to work for the state
and producers. In essence, 15 percent and 35 percent equity

participation doesn't achieve that effect, although 35 percent
is closer to the right figure, she said. Next, Black & Veatch
considered the equity level of participation that would nake the
bars the sanme height. |In other words, Black & Veatch sought the
percentage that could make the state's position under nodified
status quo the sanme as what it would achieve through equity
partici pation. O course, that figure varies depending on the
assunptions for capital cost of the project and market since
those factors drive the anount of royalty and production tax
under the status quo. She referred to the investment prices
listed on the bottom of slide 59, including |ow base, and high
price. Each of the three price assunptions represents different
| evel s of investnent. She directed attention to the mddle of
the chart, and said that sonewhere between 20-30 percent feels
like the right level of state equity participation, which would
allow the state to match or better the status quo.

12: 09: 01 PM

REPRESENTATI VE SADDLER asked whether the nodified status quo
assunes significant value would go to the federal governnent.

M5. PODUVAL answered yes; that the producers would be subject to
35 percent taxation.

12: 09: 20 PM

M5. PODUVAL directed attention to slide 60 entitled, "SOA Equity
Investnent in AKLNG Creates R sk Exposures that Need to Be
Consi dered and Managed,"” which highlights that equity investnent
doesn't come without its own risk exposure. She noted this wll
need to be carefully considered and managed. This slide lists
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five bullets that identify the state's risk exposure. One, the
state would risk exposure due to cost overruns and "cash calls"
above the appropriation levels - to the extent that the actua

capital costs exceed the budgeted anount. Two, as an equity
investor in the project, the state would be obligated to nake
available its share of capital cost contribution. |In fact, this

represents a significant and real risk of the AKLNG project
given its very high costs structure and strong inflationary
pressures in the LNG market. The state would assune all force
maj eure risk through the GIP pipeline and the LNG termnal.
This was previously discussed in terns of RIK but would be very
much true as an investor in the project. Three, the state has
no control over upstream operations and vol unes produced. Thi s
means the state could have excess or insufficient capacity
relative to volunmes produced. Further, bal ancing production
vol unes and vol unes through the supply chain on a short-term and
| ong-term basis would be a risk the state would have to actively

manage and nitigate. Four, if the state assigns its equity
position with a third party, such as TransCanada, and contracts
for capacity with the third party, the state will likely have to
provide credit support to the entity. It would do so through

long term contractual comm tnents, she stated. Finally, if that
were to happen, the state would be responsible for all denand
charge obligations throughout the |[|ife of the contract
regardl ess of gas supply availability and market conditions. As
previously discussed with the RIK option, this presents another
scenario in which the revenues earned on LNG sales may not
of fset the costs of capacity charges [for treating, transport,
and |iquefaction, which could result in a negative cash flow to
the state].

12:12: 01 PM

REPRESENTATI VE JOHNSON, referring to the second and | ast
bull ets, asked whether the state would be responsible for all
risks or a proportionate share.

M5. PODUVAL responded that the state would be responsible for
every project conponent, proportionate to its share of the
proj ect . In further response, she agreed that the state would
not assune all the risk.

REPRESENTATI VE JOHNSON asked whether that would also apply to
demand char ges.

M5. PODUVAL agreed it would apply to all contractual demand
charges, but it would not be proportionate since the terns would
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be contractual. In response to Representative Seaton, M.
Poduval answered that the $5 BOE is equivalent to the production

credit given to new oil, which would remain flat at $5 per
barr el
12:13: 59 PM

CO- CHAIR FEI GE asked for clarification on the force majeure risk
since the state is currently self-insured. He further asked
whet her the state could cover sonme risk with an insurance policy
and the availability of such insurance.

MS. PODUVAL answered that she was unsure.

ACTI NG COW SSI ONER BALASH expl ained that commercially insurance
options are avail able, but he was unsure of whether the state is
eligible since it self-insures. He offered his belief that the
department woul d need to discuss this further with the DOA.

12: 15: 09 PM

REPRESENTATI VE SEATON recal |l ed Representative Hawker previously
raised the issue of comrercial agreenments with a third party
He asked whether those types of agreenents are available
globally, such that one conpany or entity has alternative
sources of supply agreenents with other suppliers.

