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POSI TI ON  STATEMENT: Assi sted Conmissioner Balash wth his
Power Poi nt overview of the MOU between the State of Al aska and
TransCanada for the Al aska Liquefied Natural Gas Project.

ACTI ON NARRATI VE
1: 22: 14 PM

COCHAIR ERIC FEIGE <called the House Resources Standing
Commttee neeting to order at 1:22 p.m Representatives Hawker,
Kawasaki, Tarr, P. WIson, Saddler, and Feige were present at
the call to order. Representatives O son, Seaton, and Johnson
arrived as the neeting was in progress. Al so present was
Represent ati ve Josephson.

OVERVI EN'S): Al aska LNG Project - Menporandum of Under st andi ng

1: 22: 45 PM

CO CHAI R FEI GE announced that the only order of business is an
overview of the nenorandum of understanding (M) between the
State of Alaska and TransCanada [for the Al aska Liquefied
Natural Gas (LNG Project].

1:23: 07 PM

JOE BALASH, Conmi ssioner, Departnent of Natural Resources (DNR),
began his PowerPoint overview by stating that on Decenber 13,
2013, he and Comm ssioner Rodell of the Departnent of Revenue
signed a nenorandum of understanding with TransCanada [Al aska
Company, LLC (TransCanada)] for the Alaska LNG Project. The MU
was posted online and made public at the same tinme, about two
weeks ago, as was the Heads of Agreenent (HO®A). How the MOU
fits into the larger construct of the HOA will be explained, as
well as why he and Conm ssioner Rodell find pursuit of being a
part of this overall project to be in the state's interest.

COWM SSI ONER BALASH, to put the MU into context, first turned
to the Heads of Agreenment [slide 2]. He said the project being
contenplated includes a gas treatnment plant (GIP), a pipeline,
and a |iquefaction plant, and the HOA describes how all of the
parties intend to work together to advance this project through
devel opment and ultimately into construction. [ The parties are
State of Al aska, ExxonMbbi | Al aska Producti on, I nc.,
ConocoPhi I l'i ps Al aska, Inc., and BP Exploration (Al aska) Inc.]
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COWMM SSI ONER BALASH specified that the overall structure of the
HOA contenpl ates an alignnent of the state's production tax and
royalty interests in the gas wth a corresponding stake in each
of the aforenentioned project conponents [slide 3]. Each party
will hold a position in each conmponent commensurate wth the
party's respective interest, he explained, and each party wll
be free to set up its financing and partnerships as it sees fit,
which is one of the <challenges that the state has had
historically with these conpanies and which was experienced
under the Trans-Alaska Pipeline System (TAPS). This wll
preclude interfering with and conplicating the business needs of
the other parties, he noted.

1: 26: 01 PM

COWM SSI ONER BALASH explained that the MM wth TransCanada
covers the state's portion of the gas treatnent plant and
pipeline [slide 4]. Under this agreenent, TransCanada wll
provide transportation services on the gas treatnment plant and
pipeline. The state's interest in the LNG plant will be held by
the Al aska Gasline Developnent Corporation (AGDC) subsidiary
contenplated in the HOA and enabling legislation [HB 277]. A
reason for this is that the core conpetencies of TransCanada do
not |end thenselves to liquefaction, given that l|iquefaction is
not a business that TransCanada is in. "It is also sonething
that we think is going to be inportant for us to preserve either
for ourselves or as part of our ultimate marketing efforts,” he
added. Conti nuing, he noted that the pipeline wll have five
of ftake points that will be identified by the admnistration in
consul tation wi th AGDC.

1:27:32 PM

COM SSIONER  BALASH outlined the reasons for i nvol vi ng
TransCanada [slide 5]. First, TransCanada is a preem nent
pi peline conmpany in North America with a stellar reputation for
delivering projects on tine and on budget. Second, the state
has an aligned interested wth TransCanada to have an
i ndependent pipeline operating in the state and expanding on
terns that are in Alaska's interest. Third, the comerci al

terms underlying this arrangenent provide econom c benefits [to
Al aska], and fouth, TransCanada has experience building in
di sconti nuous permafrost and nountainous areas |ike that found
between the North Slope and N kiski. Additionally, he said, the
data generated and the information gathered under the Al aska
Gasline Inducenment Act (AG A wll be contributed to the Al aska
LNG effort. Fifth, TransCanada's involvenent wll provide a
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seam ess transition out of the AGA license and into this new
commercial arrangenent with all of the parties so that there is
no inpact on the overall tineline. The nmonentum from the
current year wll continue, allowing for a full sumrer field
season in 2014 and conpletion of the Pre-Front-End Engineering
and Design ("Pre-FEED') phase in 2015.

1: 30: 02 PM

REPRESENTATI VE TARR i nqui red whether working with TransCanada is
necessary because it has the expertise or because the AGA
license with TransCanada is still in place and the State of
Al aska woul d be exposed to a |lawsuit over damages.

COMM SSI ONER BALASH replied it is a conbination of things. | f
the state were to go out <cold looking for a partner to
participate in the pipeline, TransCanada would be at the top of
the list due to the aforenentioned reasons. That is not to say
t hat TransCanada woul d be a shoe-in, but TransCanada has been a
partner with the state for the last six years, is famliar with
the environnental and commercial conditions in Alaska, and is

wel | acquainted wth the state's interests. Thus, TransCanada
does not have the sane learning curve that another pipeline
conpany might have. The existing comercial contractual

rel ationship under the AG A license remains in place and wll
wind down later this year if the legislature adopts enabling
| egi sl ation. It will provide an orderly transition where the
state does not face a potentially "nessy divorce." Under the
AG A statute there are two paths to winding up the license, and
this is the am cabl e one.

1:32: 17 PM

CO CHAIR FEIGE presunmed the MU is an amcable split from the
AG A process. He asked what risks would be involved if the
state were to divorce TransCanada and have a bidding process to
provi de nore conpetition in the selection of who would build the
pi pel i ne.

