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POSI TI ON  STATEMENT: As consultant to the Alaska State
Legi sl ature, provided a PowerPoint presentation in consort wth
M. Mayer regarding gasline issues and options.

ACTI ON NARRATI VE

1: 05: 04 PM

COCHAIR ERIC FEIGE <called the House Resources Standing
Commttee neeting to order at 1:05 p.m Representatives Hawker
Kawasaki, Tarr, P. WIson, Seaton, and Feige were present at the

call to order. Representative Josephson was al so present.

PRESENTATI ON(S):  GASLI NE | SSUES/ OPTI ONS

1: 05: 25 PM

CO CHAIR FEI GE announced that the only order of business is a
presentation regarding gasline issues and options by [the Al aska
State Legislature's energy consultants] M. Janak Mayer and M.
Ni kos Tsafos, partners in the consulting firm"enalytica".

1: 05: 54 PM

JANAK MAYER, Energy Consultant, enalytica, consultant to the
Al aska State Legislature, began by noting that this is his third
year before the legislature testifying on oil and gas issues
Prior to co-founding enalytica, he was with PFC Energy. At PFC
Energy he led the analytics team working on fiscal terns
anal ysis, project and portfolio econom c nodeling, and building
financial economc nodels for large and small transactions for
national and international oil conpanies and private equity
firms, as well as a range of analysis of the inpact of fisca
terms on government investnent.

1: 07:16 PM

Nl KOS TSAFOS, Energy Consultant, enalytica, consultant to the
Al aska State Legislature, introduced hinmself saying this is his
second year advising the |egislature. Prior to co-founding
enal ytica, he spent seven and a half years wth the natural gas
practice at PFC Energy. Wiile at PFC he advised some of the
world's largest oil and gas conpanies regarding how to sell gas
if the conpany had gas, where to buy gas if the conpany wanted
to buy gas, and hel pi ng conpani es nake sense of |ocal, regional,
and national gas markets.
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MR. TSAFCS expl ained that today's presentation is focused on two
things. The first focus is on in-kind and in-value, and how the
State of Alaska should participate in the proposed Al aska
Li quefied Natural Gas (LNG Project. He said in-kind versus in-
value, as well as price/cost exposure, are effectively overal
project questions that are in the Heads of Agreenent (HOA). The
second focus is on mdstream options, which is about the role of
the Menorandum of Understanding (MOU) wth TransCanada Al aska
Conmpany, LLC, in the project design.

MR. TSAFQOS, addressing slide 4 entitled, "OL VALUE CHAIN'
noted that enalytica wanted to find a way to put the questions
faced by the legislature about gas in ternms that |egislators and
the public are nore famliar wth. He explained the slide is a
cut-and-paste from [page 106] of the Departnent of Revenue's
Revenue Sources Book, Fall 2013, and depicts the production tax
calculation for [Alaska North Slope (ANS)] oil for fiscal year
(FY) 2015, the first year that all oil production is subject to
SB 21. The FY 2015 forecast price for oil is $105 [per barrel],
he pointed out. The mdstream costs are estinated to be about
$10 [per barrel], of which sone are marine transportation costs,
some are Trans-Al aska Pipeline System (TAPS) costs, and sone are
ot her costs. Lease expenditures are estinated to be $46 per
barrel . The result is [a production tax value] at the North
Sl ope of about $49 per barrel.

1: 10: 43 PM

REPRESENTATI VE SEATON observed that slide 4 indicates 35 percent
of the production tax value and said this does not include the
credits which will be significantly different than what appears
on the slide, especially as prices decline. He expressed
concern that nenbers are seeing a partial picture.

MR. MAYER replied the purpose is not to talk about oil taxes
but to take one particular section of things and conpare how
this calculation mght work wth gas. The credit side was
del i berately not |ooked at because the focus is on the question
of where value is in the barrel. The aim of the exercise is not
to say how nuch tax the state collects fromoil, but rather how
gas conpares to oil. The aimis not to get into the question of
how nuch of a future devel opment cost would be attributed to oi
versus to gas and what credits would be involved and what
credits are actually applied to gas, because at the nonment none
do. The calculation was held off of the tax before credits
because that is what is being concentrated on.
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REPRESENTATI VE SEATON said he is confused, then, where different
oil prices are used. For exanple, calculating this at $81 per
barrel versus $105 per barrel wll result in a very different
oil value to the state. He requested that that also be put into
context here so legislators and the public can actually get a
val ue conpari son

MR. TSAFOS concurred, but said he will walk nenbers through why
t hose nunbers were put there. The thought was to start with a
view at the 30,000-foot Ievel before drilling dowmn to finer
details to ensure everyone is focused on the things that are the
bi ggest and have the biggest inpact for the state. He said he
will be happy to answer further questions if they are not
answered by the rest of the presentation.

REPRESENTATI VE SEATON poi nted out that gas taken in-value by the
state is being conpared to a non-existent system given the
state's system does not tax 35 percent of the production tax
value; rather, the state has a 35 percent less credits variable
on the price. He requested that at sone point a conparison be
made to the systemthe state has in place.

1:14: 41 PM

MR. TSAFOS resuned his presentation, turning to slide 5 and how
the price for Alaska gas will be different than the famliar
picture for oil. One difference is that the ANS price for oi

is transparent, while the price for gas is highly opagque and
does not just cone up on the Wrld Wde Wb. Another difference
is that the price for gas is highly variable. Even within one
country there will be a 20, 30, or 40 percent variation between
one price and another price. So, while there may be an average
price, the reality is that [the State of Alaska] will be earning
very variable prices on its gas. Additionally, the gas price
for Alaska is likely going to be linked to oil since the state
will be |ooking at Asia. Most of the LNG in Asia is priced
agai nst the Japan Custons Cleared (JCC) price, also known as the
Japan Crude Cocktail price, which is the average price that

Japan pays for oil. He noted that enalytica cal culated back to
2004 and found the JCC is basically the sane as the ANS.
Responding to Representative Hawker, M. Tsafos confirnmed

enalytica's analysis is of the export aspect wthout any
prejudice as to the donestic price and how the donmestic price

will be set. Continuing his presentation, he said the |ast
difference is that, in general, energy for energy, gas earns
less than oil. A $100 barrel of oil is not the sane as a $100
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barrel of LNG  Sone contracts may get pretty close to that, but

in general gas trades at a discount to oil. The reason for
this, especially in Asia, is that when gas is priced nore
expensive than oil, consuners go back to using oil.

MR. TSAFCS turned to slide 6 to discuss mdstream costs and how
these costs differ for oil and gas. Gas is nore difficult and
nore expensive to transport than is oil, he explained, a reason
for why gas is often stranded. Rat her than a transportation
cost of $10 [as seen for oil at the FY 2015 price of $105], the
gas value wll be higher. The tariff for gas wll not be
regul ated by the Federal Energy Regul atory Commi ssion (FERC) and
the tariff will be sensitive to the capital structure. The gas
tariff wll be governed by how nuch the infrastructure costs and
the allowed rate of return on that infrastructure.

1:18: 23 PM

MR. TSAFOCS, noving to slide 7, outlined an indicative LNG chain
for when oil is priced at $100 per barrel. At this oil price,
the estimated price for LNG could be $81 [per barrel of oil
equivalent (BOE)], he said. This presentation is not a

forecasting exercise; rather, it is to show that LNG is "a very
different beast” than oil and nust be thought about in a very

different way. In the mdstream the transportation cost for
LNG would be about $66 as conpared to $10 for oil. At an
upstream expenditure for LNG [of $6 per BOE], the result is [a
production tax value (PTV)] of about $9 per BCE If the

| egislature were to focus its attention on how to tax $9, it
woul d be | eaving the vast nmajority of the barrel untouched. The
$66 is so big that ignoring it, or saying that the state is a
tax levying authority at the wellhead, is l|leaving nost of the
pie outside of the state's control. Comrencing to slide 8, M.
Tsafos posed a scenario for the indicative LNG chain in which
the oil price is about $90 per barrel [with resultant LNG price
of $72.18 per BOE]. At this price, he pointed out, there is no
| onger any production tax value at the North Slope for LNG
because the entire value has been taken up by infrastructure to
produce the gas and bring it to market. Turning to slide 9, M.
Tsafos posed a scenario in which the oil price is $100 per
barrel [with resultant LNG price of $81 per BOE], but the costs
for LNG are 12 percent higher. In this scenario, he noted, the
[ production tax value] at the wellhead is also zero. Projects
much smaller than the Alaska LNG Project can cost 10 percent
nore than thought, he advised, so a 12 percent cost escalation
i s not unreasonabl e.
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1:21:16 PM

MR. TSAFCS di splayed slide 10, entitled "Inplications for State
of Al aska". When thinking about what drives the value to the
state, he said, the state will want to ensure it gets a fair
price for the LNG that the price per BOE is maximzed.
However, he stressed, it is really about the mdstream The
m dstream is such a big part of the pie that if the state is
nowhere near that $66 [in transportation costs] it is really

m ssi ng out. Upstream is inportant, but not as inportant as
m dstream  The point being nade, he said, is that the well head
is insufficient to drive the value for the state. At $9 per

BCE, nultiplied by a production [of 384,000 barrels daily], the
state is looking at $372 million. That is not a big amount when
put into the context of what the state earns from oil today,
even though a production of 384,000 barrels is actually a
si zeabl e production project; while the volunme is big, the value
is much snaller. Responding to Representative Seaton, he
clarified that the oil price used for slide 10 is $100 per
barrel, which leads to [an LNG price per BOE] of $81.