ACTI NG COW SSI ONER BALASH answered that wunusual risk policies
can be tailored by high-end firms such as Lloyds of London. He
related his wunderstanding that the conpany could wite an
i nsurance policy for anything, but it is a matter of the charge.
He identified the "what, when, and where" variables would need

to be considered. Wth respect to the counter party risk
gquestion, he remarked that, "You're only as strong as your
weakest |ink," he said. So where the link breaks will dictate
the anount of exposure. For exanple, how nuch demand charges
will be owed to various parties depends on how far the buyer had
to come upstream in order to assume the risks, counter party
clains, and obligations. He said he was unsure of whether the
state would want an insurance policy for the GIP, however,
without a GIP the state wll not have LNG since the carbon

di oxi de nmust be renoved prior to any |liquefaction trains.

12:17: 42 PM

REPRESENTATI VE TARR, referring to the first and fourth bullets,
asked whether it was possible to conpartnentali ze. She rel ated
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a scenario in which TCPL was the owner/operator of the pipeline,
so the pipeline would be renoved from the GIP and I|iquefaction

termnal part of the project. She asked for clarification on
how the state could assess opportunities, for instance, how to
become equity partners in the aforenentioned scenario. She

further asked whether anyone would be a better operator for the
term nal than TransCanada.

ACTI NG COW SSI ONER BALASH acknowl edged that those opportunities
woul d exi st. He said he could identify a handful of conpanies
who have expressed either an interest in building a |liquefaction
plant, participating in a liquefaction plant, or sone other part
in the proposed LNG project. Certainly, the state would need to
clearly weigh the relationship of that party to the buyers, he
sai d. He recalled that forner DOR Conmi ssioner Harold Heinze
addressed the Royalty G| and Gas Devel opnent Advisory Board
recently and had enphasized his view that it's inportant to get
the buyers invested in the infrastructure in sone nmanner so they
don't ever walk away fromthe sales contracts. This would |eave
a handful of conpanies within each of the LNG buying countries,
with a significant amount in Korea in Cogas, and a wder
sel ection of parties would be interested in Japan, he said. For
exanpl e, Mtsubishi has historically been interested, but there
are others as well.

12: 20: 04 PM

REPRESENTATI VE JOHNSON related a scenario in which he assuned
the state did not take any royalty gas "in kind." Referring to
the second bullet, he asked whether the state would have any
delivery risk throughout the GIP, pipeline, and LNG term nal
In other words, the state would only have to replace "what's
br oken” as opposed to the gas delivery.

M5. PODUVAL answered that it would depend on the arrangenent the
state nmakes for that gross share of production attributable to
the state under this alternative.

12: 21: 03 PM

REPRESENTATI VE JOHNSON assuned the state would not be subject to
risk for the supply for the upstream and m dstream activity if
the state obtained RIV and delivered it to the termnal wthout
shi pping or marketing its gas.

M5. PODUVAL offered her belief that would generally be true, as
previously discussed the state would have operational and
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capital risk for each of the mdstream conponents, but not be
the counter parties to those agreenents.

REPRESENTATI VE JOHNSON renarked that the state would not need to
buy gas for Japan on the open nmarket; instead the state would be
responsible to only fix what was "broken" such as the GIP or
pi pel i ne. He asked for clarification that the state would only
be subject to operational risks.

MS. PODUVAL answered that is correct.

12: 21: 58 PM

M5. PODUVAL turned to slide 61 entitled, "Ensuring Transparency
& Open Access will Depend on the Actual Terns Negotiated for

State Participation.” She explained this slide highlights the
i nportance of the term details. First, state equity
participation and investnent in the project could have
significant benefits as has been discussed today. Agai n, the
details that constitute any agreenent between the state and
producers wll be <critical to achieve the aforenentioned
benefits and help ensure transparency and open access. Equity

participation should provide transparency as well as access to
each segment subject to equity participation in the AKLNG

proj ect . Second, having a position on the nanagenent committee
should help ensure transparency and access to infornmation.
Third, participation through secondees - the actual teans - on

the GIP, pipeline and LNG plant would denonstrate yet another
way the state could have access to information and achieve

transparency through its equity participation. Fourt h,
structuring an wundivided joint interest or creating a "pipe
within a pipe" could also help facilitate expansion. In short,

while significant benefits exist with equity participation, the
state nmust intelligently manage and mtigate associated risks
Finally, the state nust be mndful of the details of the
negoti ated agreement to achieve transparency and access to
i nformati on.