COWM SSI ONER BALASH responded that this is, in many ways, a
continuation or evolution of the course the state has been on.
Preserving the AGQA Ilicense framework was considered and
ultimately set aside, but not because of dissatisfaction with
t he partnership. Many of the ternms contained in this MU and
attached Exhibit C are simlar to the ternms in the AGA
application filed by TransCanada and inproved over tinme in the
course of conpetition with the Denali Project. Wiile not a
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direct parallel, a footing was established in 2010 as to what an
appropriate split on the debt and equity mght be, as well as

the returns on that equity. However, the nature of an LNG
project is different and the risks associated to all the parties
are different in an LNG project. Engaging in a new round of

conpetitive bidding would require the legislature's engagenent
on what that framework would | ook |ike, which would take severa
nont hs. Then there would be the course of going through the
solicitation process, the review process, and the award process,
each of which takes tinmne. Wiile all of that could be done, it
was found during negotiation with TransCanada this past fall to
be an unnecessary step because the present arrangenent achieves
t he needed t hings.

1:35: 26 PM

CO CHAIR FElI GE asked how long the aforenentioned process would
t ake.

COMM SSI ONER BALASH answered by citing the AQ A process: t he
| egi sl ature passed the statute in My 2007; the request for
applications went out in July 2007; the original deadline for
the applications was end of October 2007, but was pushed back to
end of Novenber 2007; and by the tinme the review was done and
the license awarded and adopted by the legislature it was August
2008, an 18 nonth process. Wien the effective dates and the
actual signing of the license in Decenber 2008 are considered,
it took nearly 24 nonths.

1: 36: 34 PM

REPRESENTATI VE KAWASAKI understood about $300 mllion has been
spent under the A A |icense.

COW SSI ONER BALASH said it is alittle nore than that.

REPRESENTATI VE KAWASAKI inquired when the legislature will see a
product fromthe AG A process.

COWM SSI ONER BALASH responded that a nunber of things were done
with the funds spent by TransCanada and its partners in the
Al aska Pipeline Project (APP). The information gathered and
generated was fed into a series of draft resource reports that
were filed in 2012 with the Federal Energy Regul atory Comm ssion
(FERC), which were then sent to agencies for initial review and
conment . Under the ternms of the statute, the state has the
option to buy out all of the data and information generated
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under that process at a cost of approximately $130 mllion.
However, at this tine, it is not being recomrended that the
state exercise this option, in part because TransCanada and its
partners in the APP are expected to be partners in the Al aska
LNG Proj ect. They are going to contribute to the Al aska LNG
Project the information gathered and avoid a duplication of
effort and cost for the project being tal ked about today.

1: 38: 27 PM

COW SSI ONER  BALASH turned back to his presentation, draw ng
attention to the definition of a typical MW according to
| nvest opedi a. com [ sl ide 6]:

A legal docunent outlining the terns and details of an
agr eenent bet ween parties, i ncl udi ng each parties’
requi renments and responsibilities. The MOU is often the
first stage in the formation of a formal contract. An MU
is far nore formal than a handshake and is given weight in
a court of law should one party fail to neet the
obl i gati ons of the nmenorandum

COWM SSI ONER BALASH said the MU for the Alaska LNG Project
outlines the terns of the state's relationship with TransCanada
in the mdstream conponents of the project, which are the

transmission lines comng into the gas treatnent plant, the
plant, and the pipeline. However, he and Comm ssioner Rodell
cannot enter into the terns identified in the MW and the
exhibits with any force of law or binding conmtnment. It is
specifically and explicitly spelled out that the MW is not
binding until the legislature enacts the enabling |egislation.

As the legislature's permssion and authority are sought to
enter into the various contracts associated with this project,
the intent with both the MOU and the HOA is to provide a w ndow
into what the agreements wll 1look |ike when they conme out
before 2015. This way, the public and legislators will know the
intent of the parties so there can be a neasure against which to
eval uate the product in the fall of 2015.

1:40: 34 PM
REPRESENTATI VE SEATON understood that the enabling |egislation
would make the terms in the MO legally enforceable and, [if

passed], would go into place this |legislative session.

COW SS| ONER BALASH said that is correct.
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REPRESENTATI VE SEATON said he further understood that when the
MU ternms becane legally binding, the state wuld have
l[iabilities should things fall apart.

COWM SSI ONER BALASH answered "the MOU is an agreenent to agree.”
The term sheets in exhibits B and C are for agreenents that wll
be struck later this year if the enabling |egislation passes,
and those agreenments wll contain the terns in these two
exhi bits. Under those terns, the State of A aska wll be
potentially exposed to devel opnment costs incurred on the part of
TransCanada during the Pre-FEED phase. The state would not be
required to neet the cash calls of the project during this
initial/devel opment phase; TransCanada will be incurring those
cash calls and obligations. In a success case, the state wll
start paying TransCanada when the pipeline goes into service.
That is one of the benefits of having a partnership in the
m dstream as outlined with TransCanada. Al so, potentially, the
state nmy see additional partnership opportunities on the
I i quefaction but does not have specific partners contenpl ated at
this tine.

1:43: 02 PM

REPRESENTATI VE KAWASAKI understood that if [HB 277] is not
passed, the MOU wi |l expire m dsumrer 2014.

COWM SSI ONER BALASH responded that the authority to enter into
the agreenents contenplated in the MU is the request that is
being made in HB 277. If HB 277 does not pass, then this MU
[W ]l expire].

REPRESENTATI VE KAWASAKI asked what happens if anmendnents are
made to HB 227 that the parties have not yet agreed to.

COWM SSI ONER BALASH replied by reading Article 2.1(d) on page 6
of the MOU, which states:

The Parties agree to support the approval of the
Qperative Terns in the Enabling Legislation, but
acknowl edge that the Enabling Legislation nmay include
authorizations or conditions that vary from or
conflict with the Operative Terns. |In such event, and
if Parties agree to accept the Enabling Legislation,
then the Transition Agreenents wll reflect the
Enabl i ng Legi sl ation terns and condi tions
not wi t hst andi ng t he Parties’ acknow edgenent in
Article 2.1(c) above.
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1: 45: 04 PM

REPRESENTATI VE SEATON queried whether Article 2.1(d) neans that
passage of HB 277 would give the ability to nodify the terns,
and the legislature is agreeing to those terns even though it
does not know what those terns will be and that those terns
could be in conflict with the terns of the MM passed by the
| egi sl ature.