1: 23: 27 PM

MR. TSAFCS, responding to Representative Seaton, said 384,000
barrels of oil is equivalent to 17.4 mllion tons per annum or
a little over 2 billion cubic feet (BCF) per day, which is the
assunption that has been put forward by the project sponsor in
the royalty study for the capacity. The capacity of the project
has a range of between 15 and 18 nmllion tons because of the
weat her - the colder the weather the nore gas that can be put
through the pipeline. He reiterated that this analysis is about
the export, although the pipeline will be bigger because of the
in-state gas that is not for export. Responding further, M.
Tsafos said that 2.5 BCF per day is the initial capacity of the
pi peline, of which about 2.0 or 2.1 BCF per day will be exported
and the rest will be for the Al aska nmarket. The pipeline, as
well as the LNG has the potential to be expanded in the future
al though that is not what this presentation is |ooking at.

REPRESENTATI VE SEATON asked whet her the pipeline being discussed
in today's analysis is the Alaska Gasline Devel opnent
Corporation (AGDC) pipeline or the Al aska LNG Project.

MR. TSAFOS answered it is the pipeline that is proposed in the
Heads of Agreenent (HOA) and the Menorandum of Understandi ng
(MOU) for bringing North Slope gas to N kiski for LNG export,
including the five in-state outlets.
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1: 26: 06 PM

MR. MAYER turned to slide 11, entitled "RIV [royalty-in-val ue]
makes Upstream the Sole Price Absorber”. He explained the slide
expresses the calculations on the previous slides in the form of
a bar graph, with both axes depicting a range of prices for LNG

in dollars per barrel of oil equivalent (BCE). Under a typica
Asian LNG pricing contract, he said, $80 per BCE for LNG could
easily be a crude oil price of $100 [per barrel]. For oil,

royalty and production tax are the tw nost substantia
conponents in the state's fiscal system For gas, however, when
royalty and production tax are taken in-value and there is the
very high tariff of the entire mdstream conponent, any changes
in gas price are enornously anplified in the inpact on the
st at e. The state actually bears a huge anount of price risk,
the reason being that that is essentially the state's value; the
value at the well head is the absorber of differences in price.

REPRESENTATI VE HAVWKER observed that the chart on slide 11 | ooks
at five price scenarios and how the destination price gets
shared along the way back to the well head. He inquired whet her
there is an error with the farthest |eft col umm.

MR. MAYER confirmed an error and stated that the BOE price on
the X axis should read $110.

REPRESENTATI VE SEATON inquired whether slide 11 is the ANS West
Coast price or the "after deduction of the 22 percent" price.

MR. MAYER replied it is an LNG price expressed in barrels of oi
equi valent; so, it is after discount based on a pricing fornmula.

REPRESENTATI VE SEATON surmi sed that $22 would be added in order
to | ook at a conparative price.

MR. MAYER agreed, saying that $80 BOE rel ates, roughly speaking,
to the $100 per barrel of oil in the previous exanple.

1: 30: 19 PM

MR. MAYER returned to his discussion of slide 11, saying there
is enornous variation in what the state would get in royalty or

in production tax depending on the oil price. In higher oi
price environnments, substantial value remains for the state to
take in royalty and to take in production tax. But, as the

price falls, that value quickly falls away to nothing, and the
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value falls away nuch faster than the price itself is falling
The structure is anplifying the effect of the price fall to the
state's revenues. It is anplified because there is a large
fixed conponent -- the tariff that is set on all the other
pi eces. \Wiether a real tariff, or a tolling facility, which is
the case here, or an integrated project anong the producers
where it is not looked at as a tariff, the cost of that
conponent nust be assessed for regulatory and | egal purposes and
the process for determning that tariff nust be reasonably well

est abl i shed. As a fixed conponent, the mdstream gets its
guaranteed rate of return regardless of what the price is; that
value is always going to be there. It is the state's share that

has to take up the entire burden of a decrease in the price
which is why the overall effect of this structure is to anplify
on the state's revenues the effect of a fall in price.
Correspondingly, the same thing would be true of an increase in
costs.

COCHAIR FEIGE interpreted the aforenentioned as nmaking a good
case for being an owner of the project, because then there would
be an ownership of at l|east a piece of the guaranteed return
that is shown on the graph.

1: 32: 26 PM

REPRESENTATI VE SEATON posited that, because it is not a tariff,
t hose expenses could be shifted by the individual parties. He
requested there be discussion at sone point as to how the state
woul d be inpacted by soneone having higher expenses or taking
nore expense as tariff versus soneone taking |lower tariffs.

MR. MAYER responded this is an excellent point. Returning to
slide 5, he said there is nmuch |less transparency throughout the
conponents that make up the core of the val ue. There is |ess
transparency because there is not one quoted price out there for

gas that everyone can understand; instead, it is subject to
contractual negotiations and different vol unes. Addi tionally,
it is not a FERC regulated pipeline from a tariff perspective
because it is a pipeline for export. But, there is enornous

ability, subject to whatever regulatory constraint can be placed
on it, to vary that tariff through different capital structures
on a whole range of |evels. Over the last few decades there
have been battles on the Trans-Al aska Pipeline System (TAPS)
over a tariff that represents $6 out of $100 per barrel of oil

Thus, a tariff of nore than $60 for the entire mdstream
conmponent, liquefaction back to the wellhead, is a good reason
for wanting a better solution to the question of understanding
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where is the value in that chain and aligning interests on how
value is created across the value chain, rather than fighting
over which conponents accrue the val ue.

1:35:14 PM

REPRESENTATI VE TARR inquired whether M. Myer is in agreenent
with the 75/25 equity-to-debt structure that has been discussed
in previous presentations before the commttee.

MR. MAYER replied the 75/25 structure is laid out in the MU and
relates specifically to +the question of TransCanada and
TransCanada's interest in the pipeline and the gas processing
facilities. He said enalytica wwuld agree wth the
adm nistration and its consultant's analysis that the tariff is
much nore sensitive in alnost all circunstances to the relative
|l evel s of debt and equity than it is to the specifics of, for
instance, the return on equity that is allowed. In that sense,
75/25 is quite an aggressive degree of |everage. Rati os of
70/30 to 60/40 are probably nore typical mxes of debt and
equity for setting tariffs for regulatory purposes, so 75/25
| ooks quite attractive. |In general, the other conponents of the
deal nust be wei ghed out.

MR. MAYER, responding to Representative P. WIson, confirnmed he
is saying that the ratio of 75/25 | ooks good for the state.

1: 37: 12 PM

MR. MAYER resunmed his presentation, turning to slide 12,
entitled "In Kind W Equity Ofers Mre Downside Protection”

The graphs, he expl ai ned, are prelimnary findings from
enal ytica's nodel and over the next few weeks the assunptions
used in the nodel wll be further refined. As these assunptions

are refined there may be a shifting of the precise points
depicted on the graphs or a shifting of precisely where the
lines on the graphs cross over, but the basic directional
findings extrapolated on the charts wll not change. The
directional findings on the graphs depict the value of the
state's ownership if it takes the royalty and production tax in-
kind as a gas share as well as a corresponding share of equity
in the entire mdstream conponent. By taking value in-kind and
an equity share of the mdstream essentially being a partner in
this project rather than a taxing and regulating authority, the
state has greater downside protection than it does if it takes
i n-val ue. This is because instead of having a big fixed
conponent that is soneone else's guaranteed return, a value is
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di stributed across an entire investnment. |f prices go down the
state may nake | ess than an optimal return, but it is not a case
where val ue suddenly goes to zero with a very snmall novenent in
pri ce. The HOA posits a 20-25 percent share of gas for the
st ate. At a 25 percent share of gas, and a corresponding 25
percent equity stake in the entire integrated project, the val ue
to the state at low prices is higher than it is in-value and it
al so has the shallowest slope; the state is better protected on
the downside but actually gives up sone of the upside of high
prices.