12: 24: 48 PM

M5. PODUVAL directed attention to slide 62 entitled, "Sunmary:
Risk Allocation & Comrercial Structure.” To summarize, the
AKLNG faces risks that could affect the econom c benefits to the
st akehol ders with market prices and capital costs as the two key
risks identified. Next, direct equity participation by the
state can offer benefits to all parties involved in the AKLNG
project, but the acconpanying risk profile changes should be
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managed. Finally, the various conmercial terns related to the
state's equity participation will determ ne whether the state
can achieve its transparency and reach its objectives. She
characterized this as being a classic case of "the devil being
in the details.” She offered her belief that the [AKLNG idea
is a good one but the execution is very critical. She concl uded
her Power Poi nt presentati on.

12: 25: 48 PM

REPRESENTATI VE JOHNSON returned to liability issues. He
remar ked that parties sue the "deep pockets" in the U S. courts.
He related a scenario in which the state is an equity partner up
to the tidewater. He asked whether the state can be held |iable
for the natural gas shortage and if the state can be sued as a
"deep pocket" prior to any gas delivery.

M5. PODUVAL answered yes; it is a possibility. Naturally lots
of people exist who are ready to sue. However, the |ikelihood
of success in litigation against the state also depends on how
the contracts are structured. She offered her belief that this
is arisk that can be managed.

12:27:13 PM

REPRESENTATI VE JOHNSON asked whether any minority equity partner
in a pipeline has successfully been sued - anywhere in the world
- for failure to deliver gas.

M5. PODUVAL answered no; not that she was aware.

12:27:31 PM

REPRESENTATI VE SEATON asked whether the admnistration has
developed a list of potential conflicts of interest for the
state as a participant in a conmercial operation.

ACTING COW SSIONER  BALASH answered that this study was
conmmi ssioned to assist in understanding the value proposition as
it specifically relates to the state's royalty. He expl ai ned
that the admnistration "opened the aperture” to exam ne sone
tax inplications to better wunderstand the economcs of the
net back on royalty. He acknow edged the issues in question are
ones that a state agency has previously exanm ned. He advi sed
Representative Seaton that a body of docunents was generated
near the end of fornmer CGovernor Know es' administration in the
early 2000s that touches on sone of the issues. G anted, sone
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of the issues will be different since the agency exanm ned a
North Anmerica pipeline rather than an LNG project so the needs
or benefits wll change; however, but a nunmber of the issues
remain rel evant. Fortunately, earlier this vyear, t he
| egi slature passed and the governor signed HB 4, which
establishes a separate legal entity, a public corporation of the
state, but one that is separate fromthe state. Certainly, that
woul d offer one avenue for the state to shield the general
treasury and agencies from sone actions and conmercial
ent angl enent s. At the same tinme, how the state mght
effectively use that corporation depends on the circunstances
i nvol ved.

REPRESENTATI VE SEATON commented that equity participation and
ownership was critically inportant to the previous conversation
so his interest is for the admnistration to identify the
potential conflicts of interest and how to overcone them

12: 31: 13 PM

REPRESENTATI VE SADDLER referred to slides 58 and 59, and asked
whet her the | ow, base, and high prices could be characterized as
20, 25 and 30 percent participation.

ACTI NG COW SSI ONER BALASH answered that the |ow base and high
base on investnent refers to whether the Capex estinates cane in
on budget, under budget, or over budget.

12:31: 47 PM

REPRESENTATI VE SADDLER acknow edged he may be m ssing sonet hing.
He asked why gaining the equity participation rate equivalent to
the nodified status quo is to the state's benefit. He further
asked whether the benefit was related to the taxes or if she
could identify the net benefit for the state or the producers.

M5. PODUVAL responded that the study attenpts to determne if it
is possible for the state to provide value and incentives to the
producers, but not |ose value itself. In essence, it asks the
guestion of what is the level of equity investnent necessary so
the state does not lose value. As a result the analysis showed
that somewhere from 20 percent to 30 percent is the point at
which the state has incentivized the producers by contributing
significant capital to the project, yet the state would achieve
sufficient value and not | ose value relative to status quo.

12: 33: 12 PM
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REPRESENTATI VE SADDLER referred back slide 58 and asked M.
Poduval to identify the equilibrium point.

M5. PODUVAL pointed out that two levels of state investnent on
slide 58 are charted: 15 percent and 35 percent. She expl ained
that 15 percent represents the state's investnment in the project
and the 15 percent gross share as royalty and production tax
paid by producers. As the slide indicates, at 15 percent |eve
the state has lost value in the process [in nbst instances].
Basically this is because the status quo al nost always better

than the equity investnent in the project. It follows that 15
percent isn't the right percentage for the state to incentivize
producers wthout losing value. At 35 percent equity
participation, while the state benefits across eight of the nine
scenari os the producers may or may not benefit. Therefore, 35
percent gross share of production and 35 percent investnent
would be set too high she said. Referring to slide 59, she
pointed out that this slide exam nes the capital cost and price
to identify the level when the two are equal. O course, it

isn't a nunber since the point noves with the cost of the
project and market prices achi eved, she said.