COW SSI ONER  BALASH replied that, speaking generally to the
bill, the authority being asked for is not specific to these
termns; it 1is asking for general authority and general
applicability. The intention with that authority is to enter
into agreenments that reflect the terns contained in this MU and
the exhibits. [If that requested authority is somehow limted or
conditioned by the bodies, then this section is saying that "if
we are both prepared to continue to nove forward under those
[imtations or conditions, then we wll do so." He expected
that all of the parties will be engaged in the legislative
process and, if changes are nmade to the bill, each party wll
provide testinony reflecting its appetite to accept those
conditions or further limtations. He said the parties are not
the legislature, but the admnistration, TransCanada, and [ BP,
ExxonMobi | , and ConocoPhillips].

1: 47:41 PM

COW SSI ONER  BALASH reviewed the "success case" tineline
contenplated in the MU and that fits in with the Heads of
Agreenent [slide 7]: enabling legislation would be passed in
April 2014 and the Precedent Agreenent (PA) and Equity Option
Agreenent in Exhibit B would be executed 90 days later [July
2014]. The Precedent Agreenent would govern the Pre-FEED period
with regard to devel opnent costs and associated activities. A
nore specific and nore binding Firm Transportation Services
Agreerment (FTSA) woul d be devel oped, which would cone back for
public review and | egislative approval in 2015. The expectation
is that the FTSA would be a part of the larger body of other
contracts necessary to enable the project to nove forward and
nmove into the Front-End Engineering and Design (FEED) stage.
Until Decenber 31, 2015, or the entry into FEED, whichever
occurs first, [the state] has an option to call back a portion
of its equity in the m dstream

1:49: 45 PM
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CO CHAI R SADDLER inquired as to what is included in a FTSA

COM SSI ONER BALASH said that the Firm Transportation Services
Agreenment is the binding contract between a transporter and a
shi pper for service on the pipeline. It gives the shipper a
contractual right to capacity in the pipe to nove gas under the
terms in the contract, including the tolling structure, the
capital structure for rate nmaking, and the conditions around
interruptions or delays 1in service. The ternms are not
necessarily standard. Certain features of such agreenents vary
fromplace to place or between regul atory regines.

1:51: 18 PM

COWM SSI ONER BALASH, <continuing his presentation, addressed
Exhibit B in the MW |[slide 8], which lays out an equity
cal | back option that has been negotiated as part of this. | f
the state's overall ©position in the project is 25 percent,
TransCanada would be at 25 percent in the GIP and the pipeline,
and the AGDC subsidiary would be in the LNG plant at 25 percent.
However, if the state wished to exercise its option it could
call back 40 percent of that mdstream interest. The state
would rely on the AGDC subsidiary that was established in the
| egislation to hold that equity interest, so then there would be
a split between ACGDC subsidiary and TransCanada. Using the 25
percent exanple, TransCanada would be at 15 percent and AGDC
subsidiary would be at 10 percent. A reason for having this
option is the potential revenue opportunity associated with it.
That revenue opportunity, however, while real and substantial,
comes at a cost of capital that the state very likely would have
to bear. So, it is not a foregone conclusion that the state
will want to do this; it will be part of the considerations that
wi |l be undertaken in the next 18-24 nonths.

1: 53: 35 PM

REPRESENTATI VE KAWASAKI asked what anmount of cash would that 40
percent represent.

COWMM SSI ONER BALASH replied that the total estimate for the GIP

and pipeline together is about $22 billion. |If the state was at
25 percent in the project, then the state would be |ooking at a
total share that is about $5.75 billion. If the state was to

then take responsibility for 40 percent of that, it would be a
little nore than $2 billion.

1: 54: 57 PM
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COWM SSI ONER BALASH addressed Exhibit C [slide 9], which is the
term sheet for the mdstream transportati on services. He noted
that these are the typical ternms seen in a Precedent Agreenent
and ultimately a Firm Transportation Services Agreenent. He
reviewed sone of the key terns and benefits that accrue to the
state fromthis particular structure. The first key termis the
state's very favorable debt to equity ratio. On the second
anniversary of in-service, the tariffs charged to the state
woul d be cal culated on a 75/25 basis. The anount of |everage in
the capital structure has trenendous power in driving down the
tariff. Keeping tariffs low is inportant to the state because
it results in a higher well head value and also |owers the hurdle
to additional parties to bring in gas from beyond Prudhoe Bay

and Point Thomnson. It is in the state's interest to keep those
ternrs low even if the state is one of the owners of this
pi pel i ne. Those lower tariffs inprove the state's cash flows
overall and that shows up on the royalty side as well as the
production tax side. The second key term said Conmm ssioner
Bal ash, relates to the state's exposure to cash calls during the
devel opnment peri od. TransCanada, wunder its equity position,
will be responsible for neeting cash calls and obligations
during the devel oprment peri od. The state, unless it exercises
its equity option, will not be responsible until gas flows. The

third key term he said, is where the Departnment of Revenue
(DOR) becones a nuch nore inportant player in the calculus.
When the opportunity cost on the state's capital is taken into
consideration, the state's net present value (NPV) is inproved
overall by relying on TransCanada to use its cash and bal ance
sheet . The cash requirenents of the state are going to becone
very inportant over the next 10 years. Comm ssi oner Bal ash
related that the fourth key term continues the issues and
priorities identified in the AGA structure in that it provides
a favorabl e expansion policy to govern the project. TransCanada
has commtted to structuring future expansions on a 70/ 30 basis,
t hereby providing low tariffs for expansion to shippers. Under
the fifth key term gas will be provided to Al askans with at

| east five offtake points and wll provide distance sensitive
rates in three zones - Nenana, Big Lake, and at the LNG plant
itself. This neans that the largest comunities in Southcentra
will not pay the sanme tariff to get the gas connected into the
ENSTAR system as the export volunes that go all the way to the
plant, and the offtakes at Nenana and above will pay less in

transportation cost for gas coming off the main line in that
part of the state.