1:41: 34 PM

MR. MAYER, responding to Representative P. WIson, explained the
graph on the left side of slide 12 looks at things from the
state's perspective, the mddle graph is from the producers’
per specti ve, and the right graph is from the federal
government's perspective. In further response, he explained the
red line on the graphs represents the option of taking the
royalty and production tax in-kind as barrels and having a
corresponding equity ownership in the pipeline and |iquefaction.
The green line essentially represents the status quo of tax and
royalty netted back at the well head in-value. The slope of the
red line is shallower than the slope of the green line, neaning
the in-kind world gives the state |ess price upside when prices
are high but |ess downside when prices are |ow. The state is
better protected against price risk in the in-kind world than
the status quo in-value world, which is a counter-intuitive
finding that enal ytica thinks people should understand.

MR. TSAFOS interjected that what is being done on slide 12 is
adding up all the noney generated by the project and seeing how
that noney gets distributed anongst the state, producers, and
federal governnent. Distribution of the noney can occur in two
different ways of structuring the project: the state can |evy
the royalty and production tax in-value, or the state can take
gas for itself and invest in the infrastructure and becone a
partner in the project. The green line is the status quo and
the red line is if enabling legislation is passed to play out
the scenario envisioned by the HOA Basically, the HOA would
swtch the state fromthe green line to the red line.

1:44: 47 PM

REPRESENTATI VE SEATON posited that when the state takes debt in
the m dstream nost of the value will go out to pay for expenses,
so nost of that value wll not be retained as profit above
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expenses. He inquired whether the lines on the graphs in slide
12 represent the actual noney retained, in other words the
revenue that 1is wusable to the state and not conmmtted to
repaynent of the midstreamequity.

MR. MAYER replied the graphs are prelimnary results from
enalytica's nodel that | ook at cash flows, not revenues, for the
project life. They factor in all of the initial upfront capital
cost or the operating cost of maintaining that plant and depi ct
the ultimate cash flow to each of these three parties after
debts are paid. Included in the nodel is a 70/30 percent
capital structure. Payments of both principle and interest are
based on the idea that 70 percent of the capital is comng from
debt and has already been taken out of these cash flows and
these are |l evered after-tax cash fl ows.

REPRESENTATI VE SEATON observed on slide 12 that the in-value
figure for producers is $70 at a low price, which is nore than
depicted for the total value on slide 11 at a BOE price of $70.

MR. MAYER answered slide 11 is a stylized way of looking at a
single barrel of value, whereas slide 12 is |looking at results
at a scale of billions of dollars from the entire 17-mllion-
ton-per-year LNG project over decades. In further response, he
confirmed that the Y axis on slide 12 is the cash flow in
billions of dollars.

1:48: 21 PM

REPRESENTATI VE P. WLSON understood that as far as cash flow, if
the state were to take its share of the gas as gas the state
woul d not have as much at the top end or as nmuch at the bottom
end. But, if the state took its share of the gas as in-val ue,
it would have nore at the top end and nore at the bottom end.

MR. MAYER responded correct, the state would have nore exposure
at both the top and the bottom so, nore upside at the top and
nore downsi de at the bottom

REPRESENTATIVE P. WLSON inquired whether, for the producers,
slide 12 is depicting what the producers get or what the state
pays the producers.

MR. MAYER replied it is what the producer gets in total cash
flow fromthis project
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REPRESENTATI VE P. W LSON understood that in-value is not as good
for producers as it would be if the state took its share as gas.

MR. MAYER answered that, in absolute ternms, that may vary and
that may vary depending on a range of assunptions. But, in
terms of exposure on the upside and downside, in the in-value
world the producer has |ess upside but is nore protected on the
downside and in the in-kind world the producer has nore upside
but is nore exposed to downside risk

1: 50: 18 PM

MR. MAYER, resumng his discussion of slide 12, noted the far
right graph shows that in lower price environnents the federal
government's share drops substantially in an in-kind world. The
main reason for this is that in low price environnents the
state's share of overall project value is relatively higher.
The state is not a federal taxpayer and so the project, overall,
pays relatively less and |less federal taxes in low price
environments than in high price environnents. To the extent
that there is a transfer of value through the in-kind structure,
a big part of that transfer of value is away from the federa
government and to the state governnent and the producers.

REPRESENTATI VE SEATON observed on slide 12 that in a low price
environnment, with all the criteria that is in the agreenent, the
m ni mum val ue for the producers is going to be $45 billion if it
is in-kind and $65 billion if it is in-value. He asked whether
enalytica's analysis is saying that under all scenarios of |ow,
md, and high price this is a great project in which everybody
makes | ots of noney.

MR. MAYER responded these are very prelimnary results intended
to indicate directional relationships of variables. He said
enalytica will do a much broader range of scenario anal yses as
it works before the commttees, |ooking at a nmuch broader range
of assunptions and showing the different risks the state could
bear in different scenarios. The aimof this exercise is not to
say that it is all great all the tinme, it is sinply to |ook at
one structure versus another and see which structure protects
the state better.

MR. TSAFCS interjected, drawing attention to the | ow ends of the
in-kind and in-value lines on the producer chart on slide 12.
He pointed out that spending $45-$50 billion for a return of $60
billion in 30 years is not a very good deal as there is also a
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time value of noney. |In further response, he confirnmed that the
graph depi cts net back val ue.

MR. TSAFQCS, responding to Co-Chair Feige, agreed that that is
still a significantly less return than at the other end.

1:53:40 PM
MR. MAYER returned to his presentation, noving to slide 13 and

noting that rather than |ooking at the undiscounted cash flow
time, slide 13 looks at the overall net present value of the

project across that sane period. Additionally, rather than
| ooking in absolute terns, slide 13 | ooks at the share that each
participant in that overall net present value is receiving. I n

a 20-25 percent gas share and a corresponding 20-25 percent
equity stake, it would intuitively seem that the state would be
getting about a 25 percent share of the total value of the
resource. As the resource owner, the question is whether that
represents a good or bad deal for the State of Alaska. In fact,
however, the state in nost circunstances has substantially nore
than 25 percent of the overall econom c value produced by the
proj ect . Further, the state's share of the pie of total value
produced is relatively higher in low price environments than it
is in high price environnents. One reason for this is that
while the state is a 25 percent participant on an equity basis
t hroughout the entire m dstream conponent, it does not have to
pay for any of the upstream costs |like the producers do. Also,
for nmost purposes, the State of Alaska is not a state or federal
taxpaying entity, which neans that, relatively speaking, it gets
to take a nmuch bigger share of the value. However, he said, the
nodel assunmes property taxes are a state liability, so issue
could be taken with that because 2 percent of a $60 billion
investment is a significant anpbunt that would have to go to
muni ci palities.

1: 56: 20 PM

REPRESENTATI VE HAWKER observed that on slide 13 the in-kind |ine
in a low price environnent is at 58 percent for the State of
Al aska, 50 percent for producers, and 15 percent for the federal
government; aggregated, those figures are nore than 100 percent
of the pie. He inquired whether he is m sreadi ng how the graphs
are supposed to be construct ed.

MR. MAYER responded he does not think Representative Hawker is

m sreading the graphs, but he wll need to get back to the
conmttee with an answer. Responding further, he confirnmed that
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[the |ines adding up to 100 percent] is the concept of how the
graph is supposed to be read.

REPRESENTATI VE HAWKER further observed the graphs on slide 13
appear to be working in regard to the in-value lines, but not
the in-kind |ines.

MR. MAYER replied the intent of slide 13 is to illustrate that,
in all price environnments, the value to the State of Alaska is
nore than the nom nals of 25 percent gas share and correspondi ng
equity, and that value comes from not paying upstream costs and
not being a taxpayer, anong other things. This is particularly
the case in low price environnents where things |ike property
tax would otherwise take a progressively larger share of the
total pie if the state were a taxpayer |ike the other gas owners
and equity hol ders.