12:34: 46 PM

CO- CHAIR FEIGE conmented the charts don't identify intangible
benefits to the state in noving the project forward.

M5. PODUVAL agr eed.

12: 35: 13 PM

REPRESENTATI VE TARR rel ated her understanding that going beyond
35 percent is not being considered since it would further inpact
producers negatively.

MS. PODUVAL answered that is correct.

REPRESENTATI VE TARR asked whether the consultant has considered
which portion of the project makes nobst sense for the state to
invest in and also develop expertise going forward to meke the
state nore conpetitive in the market.

M5. PODUVAL answered that pipeline owership is one conponent of
the project, which is why state investnent nakes sense.
Certainly, the biggest reason would be that the pipeline could
create the nost significant bottleneck in terns of access. The
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LNG plant could also be expanded in trains - nodular units that
can expand the LNG plant itself. Simlarly, a simlar approach
could be applied to the GIP, as well. She explained that the
pi peline - depending on how it is sized - can be expanded using
addi tional conpression up to a certain level, but beyond that
any expansion can only be achieved by l|ooping, which is
prohi bitively expensive. Therefore, it represents a good
conponent for investnent since the state would have control over
t he pipeline structure and devel opnent.

12:37: 17 PM

COCHAIR FEIGE noted that before gas can be renoved from the
North Slope, the Alaska Gl and Gas Conservation Conm ssion
(AOGCC) nust render a decision on the allowable anount. He
asked whether the admi nistration taken any steps in that regard
or if this is not a concern yet.

ACTI NG COMW SSI ONER BALASH agreed that it will be a concern, but
the departnment has not taken any formal steps to date. He
acknowl edged sone informal conversations have occurred wth
i ndi vidual nenbers of the AOGCC in terns of timng and

requirenents. He offered his belief that the success case and
path will involve the support of all of the working interest
owners as well as the operator being in the lead. In fact, the
operator has an incredible body of technical data, reservoir
information that cannot be matched. Their participation and
engagenment with the commssion in a success case wll be the
| ead. Certainly, the adm nistration can consider and exani ne
certain things. 1In fact, in the resolution of the Point Thonmson

l[itigation, the state engaged with the working interest owners
in matters that specifically related to Point Thonson, but also
tangentially to Prudhoe Bay, he advi sed.

12:39:16 PM

COCHAIR FEIGE referred to space capacity in the pipeline. As
Ms. Poduval previously stated, the ability of the new entrants
to North Slope gas exploration scenarios wll depend on the
ability to get the gas to market, plus spare capacity in the
l'ine. He offered his belief producers have conme up with a
project that the economcs wll work out to cover capital
expenses. However, spare capacity will be necessary to ensure
future access for exploration or access for future discoveries,
for exanple in the National Petrol eum Reserve - Al aska (NPRA) or
on the North Slope - at Wiite Hlls. He further asked how nuch
spare capacity is needed to be built into any pipeline. The
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state could build a line for existing capacity, but generally
speaki ng, the state needs to decide how nuch extra capacity wll
be needed, the cost, and whether the state should fund it as
additional equity in the pipeline portion of the mdstream
supply chain.

ACTI NG COWM SSI ONER BALASH acknowl edged these are excellent
guestions, which are ones the departnent has already considered

internally. He suggested the <conmttee could obtain sone
information from sone of the known conpanies, such as Anadarko
Petrol eum Corporation, BG G oup. He remarked that Shel

[Western E&P  Inc.] could present a perplexing set of
considerations if the producers brought in natural gas from the
offshore since no royalty interests or direct production tax
inmplications. Likew se, how that would be reconciled within the
structures being considered would likely be inportant to them
t 0o. He surmsed that in order to bear the costs of offshore
devel opnent, the producers would need a large volune of
hydr ocar bons. Certainly, this raises sone questions, which are
a little further off, he said. The questions that relate nore
directly would be that some of the other conpanies or sone newer
| essees, such as Repsol [S.A] and ENI who certainly have a
presence in the LNG nmarketplace and have likely considered sone
opportunities in Al aska.

12:43: 29 PM

ADJ OURNVENT

There being no further business before the conmttee, the House
Resources Standing Commttee neeting was adjourned at 12:43 p. m
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