2: 00: 13 PM
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REPRESENTATI VE SEATON offered his understanding that there would
be no royalty or production tax inpacts because the state would
be taking gas in kind and that that split would be be determ ned
up front. Asking whether he is msunderstanding this, he
inquired how the tariff wll i nfluence the royalty and
production t ax.

COW SSI ONER  BALASH stated that there is confusion, and he
answered by using oil as an exanpl e. Wen the state takes in-
kind for oil on the North Sl ope, he explained, it does so with a
price that is pegged to the Alaska North Sl ope (ANS) West Coast;
a transportation differential is then subtracted to get to a

wel | head value for that oil. The sane is true for gas. A price
will be achieved for the sale of the LNG and then cal cul ations
will be worked back through the chain of infrastructure to

arrive at a well head value for that royalty and production tax.
2:01:47 PM

REPRESENTATI VE SEATON said his understanding of the structure is
that the state would take both its royalty and its tax liability
in kind, thereby taking it as a percentage of gas, not a
per cent age of value. He asked how the tariff is going to reduce
t he ambunt of the state's gas in Kkind.

COWMM SSI ONER BALASH responded that it will not reduce the anobunt

of gas the state gets; rather, it wll inpact the value the
state ultinmately receives for its share of the gas when the gas
is sold in market. The state will take its gas at the North
Slope and will be responsible for noving that gas through the
i nfrastructure. The state will therefore need capacity in the
gas treatnent plant, the pipeline, and the I|iquefaction plant,
and all of those costs wll have to be accounted for. The
benefit of this structure is that the state will be in control
of the decisions affecting those tolls. The state wll be

maki ng the decisions about the relative debt to equity ratios
and the associated financing costs, rather than relying on the
deci sions nmade by the other three parties.

2:03:25 PM

REPRESENTATI VE SEATON pointed out that a big problem and dispute
with oil has been the producers shifting costs to the m dstream
or downstream thereby lowering the value and causing a loss in
production tax to the state. He reiterated his understanding
that the state will take both its royalty and its production tax
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in kind as a split of the actual raw product in order to avoid a
shifting of where to take the profit. He requested a flow chart
show ng how all of the aforenentioned will work.

COWM SSI ONER BALASH agreed to provide such a flow chart.

REPRESENTATI VE SEATON maintained it is a critical elenment if the
state is not avoiding that sane dispute.

2:04: 44 PM

COWMM SSI ONER BALASH turned to slide 10, saying that it will help
explain the aforenentioned point but that it needs to be thought

about in the context of the overall structure. He said the
chart on slide 12 illustrates how a favorable debt-to-equity
ratio affects the tariff. Each bar on the left side of the

chart depicts a different debt-to-equity scenario for the sane
project cost, and the bars on the right show the changes in the

return of equity (ROCE). The chart shows that the sane project
cost, financed in different ways, results in higher or |ower
tariffs. The state would prefer to see a higher percentage of

debt because that drives the overall tariff down. However, the
state's partners are injecting and using their own equity for
their portion of the project and are |ess concerned about the
tariff, and this is where there have been tussles in the past
over the TAPS tariffs, anong other things. Part of the struggle
over gas is how to finance this infrastructure and what the

resulting tariffs will be. The four holders of gas - the state,
Conoco, BP, and Exxon - all have sonmewhat different views as to
the appropriate financing structure that wll be enployed in
this project. The Heads of Agreenent allows for each party to

pursue its financing separately and independently. For exanple,
BP can go for a split of 55 percent debt to 45 percent equity,
with a resultant tariff of $4.64 [per mllion British Thernmal
Units (MWVBTUs)], if that is what works for BP. The state, on
the other hand, can drop its tariff by nore than 60 cents [to
$4.03] by going to a split of 75 percent debt to 25 percent
equity. The freedom of this structure allows the state to
pursue that higher |everage for the conponents that the state is
invested in and shi ppi ng on.

2:07:59 PM
CO CHAI R FEI GE understood that would be the debt-to-equity ratio
on the state's share with a conbi ned state/ TransCanada share of

t he pipe. He further understood that the state will not have
any control on the debt-to-equity ratios that the partners are
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going to use, yet that will contribute into calculation of the
tariff. He asked how nuch predictability is had here by the
st at e.

COWM SSI ONER BALASH answered that each party will be responsible

for its own capacity and will have its own tariff. The tariff
charged by Exxon for Exxon gas will not affect the state in tax
and royalty terns. By aligning the state's interest in the

infrastructure with the state's interest in the gas, the state
is free to set up financing on terns that the state wants or
with partners that are prepared to do it on terns that serve the
state's interest.

2:09: 11 PM

CO- CHAI R SADDLER, observing the chart on slide 10, inquired why
the state would choose a 75 percent debt to 25 percent equity
[and a resultant tariff of $4.03 per MVBTU when a 95 percent
debt to 5 percent equity would provide an even lower tariff [of
$3. 46] .

COWM SSI ONER BALASH replied that the "amount of skin" a party
has in a major undertaking like this project really matters to
the people who are lending the billions of dollars. In further
response, he confirnmed that this is not a "zero down" situation

2:09:57 PM

REPRESENTATI VE SEATON, in regard to the initial spare capacity
and the share each party will have of that spare capacity, asked
how the tariff will be assessed and who will get that tariff.

COWM SSI ONER BALASH responded that the scenario is not in any of
today's forthcomng slides, but he would be happy to show the
mechani cs. Continuing, he said that the Heads of Agreenent,
Article 6 and Appendix A, contenplates that any one of the
parties can expand any conponent in the project so long as the

party does so at its sole risk. For exanple, if BP wants to
expand but nobody el se does, then BP can expand but BP nust pay
for the cost of the conpressor station involved. The state
woul d be unaffected - its tariff would neither go up nor down.

It is expected that the state and its portion of the project are
going to be providing service for third parties who show up and
want to pay for service. TransCanada is prepared to undertake
those expansions on a 70/30 basis, the structure of which is
outlined in Exhibit C
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REPRESENTATI VE SEATON offered his wunderstanding that if there
was expansi on, everybody would benefit if rates were going down.
However, he is hearing Comm ssioner Balash say that rates wll
not go down because whoever expands is solely responsible, so
there would not be a general lowering of tariffs anong all the
parties.