REPRESENTATI VE HAWKER stressed that the technical point he drew
attention to does not at all contradict or cause him any concern
with his aforenentioned concl usion.

MR MAYER offered his thanks.
1: 59: 33 PM

MR. MAYER added that also seen on slide 13, particularly in md
to low prices, is a transfer of value to the producers and to
the State of Alaska from the presence of the federal governnment,
a non-federal taxpaying entity in this project. He further
noted that in this particular case, slide 13 shows value to the
producers in the in-kind world as being lower than in the in-
value world. He cautioned, however, that that can vary entirely
based on particular assunptions of the nodel, both in terns of
the overall percentage stake and a range of inputs around costs
and other things, which enalytica wll show in future
present ati ons. He urged nenbers to not think that in-kind is
inherently less desirable from a producer's perspective because
this exanple is just one way of cutting things.

REPRESENTATI VE HAWKER asked whether the state's portion shown on
slide 13 is reflective of weverything that would go to the
state's treasury or reflective of what the state's agent,
TransCanada, woul d take.

MR. MAYER answered slide 13 | ooks solely at the in-value versus

in-kind question and is therefore reflective of the HOA wi thout
considering the MOU. In the next few days enalytica wll
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specifically analyze the MU and what it will mean to provide
sone of that portion of value to TransCanada. A fixed tariff
creates greater price volatility and price risk for the state.
There are many reasons, sone of them conpelling, for why the
state entering into the MU with TransCanada is desirable. One
point to consider is that inherently having a fixed tariff in
the system adds back sonme degree of price volatility that the
i n-kind arrangenents in general are taking away.

REPRESENTATI VE HAWKER poi nted out that what is shown on slide 13
for the State of Alaska is actually an anount that would be
split between the state and TransCanada and the question is
whet her that is a fair deal for the state.

MR. MAYER concurr ed.
2:02: 53 PM

REPRESENTATI VE SEATON, observing that the previous cal cul ations
are all based on all of the state's 25 percent being tax exenpt,
guesti oned whether that is necessarily going to be the case.

MR. MAYER qualified he is not a tax attorney and cannot give
detail ed advice on exactly how the state needs to structure this
to ensure tax exenpt status. But, he added, the state obviously
has the ability to do that because it has successfully kept the
permanent fund from being a taxed entity. What is being shown
is that a key part of the overall value to the State of Al aska
and to the producers cones from the in-kind world, partly
t hrough value to the state from decreased downsi de exposure and
partly through a transfer of value from no tax liability from

the federal governnment to the state and to the producers. To
that extent, ensuring that things are structured in a way that
the state does not incur a federal tax liability seens
absolutely crucial to this endeavor. He understood that the
AGDC subsidiary is set up in a particular way in the enabling
legislation to ensure that a federal tax liability is not

incurred, but he said he cannot comment on this with expertise
because it is not his specialty.

2:05: 23 PM

MR. TSAFCS, resunming the presentation, advised that the price of
the gas and the cost of the infrastructure are the two things

that matter the nost for how much noney an investor will end up
Wit h. In that way, the state is fairly simlar to how an oi
conpany will look at this. The state will start off by saying

HOUSE RES COW TTEE - 15- February 14, 2014



it wants the nmaximum value for the commopdity and it wants to
produce the commodity at the |owest cost possible. The two
gquestions that then conme up are: what is the price going to be
and what is the risk to that price, and what is the cost going
to be and what is the risk of that cost. Slides 14-16 begin the
conversation about how to think about these two questions.
Addressing slide 14, entitled "Price Exposure Defined at
Contract Signing", M. Tsafos pointed out that when thinking
about the price of gas, one nust forget what one knows about the

price of oil. The price of oil can be found in a journal - if
the price is down, |less noney will be nmade; if the price is up,
nore nmoney will be nade - but gas does not work that way. Gas
is usually traded in long-term contracts and usually the price
is linked to oil. However, just because a contract is linked to
oil does not nmean it wll earn the sanme value as another
contract that is linked to oil. For exanple, Taiwan buys gas
from three main long-term suppliers - Indonesia, Mlaysia, and
Qat ar . Wiile it buys gas from those three suppliers in
contracts that are linked to oil, it can be seen on the graph
that these contracts do not rise and fall together. The
contract with Indonesia has one of the strongest links to oil,
such that the nore oil goes up the nore gas goes up by a simlar
anount . The contract wth Qatar has a very different
rel ationship; when oil is $100 per barrel, the gas price wth

Qatar is [$6 or $7 per million British Thermal Units (MVBTU)]
while the gas price with Indonesia is $20 [per MVBTU. When
Mal aysia first signed a contract, it had a gas price simlar to
Cat ar . At sone point, Mlaysia renegotiated its contract to
nove its gas prices up. [ The dates shown] on slide 14 are the
key point - what really matters is the timng, when the price is
set, and whether it is set at the top of the market or the

bottom of the market, because that is the price that will be the
gui de throughout the process. Except, if it gets really out of
sync with reality, contracts have an ability to revisit. For

i nstance, Kenai has been exporting to Japan since 1969 and there
iS no way a contract can ever be witten that would wthstand 40
years of oil price where the contract is just as good and just
as reflective of reality every single day for 40 years. But ,
for the nost part, that initial signing sets the price, sets the
relationship to oil, and also sets the conditions under which
there can be a review M. Tsafos counseled that new contracts
are sort of irrelevant. If the State of Alaska has a contract
with Tokyo Gas in Japan and then Australia signs a contract with
Tokyo Gas in Japan for half the price, Al aska's price does not
get affected, just like Indonesia' s higher price does not do
much for Qatar. However, if Qatar wants to sell nore gas to
Taiwan, it could bargain by pointing out the price Indonesia

HOUSE RES COW TTEE -16- February 14, 2014



receives. Deals around the world are useful for understanding
what is happening in the market, but they will not affect the
State of Alaska in the sane way the state would be affected for
oil, because all that mtters is the relationship that is
codified in the contract.

2:12: 26 PM
REPRESENTATI VE HAWKER posited that the graph on slide 14

illustrates that the nobst critical thing is the ability to
negotiate long-term LNG shi pping contracts with price floors and

price ceilings. He asked whether slide 14 is illustrating an
argunment against a royalty-in-kind situation where the state has
to go into the nmarket and develop its own sales contracts. I n

such a case, he said, the state mght be at a profound
di sadvant age  agai nst the producers that have a nmjor
i nternational marketing system

MR. TSAFCOS responded that the answer is yes and no. Yes in the
sense that it is absolutely critical the state get a good deal
it is absolutely critical that at the time the state signs this
it gets good value for its gas. No in the sense that a big
driver of what the state gets is the market reality at the tine
the contract is signed. What the state gets depends on what
| everage it has. If the state is one of twenty or thirty
suppliers it probably would not have much |everage, but if the
state is one of three suppliers it wuld have a lot nore
| ever age. It is correct that the ability to negotiate matters,
but the nmarket can sonetines matter even nore. Conti nui ng, M.
Tsafos said that in the world of LNG marketing he would not
necessarily conclude that a bigger oil conmpany always gets a
better deal. In looking at gas pricing around the world, there
are many tinmes that conpanies, even big conpanies, have signed
deals that five or ten years later they wish they could have
done sonething different, but at the tinme that was the best they
coul d get. He advised there are nmultiple ways for the state to
market its gas to defend itself against that. One option is for
the state to hire a narketing team Another is for the state to
announce that it has 25 percent of 17 mllion tons and is
| ooking for soneone to market it and ask prospective marketers
what they wll give the state for that. Thus, there are
different ways for the state to protect itself against the
af orenenti oned asynmetry.

REPRESENTATI VE HAWKER said the HOA provides that the state m ght
avail itself of those producers it is contenplating going into
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partnership with who have these gl obal organizations, which gets
to his point that this is a very intricate and |inked concept.

2:17: 00 PM

REPRESENTATI VE KAWASAKI understood that the specific tinme when a
rate is set is nost inportant, but asked how the volune and the
time termof contract would inpact the pricing.