COWMWM SSI ONER  BALASH answered that Appendix A contenpl ates
scenari os where capital costs, as well as equity ownership, are
real | ocat ed.

REPRESENTATI VE SEATON urged further investigation of this point
because the committee's general inpression was that as expansion
took place the parties' tariffs would go down or, if costs were
nore, then only the new players woul d pay.

COWMM SSI ONER BALASH pointed out that the fight over increnental
versus rolled-in pricing caused nuch befuddl enent and was a
chall enge to breaking through on an overall deal. Taki ng the
road that allows each party to set its financing and associ ated
tariffs as it sees fit, and that allows expansions to happen on
a sole-risk basis, provides an ability to maneuver around that
struggle in a way that [the parties] are satisfied wth.

2:14:22 PM

COWMM SSI ONER BALASH returned to his presentation and continued
to address the favorable debt-to-equity ratio. He noted that
slide 11 is another way to illustrate the benefits for Al aska

and the state's tax and royalty revenues. When DNR consi dered
the debt-to-equity ratio and the RCE during negotiations wth
TransCanada, the departnment |ooked at the 12 percent ROE and
determ ned that that should be pushed down a bit. During the
tug and pull of negotiation - noving down the ROE, revisiting
the debt-to-equity structure - it was found that the debt-to-
equity structure is far nore powerful in reducing the state's
tariffs and increasing the state's value, which is what is
reflected in slide 11.

2:15:41 PM

COCHAIR SADDLER inquired whether the return on equity is
deternm ned by regul ation or by market conditions.

COWMM SSI ONER BALASH replied that the ROE is a conponent of the

contract and sonetinmes those contracts are purely conmercial,
purely civil, and agreed to by the two parties. But sonetines,
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depending on the regulatory regine, that ROE is reviewed and
approved by a rate-making body. Responding further, he said the
lower the return on equity, the higher the netback, the higher
t he associ ated NPV. He confirmed that [debt-to-equity and ROCE]
are two different levers and [slide 11] shows the magnitude of
the nove with each of those |evers. He further confirnmed that
while the chart on slide 11 shows bars for debt-to-equity and
bars for ROE, there is no interplay between those two factors.

2:16: 59 PM

COMWM SSI ONER  BALASH comenced his presentation, noving to
di scussion of the capital that will be needed for the project's
three conponents  of gas treatnent pl ant, pi pel i ne, and
Iiquefaction (slide 12). That capital will be a conbination of
equity, cash, and debt. He explained that each of the three

scenarios depicted on slide 12 have a 20 percent equity
alternative and a 25 percent equity alternative because those
are the boundaries agreed to in the HOA Under a scenario with
no TransCanada participation, the State of Al aska would need to
cone up with about $9.1 billion for a 20 percent equity option
[$2.7 billion in equity, $6.4 billion in debt], or $11.4 billion
for a 25 percent equity option [$3.4 billion in equity, $8.0
billion in debt]. Under a scenario in which TransCanada owns
the gas treatnent plant and the pipeline in the state's shoes,
the state's capital would be invested solely in the liquefaction
pl ant . In this scenario, the state would provide $4.6 billion
for a 20 percent equity option [$1.4 billion in equity, $3.2
billion in debt], or $5.8 billion for a 25 percent equity option
[$1.7 billion in equity, $4.1 billion in debt]. Under a
scenario in which the state exercises its 40 percent buyback,
the state's capital expenditure requirenents during project
devel opmrent would go up [$6.9 billion for a 20 percent equity
option, with $2.1 billion in equity and $4.8 billion in debt;
$8.6 billion for a 25 percent equity option, with $2.6 billion
in equity and $6.0 billion debt].

2:19:31 PM

REPRESENTATI VE JOHNSON queri ed whet her an anal ysis has been done
for bonding at an [interest] rate of 2 percent or 3 percent.

ANGELA RODELL, Comm ssioner, Departnment of Revenue (DOR),
answered that she does not think it is a good starting point to
assume that the state can sell $11 billion of debt at a 3
percent rate. This project is not going to qualify for tax
exenption, she pointed out, and the aforenmentioned is assum ng a
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tax exenpt rate. She further said she does not want to prom se
that the state can raise $11 billion today in this market,
especially at those |evels.

REPRESENTATI VE JOHNSON pointed out that, in theory, the state
could wite that check and thereby take bonding off the table.
He asked whether an analysis has been done over the life of the
project at a return of 12 percent.

COWM SSI ONER RODELL responded that sonme analysis has been done

and will be presented in a forthcom ng slide. Having the state
wite a check today to get a potential for 12 percent RCE was an
option | ooked at. Under this option that noney is not then

available to do other things within the state, plus the pipeline
is not expected to actually start delivering revenue until 2022.
Thus, it would be a 10-year tie-up of that noney. An anal ysi s
was done regarding whether there is a way that the state can
account for those cash calls today, keep that noney invested for
the state, and use it for the state's purposes, and basically
| everage the state's balance sheet. That analysis wll be seen
in a few slides.

2:22:26 PM

REPRESENTATI VE JOHNSON said he is trying to determine who the
state should partner with and what is best for the state. Once
this pipeline is built, the state is going to be "on the hook"
for 20 or 25 percent of the volune should there be a failure of
the pipeline for a period of tine. Noting TransCanada woul d
have bankruptcy protection, but the state would not, he inquired
whet her the state can contractually say that TransCanada is on
t he hook for its portion.

COWMM SSI ONER BALASH replied that exactly how the obligations are
carried will be the product of negotiations between the state
and TransCanada, negoti ations between the state and the
producers, and negotiations between the state and the buyers of
the LNG Wiile the terns of the sales and purchase agreenents
(SPAs) for the LNG itself are not yet known, it can be expected
that the contract the state signs with TransCanada will be used
by TransCanada as a basis for financing its share of this
proj ect . The daily reservation charges that the state is going
to be on the hook for, absent sone other mtigation measure,
will be substantial and will be neasured in a couple of mllion
dollars a day. Mtigating a risk, such as an earthquake or
other disruption, is something the state nust absolutely
undertake to provide in this next period of devel opnent. In
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some cases, conpanies/entities acquire insurance for those kinds
of things. 1In regard to satisfying the obligations to buyers to
continue to find and provide gas, the SPA will typically have
force mmjeure clauses. Those kinds of things will be part of
the marketing arrangenents and marketing engagenments undertaken
in the next 18 nonths because that is a conponent for which

there is not yet a firm handle. It is not yet known what the
buyers are prepared to accept in the way of liability. He
further pointed out that the state does not yet have any
partners identified for the liquefaction. It is not unusual for

buyers to want to own a piece of the liquefaction, he continued,
and if that is sonething that the state encounters in the market
place the state would certainly want to entertain that.
However, the state would also want to see what part of its
obligation with TransCanada would [the buyers] be prepared to
take on as well .

2:27:20 PM

COWM SSI ONER BALASH continued his response to Representative
Johnson:

In thinking about this total approach to project
ownership or equity participation in this endeavor, we
did not cone at this particular set of solutions with
a desire to invest state capital in a pipeline project
or an LNG project. The folks in the division of
treasury were already doing that day in day out; they
can invest in LNG projects all over the world. That
is not what we are trying to do here. VWat we are
trying to do is arrive at a point where we can see the
resource nonetized and potentially set up arrangenents
that satisfy us and our needs and result in cash flow

to the state. How nuch risk we want to take is
probably going to inpact the anount of cash we get out
of the resource. And one of the struggles that we
have had in tal ki ng about this particul ar

comercialization effort over the last 15 years has
been the tension between R K and RV [royalty in
val ue]. | would love nothing nmore than to sit here
and stay in a position where we are at RV, where we
do not have to take any risk, and all we do is sit
back and count the cash coming in when the project
starts up. But, that does not appear to be a viable

option for us. And as we engaged the conpanies in
this discussion, they were pursuing an R K solution
we were pursuing an RIV solution. And what we have
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attenpted to do is try to make RIK ook a little nore
like RIV so that we are in a position to |leverage the
producers' expertise in marketing to get the pricing
terns that would result in an RIV-like cash flow for

the state. Utimtely, we nay decide to pursue
mar keting arrangenents that are different, financing
arrangenent s t hat are di fferent, and ot her

partnerships that reduce our risk, but would probably
have sone inpact on our cash. But it allows the other
parties to nmake their investnents and business
decisions in a way that allows the project to nobve
forward and realize this potential that Al askans have

been waiting on for 40 years. So, there is a nunber
of ways to look at these problens and | am | ooking
forward to solving the challenges associated wth
direct participation. | like puzzles. | |ike solving
puzzl es. And it so happens that Conm ssioner Rodell
is quite adept at the financial aspects of these kinds
of things. And | think we have got a great

opportunity here to engage the marketplace where sone
of these solutions are going to be found.

2:31: 01 PM

REPRESENTATI VE JOHNSON stated he I|ikes solutions, not puzzles

but wants to make sure that all of the puzzle pieces are | ooked
at . Recalling the statenments nade by Conm ssioner Bal ash that
TransCanada will be going out for financing once an agreenent is
had and that the conm ssioner does not want to paint the picture
that the state could go out and finance this kind of noney,
Representative Johnson queried whether TransCanada has a better
credit rating than does the State of Al aska. Someone is going
to be financing the project, and soneone is going to reap the
benefits of that. The question needing to be asked is whether
the state is better off taking this on its own or having
partners and sharing it. The state may be better off with "the
four of us" doing a request for proposals (RFP). He subnmitted
that the profits over the course of this project would far
outstrip any treble damages |[that the state would owe
TransCanada] . He said he would like to explore the issues of
whether the state would be better off cutting its |osses, or
better off with a partner, or better off with [TransCanada], or

better off w th another partner. Because this MU is pretty
specific, he said he would like the aforenentioned issues to be
addressed before junping into an agreenent. In order for this

agreenent to be a long nmarriage, it needs to be with the right
partner. He added that he is willing to have another neeting to
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di scuss the aforenentioned, so answers to his questions are not
needed ri ght now.

2:33:49 PM

REPRESENTATI VE TARR inquired about the point at which the
state's good credit standing would be threatened by taking on
too nmuch debt. She further asked whether that credit standing
as well as how that would inpact other state priorities, was
part of the consideration in reconmending the 75/25 ratio.

COWMM SSI ONER RODELL answered that two different things are going
on here. First is to look at the different conbinations to
determ ne what the state can do to push the tariff low.  Second,
is to see the value of having a partner in this project that
hel ps with the cash calls and the benefit of that to the state

versus the risk. The risk on the rating is really one of
whether the state will be able to neet its day-to-day operations
as a state. If the state was to put aside $11 billion as its

equity investnent into the pipeline - to make that available for
cash calls when and if they are requested - creates an inability
in the state's financial flexibility to neet its daily
operations. There is an opportunity here to let a partner cone
up with the financing and to have an agreenent that when the
pi peline cones into use the state will start repaying those cash
calls and repaying that debt. The value of not having to cone
up with cash over the next 10 years, and what the repaynent
stream | ooks like, is reflected in the tariff that is discussed
her e. If the state wants to use sone cash, there are the 40
percent equity options - [in the 20 percent equity option] the
state can step in and actually front-up $6 billion rather than
$9 billion; or, in the 25 percent equity option, front-up $8.6
billion rather than $11.4 billion. Part of it in this case was
TransCanada's wllingness to give the state the option of
deciding at the end of Pre-FEED whether or not to actually put
up 40 percent at that tine.

CO CHAIR FEIGE commented that it is "never a good idea to get
over - ext ended on your credit card."

2:37: 00 PM

COWMM SSI ONER BALASH, responding to Co-Chair Saddler, confirned
that the two bars on the far left of the chart on slide 12
reflect State of Alaska ownership of the entire project at a
cost of $45 billion. 1In further response, he explained that the
far left of the chart reflects no TransCanada involvenent for
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the entire project. The mddle two bars reflect TransCanada
stepping into the state's shoes for 100 percent ownership of the
gas treatnent plant and pipeline; the 20 percent and 25 percent
equity is the state's share of the liquefaction facility and is
the capital that the state would need to provide. Responding to
a third question from Co-Chair Saddler, he confirmed that
TransCanada would own 100 percent of the pipeline and treatnent
facility, and the State of Alaska would own 100 percent of the
LNG pl ant and associated marine facilities.