MR. TSAFCS replied that the termor length for new LNG contracts
is usually long, 15 or 20 years and is what the state should
probably expect. There are exceptions to that rule, but, for
the nost part, to underpin that investnment [a buyer] is |ooking
for a long term contract and that wusually nmeans 15-20 mllion
t ons. Regardi ng volume, there is really no answer. There are
projects that mght sell the entire volune to one player

however, the Al aska LNG Project, as a whole, has probably too
much gas for that because there probably is not anyone out there

willing to take 17.4 mllion tons. Plus, the state's partners
probably would not sell it to them because it would be too
concentrated of a risk. If the state has 4-5 mllion tons of
LNG it would not be surprising if the state found only one
buyer, but nost likely it would be 3 or 4 buyers with each
taking 1-3 mllion tons.

REPRESENTATIVE P. WLSON surnmised a buyer would be better off
havi ng several [suppliers] because that would help the buyer get
gas at a |lower price.

MR. TSAFCS confirnmed that a buyer's interest is to have as many
suppliers as possible. At the sane tine, he added, a buyer
cannot create suppliers, unless, perhaps, it is willing to pay
an exorbitant price.

2:19:57 PM

MR. MAYER returned to Representative Hawker's question, saying
that the deal the seller negotiates, when it is negotiated, and
the market terns are crucial. However, once that is done, it is
done and it is set. So, if in the future the Henry Hub or other
of the nore volatile price structures becone the norm or if
Lower 48 gas prices go through the floor, the key is that
inherent to the entire LNG structure and process is the setting
in place of these long-term contracts, and it is known what the
deal is and, by and large, that deal is done before the fina
i nvest ment decision. \Wen the actual tinme cones to put down the
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real nmoney, the state will know what that deal |ooks |ike and
what its exposure is.

2:21:07 PM

MR. TSAFCS, resumng the presentation, noved to slide 15,
entitled "Expensive Projects can Hedge against Volatility".

There are ways, he advised, in which the state can protect
itself against volatility. The typical way that this happens is
called an S-curve. He drew attention to the far left graph on
slide 15, entitled "NO S-CURVE', saying it illustrates what
happens when the price of gas and price of oil rise and fall
t oget her. He said the mddle graph, entitled "S-CURVE",
illustrates the same concept, but does not go all the way - in

this case, a little bit of the upside is given away in return
for a little bit of protection on the downside. The far right
graph, entitled "FLOOR/ CEILING', goes to the extrenme of where a
floor and a ceiling are put in place. For exanple, if a project
requires $12 to break even and the seller cannot go bel ow $12

the seller could protect itself by saying it is wlling, even if
the price relationship were to go to $20, to take only $16. The
preval ence of S-curves depends on who has bargai ning power, the
mar ket fundanentals, and are a perfectly legitimate neans for
conpani es and governnments to protect thenselves fromvolatility.
Thus, there are a nunber of contractual ways that the state can
reduce its exposure to pricing.

2:22: 58 PM

REPRESENTATI VE TARR understood the MOU gives the responsibility
of marketing the state's gas to TransCanada. She inquired how
the state can be involved in the aforenentioned type of
participation through that rel ationship.

MR. TSAFCS answered the MOU sets up a relationship of investnent
in the treatnent plant and the pipeline, the mdstream portion

Nothing in the MO says TransCanada wll be responsible for
obtaining a price for the state. TransCanada is only an
investor and a shipper of the gas through the pipeline.
TransCanada does not take ownership of the gas; it is the
state's gas throughout, even though the state nay be paying
TransCanada a fee to use the facility. The aforenentioned is
conpl etely independent of TransCanada because it does not deal
with the MOU.

2:24:15 PM

HOUSE RES COW TTEE -19- February 14, 2014



REPRESENTATI VE HAWKER asked what the inplication is of the word
"expensive" in the title on slide 15.

MR. TSAFCS responded that in the last few years the chief reason
why conpanies have tried to use S-curves is because costs for
LNG projects have becone very high. Drawi ng attention to slide
16, he explained that this slide shows cost escalation and that
the announced cost structure for the Al aska LNG Project would
fall in the category of the nore expensive LNG projects that are
out there.

REPRESENTATI VE HAWKER surm sed that any project would desire to
hedge agai nst volatility.

MR. TSAFOS answered not necessarily. For exanple, when
Equatorial Guinea was built, the operator, Marathon, said it was
able to deliver the gas through the upstream and the pipeline
and the liquefaction for under $1. So, if a seller can deliver
gas for under $1, why would it want protection on the downside?

REPRESENTATI VE HAWKER i nterjected that that is immterial.

MR. TSAFCS, continuing his answer, said that if a seller has
very cheap gas and does not think the market is ever going to be
against it, why give up the upside to be protected on the
downsi de and that is where the whol e i dea of expensive comes in.

2:26: 16 PM

MR. TSAFOS resuned the presentation. Addressing slide 16, he
urged nmenbers to ook at the big picture and renenber that what
drives value in this project is price and cost - the state wants
the best price and the |owest cost. A question the state is
going to be asking is how nmuch the project will cost. R ght now
the answer is $45-$65 billion for the whole thing, which is a
pretty big range. Anot her part of the question is how it is
known that this wll be the cost. Slide 16, he explained,
serves as a reference regarding the type of delay and type of
cost overrun that LNG projects have faced over the last 10
years. If the state is going to be on the hook for 25 percent
of this investnent, it is legitimte for the state to ask how
hi gh the cost could really go and how del ayed could the project
be. Slide 16 tries to provide an answer by |ooking across the
uni verse and seei ng what the delays and overruns have been.

2:27:37 PM
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REPRESENTATI VE HAWKER, in response to an earlier request by Co-
Chair Feige to hold questions until after the presentation,
interjected that he wants to be on record as stating that one of
the things |egislators have picked up along the way is that the
assured failure of a nega-project is to be schedule driven
rather than being driven by the project and an understandi ng of
the project and its devel opnent. The inability of nenbers to
drill down on these slides in public is becomng schedule
driven, he asserted, and nenbers are not being given the
opportunity they need in public to hold these dial ogues.

2:28:22 PM

MR. MAYER returned to the presentation. Di splaying slide 17, he
said its purpose is to conceptually address the different ways
that the state could approach [structuring the m dstream and the
path of the MOU. The mdstreamis the gas treatnent plant and
the pipeline, not the liquefaction facility. O many
pernmutations for how the state could structure the m dstream
one obvious structure worth thinking about is an in-value
proposition, a purely producer project where the producers have
all the gas and each producer has a share of the pipeline, gas
treatment pipeline, and |liquefaction. Another obvious structure
is one in which the state takes an in-kind share in each of
these things; this could be a structure with the producers plus
the State of Alaska or a structure with the producers, the State
of Al aska, plus sonme sort of third party. If there is a third
party, then the question becones whether to | everage the state's
history with the third party in the Al aska Gasline |nducenent
Act (A A Dby continuing with that party [TransCanada] or
whet her to termnate AG A and | aunch a bidding process for a new
partner. The path of MU is that of producers, State of Al aska,
and the third party involved with AG A

2:31:17 PM

MR. MAYER turned to slide 18 to address the core drivers for the
State of Alaska in terns of fundamental interests and things the
state wants to maximze. One core driver, he said, is to ensure
there is as nuch alignnment as possible between the producers and
the State of Al aska. The previous slides showed graphically and
nunmerically just how inportant that question of alignnent is
because of the possibility of disputes over value and where
val ue accrues. The question of what the capital structure is,
and whether there is a tariff and what that tariff is, can
become very contentious if this is a producer-only project.
From the producers' perspective there is actually no tariff, it
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is sinply an investnent they nake in infrastructure that takes
gas fromthe North Slope and sees it ending up for sale in Asian
mar ket s. But from a legal and regulatory perspective, a tariff
is inferred and that tariff can be subject to all sorts of
changes based on capital structure and allowed rate of return.
There are all types of possibilities for disputes about what
that tariff actually is and therefore what value should be

netted back to the wellhead. Mnimzing those disputes is
cruci al . Also crucial to the State of Alaska is third-party
expansion. At the nonent there is about 35 trillion cubic feet
of proved gas on the North Slope, with estimates of over 200
[trillion] cubic feet of yet-to-find resource. A big part of
the aim should be building infrastructure for the future to
bring sonme of that resource to nmarket. Different players have
different incentives in this. Some players are in this to

noneti ze the gas that they have at the nonment and may not be in
this to nonetize the gas of future resource holders in quite the
same way. How that plays out is critical to the state's overal
interest. A third core driver is that the state needs to ensure
that in-state deliveries are enabled and that in-state custoners
have the | owest possible tariff. A fourth driver is the state's
interest in ensuring the greatest possible execution capability
that the pipeline can be done on tine and for the |owest
possi bl e cost. A fifth driver is the substantial interest in
ensuring continuity and nmonmentum in terns of the work done to
date and in terns that sonething real now seenms to be happening
after many decades of talk about nonetizing North Slope gas via
different neasures. Producers are noving this project from
their production arnms to their devel opment arnmns. There is a
value to continuity and nmonmentum and if a decision is nmade that
sets back the process, there is the question of what the cost of
that woul d be and how to wei gh and eval uate that.