CO- CHAI R SADDLER understood that the two bars on the far right
of the chart reflect ownership by TransCanada for 100 percent of
the pipeline and treatnent facility, with owership by the State
of Alaska for 100 percent of the LNG plant. He requested
clarification about the anpbunt the state would buy back.

COWM SSI ONER BALASH answered that the state would buy back 40
percent of the midstream which is the equity callback option
that the state has under Exhibit B.

REPRESENTATI VE JOHNSON clarified that TransCanada would own 100
percent of the state's 25 percent; TransCanada woul d not own 100
percent of the pipeline.

COW SSI ONER BALASH concurr ed.
2:39: 01 PM

REPRESENTATI VE OLSON inquired whether there would be adequate
information by the end of the legislative session to make a
"rational vote" on the enabling |egislation.

COWM SSI ONER BALASH replied he has "every confidence in this
institution."”

REPRESENTATI VE OLSON pointed out that five of the current
committee nenbers were present "at this rodeo a few years ago."

COWM SSI ONER  BALASH observed that, as an institution, the
committee nmenbers are far nore famliar with pipeline operations
and the effect of the key ternms on the state. He opined that
the state's and the legislature's higher point on the |earning
curve will enable key decisions to be nmade "for this step.” He
enphasi zed that it is not necessary to make a 30-year conmmtnent
today; rather, the request is for "the ability to progress this
through to the next phase and stage and |evel of comm tnent by
respective parties.”
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REPRESENTATI VE HAWKER related that his desire is to delve into
the overall agreenent, but said the presentation needs to be
conpl et ed. He requested that there be a chance to discuss nore
details with the two conm ssioners in the near future.

COCHAIR FEIGE replied that there will be that chance.
2:41: 08 PM

COWM SSI ONER BALASH turned back to his presentation, directing
attention to the chart on slide 13 depicting the State of
Al aska's annual cash flows associated with the 25 percent equity
al ternative. He noted the blue line represents State of Al aska
ownership and the state is solely responsible for the cash calls
bet ween now and project start up. Wen project sanction occurs

in 2018, upwards of $1.3 billion annually will be required from
the state for construction. However, once start-up begins, wth
full ranmp-up in 2023, the state's cash flow will suddenly turn
positive. In 2043, he continued, the revenue begins to taper
downward because the chart is depicting the proven resource at
Prudhoe Bay and Point Thonson. However, the belief is that
there will be additional gas resources found, and rather than
revenue tapering off in 2043, the trajectory out wll continue
for many, nmany years. Conmi ssi oner Balash confirned that the

af orenentioned is a highly conservative estinate and is based on
the proven resources of both fields, as well as assum ng an oi
linkage for pricing the LNG at $90, which is a fair bit |ess
than is being seen in the market today.

COM SSIONER  RODELL interjected that it Is inportant to
recogni ze that the graphic on slide 13 does not include any
additional revenues to the state that this project m ght
produce, such as corporate incone tax or property tax.

COW SS| ONER BALASH added that this estimate is to isolate the
revenues that are affected with or w thout TransCanada.

2:44: 00 PM

COWMM SSI ONER BALASH noved to slide 14, saying that it is another
way of |ooking at these sanme issues of concern, and it takes
into account the opportunity cost for the use of state capital
He explained that the chart reflects the cunulative cash flows
for the three scenari os.
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COWM SSI ONER RCODELL pointed out that this chart goes back to
Representative Johnson's earlier question regarding the val ue of
having a partner versus sole ownership. She noted the benefit
for the state of not using its cash when there is participation
by a partner.

COWM SSI ONER BALASH addressed slide 15, which illustrates the
increase in annual cash flows to the State of Alaska with an
expansion of the project under the 20 and 25 percent equity
alternatives. He explained that adding a train for |iquefaction
would require an additional train of treatnment at the North
Slope, and this additional throughput in the pipeline would be
achieved with conpression. The state's future is incredibly
bright when the opportunities for continued exploration,
devel opnent, and production of natural gas are considered. Wth
the pay-off of the pipeline in 2045 the state's cash flow
shoot s up. Contenplated in the term sheet in Exhibit C is that
at the end of the initial contract term the state would have
the opportunity to buy out TransCanada's interest in the
m dstream at the net book val ue.

2:46: 52 PM

COWM SSI ONER BALASH directed attention to slide 16 portraying
the distance-sensitive, rate-maki ng el enent for in-state
del i veri es. Fai rbanks deliveries would be within the Nenana
zone and would require a lateral from Nenana to Fairbanks with
an overall tariff of $3.70 [per MVBTUY. Tariff charges to

Sout hcentral Al aska, the Big Lake Zone, [would be $3.81], and
charges for the full haul to the LNG plant [would be $4.02]. He
pointed out that the required treatnent service, depicted in
blue in the bar graph, is the sanme across all the delivery
zones, whereas the pipeline tariff, depicted in green, varies.
He concluded his presentation by expressing his excitenent for
the opportunity to work together and maintain nonentum for this
project (slide 17).

CO CHAIR FEIGE said he is concerned about the conparative cost
of severing the Alaska Gasline Inducenent Act (AG A ties wth
TransCanada - a divorce from TransCanada - versus the cost of
the negotiated ownership percentage with TransCanada for this
project. VWile the reasons presented thus far seem | ogical, the
specific nunbers and the justification for the way this deal is
currently negotiated, and its value to the state, need to be
di scussed further.

2:50: 36 PM
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CO- CHAIR SADDLER asked why only three offtake rates were
identified when the plan is for at least five offtake points.

COWM SSI ONER BALASH responded that these three offtake points
could be specifically identified. However, the ultimte nunber
of offtake points could be far nore than five, and work to

identify the nunber of offtake points wll be undertaken. He
expl ained that pre-installation, or tapping into the |ine during
construction, is not very expensive or cunbersonme to do, so

there may be nultiple offtake points that never get used. These
three offtake points nmke the npbst sense, as they are
volunetrically weighted for the largest likely draws off the
pi pel i ne.

2:52: 04 PM

REPRESENTATI VE HAWKER pointed out that the committee has a due
diligence responsibility to determne whether this is a good
deal . "This is really kind of a take-or-leave-it deal for us,"
he said. "W don't have a lot of latitude.” He noted that those
menbers of the conmttee who "have been to this rodeo for a
dozen tines, have always had a lot of latitude in the process."
He conti nued:

Here we have this necessity for enabling |legislation that
is specifically ... spelled out. And, in order to exit
AG A, which is necessary to go forward with anot her project
plan here, we have to have both a trigger event and this
execution of these things called transition agreenents.
Trigger event neans the effective date of that enabling
legislation, and it actually says that [TransCanada Al aska
Devel opnent Inc.] finds that |egislation acceptable. So

that seens to nme with all respect, it is a veto authority
on the whole if we make a change of sufficient nerit and
which is probably a material change to the enabling
legislation that is pretty well clearly spelled out here in
this legislation that allows you to enter into these exact
terms and conditions that you are describing up here. Your
partner TransCanada has the ability to say no and we just

go back to square one. \Wich seens like ... we really are
not in a certain situation here as a |egislature where we
have nuch say in the policy developnent.... As we |ook at
t hese conponent s, and you heard guesti ons about
debt/equity, you heard ... gquestions about ownership
percentages and all those sort of things. How rmuch

|atitude does the Ilegislature have to get into being
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proscriptive on such things wthout |jeopardizing your
agreenent under this [MOJ and then subsequently the flow
t hrough to the HOA?

COWM SSI ONER BALASH repl i ed:

In ternms of doing your due diligence, we are happy to play
whatever role you would like us to play in that due
diligence. Your contractors have made it to towm. W are
doing everything we can to help them understand what we
| ooked at, how we |ooked at it, so that we are not talking
past each other in assunptions and nodels, and ... wll
continue to do that. W looked all of this information in
a variety of ways - far nore than has been presented here -
and we will be happy to generate whatever infornmation we
can. | would ask that we coordinate that through the
respective chairnmen of the commttees, but ... we can
present this information in any nunber of ways and we can
| ook at various scenarios. Wth regard to the latitude of
the legislature, we fully respect the independence of this

body.... Again, | would call nenbers' attention to [Article
2.1(d) of the Menorandum of Understanding].... The parties
in this case - Conm ssioner Rodell and nyself, along with

TransCanada - have agreed to this set of terns and we have
agreed to agree to contracts or transition agreenents that

| ook Ilike this. But, depending upon the conditions or
l[imtations included in the enabling |egislation, they may
wal k. But ... that is a decision that ... they wll
make.... That is something that | am confident the

process for developing legislation - there wll be an
opportunity for them to review whatever it is that the
| egislature would |like themto consider and they will have
an opportunity to comment on it. That is what these

hearings are all about.

2:56: 21 PM

REPRESENTATI VE HAWKER noted that Article 2.1(d) says "everybody
agrees to support everything going forward." However, he added,
the article' s |language also includes the word "if" and foll ow ng
"if" is the capitalized word "Parties". He understood
Comm ssi oner Bal ash to have said that "that applied to the other
guys might choose to wal k." Representative Hawker conti nued:

Capital P Parties is actually both the admnistration and
the other guys. Is that a conmtnment from you that no
matter what |legislation passes here, the admnistration
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will stand behind it and put the sole onus for wal king away
fromthis on the other guys?

COWMM SSI ONER BALASH responded that he would not characterize it
that way. He conti nued:

Wether we are talking about this docunment or this
docunent, there may be circunstances or conditions or
limtations in legislation that is passed by this body
where Comm ssioner Rodell and | are going to need to decide
in our respective positions whether we think that the
course laid out continues to be in the interest of the
st at e.

REPRESENTATI VE HAWKER said he appreciates hearing this because
he did not want to hear the conm ssioner abrogating his role.
He added:

It is entirely possible for us to pass sonething that you
as an admnistration find an inappropriate reason to go
forward with the other guys, and for whatever reason they
m ght love it....

COWM SSI ONER BALASH concurred, saying, "That is a very real
scenario that we contenpl ated.”

2:58: 08 PM

REPRESENTATI VE HAWKER said he would also like to discuss whether
the state is really exiting AGA in this agreenent or really
just tenporarily suspending it.

CO- CHAIR FEICGE responded that on February 12, 2014, another
hearing will be held on the MW, where this issue can be
di scussed. There is an opportunity in the neantime for
engagenent between the comm ssioners and their staff and between
the conpanies and their staff. He concurred with Representative
Hawker, stating:

What ever we end up deciding, either it falls within the ...
paranmeters and the boundaries laid out in the MU and the
HOA or it falls outside those paraneters. And if it does

fall outside the parameters | would hope that neither any
of the parties would sinply walk away, but we would be
engaged in further negotiation ... as uncertain as that may
be. So, with that in mind, | ask all conmttee nenbers to

really dig down into the ... hard legal fine print on
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t hese docunents. W' ve got our |awers and pl ease converse
with the co-chairs and if you have specific information for
testifiers that you want to hear on this subject, or that
you think would bring good outside opinions to the
conversation, we wll certainly work with you ... to bring
that to the fore.

REPRESENTATI VE SEATON rel ated that a general assunption is being
made that the |owest possible tariffs are wanted for the state.
At some point in tinme, he noted, the tariff could be the incone
stream for the state. Wth a low tariff the state may |ose the
nost significant incone stream that it has, depending upon the
price, which would be the in-kind portion. He said he would
like to have the adm nistration provide a public discussion "of
low tariff and what that gives us as future limtations on our
ability to have a revenue stream depending upon the price that
we get for royalty and taxes."

3:01:10 PM
ADJ OURNVENT

There being no further business before the commttee, the House
Resources Standing Commttee neeting was adjourned at 3:01 P. M
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