2:35: 14 PM

VR. MAYER noved to slide 19, entitled "Producer Only:
Ali gnrent / Expansi on Weak Poi nts". The questions of alignment
and expansion are key weak points of a producer only structure,
he said. [In regard to alignment], significant potential exists
for disputes over the allocation of value and the question of
what an optimal tariff is and optiml for whom If the state
gets its economc value from the project from taxing value at
the wellhead there is a strong incentive to ensure that the
tariff is as high as possible, creating a lot of avenues of

pot enti al di sput e. Regarding third-party expansion, t he
overwhel m ng focus of the producers by thenselves, with no one
else involved in the mx, is comercializing their resource.
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The way producers nmke noney is by taking that resource to
mar ket and that does not necessarily give them a conpelling
interest in finding other resource holders and shipping the gas
of other resource holders through the pipeline. [In regard to
in-state deliveries], the potential for disputes over allocation
of value, in terns of the tariff, has an inpact on the overal
nmonetary value to the state as well as the tariff that is paid
by in-state custoners. [As far as execution], the producers
have a strong and proven ability to execute. However, the
m dstream is becomng less of a focus for the nmjor producers.
As far as continuity and nonentum all of these options, other
than the MOU path, have sone degree of uncertainty around
arbitration, litigation, and what is involved in getting out of
the AG A process, and whether the work done to date can be
mai nt ai ned.

2:37: 32 PM

MR. MAYER displayed slide 20, entitled "SOA Equity: Mre
Expansion Bias but Burden on SOA". He explained that a
structure involving [State of Al aska (SOA)] and producer equity
participation is envisioned through the HOA Wth only the
producers involved, the state would take 20-25 percent of the
gas as well as a 20-25 percent equity stake in the |iquefaction,
pi peline, and gas treatnent plant and would run and nmanage t hat
stake itself. There is sone strength to this structure, but
sonme questions around the state's ability to manage it. Thi s
solution would create strong alignnment between the producers and
the State of Al aska and would get rid of the question about what

the tariff is and where the value is allocated. It would nean
that all of the participants are taking value fundanentally in
the same way through the project. The State of Al aska has a

conpelling interest in third-party expansion, but the question
is whether the burden of expansion should fall onto the state,
whether the state is well placed to be a strong pro-expansion
pi peline operator, and whether the state has that capability.
The state would be the only participant in this project whose
core interest is served by aggressively seeking new custoners
for the pipeline and aggressively seeking to expand the
pi peline, so the question is the state's capacity in that front.
Such a solution would nean that the state's equity-entitled
capacity can be wused to carry gas to local nmarkets and,
potentially, at |ow cost of capital and low tariff for that gas.
Regar di ng execution, there is strong ability by the producers to
execute for the initial phase of the project to the existing
proposed |iquefaction trains at N kiski. But any expansion
woul d either be by the state by itself or by the state and any
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new partners that are brought in for that expansion. Thus, the
guestion of execution becones nore of one about future expansion
than it does about the initial phase. Regarding continuity and
nonment um the sane questions renmain as were di scussed earlier.

2:40: 06 PM

MR. MAYER turned to slide 21, entitled "MOU Expansion Bias &
Monment umy  But Best Deal ?" The structure under the MU woul d
have the sane benefits of alignment between the producers and
the state as would the previously nmentioned structure, he noted.
However, the question becones whether this is the best deal for
the state given that a third party would also be involved.
Wuld this particular deal with TransCanada be better than, or
as good as, any other that could be had? The capital structure
for rate setting, specifically the tariff, certainly seens
conpetitive with other FERC regul ated pipelines across the U S

but how is that actually known if there is no open bidding

process? The state never will know, but if an open bidding
process is held there is no guarantee that a better deal wll be
found or that the state will even get the sane deal. There are

many uncertainties, and nuch judgnment is needed in evaluating
what the best option is. A key benefit of a third party is
having a conpany involved in the entire process that makes its
l[iving not from shipping nolecules to market, but just from
shi ppi ng nol ecul es. This means that the third party's
fundanmental interest is in expansion of the pipeline and in
finding new gas to ship to nmake nore noney out of the project.
If there are any questions about the State of Alaska's ability
to play that role, then the idea of a capable third party with a
proven ability to execute has attractions, regardless of who
that third party is. The gas treatnent facility and the
pipeline are different fromliquefaction, M. Myer pointed out.
Expansion of the liquefaction can occur if there is enough gas
for a new liquefaction train. A new liquefaction train can be
built and can have a conpletely different ownership structure
than the previous trains, sonething that is frequently the case.

The nol ecul es, however, are still going to be noving through the
sane pipeline. Thus, the question of expansion becones nore
critical for the pipeline than for the liquefaction project, and
this appears to be the admnistration's rational in the MU
given that the focus is on the pipeline rather than on the
I i quefaction. Regarding in-state deliveries, the MOU structure
is simlar to the previously nentioned structure. Regar di ng

execution, TransCanada clearly has a proven and serious ability
to execute major pipeline projects. There could be concern that
because a pipeline conpany sinply nmakes a fixed rate of return
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on whatever it spends on the pipeline, it has no incentive for

cost control. However, the three producers are going to care
very nmuch about the price of this pipeline because that
determines all of their econom cs. Therefore, this counter

weight of different parties and different interests could
potentially serve the State of Alaska and its interests very
wel | . As far as continuity and nonmentum the MOU structure
clearly is an option that mamintains the progress nade to date
and continues to accel erate investnent.

2:44: 52 PM

MR. MAYER brought attention to slide 22, entitled "Bid: WII
Reward Conpensate for Cost in Tinme and $?" A final option, he
noted, is to ook into whether a better deal could be had with a
third party other than TransCanada. While the arrangenent wth
TransCanada seens conpetitive, the state does not really know
unless it goes to a conpetitive process. However, the downside
to this is the question of whether the state will necessarily
get a better offer or even as good of an offer through a
conpetitive process. To help answer this question, one can | ook
back at the entire AG A process and how many bidders were
i nvol ved, and ask whether that was representative or whether
there could be a stronger, nore conpetitive process if it was
done again. The other core difference of this option is the
guestion of continuity and nomentum and whether the possibility,
but not the certainty, of a better deal is worth the tine and
nmomentum in terns of the work done to date, the cost, and the
arbitration around the AG A process.

MR. MAYER noved to slide 23, entitled "SOA Needs to Carefully
Wei gh Key Questions”. He advised that the State of Al aska needs
to carefully weigh the followng key questions: What
conpensation mght the state have to pay to get out of AGA if
it is not by nutual agreement [and what intellectual property
will the Alaska LNG Project retain]? How will the HOA with the
producers be affected if the mdstreamis tied up in arbitration
or litigation? Wiat are the odds of getting better terns than
those involved in the MOU? To what extent was the |evel of
conpetition seen in the AG@ A process, which was not very high,
representative of interest and to what extent could there be a
nore conpetitive process today? And, if the state could get a
better deal than 1is «currently on the table, would that
conpensate for the absence of an experienced, pro-expansion
pl ayer from being at the table over the next 12 nonths as core
commerci al agreenents are negoti at ed.
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2:48:31 PM

REPRESENTATI VE P. WLSON returned to slide 21, inquiring how it
is that the producers reinforce cost discipline given that they
woul d not care if the tariff is high.

MR. MAYER responded the producers "care absolutely what the cost
of the pipeline is."

REPRESENTATI VE P. WLSON countered that the producers can wite
of f that cost.

MR. MAYER replied that depends to sonme extent. For instance, if
the state takes gas value in-kind rather than through production
tax, from the producers' perspective there really is no such
thing as a tariff on the pipeline anynore because the state has
its share of the gas and its share of the capacity and does what

it will with its LNG The producers have their share of the
gas, their share of the pipeline, and their |I|iquefaction
project, and they do with it what they wll. For all intents

and purposes these could be two conpletely separate projects.
They share physical infrastructure, but the producers' share of
the gas going from the gas treatnment plant, through the
pi peline, and on down to the liquefaction project is just one
big capital investnment from their perspective that enables them
to take gas fromthe North Slope and sell it in Asia. The nore
expensive that is, the poorer the producers' econonics. They
care very, very strongly about what the cost of the pipeline is.

CO CHAIR FEI GE added that while TransCanada will adm nister the
state's share in the project, the three producers wll have
approximately a three-quarter share. Therefore, he said, the
producers are also going to have a significant interest in
keepi ng cost down and making this the nost efficient project for
their own selfish purposes.

MR. MAYER concurr ed.
2:51: 07 PM
REPRESENTATI VE SEATON, referring to slide 11, related his

understanding that the State of Al aska would have a 75/25 equity
agreenent with TransCanada and each producer would determ ne the

anount of equity it wants to have in its share, which wll give
the producers a profit margin at a different phase than well head
val ue delivered to the custonmer. Regarding return on equity, he

inquired how nmenbers are to balance and understand the
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di fference between a producer in full control of the assuned
tariff and taking the value as a difference in wellhead val ue
and market price versus taking it as return on investnent in the
m dstream which enalytica is saying is the largest portion of
t he producers' capital return on the whol e project.

MR. MAYER responded the answer depends on whether it is an in-
kind or in-value situation

REPRESENTATI VE SEATON sai d he understands the in-value and about
reducing it to avoid taxes, royalties, and so forth. He
clarified he is asking what the other considerations are and how
they would inpact the state if there is nore value taken in the
mdstream than at the wellhead, especially if the state is
counting on the producers to be the sellers of the state's gas.

MR. MAYER replied if the state has gas because it is taking in-
kind gas and is participating, the question of how different
producers choose to structure their investnments really becones a
question for the producers alone and is of no particular
rel evance to the State of Alaska in the same way as it is if the

state is taxing at the well head. This is because from the
producers' perspective it really is not a tariff. Maybe the
producers cone up wth a tariff for sonme sort of internal
transaction pricing purposes, maybe they do not. But, overall

this becones one project that is sinply a big capital investnent
to take gas from the North Slope and sell it into Asia. The
state has its share and wll choose how to structure its share
of capacity in the project. If the decision is made to go down
that pathway, it really is the sharing of actual physical

infrastructure, but two conpletely separate projects within that
sanme infrastructure.

2:54. 34 PM

REPRESENTATI VE SEATON anticipated the state will be using the
producers' expertise in marketing the state's gas that will be
on the sane tanker. Producers mght structure their project so
their gas has a higher or lower wellhead value than does the
state's gas, but the producers will Ilikely be selling Al aska's
gas at the sane price as theirs. He asked how it could be

structured to protect the state's value chain from being at a
di sadvant age during price negotiating.

MR. MAYER answered that once the state is taking a gas share in-

kind and participating in the project, that question becones
what the state's ability is to negotiate a deal. That deal may
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be with end buyers in Tokyo, or with the three producers to
mar ket the LNG on the state's behalf, or with other major LNG
mar keters that are bidding conpetitively to market gas on the
state's behal f. The value is not driven in any way by the
capital structure through the rest of the value chain; it is
about the deal the state negotiates for its LNG as it |eaves the
I i quefaction plant. A marketer may not give the state what it
can potentially receive for the LNG in Tokyo; the nmarketer
receives a premumfor its risk in marketing the state's gas and
the state must anal yze whether that premumis or is not a good
deal .

2:56: 58 PM

REPRESENTATI VE SEATON posed a scenario of three LNG trains al ong
with tankers, and posited that conbined shipnents of LNG woul d
be the nost economic as conpared to storing LNG and waiting for
a separate tanker. He understood M. Mayer to be saying that in
that scenario, a different well head value for the projects would
have no relationship because it is just the state's |everage for
maki ng a deal and the producers' |everage for making a deal and
sal es to overseas markets.

MR. MAYER responded that in an in-kind world, wellhead value is
not the driver for anything because everyone has LNG An
exercise of deciding how that is netted back to the wellhead
could be done, but how that is netted back to the well head does
not really determne anything because no one is taking their
value at wellhead. 1In a scenario where gas is taken in-kind and
then i medi ately sold at the well head, there maybe is a question
of whether the price received at the wellhead is simlar to what
would be received through a tariff calculation or is a
negotiated price that is independent of that. But, assum ng
that the state remains invested in the entire value chain and
has LNG to sell, the value of that LNG is determ ned by what the

end market will eventually pay for it, and whether the state can
market its LNG itself, and, if not, what prem um the narketer
woul d charge for nmarketing on the state's behalf. It is not

driven by the well head econom cs.
2:59: 09 PM

REPRESENTATI VE TARR asked whether the cost overrun information
on slide 16 can be used by nenbers for making conparison to this
proj ect. For exanple, whether there are simlar or dissimlar
conponents that mght give an indication as to whether the state
is potentially going down the road of where it would see those
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same kinds of cost overruns. She further asked whether any
proj ects have been sanctioned between now and January 2012 when
the [Australian] project was sanctioned.

MR. TSAFCS replied he does not want to convey that slide 16 is
an exhaustive list of every single project proposed or built
over the last decade because there are other projects.
Regarding what the information mneans for Al aska, he said a
nunber of things can drive cost overruns and these can be

sinplified to country specific, project specific, or global. A
gl obal factor is the cost of steel because a lot of steel wll
be used in this project. |If the cost of steel rises between the
time it is decided to make this investnment and the time the
steel is purchased, it will result in having to pay nore for the
st eel . Many commodities today, including oil, are at or near

hi storical highs and, in that sense, the state is nore likely to
face an expensive project rather than a project wth cost
overruns because the state knows that it is expensive. An
exanple of a country specific factor is the boom that happened
in Australia, resulting in a huge call on |labor and so nore had
to be paid for that |abor than was anticipated. An exanple of a
project specific factor is Australia' s Pluto project which had a
fire at one of its facilities as well as |abor strikes. Another
exanple of a project specific factor is Australia s Gorgon
project which had delays because it is a very environnentally
sensitive area; things can just go wong as a project is built.

MR, TSAFCS said that it also comes down to project managenent
and having people who really know how to do this, and the
conpanies involved in Alaska are very experienced players.
However, an experienced player 1is not foolproof protection
agai nst cost overruns as the projects on slide 16 involved very
experienced players, but it 1is wusually better to have an
experienced partner than an inexperienced one. As things get
closer to making a final decision on the Alaska LNG Project,
there should be a shrinking of the current range of price
estimte because an oil conpany will want that range to be
smal | er. However, there nust be an appreciation that things do
go wong sonetinmes and end up costing nore. Anot her thing to
keep in mnd is that, because of the way these projects work,
what cost overruns usually do is reduce the rate of return.
Once the project is built it wll not cost a lot of nobney to
keep it running. Over time, noney will still be made, but it
just may not seem as smart of an investnent in retrospect.
Cenerally, over the course of a project, noney is not |ost each
year in the sense of a negative cash flow, prices would have to
go really low for that point to be reached. Usual |y what
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happens when costs go through the roof is that instead of making
an anticipated return of, say, 15 percent, the return is 10 or 8
per cent .

3:05: 05 PM

REPRESENTATI VE TARR related that when talking with TransCanada,
the conpany says it wll be a good partner because it is a
pi peline builder as well as a pipeline operator. In | ooking at

the last slides of the presentation regarding the risk/reward
analysis and the things that need to align, virtually all the
itens are aligned under the scenario in which AGA would be
termnated and the state goes to the bidding process. She
inquired what that scenario would nean as far as the potenti al
for one partner building the pipeline and another partner
operating the pipeline and how that would conpare to what is
currently being considered.

MR. MAYER answered that if, for instance, the tariff 1is of
paranmount inportance, then the state needs to carefully weigh
what the realistic chance is that there is a better deal on that
front versus what the state thinks the cost will be for either
arbitration or an ever nessier exit to the AG@ A process, plus
del ay. The other question is the MOU and the nunber of off-

ranps anticipated wthin the MU |f the Precedent Agreenent
and the Firm Transportation Services Agreenment outlined in the
MOU are put into place, TransCanada will bear the state's share

of costs in undertaking the Pre-Front End and Engi neering Design
(Pre-FEED) study. At any point during that tinme, within 60 days
he believed, or possibly 90 days, the state can turn around and
say it wants to go alone or go wth a different partner and
rei nburse TransCanada its costs plus a 7.1 percent interest
rate. At the Final Investnent Decision (FID), the state has the
ability, for any reason, to termnate the arrangenent. \Wen all
those things are factored in, that question of whether the state
is definitely getting the best deal and whether the state is
certain of that right now, in some ways beconmes even |ess
pressi ng.

3: 08: 08 PM
CO CHAIR FEI GE observed that a nunber of projects on slide 16
were either early or on tine and on budget. He asked who built

t hose projects.

MR. TSAFCS responded he will get back to the conmttee with that
i nformati on. The key thing here, he added, is to distinguish
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that the oil conpanies are the project sponsors and that they
hire and oversee an engineering, procurenent, and construction

(EPC) contractor to build the project. In the case of Egyptian
LNG "BG' is the largest project sponsor and he believes BG
hired Bechtel to execute that project, but he will get back to
the commttee to confirm this. He said he has worked in the
past with some of these producers, as well as EPC contractors,
and several have tried to link thenmselves wth this chart.

However, he said, he has not found that being on tinme or on
budget is strongly linked to the EPC contractor. There are only
about 7-10 EPC contractors that build these facilities.

3:10: 25 PM

REPRESENTATI VE HAWKER asked whether the four options discussed
today are definitely and exclusively the state's only options.

MR. TSAFCS replied no, there are other ways to structure this,
such as a third party only of TransCanada, which is what AGA
is, as well as other ways. Wen enalytica tried to |ist out the
15-16 pernmutations things go lost, so these four options were
chosen for sinplicity. He offered to look at a particular
option in nore detail if the conmttee so desires. Cont i nui ng,
he said there could be a structure with different players being
the gas treatnent plant and different players being the pipeline
and different players being the liquefaction. Another option is
that the whole mdstream does not have to be the exact sane
owner shi p.

MR. TSAFQOS, responding to Co-Chair Feige, agreed to provide a
list of options in witing to the commttee.

REPRESENTATI VE HAWKER, continuing his previous question, said
teasing out an entire list of options was not where he was going
with his questions. He asked whether these four options are the
only options that M. Mawyer and M. Tsafos think the commttee
shoul d be concerning itself with.

MR. TSAFCS answered he and M. Mayer went from the 15-16 options
to these 4 because they certainly seem the nobst reasonable
options. He and M. Mayer thought having the producers involved
was essential to bring cohesion to the project and once that is
taken as a given, the question is whether it should be just the
producers or should soneone el se be added. 1In the MOU the State
of Alaska has an option, but not an obligation, to acquire
equity, so it is possible to end up with the producers plus
TransCanada and no State of Al aska. Thus, when next before the
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cormittee, he and M. Myer wll wrk through the econonic
calculations of the MOU to show an option where the state does
not exercise its right to acquire up to 40 percent equity.

3:14: 27 PM

REPRESENTATI VE HAWKER said his takeaway is that the "field of
four" identified by enalytica are the places where the commttee
should be focusing its attention, although he my not
necessarily agree with enalytica on that. He drew attention to
slide 23, noting the option in the far right colum of producers
plus State of Alaska plus third party is the termnating of AGA
and the launching of a separate bid to find a new partner. He
inquired how that would work "in the context of the MU
provision that grants TransCanada, basically, a five-year right
to participate in any simlar project on terns and conditions
consistent wwth those in the deal in front of us."

MR. MAYER responded there are two routes that could take. One
route, if the MU is disliked, is to undertake sonething quite
different. The other is to go with the MU and at one of the
of f-ranps the state gets off and does sonething different.

REPRESENTATI VE HAWKER said "internal to that choice ... is an
i nherent assunption that the ... MW itself is materially
nodi fied."

MR. MAYER replied the first option would be that the MO does
not cone into effect because the conditions that would bring it
into effect - the enabling legislation and its enactnent with a
Precedent Agreenent and a Firm Transportation Services Agreenent
- do not happen. The other option is that those things do
happen and the exit ranps entailed in the term sheet are taken
I nst ead.

REPRESENTATI VE HAWKER concl uded that the aforenenti oned would be

not exactly approving the MOU but tentatively pursuing an HOA
process w thout the MU rel ationship.

MR. MAYER answered that would be one option, but another would
be going through the MOU and at a future point taking the exit
ranps that are within the MOU

3:17: 33 PM

REPRESENTATI VE HAWKER opined that the dialog has all been on
al i gnment . Today's presentation only addresses the mdstream
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but many of the questions and issues raised about the m dstream
are relevant throughout the entirety of the project. As far as
the state's participation and the various players that m ght be
i nvol ved, he inquired whether in the parts of the project above
and below mdstream the conmttee is to presune that the
presentation as presented really has no options. He then
withdrew his question, stating that enalytica's questions
depicted on slide 23 are good ones and that they go to the
question of whether the proposal in front of the commttee
really and truly represents alignnent fromthe very begi nning of
a project to the very end of a project.

MR. TSAFOS turned to slide 7 to respond, replying that of the
$66 in total mdstream transportation cost, only $24 is for the
pi peline and gas treatnent plant (GIP) that TransCanada plays

i nto. Thus, there is a bigger mdstream pie than just what
TransCanada is involved in. Regarding alignnent in the other
parts of the project, it seens there would be alignnent in the
liquefaction facility because every partner wants the | owest
possible cost. |If the state is a 25 percent equity owner in the
liquefaction it will have a simlar interest wwth the 75 percent
owners and no disputes with those owners. However, there is
some potential msalignnent in the marketing of gas because, at
a volume of 17 mllion tons, the state will probably be knocking

on the same doors, and this is true of any project where the oi
conpani es conpete with the world in the gas narketing and
conpet e anongst thenselves in the project. That is nore a fact
of life than a result of the specific project structure, he
added. One way to get around that, M. Tsafos advised, would be
to have all the gas go into a pot called "Al aska LNG' and Al aska
LNG sells this gas to the world. O her projects do this, one
such project being Angola LNG However, he understood, this is
not the current thinking of the partners, but it is an option
for addressing sone of +the potential msalignments on the
mar keti ng of gas. On the upstream he said he would suspect
that both the state and the producers have a simlar interest in
maximzing the wultimate recovery of the resource and the
reliable produce-ability of that resource. Thus, when thinking
about the entire chain, the biggest source of msalignnment would
be under narketing.

3:21:55 PM
REPRESENTATI VE HAWKER pointed out that M. Tsafos is talking
specifically to alignment wthin segnents of a project -

alignnment in the wupstream oil fields, alignnment in the gas
treatment plant, alignnment in the pipe, alignment in the LNG
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facility. However, what he is getting at is the totality -
alignnment within the entire value chain and that a value chain
is only as strong as its weakest |ink. He is therefore asking
how t he aforenentioned m salignnent points and their conseqguence
on the entire value chain should be considered by |egislators.

MR. TSAFCS responded that if the entire project is studied for
t he weakest |ink, he would say there are probably many nore weak
links wunder the status quo than wunder the current proposal
before the commttee. The current proposal does not elimnate
all the weak links, he said, and there absolutely are different
ways that this project could be structured. However, there are
so many different ways to structure this that it could get
chaotic, so perhaps the best way forward is to zoom in on sone
specific types of msalignnent and scenarios and enal ytica would
then be willing to provide its thoughts on those.

3:24:24 PM

REPRESENTATI VE SEATON said a question he has long had is how
many royalty scenarios around the world have structured in-kind
purchase and whether the state's alignment in this process is
simlar to the percentage of government take in those other
worl d projects. He requested an answer be provided outside of
today's neeting since tinme is short. He then expressed his
concern about alignment to get a project going and agreed with
Representative Hawker that the legislature's consultants are
providing a take on the project that is being |ooked at, but
that there nmay be other solutions the conmttee should be

looking at and to see whether there is a better deal. He
observed that the scenario on slide 23 with the nost checkmarks
describes AG A, except maybe the part on alignnent. The only

reason it is known that alignnent nay not be there is because
there was not a response to open season [under AQ A], although
there has not been a response to open season on this one either.
He said he would like to see an analysis on whether there are
ways to do sonething that will inprove the position of the State
of Alaska in a gasline instead of just these four options.

REPRESENTATI VE TARR requested that when putting together the
additional scenarios for the conmttee, enalytica |ooks at the
five offtakes and where msalignnent opportunities exist for
access for in-state gas.

3:26: 58 PM

HOUSE RES COW TTEE - 34- February 14, 2014



ADJ OURNVENT

There being no further business before the commttee, the House
Resources Standing Commttee neeting was adjourned at 3:27 p.m
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